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WASHINGTON: US economic growth unexpectedly
remained tepid in the second quarter as inventories fell
for the first time in nearly five years and business invest-
ment remained weak, offsetting robust consumer spend-
ing. Gross domestic product increased at a 1.2 percent
annual rate after rising by a downwardly revised 0.8 per-
cent pace in the first quarter, the Commerce Department
said on Friday. 

In addition, the GDP growth estimate for the fourth
quarter was cut by five-tenths of a percentage point to a
0.9 percent rate. The three straight quarters of weak
growth suggest a significant loss of momentum that
puts the economy at the risk of stalling, but economists
expect growth to accelerate in the second half against
the backdrop of strong consumer spending. Though the
inventory drawdown weighed on GDP growth, that is
likely to provide a boost to output in the coming quar-
ters. Economists believe other drags to growth during
past quarters, including lower oil prices and a strong dol-
lar, are fading. They expected growth to average just
above 2 percent in the second half. “The US economy
just went through a meaningful inventory correction
cycle,” said Harm Bandholz, chief US economist at
UniCredit Research in New York. “In the past, those devel-
opments have even led to recessions, but given that
potential growth is slower these days and that other
headwinds occurred at the same time, one may actually
be tempted to highlight the economy’s resilience.”

Excluding inventories, GDP growth rose at a 2.4 per-
cent rate and domestic demand increased at a 2.7 per-
cent pace. Economists had forecast the economy grow-
ing at a 2.6 percent rate in the second quarter after a pre-
viously reported 1.1 percent expansion pace in the
January-March quarter. The weak GDP report is unlikely
to have an impact on the interest rate outlook, with the
Federal Reserve focused on the labor market and persist-
ently low inflation. The US central bank said on
Wednesday that near-term risks to the economic outlook
had “diminished.”

“We think they are unlikely to set monetary policy
according to wild swings in inventory, but rather labor
market dynamics and final demand, although the doves
will cite these numbers as a reason for more ‘wait and
see’,” said Paul Mortimer-Lee, chief North America econo-
mist at BNP Paribas in New York. The GDP report com-
bined with poor earnings from oil majors Exxon and
Chevron to pull down US stocks. The dollar fell to session
lows against a basket of currencies, while prices for US
government bonds rose.

Robust consumer spending Consumer spending,

which makes up more than two-thirds of US economic
activity, increased at a 4.2 percent rate - the fastest since
the fourth quarter of 2014 and accounting for almost all
the rise in GDP growth in the second quarter. Although
that rate of growth is probably unsustainable, a tighten-
ing labor market, rising house prices and still higher sav-
ings should underpin spending for the rest of 2016. In
the second quarter, income at the disposal of house-
holds after adjusting for inflation increased at a $13.92
billion rate from $13.81 billion early in the year. A sepa-
rate report from the Labor Department on Friday
showed labor costs increasing at a steady 0.6 percent
rate in the second quarter, matching the prior quarter’s
rise. Business inventories fell $8.1 billion in the second
quarter, the first drop since the third quarter of 2011,
after increasing $40.7 bill ion in the first quarter.
Inventories sliced off 1.16 percentage points from GDP
growth, the largest drag in more than two years. It was
the fifth straight quarter that inventories weighed on
output. Some economists said the inventory drop likely
reflected lower oil prices. “Our read is that the unwinding
of the energy boom has produced a larger drag than had
been previously reported,” said Mark Vitner, a senior
economist at Wells Fargo Securities in Charlotte, North
Carolina.

Business spending on equipment contracted for a
third consecutive quarter, the longest stretch since the
2007-2009 recession, though the pace of decline slowed.
Business spending on equipment fell at a 3.5 percent
rate after declining at a 9.5 percent pace in the first quar-
ter. Investment in nonresidential structures, which
include oil and gas wells, declined at a 7.9 percent pace
in the second quarter after rising at a 0.1 percent rate in
the prior period. Business spending has been hurt by the
cheap oil, which has squeezed profits in the energy sec-
tor, forcing companies to cut capital spending budgets.
Prospects for business spending are not encouraging.

Exxon Mobil, the world’s largest publicly traded oil
producer, on Friday reported a lower-than-expected
quarterly profit. Chevron, the second largest US-based
oil producer, posted a second-quarter loss on Friday, its
largest since 2001. Outside the oil sector, economists say
uncertainty over global demand and the upcoming US
presidential election are also making companies cau-
tious about spending. Investment in residential con-
struction and spending by the government fell, but
economists expect a rebound. Despite the lingering
effects of the dollar’s rally and weak global demand,
trade contributed two-tenths of percentage point to
GDP growth. — Reuters

SEATTLE: Genetically modified wheat not
approved for sale or commercial produc-
tion in the United States has been found
growing in a field in Washington State,
agriculture officials said Friday, posing a
possible risk to trade with countries con-
cerned about engineered food. The Food
and Drug Administration says genetically
modified organisms, or GMOs, are safe
and little scientific concern exists about
the safety of those on the market. But crit-
ics say not enough is known about their
risks, and they want GMOs labeled so
people know what’s in their food.

