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ISLAMABAD: People look at vintage and classic cars during the annual Classic Car Show in Islamabad yesterday. Dozens of vintage and classic cars purchased and manufactured between the years of 1920-1970 are displayed in an
annual car show organized by the Vintage and Classic Car Club of Pakistan as part of their 6th cross country rally.—AP 

Renminbi to enter in Oct 2016 with 10.92% share

IMF approves yuan as elite reserve currency
WASHINGTON: The International Monetary
Fund welcomed China’s yuan into its elite
reserve currency basket Monday, recognizing
the ascendance of the Asian power in the glob-
al economy.

The yuan, also known as the renminbi, will
join the US dollar, euro, Japanese yen and
British pound next year in the basket of curren-
cies the IMF uses as an international reserve
asset. IMF Managing Director Christine Lagarde
called the decision “an important milestone in
the integration of the Chinese economy into
the global financial system.” “It is also a recogni-
tion of the progress that the Chinese authorities
have made in the past years in reforming
China’s monetary and financial systems,” she
added. The decision by the IMF executive board
solidifies China’s ambition to see the govern-
ment-controlled yuan achieve global status as
one of the world’s top currencies alongside the
United States, Europe and Japan.

China, the world’s second-largest economy,

asked last year for the yuan to be added to the
Fund’s Special Drawing Rights basket. But, while
already meeting the SDR criteria for being
widely used, as recently as August the Fund
considered the currency too tightly controlled
to qualify. 

However,  IMF staff  exper ts in early
November said that Beijing had taken the steps
necessary for the yuan to be called “freely
usable”, opening the way for Monday’s decision.

Lagarde said the yuan’s inclusion in the bas-
ket was expected to help China open up further
to the world economy. “The continuation and
deepening of these efforts will bring about a
more robust international monetary and finan-
cial system, which in turn will support the
growth and stability of China and the global
economy,” she said.

The unexpected devaluation of the yuan last
August received good marks from the IMF as it
expanded the currency’s movements based on
market forces.

In addition, Beijing announced last week
that an initial group of foreign central banks has
been allowed to enter the Chinese currency
market, which likely will promote further inter-
nationalization of the yuan in global trading.
IMF members can use the Special Drawing
Rights basket to obtain currencies to meet bal-
ance-of-payments needs. The Fund also issues
its crisis loans-crucial to struggling economies
like Greece-valued in SDRs. The yuan’s entry
into the basket takes effect on October 1, 2016.

Chinese challenges
China’s central bank welcomed the deci-

sion. “The joining of RMB in the SDR basket
also means the international community has
greater expectations on China to play an active
role in the world economic and financial are-
na,” it said in a statement carried by the official
Xinhua news agency.

It puts the Bank of China under pressure to
provide more transparency in line with its

peers, such as the Federal Reserve and the
European Central Bank. “If part of their policy is
to gradually liberalize the capital account and
the financial sector, this is setting in motion a
process of opening up that cannot be reversed,”
Angel Udibe, a financial markets expert at the
Peterson Institute for International Economics,
told AFP.

“It really make the case at home that they
need to continue with the process of liberaliza-
tion.” The composition and weightings of the
SDRs basket are reviewed every five years. The
last time the currencies in the basket were
changed was in 2000, when the euro replaced
the German deutsche mark and the French
franc.  The value of the SDR is  based on a
weighted average of the currencies in the bas-
ket. With the inclusion of the yuan, the dollar’s
weight in the new basket will be little changed
from its current 41.7 percent. The euro will be
30.9 percent, the yuan 10.9 percent, the yen 8.3
percent, and the pound 8.1 percent.

The inclusion of the yuan came with the sup-
port of the United States, the IMF’s largest
shareholder. Until recently Washington accused
China of keeping the yuan artificially low to
gain a trade advantage. But in October the US
Treasury Department softened its tone, saying
that after Beijing’s moves to loosen controls, the
yuan “remains below its appropriate medium-
term valuation.”

Still, the IMF decision risks angering some
lawmakers in the US Congress amid fierce
maneuvering for the 2016 presidential election.
“With this decision, the IMF is choosing to
reward China’s currency manipulation instead
of combating it,” said Senator Chuck Schumer, a
New York Democrat and longtime China critic.
“This decision is an affront to the millions of US
workers who have lost  their jobs at the hands
of China’s rapacious trading practices, and
sends a  terrible signal to the rest of the world
that currency manipulation is  acceptable
behavior in the eyes of the IMF.” —AFP

DUBAI: As low oil prices cast a shadow over Gulf
Arab economies, investors are betting that lift-
ing sanctions on Iran will boost Dubai - a view
that is causing the emirate’s debt to outperform
the rest of the region. The outperformance may
be surprising to some investors.  Dubai recov-
ered only in the last few years from a 2009 debt
crisis, and as a trade and business centre for the
Gulf, it will not escape a regional slowdown
caused by cheap oil.

Dubai real estate prices are falling and its
equities index is down 41 percent from last
year’s peak. But bond prices and credit default
swaps, used to insure against the risk of a sover-
eign default, have barely moved in Dubai, even
though cheap oil has dampened investor senti-
ment toward the rest of the region.

