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China facing possible debt
crisis: bank watchdog

AFP, Beijing

China's banking sector could be
facing an imminent debt crisis, a
global central bank watchdog has
warned, fuelling fresh fears of a
blowout in the world's second
largest economy which could hit
the global financial system.

The Bank for International
Settlements (BIS) -- dubbed the
central bank of central banks --
said a gauge of Chinese debt had
hit a record high in the first quar-
ter of the year.

China's credit-to-GDP gap
reached 30.1 percent in the first
quarter of 2016, its highest level
ever and far above the 10 percent
level thought to present a risk to a
country's banking system, the
Switzerland-based bank said in a
quarterly report released late
Sunday.

The gauge measures the differ-
ence between a country's current
credit-to-GDP ratio and its long-
term trend.

The BIS gave China a red signal:
a warning that it could face a
financial crisis in the next three
years.

China's total debt hit 168.48
trillion yuan ($25 trillion) at the
end of last year, equivalent to 249
percent of national GDP, the
China Academy of Social Sciences,
a top government think tank, has
estimated.

The warning comes as Beijing
tries to avoid a "hard landing" for
the economy while transforming
it from one based on state invest-
ment and exports to consumer-led
growth.

Analysts have warned that the
ballooning borrowing risks spark-
ing a financial crisis as bad loans
and bond defaults increase.

Because China is a key driver of
wortld growth, a crisis in its bank-
ing sector could have catastrophic
implications around the world,
with the global economy still
struggling to recover from the
2008 financial crisis.

China's credit-to-GDP gap for
the period was well above all
other countries in the survey,

BIS warning over China’s debt levels

Large gaps ‘early warning indicator of banking crises or severe distress’
Credit-to-GDP gap (as a % of GDP)
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which covered 43 economies
including the United States,
Greece and the United Kingdom.

The BIS early-warning indica-
tors are intended to capture "fi-
nancial overheating and potential
financial distress” in the medium
term and to highlight the fact
that rapid credit growth could
"sow the seeds" for future crises,
it said.

China's "Big Four" state-owned
banks reported mounting bad
loans in the first half of the year.
Earlier in the summer an official
with the banking regulator said
lenders had written off more than
$300 billion of bad loans in the
past three years.

Authorities have unveiled a set
of policies intended to tackle the
problem of souring loans, includ-
ing debt-for-equity swaps.

Analysts say the country's vast
foreign-exchange reserves and
control over the banking system
could help cushion the economy
from financial crises.

"Cleaning up China's debt
problem will be expensive, but
this process is likely to result in
gradually slower economic growth
rates, greater volatility, and a
higher fiscal deficit/ GDP ratio, not
the dramatic hard landing or
banking crisis” that many fear,
said Andy Rothman of Matthews
Asia in a note.

And because most potential
bad Chinese debt is held by state-
controlled companies and banks,
Beijing has control over the pace
of recognising and dealing with
bad loans, he said.

But the impact of a debt crisis
could be widespread, the
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International Monetary Fund has
warned.,

I[ts number two official David
Lipton said this summer it was
"crucially important” for the
world economy that China
tackle its debt problem, since
"we have learned over and over
in the past 20 years how disrup-
tions in one country's economy
and markets can reverberate
worldwide",

The risk of a debt crisis in
China remains manageable
"though it's undoubtedly grow-
ing", Qiang Liao, senior director at
S&P Global Ratings, told AFP,
adding that the global impact of
such a crisis through disrupted
trade flows, investment, and
changes in risk appetite "could be
huge, given the size of the Chinese
economy”.
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Moody's says Indian
banks moving past
worst of bad loans

REUTERS

India's banking sector is moving past the
worst of its asset quality down cycle,
Moody's Investors Service said on Monday;,
although it warned that state-run banks'
capital levels remain a key weakness.

Gross bad loans as a percentage of total
loans of Indian banks have nearly dou-
bled to 8.7 percent as of June, from 4.6
percent in March last year, according to
data from the nation's central bank.
Including rolled-over or restructured
loans, 12 percent of all bank loans were
stressed as of end-June.

Banks' additions to bad loans surged
this year after an asset quality review
ordered by regulator the Reserve Bank of
India, which wants the commercial lend-
ers to clean up their balance sheets by
March 2017.

Moody's said it had a "stable” outlook for
the banking sector over the next 12 to 18
months,

"While the stock of impaired loans may
still increase during the horizon of this
outlook, the pace of new impaired loan
formation should be lower than what it has
been over the last few years," the rating
agency said in a report,

For the 11 Indian state-run banks the
agency rates, it estimates a capital require-
ment of 1.2 trillion rupees ($18 billion) by
March 2019 to meet the global Basel III
banking rules, Alka Anbarasu, a senior
analyst, said at a press conference, reiterat-
ing earlier forecasts.

