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Fed minutes, Chinese property prices in focus for global economy 
Fed minutes may reinforce Sept 
hike view; Chinese property market 
may have bottomed; Japanese GDP 
likely shrank in Q2 

Reuters
Frankfurt

September looks increasingly cer-
tain for the US Federal Reserve’s 
fi rst rate hike in nearly a decade 

but China’s growing economic troubles 
could yet mess up its plans. 

Minutes from the Fed’s July 28-29 
meeting due on Wednesday will off er 
vital clues about its plan to hike rates 
for the fi rst time since 2006, with re-

bounding retail sales, solid jobs growth 
and rising construction all pointing to 
next month as GDP stays above trend 
for the world’s largest economy. 

Indeed, Atlanta Fed President Den-
nis Lockhart recently said that only a 
“signifi cant deterioration” in economic 
data would dissuade him from a rate 
hike in September and key drivers have 
mostly surprise on the upside. 

The big exception is, of course, Chi-
na. 

Chinese growth is slowing, the prop-
erty market is defl ating and the Chinese 
yuan’s surprise devaluation is height-
ening fears that the actual outlook is 
worse than markets expect. 

“The property overhang and high 

corporate debt support our long-held 
view that the Chinese economy is do-
ing much worse than the offi  cial growth 
forecasts of 7% suggest,” Commerz-
bank said on Friday.

“The economic risks for China will 
point downwards for a long time to 
come.” 

Chinese house price data due tomor-
row will probably reinforce views that 
the market has bottomed out thanks 
in part to government intervention but 
prices will continue to show a big year 
on year drop, indicating a protracted 
recovery with big implications for 
commodity prices. 

UBS estimates that the property 
market’s downturn will subtract 1.5 

percentage points from GDP growth 
this year and policy measures would 
have to add another 1.1% on top of the 
stimulus in 2014 for growth to be close 
to 7%. 

Still, stimulus will only stabilise, not 
accelerate growth, leading to further 
weakening in commodity demand as 
the commodity-intensive construction 
cycle transitions to a new norm at lower 
levels, UBS added. 

The weaker yuan will also add to the 
emerging market slowdown, with a po-
tential long term impact on advanced 
economies. 

“The growth diff erential between 
advanced and emerging economies is at 
its lowest level since 2000,” UniCredit 

said in a note. “Weaker growth mo-
mentum in emerging markets, contrib-
uting to commodity-price weakness, 
coupled with the dollar’s strength, is 
also creating risk for European credits.” 

The eurozone’s growth slowed to 
0.3% in the second quarter, just short of 
expectations, despite heavy monetary 
stimulus from the European Central 
and a weak euro. 

The weaker yuan is only a moderate 
headwind for European growth given 
the currency block’s trade defi cit with 
Beijing but adds to defl ationary pres-
sures, a headache for the ECB as it 
spends €60bn a months for asset buys 
boost prices. 

Indeed, the ECB already feared in 

mid-July that China’s troubles would 
have a bigger-than-expected impact 
on Europe and those fears probably in-
creased this month. 

While Europe’s GDP mildly disap-
pointed, Japan, the world’s third big-
gest economy, is bracing for an outright 
dismal reading today with markets ex-
pecting a 0.5% contraction in the sec-
ond quarter on weak exports and con-
sumption. 

China’s slowdown also lowers the 
chance of a third quarter rebound and 
will likely rekindle market expecta-
tions that the Bank of Japan will expand 
monetary stimulus, even as central 
bankers appear wary of acting any time 
soon. 

Merkel sees IMF taking 
part in Greek bailout 
Bloomberg
Berlin

German Chancellor Angela 
Merkel said she’s con-
fi dent the International 

Monetary Fund will join Greece’s 
third bailout and signalled will-
ingness to consider debt relief to 
help make it happen.

Merkel’s fi rst public com-
ments since euro-area fi nance 
ministers backed the €86bn 
($96bn) aid package were partly 
aimed at her party’s lawmak-
ers, who want the chancellor to 
ensure that the IMF contributes 
to the latest Greek rescue. Ger-
many’s lower house will vote on 
the bailout on Wednesday.

IMF managing director Chris-
tine Lagarde has made it clear 
she will back the fund’s par-
ticipation starting in October 
if conditions including eased 
terms on previous aid loans to 
Greece are met, Merkel said in 
an interview on ZDF television 
yesterday.

“And I have no doubt that 
what Mrs Lagarde said will then 
become reality,” she said. “We 
said in July that maybe — no, not 
maybe — there is still leeway on 
the extension of maturities, on 
interest rates.”

Merkel’s allies are already 
selling the Greek bailout to Ger-
man lawmakers, who set their 
approval vote for the day be-
fore an August 20 deadline for 
Greece to pay €3.2bn to the Eu-
ropean Central Bank.

The chancellor rearranged her 
schedule to try to limit the party 
revolt against aiding Greece, 
moving up a trip to the Expo 
2015 fair in Milan by 24 hours 
to today so she can address her 
caucus Tuesday on the night be-
fore the vote.

