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BEIJING/SHANGHAI: China’s authorities
have sounded the alarm in recent weeks
over the risk of capital outflows from the
economy, but there was little evidence at
Beijing and Shanghai banks yesterday that
Chinese individuals were rushing to lock in
2017 quotas to buy foreign exchange.

Only a trickle of people at banks were
seen selling yuan for dollars on the first
business day of the new year, when buyers
in theory could have made use of their
quotas. Under China’s capital controls, indi-
viduals are permitted to buy up to $50,000
in foreign exchange a year, and data shows
January is typically a standout month for
onshore foreign currency deposits.

The yuan shed nearly 7 percent against
the dollar last year, its poorest showing
since 1994, as policymakers struggled to
contain capital outflows and preserve for-
eign exchange reserves in the face of a
slowing economy and resurgent dollar.

Authorities have tightened monitoring
of foreign exchange transactions out of
concern over capital outflows. China’s cur-
rency regulator this week began requiring

Chinese individuals who want to buy for-
eign currencies to specify the purpose of
the purchase and provide additional infor-
mation, and said it would monitor transac-
tions more closely and frequently as well
as punish rule-breakers. At major bank
branches in two of China’s biggest cities,
there were no queues on Tuesday, and the
few individuals who changed money
reported doing so with relative ease.

SMOOTH AND QUICK
“The whole process of changing money

was pretty smooth and quick,” said an
office worker surnamed Xu, who withdrew
$500 from an ICBC branch in Beijing yester-
day for a coming vacation in the United
States. Several other customers at banks in
the two cities reported similar ease when
changing amounts of money well below
the quota. However, it is unclear how
much foreign currency exchange was
being conducted online yesterday. Central
bank data shows onshore foreign
exchange deposits rose by almost 32 per-
cent in the first 11 months of 2016, pro-

pelled in part by the yuan’s fall to eight-
year lows. Aside from the rising forex
deposits, there has been little indication of
growing unease among ordinary Chinese -
although the authorities were taking no
chances, repeating a mantra that the econ-
omy is improving and there is no basis for
depreciation of the yuan in the long term.

Yang Zhao, chief China economist at
Nomura in Hong Kong, said there wasn’t
any widespread panic about the falling
yuan, so he had not expected a surge in
demand.

In recent months, analysts have noted
that the yuan was not alone in falling
against the dollar, with most other emerg-
ing market currencies also suffering, which
has helped keep sentiment around the
yuan from souring too much. Zhao said
restrictions on use of foreign exchange
limited anyone’s options and so acted as a
disincentive anyhow. “You can’t buy real
estate. You can’t purchase anything.
Basically you can only park that FX in your
deposit account onshore with interest
rates that are very low,” he said. — Reuters

Few selling yuan for dollars as China resets quota 

Chinese workers loading steel pipes at a port in Lianyungang, east China’s Jiangsu
province. China’s manufacturing activity expanded at its quickest pace in nearly four
years in December, an independent research firm said yesterday. — AFP 

WASHINGTON: Big Oil could be in a unique posi-
tion to protect its interests against a Republican
proposal to tax imports, given that President-elect
Donald Trump’s cabinet is studded with oil champi-
ons sensitive to the risk of higher gasoline prices.

Trump’s emerging leadership includes Exxon
Mobil Corp Chief Executive Officer Rex Tillerson as
secretary of state, former Texas Governor Rick Perry
as energy secretary and Oklahoma Attorney
General Scott Pruitt as Environmental Protection
Agency administrator. Trump himself has made no
secret of his support for the energy sector. And in
Congress, both Republicans and Democrats have
close industry ties, including House tax panel chair-
man Kevin Brady, a Texas Republican whose district
takes in the northern Houston suburbs.

House Republicans want to adopt a sweeping
tax reform that would sharply reduce tax rates for
corporations and end the taxation of US corporate
overseas profits. But a provision known as border
adjustability is stirring up controversy. Though
intended to boost US manufacturing by exempting
export revenues from tax, the provision worries
some industries because it would also tax imports.

