
TOKYO:  A diplomatic spat that prompted
Japan and South Korea to downgrade trade
and military ties is an economic lose-lose, ex-
perts say, with both countries already feeling
the impact. South Korean firms are now scram-
bling to find alternative suppliers beyond
Japan, while Japan’s tourism industry is count-
ing the cost of plunging visitor numbers from
South Korea.

The dispute stems from of a long-running
disagreement over Japanese use of forced
labour in South Korea during World War Two.
A series of South Korean court rulings have
demanded Japanese companies compensate
victims, but Tokyo says the issue was settled
by a reparations package agreed decades ago.

As ties worsened, Japan imposed restric-
tions on the export of chemicals key to the
South Korean chip and phone industries, and
this week removed Seoul from a favoured trad-
ing partner ‘white list.’

The moves have forced South Korean elec-
tronics giants like Samsung, LG and SK Hynics
to hunt for suppliers elsewhere in the hope of
reducing their dependence on Japanese man-
ufacturers.

In early August, the South Korean govern-
ment promised the sector a major injection of
funds-around $37 billion-to help achieve a
long-term goal of self-sufficiency for 100 com-
ponents for the country’s industry. In the
meantime however, South Korea’s “overall
business ecosystem” remains vulnerable, par-
ticularly small and medium-sized businesses,
according to Kwon Tae-shin, head of the
Korea Economic Research Institute.

The country’s export-oriented economy
was already suffering the effects of the US-
China trade war and the global economic slow-
down. “Six out of 10 small and mid-sized firms
will not be able to stand the measures for more
than six months,” he warned.

Tourism troubles 
On the Japanese side, authorities have

played down the impact of the moves, insisting
the new rules simply put South Korea on the
same level as many other trading partners.
Japanese industry is also not likely to suffer
“serious damage” from retaliatory measures
South Korea will implement from September,
Yasuo Imanaka, chief analyst at Rakuten Secu-
rities, said. That is in part because Japan is
much less dependent on South Korean prod-
ucts than vice-versa. A senior official at a lead-
ing Japanese firm said the economic impact for
both countries was “very overestimated.”

“It’s essentially a political matter,” he said.
But parts of the Japanese economy have seen
collateral damage, including the tourism indus-
try. South Koreans were the second largest
contingent of foreign visitors to Japan last
year, just behind visitors from China, according
to the Japan National Tourism Organisation.

But their numbers fell 7.6 percent in July
from a year earlier, according to JNTO figures,
with the trend expected to worsen given the
plunge in August and September reservations
seen by major Japanese tourism agency JTB.

Beer boycott 
In the short-term, the sector can count on a

boost from the Rugby World Cup being hosted
from September, which is expected to draw
400,000 foreign fans. And a rise in visitors-
numbers were up 19.5 percent in July-as well
as next year’s Olympic Games in Tokyo may
also provide solace.

The diplomatic spat has had other economic
impacts in the form of boycotts in South Korea
of Japanese products from clothing to alcohol.
Major Japanese brewers including Kirin, Asahi,
Sapporo and Suntory have found themselves
targeted.

South Korea accounted for 61 percent of
Japanese beer-makers’ exports last year, and

imports were down 45 percent in July from
June according to South Korean customs.
Japanese fashion giant Fast Retailing has also
been hit by a boycott affecting its Uniqlo
brand, which counts South Korea as a major
market with nearly 190 outlets.

But the effects are also being felt in South
Korea, where local airlines have been forced
to reduce flights to Japan on declining de-
mand. And even the boycott of Uniqlo has a
knock-on effect, because the firm is man-
aged in South Korea by a joint venture in
which South Korea’s Lotte holds a 49 per-
cent stake. —AFP
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New Italian Govt 
faces tough 
economic 
challenges
MILAN: The new coalition government Italy’s
Giuseppe Conte has been charged with forming
faces many challenges in a stagnant economic
environment. Here are some of the main obsta-
cles to growth, stability and success:

Stagnant growth 
The eurozone’s third economy is not well.

