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SYDNEY: People carry their shopping bags through Sydney’s Pitt Street Mall
yesterday as Australia’s economy grew 0.9 percent in the third quarter. —AFP

JOHANNESBURG: African leaders and Chinese
President Xi Jinping will hold two days of talks in
Johannesburg starting tomorrow as the conti-
nent seeks to secure further massive investment
despite China’s economic slowdown. A slew of
deals are expected to be announced for power
plants, infrastructure and agriculture projects,
but analysts say Chinese largess in Africa has
already been reined in this year. China drove the
commodity boom as it bought up oil, iron ore,
uranium and copper from around the world
over the past decade, but its growth has dipped
this year, triggering a sharp slump in prices.

Speaking to reporters in Beijing, vice minister
of foreign affairs Zhang Ming billed China’s “new
normal” as a boon to Africa, saying the continent
was now at “the early stage of industrialization”.
“China-Africa cooperation has now come to a
stage where it needs to be upgraded and trans-
formed,” he said. But Africa is already feeling the
pinch, with Chinese investment falling by more
than 40 percent in the first half of 2015, accord-
ing to official data. “The rhetoric will probably be
very excitable, as usual. You have got to separate
the rhetoric from reality,” Ian Taylor, professor of
international relations at the University of St
Andrews said. “We are likely to see a more sober
meeting point between China and Africa.”

Xi will hold talks with South African President
Jacob Zuma in Pretoria yesterday before the
sixth Forum on China-Africa Cooperation
(FOCAC) opens at a convention centre in
Johannesburg’s financial district of Sandton.

“China’s packages towards Africa are going to be
more diversified,” said Yun Sun, China expert at
the US-based Brookings research organization.
“The Chinese always emphasise that its econom-
ic engagement in Africa is not altruistic. “In some
cases, Beijing is willing to put up with a loss, but I
think Xi is going to be very careful. Their foreign
reserves aren’t unlimited.”

Exports squeezed   
China became Africa’s largest trading partner

in 2009, with volumes expected to exceed $300
billion this year. Ahead of FOCAC, China empha-
sized it had delivered more than $117 million of
aid to affected areas during the Ebola crisis in
West Africa, and also sent hundreds of medical
workers to help. Among many African countries
hit by the Chinese slowdown, Zambia exempli-
fies the impact of falling commodity prices. Its
economy relies on exports of copper, the price
of which has fallen 30 percent this year. 

“We have to find other export products to
China. I am certain that China requires some-
thing outside copper from us,” said Commerce
Minister Margaret Mwanakatwe, who will attend
the summit. “The price of copper going down
has led to job losses in the mines and the
kwacha (local currency) to depreciate (by 45 per-
cent).” Zambian President Edgar Lungu last week
ordered no new road projects to be started to
save on spending. Nigeria, the continent’s
largest economy, has been another major player
in China’s recent involvement in Africa.

Xi heads to Africa summit as 
Chinese investment slows

WASHINGTON: Wall Street trembled when
Republicans first began threatening to force
the United States into default by not raising
the federal debt limit, but after four years of
fiscal standoffs, the threat looks increasingly
like a bluff and the markets are calling it. A
Reuters analysis, tracking short-term
Treasury yields, credit default swaps and
market volatility data, showed traders are
increasingly less likely to respond to repeat-
ed ultimatums from Republicans in the US
Congress about the debt limit.

That could spell trouble in the future if
politicians see little market consequence
from precipitating an unprecedented
default, but some analysts were doubtful it
would come to that. “The near-death experi-
ence we had in 2011 has given us the sense
that we’re not going to do that again,” said
Mark Vitner, senior economist at Wells Fargo
Securities in Charlotte, North Carolina. “It’s
taken some of the fear out of the market.”

For now, after five years of fighting, the
debt limit battles on Capitol Hill have gone
quiet. That’s due to a 17-month truce forged
by former US House of Representatives
Speaker John Boehner just before he
resigned a few weeks ago. That has silenced
the issue, as Boehner hoped, during the
2016 presidential and congressional election
campaigns. But hostilities could be renewed
in mid-March 2017, just as the next US presi-
dent will be settling into the White House.

Indeed, some Republican fiscal hawks are
itching for another chance to demand cuts

in federal spending as a condition for raising
the debt limit, saying Boehner sold them
out. “Did we get much out of it? No. We got
nothing. We did a clean debt ceiling
increase,” said Representative David Brat, a
Virginia member of the House Freedom
Caucus, a hard-right Republican faction
known for fiscal brinkmanship.

Credit downgrade
The United States is one of few nations

worldwide in which the legislature must
approve periodic increases in the legal lim-
it on how much money the federal govern-
ment can borrow. Until  recent years,
Congress generally rubber-stamped such
approvals. When Republicans started
threatening to force a federal default if
their demands for reduced government
spending were not met, the goal was to
scare their political rivals. As it turned out,
the Democrats never flinched, but the mar-
kets did.

