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BEIJING: An investor looks at screens showing stock market movements at a securities company in Beijing. — AFP 

WASHINGTON: A scary sell-off in Chinese stocks is magni-
fying concerns about the health of the world’s second-
biggest economy. The Shanghai Composite Index on
Thursday tumbled 7 percent in 30 minutes before trading
was suspended. The damage quickly rolled around the
world: Stocks plunged in Tokyo, Hong Kong, London and
New York. The Dow Jones industrial average finished
Thursday down a steep 2 percent.  On Friday, the Shanghai
Index closed up 2 percent. China’s stock markets have little
connection to the rest of its economy. A big reason
Chinese shares are sinking is that Beijing is trying to undo
some of the measures it took to prop up stock prices after
the Shanghai market collapsed in June. Yet China watchers
say there are reasons to worry about the Chinese economy.
Among them:

A weakening currency
The Chinese government alarmed world markets in

August by suddenly pushing down its currency, the yuan,
by about 2 percent. Pessimists feared that the devaluation
signaled desperation: Maybe Beijing had grown so worried
about the country’s economic prospects that it had decid-
ed to give its exporters more help by lowering the yuan’s
value, which makes Chinese products more affordable in
foreign markets.

The government said it was merely responding to sig-

nals from the market: The yuan, closely linked to a surging
U.S. dollar, had risen too high. After the August devalua-
tion, the yuan stabilized for three months. Then it started
sinking again. It’s dropped more than 4 percent against the
dollar since the end of October. On Thursday, the yuan hit
its lowest level against the dollar since 2011.  The Chinese
economy has been “weakening for years,” says Derek
Scissors, resident scholar at the conservative American
Enterprise Institute. “That hasn’t changed. What has
changed is they pushed the yuan down.

A tough transition
“There’s a heightened risk that the Chinese are going to

be more aggressively predatory on trade,” he said.
“Everybody who competes with China - their profits are
now in jeopardy.” Scissors says he thinks the Chinese
authorities are actually just catching up with reality, not
trying to give their companies an unfair edge. The yuan, he
says, is still overvalued.  “If you left it alone, it would proba-
bly fall another 5, 6, 7, 8 percent,” says Yukon Huang, senior
associate at the Carnegie Asia Program. Chinese authorities
want to keep the yuan from going into free-fall. But
investors who fear that the currency has further to fall are
likely to sell investments that are denominated in yuan,
thereby putting further downward pressure on China’s cur-
rency and stocks.

China’s economic slowdown is partly deliberate. The
country’s super-charged growth of the past quarter-centu-
ry was built largely on massive investment in real estate
and factories, much of it increasingly wasteful and ineffi-
cient. The government is trying to guide the economy
toward slower but more sustainable growth built on
spending by Chinese consumers. It’s also nudging the
country away from overdependence on manufacturing
toward more reliance on services industries.

Overhauling a sprawling and enormously complex
economy was always going to be daunting. And a report
Wednesday, seized on by global investors, suggested that
the transition might not be going so well, at least not yet:
The Caixin China General Services Index fell last month to
its second-lowest level in records dating to 2005. The index
showed that far from picking up the slack from faltering
manufacturers, Chinese services businesses are barely
growing. Moreover, the report noted that services firms
weren’t hiring fast enough to offset factory layoffs.

Economic mismanagement
Chinese policymakers, long admired for their steward-

ship of a fast-growing economy, have worsened things by
communicating poorly, meddling clumsily in the markets
and backsliding on reforms. “The ongoing rout in China’s
stock and currency markets reflects a sharp erosion of

confidence in the economic management skills of Chinese
policymakers, coupled with rising concerns about the
state of the economy,” says Eswar Prasad, professor of
trade policy at Cornell University.  The government’s
heavy-handed attempts to stop a freefall in the Shanghai
stock market dismayed those who had hoped China was
moving toward a more open financial system. Chinese
authorities banned investors from betting against stocks,
suspended trading in hundreds of companies and poured
money into the market. At first, the desperation measures
seemed to work. Yet stocks plunged again once the gov-
ernment began to back away.

