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LIANYUNGANG: A teller counts yuan banknotes in a bank in Lianyungang, east China’s Jiangsu province. China’s central bank yesterday devalued its yuan currency by nearly two percent against the US dollar, as authorities seek to
push market reforms and bolster the world’s second-largest economy. — AFP

LONDON: China’s shock 2 percent devaluation of the yuan yes-
terday pushed the dollar higher and raised the prospect of a
new round of currency wars, just as Greece reached a new deal
to contain its debt crisis. Stocks fell in Asia and Europe as
investors worried about the implications of a move designed to
support China’s slowing economy and exports. The stronger dol-
lar hit commodity prices, driving crude oil down after Monday’s
hefty gains, though gold hit three-week highs as investors
focused on the risks to the global economy. Weaker stocks lifted
top-rated bonds, with yields on euro zone debt also falling on
the Greek deal, struck nine days before Athens is due to repay
3.2 billion euros to the European Central Bank.

China’s move, which the central bank described as a “one-off
depreciation” based on a new way of managing the exchange
rate that better reflected market forces, triggered the yuan’s
biggest fall since 1994, pushing it to its weakest against the dol-
lar in almost three years. The Australian dollar, often used as a
liquid proxy for the yuan, fell 1.2 percent to $0.7322 as the US
dollar index, which measures the greenback against a basket of
currencies, rose 0.4 percent before paring gains. In Asia, the
Singapore dollar hit a five-year low while the Malaysian ringgit
and the Indonesian rupiah hit lows not seen since the Asian
financial crisis 17 years ago. The Japanese yen hit a two-month
low of 125.08 to the US dollar.

Investors who had held euro-funded yuan positions bought
back the single currency, pushing it up 0.2 percent to $1.1042
and weighing on the dollar index. US reaction will be crucial.
Washington has for years pressed Beijing to free up the
exchange rate to allow the yuan to strengthen, reflecting the
growth in the world’s second-largest economy. Today, China’s
economy is slowing and the new exchange rate mechanism
gives markets greater ability to push the yuan lower, just as the
United States prepares to raise interest rates - a step that should
add to dollar strength.

“It does look, however modest, like an attempt to recoup just
a small amount of competitive edge lost in international mar-
kets,” said Simon Derrick, head of currency research at BNY

Mellon in London. “What happens over the next few days mat-
ters. If we have a currency that moves much more freely, fine. If,
however, we go back and it’s just repegged ... that is currency
war.” European shares fell. The pan-European FTSEurofirst 300
index was down 1 percent, led lower by car makers and luxury
goods companies, whose products have just got more expen-
sive for Chinese consumers. “What is good for growth in China is
unfortunately bad for everybody else,” said Bill McQuaker, co-
head of multi-asset at Henderson Global Investors.

Shares in Athens, however, gained 1.5 percent after the coun-
try secured a third bailout deal with creditors, making it the only
European bourse to rise. This followed falls in Asia. MSCI’s broad-
est index of Asia-Pacific shares outside Japan gave up early gains
and was down 1.4 percent at its lowest since February 2014.
Japan’s Nikkei slipped 0.4 percent. On Chinese stock markets, air-
lines and importers fell, though exporters rose. The CSI300 index
of the largest listed companies in Shanghai and Shenzhen lost
0.4 percent and the Shanghai Composite closed flat.

The weakness in stocks boosted top-rated bonds. German
10-year yields fell 4 basis points to 0.65 percent and US equiva-
lents dropped 6 bps to 2.16 percent. The deal on another bailout
for Greece also helped yields on lower-rated Spanish and Italian
bonds drop 5 bps apiece while Greek two-year yields fell 4.8 per-
centage points to 14.67 percent, their lowest since March. “The
Chinese devaluation was taken as ‘things are not going that well
in China’ and this is a risk-off move,” said Martin van Vliet, senior
rate strategist at ING, adding that “with the Greek deal secured
and the ECB continuously buying bonds, peripheral spreads
would have been much tighter (but for China)”. 

