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FRANKFURT: Europe’s top central banker struck a defiant
tone yesterday over German-led criticism that the European
Central Bank has over-stepped the mark in its ultra-low inter-
est rate policies. After the bank’s decision to keep its interest
rates unchanged at record lows, ECB President Mario Draghi
said the bank can deploy more stimulus if global troubles
threaten to push a modest economic recovery off the rails and
further weighs on inflation. Overall, though, he sounded a rel-
atively optimistic - and firm - tone that helped the euro rise
0.6 percent to $1.1373.

“We obey the law, not the politicians,” he said. Draghi and
the ECB have come under German criticism over recent policy
moves. Some conservative German politicians have grumbled
about the low returns to savers and on pension savings.
Finance Minister Wolfgang Schaeuble went so far as to credit
half of the support for the anti-euro, anti-immigration
Alternative for Germany party to public discontent over ECB
policies. Draghi defended the bank’s policies and noted that
the ECB is tasked with setting policy for all the countries in the
euro-zone, not just Germany. The same policies backed by the
ECB have been enacted around the world, he noted.

The European Union treaty that created the ECB and the
euro forbids the central bank from taking advice from govern-
ments, and says that member governments agree to respect
that. Political independence shields a central bank from pres-
sure from politicians who may want more expansive mone-
tary policy that could help them get re-elected - but which
could cause long-term harm to the economy.

The bank did not change the measures that have caused
controversy. The bank’s 25-member governing council kept
its key benchmark interest rate at zero. The refinancing rate
determines the cost of central bank credit to commercial
banks, and through that steers many other short-term lend-
ing rates. It also didn’t touch its rate of minus 0.4 percent on
funds left on deposit at the central bank by commercial
banks. That highly unusual negative rate is aimed at getting
banks to lend the money, not stash it, and help stoke infla-
tion in the euro-zone.

The ECB aims to have annual inflation across the euro-zone
at just below 2 percent. In the year to March, the rate was
zero. Draghi said inflation in the euro-zone will likely fall
below zero in the coming months due to shifts in energy
prices. However, he said it should start picking up in the sec-
ond half of the year and continue rising in 2017 and 2018.
“The governing council will continue to monitor closely the
evolution of the outlook for price stability and, if warranted to
achieve its objective, will act by using all the instruments
available within its mandate,” he said.

He added that it’s “crucial” to ensure that current very low
inflation rates do “not become entrenched” in second-round
effects on wage and prices. In addition to holding interest
rates at drastic lows, the euro-zone’s chief monetary authority
kept its bond-buying program unchanged. It is pumping new-
ly printed money into the banking system by purchasing
bonds from banks at the rate of 80 billion euros ($90 billion)
per month through at least March 2017, and longer if needed.
It is also planning long-term loans to banks that will earn neg-
ative interest - that is, the ECB will pay banks to take the loans
instead of the other way around.—AP 

Euro in the crosshairs, 
giving dollar a break

Rally in commodity currencies takes breather
TOKYO: The euro wavered yesterday, well
off its overnight peak as investors adjusted
position ahead of a policy meeting by the
European Central Bank later this session.
The ECB is widely expected to hold interest
rates unchanged at record lows, but
President Mario Draghi is likely to drive
home the case for ultra-loose monetary
policy. “The task now for the ECB lies more
along the lines of promoting the effective-
ness of these new expansionary policies
and assertion that the Bank can do more if
needed,” said Rodrigo Catril, FX strategist at
National Australia Bank. Last month, while
the ECB delivered aggressive easing meas-
ures, the euro perversely rallied after Draghi
said there was probably no need for more
rate cuts if the latest stimulus worked.

The euro stood at $1.1293, compared
with $1.1358 in Asian trading on
Wednesday and well below its overnight
peak of $1.1388. Against the yen, it edged
down about 0.1 percent to 123.98. With
three major central bank meetings loom-
ing, market participants cited a lack of
market conviction on direction bets. The
Federal Reserve is scheduled to hold its

policy review on April 26-27, while the
Bank of Japan will meet on April 28. BOJ
officials are growing more receptive to
stepping up monetary easing measures by
buying more ETFs invested in shares, as
weak global growth threaten the country’s
fragile economic recovery, sources have
told Reuters.