Because US oil refiners import about half the
crude oil they use to make gasoline, diesel and oth-
er products, analysts say the change could lead to
higher gasoline prices and potentially undermine
economic growth. Integrated oil companies such
as Exxon, Chevron Corp , BP Plc, Royal Dutch Shell
Plc and ConocoPhillips could also be hit, depend-

ing on whether they are net importers.
But the industry’s allies would likely move to

soften any rough edges, analysts say. “I don’t see
this mix of leadership figures in the House, Senate
and the White House, doing something that has
the effect of raising gasoline prices,” said Peter
Cohn, an energy analyst with Height Securities, a
Washington-based investment firm.

The danger is that a move to protect the oil
refiners could open the door to assistance for other
industries, including retailers and automakers,
which would also face higher costs if no longer able
to deduct the cost of imports from their taxable
income. Such a knock-on effect could prevent bor-
der adjustability from raising an expected $1 trillion
in revenues to help pay for lower tax rates over the
next decade.

“We hope that raising these concerns early in
the process will allow members of Congress to con-
sider the issues carefully,” Chet Thompson, presi-
dent of the American Fuel and Petrochemical
Manufacturers trade group, said in a statement.
Brady said earlier this month that his committee
was sensitive to the impact on specific businesses
and “listening very closely to how we can make
sure we smooth that out.”

Moreover, some economists dismiss industry
worries about higher import costs, saying the dol-
lar’s value would rise in response to such sweeping
tax changes and ultimately reduce the cost of
imports. Currency markets would adjust to higher

oil prices by lowering the dollar value of crude,
they predict. “This argument by the oil industry is,
frankly, all wrong,” said Douglas Holtz-Eakin, former
director of the nonpartisan Congressional Budget
Office, who now heads the American Action Forum
think tank. “Refiners are going to be basically held
harmless. They’ll have a lower dollar price of oil.
Net cost is the same. And they go about their busi-
ness. I’m unsympathetic,” he added.

Height Securities’ Cohn said Trump and his
advisers could look for ways to soften any blow to
refiners and their customers: “Trump doesn’t want
to have refineries closing on his watch.” Oil already
benefits from several tax code provisions in place
for decades that would be eliminated under the
House Republican plan. But they stand to gain
more than they will lose. For instance, an existing
tax deduction for domestic production lets oil pro-
ducers shave down their corporate tax rate to 32
percent from the top headline rate of 35 percent.
Under the congressional Republicans’ plan, the cor-
porate rate would be cut to 20 percent; under
Trump’s plan, to 15 percent. Similarly, companies
that now write off intangible drilling costs or get a
tax allowance for asset depletion would be able to
immediately expense capital investments. Then
there is a tax credit oil companies claim for fees
from foreign countries. Congressional Republicans
would eliminate foreign taxes altogether, while
Trump would maintain taxation at a substantially
lower rate. — Reuters
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Change could fuel gasoline prices, undermine economic growth

MANILA: Officials blow horns and ring the opening bell during a ceremony to start
the first day of trading of the new year at the Philippine Stock Exchange in Manila
yesterday. — AFP

RAMALLAH, West Bank: Foreign financial
support to the Palestinian budget is running
at about half the forecast level,  the
Palestinian prime minister told local media
yesterday, meaning deep cuts will have to be
made to the budget this year. At its cabinet
meeting, the government said it expected to
run a budget deficit of 4.12 billion shekels in
2017 ($1.06 billion), approaching 15 percent
of gross domestic product.

“We had expected to get $1.2 billion in
(external) support and offers but we have
only received $640 million so far,” Prime
Minister Rami Al-Hamdallah told Al-Quds
newspaper. Saudi Arabia has in the past been
a reliable supporter of the Palestinians, as
have the United Arab Emirates and Turkey,
but it has cut back its contributions sharply in
recent months.

Normally Saudi pays about $20 million a
month into the budget, but it stopped making
regular contributions last April, in part to
apply pressure on President Mahmoud Abbas

to implement political changes. The European
Union and the United States have also
reduced direct budget support, preferring
instead to fund development programs that
target specific areas.

