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LONDON: The Co-operative Bank will not be fined
for failings that helped push the bank to the brink of
collapse before it was bailed out by bondholders,
Britain’s financial regulators said, arguing that capital
should be preserved to bolster its balance sheet. The
censure for serious risk management and trans-
parency failings will be particularly embarrassing for
the 143-year old bank, which had built its reputation
around its ethical credentials. Co-op Bank is trying to
recover from its near-collapse in 2013, when it was
hit by a yawning hole in its finances, a drugs scandal,
an exodus of top executives and losses from bad
commercial real estate loans.

The crisis saw bondholders take control of the
bank, with its long-time owner, the mutual Co-opera-

tive Group, relegated to a minority holding. Co-op
Bank was the only British lender to fail a UK banking
stress test in December and has agreed a plan with
the regulator to bolster its capital strength. The
Financial Conduct Authority (FCA) issued a public
censure against the bank for breaching listing rules
that require companies to ensure published informa-
tion is not misleading, allowing investors to make ful-
ly informed decisions.

The FCA, which undertook the 18-month investi-
gation into the actions of former management and
the 2009 merger with the Britannia Building Society,
also found that Co-op Bank fell short of its responsi-
bility to be open with its regulators, one of the princi-
ples that regulated firms must abide by. “Investors

were left unaware of Co-op Bank’s true capital posi-
tion and we were left in the dark about intended
changes to senior personnel at the bank,” said
Georgina Philippou, the FCA’s acting director of
enforcement and market oversight.

Separately, the Prudential Regulation Authority
(PRA) found that Co-op Bank failed to comply with
rules requiring a firm to manage its affairs responsi-
bly, with adequate risk management. The PRA said
that Co-op Bank had a culture which encouraged pri-
oritising the short-term financial position of the firm
at the cost of taking prudent and sustainable actions
for the longer-term. The PRA said Co-op’s risk man-
agement procedures were flawed in design and
operation. It would have imposed a fine of 120 mil-

lion pounds ($187 million) but concluded that
imposing a financial penalty on the Co-op would be
at odds with its remit to promote the safety and
soundness of the firms it regulates.

The FCA also said that Co-op Bank’s failings would
normally merit a substantial fine. However, it said
that in the circumstances it had decided not to
impose a financial penalty and to instead issue it
with a public censure. Co-op Bank’s Chairman Dennis
Holt on Tuesday apologised to customers for the
bank’s failings and said it is a significantly stronger
organisation today under new leadership. “The board
fully accept the lessons that need to be learnt, but it
is important to remember these are not a reflection
of how the bank is run today,” Holt said. — Reuters
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WASHINGTON: US nonfarm productivity
rebounded in the second quarter, but a weak
underlying trend suggested inflation could pick
up more quickly than economists have anticipat-
ed. Productivity increased at a 1.3 percent annu-
al rate in the April-June period, the Labor
Department said yesterday. But productivity,
which measures hourly output per worker, rose
only 0.3 percent from a year ago. In line with
annual revisions to gross domestic product pub-
lished last week, first quarter productivity was
revised to show it falling at a 1.1 percent rate
instead of the previously reported 3.1 percent
pace of decline.

“What it means is that inflation could be
more problematic down the road, but we
haven’t seen it yet. It’s something to think about
long term,” said Gennadiy Goldberg, an econo-
mist at TD Securities in New York. Productivity is
one of the metrics the Federal Reserve is watch-
ing as it contemplates raising interest rates for
the first time in nearly a decade. Economists had
forecast productivity rising at a 1.6 percent rate
in the second quarter. The economy grew at a
2.3 percent annual pace in period.

Longer-term US Treasuries trimmed price
gains after the data, while US stock index futures
were trading lower. The dollar fell against a bas-
ket of currencies. Annual revisions showed pro-
ductivity was unchanged in 2013, the weakest
annual reading since 1982. Productivity in 2013
was previously reported to have increased at a
1.2 percent rate. The average annual rate of pro-
ductivity growth from 2007 to 2014 was revised
down to 1.3 percent per year from 1.4 percent,
well below the long-term rate of 2.2 percent per
year from 1947 to 2014.