After a technical recession in the second half of
2018, when output shrank by 0.1 percent, Italy’s
economy saw zero growth in gross domestic
product in the first half of 2019. Both the Euro-
pean Commission and International Monetary
Fund predict the Italian GDP will grow by just
0.1 percent this year, while the outgoing govern-
ment predicted growth of 0.2 percent. Some ex-
perts think Italy could slip back into recession.

The country is feeling the squeeze from gen-
erally slow European growth and the economic
tensions between Washington and Beijing, but
also by businesses’ reluctance to invest in the

current global environment and domestic polit-
ical instability.

Unemployment and poverty 
Unemployment has declined slightly since the

start of the year but in June still stood at 9.7 percent
of the active population. That compares with the
eurozone average of 7.5 percent and is much
higher than 3.4 percent in the Netherlands and five
percent in Germany. Youth unemployment is even
more worrying. Around 28 percent of young peo-
ple aged 15-24 who want a job are unemployed, al-
most double the European average of 15.4 percent.

Five million Italians-or 8.4 percent of the pop-
ulation-live in poverty. There is a yawning gap be-
tween the north and south of the country. In the
south, 10 percent of families live in poverty, com-
pared to 5.8 percent in the more industrialized
north. The new government will have to increase
efforts to revitalize the south, which workers are in-
creasingly leaving due to a lack of jobs and infra-
structure such as roads, schools and social services.

Massive debt 
The economy is further unbalanced by Italy’s

colossal public debt which stands at more than 2.3
billion euros or 132 percent of GDP, the highest
rate in the eurozone after Greece. Brussels is con-
stantly calling on Rome to reduce its deficit, and
thus its debt. The outgoing populist government
was frequently clashed with the European Com-
mission, mainly over public spending. —AFP

Pound dives 
on increased 
prospect of
no-deal Brexit 
NEW YORK: The pound fell against the dollar
and euro on Wednesday as Britain’s government
moved to extend the suspension of parliament,
increasing the likelihood of a no-deal Brexit.

Meanwhile, global stocks had a mixed day,
with Wall Street staging a late rally, shrugging
off its fears for the slowing world economy. In
London, British Prime Minister Boris Johnson
announced that the annual suspension of par-
liament would be extended until October 14 —
just two weeks before the UK is set to leave
the European Union.

Britain’s currency slid by more than one per-
cent against the dollar and euro in early busi-
ness, before paring some of the loss. “The pace
of sterling’s drop demonstrates yet again the
currency’s susceptibility to Brexit fears,” said
Han Tan, market analyst at FXTM trading group.

The pound’s plunge helped London’s
benchmark FTSE 100 index outperform as it
features many multinationals with most of their
earnings in dollars-whereas construction
companies notably saw their shares take a
tumble. Anti-Brexit MPs said Johnson’s move

amounted to a coup and a declaration of war,
branding the prime minister a dictator.

In New York, the gloom lifted as energy
stocks benefitted from a plunge in crude oil in-
ventories, pointing to sustained demand for
fuel, a sign of economic health.

In light-volume, late-summer trade, Wall
Street climbed out of the red and rallied, cast-
ing aside worries about Brexit, the escalating
trade war and Brexit. Adam Sarhan said the
lower prices early in the day had attracted
bargain hunters. “Every time the market fell off
the last month, we’ve seen the buyers show up
and curb the selling,” he told AFP.

Earlier Wednesday, yields on 30-year
Treasury bonds touched a fresh all-time low
while the spread between 2- and 10-year
Treasury notes widened the most since 2007,
indicating waning confidence in the longer-
term outlook and drawing more attention to
this closely-watched recession indicator.

Major European bourses fell. But a poll
showed German consumer sentiment is stabi-
lizing after three months of decline and despite
fears of a looming recession in Europe’s
biggest economy.

Energy shares also were supported by
Iranian President Hassan Rouhani’s call for the
United States to lift all sanctions against his
country before he would meet Trump, after the
US leader had said he would be open to talks.
In government bond markets, Italian bond
yields fell below 1 percent, their lowest level
ever, on hopes that a new government can be
formed without fresh elections. —Reuters
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