
WASHINGTON: For the first time in
years the International Monetary Fund
is optimist ic about global  economic
growth. But  i t  sees  a  new problem:
mounting debt in the world’s largest
countries. 

“Debt levels are increasing in G20
economies,” Tobias Adrian, who heads
the IMF’s monetary and capital markets
division, said Wednesday. 

Among private businesses in those
countries, leverage is higher than before
the financial crisis.
And the weight of
debt  se rv ice  has
also jumped in sev-
eral top economies,
he noted. With cen-
t ra l  banks  i n  the
United States and
Europe expected to
t igh ten  monetary
conditions, he said,
“This poses greater risks over time from
sharp  inc reases  i n  i n te res t  ra tes .”
Introducing the IMF’s newest assess-
ment of risk in the world’s financial sys-
tem, Adrian noted that the extremely low
interest rates of the past several years
have allowed countries to borrow easily
to finance their rebound from reces-
sions.

And recovery is not yet complete, he
noted, saying low rates are still needed.
At the same time, he said, “this environ-
ment is breeding complacency,” with
risks building on several fronts.

That is true especially for the super-

stars of the emerging economies like
China, Brazil, and Turkey. China contin-
ues to fund growth with the expansion
of credit, he noted, particularly “shad-
ow” credit-lending outside the regulat-
ed banking system. Another side of the
problem is the dependence of emerging
market and lower-income economies on
external funding, especially portfolio
investment inflows. 

Around $300 billion in such funds
will flow into these countries in 2017,

suppor t ing  the i r
growth.

“This is broadly
g o o d  n ew s ,”  s a i d
A d r i a n .  “ B u t  t h i s
greater reliance on
foreign borrowing
may at some point
become a vulnera-
bi l i ty, part icular ly
fo r  l ow - i n c o m e

countries, if those resources are not
put to good use.”

Systemic risk? 
That leaves such markets vulnerable

to shocks like geopolitical turmoil and
jumps in interest rates, which would
increase the cost of debt, and could
spark sharp outflows in portfolio invest-
ment.

Son ja  G ibbs , o f  the  Ins t i tu te  o f
International Finance, said emerging
economies are on the whole better off
than they were just a few years ago.
Growth is stronger and many show other

fundamenta l  economic  s t rengths .
However, she acknowledged, “there is a
potential for problems.” 

“It’s going to be a challenge especial-
ly when you move to a world where the
Federal Reserve is going to raise US
interest rates, global rates will rise, and
debt service will rise.”

At a round table discussion at the IIF,
a number of officials stressed the need
for countries to take advantage of the
relative quiet to implement reforms that
will protect them if there is a sudden
shift in global capital markets. “There is

no s i lver  bul let . I t ’s  about  having a
sound f iscal  pol icy as a lways,”  said
Alberto Torres,Deputy Undersecretary
for Public Credit in Mexico’s Finance
Ministry.

Ludovic Subran, chief economist of
French insurer Euler Hermes, said he
does not rule out a sovereign debt crisis,
“especial ly in the emerging markets
where growth is being financed by pub-
lic deficits,” he told AFP. “It is a real
issue, actually, and could be systemic for
the world economy,” a senior European
official warned. —AFP
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LONDON: Italy’s borrowing costs fell to their
lowest level in almost three weeks yesterday after
the government won the last of three confidence
votes on a contested electoral law that is likely to
penalize the anti-establishment 5-Star Movement.
The votes pushed the premium investors demand
for holding Italian debt over top-rated German
peers to its lowest since late September. 

They also boosted sentiment towards periph-
eral bonds in a week that has seen tensions ease
between Spain’s government and the wealthy
region of Catalonia pushing for independence.

For now, bond investor focus turned from
Spain to Italy, where a third confidence vote on
the disputed electoral bill was passed after two on
Wednesday. 

The proposed voting system is backed by
three of the country’s four largest parties, with the
center-left government looking to rush it onto the
statute books ahead of an election that is due by

May 2018. Unlike the current rules, the new sys-
tem would allow the formation of multi-party
coalitions before the ballot, a factor likely to hurt
5-Star, which is topping most opinion polls and
refuses to join alliances.

The bill now faces a secret ballot by the same
parliamentarians in the lower house, giving dissi-
dent parliamentarians of all colors a chance to
shoot it down, as happened in June to a previous
electoral proposal.  Election uncertainty in Italy,
the euro zone’s third biggest economy, has been
cited by analysts as one of the main risks facing
regional bond markets.

“Election risks”
“This law does help to a degree in that it

reduces the probability of an anti-establishment
government, so that could be a slight positive for
Italy,” said ING senior rates strategist Benjamin
Schroeder. “It does also cast a light on election
risks coming up.” Italy’s 10-year bond yield fell as
much as 4 basis points to around 2.124 percent, its
lowest level since September 25.

The gap between Italian and German bond
yields

l often viewed as a gauge of how investors
view relative risks

l narrowed to around 168 basis points, its
tightest in almost three weeks. —Reuters
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DUBLIN:  Apple may proceed to build a
850 million euro ($1 billion) data center in
Ireland, the High Court ruled yesterday,
bringing relief for the government after a
two-year planning delay which it feared
could hurt its reputation with investors. 

Apple in February 2015 announced
plans to build the data center in a rural
location in the west of Ireland to take
advantage of rich green energy sources
nearby.  Planning permission was granted
by the local council six months later, but a
series of appeals blocked Apple from
beginning work. 

High Court judge Paul McDermott yes-
terday dismissed two separate appeals
against the planning permission, clearing
the way for the project to proceed. 

Ireland relies on foreign multinational
companies for the creation of one in every
10 jobs across the economy and sees major
investments such as data centers as a
means of securing their presence in the
country.  A similar Apple center announced
at the same time in Denmark is due to
begin operations later this year and Apple
has announced it will build a second data
center there.

Irish Prime Minister Leo Varadkar met
Apple executives last month and said they
had made clear their frustration with the
planning and judicial delays and warned
the process would color decisions that they
might make about future investments.

The government has said it is consider-
ing amending its planning laws to include
data centers as strategic infrastructure,
thus allowing them to get through the plan-
ning process much more quickly.

It has said it will be one of the biggest
capital investment projects in the west of
Ireland, providing 300 construction jobs
and 150 on-site permanent jobs. —Reuters
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WASHINGTON: People pass by outside of the International Monetary Fund
(IMF) building in Washington yesterday during the World  Bank/IMF Annual
Meetings. —AP

Geopolitical 
crises, 

rate hikes 
pose risks


