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Nestlé and
P& G squeezed
as consumers
tighten belts

e Third-quarter sales volumes tumble
@ Shoppers recoil from price increases

JUDITH EVANS — LONDON
STEFF CHAVEZ — CHICAGO

The two biggest makers of consumer
goods have been hit by shoppers around
the world tightening their budgets and
turning to supermarkets’ own-brand
products, with Nestlé yesterday warn-
ing prices would have torise

Sales volumes at Switzerland’s Nesl.lé
and Us-based Procter & Gamble fell in
the third quarmrnsinﬂaﬁan surged and
consumers’ tolerance for steep price
increases began tocra

Mark Schneider, chief executive of
Nestlé, warned of more price rises
ahead as energy and labour costs mount
over thenext fewmonths.

“Obviously some of the pricing will
have to continue [rising] . . . our pricing
is still catching up with the hit we have
takenfrominflation,” he said.

P&G, which generates more than half
of its revenues outside the US, isalso suf-
fering from a strong dollar. Andre
Schulten, its chief financial officer, said:
“We fully expect more volatility in costs,
currencies and consumer dynamics as
‘we move through the fiscal year”

Price rises led by food are straining
consumer budgets globally: Europe
especially has been affected by the war
in Ukraine and the resulting energy cri-
sis. Eurozone inflation topped 10 per

pushing more consumers towards
cheaper products and own-brands.
Companies’ margins are also coming
under pressure as they race to push
through cost rises.

P&G raised prices by 9 per cent year-
on-year across its product lines in the
quarter to September, while Nestlé
pushed through a 7.5 per cent year-on-
year rise in the first nine months of
2022, itsbiggestin decades.

But P&G’s sales volumes still declined
3 per cent in the quarter, while Nestle’s
real internal growth — a measure of
sales volumes and consumers’ product
choices —slid 0.2 per cent.

Nestl€’s like-for-like net sales growth
reached 8.5 per cent in the first nine
months, its highest rate in 14 years, pro-
pelled by the price increases. Themaker
of Maggi noodles, Kit Kats and Nes-
presso coffee capsules said it expected
full-year sales growth of 8 per cent.

P&G, which makes Tide detergent
and Tampax tampons, expects sales vol-
umes to fallby1to 3 per centin its fiscal
‘year, down from its previous forecast for
flat to 2 per cent growth. It also forecast
a $1.3bn hit from the strong dollar this
fiscal year, or a 6 per cent knock to its
sales growth.

The Us-based group declined to say
whether it would raise prices further,

cent in the year to Sep while UK
inflationis also in double digits.

Schulten added: “We see high pres-
sure on the European consumer, with
high inflation and, certainly . . . energy
costs will hit the consumer over the win-
ter period.”

Makers of global brands have so far
fared better than expected as inflation
has soared, but the squeeze has begun

but ack ledged limits to its pricing
power, particularly in Europe.

James Edwardes Jones, an analyst at
RBC Capital Markets, said Nestlé was
“coping admirably” but noted that sales
of its bottled water, prepared foods and
confectionery had slowed. “Even
Nestlé, it could be argued, is mmngw
show early signs of tougher i

Hong Kong yesterday unveiled a new
scheme towoo global talent.

AUS$3.8bn fund has been launched
to attract businesses back to Hong
Kong after China’s security crackdown
and strict Covid-19 controls damaged
its status as a global financial hub.

New include visa and tax

Lex page 18

concessions for skilled foreign workers

Europeani
BIG READ, PAGE 15

Uphill challenge Hong Kong seeks to attract
global talent and regain hub status after Covid

as well as incentives for long-term
expats to buy houses. Businesses
focused on healthtech, Al data science
and fintech will be prioritised.

Atleast 140,000 people have left the
city of 7.5mn after the double blow of
pro-democracy protests in 2019 and
the pandemic.

Hong Kong chief executive John Lee
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» Food prices push UK
inflation to 40-year high
The reading of 10.1 per cent for
September has raised pressure on
the Bank of England for a big rise
in interest rates when it meets on
November 3.— PAGE 2

» Pakistan flood loan plea
Islamabad has asked global
lenders for billions of dollars in
loans to rebuild the country after
calamitous floods uprooted 33mn
people.— PAGE &

» Super League in revamp
New chief Bernd Reichart has
said he wants the elite European
football project to be relaunched,
after it collapsed amid anger from
fans and clubs.— pacE &

» Police raid Signa group
Austrian police have confiscated
devices at the HQ of the owner of
department store Selfridges, as
part of a probe into corruption at
the top of government.— pace 8

» Viewer surge lifts Netflix
The TV streaming platform’s
stock has been boosted after it
revealed shows such as Stranger
Things had helped it add 2.4mn
subscribers.— PAGE &; LEX, PAGE 18

» Australia pilot probe

The military has opened a probe
into claims ex-air force personnel
were made lucrative offers to
teach Chinese pilots how to fly
western attack aircraft.— pace 4

Consensus cracks

Views on US aid for Ukraine (%)
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enonqh right much  sure

”545’5 r

Veman Yuen/AP

said: “The government will proactively 0 20 40 &0 80 100
trawl the world for talent. We have to Soukons Fewt Hutasich Conéox

present the true picture of Hong Kong
totheworld”

However, Covid rules preventing
tourists from visiting bars and restau-
rants during their first three days in
the cityremain in place.

Luring global talent page 4

The US has spent more than $60bn on
economic and military aid to Ukraine

thanks to big biparfisan majorities in both
chambers. But that consensus may be
fraying as Republican sentiment shifts

Melonl set to take charge
In Haly as recession looms
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Putin tightens security and declares
martial law in occupied Ukraine areas

MAX SEDDON — RIGA
CHRISTOPHER MILLER AND

ROMAN OLEARCHYK — KYIV

Vladimir Putin has declared martial
law in four occupied regi f Ukraine

and protect critical infrastructure. The
measures, which are one step below
martial law, cover eight regions border-
ing Ukrame including the Crimean
laannexed by Russiain2014.

and given security forces sweeping
powers in a sign that the Russian presi-
dent is struggling to regain the military
initiative nearly eight months into his
war in the country.

" The revamped security measures
come in response to Kyiv’s successes in
counteroffensives in occupied regions,
including an advance on the southern
city of Kherson, and rising tensions at
home over Russia’s falteringinvasion.

war hardliners. In response, Putin
appointed Sergei Surovikin, a notori-
ously ruthless general, to lead Russia’s
invasion forces and launched air stri
targeting critical infrastructure.
Russia’s provisions on martial law
allow Moscow to introduce stricter con-
trols of transport, bans on all public
gatherings, total wartime censorship,
“additional responsibilities” for citi-
zens, broad economic restrictions and
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Cost of living

UK inflation rate climbs to 40-year high

Soaring food costs push
up figure and increase
pressure on central bank

CHRIS GILES, GEORGE PARKER AND
SEBASTIAN PAYNE — LONDON

Britain’s inflation rate rose to a 40 yenr

The September inflation figures are
important because they are normally
used as the benchmark for increasing
benefits and pensions in April.