On Friday, President Barack Obama
signed into law a bill that will require
labeling of genetically modified ingredi-
ents for the first time. The legislation
passed by Congress two weeks ago will
require most food packages to carry a
text label, a symbol or an electronic code
readable by smartphone that indicates
whether the food contains genetically

modified organisms, or GMOs. Several
Asian countries temporarily banned US
wheat imports after genetically modified
wheat was found unexpectedly in a field
on an Oregon farm in 2013. It also
popped up in a field at a university
research center in Montana in 2014.

It wasn’t immediately clear how
altered wheat cropped up in Washington.
But the US Agriculture Department said
there is no evidence it has entered the
market. If it did, the FDA concluded that
“it is unlikely that the wheat would pres-
ent any safety concerns if present in the
food supply,” the department said. A
farmer discovered 22 plants in an
unplanted field, and the wheat was devel-
oped to be resistant to the herbicide
known as Roundup, created by seed giant
Monsanto, the USDA said. An agency
spokeswoman did not know where in the
state it was found.

Federal officials said they were work-

ing with the farmer to ensure that none of
the modified wheat is sold. Out of cau-
tion, the agency said it is holding and
testing the farmer’s full wheat harvest,
but so far it has not found GMOs. The
plants are a type of wheat that had been
evaluated in limited field trials in the
Pacific Northwest from 1998 to 2001 but
never commercialized, Monsanto said in a
statement. It said the type found in
Washington state is similar to the one dis-
covered in Oregon three years ago; it has
the same inserted DNA but in a different
location.

No variety of genetically engineered
wheat has been approved for commercial
use or production in the US. GMOs are
plants or animals that have had genes
copied from other plants or animals
inserted into their DNA. Most genetically
engineered crops are corn and soybeans
eaten by livestock or made into popular
processed food ingredients like corn-

starch, soybean oil or high fructose corn
syrup. Only a handful of modified fruits
and vegetables are available, including
Hawaiian papaya, some zucchini and
squash and a small percentage of sweet
corn. The FDA also has approved for con-
sumption a genetically engineered
salmon that would grow faster than tradi-
tional salmon, but it’s not yet available in
grocery stores. South Korea said Friday
that it will inspect US wheat imports for
genetically modified wheat, the Yonhap
News Agency reported. The Ministry of
Food and Drug Safety said it has asked
the USDA for information on the unap-
proved wheat and inspection methods.

The USDA said it has validated a test
that Monsanto developed for the herbi-
cide-resistant wheat, which would be
available to trading partners. “Trading
partners will get the tests. I believe that
once they have those in place, they’ll con-
tinue buying,” said Glen Squires, CEO of

the Washington Grain Commission, a
state agency that represents wheat farm-
ers. “We don’t anticipate any major dis-
ruptions.”

The USDA also said it has beefed up
oversight of genetically engineered field
trials and now requires developers to
apply for a permit for those involving
GMO wheat starting this year. In 2014,
genetically modified wheat plants were
found at a university research center in
Huntley, Montana, where it was legally
tested by Monsanto in the early 2000s.
The plants in eastern Oregon were found
in a field that had never conducted such
tests, and the USDA closed its investiga-
tion two years ago unable to determine
how the wheat got there. Different strains
were found in each state. The Washington
Association of Wheat Growers and the
Washington State Agriculture
Department referred questions to federal
authorities. — AP 

GMO wheat found in Washington could affect US trade

BRUSSELS: Growth in the euro-zone
halved in the second quarter, official data
showed, with analysts warning that the
consequences of Brexit could harm the
economy further later in the year. The
Eurostat statistics agency said economic
growth in the 19-nation single currency
bloc slowed to 0.3 percent in the April to
June period, with stagnation in France
largely contributing to the poor data.

This was down from a far more robust
expansion of 0.6 percent in the previous
quarter, though analysts had said that
result was due to a surprisingly warm win-
ter in Europe. The latest figures were in line
with forecasts of analysts surveyed by data
company Factset, and meant the euro-
zone grew by 1.6 percent over 12 months.

The period covered by the gross domestic
product (GDP) data largely pre-dates the
shock vote in late June by non-euro
Britain, which the European Central Bank
warned would negatively influence growth
in Europe for years to come. Signals so far
are that economic activity in the euro-zone
is proving resilient despite the vote, after
strong initial shocks rocked the financial
markets.

