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BEIJING: People buy fruits at a stall in Beijing.  Activity in China’s key factory sector expanded in May, official data showed yesterday in a sign of stabilization in the world’s second-largest economy. — AFP

BRUSSELS: Encouraged by the victory of
French President Emmanuel Macron, the EU
yesterday unveiled a raft of controversial ideas
for improving the often dysfunctional
European single currency. The so-called reflec-
tion paper from the European Commission
maps out proposals, including the partial
bundling of sovereign debt from across the
eurozone, that will face suspicion in Germany,
the bloc’s most powerful member.

Berlin has historically snubbed French-influ-
enced ideas for reform of the eurozone and
further integration, but the Brexit vote last year
and the rise of Trump-style populism has given
the idea of more Europe new momentum. “The
status quo is not an option,” said EU Economy
Commissioner Pierre Moscovici at a news brief-
ing announcing the paper. “It is clear ...  that we
must move forward,” the former French finance
minister said.

The commission, usually reluctant to pro-
voke Berlin, made the announcement amid a
spat between Germany and the Trump admin-
istration, with Chancellor Angela Merkel urging
Europe to “take our destiny in our own hands”.
The euro is a “promise of prosperity”, said
European Commission Vice-President Valdis
Dombrovskis. “To keep that promise ... we need

the political courage to work on strengthening
and completing Europe’s economic and mone-
tary union now,” the former Latvian prime min-
ister said. One big idea floated by the commis-
sion is to introduce a permanent president of
the Eurogroup, the grouping of eurozone
finance ministers that decides common policy
for the currency area.

Full-time chief 
Currently, the ministers name one of their

own as head of the group, with Dutch Finance
Minister Jeroen Dijsselbloem set to end his
term later this year after five years of handling
the Greek debt crisis.

The job could be merged with that of eco-
nomic affairs commissioner, currently shared
by Moscovici and Dombrovskis, the paper
argues. The paper urges the completion of  the
eurozone banking union that was created in
the heat of the debt crisis amid catastrophic
bank failures in Ireland, Spain and Greece.

The trickiest parts of the banking union, a
common deposit insurance scheme, is resisted
by Germany and other richer eurozone states
that are concerned about the fragility of banks
in countries such as Italy. The commission’s
ideas are part of a larger project to reform the

eurozone and would require a tough adoption
process. Just days after reformist Macron’s vic-
tory against anti-EU Marine Le Pen, France and
Germany promised a joint plan to accelerate
eurozone integration, with other member
states also contributing to the debate. 

Inflation 
Inflation across the 19-country eurozone

has fallen to its lowest level this year, official
figures showed yesterday in a development
that may temper speculation that the
European Central Bank will soon consider eas-
ing up on its monetary stimulus.

Eurostat, the EU’s statistics agency, said that
inflation fell to 1.4 percent in the year through
May from 1.9 percent the month before. May’s
rate is the lowest rate since December 2016
when inflation stood at 1.1 percent.

The most important reason why inflation
has been so volatile in recent months is con-
nected to the price of oil, which is off the lows
recorded last year but still swinging fairly wide-
ly. In the year to May, energy prices were up 4.6
percent. However, May’s increase was the
smallest this year and down sharply on April’s
equivalent rate of 7.6 percent.

The decline in the rate, which was slightly

sharper than anticipated, means that inflation
has fallen away from the ECB’s target of just
below 2 percent. The rise in inflation in April to
the target had stoked talk in financial markets
that the central bank would soon be in a posi-
tion to at least start mulling the possibility of
withdrawing some of its stimulus, possibly at
next Thursday’s policy meeting.

The ECB has slashed interest rates, including
its main one to zero, and embarked on a big
bond-buying stimulus program to keep a lid
on market interest rates. Its primary aim is to
get inflation back toward its target and then to
start easing off the bond-buying program.

A major reason why inflation fell back
sharply in May was the decline in the core rate,
which strips out the volatile items of alcohol,
food, tobacco and energy. That slipped back to
0.9 percent from the previous month’s 1.2 per-
cent. Modest underlying rates of inflation point
to sluggish wage demands even at a time
when the eurozone economy is performing rel-
atively strongly and unemployment has been
dropping. ECB President Mario Draghi has
pointed to the subdued core rate in recent
months to urge caution over the bank radically
changing tack soon.