In August 2011, congressional
Republicans demanded that the projected
federal budget deficit be cut by $4 trillion
over 10 years or they would not vote to raise
the debt limit. Democrats, defending pet
spending programs, resisted. Talks to end
the dispute collapsed and the US Treasury
came close to the first debt default in US his-
tory. This was averted by a last-minute deal
that was closely followed by Standard and
Poor’s decision to cut the US credit rating
below its top tier for the first time.

The episode triggered the highest read-
ing in the CBOE Volatility Index, sometimes
known as the fear index, since the 2008-
2009 financial crisis. In October 2013, when
another debt-limit fight coincided with a 17-
day government shutdown, the VIX was
more muted. Just a month ago, another
episode barely registered on it. A similar pat-
tern of declining market impact is evident in
yields on one-month Treasury bills, the debt
security most vulnerable to short-term pay-
ments disruptions.

Closing yields, measured in thousandths
of a percentage point in recent years with
short-term rates effectively at zero, spiked to
just under two-tenths of a percentage point
during the 2011 episode. They jumped to a
third of a point during the 2013 shutdown as
uncertainty reigned, but this year’s debt limit
debate in late October saw a rise of only a
tenth of a point. Spikes in the cost of insur-
ing US government debt against default also
moderated with each recurring dispute,
even in 2013, for both one-year and five-
year credit default swaps.

Ryan takes over
Reduced financial market worry about

the debt limit has coincided with increased
hesitancy among some Republicans to cre-
ate standoffs over the issue, though demand
for spending cuts remains high in the party.
Brat and other fiscal hawks said they expect-
ed new House Speaker Paul Ryan to
approach the next debt limit deadline more

aggressively and with more advance plan-
ning. “One of my high hopes for serving
under Paul Ryan, is that we’re not going to
let these deadlines creep up on us again,”
said Blake Farenthold, a conservative Texas
Republican.

Ryan in October voted for a bill that
would prioritize debt payments in the event
the debt ceiling is not increased, indicating
he does not consider such a scenario
unthinkable. The measure, derided by

Democrats as the “Pay China First Act”
because Beijing holds $1.2 trillion in US
Treasury debt, drew a veto threat from the
White House, which said the proposal would
force defaults on other obligations, includ-
ing payments to Medicare and veterans pro-
grams. Even the few remaining moderate
Republicans said there will always be threats
over the debt limit. “I don’t think that has
gone away,” said Republican Senator Susan
Collins of Maine. —Reuters

US debt limit threat defanged on Wall Street

SYDNEY: Australia’s economy is on
track for healthy growth this year,
new figures showed yesterday, with
a bounce in exports helping accel-
erate its shift from an unprecedent-
ed resources boom.  The upbeat
news follows tepid growth in recent
months, as Australia’s resource-dri-
ven economy has been hurt by soft-
ening Chinese demand for its com-
modities. Growth in the September
quarter was slightly above analyst
expectations at 0.9 percent for an
annual rate of 2.5 percent, the
Australian Bureau of Statistics said.  

This was well above the sluggish
0.3 percent recorded the previous
quarter, and Treasurer Scott
Morrison hailed it as progress away
from the mining boom to broader-
based growth. “There are positive
signs of a strengthening economy
and signs that our economy is head-
ing in the right direction,” he said.

“The transition is underway in
our economy. The next phase of
Australia’s growth transition will be
for businesses in the non-resources
sector of the economy to increase
their investment.” The data showed
the largest contribution to eco-
nomic growth in the three months
was from exports of goods and
services, concentrated in mining
commodities-the strongest growth
in 15 years. But Morrison said
household consumption was also
up as was housing construction
and all these factors had more than
offset a fall in business investment.

Jobs growth was strong and
unemployment-now at 5.9 per-
cent-falling, he added, while mov-
ing forward Australian businesses
would benefit from recent free
trade deals with China, Japan and
South Korea. Analysts had expect-
ed a 0.8 percent rise for the quarter
and 2.4 percent in the year to
September and the share market
initially spiked on the news before
closing down slightly. The
Australian dollar, which has

dropped from around US 85 cents
over the past year, was trading at
about 73.07 US cents.

Momentum turning
The latest numbers come after

the Reserve Bank of Australia on
Tuesday left interest rates on hold
at the historic low of 2.0 percent for
a seventh month in a row. “Let’s not
overplay the significance, but the
economy is growing,” governor

Glenn Stevens said Wednesday
after the growth figures were
released.  “The outlook for contin-
ued moderate growth-you would
still say that’s the outlook based on
this incremental bit of additional
information.” 