After the figures were released yester-
day, Prime Minister Liz Truss con-
firmed in the House of Commons that
state pensions would rise in line with
inflation, but made no similar commit-

high of 10.1 per cent in Sep
soaringfood costs more than offset pnce
declines at petrol pumps.

The jump in inflation exceeded econ-
omists’ ions, rising from 9.9 per

mentt

Truss was lorced to guarantee therise
in the state pension after a backlash
from Cnnservahve MPs against theidea

benefits.

cent in August It was r]rwen by the
i decad:

of e: lled “triple lock™.
On Monday, Jeremy Hunt, the new

highest food pri
At more thln five times the Bank of
England’s 2 per cent target, the rate will
add to pressure on the central bank fora
large interest rate rise on November 3.

tried to keep open the option
of below-inflation rises in pensions as he
tries to fill a £40bn fiscal hole before his
October 31 Budget. But in a sign of how
Truss is being forced to govern from

hour to hour, she told Hunt in emer-
gency talks yesterday that the guaran-
‘teed pension rise would have to stay.
Hours later, Truss’s floundering gov-
ernment plunged into further chaos as
Suella Braverman, home secretary, was

pledges” — including preparing toback-
track on a commitment to reduce immi-
gration — Braverman suggested that the
prime minister should also resign.

The cost of living crisis for people
recewmg non-pension benefits was
d by the inflation figure. With

Truss’s government fell
into further chaos after
Suella Braverman,

home secretary, resigned

forced to quit after admitting a security
breach. Braverman insisted she had
committed only “a technical breach of
‘the rules” and her resignation letter
contained a broadside against Truss.
Accusing Truss of breaking “key

food prices risingata multi-decade high
of 14.6 per cent, economists said poorer
familieswould be hit hardest.

George Dibb, head of the Centre for
Economic Justice at the IPPR think-
tank, said the “steeper rise in essentials
such as food and drink where prices are
nowrisingatover14 percent.. . ler-
lines the need for greater support for the
‘most vulnerable households this winter
over and above the energy price cap”.

The BoE will need to weigh the addi-
tional price pressures against the gov-

ernment’s U-turns on unfunded tax cuts
and less generous relief on household
energy costs, which will reduce medi-
um-term pressures on prices.

Samuel Tombs, chief UK economist at
Pantheon Macroeconomics, said the
“[BoE] is still is a long way from being
able to claim victory” over inflation, but
urged the central bank to worry more
about “weakening consumer demand
and emerging slack in the labour mar-
ket” than the high level of inflation.

Paul Dales, chief UK economist at
Capital Economics, said inflation would
rise to 10.5 per cent in October and 11
per cent in April once the energy price
guarantee expired. “Today’s release
highlights the danger that underlying
inflation remains strong even as the
economy weakens,” he said.

Cold war-era infrastructure

has emerged as a partial

answer to lost Russian flows

MARTON DUNAI — BUDAPEST

The war in Ukraine has exposed the
EU’s dependence on Russian fossil fuels
but an oil pipeline conceived as a Yugo-
slav rival to Soviet infrastructure could
help Croatia emerge as a winner from
Europe’senergy crisis.

Zagreb is working on plans that could
double the capacity of the Adria oil pipe-
line to2mn tonnes a month. That would
bealifeline for fellow EU member states
Hungary, Slovakia and Slovenia, as well
as Serbia and Bosnia, which have termi-
nals and refineries that connect to the
pipeline and are trying to reduce
dependence on Russian gas.

It is also increasing its capacity to
import liquefied natural gas from the
current 2.9bn cubic metres a year to
6.1bem/y, while an investment cycle in
wind and solar power will allow it tobea
net energy exporter, analystssaid.

“Croatia has a good chance to be the
energy gateway for a number of neigh-
bouring central European countries in
the current energy geopolitical situation
and difficulties of energy imports from
Russia,” said Igor Dekanic, a professorat
the geology and mining faculty of
Zagreb university.

Croatia had begun to diversify its
energy sources long before Moscow's
invasion of Ukraine, importing a grow-
ing amount of oil from Azerbaijan and
Kazakhstan while reducing oil flows
from Russia toa little more thana quar-
ter of its total imports in 2020, the low-
estlevel since 2003.

Its regasification unit at the port of
Omisalj strengthened Croatia’s inde-
pendence from Russian gas, which was
less than 1 per cent of its total energy
consumption by 2020, according to the
IMF. Imports of LNG, mainly from the
US, havereplaced Russian supplies.

Now Zagreb stands to profit from
becoming a larger supplier to neigh-
bours forced to diversify their energy
imports, collecting increased oil and
LNGtrans-shipment fees.

Hungary, Croatia’s north-eastern
neighbour, is also strengthening its
Adriatic energy links. Budapest-based
energy group MOL has depended on the

Europe. Energy security

Croatian oil pipeline offers supply ‘gateway’

Vital link:
asection of the
Adria pipeline
at Duna, near
Buday

Ak Stiler/Bloomberg
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Druzhba (Friendship) pipeline that
pumps Russian crude across Ukraine to
supply its refineries near Budapest and
Bratislava. That model is now threat-
ened by EU sanctions, possible war
damage or a Russian decision to halt
flows, as Moscow did with gas via the
Nord Stream pipeline.
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The EU exempted piped crude from a
ban on Russian oil announced in May,
which comes into force in December,
and recently announced plans for a cap
onRussian oil. Supply was disrupted via
Druzhba in August, another reminder
for countries in southern and eastern
Europe to hasten contingency planning.

MOLs fallback option was the Adria
pipeline, which begins at Omisalj. 1t
may finally help Budapest reduce
dependence on Russian oil, a plan it first
hatched with Yugoslavia when the dis-
cussions over aregional pipeline started
in the 1960s. MOL is also preparing an
upgrade of its refineries, at a possible
cost of €500mn, so they can process
lighter, non-Russian blends of crude.

“Refineries always operate on worst-
case scenarios,” said a MOL executive.
“We have no shades of grey. If we can
imagine something, we have to prepare
forit”

The Adria pipeline, operated by
Croatian company Janaf, can transport
about 1mn tonnes a month of oil.
Planned additional investment to

‘Refineries
always
operate on
‘worst-case
scenarios.
‘We have
no shades

of grey’

double the capacity would cover the
needs of refineries in Hungary, Slovakia
and Serbia, it said. “Janaf is prepared to
act swiftly once the decision is made,”
the company said.

Hungary and Serbia last week said
they would build a branch connecting to
the Druzhba pipeline to ensure Belgrade
continues to receive cheaper Russian
crude. Janaf has increased its prices to
pump crude to neighbours, said people
familiar with the matter. The majority
state-owned company declined to
answer detailed questions from the
Financial Times.

The increase in LNG import capacity
at Omisalj to more than twice Croatia’s
annual consumption should boost
Zagreb’s regional role. “This

ill . . . truly make Croatia a regional
energy hub,” Prime Minister Andrej
Plenkovic said last month.

