
Multinationals 
grapple with US 
excise tax shock
WASHINGTON/LONDON: The Republican
tax bil l  unveiled last week in the US
Congress could disrupt the global supply
chains of large, multinational companies by
slapping a 20-percent tax on cross-border
transactions they routinely make between
related business units.  

European multinationals, some of which
currently pay little US tax on US profits
thanks to tax treaties and diversion of US
earnings to their home countries or other
low-tax jurisdictions, could be especially
hard hit if the proposed tax becomes law,
according to some tax experts.

Others said the proposal could run afoul
of international tax treaties, the World Trade
Organization and other global standards that
forbid the double taxation of profits if the
new tax did not account for income taxes
paid in other countries. The proposed tax,
tucked deep in the 429-page bill backed by
President Donald Trump, caught corporate
tax strategists by surprise and sent them
scrambling to understand its dynamics and

goals, as well as whether Congress is likely
ever to vote on it.

Reuters contacted seven multinational
companies and four industry groups. None
would comment directly on the proposal,
with most saying they were still studying the
entire tax package.

The proposal is part of a broad tax
reform bil l  unveiled by House of
Representatives Republicans on Thursday,
which promises to lower overall tax burdens
and simplify the tax code.

Whether the proposed reforms ever
become law is uncertain, with weeks and pos-
sibly months of debate and intense lobbying
still ahead. The House package overall has
drawn criticism for adding too much to the
federal budget deficit and too heavily favor-
ing the rich and big business.

However, the corporate tax part, experts
said, included some ambitious proposals wor-
thy of further discussion. They said the 20
percent excise tax is one such proposal tar-
geting the abuses of so-called transfer-pric-
ing where multinationals themselves set
prices of goods, services and intellectual
property rights that constantly move between
their national business units.

Under global standards, those prices
should resemble those available on the open
market. However, if a foreign parent charges
US affiliates inflated price, it can reduce its
US tax bill and effectively shift profits to a

lower-tax country, reducing the entire corpo-
ration’s overall tax costs.

Blunt instrument
“Clearly there’s a transfer-pricing issue

and something should be done,” said Steven
Rosenthal, senior fellow at the Tax Policy
Center, a nonpartisan Washington think tank.
“I would view this 20-percent excise tax as a
blunt instrument to address the problem. And
the problem with blunt instruments is some-
times they hit what you want to hit, and
sometimes they hit what you don’t want to
hit,” said Rosenthal, former legislation counsel
at Congress’s Joint Tax Committee.

Under the proposal, US business units that
import products, pay royalties or other tax-
deductible, non-interest fees to foreign par-
ents or affiliates in the course of doing busi-
ness would either pay a 20-percent tax on
these or agree to treat the amounts as income
connected to their US business and subject to
US taxes. As proposed, the new tax rule
would apply only to businesses with pay-
ments from US units to foreign affiliates
exceeding $100 million. The rule would not
take effect until after 2018. European compa-
nies that sell foreign-made products into the
US market through local distribution units
could be among those most affected, said
Michael Mundaca, co-director of the national
tax department at the accounting firm Ernst
& Young. — Reuters

Makhachkala, Ufa and Voronezh 
join flydubai’s Russian Network

Dollar maintains strength 
in a highly eventful week

VIVA celebrates the launch 
of iPhone X at The Avenues 2218 19

DUBAI:  A purge of Saudi Arabia’s political and busi-
ness elites briefly dragged down the kingdom’s stock
market yesterday but prices recovered to close higher
as some investors bet the crackdown could bolster
reforms in the long run. The size of the action — 11
princes, four ministers and tens of former ministers
were detained by a newly created anti-corruption com-
mittee headed by Crown Prince Mohammed bin Salman
- raised questions about the predictability of the Saudi
government. 

For foreigners, a major shock was the detention of
flamboyant billionaire Prince Alwaleed bin Talal, who as
a big investor in top Western companies such as
Citigroup is known as the international face of Saudi
business. Local investors, meanwhile, worried about
whether a sustained investigation into corruption could
turn up scandals in the kingdom’s opaque business
world, forcing people implicated to sell off their equity
holdings.

Analysts said the move could help the economy by
making it easier for Prince Mohammed to pursue radi-
cal reforms that include slashing the state budget
deficit, putting more women into employment, lifting a
ban on women driving, and selling $300 billion of state
assets.

