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FRANKFURT: Europe’s top insurers are sell-
ing protection to German banks that hoard
billions of euros of cash in vaults to avoid
paying a penalty by parking it at the
European Central Bank, company execu-
tives told Reuters. The sums are so big they
are also setting up consortia to insure cash
storage spaces, responding to banks’ grow-
ing desire to escape the negative deposit
rate introduced by the ECB to encourage
banks to lend money, executives said.

Allianz, the region’s largest insurer, and
Ergo , Germany’s second biggest player, told
Reuters they are seeing an upsurge in
enquiries for cash insurance by German
banks. Germany’s Talanx and France’s Axa
said they offer similar policies.

On large amounts, these can cost less

than half the price of keeping the money at
the ECB and executives said banks and insur-
ers are striking deals to underwrite holdings
of 2 billion ($2.3 billion) to 4 billion euros. “In
recent months, we’ve seen an increased
interest from financial institutions such as
banks for higher limits for cash coverage in
secure facilities,” said Philip Beblo of Allianz
Global Corporate & Specialty in Munich.

Storing cash is particularly popular in
Germany, where Finance Minister Wolfgang
Schaeuble and banks have been critical of
the ECB. The executives said they were not
aware of similar requests for cash protection
so far from banks from other European
countries and Switzerland, where the cen-
tral bank has also set negative interest rates,
has not seen such a trend.

Last week, two officials told Reuters that
Germany’s second-biggest lender,
Commerzbank, was mulling holding billions
of euros in vaults.

CHEAPER COSTS
The ECB introduced the penalty charge

to encourage banks to lend their money to
help stimulate the economy rather than
parking it at the central bank. But with eco-
nomic prospects dim, banks are either
unwilling to take the risk of lending or com-
panies and consumers are reluctant to bor-
row. Compounding this problem, there is
ever more cash in circulation, due to ECB
money printing. The extra cash has flowed
towards the core of the euro zone and
Germany, leading to a glut of liquidity. 

Compared to the more common elec-
tronic transfer of money, storing and mov-
ing billions of euros of banknotes presents a
logistical challenge because banknotes are
heavy to move in large quantities.

Two billion euros in 200 euro notes, for
example, weighs roughly 11 tons. The cash
may also be stolen or catch fire, two of the
chief risks that insurers protect banks
against. The steep penalty from central
banks, however, makes keeping physical
cash a more attractive alternative.

The negative deposit rate of 0.4 percent
translates into a charge of 4 euros a year on
each 1,000 deposit at the central bank, mak-
ing it expensive for German banks which
have access to large amounts of cash.

A second insurance industry executive,

who asked not to be named, said that the
cost of storing and insuring the cash against
catching fire or theft could be as little as half
that amount.

He calculated that the cost of security as
well as insuring against loss of the cash
would amount to between 0.2 and 0.25 per-
centage points less than the ECB’s penalty
rate. The risk of insuring large amounts of
cash is typically distributed so that no single
insurer is on the hook for the whole
amount.

The lead insurer arranging a deal with a
bank may have four to six co-insurers to cov-
er 1 billion euros. That panel could expand
to 10 or more for larger amounts, with insur-
ers typically seeking to limit individual expo-
sure to $300-$400 million.  —Reuters

Insurers guard German banks hoarding billions in cash

MARSEILLE: Protesters are seen in sunglasses during a demonstration
against the French government’s planned labor law reforms, yesterday in
Marseille, southern France.  —AFP

WASHINGTON: US retail sales rose
more than expected in May as
Americans bought automobiles
and a range of other goods, even
as they paid more for gasoline,
suggesting that economic growth
was gaining steam despite a sharp
slowdown in job creation. Other
data yesterday hinted at a steady
build-up of inflation pressures,
with import prices recording their
largest increase in just over four
years in May as the drag from a
strong dollar and lower oil prices
fades.