“That should allow the ECB to continue to

stress that underlying inflation pressure in the
euro area remains weak, despite strengthening
growth, when it meets next week,” said Cathal
Kennedy, European economist at RBC Capital
Markets. As a result, Kennedy says that while
the ECB is likely to upgrade its economic fore-
casts today, it will probably remain cautious
about any talk of tapering off the stimulus pro-
gram. Some economists think Draghi may drop
any reference in his statement to the possibility
of lowering interest rates or increasing stimu-
lus going forward. A raft of indicators over
recent weeks has shown that the eurozone
economy has picked up steam, particularly in
France and in many of those countries that
have been at the heart of Europe’s debt crisis,
including Spain and Ireland.

The rebounding economy was evident in
unemployment figures from Eurostat. The
agency found that the eurozone’s jobless rate
fell 0.1 percentage point in April to 9.3 percent,
its lowest level since March 2009, when the
region, like the world economy, was in the
midst of a savage downturn following the
global financial crisis. During April, Eurostat
said 233,000 people came off the eurozone’s
jobless register, taking the total unemployed
down to 15.04 million. — AFP

Brussels maps out more unified eurozone 
Euro area inflation falls to lowest level this year 

NEW DELHI: India’s growth slowed to 7.1
percent last year, according to official data
released yesterday, weaker than analysts
expected but still the fastest rate of growth
of any major economy.

GDP growth for the 12 months ended
March 31 was well below a revised figure
of eight percent for the previous year, and
follows the government’s shock move last
November to ban most of the currency in
circulation. “This is a sharper deterioration
than what I expected,” Ashutosh Datar,
economist at IIFL Institutional Equities,
told AFP. “The fourth quarter (6.1 percent)
is a bit weaker than what I expected.”
However the country of 1.25 billion is still
reporting faster growth than rival China, at
6.7 percent in 2016.

Prime Minister Narendra Modi has
defended his move to remove all 500
(around $7.50) and 1,000 rupee notes from
circulation as a necessary strike against cor-
ruption. The government argues it will
boost revenues by dissuading people from
using cash, which makes it easier to avoid
tax. The move hit cash-dependent sectors
like real estate, jewellry and agriculture, and

triggered massive lines outside banks in the
weeks afterwards as authorities struggled
to print replacement notes fast enough. 

While the full impact of the note ban is
still not known, analysts had expected a
pick-up in the fourth quarter as consumers
who had held back in the weeks after the
cash ban stepped up spending. “[The fourth
quarter] clearly shows that demonetization
has had an impact on the overall growth for
the economy,” Sunil Sinha, principal econo-
mist at Fitch India told AFP.

“Now that cash is by and large back in
place, that confidence is back with con-
sumers that they no longer have to stand in
queues and that cash will be available when
they need it,” he added.

In a report earlier this week the World
Bank said the fundamentals of India’s econ-
omy remained strong and predicted an
uptick in the economy with a national
goods and services tax due to be intro-
duced on July 1. 

The move will likely “yield substantial
growth dividends from higher efficiencies”
and increase state revenues in the long
term, according to the bank. — AFP

Saudi Aramco and 
Hyundai in $5.2bn 
shipyard venture

RIYADH: Saudi Aramco is to build the region’s biggest ship-
yard in a $5.2 billion joint venture with South Korea’s
Hyundai Heavy Industries and others, the partners said yes-
terday. The yard, to be constructed on the kingdom’s Gulf
coast, will have the capacity to produce four offshore rigs
and 40 vessels, including three supertankers, a year, the
state-owned oil giant said in a statement. Lamprell, a United
Arab Emirates-based provider of services to the energy
industry, and Bahri, the National Shipping Company of
Saudi Arabia, have also signed on to the venture.

“The integrated maritime yard will be the largest in the
region in terms of production capacity and scale,” Saudi
Aramco said. Located in the new industrial port city of Ras
al-Khair, the yard will also provide maintenance services for
rigs and vessels.

“Major production operations are expected to com-
mence in 2019,” with full capacity reached by 2022, Aramco
said. In a separate statement, Lamprell PLC said the yard will
cost an estimated $5.2 billion to build, of which roughly
$3.5 billion will come from the Saudi government.

The rest will be funded by the joint venture. It said the
deal was conditional on approval by its shareholders. Saudi
Arabia has launched a program to diversify its industrial
base after its revenues were badly hit by a 50 percent fall in
world oil prices since 2014. Around five percent of Saudi
Aramco is to be floated on the stock market next year to
help form the world’s largest state investment fund. — AFP

India’s growth slows to 7.1% 
after controversial note ban

HYDERABAD: Indian traders and vendors negotiate prices of vegetables at a whole-
sale vegetable market in Hyderabad. India’s economic growth slowed to 7.1 percent
for the 2016-17 financial year, according to official data released yesterday. — AFP