“This is the latest act of concentration of power in
Saudi,” said Hasnain Malik, global head of equity
research at emerging markets investment bank Exotix.

“As unprecedented and controversial as it may be,
this centralization might also be a necessary condition
for pushing the austeri-
ty and transformation
agenda, the benefits of
which very few
investors are pricing in.”

After initially tum-
bling as much as 2.2
percent yesterday, the
Saudi stock index
rebounded to close
slightly higher. Shares
related to some of the
detained people, such
as Prince Alwaleed’s
Kingdom Holding, sank
but most banks rose, a sign of economic optimism.

The action may increase Prince Mohammed’s grass-
roots support by tackling corruption, a problem that
has long plagued the economy.

“It’s a populist move that makes sense because a lot

of the princes, businessmen and bureaucrats are cor-
rupt, taking kickbacks and being involved in all kinds of
shady deals,” said Bernard Haykel, professor of Near
East studies at Princeton University.

A danger for financial markets, however, is that
Prince Mohammed is
shaking up business
practices and ties that
have lasted for decades, a
move which could back-
fire if it triggers an exo-
dus of money and
wealthy individuals from
the country.

“The fact that some of
the country’s leading
business people were
arrested will scare the
private sector and there
might be even more capi-

tal flight than before. And most bureaucrats will now be
terrified, perhaps justifiably,” Haykel said.

Many corporate executives expect Prince
Mohammed to persuade or pressure rich Saudis to
repatriate some of the billions of dollars which they are

believed to have transferred overseas for safe-keeping,
and which could now help to kick-start the develop-
ment projects that he plans. 

The corruption crackdown may be an initial step in
this effort; the decree creating the committee gave it
the right, pending the result of investigations, to seize
assets at home or abroad and transfer them to the state
Treasury.

James Dorsey, senior fellow at Singapore’s  S
Rajaratnam School of International Studies, wrote that
Prince Mohammed appeared to be reacting to growing
opposition within the royal family and the military to his
reforms and Riyadh’s military intervention in Yemen.

“It raises questions about the reform process that
increasingly is based on a unilateral rather than a con-
sensual rewriting of the kingdom’s social contract.”

For many people, however, a unilateral approach is
seen as the best chance to push through the reforms. A
chief economist at a big regional bank said Prince
Mohammed’s main motive for acting was frustration
that reforms were not moving fast enough.

The privatization program, for example, including
the planned sale of 5 percent of national oil giant Saudi
Aramco, has been discussed for many months with little
action. Now the program may pick up.  — Reuters

RIYADH: This file photo shows a Saudi investor walking past the stock exchange monitors at the Saudi Stock Exchange or Tadawul, in Riyadh. — AFP
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Stock market recovers after initial tumbling

Saudi move worries investors, but may push reforms

WASHINGTON: US President Donald
Trump on Saturday urged Saudi
Arabia to choose Wall Street as a ven-
ue for the initial public offering of
shares of oil giant Aramco in 2018.
Trump told reporters aboard Air Force
One en route to Tokyo that he had
spoken to the Saudi king during the
flight, saying he “would like them to
consider” US exchanges.

“I know they’re looking at London,
I know they’re looking at others,
they’re probably looking at them-
selves, they have a much smaller stock
market,” the US president said. “So I
would like them to consider the New
York Stock Exchange or NASDAQ.”

The Aramco IPO is expected to be
the largest in history, raising around
$100 billion in much-needed revenue
for the kingdom. Aramco, which con-
trols Saudi Arabia’s massive energy

assets, plans to list nearly five percent
of its shares on the stock market.

Trump’s remarks followed a Twitter
missive posted from Hawaii ahead of
the Asia trip: “Would very much
appreciate Saudi Arabia doing their
IPO of Aramco with the New York
Stock Exchange. Important to the
United States!” Plans are to list the
offering in the second half of 2018 on
the Saudi stock market as well as an
international exchange, with markets
in New York and London vying for the
business.

CEO Amin Nasser said in an inter-
view with CNBC television in October
that the listing venue “will be dis-
cussed and shared in due course.”

Saudi Arabia has posted $200 bil-
lion in deficits in the past three fiscal
years due to the slump in global oil
prices. — AFP
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