Commonwealth Bank chief
economist Michael Blythe said the
data deserved its positive spin but

noted weakness in income was a
concern. While it was a long way
from a recession fears, “GDP
growth, whatever way you cut it,
remains below-trend and is likely to
remain there” as long as the mining
investment boom unwinds, he said.
The ANZ bank agreed that while
overall growth was soft, momen-
tum looked to be turning. “Today’s
numbers suggest that the non-min-
ing recovery is slowly taking hold,” it

said in a note.  
Shane Oliver, chief economist at

AMP Capital, said the rebound in
the September quarter indicated
the economy was rebalancing and
finding ways to offset the slump in
mining investment and collapsing
export prices.  He said the histori-
cally low interest rates and the
depreciation in the Australian dollar

had allowed those areas of the
economy suppressed by the min-
ing boom “to spring back to life”.

But he said the September
rebound was unlikely to be repeat-
ed, and a further cut in interest
rates could be needed to boost
growth further in the future. Paul
Dales, chief economist for Australia
and New Zealand at Capital
Economics, said significantly accel-
erated growth in 2016 was doubt-

ful. The 0.9 percent figure “overplays
the real strength of the economy as
growth was driven by a very strong
performance from net exports that
is unlikely to be sustained,” he said.
“What happens next depends on
whether net exports can continue
to more than offset the falls in min-
ing investment that lie ahead,” he
added. —AFP

Australia economy expands with 
shift away from resource boom
Jobs growth ‘strong’ and unemployment now at 5.9%

SYDNEY: Holiday-makers walk towards their cruise ship in Sydney’s Circular Quay yesterday as
Australia’s economy grew 0.9 percent in the third quarter for an annual rate of 2.5 percent. —AFP

NEW YORK: Traders Jonathan Niles (left) and Edward Curran work on the
floor of the New York Stock Exchange. —AP 

NEW YORK: Quicken Loans, the
third biggest mortgage lender in
the US, is considering backing away
from a government program that
provided critical support to the
housing market during the financial
crisis, the latest in an exodus of big
lenders from the program. The
departure of the biggest lenders
from the US Federal Housing
Administration program, which
helps first-time homebuyers, could
translate into big losses for taxpay-
ers during the next housing down-
turn, analysts said. 

Officials at the FHA said they are
not alarmed by that risk. Quicken
along with JPMorgan Chase & Co,
Bank of America Corp and Wells
Fargo & Co - all of the top four
mortgage lenders in the United
States - are tussling with the FHA
over how the agency deals with
loans that sour. The three major
banks, not satisfied with the way
the FHA resolved their complaints,
have scaled back their lending
through the program. Now
Quicken, the largest FHA lender, is
looking at bowing out as well, com-

pany founder and Chairman Dan
Gilbert said. 

It is also considering cutting the
risk it takes in the program, he said.
Quicken accounted for almost 6
percent of the FHA’s loan volume in
the first half of 2015, or about $6 bil-
lion of loans, according to trade
publication Inside Mortgage
Finance. The FHA is arguing with
lenders over when it is entitled to
back out of the insurance that its
program provides. When a borrow-
er gets an FHA loan, the agency
essentially guarantees the mort-
gage against default, and promises
to pay the lender if the homeowner
reneges on his or her obligations. 

Unlike most other government
home-loan programs, borrowers
who get FHA loans can make a
down payment equal to as little as
3.5 percent of the home purchase
price, which makes the mortgages
appealing to first-time buyers who
may struggle to pull together big
upfront payments. Because borrow-
ers are paying for mortgage insur-
ance, they pay higher interest rates
on their loans.

The default claims
The FHA pays out on all default

claims almost immediately, and
only reviews them later to make
sure it got complete and accurate
information about borrowers when
it first guaranteed the mortgages. If
it finds that it did not, it will
demand that the lender reimburse
it for the insurance payout, the way
a life insurer might sue to recover
funds paid out on a policy pur-
chased by a smoker who failed to
disclose his habit on his application
and died of lung cancer.

Lenders including Quicken say
the FHA demands repayments for
even the most minor of mistakes
that a bank may make when
extending a loan, to force them to
bear the agency’s losses, making
the government’s insurance an illu-
sion. When Wells Fargo and Bank of
America balked at the FHA’s strict
interpretation of the rules, the
Department of Justice sued them.
The government has settled with
Bank of America and JPMorgan
Chase over their FHA obligations,
but not with Wells Fargo or Quicken.

Quicken, feeling like it was being
strong-armed into settling, sued the
Department of Justice April 17
before the government sued it six
days later. Current fights over the
FHA could have a big effect over
how the agency weathers the next
housing crisis. The smaller lenders
that now make up most of the FHA’s
client base may struggle to stay sol-
vent whenever the next housing
downturn comes, meaning when
the agency tries to push loans back
to them, they may not have the
resources to repay the government.

About 80 percent of the loans
in the FHA program are made by
lenders who are not banks, most
of which are relatively small.  That
figure compares with about 50
percent at the height of the crisis.
“It could potentially be an issue in
the next downturn,” said Tom
Lawler, an economist who warned
of an impending housing bubble
in 2006 when he worked at Fannie
Mae. But with mortgage credit
quality improving now, “you
shouldn’t lose sleep over it today,”
he said. —Reuters

Quicken may quit US home-loan 
program over ‘bad mortgages’