The signs of fair ly healthy
domestic demand and rising
imported inflation could attract
the attention of officials at the
Federal Reserve, who were due to
gather for two-day meeting yes-
terday. While May’s weak employ-
ment report has all but ruled out
an interest rate increase at this
meeting, the steady flow of upbeat
economic reports keeps a hike in
July on the table. “This won’t spur
the Fed to raise interest rates
tomorrow, but it could cast a more
positive tone on the statement...
setting the stage for an increase in
July,” said Sal Guatieri, a senior
economist at BMO Capital Markets
in Toronto.

The Commerce Depar tment
said retail sales increased 0.5 per-
cent last month after surging by
an unrevised 1.3 percent in April.
The second straight month of
gains boosted sales 2.5 percent
from a year ago. Excluding auto-
mobiles, gasoline, building materi-
als and food services, retail sales
rose a solid 0.4 percent last month
after an upwardly revised 1.0 per-
cent increase in April.

These so-called core retail sales
correspond most closely with the
consumer spending component of
gross domestic product.   They
were previously reported to have
risen 0.9 percent in Apri l .
Economists had forecast both
overall retail and core sales gain-
ing 0.3 percent last month.

The dollar pared losses against
the yen and extended gains versus

the euro on the data. Prices for US
government prices were up mar-
ginally, while US stock index future
pared losses. 

BOOST TO 
SECOND-QUARTER GROWTH
The fairly strong May retail sales

report could see economists lifting
their second-quarter GDP growth

estimates,  which are currently
around a 2.5 percent annualized
rate. The economy grew at a 0.8
percent rate in the first quarter.
Tepid employment gains in May
stirred concerns about the health
of the economy. But so far, data on
first-time applications for unem-
ployment benefits suggests labor
market strength remains intact.

In May, auto sales rose 0.5 per-
cent after racing 3.1 percent in

April. Receipts at service stations
increased 2.1 percent, reflecting
recent increases in gasoline prices.
Sales at clothing retailers
increased 0.8 percent, the largest
gain since November. Online retail
sales shot up 1.3 percent. Receipts
at spor ting goods and hobby
stores jumped 1.3 percent last
month.

Americans also ate out, boost-
ing sales at restaurants and bars
0.8 percent.  They also bought
electronics and appliances.  But
sales at building materials and
garden equipment stores fell 1.8
percent after declining 2.0 per-
cent in April. Furniture store sales
dipped 0.1 percent.

In a separate report, the Labor
Department said import prices
increased 1.4 percent last month,

the largest rise since March 2012,
after advancing 0.7 percent in
April. In the 12 months through
May, import prices fell 5.0 per-
cent, the smallest decline since
November 2014.

The dollar’s surge and a plunge
in oil prices between June 2014
and December 2015 had damp-
ened inflation. But with the dollar

weakening 1.5 percent against
the currencies  of  the United
States’ main trading partners this
year and oil prices near $50 per
barrel, that drag is starting to lift.
Export prices jumped 1.1 percent
in May, the biggest gain since
March 2011, after rising 0.5 per-
cent in April. Export prices fell 4.5
percent f rom a year  ago,  the
smallest drop since December
2014. —Reuters

US data point to strong 
demand, stirring inflation

Retail sales gain, but building materials fall

LAS VEGAS: The 24-story Monaco Tower at the closed Riviera Hotel & Casino is imploded yester-
day Las Vegas, Nevada. The 60-year old Las Vegas Strip resort closed in May 2015, purchased by
the Las Vegas Convention and Visitors Authority, which plans to use the site for more conven-
tion space as part of its $1.4 billion Las Vegas Convention Center District project. —AFP

BEIJING: China needs to implement reforms
with more urgency as the economy faces
growing vulnerabilities and there are fewer
buffers to deal with any shocks, an
International Monetary Fund (IMF) official
said yesterday. “The near-term growth out-
look has turned more buoyant due to recent
policy support,” David Lipton said, according
to a copy of his prepared remarks provided
to Reuters.

