
BEIJING: Moody’s yesterday slashed China’s credit rating
for the first time in almost three decades citing concerns
about the country’s rising debt and slowing growth, but
Beijing rejected the downgrade as “inappropriate”. The
move comes as China tries to clean up a toxic brew of
unregulated and risky lending that for years has fuelled the
economy’s spectacular growth, though some analysts
doubt Beijing’s willingness to quit its debt addiction. 

“The downgrade reflects Moody’s expectation that
China’s financial strength will erode somewhat over the
coming years, with economy-wide debt continuing to rise
as potential growth slows,” the agency said.

China’s total outstanding credit surged to 260 percent
of gross domestic product (GDP) by the end of 2016 and
the International Monetary Fund has warned that a debt
crisis in the country could “imperil global financial stability”.

The government has trimmed its 2017 growth target to
around 6.5 percent after it expanded 6.7 percent in 2016,
the slowest growth rate since 1990. China’s 13th Five-Year-
Plan released in 2016 announced an average annual
growth rate of above 6.5 percent for 2016-2020.

But Moody’s said it expects China’s growth potential to

decline to close to five percent over the next five years, cit-
ing diminishing investment, an accelerated fall in the work-
ing age population and a continuing dip in productivity.

‘Cold water’ 
The finance ministry rejected the assessment, saying

Moody’s had used an “inappropriate” method to assess
the risks facing the economy. “It over-estimated the diffi-
culties that the Chinese economy is facing,” the ministry
said in a statement.

It added that the government’s debt ratio in 2016 was
36.7 percent, lower than major market economies, and
that the “expansion of the scale of government debt has
been effectively controlled”.

“The downgrade will certainly affect China negatively,”
Liao Qun, Hong Kong-based chief economist of Citic Bank
International, told AFP. “The direct impact is that this would
make China’s debt financing more difficult and the financ-
ing cost would also rise. “This is like throwing cold water
when everyone is optimistic about China’s economy.”

But Liao said the move “makes no sense” because
China’s growth has improved from last year and the threat

of trade protectionism from US President Donald Trump’s
administration has subsided.

Moody’s cut the long-term local currency and foreign
currency issuer ratings to A1 from Aa3, the first reduction
since late 1989 as it assessed the impact of the Tiananmen
Square crackdown on China’s trade with the world.
However, Moody’s upgraded its outlook to stable from
negative, where it had been since March 2016. 

“The stable outlook reflects our assessment that, at the
A1 rating level, risks are balanced,” it said in its ratings
note. “The erosion in China’s credit profile will be gradual
and, we expect, eventually contained as reforms deepen,”
Moody’s said.

Crisis fears 
“The strengths of its credit profile will allow the sover-

eign to remain resilient to negative shocks, with GDP
growth likely to stay strong compared to other sovereigns,
still considerable scope for policy to adapt to support the
economy, and a largely closed capital account.” Fears are
mounting that China is flirting with a potential disaster
worse than the US sub-prime collapse that sparked the

global financial crisis, and Japan’s 1990s asset-bubble
meltdown and resulting “lost decade”.

China’s banking regulator recently unveiled measures
to rein in dangerous lending, tighten balance sheets and
strengthen institutional transparency and chronically
weak internal controls.

Moody’s had estimated in October that China’s “shad-
ow banking” sector-off-balance-sheet lending that evades
official risk supervision-totalled $8.5 trillion, or nearly 80
percent of GDP.

But analysts have expressed skepticism about whether
Beijing will back up its talk with real action since freewheel-
ing credit conditions have underpinned the growth China’s
Communist Party relies on for political legitimacy. “It is not
going to come as any great news to the world that China
has problems with a huge credit boom that, in the end, is
probably going to require  government intervention to
bear some of the costs,” Richard Jerram, chief economist at
Bank of Singapore, told Bloomberg News. 

Shanghai and Hong Kong stocks fell son after the down-
grade was announced but rebounded in the afternoon to
end slightly higher. — AFP
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BEIJING: A general view shows a congested road in Beijing yesterday. Moody’s yesterday slashed China’s credit rating for the first time in almost three decades citing concerns about the country’s rising
debt and slowing growth, but Beijing rejected the downgrade as “inappropriate”. — AFP

Moody’s cuts China’s rating on debt fears
Beijing rejects downgrade as ‘inappropriate’

VIENNA: How long will it take for oil inven-
tories to drop to normal levels? That’s the
question OPEC and oil markets are grappling
with before today’s meeting of producer
countries in Vienna.

At just over 3 billion barrels, stockpiles in
consumer nations are about 300 million bar-
rels above their five-year average, little
changed from levels in December when the
Organization of the Petroleum Exporting
Countries and its allies agreed to cut output
by about 1.8 million barrels per day (bpd).

The cuts were initially agreed to run dur-
ing the first half of 2017. OPEC and other
producers, including Russia, are now
expected to agree to extend the deal today,
possibly for nine more months until March.
OPEC expects inventories to return to the
five-year average of 2.7 billion barrels by
the end of 2017. Other experts see a longer
overhang, with one institution seeing it last-
ing into 2019.

