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COLOMBO: Sri Lanka yesterday sealed a bil-
lion-dollar deal to let a Chinese state firm take
over a loss-making port in a move that worries
many, including its giant neighbor India.

The long-delayed $1.1 billion sale of a 70
percent stake in Hambantota port, which
straddles the world’s busiest east-west ship-
ping route, was confirmed by Sri Lanka’s Ports
Minister Mahinda Samarasinghe. The govern-
ment used tough laws against industrial action
to stop workers going on strike this week to
oppose the sale to China Merchants Port
Holdings.  India is nervous about China’s infra-
structure moves into its traditional sphere of
influence. “We have addressed geo-political
concerns,” the minister said at a signing cere-
mony in Colombo. “China has accepted that
everything in this agreement will operate
under Sri Lankan law.” Negotiations over the

deal were held up for months amid opposition
from trade unions and political parties. 

The minister said this week that several
countries had raised fears about the sale. India
and the United States are known to be con-
cerned that China getting a foothold at the
deep-sea port could give it a military naval
advantage in the Indian Ocean.

Samarasinghe said that Hambantota, 240
kilometres (150 miles) south of Colombo, will
not be a military base for any country. China
Merchants built and operates Sri Lanka’s only
major deep-sea terminal in Colombo, which
can accommodate the world’s largest contain-
er carriers.

Strategic partner 
Executive vice president Hu Jianhua said

the company wanted to make Hambantota the

gateway to expanding economies in South
Asia and Africa where it has similar port opera-
tions. “(The) business of Hambantota port will
be cross border, across the Indian ocean,
stretching to the Far East, to Europe and to the
globe,” Hu said.

“Sri Lanka will be well positioned to play a
strategic role in the one-belt-one-road initiative
of the government of the People’s Republic of
China,” Hu said. Sri Lanka has signed up to
President Xi Jinping’s signature foreign policy
initiative, which aims to strengthen China’s land
and sea trade routes. India has snubbed Xi’s
plan and skipped a May summit in Beijing that
was attended by world leaders. Samarasinghe
said Hambantota will be purely a commercial
port, but any routine port calls by foreign
navies will be regulated by Sri Lanka as in the
case with the Colombo port. Two Chinese sub-

marines called at Colombo in 2014 during the
final year of former president Mahinda
Rajapakse’s tenure, angering New Delhi.

The new government of President
Maithripala Sirisena turned down a Chinese
request in May for another submarine call at
Colombo shortly after Indian Prime Minister
Narendra Modi visited the island. Sirisena came
to power in January 2015 promising to loosen
ties with China after a decade of hefty funding
by Beijing under his predecessor. 

He suspended all big ticket Chinese funded
projects amid allegations of corruption. These
have resumed after modifications to the con-
tracts with the previous government. Apart
from the $1.12 billion sale price, the Chinese
firm will invest another $600 million to develop
Hambantota, Samarasinghe said. The port has
racked up losses of $300 million in the last six

years,  according to official figures. In addition,
the government pays more than $60 million
annually to service the port’s debt. 

China’s influence in Sri Lanka makes neigh-
boring India anxious because it considers the
Indian Ocean region to be its strategic back-
yard. President Maithripala Sirisena has been
trying to balance both Asian giants.

Sri Lankan officials have repeatedly reiter-
ated that the port’s security will be handled
by Colombo in an attempt to allay the fears
that the port could be used by Chinese as a
military hub.

The agreement has ignited protests inside
the country too and in January, hundreds of
farmers and opposition supporters protested
the plan to lease the port, saying the pro-
posed partnership was akin to a sellout of the
country. —Agencies

Sri Lanka, China seal controversial $1bn port deal 
Merchants Port Holdings takes 70% stake in Hambantota port

WASHINGTON: The International
Monetary Fund on Friday said that
the US dollar was overvalued by 10
percent to 20 percent, based on US
near-term economic fundamentals,
while it viewed valuations of the
euro, Japan’s yen, and China’s yuan as
broadly in line with fundamentals.

The IMF’s External Sector Report -
an annual assessment of currencies
and external surpluses and deficits of
major economies - showed that
external current account deficits
were becoming more concentrated
in certain advanced economies such
as the United States and Britain,
while surpluses remained persistent
in China and Germany. While the
report assessed the euro’s valuation
as appropriate for the eurozone as a
whole, it said the euro’s real effective
exchange rate was 10-20 percent too
low for Germany’s fundamentals, giv-
en its high current account surplus.

Britain’s pound, meanwhile, was
assessed as up to 15 percent over-
valued compared to fundamentals,
which include a high level of uncer-
tainty over Britain’s post-Brexit
trading relationship with the
European Union.

