
Business
TUESDAY, SEPTEMBER 5, 2017

Trump hints at withdrawal from 
US-South Korea free trade deal

Page 18

Kuwait may project KD 6-6.5bn 
budget deficit for 2017/18 

Page 20

Special offer from Emirates Airline for NBK cardholders
Page 21

The new Mercedes-Benz 
S-Class: The best 
car in the world

Page 19

XIAMEN: A plenary session of the BRICS Summit is held in Xiamen, Fujian province, China yesterday. Five major emerging economies opened a summit yesterday to map out their future course, with host Chinese President Xi
Jinping calling on them to play a bigger role in world governance, reject protectionism and inject new energy into tackling the gap between the world’s wealthy and developing nations. — AP

BRICS pledges to oppose protectionism
Xi to give $80 million for BRICS cooperation plans

XIAMEN, China: China will give $80 million in
funding for BRICS cooperation plans, Chinese
President Xi Jinping said yesterday, while the bloc
of five emerging countries pledged to oppose
protectionism. Xi offered 500 million yuan ($76.4
million) for a BRICS economic and technology
cooperation plan, and another $4 million for proj-
ects at the group’s New Development Bank (NDB)
during a three-day leaders summit in the south-
eastern city of Xiamen.

China’s new contributions to BRICS pale in
comparison to its $124 billion pledge earlier in
May for Xi’s own Belt and Road initiative,
which aims to expand links between Asia,
Africa, Europe and beyond as a new way to
boost global development.

The announcement came amid ques-
t ions  over  the  re levance of  BRICS  and
China’s commitment to the NDB in light of
the Belt and Road initiative and the China-
led Asian Infrastructure Investment Bank,
both key efforts by Beijing to bolster its
global influence.

Xi said during a plenary session at the
BRICS leaders’ summit that the five emerging
economies - Brazil, Russia, India, China and

South Africa - should increase cooperation in
sectors such as trade and investment, mone-
tary policy and finance, and sustainable devel-
opment.

“We should redouble our efforts to com-
prehensively deepen BRICS partnerships and
open BRICS cooperation,” he said. Set up in
20l5 as an alternative to the World Bank, the
Shanghai-headquartered NDB was seen as the
first major BRICS achievement after the group
came together in 2009 to press for a bigger
say in the post-World War Two financial order
created by Western powers.

The BRICS leaders will gather in Xiamen
through today, giving host China its latest
chance to position itself as a bulwark of glob-
alization in the face of US President Donald
Trump’s “America First” agenda.

A draft “Xiamen Declaration” seen by
Reuters, a formal version of which is expected
to be issued later, said BRICS countries will
continue to firmly oppose protectionism as
they are committed to an “open and inclusive”
multilateral trading system. The communique
emphasized the need to be vigilant in guard-
ing against “inward-looking policies” that

could hurt global market confidence, and
called upon all countries to fully implement
the Paris climate agreement.

The summit has been overshadowed by
North Korea’s sixth and most powerful nuclear
test, which came on Sunday just hours before
Xi opened the meeting with a keynote speech,
and prompted a vow of a “massive” military
response from the United States if it or its
allies were threatened.

Open world
The BRICS group of emerging economies

must promote trade liberalization and an
open world economy, Chinese President Xi
Jinping said at a business meeting on Sunday
at the start of a three-day summit being held
in southeastern China.

BRICS leaders will be joined by observer
countries Thailand, Mexico, Egypt, Guinea and
Tajikistan, and officials will discuss a “BRICS
Plus” plan to possibly expand the bloc to new
members. Mexico’s President Enrique Pena
Nieto is set to be in China to discuss trade and
investment, as Trump has renewed threats to
scrap the 23-year-old North American Free

Trade Agreement (NAFTA) that he has labelled
a killer of US jobs. “We should push for an
open world economy, promote trade liberal-
ization and facilitation, jointly create a new
global value chain, and realize a global eco-
nomic rebalancing,” Xi told BRICS business
leaders and senior officials. Xi said he still had
“full confidence” in BRICS countries’ develop-
ment despite claims that the bloc’s relevance
had faded due to slower growth.

