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DAVOS: (From left): President of Afghanistan, Mohammad Ashraf Ghani, Nato Secretary-General, Jens Stoltenberg, USD efense Secretary,
Ashton Carter and Deputy Prime Minister of Singapore, Tharman Shanmugaratnam attend a panel ”The Global Security Outlook”at the World
Economic Forum in Davos.—AP

LONDON: HSBC’s possible relocation to Hong
Kong is unlikely to save the British bank much
tax - one of its reasons for maybe moving
abroad - and could actually increase its bill, a
Reuters analysis of the company’s filings
shows. HSBC said last year that it was consid-
ering a possible shift overseas from London,
citing higher taxes and tighter regulation in
Britain and a desire to be closer to faster-
growing Asian markets. Analysts said HSBC’s
former home Hong Kong, with a corporate
tax rate of 16.5 percent against a British rate
set to rise to 26 percent, was the most likely
destination.

Some investors have said weakening
growth in Asia and a reduction in a British
levy on banks’ asset bases announced last
year, argues for HSBC to stay put. But some
analysts say Asia’s better long-term growth
opportunities and Hong Kong’s lower tax rate
may yet hold attractions for the bank.

A Reuters examination of corporate filings
shows that Hong Kong may offer HSBC fewer
tax advantages than many believe. That’s
because HSBC will struggle to move enough
profit to Hong Kong to benefit from its lower
tax rate. Indeed, it may have to report more
income in Britain if it moves, since many of
the overhead and borrowing costs now
booked in Britain may in future be offset
against more lightly taxed Hong Kong profits.

Also, Hong Kong’s less generous treatment
of share bonuses may cost HSBC millions of
dollars in tax deductions each year. Crawford
Spence, Professor of Accounting at Warwick
Business School, who has studied internation-
al groups’ tax planning, said the Reuters
analysis showed the “commonsense under-
standing” that HSBC would receive a big tax
benefit was too simplistic.

“They may not be saving much money at
all on this particular aspect,” he said. HSBC
declined to answer questions on possible
changes in its structure and their tax impact.
“The Board is considering at least eleven cri-
teria for long term shareholder value, one of
which includes the tax system which needs to
be transparent, fair and competitive,” a
spokeswoman said in a statement.

HSBC moved to London from Hong Kong
in 1993 after it bought Midland Bank.
However the climate for banks in the city has
become increasingly hostile since the 2008
crisis with regulators bringing in tougher
rules on capital and bankers’ pay as well as
imposing heavy fines for a litany of misdeeds
that has scarred the industry.

While regulators in Asia have followed suit
with tighter rules on bank capital and liquidi-
ty, the region’s relatively strong showing in
the 2008 crisis means lenders there have
faced less of the public and political backlash
seen in Europe.

LOW UK PROFITS
HSBC’s ability to cut its tax bill by moving

from Britain is constrained by the fact that it
doesn’t declare much taxable profit in Britain.
Britain is a lucrative market for HSBC, generat-

ing over $15 billion in net interest income
and fees in 2014, the most recent full year for
which data is available.

However, the bank reported an account-
ing loss in Britain in 2014 and had a tax
charge of $69 million for the year. This is
despite the fact its British retail bank, which
has tens of thousands of staff, produces what
Chief Executive Stuart Gulliver said last
August were “excellent returns”.

HSBC’s investment bank, which is head-
quartered in London, had profits of $8 billion
in 2014, while its commercial bank, which
also has a significant British presence, had
profits of $9 billion.

A key reason for the modest British tax-
able result is that much of the group’s over-
head costs are booked in Britain, such as top
management salaries and central support
functions. Also, since HSBC borrows most of
its debt via British-registered companies, its
annual report shows, it is also entitled to
British tax deductions on bond coupons and
other interest costs. HSBC’s accounts show
group overhead expenses of around $9 bil-
lion a year. Hong Kong, which does not bear
the same share of group overhead costs as
London, generated over $8 billion in profit on
almost $13 billion of revenue in 2014, filings
show. The bank declined to say how much of
its group costs would be booked in Hong
Kong as part of any overseas move.