Two senior lawmakers in 
Merkel’s Christian Democratic 
Union endorsed the deal Satur-
day, saying it refl ects Germany’s 
need to reach a compromise with 
its 18 euro-area partners.

“This is what’s currently 
achievable in Europe,” lawmak-
ers Ralph Brinkhaus and Eck-
hardt Rehberg said in a joint 
statement. Greece “has cooper-
ated” and accepted conditions 
important to Germany, making 
the aid accord “justifi able,” they 
said.

A resolution to the standoff  
with Greece may help spur Eu-
rope’s stuttering recovery. Euro-
area economic growth unex-
pectedly slowed last quarter as 
the region’s three largest econ-
omies fell short of estimates. 
Even so, the euro’s weakness is 
bolstering German growth, and 
Greek bond yields dropped be-
low 10% last week after climb-
ing to 19.58% in July, the highest 
since October 2012.

Approval by Germany’s par-
liament is needed to unlock 
Greece’s three-year bailout, 
which includes immediate funds 
to cover looming bills such as 
the ECB payment. While Mer-
kel’s coalition has consistently 
backed bailouts during Europe’s 
debt crisis, dissent has grown 
with each vote and 60 lawmak-
ers in her 311-member caucus 
voted against even holding talks 
on further aid to Greece last 

month. Under the deal by euro-
area fi nance ministers, €26bn 
will be available in the fi rst dis-
bursement for Greece, including 
€10bn for a fund to recapitalise 
banks. Extending the repayment 
periods of Greek aid loans will be 
conditional on Greece’s govern-
ment meeting the conditions of 
the bailout.

Merkel praised Prime Minis-
ter Alexis Tsipras’s government 
for changing tack after a “real 

confrontation” with Greece’s 
creditors in a bid to escape aus-
terity measures tied to bailouts. 
Yet there’s no guarantee that 
Greece’s government will keep 
up its recent “intensity of work,” 
she told ZDF.

One reason to move forward 
on the bailout is Europe’s “ex-
treme” refugee crisis, which is 
turning into a bigger challenge 
“than Greece or the euro crisis,” 
Merkel said. 

German Chancellor Angela Merkel (left) posing for a photo before the recording of an interview with ZDF television yesterday. Merkel said IMF 
managing director Christine Lagarde has made it clear she will back the fund’s participation starting in October if conditions including eased 
terms on previous aid loans to Greece are met.

Nine banks agree 
to pay $2bn to settle 
forex rigging suit 
AFP
London

Nine major banks ac-
cused of foreign-ex-
change rigging have 

agreed to pay more than $2bn 
to investors in settlements, a 
law fi rm involved in the proc-
ess said. 

Plaintiff s have “reached set-
tlements totaling more than 
$2bn with Bank of America, 
Barclays, BNP Paribas, Citi, 
Goldman Sachs, HSBC, JP-
Morgan, RBS and UBS,” legal 
fi rm Hausfeld said in a state-
ment published last week after 
a hearing in New York. 

Hausfeld, which represented 
investors, gave no indication 
how the sum would be divided 
between the banks and said 
that the agreements were pre-
liminary and must still be ap-
proved by US District Judge 
Lorna Schofi eld. 

In June, sources close to the 
situation reported that Bar-
clays would pay $375mn, HSBC 
$285mn, BNP Paribas nearly 
$100mn and Goldman Sachs 
about $130mn. But they also 
specifi ed that the amounts 
were subject to change. 

None of the banks responded 
immediately when contacted 
by AFP. 

Some of the banks an-
nouncement had already 
agreed to specifi c sums. 

US banking giant JPMorgan 

Chase agreed to pay $99.5mn 
in January, followed by Bank of 
America at $180mn, Citigroup 
at $394mn and Swiss UBS at 
$135mn. 

“In addition to the billions of 
dollars in compensation, these 
settling banks have agreed to 
cooperate with investors in 
their continuing litigation” 
against other institutions, 
Hausfeld said. 

The latest agreements are 
distinct from proceedings led 
by US and British regulators, 
which in May ordered $6bn 
in fi nes on six major banks — 
Barclays, JPMorgan Chase, 
Citigroup, Royal Bank of Scot-
land, UBS and Bank of America 
— for rigging foreign exchange 
market and Libor interest 
rates. 

Barclays, JPMorgan Chase, 
Citigroup and the Royal Bank 
of Scotland all pleaded guilty to 
US Justice Department charges 
of conspiring to manipulate the 
massive currency market. 

“While the recoveries here 
are tremendous, they are just 
the beginning,” said Hausfeld 
chairman Michael Hausfeld. 

“Investors around the world 
should take note of the signifi -
cant recoveries secured in the 
US and recognise that these 
settlements cover a fraction 
of the world’s largest fi nancial 
market,” he said. 

The fi rm also noted that it 
was considering “concerted 
action” in London. 

Emerging economies re-align their monetary actions to combat economic slowdown 
BANKING ON KNOWLEDGE

By Dr R Seetharaman 

The Chinese yuan was devalued thrice 

by the People’s Bank of China (PBoC) last 

week, beginning on Tuesday by close to 

nearly 2%, on Wednesday by further 1.6% 

and again on Thursday by 1.1% against 

the dollar. The yuan, declined for three 

consecutive days after this action, how-

ever strengthened on Friday and ended 

at 6.3912 against the dollar by end of the 

week, following remarks from the PBoC 

that suggested the authorities are not 

planning any further devaluation.