“The development of emerging market and
developing countries won’t touch anyone’s
cheese, but instead will diligently grow the
world economic pie,” he said.

Earlier, Chinese vice trade minister, Wang
Shouwen, said the BRICS meeting was expect-
ed to “reach consensus for actions” to oppose
trade protectionism. He added that China was
interested in possibly establishing a free trade
agreement with Mexico.

In July, Xi called on members of the Group
of 20 (G20) nations to champion an open
world economy, and at the World Economic
Forum in Davos, Switzerland, in January
offered a vigorous defence of globalisation.

In Xiamen, Xi closed his 45-minute speech

by saying that Beijing encouraged Chinese
companies to continue going abroad, and
“warmly welcomed” other countries’ firms to
invest in the world’s second-largest economy.

Some have questioned the relevance of
BRICS and China’s commitment to its New
Development Bank (NDB) in light of Xi’s own
global Belt and Road development initiative
and the China-led Asian Infrastructure
Investment Bank.

Set up in 2015 as an alternative to the
World Bank, the Shanghai-headquartered NDB
was seen as the first major BRICS achievement
after the group came together in 2009 to press
for a bigger say in the post-World War Two
financial order created by Western powers.

The bank aims to address a massive infra-
structure funding gap in the member coun-
tries, which account for almost half the world’s
population and about a fifth of global eco-
nomic output.

The NDB’s president on Friday said it aims
to make about $4 billion in loans next year. To
date, it has invested in 11 projects, lending
$1.5 billion in 2016 and $2.5 billion in loans set
for this year. — Reuters

FRANKFURT: A strengthening euro is compli-
cating the European Central Bank’s efforts to
scale back and then exit from its monetary
stimulus efforts. For weeks, financial investors
had been expecting the bank and its presi-
dent, Mario Draghi, to give some signal after
their policy meeting on Thursday about when
they expect to start winding down the stimu-
lus program.

But a recent surge in the euro, which can
hurt exports and weigh on the economy, and
the fact that inflation remains below the 2 per-
cent target have dampened those expecta-
tions. Analysts are now wondering whether
Draghi will reveal very much or anything at all
in terms of concrete guidance for when to start
phasing out the stimulus - for fear of driving
the euro even higher. The stimulus program is
credited with helping turn around the 19-
country eurozone economy, which is now
growing at a brisk pace. So investors are keen
to know when the program will start being
wound down, and how quickly. In the past, talk
of tapering off stimulus has caused stocks to
fall and the euro to rise. The euro has gained 13
percent in value this year against the dollar, to
$1.19, and briefly traded above $1.20 last week.
The exchange rate jumped after Draghi said in
June that the ECB would ease off its stimulus in
tandem with a recovering economy.

An end to the stimulus would mean higher
long-term interest rates, and more returns for
holding euro-denominated fixed-income
investments; that tends to drive up demand for

the currency. A stimulus exit would also mean
higher returns for savers and more borrowing
costs for governments and businesses - includ-
ing some zombie companies that have been
kept afloat thanks to low rates. Yet Draghi can
only postpone the stimulus exit for so long.
That is because the program consists of 60 bil-
lion euros ($72 billion) per month in purchases
of government and corporate bonds.  And ana-
lysts estimate that the bank will run out of eli-
gible bonds to purchase next year.

Tapering hint
“While a clear tapering hint at this week’s

ECB meeting could send the euro even higher,
potentially undermining the recovery, room to
postpone tapering is limited due to bond
scarcity,” said Carsten Brzeski, chief economist
for Germany and Austria at ING bank.
“Therefore, we expect Draghi to strike a cau-
tious balance between giving first clear hints
about the upcoming tapering and dovish
sounds in order to calm” foreign-exchange
markets. “Dovish” is central bank jargon for
being inclined toward more stimulus rather
than less. The central bank has been purchas-
ing government and high-quality corporate
bonds since March 2015 in an effort to push
up inflation from alarmingly low levels. The
ECB buys the bonds from banks using newly
created money, pushing that added money
into the banking system and, it is hoped, into
the economy through credit to businesses and
consumers. — AP

LONDON: The chances of Britain eventually
exiting the European Union in a disorderly
manner have eased a bit, according to a
Reuters poll of economic forecasters, who still
say a free trade deal, even if there is a transi-
tion period, is the most likely outcome.