However, analysts said the change could
be significant. Chris Wheeler, banks analyst at
Atlantic Securities, said regulatory rules mean
that if HSBC moved its main holding compa-
ny to Hong Kong, it would have to raise more
debt there, rather than in Britain.

“It would have to be in Hong Kong. It
would have to be in the holding company,” he
said. If these costs were no longer booked
against UK income, the UK profits would rise
and face UK tax.

Of course, booking costs in Hong Kong
would depress taxable profits there, reducing
the tax bill there. However, that’s not the kind
of tax arbitrage companies usually target.
“You’re better issuing (debt) out of a higher
tax jurisdiction than a lower tax jurisdiction,”
said Gary Greenwood, an analyst at Shore
Capital who covers HSBC. 

BANKER BONUSES
In the area of executive pay, HSBC could

find itself losing UK tax deductions without
any corresponding saving in Hong Kong. In
response pressure from investors and regula-
tors, banks are increasingly paying senior
bank executives their bonuses - often worth
millions a year - in shares. Britain allows com-
panies to take tax deductions in relation to
newly issued shares paid to employees, even
though this does not represent a cost to the
company itself. Hong Kong does not, accord-
ing to its Inland Revenue Department.

All this means that HSBC will have to shift
much more UK profit than costs to Hong
Kong in the coming years or face an increase
in its tax bill.— Reuters

A Hong Kong move unlikely 
to slash HSBC tax bill

DAVOS: Angela Merkel was missing from Davos
this year, but the German leader’s optimistic
mantra “we can do this” echoed through the
snowy resort in the Swiss Alps.

China’s economic slowdown? Manageable.
Plunging financial markets? Temporary. And
Europe’s refugee crisis? A big challenge, but one
which will ultimately push the bloc’s members
closer together, audiences were told over and
over again.

Beneath the veneer of can-do optimism at the
World Economic Forum, however, was a creeping
concern that the politicians, diplomats and cen-
tral bankers who flock each year to this gathering
of the global elite are at the mercy of geopolitical
and economic forces beyond their control. At the
top of the lengthy list of worries was Europe,
whose policymakers remain deeply divided in
their approach to the refugee crisis at a time
when the bloc faces a host of other threats, from
Islamic extremism and the rise of far-right pop-
ulists, to a possible British exit from the European
Union.

“You’ve had deadly crises in Europe from day
one and we’ve overcome them. However we
always had one crisis at a time. Today we have
about five, from Brexit to ISIS and everything in
between,” said Josef Joffe, the publisher-editor of
German weekly Die Zeit.

“In the past we had leadership. Today we are
facing overwhelming demands on leadership and
we are delivering less of it,” he added.

Amid the reassuring messages on the refugee
crisis, came stark warnings from people like IMF
chief Christine Lagarde that Europe faced a “make
or break” moment. Dutch Prime Minister Mark
Rutte and his Swedish counterpart Stefan Lofven
gave the bloc 6-8 weeks to get its act together.
And frustration boiled over after Austria became
the latest country in Europe’s Schengen passport-
free travel zone to unveil unilateral steps at the

border to stem the tide.
“There is no way you can cope with such a

massive flow of people just by closing the bor-
ders,” said the EU’s top diplomat Frederica
Mogherini. “What do you do? You close the bor-
der and it’s your neighbour’s problem, who closes
the border, and it’s the other neighbor’s prob-
lem?”

VERY CLEAR LIMIT
On the economic front, there was also a grow-

ing sense of policymaker impotence.
Last January, in a bold sign of policy activism,

the European Central Bank unveiled its hotly
anticipated stimulus, or quantitative easing (QE),
program in a bid to kick-start growth and inflation
in a euro zone still reeling from financial turmoil
and breakup fears.

A year later, despite Mario Draghi’s assertion
that the bank still has “plenty of instruments” at its
disposal, the consensus in Davos was that it has
now used up all its monetary ammunition and
that politicians have failed to use the time the
ECB bought them to implement economic
reforms at home. Meanwhile growth remains sub-
dued and inflation close to zero.