“The good news is that the economy
still has some momentum, though there is
little acceleration to be expected as long
as the Brexit story continues to inject some
uncertainty into the external environment,”
said Peter Vanden Houte, chief economist
at ING Bank in Brussels. Looking ahead,
“the third quarter started on a good foot-

ing, but it is probably too soon to start
downplaying the potential negative
impact of Brexit on euro-zone growth,” he
added. In the euro-zone, Spain managed
to grow a solid 0.7 percent despite political
deadlock since inconclusive elections last
December.

But French growth ground to a halt in
the April-June period, a disappointing
result for the euro-zone’s second-biggest
economy. Eurostat also announced that
euro-zone consumer prices rose 0.2 per-
cent in July after a gain of 0.1 percent in
June as the single currency bloc edged fur-
ther away from the dangers of deflation.
“The inflation data is likely to be the start
of a more sustained pick-up in price rises,”
said Jack Allen, European economist at

Capital Economics. The ECB last week
refrained from adding more monetary
stimulus to boost consumer prices in the
euro-zone, disappointing markets.

Slow euro-zone growth has seen infla-
tion slide in and out of negative territory,
threatening a dangerous downward spiral
of falling prices and wages. The ECB aims
to get inflation back to its long-term target
of two percent or just below, a level it
deems healthy for growth. Euro-zone
unemployment meanwhile was
unchanged at 10.1 percent in June com-
pared with May, but down from 11 percent
in June 2015, Eurostat said. The agency
said GDP growth for the EU’s 28 member
states as a whole stood at 0.4 percent, for a
year-on-year gain of 1.8 percent.— AFP 

Brazil unemployment 
rises to 11.3 percent

RIO DE JANEIRO: Brazil’s unemployment rate rose to
11.3 percent in the second quarter, official data said
yesterday, as a drawn-out recession continued taking
its toll. The figure stood three percentage points high-
er than the same period last year, said the government
statistics institute, IBGE. Latin America’s largest econo-
my entered recession in 2014. It remains in a deep
slump, weighed down by the fallout of a massive cor-
ruption scandal centered on state oil giant Petrobras
and political uncertainty caused by the suspension of
President Dilma Rousseff pending an impeachment
vote. Interim president Michel Temer is trying to get
the economy back on track with market-friendly
reforms, but the recession is forecast to last into 2017.
The gloomy outlook comes as the country prepares to
host the Olympics in Rio de Janeiro, which kick off
next Friday. 
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Russian Central Bank holds 
key rate over inflation fears

MOSCOW: Russia’s central bank on Friday held its key
lending rate at 10.5 percent as inflationary pressures
weighed off against trying to spur a faster economic
bounce back. The Bank of Russia said in a statement that it
made the move as “the decline in inflation expectations
has stalled” but insisted that it remained on target to meet
its long-term targets of 4 percent inflation by the end of
2017. The majority of economists predicted that the bank
would hold the rate steady after trimming it in June for the
first time in almost a year. The Bank of Russia said that deci-
sion was down to decreased inflation risks but that it did
not signal the start of a cycle of cuts. The last few weeks
have prompted cause for caution over inflation as figures
for June saw household incomes that have been hit for
two years over the economic crisis rebound. The ruble also
remains volatile after a recent bounce back gave way to a
fall as oil prices have slipped down. The bank said that at
its next meeting it “will consider the possibility of a further
rate cut based on estimates for inflation risks and the align-
ment of inflation decline with the forecast trajectory.” 

Brazil’s Petrobras sells 
its first pre-salt oil field

RIO DE JANEIRO: Brazil’s scandal-plagued state oil
company Petrobras said it will sell off its first “pre-salt”
deep-water oil field to Norway’s Statoil in a bid to pay
off its massive debt. The Petrobras board approved
the $2.5 billion sale of its 66-percent stake in the off-
shore exploration block known as BM-S-8, the compa-
ny said in a statement. It said the sale was part of its
strategy to prioritize investment in “assets with greater
potential for short-term cash generation, capital opti-
mization and economies of scale.” Petrobras had said
in December it would start selling off its prized assets,
the deep-water offshore fields found in what is known
as the pre-salt layer some five kilometers (three miles)
below the Atlantic seabed. It said it needed the money
to get its books back in order after its debt soared by
more than 40 percent in 2015. The pre-salt fields hold
potentially massive amounts of oil, but it is technically
challenging-and eye-wateringly expensive-to reach.
Brazil’s Congress must still approve the pre-salt sales.
Currently, Brazilian law gives Petrobras exclusive rights
to the offshore fields, setting the company’s minimum
stake at 30 percent.