“The medium-term outlook, however, is
more uncertain due to rapidly rising credit,
structural excess capacity, and the increas-
ingly large, opaque, and interconnected
financial sector,” Lipton, first deputy manag-
ing director of the IMF, said at the end of a
visit to Beijing.

China’s economy grew at its slowest pace
in a quarter of a century last year, weighed
down by weak demand at home and
abroad, cooling investment and overcapaci-
ty, particularly in industries such as steel and
coal. Analysts say continued government
efforts to stimulate activity and hit growth
targets are driving up debt levels, raising
concerns about dangers to the country’s
banking system, which has seen non-per-
forming loans hit 11-year highs.

“Corporate debt, though still manage-
able, is high and rising fast,” Lipton said,
adding that China needed a comprehensive
plan and concrete action - especially for
state-owned enterprises - to avoid serious
problems down the road. The IMF expects
China’s economy to grow by around 6 per-

cent in 2017. Beijing has set a goal of at least
6.5 percent growth over the next five years,
though some analysts believe real growth
levels are already much weaker than official
data suggest.

NEED FOR FISCAL REFORMS
China also needs to align local govern-

ment revenue and expenditure responsibili-
ties, expand social security, implement new
budget laws and make the tax system more
progressive, Lipton said. The IMF suggested
implementing a carbon or coal tax, which
would significantly reduce China’s serious air
pollution problem and could prevent 4-5
million premature deaths in 2030.

In addition to fiscal reform, Lipton said
China needs to guard against growing risks
in its increasingly complex financial system
by increasing coordination between differ-
ent regulators and markets and strengthen-
ing funding resilience for both banks and
other financial institutions. Turning to
China’s foreign exchange policy, which is
high on global investors’ worry lists after a
surprise yuan devaluation last year, Lipton
said the exchange rate is becoming “more
flexible and market-based”.

The IMF encouraged China to set “a goal
of achieving an effective float within the next
couple of years.” Lipton also noted China had
improved its data and communication of
policies to markets and the public, and said
further improvement would help China with
its economic transition. —Reuters

China faces growing 
vulnerabilities: IMF

COLOMBO: An influential group of Sri
Lankan academics and professionals yes-
terday called on the president to remove
the country’s controversial central bank
chief over long-running insider trading
allegations.  The powerful Anti-Corruption
Front, credited with aiding President
Maithripala Sirisena’s election victory last
year, said it would “take to the streets” if he

did not terminate Arjuna Mahendran’s
governorship of the Central Bank of Sri
Lanka. 

Mahendran, whose tenure is up for
renewal at the end of June, was accused
last year of leaking inside information to
his son-in-law’s firm, allowing it to
allegedly make millions of dollars in prof-
its from a central bank bond auction. An
ad-hoc ruling party committee cleared
him of direct involvement but pointed to
unusual activity and called for a more
thorough investigation, which has yet to
be held. 

“Don’t allow Arjuna Mahendran to
bleed the country,” ACF convenor Keerthi
Tennakoon told reporters in Colombo.
“Through the bond scam, he has caused
billions of rupees in losses to the state.”

Mahendran has consistently main-
tained his innocence.  Tennakoon said
Sirisena should dismiss Mahendran, a
Singaporean national of Sri Lankan origin,
at the end of this month and launch a
fresh investigation. “If the president
ignores our call and the demand of all rea-
sonable thinking people of this country,
we will not hesitate to take to the streets,”
he said.

Despite the claims and the pending
investigation, Mahendran was again
accused of favouring his son-in-law’s firm
in another bond auction in April this year.