Croatia could have already assumed a
much bigger role as a regional oil and
gas import hub had it not delayed and
scaled back the construction of its LNG
terminal for a decade, said Andras
Simonyi, an energy expert at the Atlan-
ticCouncil’s Global Energy Center.

“The Croats are very late,” Simonyi
said. “The US is going to ramp up LNG
production rapidly . . . the EU has also
accepted gas as a transition fuel. So
there will be gas. But will there be infra-
structure in Europe? Nobody will wait
for Croatia, which could move alot more
gaswith bigger ambitions.”

But Zagreb’s measured approach, bet-
ting on a short-term resurgence in
demand for fossil fuels while retaining a
focus on investments in green energy,
mayyetpay off.

with its long Adriatic coastline,
Croatia is eyeing rapid development of
solar and wind power, said Drazen
Jaksic, director of Zagreb’s Hrvoje Pozar
Energy Institute. There is strong inves-
tor interest in backing new projects.

Julije Domac, an adviser on energy to
President Zoran Milanovi¢, said the gov-
ernment is targeting an expansion in
solar power capacity from 160MW to
7GW, and a doubling in wind power
from the current 1GW, and working on
regulat\)ry and grid upgrades to enable

it more

Infrastructure threat

Norway vows
crackdown on
drones after
Russians
arrested

RICHARD MILNE
NORDIC AND BALTIC CORRESPONDENT

Norway has warned it will take action
against foreign intelligence agencies
that fly drones over its infrastructure,
including oil rigs and airports, after the
arrest of seven Russians in possession
of theaircraft.

0slo and other western capitals are on
high alert after the sabotage of the Nord
Stream gas pipelines between Denmark
and Sweden last month and numerous
sightings of drones near oil and gas facil-
ities, power plants and other critical
infrastructure.

Norway's intelligence service said yes-
terday it would take over the investiga-
tion of the increasing number of inci-
dents involving drones. The announce-
ment came on the same day the airport
in Bergen, the country’s second-largest
city, was shut down following reports of
dronesin thearea.

It was also disclosed that Norwegian
police on Monday arrested a Russian-
British dual citizen in the city of Ham-
merfest accused of flying a drone over
the Arctic archipelago of Svalbard. The
arrest came only days after six Russians
were taken into custody in three sepa-
rate incidents in Norway involving
drones and unauthorised photographs
of sensitivelocations.

“Itis not acceptable for foreign intelli-
gence to fly drones over Norwegian air-
ports. Russians are not allowed to fly
drones in Norway,” Jonas Gahr Stere,
the prime minister, said yesterday.

Norway has replaced Russia as the
biggest gas supplier to Europe after
Moscow’s invasion of Ukraine in Febru-
ary. Several Norwegian experts have
warned that the country has been naive
about the threat to key infrastructure
after recent incidents, including the cut-
ting of an internet cable to Svalbard,
more than 500km north of the main-
land

The warnings have been heightened
since explosions last month beneath the
Baltic Sea off Denmark damaged the
Nord Stream 1 and 2 gas pipelines
between Russia and Germany.

“There has been a big lack of recogni-
tion of how strategically important Nor-
wegian energy production . . . has been
for Europe,” Stéle Ulriksen, of the Royal
Norwegian Naval Academy, told state
broadcaster NRK, adding that the
authoritieshad “naively” ignored espio-
nage warnings.

The man accused of flying a drone
over Svalbard is the son of a Russian
businessman who is a friend and confi-
dant of Russian president Vladimir
Putin, the Barents Observerreported.

Stere said there was no direct threat
to Norway but the security situation was
serious, adding that the country had
looked at its nuclear preparedness
“from A to Z”, as he called Russia a mili-
tarised, radicalised and, in many ways,
totalitarian society.

Lastweek, a Russian man was held for
flying a drone close to Tromsg airportin
the north of the country, four Russians
were arrested for taking pictures of sen-

and another

power, That will enable it to meet its
goal to phase out coal plants, which still
provide 40 per cent of its electricity
needs, by 2033, and still have surplus
power for export, he added.

try-
ing toleave the country with adrone.
Russia’s embassy in Oslo accused Nor-
way of hysteria and paranoia in arrest-
ing what it called tourists photograph-
ing “the country’sbeautiful nature”.
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Borrowing limits

Ireland relaxes crisis-era mortgage rules for first-time buyers

Japan: Nikkei Tokyo Newspaper Printing Cenfer, Inc..
+10-5, Shinanome, Koto-Ku, Tokyo 135-0062
Representative; Hifoka Hoshino; ISSN 0915-9460

Ireland’s central bank has relaxed rules
for first-time home buyers despite ris-
ing mortgage costs and concerns that

the move will lead to higher prices and
h Tousi

isis.

From January, first-time buyers will be
able to borrow up to four times their
gross income, up from 3.5 times under

Tl o ko

estate agents Daft.ie, Irish home prices
were 7.7 per cent higher in the third
quarter than a year ago, with the aver-
age listing price now €311,514, based on
a weighted calculation across all prop-
erty types and locations. That price is
more than seven times the median
annual wage.

Makhlouf said that, without taking
other factors into consideration, “there

e

points over the summer to 0.75 per cent.
1t is expected to raise rates by another
75bp next week.

Michael Dowling, managing director
of mortgage specialists Dowling Finan-
cial, told RTE. radio: “I don’t think [the
measures] are going to increase house
prices in an environment where interest
ratesarerising.”

Irish mortgage lenders have begun

raising mortgage rates — most by some
0.5 percentage points — on the back of
the ECB’sdecisions.
Dermot O’Leary, chief economist at
dbod i that
a couple earning a combined €80,000
and with a mortgage of €320,000 could
end up paying more than 35 per cent of
their income on repayments under the
new rules if interest ratesrise 3 percent-

o
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The move, which follows a year-long
review, wasa “reasonable” remhbmtlon

WAL U @ IS ST UL WSS 1S «
However, he insisted there was no dan-
ger of runaway prices sparking a crisis

'had been in pl.

2015, central bank governor Gabriel
‘Makhlouf said. Those measures were a
response to a credit-driven property
bubble that burst in 2008 and crashed
‘the economy.

Ireland’s rules remain strict by inter-
national standards and measures
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restricting i ers to borrow-
ing 90 per cent of the property’s value,
or 70 per cent in the case of buy-to-let
purchasers, will remain in place.

Irelandis struggling with a deep hous-
ing crisis driven by insufficient supply
and high prices that make it difficult
‘bothtorentand buy.

According to a quarterly report by

thatcould

“Thereview has concluded that while
house prices have grown since 2015, the
credit-fuelled element, where lending
and property prices chase each other
upwards in an unsustainable loop, has
notbeenadriving force.”

Ireland’s economy and financial sys-
tem were healthier than in 2015 and bet-
ter able to withstand shocks, the gover-
noradded.

“The central bank is not going to start
to make decisions that threaten finan-
cial stability;” Makhlouf said.