Output gap
Growth in productivity is an important deter-

minant of the economy’s non-inflationary speed
limit. The downward revisions suggested the
economy’s growth potential could be lower than
the 1.5 percent to 2.0 percent pace that econo-

mists have been estimating. That would imply
the spare capacity in the economy is being
squeezed out more quickly than thought and
that inflation pressures may take hold a little bit
faster than had been anticipated.

“We are growing much faster versus potential
than we had previously thought. So the output
gap over the more recent time frame looks like it
is closing at a faster rate than we had thought
prior to GDP benchmark revisions,” said Jacob
Oubina, senior US economist at RBC Capital
Markets in New York. “The faster you close the
output gap, the faster you get to that threshold
where you start to see inflationary pressures.”

But for now, inflation remains benign. Unit

labor costs, the price of labor per single unit of
output, rose at only a 0.5 percent rate in the sec-
ond quarter after advancing at a downwardly
revised 2.3 percent pace in the first quarter. They
were previously reported to have increased at a
6.7 percent rate in the January-March period.
Unit labor costs rose 2.1 percent compared to
the second quarter of 2014. Compensation per
hour increased at a 1.8 percent rate in the sec-
ond quarter after rising at a downwardly revised
1.1 percent pace in the first quarter.
Compensation was previously reported to have
increased at a 3.3 percent rate in the first quar-
ter. It was up 2.4 percent compared to the sec-
ond quarter of 2014.— Reuters
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NEW YORK: Specialist Jay Woods (right) works with traders at his post on the floor of the New York
Stock Exchange. US stocks opened lower yesterday, led by declines in energy and materials stocks
as commodities prices dropped. — AP 

SEOUL: Lotte group chairman Shin Dong-Bin bows in apology prior to a press conference
at the Lotte hotel in Seoul yesterday. — AFP 

SEOUL: The head of South Korea’s Lotte Group
yesterday vowed a new era of corporate gover-
nance and transparency as he apologised for the
family feud engulfing the beleaguered retail
giant. In an address broadcast live on television,
group chairman Shin Dong-Bin also sought to
deflect growing anti-Japanese sentiment sur-
rounding Lotte, which was founded in Japan but
does 80 percent of its business in South Korea.

Talking in accented Korean, the native
Japanese speaker twice bowed deeply before
the cameras in a show of contrition for the bitter
and very public battle for corporate control that
has pitted him against his father and elder broth-
er. “The current dispute has occurred as we have
failed to make efforts to improve corporate gov-
ernance and enhance transparency,” Shin said.
“We will be bold in reform in order to address
concerns held by the people of Korea, our share-
holders, contractors and employees,” he added.
At stake in the Lotte feud is control of a sprawling
conglomerate with 80 units across Korea-span-
ning retail, amusement parks, hotels and chemi-
cals-and total combined assets of around $90 bil-
lion.

Among other reforms, Shin said he would

push for the public listing of Hotel Lotte, which
effectively controls the Korean business, while
also streamlining the group’s complicated web of
cross-holdings to enhance transparency. “Lotte
belongs to Korea,” the chairman said, stressing
that the group’s Korean interests dwarfed the
Japanese-based side of the business in terms of
employee numbers and sales. “There has been
little flight of capital back to Japan,” Shin said,
adding that earnings made in South Korea had
been ploughed back into the domestic business.

Lotte was founded in Japan in 1948 by Shin
Dong-Bin’s father-South Korean-born Shin
Kyuk-Ho, now 92 — and grew from a seller of
chewing gum to a confectionary giant. It
expanded to South Korea after Tokyo and Seoul
normalised relations in 1965. The row within the
Shin family has fanned the embers of the anti-
Japanese public sentiment the group has long
contended with in South Korea-largely due to
the family members’ awkwardness with the
Korean language. The battle for control of the
conglomerate has pitted Shin Dong-Bin against
his father and his elder brother Shin Dong-Ju,
with accusations of dirty tricks and attempted
boardroom coups.— AFP 
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BRUSSELS: Greece and its international creditors
are making progress towards finalising a third
bailout accord designed to keep Athens in the
eurozone in return for yet more tough economic
reforms.  Officials believe an agreement on terms
for the deal can be reached soon, possibly yester-
day, and end a long-running crisis which has
raised serious concerns about the future of the sin-
gle currency.