Taiwan ends contractions 
as it limps out of recession 

TAIPEI: Taiwan came out of recession in April-June, data
showed, as a pick-up in the island’s key electronics sec-
tor helped end a run of three successive quarterly con-
tractions. The 0.69 percent year-on-year growth beat
expectations and comes after newly elected President
Tsai Ing-wen pledged to kickstart growth, including
establishing a “Silicon village” for Asia. Traditionally an
export-driven technology hub, the island is home to
industry giants such as Foxconn and Taiwan
Semiconductor Manufacturing Company (TSMC), which
a key suppliers for Apple’s iPhone. But China has been
pushing to grow its own tech sector, with the develop-
ment of domestic smartphone brands and homegrown
hardware like Huawei, while sluggish global demand
has also acted as a drag. However, the latest growth fig-
ures show a rise in semiconductor, electronic compo-
nents and computer industries in the second quarter,
having fallen ten percent in the same period last year. 

Brexit dangers threaten
Euro-zone growth slows 

Mexico economy shrinks;  
industrial activity down

MEXICO CITY: Mexico’s economy retreated in the second
quarter as industrial activity fell while services stagnated,
official figures showed Friday. The gross domestic product
of Latin America’s second-biggest economy shrank 0.3
percent between April and June compared to the first
three months of the year, according to the INEGI statistics
institute. The primary sector, which includes agriculture
and mining, fell 0.1 percent while the secondary sector,
which includes industry, was down 1.7 percent. The serv-
ices sector posted zero growth. The contraction follows
growth of 0.8 percent in the first quarter of this year and
0.5 percent in the last quarter of 2015. On an annual basis,
the economy grew 1.4 percent in the second quarter
compared to the same period last year. 

US growth lackluster 

LONDON: British consumer morale suffered its sharpest
drop in more than 26 years after last month’s decision by
voters to leave the European Union, according to figures
that are likely to embolden Bank of England policymakers
to take action next week. Market research firm GfK said its
gauge of consumer confidence fell to -12 from -1 in June,
the biggest drop since March 1990 - when Margaret
Thatcher was prime minister and Britons were reeling from
interest rates rising to 15 percent.

The comparison ends there, however. Economists
expect the Bank of England to cut rates to a new low of
0.25 percent next week and possibly revive its bond-buy-
ing program, spurred by plunging business and consumer
morale since the June 23 vote. Consumer spending has
been a key pillar of economic growth, so the BoE will likely
be concerned that Britain’s headline gauge of consumer
mood has fallen so sharply, even if the actual level of the
GfK is still around levels seen in late 2013.

Business surveys overnight offered a mixed picture. A
survey of manufacturers from industry group EEF showed
business confidence dropped in factories across Britain,
particularly in south-east England and Wales. But a Lloyds
Banking Group survey showed business confidence
regained some lost ground after falling to a four-and-a-
half-year low immediately following the referendum. “The
latest GfK consumer confidence survey adds to the evi-
dence from other post-referendum surveys that have
warned of a potentially sharp correction in the economy,”
said RBC economist Sam Hill.

The GfK survey was worse than all forecasts in a Reuters
poll that suggested consumer confidence would tick up
from a reading of -9 in a one-off “Brexit special” version of
the survey published three weeks ago. Separate BoE data
showed consumer lending expanded last month at the
fastest pace since 2005 although a gradual slowdown in
the number of mortgage approvals persisted into June.

“The broader picture underscores the story told by the
Q2 GDP numbers earlier this week - the economy was
shrugging off political uncertainty in the run-up to the ref-
erendum,” said Elizabeth Martins, an economist at HSBC.
Official figures this week showed Britain’s economy
expanded 0.6 percent in the three months up to its vote to
leave the European Union, although most of this reflected
a surge in output during April. “The post-referendum indi-
cators suggest that this strength has fallen away since the
result,” Martins added, citing the GfK survey as an example.

The BoE lending figures mostly reflect lending that took
place before the vote, but there are signs that the Brexit
decision has already had an impact on the property mar-
ket. London-focused estate agent Foxtons blamed a 42
percent drop in first-half profit on the referendum, saying it
led to a fall in transactions which is likely to last until the
end of the year. The GfK survey showed pessimism about
the economy’s prospects in the next 12 months rose to the
highest level since April 2012, when Britain last flirted with
recession. Economists polled by Reuters earlier this month
said it was more likely than not that Britain will fall into
recession in the coming year. — Reuters

BOSTON: Passers-by walk near the construction site of a high-rise building in Boston.  —AP 

Inventories fall for the first time since 2011

Biggest drop in British 
consumer morale puts 
BoE on track to act

LONDON: Buses and pedestrians pass the Bank of
England in London. — AP 