The European Central Bank, which
sets interest rates across the eurozone,
raised borrowing costs by 125 basis

* FINANCIAL TIMES

House hunt: Ireland suffers from
an insufficient supply of properties

age puume.
Pearse Doherty, finance spokesman
for Sinn Féin, the nationalist party that
is topping the polls in Ireland in part
thanks to its commitment to fix the
housing crisis, said the policy would
lead to higher indebtedness and rising
prices — while the problem of there
being too few homes would remain.
“The concern here is by allowing peo-
ple — even a small number of people —
to borrow more because there’s a small
number of homes available, then it
pushes up house prices because every-
the ability to borrow that extra
€30,000 or €40,000,” Doherty told
RTE. “Everybody now just has more
money in their pockets to chase the
same and outbid the same type of
houses.”

INTERNATIONAL

Italy’s energy
crisis poses first
big challenge
for Meloni

PM in waiting to take up post as high
gas prices hit manufacturing groups

AMY KAZMIN — ROME

Until midsummer, Italian ceramics
company Saxa Gres was on a high. ithad
record first-half sales of €£50mn — up
from €43mn for all of 2021 — as demand
for its cobblestones and faux stone pav-

ing corporate profits and squeezing
household incomes.

‘Meloni, and her finance minister, will
have to maintain the stability of Italy’s
public finances and keep public debt —
now 150 per cent of gross domestic
product, the highest of any large euro-

ingslabs surged in the post: us
construction recovery.

But in July, Francesco Borgomeo, the
company’s president, shut down its
three kilns and furloughed 500 employ-
ees as soaring gas prices made produc-
tioneconomically unviable.

“Thad no other option,” he said. “1 harl
to protect the Itisi

“The new government gets in at abad
time,” said Lucrezia Reichlin, econom-
London Busil
“There are lots of clouds on the horizon
and nota lot to be optimistic about.”
The IMF warned last week that Italy
was heading for recession, projecting

to produce like this. Iamwmmngorlhe
storm to passand then we will reopen.”

Saxa Gres’s woes are symptomatic of
the deepenmg distress amnng lta.han

s in

industries suchas aer:mlm, paper glass
and metal, many of which have also
slowed or suspended production. Their
woes highlight the daunting task con-
fronting Italy’s prime minister in wait-
ing Giorgia Meloni as she prepares to
lead the country’s most rightwing gov-
ernment since the second world war.

The former teenage neo-fascist activ-
ist is poised to replace incumbent prime
minister Mario Draghi, a former Euro-
pean Central Bank president, after her
rightwing bloc emerged victorious in
last month’s elections.

President Sergio Mattarella is
expected formally to ask her to take the
job, and form a government in the com-
ing days, as Italy faces a looming reces-
sion, with rocketing energy prices erod-

thatit: 0.2 per
cent next year. The Bank of Italy has
forecast marginal growth in 2023 of 0.3
per cent with inflation of 6 per cent, but
warned of a potential contraction of 1.5
per cent and inflation of 9 per cent if

ia cut all energy suppli

Even under current conditions, some
banks are already forecasting a more
severe recession for Italy, which
depends on gas for about 50 per cent of
its electricity generation.

“It’s going to be extremely tough,” said
Lorenzo Codogno, former director-
general of the Italian treasury depart-
ment. “The country is going through a
substantial slowdown — probably reces-
slon and thereisa ma.\mvesqueeze in

d the cost of livi

Meloni’s Brothers of Italy party, which
until now has been in opposition since
its formation a decade ago, has few obvi-
ous finance minister candidates to steer
Italy though the turbulence. Instead she
had been seeking a respected techno-

Russian ally Silvio Berlusconi has said he has
i rekindled his friendship with

gﬁggtcf?:l ‘Vladimir Putin, exchanging gifts

S and “swaet letters”, according o a
trade gifts recording in which he also
and ‘sweet expresses dismay af Ifaly's milifary
letters’ support for Ukraine.

“Putin sent me 20 bottles of
vodka and a very sweet letter for

my birthday” Berlusconi, who
turned 86 last month, is heard
saying in the recording published
by Italian news agency LaPresse.
The former prime minister,
‘whose Forza Italia party is part of
Glorgia Meloni's rightwing coalition,
tells an MP from his party that he
responded with an “equally sweet
nofe” and some Lambrusco wine.
Forza Italla said Berlusconi had
been “reminiscing” about a
historical episode. But in the
recording, he also frets about Italy's
support for Ukraine. “The Russian
ministers said we are already at war
‘with them because we supply arms
and funding to Ukraine. | cannot
express my opinion otherwise if
gets leaked to the press.”
Amy Kazmin and Giuliana Ricozzi

crat to reassure markets and the ECB  Burning issue:
that public finances will be in compe-  protesters set
tent hands. But so far those Meloni has  alight energy
tried to recruit, such as ECB director  bills in Rome
Fabio Panetta, have been reluctant. during a rally

Speculation is mounting that she will ~ this month
turn instead to Giancarlo Giorgetti, a  against the cost
senior member of Matteo Salvini’s pop-  of gas — aterto piois
ulist League who served as economic A5 imo=
development minister in Draghi’s gov-
ernment and is seen as one of the party’s
more moderate, pro-Europe figures.

Meloni said last week she considered
Giorgetti an “excellent” person for the
job and he has indicated a willingness to
take it if tapped. Whoever gets the port-
folio will be in for a Luugh I]'me. “It’sa
very hot potato,” Codogno

Pm)r to Septe mber's elechon Meloni,

specu-

lators”thatshesald wantedtoturnital-  “There are
ians into “slaves”, repeatedly empha-
sised the importance of fiscal prudence lots of'
as she sought to signal herreliability to  clouds on
Ttalian bond investors =

Since her electoral victory, though, the horizon
she has acknowledged the need tooffer and nota
“concrete help” to families and busi-
nesses struggling with rising costs — lot to be
among Italians’ top concerns, according optimistic
to opinion polls. Ludovico Sapio, Euro- et

Ppean economist at Barclays, said the

new government would have to “strike a
balance between prioritising growth
and prioritising fiscal prudence” as it
weighed up whether to extend meas-
ures adopted by the Draghi government
to shield consumers from rising energy
prices or to fulfil election campaign
promises of tax cuts.

“Given the circumstances, an exten-
sionof . . . the energy-mitigating meas-
ures would be welcome, but it doesn’t
seem that Italy can afford a package of
the size that we are seeing in the UK and
Germany,” Sapio said. “They will have
tomake a political choice not to include
measures that could be seen as contro-
wversial or fiscally irresponsible.”

Italy’s options are complicated by
central banks’ efforts to combat infla-
tion. “Monetary policy has made mar-
kets hypersensitive to the fiscal space
and debt sustainability concerns,” Sapio
said.

Ceramics group chief Borgomeo
hopes the EU will agree a gas price cap.
“If they don’t cap gas prices, especially
inItaly, every activity will stop,” he said.
“There will be alockdown for energy. It
will be social and economic disaster.”
Additional reporting by Giuliana Ricozziin
Rome and Martin Arnold in Frankfurt
See FT Big Read
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INTERNATIONAL

Hong Kong tries to lure back global talent

Campaign aims to regain
business lost in security
and Covid crackdowns

PRIMROSE RIORDAN, CHAN HO-HIM AND
HUDSON LOCKETT — HONG KONG.

