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HONG KONG: Asian stocks and emerging
currencies tumbled yesterday and com-
modities fell after China allowed the yuan to
fall sharply for a second straight day, forcing
investors to seek refuge in safe-haven gov-
ernment debt. Yesterday, the People’s Bank
of China set its midpoint rate weaker than
Tuesday’s closing market rate, which had
already fallen sharply after China devalued
its currency by 2 percent in a surprise move.

The central bank had billed Tuesday’s move
as a free-market reform but experts suspect
it could be the beginning of a longer-term
slide in the exchange rate to make China’s
ailing exports more competitive.

The rapid drop in the value of China’s cur-
rency-more than 4 percent in the last two
days-dealt a body blow to appetite for risky
assets globally, with equities, currencies and
commodities coming under selling pressure

as money managers weighed the implica-
tions of China’s latest policy move. MSCI’s
broadest index of Asia-Pacific shares outside
Japan fell 1.5 percent to two-year lows.
Stock markets from Australia to Singapore
were a sea of  red in early deals.  Jens
Nordvig,  managing director of Nomura
Securities, said in a note the yuan’s weak-
ness over the last two days has the “poten-
tial to turn into a trend very quickly” and can

impact US growth and “meaningfully
impact risk sentiment”.

The Dow fell 1.2 percent and the S&P
500 shed 1 percent as China’s currency
move on Tuesday added to worries
about the global economic outlook and
hit companies with large exposure to
China, such as Apple Inc and Caterpillar.
Many Western firms have already been
reporting slowing sales in China as its
economy cools. Emerging market cur-
rencies from Indonesia to Brazil reeled
as investors feared central  banks
around the world could rush to weaken
their own currencies in response. That
meant only the greenback was left
standing tall with the US dollar holding
near a two-month high of 125.15 yen ,
while the broad dollar index was stuck
within recent trading ranges.

Currencies considered as China prox-
ies were singled out for special punish-
ment, with the Australian dollar nursing
losses at 0.7255 per dollar after falling
more than 1.5 percent overnight. “The
bottom line is that we believe investors
will orientate portfolios towards more
rate cuts rather than currency weak-

ness.  Real rates are way too high, in our
view,” wrote Sean Darby, chief global
equity strategist  at  Jeffr ies.
Commodities investors worried that
prolonged yuan weakness could revive
deflationary pressures, with a 19-com-
modity Thomson Reuters/Core
Commodity CRB Index holding near
lows not seen since 2003.

US crude oil futures fell more than 4
percent overnight to a six-year low
before managing to recover 1.1 percent
to $43.57 a barrel  early yesterday.
Copper and aluminum also hit six-year
lows on Tuesday as the cheaper yuan
fueled worries the world’s top metals
consumer would cut back on imports.
Copper posted a modest bounce after
the overnight slide, with three-month
copper on the London Metal Exchange
(LME) edging up 0.7 percent to $5,159 a
ton. Bonds were the solitary bright
spot,  with the benchmark 10-year
Treasury note yield sliding five basis
points to a three-month low of 2.087
percent. Its 10-year Japanese counter-
part fell to a three-month trough of
0.38 percent.— Reuters

PARIS: Chinese tourists queue to enter in a fashion store in Paris. China’s currency fell
further yesterday following a surprise change in its exchange rate mechanism that rat-
tled global markets and threatens to fan trade tensions with the United States and
Europe. — AP 

LONDON: Oil prices rose yesterday
after an upbeat report from the IEA
outweighed the bearish impact of a
further weakening of China’s yuan
currency and disappointing Chinese
industrial output data. The yuan hit a
four-year low yesterday after China
allowed it to slide further following a
mini-devaluation on Tuesday to sup-
port the slowing Chinese economy,
where industrial output grew less
than expected in July. China is the
world’s biggest oil consumer after the
United States and a weaker yuan
erodes Chinese purchasing power for
dollar-denominated imports like oil,
potentially reducing fuel demand.

