
BEIJING: China’s factory gate prices fell at their
slowest annual pace in five months in August as the
world’s second-largest economy and its industries
continued to recover from a slump caused by the
coronavirus pandemic earlier this year. Annual pro-
ducer prices fell for a seventh straight month but at
a slower pace, while consumer prices saw more
moderate growth due to falling pork price inflation.
Core consumer prices however rose month-on-
month for the first time since the coronavirus pan-
demic worsened in China in January.

China’s economy returned to growth in the sec-
ond quarter of this year, underpinned by govern-
ment stimulus and as the country managed to get
the virus broadly under control. Recent indicators
have pointed to a sustained recovery. “Looking
through the volatility in food prices, the broader
disinflationary impact from the COVID-19 down-
turn continues to ease,” said Julian Evans-Pritchard,
senior China economist at Capital Economics.

The producer price index (PPI) fell 2.0 percent
from a year earlier in August, the National Bureau
of Statistics (NBS) said yesterday. That was in line
with expectations in a Reuters poll, but the decline
was more modest than the 2.4 percent drop in July.

The consumer price index meanwhile rose 2.4
percent last month from a year earlier, as expected,
but slower than a 2.7 percent annual increase in
July, as food price inflation eased, driven by pork
prices. Pork price inflation slowed last month from a
higher base a year ago, when prices began to surge
in August 2019 as the African swine fever decimated
China’s pig herd. Pork prices rose 52.6 percent in

August from a year earlier, easing sharply from a
85.7 percent annual jump in July.

“Looking ahead, headline consumer price infla-
tion probably has further to fall as pork supply con-
tinues to recover from last year’s African swine
fever outbreak,” Evans-Pritchard added.

Uncertainty still ‘huge’
Core inflation, excluding volatile food and energy

prices, rose 0.5 percent in August from a year earli-

er, unchanged from July, suggesting domestic
demand still remained soft.

On a month-on-month basis, core inflation rose
0.1 percent in August, the first monthly rise since
January, while producer prices rose 0.3 percent,
slowing from 0.4  percent in July. “In August, indus-
trial production continued to improve while market
demand kept recovering,” said Dong Lijuan, senior
statistician with the NBS, in a statement accompa-
nying the data release.

But Nie Wen, economist at Shanghai-based
Hwabao Trust, does not expect annual PPI to turn
positive by the end of the year. “(It) would ulti-
mately depend on when the global pandemic will

be brought under control. Given China is very
likely to see a resurgence of infections during
winter, the uncertainty (on the industrial recovery)
is still huge.” — Reuters
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China factory prices fall at 
slowest rate in 5 months 

Industries continue to recover from pandemic slump

People wait in line to eat at a recently opened Shake Shack restaurant in Beijing yesterday.  China’s fac-
tory gate prices fell at their slowest annual pace in five months in August. —AFP

US firms in China 
fear trade tensions 
will last for years 
SHANGHAI: US companies in China are
increasingly fretful that trade tensions between
the world’s two biggest economies will drag
out over years and nearly a third said their
ability to retain staff had been affected, a sur-
vey showed.

Half of the firms said they believe soured
ties will last at least three years, up sharply
from 30 percent in 2019, according to an
annual business sentiment survey conducted
by the American Chamber Commerce in
Shanghai and consultancy PwC China. Of
those, 27 percent said they believe tensions
will last indefinitely, compared with just 13 per-
cent last year.

“U.S.-China tension is the top concern for
the American business community here,” Ker
Gibbs, president of the business chamber, said
at an event to mark the release of the report.

“This Beijing, Washington dialogue, they
need to work this out, because it’s having an
impact on business performance here.” US-
China tensions, already high after last year’s
trade war, have further intensified this year
due to the COVID-19 outbreak and as
Washington blacklists or threatens to blacklist
Chinese technology companies on national
security grounds.

With the US election approaching,
President Donald Trump this week again raised
the idea of separating the US and Chinese
economies, also known as decoupling, sug-
gesting the United States would not lose mon-
ey if the countries no longer did business.
Underscoring the worries about bilateral ten-
sions as well as economic uncertainty caused
by the coronavirus pandemic, only 29 percent
of firms plan to increase their investment in
China this year, down from 47 percent in 2019.

And 32 percent of respondents said they
believe the deterioration in relations was
affecting their ability to retain both local and
expatriate staff - a view that was particularly
pronounced in the education and logistics
sectors.