Hong Kong has lau.nched a HIC$30bn
(Us$3.8bn) fund

ing a move to make it cheaper for long-
term expatriates to buy houses.

Lee wants toreverse the effects of pol-
icies that sparked an exodus, reducing
the workforce by at least 140,000 in a
city of 7.5mn. As security secretary, Lee
oversaw a crackdown that wiped out
dozens of civil society groups and filled
the city’s jails with those charged after

measures to attract mmmauonal busi-
nesses back after strict coronavirus con-
trols and a security crackdown battered
its status as a global financial hub.
Chief executive John Lee introduced
visa and tax concessions for skilled for-
eign and mainland Chinese workers yes-
mrdaymlusﬁrstpullcyaddress.mclud-

pro-d protestsin2019.

“The government will proactively
trawl the world for talent,” Lee said. “We
have to present the true picture of Hong
Kongtothe world”

Lee did not reveal any further easing
of Covid-19 rules that prohibit tourists
from visiting bars and restaurants dur-
ing their first three days in the city and

prevent quarantine-free travel to the
mainland. The benchmark Hang Seng
index fell almost 2.4 per cent.

Lee said the city’s overseas trade
offices would encourage Hong Kongers
‘to return, a pitch that could be tricky, as
some government critics abroad have

world’s top 100 universities to work in
the city without a previousjob offer.

Lee said a fund would also be setup to
encourage strategic enterprises to relo-
cate to Hong Kong. Businesses focused
on healthtech, Al data science, fintech
and advanced manufacturing would be

d was a handful of

‘been prosecuted in their absence. prioritised, he: sa]d
Expatswhobuy aresi property Also
stayl ghtob perma-

nent residents, which is possible for
some migrants after seven years, can
gain a refund on extra stamp duty paid
ontheir first home.

The government will also introduce a
two-year “top talent” pass allowing
those with an annual salary of more
than HK$2.5mn or graduates from the

intended to bolster activity on
Hong Kong’s stock market, where new
listings have slowed toa trickle this year,
in part due to a regulatory crackdown
oncChinese tech groups.

Hong Kong Exchanges and Clearing,
the operator, would revise listing rules
for its main board to facilitate equity
fundraising by advanced tech compa-

nies and revitalise its Growth Enterprise
Market to cater to the needs of small
businesses and start-ups.

The city would also exempt some
market makers from a stamp duty lev-
ied on transactions.

However, local brokers were sceptical
the measures would have a lasting
impact on market liquidity or the flow
of new listings, pointing to the 30 per
cent fall in third-quarter profits
reported yesterday by HKEX.

“Will these measures work? And if
they do, ask yourself — for how long?”
said Louis Tse, managing director of
Hong Kong-based Wealthy Securities.
“In two years’ time, you may end up in
the same position you started in.”

Opponents believe president’s
$50bn subsidised housing
proposals are just the start

LAURA PITEL — ANKARA

In the four weeks since President Recep
Tayyip Erdofian unveiled what he called
“the biggest social housing project in the
history of the Turkish republic”, more
than 7mn have flocked to sign up. Work
on the first of the promised 500,000
new homes is set to begin this month,
with the first foundations laid just as
Erdoffan begins gearingup for elections.

Analysts and Turkish opposition offi-
cials see the $50bn state-subsidised
project, aimed at helping low-income
families get on the housing ladder, as
one nf the ﬂpenmg salvos of a huge

in the run-up to th
vnl.e ‘which is set to be the toughest con-
test faced by Erdogian during his almost
20 years in power.

Government spending plans outlined
last month show that, while the Treas-
ury ran a roughly balanced budget for
the first nine months 0f 2022, it plans to
end the year with a deficit of about
TL460bn ($25bn), a figure akin to about
3 per cent of gross domestic product.
That points to a huge spending spree.

“I'm expecting them to do everything
in their power, beyond anything they
have done, as these are extremely high-
stake elections,” said Giilgin Gzkan, a
professor of finance at King’s College
London. “Nothing would surprise me in
terms of the size of the fiscal pankage or

20,

Home front:
old and modern
residences in
Ankara. Inset,
Recep Tayyip
Erdogan — agem

the size of the credit

Turkey’s minister for environment
and urban planning, Murat Kurum,
rejectsth jon that h is
electioneering. “This is not a project we
have done because of worries about the
upcoming elections,” he said. “On the
contrary, we have always listened to the
needs of our citizens.”

Housing has become out of reach for
many lower-income families as prices
soared 53 per centyear on year in July in
real terms, according to central bank
data. The project, which will offer low-
income citizens a subsidised payment
plan starting at TL2,280 ($120) a
month, will see new homes built in all
81provinces, hesaid.

Kurum repeatedly dec-
lined to say how much

Turkey. Giveaways

Erdogan goes on pre-election spending spree

beh h

that has b
during Erdogan’s two decades in
power, and generates its own income.
The Treasury would also offer “some

support”.

But he added that Erdogan would
continue to roll out a series of big
projects, some of which will be
announced when he unveils his election
manifestolater this month.

Support for Erdogan and his Justice
and Development party (AKP) has
taken a hitin recent yearsasth ity

decline in the months since. Analysts
expect Erdogian to unveil another huge
rise in the minimum wage, as well as an
increase in public sector salaries, givea-
ways for pensioners and cheaploans to
homes and businesses to win back
former supporters.

The largesse poses challenges for the
opposition parties, which must con-
vince the public they would manage the
economy better than Erdogan yet also

has reeled from currency crises and
inflation that topped an official rate of

. 80 percentin September.
' Yet there is some evidence that gen-
erous giveaways aimed at cushioning
| the blow of soaring living costs for
# households, and strengthening their
dependence on the AKP, has some
| effect. In June this year, 77 per cent of
i respondents told the Turkish pollster
Metropoll that the economy was being
badly managed. That figure began to
decline in July, after a 30 per cent

Thy ition has said of the plan, it
should have been done sooner, that it
will never happen, that it is unafforda-
bleand unrealistic and that it is aimed at
benefiting Erdogan’s friends in the con-
struction sector. Yet Bilge Yilmaz, head
of the economy brief for the opposition
Il party, concedes that Erdofian actu-
ally wants the opposition to attackit.

“They’re saying: if we win the elec-
tion, we're gonna give you this, butif the
other guys come, they won't,” he said.

Yilmaz argues that “most intelligent
citizens” see through such claims. Yethe

Tm
expecting
themtodo
everything
intheir
power,
beyond
anything
they have
done, as
theseare
extremely
high-stake

elections’

&

tion coalition wins next year, is building
a programme that offers a way out of
poverty, as well as eye-catching prom-
ises such as free breakfast and lunch for
every child in school. But he says that
his party “hasn’t managed to do a good
job at propagating that stuff”, partly as
the mediais controlled by Erdogan.

The impact of a large spending pro-
gramme on state finances is likely to be
manageable. Although the budget defi-
cit has increased in recent years, it still
remains low compared with many other
emerging markets, with the govern-
ment forecasting a deficit of 3.4 per cent
of GDP this year. The same is true of the
overall debt-to-GDP ratio.