But, while slowing demand from
China has helped bring down oi l
prices at a time of oversupply by big
producers in the Middle East ,  oi l
demand elsewhere is accelerating,
the International Energy Agency (IEA)
said yesterday. The world oil market
had begun to rebalance as low fuel
prices stimulated extra consumption,
it said. “While a rebalancing has clear-
ly begun, the process is likely to be
prolonged as a supply overhang is
expected to persist through 2016 -
suggesting global inventories will pile

up further,” the Paris-based energy
watchdog said.

Benchmark Brent crude oil was up
30 cents a barrel at $49.48 by 1200
GMT, well above a six-month intraday
low of $48.24 hit on Monday, but less
than half its value a year ago. US light
crude oil was up 20 cents at $43.28.
On Tuesday the US crude futures con-
tract closed at its lowest settlement
since March 2009. World oil produc-
tion is running at up to 3 million bar-
rels per day (bpd) above consump-
tion, analysts say, increasing stock-
piles in all continents and depressing
spot markets for crude and oil prod-
ucts such as gasoline and jet fuel.

But sharp price falls are beginning
to encourage demand. The IEA fore-
cast world oil demand would grow by
1.6 million bpd this year, up 200,000
bpd from its previous estimate and
“the fastest pace in five years”. In the
short term, the oil market is still wor-
rying about the state of the Chinese
economy, the largest consumer of
most commodities, including many
forms of energy such as coal. China’s
struggles also hit coal yesterday with
benchmark futures falling to levels
last seen a decade ago.— Reuters

Oil steadies as bullish IEA 
balances China yuan slide

LONDON: Gold rose for a fifth session in
a row yesterday, hitting a fresh three-
week high as the dollar and European
equities slid on concerns over China’s
devaluation of its currency. Earlier in the
day, the People’s Bank of China set the
yuan’s midpoint reference rate weaker
than Tuesday’s surprise 2 percent deval-
uation. The move sparked fears of a cur-
rency war and hit global equities,
prompting some investors to seek assets
perceived as safer such as gold. The met-
al has now recovered more than 3 per-
cent from a 5-1/2-year low of $1,077 dur-
ing a late-July rout. 

Spot gold rose as much as 1 percent
to its highest since July 20 at $1,119.80
an ounce in earlier trade and was up 0.7
percent at $1,116.09 by 1149 GMT. US
gold for December delivery gained 0.7
percent to $1,115.80 an ounce. Gold was
lifted by a weaker dollar, down 0.9 per-
cent against a basket of currencies, and
lower US Treasury yields on doubts over
whether the US Federal Reserve will
raise interest rates in the wake of China’s
devaluation.  A weaker US currency
makes dollar-denominated gold cheap-
er for foreign buyers, while the fall in
returns from US bonds is seen as posi-

tive for the metal, which pays no inter-
est. “Although Fed policymakers are
looking at what’s happening in China
and other economies, they are likely to
stick by a September rate hike, as they
indicated after the Chinese stocks tur-
moil in July,” Natixis analyst Bernard
Dahdah said. “The support we are seeing
in gold could therefore be short-lived.”

China’s devaluation is unlikely to dis-
tract the Fed from a domestic economy
that appears increasingly ready for
higher interest rates, economists and
Fed watchers said. But if China’s action
indeed spurs a currency war, other cur-
rencies would depreciate while dollar
strength continued, analysts said, which
would eventually weaken gold. The
weaker yuan would make it  more
expensive for China, the world’s top
consumer, to import gold, potentially
extending weak Chinese demand seen
since 2014, said OCBC Bank analyst
Barnabas Gan. Spot si lver was
unchanged at $15.27 an ounce after hit-
ting a one-month high on Tuesday.
Platinum gained 0.1 percent to $985.25
an ounce, having touched a three-week
top overnight and palladium was up 0.4
percent at $603.97. — Reuters

Gold hits three-week 
top on lower dollar 

Risky assets reel as yuan falls for 2nd day
Asian stocks plunge to 2-year lows 