What’s more, the authorities have repeatedly confused
investors about their policy toward the yuan, thereby
unnerving the markets. “You have to explain what you’re
doing,” Huang says. “The Chinese economic managers are
not good communicators.” The uncertainty coincides with
persistent doubts about China’s economic statistics. Even
Premier Li Keqiang has conceded that Chinese figures for
economic growth are “man-made.” Officially, the Chinese
economy grew about 7 percent last year. Some economists
suspect the actual growth rate might be 6 percent or lower.
“I wouldn’t be surprised to see it decelerate to the 4 per-
cent range this year,” says Daniel Meckstroth, chief econo-
mist at the Manufacturers Alliance for Productivity and
Innovation. — AP

3 reasons for concern about China economy
Pessimists fear devaluation signals desperation

YAOUNDE: IMF chief Christine Lagarde
has called for more clarity from China on
its economic policies as the easing of its
exchange rate and plunging stocks sent
shockwaves through global markets.
“China is embarking on a historic rebal-
ancing of its growth model, and activity
is moderating to more sustainable lev-
els,” Lagarde said during a visit to
Cameroon. “Nonetheless, this rebalanc-
ing is a bumpy process whose effects are
being felt worldwide-which reinforces
the need for more clarity on policies,
especially exchange rate policy,” she
added. 

This week the Chinese central bank
guided the yuan currency down, setting
its daily fix lower for eight sessions, cut-
ting its value by 1.4 percent to its lowest
level since March 2011, before a slight
reversal on Friday. Although many econ-
omists say a gradual lowering of the val-
ue of the yuan was to be expected after
other major economies weakened their
currencies in recent years, the move
spooked markets worried about the gov-
ernment’s ability to manage the gradual
slowdown of growth in the Chinese

economy. 
Analysts have said the Chinese cen-

tral bank needs to better communicate
its intentions concerning the yuan. Their
handling of the stock market this week
also dented confidence in the ability of
Chinese officials to manage the econo-
my. New “circuit breakers” brought into
force this week meant to decrease trad-
ing volatility backfired.  Trading was halt-
ed on Monday and Thursday as share
prices plunged the daily maximum of 7
percent, prompting regulators to rescind
the rule. 

“As I underlined several times in the
past weeks, this transition will certainly
be far from easy, and is also feeding into
lower demand for commodities,” she
said. China is a major consumer of com-
modities, and its slowing growth has
hammered prices of resources, with the
price of oil falling by over two thirds in
the past year and a half. While lower
prices have been a boon for consumers,
they have hurt commodity exporting
nations across the globe. Lagarde said
the “fragility” of the global economy
would persist in 2016. — AFP  
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China on policyCOLOMBO: A Sri Lankan gem trader who owns
the world’s largest blue star sapphire has decid-
ed to sell the dazzling stone, with a dizzying ask-
ing price of $300 million. The rare, egg-shaped
stone weighs 1,404.49 carats and has been
authenticated as the biggest of its kind at the
Gemological Institute of Colombo (GIC), a pri-
vate laboratory in the Sri Lankan capital.”Looking
at the reserve price of other very famous gems, I
have now valued this at over $300 million,” the
owner, who wants to remain anonymous for fear
the stone might be stolen said. Unlike blue sap-
phires which have complete clarity of colour,
blue star sapphires, a form of corundum, are
opaque-but when placed under light reveal a
six-line star.  

Industry experts said the stone was so rare it
was impossible to give a valuation. “We can’t put
a price on something like this. It is so rare and
unlike other (smaller) sapphires, this is not a
stone that can be replaced,” Ashan Amarasinghe,
leading gemologist with the GIC said. “This is
something only collectors or museums can
afford,” he said.  The owner said he based his ask-
ing price on the Black Star of Queensland, a star
sapphire which was reportedly sold for $100 mil-
lion in 2002, although details were not publicly
disclosed. The gem, named Lankan Star of Adam
by its owner, beat the previous record for the
biggest stone of its kind-also held by a Sri
Lankan businessman-by about nine carats. 

Both sapphires were found in Sri Lanka’s cen-
tral region of Ratnapura which is known as the
island’s gem capital, industry officials said.  The
owner said he bought it for an undisclosed price
in September before realising the rarity of his
find-which he has kept a closely guarded secret.
“I have lived in affluence, but now I feel even

more blessed,” he said.  “This (find) has not
changed my lifestyle. But, I feel thrilled to be the
man owning this gem. It is good for the ego.” Sri
Lanka is known for its blue sapphires, one of
which was used in the engagement ring of
Catherine Middleton, the Duchess of Cambridge,
and formerly owned by Princess Diana. — AFP 

Sri Lankan seeks $300 million 
for a rare blue star sapphire

COLOMBO: The world’s biggest blue star sapphire, the Lankan Star of Adam, is shown by its
owner in Colombo. A Sri Lankan gem trader who owns the world’s largest blue star sapphire
has decided to sell the dazzling stone, with a dizzying asking price of $300 million. — AFP 