But analysts warn of other risks stem-
ming from a huge fiscal stimulus of the
kind implied in the budget numbers.
Atilla Yesilada, an analyst for consultan-
cy Globalsource Partners, says that
even if a spending spree delivers “tem-
porary spikes” in Erdogan’s popularity,
it will backfire by raising inflation and a
call for imports. That, he argues, would

Australian
military
checks claims
China wooed
former pilots

NIC FILDES — SYDNEY
KATHRIN HILLE — TAIWAN
MERCEDES RUEHL — SINGAPORE

Australia’s defence force has launched
an investigation into allegations that a
number of its former air force pilots
were offered lucrative packages to
teach Chinese pilots how to fly western
attackaircraft.

Australian pilots were among those
approached by a South African flight
school to train Chinese pilots to operate
warplanes.

Britain’s Ministry of Defence said this
week that 30 former Royal Air Force
pilots had been offered salaries of up to
£237,000 a year to train People’s Libera-
tion Army pilots. One official said serv-
ing personnel had also been
approached.

The New Zealand Defence Force told
the Financial Times that four former
pilots were employed by the Test Flying
Academy of South Africa but that no
serving personnel were involved.

The recruitment drive to strengthen
the skills of China's air force comes ata
time of high tension in the Indo-Pacific
region.

In May, a Chinese J-16 fighter inter-
cepted an Australian P-8 maritime sur-
veillance aircraft over international
waters and released “chaff” including
aluminium that was ingested by the
engine of the plane.

Richard Marles, deputy prime minis-
ter and defence minister of Australia,
said Canberra had ordered an urgent
review of the recruitment drive and
would seek “clear advice” on what had

occurred.
“When our Australian Defence Force
personnel signup . . . they dosotoserve

their country and we are deeply grateful
of that,” Marles said. “I would be deeply
shocked and disturbed to hear that
there were personnel who were being
lured by a pay cheque from a foreign
state above serving their country.”

New Zealand’s defence force said:
“NZDF personnel are free to be able to
gain employment once they leave serv-
ice. However depending on their deci-
sions, there may be repercussions to any
future employment with the NZDE”

Conditions that could block employ-
ment with the NZDF include working
against the country’s national interest
and providing services to a foreign
defence entity.

Marcus Hellyer, asenior analystat the
Australian Strategic Policy Institute
think-tank, said the prospect of former
Australian fighter pilots training their
Chinese counterparts seemed “outland-
ish”, particularly after the incident in
May and it would be perplexing if any
had taken up the offer.

“Teaching PLA pilots to do air combat
could mean revealing how our air forces
operate, including our tactics. If it’s true,
it would be profoundly concerning,” he
said.

Senior government and military offi-
cials in Taiwan, which China claims as
its territory and has threatened to
annex by force, said that while there
were retired Taiwanese military pilots
servingin the Chinese civil aviation sec-
tor, the country was not aware of any
former air force personnel having been
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the home-building pro-
gramme would cost the £
government, saying
only that some of the
costs would be met by
TOKI, the state hous- &

per cent.

increase in the minimum wage
came into force, just six months
after a previous increase of 50

‘The dissatisfaction with the
economy has continued to
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also believes that some of the poorest
voters have become “addicts” of AKP
support and are fearful of what would

happen to them if the partyloses power.

He says that the IYT party, which
hopes to run the economy if an opposi-

cause a fresh currency crisis of the kind
last witnessed in December 2021, when
the lira plunged. He said: “It would be a
miracle for Erdogan to spend that much
money and for inflation not to increase,
and the currency to remainstable.”

recruited by the Chinese military.

But defence minister Chiu Kuo-cheng
said Taipei could not restrict former
members of its military from pursuing
such activities in China long after they
had been discharged.

Pakistan calls for billions in loans to rebuild after flood disaster

JOHN REED AND FARHAN BOKHARI
LAHORE

Pakistan will ask international lenders
for billions of dollars of loans to rebuild
the country after calamitous floods
uprooted 33mn people and pushed its
cash-strapped economy even closer to
insolvency.

Shehbaz Sharif said Islamabad was not
tryingtoreschedule its external debt, of
about $130bn, but did need “huge sums
of money” for “mega undertakings”,
such as rebuilding roads, bridges and
other infrastructure damaged or
washed away in a deluge scientists have
linked to climate change.

“We are not asking for any kind of
measure [such as] a rescheduling or a
moraterium,” the prime minister told
the Financial Times. “We are asking for
additional funds”

Sharif would not be drawn on the
exactamount his government was seek-
ing but repeated the $30bn estimate of
the damage caused by the floods, the

Thursday 20 October 2022

worst natural disaster in the country’s
75-year history.

“There is a gap — and a very serious
gap — which is widening by the day
between our demands and what we
have received,” sharif said.

The prime minister also hinted that
the failure of the international commu-
nity to rally resources risked fuelling
political instability in the nuclear-
armed state, where opposition leader
Imran Khan has been capitalising on
widespread discontent.

Khan’s Pakistan Tehreek-e-Insaf
party on Sunday won six out of eight
seats in by-elections held in three prov-
inces. Analystssaid the results bolstered
the ousted prime minister’s campaign
forearly elections.

“We are obviously concerned because
if there is dissatisfaction leading to
deeper political instability and we are
not able to achieve our basic require-
ments and goals, this can obviouslylead
toserious problems,” Sharif said.

“I'm not saying it in terms of any kind

of threat, but I'm saying there’s a real
possibility.”

French president Emmanuel Macron
has promised to host a donors’ confer-
ence to boost Pakistan’s fundraisi

Last month, the UN Development
Programme suggested Pakistan sus-
pend debt repayments and seek to
restructure its loans because of a “cli-

hange-induced crisis”.

efforts. No date has been set for the con-
ference but Sharif said he expected it to

The devastation has also prompted
environmental activists to call for “cli-
mate ions” paid by richer coun-

‘We are in a war against
climate change-induced
havoc, and we have
become a victim’

‘take place in Paris in November. The UN
is finalising its own assessment of the
amount Pakistan will need torebuild.
Sharif, younger brother of former
prime minister Nawaz Sharif, took
power in April after Khan lost a no-con-
fidence vote. His government narrowly
staved off a liquidity crisis by securinga
$1.1bn disbursement from the IMF in
August as well as pledges of financing
from China, Saudi Arabia and others.

tries to lower-emitting nations suffering
thebrunt of climate change.

However, Sharif said: “We are only
asking for climate justice, we are not
usingthe word ‘reparations’ atall.

Pakistani officials have been mindful
of honing their pitch for international
help — and emphasising their own
efforts — at a time when western coun-
tries face competing demands for emer-
gency funds to defray soaring energy
prices and support Ukraine’s defence
against Russia.

“We are in a war against climate
change-induced havoc, and we have
become a victim,” Sharif added.
“Tomorrow another country [could be]
and we don’t want that to happen.”

