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BEIJING: China is looking to reduce its reliance on
overseas markets and technology for its economic
development, government advisers say, as US hos-
tility and a global pandemic increase external risks
that could hamper longer-term progress.

The country’s leaders have proposed a so-called
“dual circulation” model of growth to steer the
economy, the sources said, which would prioritize
“internal circulation” to boost domestic demand and
be supplemented by “external circulation”. No
details have been given on the strategy.

Policy insiders and government advisers said the
emphasis signals a strate-
gic shift to local demand
and technological devel-
opment although domestic
supply chains would be
built partly with the help
of foreign investment.
“The Chinese leadership
raised the ‘internal circu-
lation’ concept as the situ-
ation has become grim,
although complete
(reliance on) ‘internal cir-
culation’ is unlikely,” said
a policy insider, declining to be named due to the
sensitivity of the matter. China had already been
trying to rebalance its economy towards consump-
tion-led growth from exports and investment. Last
year, total exports and imports accounted for 32
percent of gross domestic product (GDP), down
from a peak of 64 percent in 2006, according to
government data.

“We will rely more on domestic demand as for-
eign trade will decline, and the United States is
imposing a tech blockade,” said a second policy
insider. The “dual circulation” strategy could
become a key priority in the government’s 14th five-
year plan (2021-2025), which is expected to be dis-

cussed and endorsed by top leaders at a key
Communist Party conclave in October, policy
sources said. The plan is likely to be unveiled during
the annual parliament session in early 2021, they
said. The current five-year-plan, which ends this
year, focuses on moving away from traditional and
polluting industries, boosting technological innova-
tion, and building a moderately prosperous society.

Decoupling risks 
While a complete decoupling between the

world’s two largest economies is unlikely, the recali-
bration would deepen an
inward-focused shift that
followed the 2008-09
global financial crisis,
which exposed the vulner-
ability of its export-led
model. Chinese firms have
started to feel the pinch
from US curbs on trade
and technology as the
Trump administration con-
fronts Beijing over a range
of issues from its handling
of the new coronavirus

pandemic to the new security law in Hong Kong.
Higher US tariffs have hurt Chinese exports, with

shipments to the United States falling 11.1 percent in
the first half of 2020 from a year earlier, while
Washington has targeted Chinese tech giants such
as Huawei and now the popular video app TikTok
owned by ByteDance.

“It’s impossible to completely decouple, but the
near-term impact from a partial decoupling is
unavoidable,” said Xu Hongcai, deputy director of
economic policy commission at China Association
of Policy Science. Chinese leaders have pledged to
open the economy wider to foreign investors, espe-
cially in high-end manufacturing, to expand its

global footprint in advanced industries.
“We should fully tap the potential of internal cir-

culation, but this does not mean a return to seclu-
sion,” said Jia Kang, head of China Academy of
New Supply-side Economics, a think tank.

In 1978, then Chinese leader Deng Xiaoping ini-
tiated historic reforms and opening-up policies,
paving the way for the country’s transformation
from a diplomatically isolated backwater to the
world’s second-largest economy today. Some fear

China, with per capita GDP of just over $10,000,
could struggle to drive its income levels to those
enjoyed by advanced economies.

Economists warn China’s economy may stagnate
if it fails to rise up the value chain, as it faces
increasing competition from countries with
advanced technologies and lower labor costs. “If we
are always sandwiched in the middle and get
squeezed harder and harder, we could slip into the
middle-income trap,” Jia said. —Reuters

Leaders propose a dual ‘circulation model’ of growth

China pursues self-reliance as 
external economic risks grow

BEIJING: People wearing face masks walk in a subway station in Beijing. China is looking to
reduce its reliance on overseas markets and technology for its economic development, govern-
ment advisers said yesterday. —AFP

Slumping currency 
fuels inflation 
fears in DR Congo 
KINSHASA, DR Congo: Emilie Kapinga, a 60-
year-old fishmonger in a Kinshasa market, now
works all day for a pittance. At her wholesaler,
“10 kilograms (22 pounds) of fish have gone up
from 30,000 to 45,000, even 50,000 Congolese
francs,” she said. “A fish that I used to sell for
1,000 francs costs 3,000 today,” she said. “Profit
margins are being eaten away by the dollar rate.”

Since mid-July, the Congolese franc has
slumped against the US dollar, stoking fear and
uncertainty in everyday transactions. The franc,
which for months was a stable 1,600-1,620 per
dollar, is now changing hands at around 2,000,
with much day-to-day volatility.