The Indian government has estimated a
total capital requirement of 1.8 trillion
rupees for all 22 state-run banks. It has
pledged to inject over four years to March
2019 a total of 700 billion rupees, which
many including Moody's believe will not
be enough.

"A potential way to bridge this capital
shortfall would be to slow loan growth to
the low single digits over the next three
years," Moody's said in the report.

Google faces $400m bill as
Indonesia starts tax probe

AFP, Jakarta

Google faces a bill of over $400 million in
Indonesia if authorities find it avoided taxes
last year, an official said Monday, as Jakarta
began a probe into the US tech giant.

Indonesia last week announced it was
launching an investigation into Google,
alleging that the company had refused to
cooperate with tax officials.

Google has insisted that it has paid all
taxes due in Indonesia since opening its
Jakarta offices in 2011.

On Monday tax investigators visited
Google's office as the probe got under way;,
with senior official Muhammad Haniv
telling AFP the California-based company
had not fulfilled its obligations while earn-
ing millions of dollars in Southeast Asia's
top economy.

If authorities find that Google had not
paid all its taxes for 2015, it could be forced
to pay what it owes and then a hefty fine, he
said. This could add up to a total of some 5.5
trillion rupiah (about $420 million).

"Foreigners reap trillions of rupiah profit
here but refuse to pay tax -- that is not fair,”

said Haniv after visiting Google's office.

"If necessary we will take this to court.”

He did not comment on what Google
could owe for the years before 2015.

In a statement last week Jason
Tedjasukmana, the head of corporate com-
munications for Google Indonesia, said the
company had always worked closely with
the government and had "complied by
paying all taxes which apply in Indonesia”.

Haniv said the probe was inspired by
similar moves against Google in the
European Union, where the tech giant is
facing a series of fiscal probes.

Jakarta has also put pressure on other
foreign tech behemoths such as Facebook
and Yahoo over their tax arrangements
inside Indonesia.

Global tech businesses have flooded
Indonesia in recent years to capitalise on the
exploding number of internet users in a
country with an enormous young popula-
tion increasingly using smartphones.

A third of Indonesia's 255 million have
access to the internet. Analysts say that num-
ber is likely to increase as connectivity
improves across the sprawling archipelago.
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NAVANA LTD

Officials of Navana Ltd, the sole distributor of Toyota's industrial equipment in Bangladesh, brief visitors about the com-
pany's products, at the 17th Textech Bangladesh 2016 International Expo. The four-day event started on August 31.
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EU opens probe into tax deals

between Luxembourg and Engie

REUTERS, Brussels

European Union antitrust regulators
opened a probe on Monday into tax
deals granted by Luxembourg to
French power utility Engie, stepping
up the Ell's campaign against tax
avoidance by multinationals.

The European Commission said it
had concerns the tax rulings granted
by Luxembourg since 2008 appeared
to treat the same financial transaction
as both debt and equity, leading to
double non-taxation of companies in
the GDF Suez group, as Engie was
formerly known. That may have given
GDF Suez an unfair advantage over
other companies in breach of EU state
aid rules, the Commission said.

"Financial transactions can be taxed
differently depending on the type of
transaction, equity or debt - but asingle
company cannot have the best of two
wortlds for one and the same transac-
tion," Margrethe Vestager, EU
Competition Commissioner, said in a
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statement. Engie did not immediately
respond to a request for comment.

Only last month Vestager made
headlines by ordering Apple to pay
Ireland up to 13 billion euros ($14.5
billion) in unpaid taxes, angering
both Washington and Dublin.

Vestager will meet with ULS. Treasury
Secretary Jack Lew in a trip to the United
States this week, where she has been
criticized for allegedly targeted ULS.
companies, something the EUl denies.

A Commission spokesman said it
was a coincidence the investigation
into Engie, a French company, was
opened the same week.

The financial transactions are loans
granted in 2009 and 2011 between four
companies in the GDF Suez group that
can be converted into equity and bear
zero interest for the lender.

"The final result seems to be that a
significant proportion of the profits
recorded by GDF Suez in Luxembourg
through the two arrangements are not
taxed at all,” the Commission said.

The borrower companies - GDF
Suez Treasury Management and GDF
Suez LNG Supply - were able to signif-
icantly reduce their taxable profits in
Luxembourg by deducting the
provisioned interest payments, which
are tax deductible expenses, it said.

The lender companies - LNG
Luxembourg and Electrabel Invest
Luxembourg - avoided paying any tax
on the profits from the transaction
because Luxembourg tax rules exempt
income from equity investments from
taxation, the Commission said.

A Commission spokesman said it
was too early to say how much tax
Engie may have to pay if it is found to
have breached state aid rules.

The EU has already launched inves-
tigations into tax deals granted by
Luxembourg to other multinationals
such as McDonald's and Amazon.

In December last year the
Commission ordered carmaker Fiat to
pay back up to 30 million euros to
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