* FINANCIAL TIMES

Iran athlete in hijab incident
flies home to warm welcome

NAJMEH BOZORGMEHR — TEHRAN

Elnaz Rekabi, the Iranian climber who
took part in a competition in South
Korea without wearing a headscarf at
the weekend, returned home yesterday
toawarm welcome.

As Rekabi arrived at Tehran airport, a
crowd that included veteran climber
Abbas Alinejad, chanted “Heroine
Elnaz”. Alinejad urged people to wel-
come Rekabi “peacefully” without
puttingher “at risk”.

“I'm back to Iran thoroughly safe and
sound,” Rekabi told state media upon
her arrival. “T apologise to the Iranian
people because of the tensions and con-
cerns I created . .. 1 had alot of stress
but nothing has happened so far.”

Friends of Rekabi had feared she was
beingheld by the authorities when they
could not reach her after the competi-

tion. However, on Tuesday, she reap-

to feed animals, not people.

peared and said thather “clothinghad a
problem by mistake” in the event.

The Instagram statement raised sus-
picions she had been forced to distance
herself from what was viewed as an act
of civil disobedience in support of pro-
tests that swept Iran after Mahsa Amini
died in custody after police claims she
violated the Islamic state’s dress code.

There had been expectations that the
airport gathering might become
another flashpoint, but the crowd did
notstart any anti-regime chants.

Rekabi rejected reports in media
overseas saying she had disappeared
after competing in Seoul. “It is not true
there was no news on me for 48 hours.

back e T e

Rekabi said she had been “busy with
my technical stuff and shoes” when she
was “unexpectedly” called to start her
match. “Hence, I neglected my hijab
and climbed the wall”

Inits current state, our agricultural

industry remains one of the biggest
contributors to deforestation,

biodiversity loss, and climate change.

By reducing animal agriculture
and investing in alternative protein
solutions we can nourish a growing
population without degrading
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We need to ‘cut out the middle-cow’
and move towards a new food system
that uses crops to feed more people

and fewer cows.

Find out more about our

New Food Systems Strategy

at LombardOdier.com
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Relaunch plan
for European

Super League
divides football

o Effort to revive failed competition
e Ucfa and national bodies opposed

JOSH NOBLE, ARASH MASSOUDI
AND SAMUEL AGINI — LONDON
The new boss of the failed European
Super League expects it to be
relaunched within three years and has
promised to consider all options for its
format, after the original project col-
lapsed in the face of widespread anger
among fans, clubs and existing

Despite falling apart within days of
launch in April last year, the league has
continued to operate as a corporate
entity backed by three remaining mem-
ber clubs: Real Madrid, Barcelona and
Juventus.

its rapid unravelling. The architects of

he pl ined that ub
competitions are badly run, with too
many matches that have failed to
engage audiences. Their original aim
was to increase the number of games
between top clubs, but they now
acknowledge that the model must
changeif the ESLis tosucceed.

“There is a reassessment. There isa
clearly stated move towards an open
format and that permanent member-
ship s off thetable,” Reichart said.

“We want to see whether or not there
is broader consensus about the prob-

football.”

A22 Sports
representing the Super League cluhs

“We want to see whether
there is broader consensus
about the problems facing
European football

is planning to revive the competition
and has appointed Bernd Reichart,
2 German media executive, as its
new chief executive. His first job will be
to open an “active and extended dia-
logue” across the game, the company
said, with the aim of creating a new “sus-
tainable sporting model” for European
football.

“We want to reach out t:

lems facin

But resistance to the idea seems as
entrenched as ever with Uefa, the
domestic leagues and governing bodies,
and the European Club Assocmhun, a
lobby group of elite clubs, all firmly
opposed.

Reichart, a former chief executive
of RTL Deutschland, said he was
optimistic that the barriers to a new
contest would be overcome and that a
launch in 2024-25 was a “reasonable”
expectation.

The three ESL clubs are involved in
legal action against Uefa that accuses
European football’s governing body of
operating a monopoly. The case is cur-
rently with the European Court of Jus-
tice. An initial recommendation is due

in the European football community
and broaden this vision. Even fans will
havealot of sympathy for the idea,” Rei-
chart told the Financial Times. “Itis a
blank slate. Format will never be an
obstacle.”

e A 4T v b et l bt

Netflix turnround Subscriber losses stemmed
as successful shows help add 2.4mn members

Evan Peters stars in the streaming service's television series ‘Dahmer — Monster: The Jeffrey Dahmer Story”

CHRISTOPHER GRIMES — LOS ANGELES

Netflix stock leapt yesterday after
the group said it had stemmed sub-
scriber losses in the quarter, as pro-
grammes including the fourth sea-
son of Stranger Things and Dahmer —

— from $1.44bn a year ago to $1.4bn.
Earnings per share fell 2.8 per cent to
$3.10, better than $2.10 a share that
‘Wall Street had

It warned that revenue and earn-
ings would drop in the fourth qllaﬂ.er
by of the effect of th

Monster helped add 2.4mn b

The result was more than double the
subscribers Netflix had forecast, leav-
ing it with 223mn paying accounts at
the end of the third quarter, up 2.6 per

in D ber and a formal ruling cent from ayear earlier.

expected in the spring. The company expects to reach
“If fundamental changeis to come, we 227mn by theend of the current quar-

want to be prepared,” said Reichart. ter, according toits earningsrelease.
The presidents of the three ESL clubs “Thank God we’re done with

have embarked on an outreach cam- shrinking quarters,” said Reed Hast-

smlung aconciliatory tone in an ings, chief executive. “We’re back to
S PR

product officer, did not expect many
subscribers to“trade down’
Neﬂ]lxlsp]annmgmcmckduwn on
password sharing early next year. The
company will offer account holders
the ability to create “sub-accounts”
for family or friends who piggyback

larand headwind inflation.

Hastings said the guidance was
“reasonable, but not fantastic. We've
gotto pick up the momentum.”

‘The company haslaunched two ini-
tiatives to shore up its business in the
face of maturing subscriptiongrowth:
a lower-cost, advertising-supported
streaming service and an effort to
limit password sharing.

Netflix moved quickly to create its
advertising tier, de'velnpmg the plat-

E el

et e

off asingl

With these two potential new
sources of revenue, the company said
it would stop providing guidance to
investors on its number of new sub-
scribers — a shift for a company
whose share price rocketed for years
based onits membership growth.

The new ad service and its effort to
monetise shared accounts meant sub-
scriptions would become “just one
component of our revenue growth”,
= N

Tencent to
spend $3bnin
stock buyback
programme

RYAN MCMORROW — SHANGHAI

Chinese social media and gaming
group Tencent has increased its share
repurchases to spend more than $3bn
this year as the company’s stock price
plumbs four-year lows.

1t has focused on returning cash to
shareholders, with its outlook dented by
china’s sagging economy and President
XiJinping’s crackdown on gaming.

The Chinese group increased its buy-
back outlays to about HK$600mn
($76mn) a day last week, a pace that if
maintained could hit HK$90bn next
year, on par with the buyback pro-
gramme of rival Alibaba, according to
estimates from analysts at Bernstein.