“It’s rare to get dollars on the marketplace and
everybody wants some,” money changer Nickel
Kwavita, 41, told AFP. “People accept any old
exchange rate as  long as they can off load
Congolese francs.” While vastly rich in mineral
wealth, DR Congo imports almost all the essen-
tial products needed by its population-and when
the currency slumps it badly affects consumers,
most of whom live on less than $2 per day.

The economy is more than 85 percent dollar-
ized, but most salaries are paid in Congolese

francs pegged at 1,600 francs to the dollar. “A
five-kilo (11-pound) bag of sugar that used to
cost 7,000 francs sells today for 10,000 francs. A
sack of rice has gone up from 28,000 to 38,000
francs. Life has become intolerable,” said Richard
Balimwacha, a student out shopping.

Angry oil companies 
And it’s not just the public who are worried.

Among those affected by the slump are energy com-
panies which have to pay for oil in dollars but whose
income is in local currency and whose prices are
pegged. Oil companies operating in Katanga, south-
eastern DRC, and in the central region of Kasai, say
they will go on strike from Thursday because of local
pricing clamps. Petrol in Katanga’s Lubumbashi was
set in May at 1,390 francs per liter, compared with
1,995 francs per liter in the capital. “Distribution and
storage of oil products will cease (there)... until the
publication of new price structures... which take cur-
rent trends into account,” the local section of the
Congo Business Federation said. On March 24,
President Felix Tshisekedi decreed a raft of emer-
gency restrictions to help protect people from the
coronavirus pandemic. The measures were eased on
July 22, mainly to help poor people whose liveli-
hoods were devastated by the measures.

As public anxiety about the declining franc has
mounted, the government has been trying to ease
the load-but with little success. At a cabinet meeting
on Friday, the president urged ministers to be “bold...
to stabilize the exchange rate in the first place, then
to make it favourable to our economy and the well-

being of the population.” Tshisekedi won 2018’s
presidential election but leads in a coalition with
members of the Common Front for the Congo, who
support his predecessor Joseph Kabila and enjoy a
substantial majority in the country’s institutions.

Congolese financial expert Noel Tshiani told AFP
that a widening trade deficit was to blame for the
accelerating decline of the currency. Imports from
major countries have fallen by 30 percent, while
exports have crashed 40 percent, he said. —AFP

US hostility,
pandemic

force rethink

KINSHASA: In this file photo, batches of Congolese
francs are seen at a market in the commune of Gombe,
in the Lukunga district of Kinshasa, Democratic
Republic of the Congo. After a few months of stability
around 1,600 to 1,620 Congolese francs to the dollar,
the Congolese franc has resumed its plunge against the
US dollar since mid-July, causing the foreign exchange
market to overheat. —AFP

Virus-hit Indonesian 
economy shrinks for 
first time in 2 decades 
JAKARTA: Indonesia’s coronavirus-hit economy con-
tracted in the second quarter for the first time in more
than two decades, with warnings that its recovery
could be among the weakest in Southeast Asia. Output
in the region’s biggest economy slumped 5.3 percent
on-year in April-June, the statistics agency said yes-
terday, as retail sales and manufacturing took a hit.

That marked Indonesia’s first contraction since the
first quarter of 1999 during the Asian financial crisis,
putting it on course for its first recession since then.
“Economic activity in Indonesia collapsed in the sec-
ond quarter,” research house Capital Economics said
in a note after the figures were published.

“A failure to contain the virus effectively and inade-
quate policy support means the recovery is likely to be
one of the slowest in the region.” Governments around
the world have been struggling to contain the deadly

disease, which forced the shutdown of vast parts of
the global economy in the second quarter.

Last month, Indonesia’s central bank cut interest
rates for the fourth time this year in a bid to boost the
struggling economy. Indonesia has announced a stim-
ulus package worth more than $48 billion to help off-
set the impact of the virus, which forced a large-scale
shutdown that hammered growth, including in the key
tourism sector. Several million Indonesians have been
laid off or furloughed, and the government has pro-
jected that the economy could contract by 0.4 percent
for the full year.

The archipelago, home to nearly 270 million peo-
ple, eased movement restrictions in a bid to prevent
economic collapse but coronavirus infections are
mounting, with cases topping 115,000 and more than
5,300 deaths. The true scale of the public health crisis
is widely believed to be much bigger in Indonesia,
which has one of the world’s lowest testing rates.
Boosting annual growth above five percent had been a
key priority for President Joko Widodo in his second
term, which kicked off late last year. But his govern-
ment’s handling of the health crisis has been widely
criticized. —AFP 

JAKARTA: Motorcycle taxi drivers take a rest during a
lunch break in Jakarta yesterday. Indonesia’s economy
contracted in the second quarter for the first time in
more than two decades as it was slammed by coron-
avirus restrictions, with warnings that the recovery
could be among the weakest in Southeast Asia. —AFP

Argentina must 
fix economy 
after debt deal
BUENOS AIRES: It took months of tough talks for
Argentina to reach agreement on restructuring $65
billion in debt. Now, economists and policymakers
say, the real work begins: reviving Latin America’s
No 3 economy from its currency and fiscal crises.