Oil prices fell as dollar-priced commodities became more
expensive, weighing on demand. Brent crude was down 65
cents a barrel at $49.76. Gold fell to as low as $1,093.25 before
recovering to around $1,1109 an ounce as investors sought safe-
ty. “Probably gold is benefiting from fears that this is a new
round of ‘currency war’,” Macquarie analyst Matthew Turner said,
adding that China’s move had increased uncertainties about the
global economy, which tends to be good for gold. — Reuters

China devaluation heralds currency war
US dollar on the rise as China devalues yuan

ATHENS: Greece and its international lenders reached a
multi-billion euro bailout agreement yesterday after talk-
ing through the night, officials said, potentially saving the
country from financial ruin. The agreement, reached after
a 23-hour session of talks, must still be adopted by
Greece’s parliament and euro-zone countries. The single
currency bloc’s finance ministers are due to meet on
Friday, giving time to finalise the deal before a major debt
repayment next week.

The negotiations appeared to have resolved all the
main outstanding issues, after Greece’s leftist government
effectively capitulated last month to creditors’ demands
for deep austerity measures in order to receive loans.
“Finally, we have white smoke,” a Greek Finance Ministry
official said after exhausted Greek officials emerged in a
central Athens hotel to announce the two sides had
agreed on terms. “An agreement has been reached.”
Finance Minister Euclid Tsakalotos confirmed only “two or
three small issues” were pending. Greek shares rose, with
the banking index surging 6 percent, while two-year bond
yields fell more than 4 percentage points.

“The institutions and the Greek authorities achieved an
agreement in principle on a technical basis. Now as a next
step, a political assessment will be made,” European com-
mission spokeswoman Annika Breidhardt said in Brussels.
Still, officials in sceptical northern European countries
remained cautious, pending final approval of the deal.
“There remains work to be done with details,” said
Finland’s Finance Minister Alexander Stubb. “We must
take one step at a time. Agreement is a big word.”
Commission President Jean-Claude Juncker was due to
hold talks later with German Chancellor Angela Merkel
and French President Francois Hollande.

Approving the agreement would close a painful chap-
ter of aid talks for Greece, which fought against austerity
terms demanded by creditors for much of the year before
relenting under the threat of being bounced out of the
euro-zone. After a deal in principle last month, the latest
round of talks began in Athens three weeks ago to craft
an agreement covering details of reform measures, the
timeline for their implementation and the amount of aid
needed. — Reuters

Greece and lenders 
clinch bailout deal 

ATHENS: A woman walks past graffiti by street artist Flip depicting a baby still attached to its umbilical cord
and reading “Welcome...You owe to Troika 36730 Euros” in Athens. Greece’s third bailout, whose technical
details were agreed to with international creditors yesterday, will total “around 85 billion” euros over three
years. — AFP 

NEW DELHI: Opposition lawmakers yesterday blocked
Prime Minister Narendra Modi’s efforts to simplify India’s tax-
ation laws, a key part of his government’s plans to boost
Asia’s third-biggest economy. Finance Minister Arun Jaitely
introduced the legislation in the upper house of Parliament
with just two days left in Parliament’s current three-week
session. The bill would replace India’s multiple national and
state taxes with a single tax regime. Opposition Congress
party lawmakers, whose support is crucial for approving the
bill, blocked the proceedings. 

They instead demanded the resignation of three key rul-
ing party leaders accused of abusing their authority and
financial irregularities. The scandals are the first to hit Modi’s
government since it came to power last year. Modi’s
Bharatiya Janata Party denies any wrongdoing by party lead-
ers. Jaitley said yesterday that the tax reform would turn

India into a single market with a uniform rate of taxation for
both goods and services. “It will help bring down prices as
there will be no tax on tax.” The proposed legislation already
has been approved by the lower house of Parliament where
Modi’s Hindu nationalist Bharatiya Janata Party commands a
majority on its own. 

However, the government needs the opposition support
in the upper house of Parliament for approving any new
law.The Modi government already has deferred until the
next session of Parliament a bill to make changes to India’s
land-acquisition law following the Congress party’s opposi-
tion.  The Congress party has disrupted Parliament’s func-
tioning for the past two weeks demanding the resignation of
three BJP leaders for allegedly helping a former Indian crick-
et official who is facing investigation for financial irregulari-
ties and a multi-million dollar job recruitment scandal. — AP 

India opposition blocks tax reform legislation