The median probability of no deal in the
poll taken Aug 29-31 was 25 percent, down
from 30 percent in a survey six weeks ago. In
the meantime, UK economic growth is fore-
cast to keep slowing despite an upturn in the
broader world economy.

However, economists also say regardless of
whether or not a transition deal is agreed,
leaving with no agreement - meaning the UK
would have to trade with the EU under basic
World Trade Organization rules - is the sec-
ond-most likely outcome. Third is European
Economic Area membership, which would
allow the UK continued full access to the EU
Single Market that it was so instrumental in
helping to shape. But it would exclude Britain
from having any more say in shaping it.

Remaining in the EU, which would mean
overriding the June 23, 2016 Brexit vote, was
the fourth most likely outcome. “We apply a
50 percent weight to no deal being reached
by the end of March 2019, but rather than a
disorderly exit, we expect the process to be
fudged in some way, for example a prolonged
transition period,” notes Joanna Davies, a sen-
ior economist at Fathom, underscoring the
high level of uncertainty.

UK recession
Davies is the only economist in the panel who

is forecasting a mild UK recession to take place
this year. She gave a 20 percent probability of a
disorderly Brexit in the poll, where other respons-
es ranged from just 5 percent to 75 percent. Philip
Shaw, chief economist at Investec, also gave just a
one-in-five chance of a disorderly “no deal” Brexit.
“While it is logistically impossible to agree an
entire deal by March 2019, both sides generally
seem to be in favour of a transition arrangement,
or phased implementation. It would take a cata-
strophic breakdown in communications for one
side to walk away from the table,” Shaw noted.

The survey results provide some rough guid-
ance on the prevailing thinking among econom-
ic forecasters on the UK just as negotiations
between the British and EU delegations appear
to have hit their roughest patch. Ahead of the
EU membership referendum, economists were
almost completely united - an extremely rare
occurrence in a profession well-known for
diverging views - saying that staying in the EU
was the best choice for Britain’s economic
prospects.

Initial consensus forecasts for a mild recession
following the vote, based on the assumption that
Britain would formally declare its intention to leave
straight away as then-Prime Minister David
Cameron had promised to do, were off the mark.
But before and since his successor Theresa May
signed the Article 50 declaration to withdraw in
late March, economists have called many of the

near-term consequences of the Brexit vote broadly
correct, including soaring imported inflation from
a tumbling pound, and the current consumer
spending slowdown. While officials, including the
Bank of England, have clung to a view exports and
investment will rise and make up for this, econo-
mists have been more pessimistic, warning that
uncertainty will force companies to delay spend-
ing decisions. 

That call is also proving to be broadly correct,
both in the official data and survey evidence.
Forecasters in the Reuters poll are sticking to their
view that economic growth will be just 1.6 percent
this year and 1.3 percent next, in contrast to the
Bank of England’s view, which started the year at
2.0 percent and has since been chopped.

The Reuters consensus for 2018 growth has
been in a steady range of 1.2-1.5 percent every
month since July 2016, the month after the
Brexit vote. Prior to that, it was 2.3 percent,
showing just how consistent economists have
been since. Most are also convinced that the BoE
will not raise interest rates between now and
when the Article 50 notification period expires.
Only 14 of 59 economists expect one or more
rate rises by end-2018.

Only two of the eight Monetary Policy
Committee members voted for a rate rise in
August, including ex-Citi economist Michael
Saunders, who in a Thursday speech again
argued the case for raising rates, saying the
economy is likely to be “not too bad” in coming
quarters. — Reuters
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UK economy to slow further

Strong euro complicates 
ECB’s stimulus plans