The cabinet statement said the total short-
fall in foreign funding was forecast to be $765
million in 2017, which will put pressure on
government departments to cut costs. “Such a
decline compels us to adopt an austerity poli-
cy in all fields,” the statement said. More than
half of all spending — 55 percent-goes on
salaries and wages for the Palestinian
Authority’s 156,000 state employees, from
teachers and doctors to police and public
security staff, according to the finance min-
istry’s 2016 budget. While the economy in the
Israeli-occupied West Bank and Gaza grew by
about 1.5 percent in 2015, the last full figures
available, unemployment continued to rise,
standing at 27.4 percent overall - 18.7 percent
in the West Bank and 42.7 percent in Gaza, the
ministry said. — Reuters 

Palestinians face 

deep budget cuts 

SINGAPORE: Singapore’s trade-driven
economy grew 1.8 percent last year, the
slowest pace since the global financial crisis
in 2009, after dodging a technical recession
in the fourth quarter, official data showed
yesterday.

Analysts warned growth in 2017 could
even be more subdued if rising protection-
ism crimps global trade and further rises in
US interest rates put more pressure on the
local economy. “Singapore has comfortably
dodged a technical recession in Q4 2016,
but we expect the local economy to remain
in ‘slow-mo’,” said Weiwen Ng, Southeast
Asia economist at banking group ANZ.

“The prospects of a more protectionist
trade policy poses headwinds to
Singapore’s economy who is still wedded to
the old export-led growth model,” Ng said
in a note. There have been concerns among
Asia’s export-driven economies about ris-

ing protectionism in the West, where glob-
alization and free-trade deals have been
blamed for sending jobs abroad and open-
ing the floodgates to immigrants.

Donald Trump, who will be sworn in as
US president on January 20, has vowed to
tear up the Trans-Pacific Partnership (TPP),
a major trade deal negotiated by outgoing
President Barack Obama.

Singapore is a key member of the 12-
nation TPP which contains market-opening
provisions that go well beyond cutting tar-
iffs. Singapore’s trade ministry said yester-
day that the city-state’s economy expanded
9.1 percent quarter-on-quarter in the three
months to December, reversing a 1.9 per-
cent contraction the previous quarter. A
technical recession refers to two straight
quarters of quarter-on-quarter contrac-
tions. Last year’s growth is below the 2.0
expansion in 2015. — AP
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LONDON: Gold fell yesterday as the dollar’s
buoyant start to the new year kept up the
pressure on prices after the metal posted its
biggest quarterly loss in more than three
years. The themes of late 2016 appeared to
be persisting in the wider markets in the new
year, with stock markets bouncing, while the
dollar posted its biggest rise in two weeks.

Spot gold was down 0.3 percent at
$1,148.30 an ounce at 1030 GMT, while US
gold futures for February delivery were
down $2.80 an ounce at $1,148.90. Gold fell
sharply in the wake of Donald Trump’s victo-
ry in the US presidential election in
November, sliding more than 12 percent in
the fourth quarter.  Trump’s victory boosted
the dollar and sparked a sharp rally in bond
yields, lifting the opportunity cost of holding
non-yielding gold and blunting investors’
appetite for the metal.

“The market has carried the theme of
higher dollar, yield and stocks into 2017 — a
formidable challenge to gold,” Saxo Bank’s
head of research Ole Hansen said. There were
however some potential positives for gold,

he added. “We have plenty of event risks is
month, with Donald Trump (taking office) on
January 20 being the biggest,” he said. “With
exposure cut dramatically, we may see the
selling pressure from long liquidation fade,
as most of the those adjustments would
have been carried out before year-end.”
Hedge funds and money managers slashed
their net long positions in COMEX gold to a
near 11-month low and trimmed bullish bets
in silver contracts in the week to Dec. 27.