The Fund said the dollar’s appreci-
ation in recent years was based on its
relatively stronger growth outlook,
interest rate hikes versus looser mon-
etary policy in the eurozone and
Japan, as well as expectations for fis-
cal stimulus from President Donald
Trump’s administration.

But so far this year, the dollar
index, the broad measure of its value
against other major currencies, is
down more than 8 percent this year
and is off to the worst start to a year
since 2002.

The IMF recommended that US
authorities take steps to shrink a cur-
rent account deficit that remains too
large, by reducing its federal budget
deficit and passing structural reforms
to increase the savings rate and
improve the economy’s productivity.
“It’s important to address imbal-
ances, because if they’re not dealt
with appropriately and through the
right policies, we could have a back-
lash in the form of protectionism,”
IMF Research Division Chief Luis
Cubeddu told a news conference.

Cubeddu said that the persistence
of current account surpluses in
export countries such as China and

the growth of deficits in debtor
countries such as the United States
suggested that the problem would
not clear up automatically. “That is,
prices, savings and investment deci-
sions don’t seem to be adjusting fast
enough to correct imbalances. This
partly reflects rigid currency arrange-
ments, but also certain structural fea-
tures, like inadequate safety nets,
barriers to investment, which leads
to undesirable levels of savings and
investment,” he said.

The report said that while China’s
yuan was broadly in line with its fun-
damentals, IMF models showed wide
divergences with desired policies
from a 10 percent overvaluation to a
10 percent undervaluation due to
uncertainties over Beijing’s policy
outlook.

The US Treasury in April refrained
from declaring China a currency
manipulator despite Trump’s cam-
paign promises to do so, citing
Beijing’s interventions last year to
prop up the yuan’s value in the face
of capital outflows. But it kept China,
South Korea, Taiwan, Germany and
Switzerland on a monitoring list for
large external surpluses. —Reuters

IMF: Dollar overvalued; euro, yen, 
yuan in line with fundamentals

LONDON: Physical crude markets are at last showing
signs of tightening as record refinery consumption in
the United States coincides with a slowdown in oil
exports from the Middle East Gulf.

US refineries processed an average of almost 17.3
million barrels of crude per day last week, an increase of
620,000 barrels per day (bpd) compared with the same
week in 2016. Fuel consumption by US motorists
remains largely flat but US refineries are seeing higher
demand for gasoline and diesel from Latin America
where supplies have been hit by local refinery problems.

Refinery crude consumption remains high in most
other geographical markets in an indication fuel
demand is growing strongly, especially in emerging
economies. OPEC exports have been rising as a result of
increasing output from Libya and Nigeria, which are not
capped under the organization’s production deal, and
poor compliance from some members.

But Saudi Arabia has been restricting exports in
recent weeks and has stated exports will be below 6.6
million bpd in August, compared with 7.3 million bpd in
August 2016, and the lowest for the month since 2010.
Saudi Arabia and Iraq both tend to export less during
the summer because they use more crude domestically
to burn in power plants to meet air-conditioning
demand.

So some of the slowdown in Saudi exports may be
seasonal, but officials are keen to frame it as a deliber-
ate policy to accelerate the reduction of global oil
stocks. Saudi sources have said export allocations to
the United States, Europe and Asia will all be cut

sharply in August.
The prospective reductions have left refiners

scrambling to find replacement crude which is tight-
ening the physical market for all grades. Demand for
medium and heavy crudes, with a high yield of mid-
dle distillates, has been strong since the start of the
year, helping narrow the light-heavy differential. 

But intensive refinery runs during the second and
third quarters have seen strong demand for light
crudes as well, tightening the market for light oils,
even as supplies from North America and Africa have
increased. One consequence is that commercial crude
stocks in the United States have fallen more rapidly
than normal at this time of year and are now below
year-ago levels. 

The tightening supply-demand balance has been
reflected in a sharp improvement in the calendar
spreads for Brent crude for the remainder of 2017 and
through 2018. The Brent spread between September
and October 2017 has tightened to just 3 cents per
barrel contango on Thursday, from 32 cents per barrel
in the middle of June.  Other inter-month spreads
have also tightened significantly with a tighter con-
tango indicating traders now expect a lower level of
inventories throughout the period. The physical crude
market now looks significantly tighter than it did in
the first half of June, which has coincided with a
renewed rise in bullish hedge fund positions and a
modest rise in spot prices. The critical question is how
much of this improvement is seasonal and how much
will be sustained once summer is over. —Reuters

Physical oil market tightens 
as refiners scramble for crude

COLOMBO: In this March 15, 2016 file photo, a Sri Lankan couple walk on the Galle Face green as the China Port City project is seen behind in Colombo, Sri Lanka. —AP