“We understand that there may be no limit to
what the ECB is willing to do but there’s a very
clear limit to what the ECB can and will achieve,”
chairman of Swiss bank UBS and former
Bundesbank chief Axel Weber said after Draghi
signalled yet more monetary easing.

The central theme of this year’s meeting was
the “Fourth Industrial Revolution”-the idea that
technological advances will allow ever greater
levels of automation, transforming the global
economy in profound ways. But in a sobering
report on the implications of these advances, UBS
said they were likely to increase inequality across
the globe, and the authors expressed skepticism
about whether politicians could put a halt to this

trend. At a lunch entitled  “The End of Political
Consensus”, there was broad agreement that ris-
ing inequality, and the sense that elites were only
looking out for themselves, was fuelling more and
more resentment of established politicians, and
giving rise to a tide of populism-in the form of
politicians like Donald Trump and France’s Marine
Le Pen.

However the attendees, including Harvard his-
torian Niall Ferguson and former European
Commission President Jose Manuel Barroso, had
few answers about how to combat this trend
beyond more responsible leadership.

“We are witnessing the decay of power,”
Moises Naim of the Carnegie Endowment for
International Peace told the audience.  “The view
is that anything is better than the people in pow-
er.”

OPTIMISM ON CHINA
On the positive side, there was optimism that

the Chinese economy was heading for a soft
rather than a hard landing, despite the struggles
of policymakers there to manage the shift to low-
er growth rates. And few doomsayers thought
that what Credit Suisse CEO Tidjane Thiam
described in the final session on Saturday as “the
worst start to any year on record in financial mar-
kets ever” was a harbinger of another global
financial crisis. The optimists pointed to the cli-
mate deal struck in Paris in December as a sign of
what policymakers can still do at a global level
when they put their minds to it. But building on
the momentum from that deal looks tougher
than ever. In her outlook for 2016, Citi’s global
political analyst Tina Fordham, said geopolitical
risks looked more acute than they have in
decades, pointing to the refugee crisis as the chal-
lenge “where everything converges”. “Not even
Angela Merkel has the capacity to make all of this
work,” she said. —Reuters

Desperate policymakers 
struggle for answers

SAN JUAN: Workers measure luggage size as passengers wait to board a ferry head-
ed for the Dominican Republic in San Juan, Puerto Rico. A growing number of finan-
cially strapped Puerto Ricans are moving to the neighboring Caribbean country to
open businesses and escape economic chaos that has scared away even many
Dominican migrants. —AP 

Dominican economy lures 
Puerto Ricans in crisis

SANTO DOMINGO: Dominican Republic:
Carlos Gonzalez already had noticed the
growing number of empty chairs and
increasingly quiet slot machines at the
Puerto Rico casino where he worked as he
mulled a job offer in the Dominican
Republic.

It was 2013, and Puerto Rico’s economy
had been in a downward slide for nearly a
decade.  Gonzalez didn’t know it at the
time, but the once-popular casino where
he worked as a marketing manager would
soon close. He thought of his family and
friends and the reasons he moved back to
Puerto Rico in the first place after spending
more than 20 years in New Jersey. It took
him several months to make a decision “It’s
not easy to leave your land,” the Puerto Rico
native said - but he finally did.

“I never imagined it. Never!” Gonzalez
said with a laugh. “I even asked myself
2,000 times whether I really was moving to
the Dominican Republic. I told myself it was
crazy.”

The flow of migrants through the 80
miles (130 kilometers) of churning waters
that separate Puerto Rico and the
Dominican Republic has typically moved in
one direction for more than half a century:
toward the US territory. But the island’s
deep economic crisis is reversing this trend,
with a growing number of financially
strapped Puerto Ricans moving to the
neighboring Caribbean country to open
businesses and escape economic chaos

that has scared away even many
Dominican migrants.