The spread of a May 2022 US dollar sovereign
sukuk from Dubai over an April 2019 sovereign
bond from Abu Dhabi narrowed to 1.83 percent
yesterday from 1.97 percent at the start of this
year. Five-year Dubai CDS are down 65 points
from the end of last year to 210 points, accord-
ing to Markit data.  The CDS of most sovereigns
in the six-nation Gulf Cooperation Council are
lower in absolute terms, but all of the region’s
CDS except Dubai have risen this year.

A major reason is expectations that Dubai will
quickly reclaim its traditional status as a hub for
trade with and investment in Iran after interna-
tional economic sanctions, imposed over
Tehran’s nuclear plans, are lifted early next year.

“Lifting sanctions against Iran is a point that
Dubai will benefit most from. Dubai has a strong
history of close trade interaction with Iran and
should be the key beneficiary among all GCC
credits when Iran opens its market - this is what
CDS are pointing to,” said Sergey Dergachev,
senior portfolio manager for emerging market
debt at Union Investment Privatfonds in
Germany.

RISKS
One factor bolstering confidence in Dubai is

that its economy, which is strong in areas from
finance and real estate to trade and tourism, is
much more diversified than the rest of the Gulf.
Oil and gas output accounts for an almost negli-
gible fraction of Dubai’s gross domestic product;
for other Gulf states, it is around a third or more.

“Dubai is an outlier and not really that
impacted by the oil price slump - Dubai would
be more hammered by a global growth and
trade slowdown, and here the situation still
looks not bad,” Dergachev said.

However, the composition of Dubai’s GDP
understates the extent to which it is vulnerable
to an oil-related slump in the region.

Tourism-related industries account for 20 per-
cent or more of the economy, and roughly a fifth
of international visitors to Dubai come from the
GCC. Around a fifth of real estate purchases are
estimated to be by GCC buyers from outside
Dubai. Meanwhile, market interest rates in the

United Arab Emirates have started rising as less
oil money flows through the banking system,
and the start of US monetary tightening as early
as this month could boost rates further.

This, combined with a regional economic
slowdown, could make it harder for Dubai and
its government-related enterprises (GREs) to
finance the $143 billion debt overhang left over
from their financial crisis. “Imprudent risk-taking
and re-leveraging by Dubai GREs and private
companies could prop up short-term growth at
the expense of medium-term stability,” the
International Monetary Fund warned in a report
in August.

But for many investors, the prospect of an
Iran-related boom at least partly outweighs that
risk. The IMF estimated that removing sanctions
on Iran could add 1 percentage point to the
UAE’s GDP growth between 2016 and 2018, sim-
ply by boosting non-hydrocarbon exports.
Dubai, with its sophisticated trading infrastruc-
ture, could grab most of that benefit.

The emirate would also profit from increased
Iranian demand for services exports such as
trade finance, transport, tourism and hospitality.
The number of Dubai hotel guests arriving from
Iran has almost halved since 2010; it could now
recover.

“If sanctions are lifted, the additional indirect
impact of spending by tourists and business
travellers in the broader economy could be sig-
nificant,” the IMF said.—Reuters

Optimism over Iran helps 
Dubai outperform region WASHINGTON: US factory activity fell last

month to the lowest level in more than six
years, with a stronger dollar and low oil
prices cutting new orders and hurting pro-
duction.

The Institute for Supply Management
said yesterday that its index of factory
activity in November dropped to 48.6 from
50.1 in October. Any reading below 50 sig-
nals contraction and the index has tum-
bled below that critical level for the first
time since November 2012.

It now rests at its lowest level since
June 2009, a worrisome sign as Federal
Reserve officials will consider raising short-
term interest rates this month on the
understanding that the economy has suffi-
ciently healed from the Great Recession.
US manufacturers hit a rut in 2015. A glob-
al economic slowdown and a rising dollar
have crimped exports, while lower oil
prices have led energy firms to slash their
orders for steel pipe and other equipment
for drilling. Those pressures have steadily
curbed growth in factory activity this year
and have now pushed the manufacturing
sector into contraction.

A measure for new orders dropped to
48.9 from 52.9, while production fell to
49.2 from 52.9.  Still, the report showed a
rebound in hiring as its employment meas-
ure improved to 51.3 from 47.6 a month
earlier.  US manufacturers have been
squeezed this year as a strong dollar and
weak economies in  China and other key

foreign markets have cut into exports
The dollar has appreciated nearly 14

percent against a grouping of major cur-
rencies from a year ago. The increase has
left manufacturers at a disadvantage. U.S.
goods have become more expensive over-
seas, while lowering prices for imported
goods that compete against American
products. China has been stuck in a slow-
down, as has Brazil. Europe - a major trade
partner - remains economically fragile,
while Canada and Japan have sunk into
recession.

Companies trimmed their stockpiles of
goods between July and September, the
government said last week. That cut eco-
nomic growth during those three months
at an annualized rate of 0.6 percentage
points,  even though overall  growth
advanced 2.1 percent.

Despite the dismal outlook from the
ISM report, there is evidence that some
manufacturers are adjusting to these chal-
lenging conditions.

The Fed reported that US manufactur-
ing output rose in October for the first
time in three months as steel mills, auto
plants and computer factories became
busier. For the third consecutive quarter,
US CEOs expressed growing caution about
the country’s economic prospects in the
short term and more said they expected to
curtail capital investments over the next
six months, according to a survey released
yesterday.— Agencies

US factory activity
drops in November