A strong start to 2016 meant gold still
managed to end last year with its first annual
gain since 2012, of 8.5 percent. Indications
from the Federal Reserve that it would press
ahead with further interest rate hikes this
year after only their second rise in a decade
last month are buoying the US  currency, and
therefore pressuring gold. 

“Further to the Fed’s interest rate hike in
December, along with a bullish view of the
US economy and the prospects for three
more interest rate hikes in 2017, gold will
remain weak,” Sun Global Investments said in
a note yesterday. — Reuters

Gold slips as strong 

dollar piles pressure 

LONDON: London Stock Exchange Group has agreed to sell
its French clearing business to Euronext  for 510 million euros
($534 million), as it seeks to win regulatory approval for its
proposed merger with Deutsche Boerse.

The European Commission has expressed antitrust concerns
about the $28 billion merger and the impact on the clearing of
derivatives contracts in particular. The Commission, in a docu-
ment on the issue, has not made clear if the sale of the French
clearing business, LCH Clearnet SA, would be enough to dispel
its concerns, two sources told Reuters. One person directly
involved in the merger process said he did not believe the sale
alone would address the Commission’s concerns.

“I have doubts that this is enough,” he said. He suggested
that LSE might also opt to sell Borsa Italiana, operator of the
Milan stock exchange, to help address antitrust concerns,
although a second source familiar with the process said that a
sale of Borsa Italiana was not being discussed at the moment.
An LSE spokeswoman said the company could not comment
beyond its statement on the sale yesterday. Deutsche Boerse
representatives declined to comment. LSE Group and LCH
Group Limited said in a joint statement that they had agreed
on the terms of Euronext’s all-cash offer, after announcing last
month that they were in exclusive talks with Euronext on a
sale. LSE and Deutsche Boerse plan to formally submit the
Clearnet SA sale as a remedy to the European Commission’s
concerns in the next few days sources told Reuters. A major
hurdle to LSE’s merger with Deutsche Boerse is how antitrust
regulators define the derivatives market. Deutsche Boerse is
hoping that the European Commission will treat over-the-
counter (OTC) derivatives contracts and on-exchange traded
derivatives as two separate markets, sticking to a market defi-
nition the Commission confirmed back in 2012.

Deutsche Boerse’s Eurex is mainly active in exchange-trad-
ed derivatives, while the LSE’s LCH. Clearnet is active in the
OTC business. But Deutsche Boerse has acknowledged that
the European Commission may change its mind, prompting
the merger partners to make concessions such as selling LCH
Clearnet SA to avoid the LSE-Deutsche Boerse combination
being regarded as a dominant player.

“It seems the market definition is changing,” Deutsche
Boerse Chief Financial Officer Gregor Pottmeyer said about
the European Commission’s anti-trust deliberations in
November. For pan-European exchange operator Euronext,
buying Clearnet will give it control of a platform for which it
provides much of the revenue and will make it less reliant on a
competitor’s clearing services.

Lucrative business 
Clearing is becoming a much more lucrative business as

global reforms introduced after the 2007-09 financial crisis
mean banks must clear the bulk of their derivatives trades to
make them safer and more transparent. “If the DB-LSE-merger
is completed, then Euronext will be strengthened at the core
of the euro zone capital market with this transaction,”
Euronext CEO Stephane Boujnah told CNBC, adding that
Euronext is also considering other takeovers. “The reason why
we are confident we can capture those opportunities is
because we have significant firing power in our balance sheet,
in particular because of our extremely low level of debt.”,
Boujnah said. Euronext said it expected the deal to add to its
earnings in double digits from the first full year, before costs
pegged at 40 million euros. It forecast cost savings of 13 mil-
lion euros before taxes. Euronext shares were up 2.6 percent

at 1006 GMT at 40 euros yesterday, while LSE
Group and Deutsche Boerse shares were vir-
tually flat at 2,901 pence and 79.41 euros
respectively. The Commission is due to decide
on the merger on March 13, after extending

its review deadline for the second time. It
stated its objections to the merger in
December, but outlined fewer concerns than
in its first letter sent to both exchange opera-
tors in September. — Reuters