Officials say it’s hard to quantify exactly
how many Puerto Ricans have moved to
the Dominican Republic in recent years
because they fall under the general catego-
ry of US citizens, but they say the trend is
undeniable.

“It used to be extremely rare for a Puerto
Rican to stop by and seek a work visa,” said
Franklin Grullon, the Dominican consul in
the Puerto Rican capital of San Juan.
“There’s been a surge in all types of visas,
and we believe this flow will only increase.”

The majority of Puerto Ricans seeking
business visas are young to middle-aged
men, and many request permission to work
in the tourism sector because they speak
English and find it easy to get a job, Grullon
said. They are drawn by the Dominican
Republic’s robust economy, which grew 7
percent in 2015 for the second consecutive
year, making it the strongest in the Latin
American and Caribbean region. The gov-
ernment has credited vigorous perform-
ances in banking, construction and
tourism, noting that a record 5.6 million
tourists visited the Dominican Republic last
year. There’s also been a big increase in
Puerto Rican professionals such as archi-
tects and engineers traveling to the
Dominican Republic to work because of
that country’s booming construction sec-
tor, said German Monroig, executive direc-
tor of the office of Puerto Rican affairs.—AP

Leaders face highest geopolitical risks in decades

TOKYO: Japan’s trade deficit narrowed sharply in 2015 as
tumbling oil prices took pressure off its soaring post-
Fukushima energy import bill, official data showed yester-
day, while autos led a pick-up in exports.

The deficit decline offered up some good news for
Prime Minister Shinzo Abe as he struggles to stoke growth
and ahead of a test to his leadership in upper house elec-
tions this summer. 

Stronger demand in some key markets, including the
United States, and a sharply weaker yen boosted exports
from the world’s number three economy, the finance min-
istry said.

The figures showed Japan recorded its fifth-straight
annual trade deficit, but the latest figure narrowed by 78
percent from 2014 to 2.83 trillion yen ($23.8 billion). Auto
exports surged 10.3 percent from a year ago, while the val-
ue of crude oil imports dropped 41.0 percent.

For December alone, the nation saw a trade surplus of
140 billion yen, returning to the black for the first time in
two months. Japan remains highly dependent on energy
imports to power the economy, but a big drop in oil prices
over the summer has taken pressure off the cost of its ener-
gy needs. The nation has kept most of its nuclear reactors
closed since a tsunami and earthquake triggered melt-
downs at the Fukushima plant in 2011. 

The accident forced Japan to turn to pricey imported
fossil fuels to keep the lights on, leading to a string of big
trade deficits.

“The continued weakening in energy prices is exacer-
bating the fall in import prices,” said Marcel Thieliant at
research house Capital Economics. Abe has pushed to
restart nuclear plants, backed by Japan’s business commu-
nity, but the public is sharply divided with many opposed
to returning to atomic power.

‘Energy question’ 
Several reactors have been restarted since the worst

atomic accident in a generation. “The resumption of
nuclear power plants had only a very marginal impact on
the 2015 trade statistics,” Junko Nishioka, chief economist
at Sumitomo Mitsui Banking.

“But if the Abe administration moves forward (on more
restarts) in the near term, it would have...further impact
toward reducing the trade deficit.” But Nishioka warned
that overseas demand, particularly in China, was at risk in
the face of a struggling global economy.

“Given the market turmoil, it will likely dampen business
confidence,” Nishioka added.

Falling oil prices have also depressed oil-related invest-
ment in the United States, denting demand for Japanese
construction machinery, said Junichi Makino, chief econo-
mist at SMBC Nikko Securities. “Looking forward, automo-
bile demand is expected to stay solid, while a pickup is
expected for electronics,” Makino added.—AFP

Japan’s 2015 trade deficit 
narrows on oil price drop

OSLO: Norwegian Prime Minister Erna Solberg (L) and finance minister Siv Jensen
(2nd L) meets with Central Bank Governor Oeystein Olsen (R)in Oslo yesterday.
Investment in Norway’s all-important oil sector is predicted to decline until 2019 as
producers face high costs and collapsing oil prices. —AFP