“It’s about the attractiveness of a US brand
given this atmosphere of tensions,” Mark
Gilbraith, management consulting leader for
PwC China. However, the proportion of com-
panies with a pessimistic five-year outlook
receded slightly, at 18.5 percent versus 21.1
percent in 2019.

The improvement may be attributable to the
Phase One trade deal, the report said, although
it noted pessimism remained historically high.
Until 2019, firms with pessimistic five-year
outlooks had hovered at around 7 percent for
several years. This year’s survey was conduct-
ed June 16-July 16 and garnered responses
from 346 companies spanning sectors such as
industrial manufacturing, automotive and phar-
maceutical. More than 90 percent of respon-
dents said they were committed to remaining
in China and around 70 percent of the more
than 200 firms surveyed that own or outsource
production in China said they did not intend to
shift manufacturing to other countries.

Less than 4 percent are shifting some pro-
duction back to the United States while 14 per-
cent are moving some production to non-US
locations. The rest represent a mix of moving
some production within China and some out-
side China. — Reuters

Junk bonds boom 
as virus lures 
investors to risk
PARIS: When the economic seas become stormy,
investors usually tend to seek out “safe haven”
assets-low-risk, low-yielding financial vessels-in
which to place their money.  But, as in other areas of
society, the coronavirus pandemic has skewed long-
held ways of thinking. 

Yield-hungry investors are venturing into ever
riskier assets in their search for rapidly diminishing
returns, their appetites whetted by the vast safety
nets central banks have placed under their national
economies. Demand for so-called “junk” or non-
investment grade bonds is booming.

By mid-August, a total $274 billion in junk bonds
had been issued in the US, exceeding the total for the
whole of 2019, according to data compiled by
Bloomberg. Europe, too, where the junk bond market
is much less developed than on the other side of the
Atlantic, saw an “acceleration” in the issuance of
non-investment grade debt at the end of first half of
this year, according to ratings agency Fitch. 

A “junk” bond is the rather derogatory sounding
term used where there is an increased likelihood of
the issuer defaulting on their loan repayment.  In
return for the increased risk of investing in them, the
borrower promises the lender a higher rate of inter-
est on their money.  But with some central banks now
even agreeing to buy junk-grade bonds as part of a
barrage of measures to keep credit flowing in their
financial systems, investors are having fewer qualms
about taking on such risk.

Central bank aid 
As part of its pandemic-fighting strategy, the US

Federal Reserve is supporting companies that have
seen their credit ratings downgraded recently, such
as Ford and Occidental Petroleum, by buying their
bonds directly.  The European Central Bank is not
quite at that point yet, but has agreed to accept them
as collateral when banks borrow from it. 

Over the summer, aluminum can maker Ball
Corporation raised eyebrows by securing the low-
est-ever borrowing costs for a US junk-rated com-
pany, paying an annual coupon of 2.875 percent on
a 10-year bond.  By comparison, pharmaceuticals
giant Johnson & Johnson, which enjoys a top-notch
triple-A rating, issued a 10-year bond with a
coupon of 1.3 percent. 

Zombies and fallen angels 
With terms such as “zombies” and “fallen angels”

appearing increasingly frequently in the financial
press, readers could be forgiven for feeling as if they
have wandered onto a dystopian fiction during these
coronavirus-ridden days. “Fallen angel” is the term
used for a company that has seen its normally solid-
or investment-grade-credit rating slashed to junk
because its business has been brought to a standstill
by the virus lockdowns. 

French hotel chain Accor is one such example and
was relegated to junk status by S&P in August. 

For asset managers, the key question is how much
risk to continue taking on while the economic cost of
the pandemic is still being counted. “Companies
which were already in a bit of difficulty before are
even more so now,” said Alain Krief, head of fixed
income at Rothschild Asset Management. 

“That’s our job, identifying them and not neces-
sarily investing at all cost,” he said, pointing to ailing
companies in sectors such as car rentals or auto
parts supply.

Dawn of the corporate dead 
The huge concern is that so-called “zombie” com-

panies could make the downturn still worse. These
are businesses whose interest costs exceed their
annual earnings and have been kept alive by years of
cheap borrowing costs, not least thanks to state and
central bank rescue programs. 