On Wednesday, BOJ Governor Haruhiko
Kuroda said the central bank’s presence in
the exchange-traded fund (ETF) market is
“not too big,” signaling that topping up
purchases of ETFs could be a real, near-
term option. But the BOJ could hold off on
additional steps for now. Despite the yen’s
recent appreciation, a Reuters poll pub-
lished yesterday showed most Japan com-
panies still expect to maintain or see a
small increase in operating profits this
financial year. While no action is expected
from the Fed, traders will be looking for
clues in its policy statement that the cen-
tral bank is preparing markets for a June
interest rate hike.

Fed Chair Janet Yellen has repeatedly
said the Fed will be cautious in tightening
policy, prompting markets to barely price in

a rate hike this year. US Treasury yields have
fallen as a result, though they hit three-
week highs on Wednesday as oil and stocks
gained, which helped the dollar. “This week
has been all about the risk rally,” said Bart
Wakabayashi, head of FX sales at State
Street Global Markets in Hong Kong. “It’s
clear there is just a reversal of positions
going on. Maybe oil could be driving this,”
he said. The higher US yields helped the
greenback come within a whisker of 110.00
yen, off this week’s trough of 107.75
plumbed on Monday. 

The dollar was last steady at 109.78 yen.
With the euro on the back foot, the dollar
index reversed all of Tuesday’s fall and was
up around 0.1 percent at 94.575, off
Tuesday’s low of 93.926. Crude prices were
off lows hit earlier this week but remained
pressured by concerns over a global glut
after Russia and Iran said they were ready
to raise oil production further, while US
inventories climbed slightly. That stemmed
the recent rally in commodity currencies.
The Aussie added 0.2 percent to $0.7807
but was below the previous session’s 10-
month peak of $0.7830. —Reuters

JOHANNESBURG: Hundreds of coffee
lovers queued early yesterday in an
upmarket Johannesburg shopping centre
as international chain Starbucks opened
its first cafe in sub-Saharan Africa. The US-
based global brand plans to open 12 to 15
more stores in South Africa over the next
two years, with a long term plan of up to
150 outlets. The cafe’s first customers
formed a long line at Starbucks’ doors in
the Rosebank district of the city before the
opening at 7:30 am.

“We’ve been queueing for twelve
hours, since 7:30 last night and we want-
ed to be the first customers at Starbucks,
and we were,” said 19-year-old student
Mohamed Mala.  Another customer,
Norma Cooper, described the arrival of
the cafe as “long overdue”. “Starbucks
has been one of the things missing from

the South African scene,” said the bank
employee. A second branch will open lat-
er this month at another shopping mall in
the financial capital Johannesburg, but
there are no plans to expand to other
countries in the region.

Starbucks, which operates more than
22,000 cafes worldwide, has a presence in
only two other African countries-Egypt
and Morocco.A caffe latte in the stylishly-
designed shop costs between 27 and 33
rand ($1.89- $2.30). In terms of wages, a
junior bank teller’s hourly rate in South
Africa starts from 19.28 rand while an
administrative clerk starts from 17.94 rand,
according to Payscale, a private salary sur-
vey firm. Starbucks will compete with a
host of well-established locally-owned
brands and independent coffee shops.
“The timing is right. We are going to offer

coffee lovers a special experience,” said
Carlo Gonzaga, chief executive of Taste
Holdings, the local partner of Starbucks
Coffee Company.

Gonzaga told journalists the prices
were set for the South African market and
not linked to the exchange rate, which has
seen the South African currency fall
against the US dollar. “We also carefully
considered South African customer tastes
when we developed our menu, and cus-
tomers can expect local products like
Rooibos tea,” he said. Some of the coffee
beans are sourced from nine African coun-
tries, including Kenya and Burundi. South
Africa has the most developed economy
on the continent, and several American
food chains have opened doors here
recently, including Burger King and Krispy
Kreme Doughnut.— AFP 

FRANKFURT: A dandelion stands in front of the headquarters
of the European Central Bank in Frankfurt, Germany yester-
day. The European Central Bank held its key interest rates
steady at its policy meeting yesterday, as it monitors the
effects of a raft of new easing measures six weeks ago. —AFP 
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JOHANNESBURG: Hundreds of people queue during the official opening of South Africa’s first Starbucks store, also the
US coffeehouse chain’s first store in Sub-Saharan Africa, in Johannesburg yesterday. — AFP 