China exports plunged 8.3% in July 

2015 and the country’s consumer inflation 

rate reached 1.6% in the same period, but 

is still well below the government target 

of about 3%. China’s economy grew at an 

annual rate of 7% in the second quarter 

2015. The concerns of slowing trade data 

which could impact growth and deflation 

risks prompted China to devalue its cur-

rency last week.

The unexpected interventions have 

nevertheless witnessed volatile moments 

in the global financial markets last week 

on concerns of  slowdown in China and its 

impact on global economy, though global 

stocks stabilised by  Thursday.

The Shanghai index is up by more than 

3.5% YTD till end of last week and had 

witnessed a roller coaster ride in June-

July on concerns of Chinese economy. In 

frist half of 2015, the Chinese bond market 

witnessed issues worth close to $540bn. 

However, in the same period previous 

year, it had bond issues worth exceeding 

$450bn.

Indian economy grew in first quarter 

of 2015 by 7.5%. India’s consumer price 

fell to multi-year low of 3.78% in July 2015 

from 5.4% in June 2015. In first week of 

August 2015, the Reserve Bank of India 

(RBI) kept repo rate and Cash Reserve 

Ratio (CRR) unchanged at 7.25% and 4% 

respectively citing inflation concerns and 

expectation of transmission of rate cuts 

by banks.

The uncertainty on the factors influenc-

ing the monetary policy includes persist-

ence of high inflation, monsoon as well as 

actions by the US Federal Reserve which 

is expected to shift to hiking rates.

However, recent fall in consumer 

price inflation will give some comfort to 

the RBI as it watches the US Fed’s action 

in September 2015. The Indian rupee 

had weakened last week after the PBoC’ 

action. However, it recovered a bit by 

the end of last week and closed at 65 

against the dollar. India’s stock market 

is close to 3% YTD by end of last week 

and had witnessed volatile moments. 

India’s bond market witnessed issues 

worth  more than $40bn in the first half 

of 2015. However, during the  same time  

previous year, it witnessed bond issues 

worth more than $28bn.

The GDP of Russia contracted 2.20% 

in the first quarter of 2015 over the same 

quarter of the previous year. In end of July 

2015, the annual consumer price growth 

rate rose to 15.8% from 15.3% in June 2015. 

In the last week of July 2015, the Bank of 

Russia decided to reduce the key rate to 

11.00% per annum, taking into account 

that the balance of risks shifts towards the 

considerable economy cooling despite a 

slight increase in inflation risks.

Russian Rouble was close to 65 against 

the dollar by the end of last week. The 

Russian rouble had fallen last week on 

account of fall in oil price and the PBoC 

action. The Russia capital market is above 

12% YTD   by end of last week. Russia’s 

Bond market witnessed issues greater 

than $17bn in the first half of 2015. How-

ever, in same period previous year, it was 

above $16bn.

Brazil’s gross domestic product 

shrank 1.6% in the quarter of 2015 from 

the same period a year earlier year. In-

flation in Brazil has hit a 12-year high of 

9.56% in July 2015. The country’s central 

bank targets an inflation rate of 4.5% 

and has raised interest rates to 14.25% 

to combat inflation. Brazil’s real had 

weakened by more than 30% YTD and 

was at 3.4827 against the dollar by end 

of last week. Brazil capital market had 

weakened by more than 5% YTD till end 

of last week on concerns of slowdown 

in economy. Brazil bond issue was more 

than $9bn in the first half of 2015 as 

against more than $13bn in the same 

period of 2014.

The emerging economies have the 

challenge of accelerating their economic 

growth and also face deflation/inflation 

risks. The central banks of such econo-

mies continue to re-align their monetary 

policies to combat economic slowdown 

and fight deflation/inflation risks.

Dr R Seetharaman is Group CEO of Doha 

Bank. The views expressed are his own. 

Biggest Danish phone firm drops
M&As as ‘creditors come first ’

Bloomberg
Copenhagen

TDC, which last year unnerved 
both bond and share investors 
with a $2bn takeover, won’t 
enter any new deals as 
preserving credit ratings 
becomes its priority.
That’s according to Pernille 
Erenbjerg, who took over 
as chief executive off icer on 
Friday, replacing Carsten 
Dilling after three years of 
disappointing returns.
“I don’t have any plans for 
acquisitions, either in the 
short or in the medium term,” 

Erenbjerg said in a phone 
interview. “It’s always diff icult 
to comment on what might 
happen in the long term, so I 
can’t do that.”
TDC’s bonds and shares 
fell in September when the 
Copenhagen-based company 
bought Norwegian cable 
provider Get AS for 13.8bn 
Norwegian kroner. 
“We want to be investment 
grade and it’s very important 
for me that we stick to the 
rating — we’re very committed 
to that,” Erenbjerg said. 
“It’s too soon for me to 
comment on our long-term 
dividend policy.”
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