OPEC has repeatedly said eliminating
excess stockpiles was one of its main goals
but inventories remain stubbornly high.
OPEC states have cut output at the wellhead,
but kept exports to consumer countries high
by draining their own stockpiles. 

The Paris-based International Energy
Agency and most other experts say global
oil demand is outstripping production, so at
some point stocks held in consumer states
will start to drop. But making forecasts is
fraught with uncertainty because it
depends on assumptions about supply and
demand, the rate of exports from storage
from producer nations and guesswork
about storage in nations such as China,
which does not disclose data.

The IEA releases monthly data for inven-

tories held by the OECD group of industrial-
ized nations, saying stockpiles of crude, oil
products and other liquids at the end of
March stood at 3.025 billion barrels. But IEA
inventory analyst Olivier Lejeune said this
only covered 50 to 60 percent of the global
picture, including inventories in Western
Europe, North America, Japan, South Korea,
Australia and New Zealand.

It does not track stockpiles in China and
India, the world’s No. 2 and No. 3 oil con-
sumers. The United States, an OECD member
whose Energy Department releases weekly
US inventory data, is the world’s biggest
crude consumer.

Bulls vs bears 
Jeffrey Currie, head of commodities

research at Goldman Sachs, is among the
most bullish on the rebalancing timetable.
“Do I want to be long oil? The answer is
absolutely yes, because you’re going into a
deficit market,” Currie said this month,
adding the global supply deficit could be 2
million bpd by July. He did not say when
inventories would return to normal.

Asset management firm AB Bernstein
said in a May 16 report that OPEC cuts
would “lead to accelerated inventory draw-
downs in the second half of 2017, but the
return to normalized inventories will ... drag

into 2018.” Assuming a 1 million bpd deficit
based on EIA supply and demand data, it
would take 11 months to eliminate the glut,
it said. “The agreement by OPEC to extend
cuts into 2018 is critical,” the AB Bernstein
report said. Financial firm Natixis sees rebal-
ancing extending into 2019.  “Based on our
current levels of withdrawals, expected at
280,000 bpd, that means at least two and
half years, unless withdrawals increase rap-
idly,” chief energy analyst Abhishek
Deshpande said.

OPEC sees the market rebalancing by the
end of 2017. “With the current rate of com-
pliance we arrive at the five-year average by
year-end, not 2018,” an OPEC source told
Reuters. Algerian Energy Minister
Noureddine Boutarfa echoed that timeline.
He also told Reuters that extending cuts to
March 2018 aimed to take into account tra-
ditionally weak demand at the start of each
year. IEA inventory data have offered little
clear guidance. OECD inventories in March
of 3.025 billion barrels were 32.9 million bar-
rels lower month-on-month but were a rise
of 24.1 million barrels over the quarter after
a big build in January.

The first quarter rise is partly seasonal, as
demand falls in the period when European
and US refineries usually conduct mainte-
nance. Stockpiles also grew after record
OPEC export volumes to the OECD in the
fourth quarter of 2016, the IEA said. Exports
from Saudi Arabia, OPEC’s biggest producer,
were some 600,000 bpd higher in the fourth
quarter 2016 compared with the average for
January and February, according to official
data data the kingdom submitted to the
Joint Organizations Data Initiative. OPEC’s
cuts came into effect on Jan 1.  — Reuters

Renewable
energy

jobs jump
ABU DHABI: The renewable energy sector employed
9.8 million people worldwide in 2016, marking a sharp
increase from 2012, the Abu Dhabi-based
International Renewable Energy Agency said yester-
day. In its “Renewable Energy and Jobs - Annual
Review 2017”, IRENA says the sector employed seven
million people five years ago.

“Falling costs and enabling policies have steadily
driven up investment and employment in renewable
energy worldwide since IRENA’s first annual assess-
ment in 2012, when just over seven million people
were working in the sector,” its director general
Adnan Z. Amin said.

“In the last four years, for instance, the number of
jobs in the solar and wind sectors combined has more
than doubled.” The review said that last year, the num-
ber of people employed in the sector, “excluding large
hydropower, reached 8.3 million”.

If large hydropower projects are included, the total
number of global renewable-energy jobs climbs to 9.8
million. According to IRENA, the highest number of
renewable energy jobs are in Brazil, China,Germany,
India, Japan and the United States. Last year 3.46 mil-
lion people worked in the sector in China alone, it said,
a rise of 3.4 percent. It also noted that 62 percent of
sector employees worldwide were in Asia where
renewable energy projects were on the rise, especially
in Malaysia and Thailand.

The latter,  for example, has become a world
leader in the manufacture of solar photovoltaic sys-
tems. “We expect that the number of people working
in the renewables sector could  reach 24 million by
2030, more than offsetting fossil-fuel job losses and
becoming a major economic driver around the
world,” Amin added. —AFP

VIENNA: UAE Minister of Energy Suhal Mohamed Al-Mazrouri (center) speaks to
journalists in his hotel in Vienna yesterday on the eve of the Organization of the
Petroleum Exporting Countries (OPEC) meeting. — AFP

OPEC still battling oil glut after long cuts