The Anti-Corruption Front is also cred-
ited with leading a campaign to topple
former strongman president Mahinda
Rajapakse, who was accused of nepotism
and corruption. Sri Lanka’s economy is
under stress, and earlier this month began
receiving the first tranche of a $1.5 billion
bailout from the International Monetary
Fund. —AFP

Activists press for ouster 
of Sri Lanka bank chief

PUTRAJAYA: Malaysia’s Prime Minister Najib Razak (left) gives a thumbs up
as he poses for pictures along with a new 4th generation Perdana sedan car
during the launch of the Malaysian car manufacturer’s latest generations in
Putrajaya yesterday. —AFP

COLOMBO: Sri Lankan head of the
Anti-Corruption Front Keerthi
Tennakoon addresses reporters in
Colombo yesterday, demanding
the sacking of controversial Central
Bank of Sri Lanka Governor Arjuna
Mahendran. —AFP

KUALA LUMPUR: Malaysia’s troubled national
automaker Proton can no longer rely on a “blank
cheque” from the government, Prime Minister
Najib Razak warned yesterday, saying it must
address serious flaws in its business model. Najib
also took a swipe at his political rival, former pre-
mier Mahathir Mohamad-declaring that
“Mahathir’s era of political interference (in Proton)
has come to an end”.

In April the government approved a bailout
package of 1.5 billion ringgit ($384 million) to
help the struggling state-owned company with
its debts. “The loan was not a blank cheque,”
Najib said in a statement after launching a new
Proton model. The package was conditional on
the firm drawing up comprehensive plans to
reverse falling sales.

Najib said the government had provided

Proton with 14 bil l ion ringgit over three
decades but its share of the domestic automo-
tive market had plunged to 15 percent now
from 74 percent in 1993.

He said two factories were built, capable of
producing 400,000 units a year, but Proton man-
aged to sell only 102,000 cars last year. “Proton is
not currently in the position that it should be,” the
premier said. The urgent need for the cash injec-
tion exposed serious structural flaws and the need
to end political meddling, he said, while pledging
continued support for the manufacturer.  Najib
also announced the formation of a task force to
help Proton find a foreign partner to ensure it
remains viable.  “There has been too much political
interference in Proton’s strategy, management-
including of personnel-and business model,” he
said, singling out Mahathir. —AFP

No more ‘blank cheques’ 
for Malaysia’s Proton: PM

India inflation 
quickens on 

higher food prices
NEW DELHI: India’s consumer prices rose faster than
expected in May due to higher food costs, official figures
showed yesterday, which will likely lead the central bank to
hold off lowering interest rates.

The inflation rate increased to 5.76 percent from a year
earlier, substantially higher than the 4.8 percent recorded
in March and 5.4 percent in April, reported the statistics
ministry.  The jump was mostly driven by higher food
prices, economists said, after two back-to-back droughts. A
survey of 28 economists by Bloomberg had forecast the
May inflation rate would be 5.6 percent.

“The recent pickup in Indian inflation is due to higher
food prices, not a pickup in overall inflationary pressures,”
Bill Adams, senior international economist at PNC Financial
Services Group, said in a statement.  “Nevertheless, the
Reserve Bank of India is likely to leave interest rates on hold
for the rest of 2016 after its 25 basis point cut in the repo
rate to 6.5 percent on April 5,” Adams added. 

Central bank governor Raghuram Rajan, who has made
taming India’s once-runaway prices a priority of his tenure, has
set a medium-term goal of limiting inflation to five percent by
March 2017. The April rate cut, designed to lower the cost of
borrowing and provide a boost to the economy, took the key
interest rate to its lowest level since early 2011. —AFP

Iran reaches deal to 
buy Boeing planes

DUBAI/PARIS: Iran has reached a deal to buy jetliners from
US planemaker Boeing, the country’s minister of roads and
urban development was quoted yesterday as saying. “In
coming days details of the deal with this company will be
announced,” Abbas Akhoundi said, according to the semi-
official Mehr news agency.

Boeing’s Middle East headquarters said it did not have
any immediate comment. Reuters reported last week that
Iran was edging towards a historic deal to buy jetliners
from Boeing for the first time since the 1979 Islamic
Revolution, potentially matching an order for over 100 jets
from Europe’s Airbus. The chairman of flag carrier Iranair
told Reuters it was also talking to Boeing about providing
support for its fleet under a deal between Tehran and six
major powers to ease sanctions in return for curbs on Iran’s
nuclear activities. —Reuters