Though both government and creditors cele-
brated Tuesday’s deal that should help Argentina
avert a messy default, it still faces a 10 percent-
plus contraction this year, an over-valued peso,
spiking poverty and a deep fiscal hole.

“This was the easy step,” Stephen Liston, sen-
ior director at the Council of the Americas, said of
the debt deal. How the once-wealthy grains pro-
ducer does from now is the acid test for Peronist
President Alberto Fernandez and his star
Economy Minister Martin Guzman, fresh from
taming Wall Street.

“This is an important step,” Guzman said of the
agreement. “But this does not solve all the prob-
lems of the Argentine economy.”

Argentina’s peso has been propped up by tight
capital controls, which has seen the value of the
currency in black market trades veer dangerously
away from the official rate, with the gap currently
around 76 percent.

The government says it plans to ease controls,
but only when the economy has been righted, leav-
ing an artificially strong peso that businesses say
hinders trade.

Precarious situation
“It’s a very precarious situation there where

you’ve got an over-valued currency, but weakening
it will only worsen the debt situation,” said Nikhil
Sanghani of Capital Economics in London.
Inflation, the thorn in the side of Argentine policy-
makers for years, shows little sign of abating.
Consumer prices have slowed during the pandemic,
but remain at an annualized level above 40 percent
and will likely revive as the economy recovers.

The central bank, looking to mop up liquidity, is
facing a “snowball” of short-term debt, temporarily
reining in prices but increasingly straining the insti-
tution, said economist Eduardo Levy Yeyati of
Buenos Aires’ Universidad Torcuato Di Tella.
Getting out from under this would likely mean the
bank has to raise interest rates to encourage sav-
ings in pesos, he added, otherwise it would risk
unleashing a new wave of inflation.

Under the weight of public spending to combat
the impact of the pandemic, the primary fiscal
deficit soared to $3.53 billion in June and the gov-
ernment is expected to end the year with a large
fiscal hole.

Guzman has pledged to return to fiscal balance
and keep the deficit under control, but faces a
politically tricky balancing act between that and
growth-boosting policies.

“The fiscal deficit has blown out again and we
think that the primary deficit will be something like 8
percent of GDP this year,” said Sanghani, adding it
could force the government to adopt politically
unpalatable measures even as millions face increased
poverty. “If they have to impose some sort of austeri-
ty going forward, it will only keep the economy quite
weak and that will hinder its ability to pay off even
these restructured debts.” —Reuters

Honda posts Q1 net 
loss but forecasts 
full-year profit
TOKYO:  Japanese carmaker Honda yesterday
reported a net loss for the first-quarter and forecast
a much-reduced full-year profit as the coronavirus
pandemic hits sales and production.

For the April-June quarter, the firm posted an
80.87 billion yen ($770 million) net loss, against a
172.30 billion yen profit in the same period last year.
Sales plunged 46.9 percent on-year to 2.12 trillion

yen, forcing the automaker to record operating
losses of 113.69 billion yen. Like other car firms,
Honda “was forced to suspend production and sales
activities in many countries throughout the first
quarter”, vice president Seiji Kuraishi said in an
online news conference.

“In the four-wheel business, we suspended pro-
duction in 12 out of 17 countries as of the end of
April, but now we’ve resumed operation in all pro-
duction bases,” he said. “We will swiftly move
towards getting our products into the market from
the second quarter,” he said. For the full-year to
March 2021, Honda said it would record a net profit
of 165 billion yen, down 63.8 percent from the pre-
vious year, on sales of 12.8 trillion yen, which would
be down 14.3 percent.

In the United States, even though it suffered
declining sales in the first quarter, it is recovering
“at a pace faster than” the US automobile market as
a whole, Kuraishi said. Looking ahead, however,
Honda said it anticipates slower sales in the US and
Japan, he said. In China, where the auto market as a
whole is rebounding thanks to government stimulus
measures, the automaker aims to sell more vehicles
than last year, he said.

The announcement comes a week after rival
Nissan warned of a massive $6.4 billion net loss for
the current fiscal year as it reels from the pandemic.
Last week, US auto giant General Motors also
reported a loss hit by the pandemic but at a small-
er-than-expected scale thanks to strong pricing for
some newer auto models.  —AFP