What is being discussed?
At a crunch July 12-13 summit, eurozone lead-

ers offered Greece up to 86 billion euros ($94 bil-
lion) over three years to allow Athens time to get
its struggling economy back on track and stabilise
public finances overwhelmed by a debt mountain
of around 320 billion euros. In return, Athens must
accept more austerity measures-painful tax hikes
plus spending cuts coupled with reforms to mod-
ernise the economy. Yesterday, Greece and its
creditors reached an agreement on fiscal targets,
suggesting talks are on track for the bailout deal.
The initial agreement commits the country to a
primary deficit of 0.25 percent of GDP in 2015, and
a surplus in the three years after that.

Why another bailout?
Two previous rescue packages in 2010 and

2012 cost a combined 240 billion euros, plus more
than 100 billion euros in an unprecedented pri-
vate -sector writedown. The creditors-the
European Union, the European Central Bank and
the International Monetary Fund-say a third pack-
age is needed to keep Greece afloat after succes-
sive governments failed to live up to their commit-
ments.  Greece says it has done its best but with an
economy in deep recession for six years, the aus-
terity measures only made matters worse. Leftist
Prime Minister Alexis Tsipras won office in January

promising an end to austerity but backtracked
when it seemed Greece could crash out of the
eurozone with disastrous consequences.

Why not cut the debt?
Greece’s debt equals about 170 percent of

annual economic output and many, including the
IMF, believe the country can never hope to return
to growth unless it  is  reduced
significantly.Germany however strongly opposes
that option and insists debt relief can only be con-
sidered after Greece has met all its latest reform
commitments.  Adding another 86 billion euros to
the pile-the rescues come in the form of loans to
be repaid, not as aid-puts the debt rate at around
200 percent of GDP, more than three times the EU’s
ceiling of 60 percent.  

What do creditors want?
Creditors want concrete reforms and an

unequivocal Greek government commitment to
implement them as rescue funds are handed over.
Greece will have to cut the costs of its pension sys-
tem, followed by far-reaching reforms to open up
the economy and increase competition.Athens will
also have to ease labour market regulation to
make it easier for companies to hire and fire. The
aim is to cut spending and increase revenue so
that the government generates a surplus-before
interest payments-so as to help pay down the
debt. Greece last year did run what is known as a
primary surplus-a state’s budget surplus prior to
debt financing-but with the economy going
sharply into reverse since Tsipras came to power,
its finances are once again deeply in the red.

What next after accord?
The next step would be for the Greek parlia-

ment to approve the reforms package, likely on

Thursday.  The eurozone’s 19 finance ministers,
headed by Jeroen Dijsselbloem of the
Netherlands, would then review the accord, possi-
bly on Friday. It must then be approved by the par-
liament of several member states, including the
most crucial one, Germany. That scenario would
provide plenty of time before Greece must repay
some 3.4 billion euros to the ECB on August 20. If
there is no agreement, Brussels is expected to
organise another bridging loan similar to that
arranged for July 20 when Greece had to repay
debt to the IMF.

Future of euro-zone
The Greek debt crisis has severely tested faith

in the euro project, but analysts believe the bloc is
much stronger now than at the height of the
storm in 2010-12 after measures taken to more
closely coordinate economic policy in support of
the single currency. However, Germany, Europe’s
paymaster and biggest economy, has grown
increasingly frustrated with Greece, saying that
others such as bailed-out Ireland and Portugal
made the sacrifices Athens has balked at.  At the
July summit, Berlin even got the possibility of
Greece leaving the euro put on the agenda.

Seeing “Grexit” laid down in black and white
came as a shock and the issue still looms in the
background, with many in German Chancellor
Angela Merkel’s own camp backing this option as
the best way forward. They argue that once out of
the euro straitjacket, Greece would be free to
adjust with a new drachma while the other 18
euro-zone members would be able to strengthen
the currency bloc through tighter economic and
political integration.  Those opposed fear “Grexit”
will destroy the eurozone’s credibility, allowing the
financial markets to attack the next weakest mem-
ber and unravel the currency union. — AFP 
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ATHENS: People look at newspaper headlines in Athens. Greece’s third bailout, whose technical details were agreed to with international creditors yes-
terday, will total ‘around 85 billion’ euros over three years. — AFP 

BERLIN: Investor sentiment in Germany fell
sharply in August due to persistent geopoliti-
cal uncertainty clouding the outlook for
Europe’s top economy, a leading survey
found yesterday. The widely watched investor
confidence index calculated by the ZEW eco-
nomic institute sank 4.7 points to 25.0 points
this month, the lowest level since November
2014, ZEW said in a statement. It was the fifth
monthly decline in a row, even as analysts
polled by financial services company FactSet
had been expecting a rebound this month to
31.5 points.