According to rating agency S&P Global, Europe’s
speculative-grade corporate default rate is expected
to more than treble to 8.5 percent by the middle of
next year, and in a more pessimistic scenario it could
leap as far as 11.5 percent. “Expansive monetary and
fiscal support could lessen defaults over the near
term, but, with basic revenues flagging, the propor-
tion of ‘CCC’/’C’ issuers has risen sharply, raising
default risk,” S&P wrote in a recent study. Marina
Cohen, head of high yield Europe at Amundi Asset
Management, said the risk of corporate defaults
would merely be delayed, but not allayed completely.

“It’s the specific risk of this crisis that has led the
authorities to act so quickly. But instead of seeing an
immediate wave of bankruptcies, we will probably
now see a lag in corporate failures,” she said.  — AFP

Demand for so-called “junk” or non-investment
grade bonds is booming

S African economy 
plunged during 
strict lockdown
PRETORIA: South Africa’s economic output
plunged in the second quarter, recording its largest
contraction ever as a strict lockdown to curb the
spread of the coronavirus shut down most activity,
data showed on Tuesday. Output fell 51.0 percent in
quarter-on-quarter annualised terms, the main
reading presented by Statistics South Africa to
show how the economy would perform over a full
year if the quarter-on-quarter growth rate were to
occur four times in succession.

In unadjusted terms, which is how many coun-
tries present their data, the contraction was 16.4
percent, and in year-on-year terms it was 17.1 per-
cent, showing the extent of the economic impact of
the COVID-19 pandemic on Africa’s most industri-
alized nation. Analysts polled by Reuters had pre-
dicted a 47.3 percent annualized contraction
because of the lockdown restrictions, among the

harshest in the world as South Africa has suffered
the seventh-largest number of coronavirus cases
worldwide.

“This is the first time in history that the South
African economy has contracted for four straight
quarters,” Statistician-General Risenga Maluleke
told a news conference. The rand fell more than 1
percent against the dollar on the data to trade at
16.9375 per dollar. Joe de Beer, another top official
at the statistics agency, said that after adjusting for
inflation the economy was roughly the same size in
the April-June quarter of this year as in the first
quarter of 2007.

Most sectors declined steeply except for agricul-
ture, which grew 15.1 percent in the second quarter
from January-March, helped by fruit and nut
exports, and better-than-average winter rainfall.

Mining declined 73.1 percent, manufacturing
74.9 percent and construction 76.6 percent. Gross
domestic product (GDP) for the whole economy
shrank 17.1 percent from the same period in 2019.
Reacting to the data, President Cyril Ramaphosa
said his government was finalizing an economic
recovery strategy to enable a rapid rebound. The
strategy will include fast-tracking reforms, employ-
ment programs, large-scale investment in infra-
structure, he said. — Reuters

Shoppers stand in a queue outside a supermarket in Johannesburg. 

China August 
PPI drops 2.0% 

Little stimulus, tight 
debt targets in 
Mexico’s budget
MEXICO CITY: Mexico’s government plans to
keep a lid on spending while offering some support
for hospitals, pensioners and infrastructure in a lean
2021 budget that forecasts only partial recovery for
an economy hammered by the COVID-19 pandemic.
Delivering the budget proposal to Congress, Finance
Minister Arturo Herrera said Mexico could ill-afford
the kind of government largesse that advanced
economies had unleashed to recover from coron-
avirus lockdowns.

“We would like to think there is money for every-
one, but that is not the reality we are facing,” Herrera
said, comparing the economic crisis to the 1930s
Great Depression.

The budget will be closely watched by ratings
agencies which stripped ailing state oil company
Pemex of its investment grade rating this year and
have warned Mexico’s sovereign debt could suffer
the same fate. The proposal, which must be approved
by Congress, appears to outline a slight increase in
real terms over Pemex’s planned 2020 budget, which
suffered cuts after oil prices collapsed.

A draft circulated by members of Congress earlier
on Tuesday detailed some $2 billion for Pemex’s Dos
Bocas refinery, which is under construction, but the
shorter final proposal does not appear to mention
the number. Overall the budget was tight, in line with
President Andres Manuel Lopez Obrador’s view that
successive governments wasted public funds on
excess and corruption.

Lopez Obrador is an outlier among both
wealthy and emerging nations, insisting on control-
ling spending even in the face of the economic
destruction wrought by coronavirus lockdowns.
Instead of borrowing, he says additional funds for
social programs can be found by cutting fat from
the budget. — Reuters 