“The German economic engine is still run-
ning smoothly. However, under the current
geopolitical and global economic circum-
stances a substantial improvement of the
economic situation in Germany over the
medium term is improbable,” said ZEW presi-
dent Clemens Fuest. “That is why economic
sentiment has declined.” For the survey, ZEW
questions analysts and institutional investors
about their current assessment of the eco-
nomic situation in Germany, as well as their
expectations for the coming months. The
sub-index measuring financial market players’
view of the current economic situation in
Germany improved slightly in August, ZEW
said, rising 1.8 points to 65.7 points.

Economists said a relative respite in the
Greek crisis had not put German investors’

minds at ease. “This month’s fall in ZEW
investor sentiment suggests that, despite
progress in Greece’s negotiations with its
creditors, investors are increasingly worried
about Germany’s recovery,” James Howat of
Capital Economics said.”The drop in the index
echoes weakness in recent activity data,
including industrial production and the PMI,
suggesting that the German recovery will not
gather much pace.” Stefan Kipar of BayernLB
said that beyond Greece, the slowdown in
the Chinese economy and the possible nega-
tive impact of an impending US hike in inter-
est rates, particularly on emerging
economies, had weighed on investors’
moods.

“However the decline in economic out-
look in August should not be taken too seri-
ously,” he said, noting that the indicator for
Germany was still relatively high on average.
“An increase in momentum in the coming
quarters is not to be expected but neither is a
decline in the rate of economic growth.”
Germany will release its preliminary official
estimate for second-quarter growth on
Friday. The economy expanded 0.3 percent in
the first quarter. Analysts polled by FactSet
said growth was likely to have gathered pace
during the April-June period to 0.5 percent,
despite a recent drop in industrial production
that dampened expectations.— AFP 
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JAKARTA: Indonesia’s top development official
said the government is studying proposals
from China and Japan for construction of a
high-speed rail line and expects to announce
the outcome later this month. Andrinof
Chaniago, the national development planning
minister, told reporters yesterday that a deci-
sion on which proposal to accept could be
made in about two weeks. The high-speed rail,
which will connect the capital Jakarta to
Bandung, is part of Indonesia’s 750-kilometer
high-speed train project that would cut across
four provinces on the main island of Java and
end in the country’s second largest city of
Surabaya. 

President Joko Widodo has ambitious plans
to improve Indonesia’s infrastructure, which
could boost manufacturing and create hun-
dreds of thousands of new jobs. Officials have
said that the final proposals made by regional
rivals China and Japan followed intense high-
level lobbying efforts as the two countries
compete for political and commercial influence
in Southeast Asia’s biggest economy.

Both countries have substantial expertise in

high-speed trains though China is a late-comer
to the industry compared with Japan. “We will
conduct a review not more than two weeks
and will make a decision soon,” Chaniago said
after meeting with his Chinese counterpart, Xu
Shaoshi. China and Japan have offered low
interest loans and other perks as they vie to
secure the rail contract. China’s embassy in
Jakarta on Monday released a statement prom-
ising 40,000 new jobs in Indonesia for every
year of the line’s construction.

Chaniago said China estimates the line
would cost $5.5 billion and is offering
Indonesia 50-year loans that will charge annual
interest of two percent. Indonesia’s Presidential
Chief of Staff Luhut Panjaitan has said that
Japan International Cooperation Agency has
offered loans of $4.4 billion with a 40-year
repayment period and an annual interest rate
of less than one percent. At a news conference
yesterday, Xu said China is ready to begin con-
struction of the Jakarta-Bandung line in
September and could complete it within three
years. “Our high-speed train technology is quite
developed and safe,” Xu said.— AP 
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