The repurchases are part of a strategic
shift for the Chinese tech group. Bei-
jing’s antitrust scrutiny of its aggressive
domestic dealmaking has slowed its
huge investment outlays, which had
previously consumed extra capital.

Tencent made just 46 investments in
Chinese groups in the first nine months
of the year, down from 199 over the
same period the previous year, accord-
ing to data from research group ITjuzi.

With its book of public and private
holdings worth about $140bn, Tencent
is also eyeing sales of as much as

1b100bn ($13.8bn) of invest:
in the coming months, which could be
funnelled into the buybacks or distrib-
uted as special dividends to investors.

Tencent shares havelost 67 per cent of
their value since February of last year,
hitting lows not seen since 2018. In
August, it reported its first quarterly
revenue decline, later losing the mantle
of China’s most valuable company to
alcohol maker Kweichow Moutai.

In May, Tencent began to buy back 10
per cent of its outstanding shares over
the following 12 months. It has bought
back 76mn shares this year, less than 1
per cent of the total but more than the
cumulative 26mn shares bought back
over the pastdecade.

James Mitchell, chief strategy officer,
told Wall Street in August that its cash
flow from operations and large equity
portfolio provided “substantial ammu-
nition . . . to continue domg d.wldends
—a -
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ULIUEL LIE LS ULIZHIAL LeIpiaLe, 14
elite clubs announced a breakaway
competition to rival Uefa’s Champions
League. The closed structure, with
members guaranteed involvement
regardless of their domesticleague per-
formance, drew sharp criticism from
across football and helped bring about

CUULLLY UUIIU SUPPULLIUL LI 1L Wi
Uefa. Florentino Perez, president of
Real Madrid, said in a recent speech that
football was “sick” and “losing its posi-
tion as the world’sleading global sport”.

Uefa has previously described the
ESL project as a “danger to European
football”.
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Netflix rose more than 15 per cent
after stock markets opened yesterday
inNew York.

Thevideo streaming pioneer, which
shocked investors with its revelation
in April that it had lost subscribers,
reported a slight decline in net income

LULILL WILLI UlILY SLA 1UOLUIS 1 part-
nership with Microsoft. It will begin
rolling out the service next month in
12markets.

‘Some analysts have warned thatthe
new tier may prompt users to switch
to cheaper accounts, especially given
rising inflation. But Greg Peters, chief

U ULy san.

Ted Sarandos, co-chief executive,
said the company would hold its con-
tent spending to about $17bn per year.

“We're spending at about the right
level,” he said. “As we reaccelerate our
revenue, we will revisit that number.”
SeeLex

itracts & Tenders

CHENNAI METRO RAIL LIMITED
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Robin Zhu of Bernstein noted the
“buybacks suggest management is
more optimistic than the market”. It
estimates that Tencent could return 5-6
per cent of its market capitalisation to
shareholders next year via dividends,
buybacks and distributions.

Passenger patience with sharply higher airfares is not unlimited

Peggy

Hollinger

fyouhave started thinking abouta

post-Christmas, Hanukkah or New

Year holiday, you are not alone.

Close to one in five travellers are

already looking at booking breaks
more than three months ahead, accord-
ing to travel search engine Skyscanner.
Nomatter where you live, though, it will
cost you.

Airfares are soaring from New Zea-
land and Brazil to Europe and India. US
inflation data published last week
showed that average airfares there had
risen 43 per cent over the past year.

Large parts of the world were still in
Covid lockdown last year and a desper-
ate airline industry might even have
been prepared to give away seats if it
could. So perhaps a 43 per cent rise is
not that surprising.

But it is significant that average fares
in the US for September have not been
thishigh since 2014.

Yet people are still flying. In recent
weeks operators such as Delta, United,
Ryanair, easyJet and IAG have testified
to the strength of people’s appetite for
travel, now and for the next few months.

“Demand has not come close to
being quenched,” said Delta’s chief exec-
utive Ed Bastian last week as he
upgraded profit expectations for the
fourth quarter.

Airlines argue that high fares reflect
the higher costs of operation after a

FINANCIAL TIMES

surge in fuel prices, the rise of the dollar,
and higher wage settlements with pilots,
crewand other staff.

The staff shortages in particular
have encouraged most of the legacy air-
lines to take a cautious approach to
rebuilding capacity. Anyone who
remembers the chaos of last summer
will understand their wariness about
scheduling flights that may not get off
the ground.

But there may also be a temptation to
keep a cap on capacity to cash in after
two years of pandemic losses. Just look
at the bumper quarterly profits being
announced by the likes of 1AG,
Lufthansa and others, which freely
admit that higher fares are a factor.

Even the industry’s arch fare-cutter,
Michael O’Leary, chief executive of
Ryanair, has said
that ticket prices

will have to go up
for several more
years, and faster
than even he
expected just a few
monthsago.

But, at some

Tt is difficult to see what
the pull will be to splash
out on trips when there
is a whopping heating bill
or mortgage to pay

stage, passenger
patience with record ticket prices will
surely run out. Historical data from
Ascend by Cirium, the aviation
analytics company, suggest there is “an
inverse link between demand and fare
", according to Cirium executive
Rob Morris.

Therelationship was most clearin the
last expansion cycle, he says, when fast-
growing budget carriers were able to sig-
nificantly reduce the cost of travel and
stimulate demand above the long-term
growth trajectory.

‘This time round, the trend is moving
in the opposite direction. Limited
capacity is keeping airfares high, and
the question is whether or when that

affects demand. While demand is better
than the industry had expected at this
stage after the pandemicyears, it is frag-
ile and not yet exceptional compared
with pre-Covid patterns.

According to data from ForwardKeys,
the travel data provider, tickets issued
for flights in Europe in the fourth
quarter had recovered to 76 per cent of
2019 levels in the week to October 12,
while airline capacity was running
higher at 88 per cent. In the US, where
demand seems more buoyant, there
were still fewer passengers passing
through airport security in October
thanin2019.

Nevertheless, there are indications
that passenger behaviour is normalis-
ing. Fewer travellers are leaving book-
ings to the last minute, say both Skys-
canner and ForwardKeys. But if passen-
ger behaviour is returning to normal,
then tolerance of high fares could be
expected to wear thin as people increas-
ingly feel the effects of surging inflation
and a darkening global economy.

It is normal for travellers to want to
see family and friends over the festive
period after a two-year absence. They
may even shrug off the cost for the sake
of spending time with loved ones again.

But, once the season is over, the eco-
nomic clouds will be that much darker.
1tis difficult to see what the pull will be
to splash out on costly airfares when
there is awhopping heating bill or mort-
gagetopay.

Airlines may be thrilled with a better
than expected autumn and the bounty
that comes with it. But it would be pre-
mature to declare a definitive victory
over the sector’s bout of Covid until pas-
sengers start making their travel deci-
sions in the depths of what promises to
be along, hard winter.

peggy-hollinger@ft.com

Supporting
Future
Leaders

Nationally

Images by Lewis Patrick

BCA Chair’s Future Leaders
Awards & Campaign
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40 years of Excellence in Black Arts, Culture and Heritage

Over 40 years ago, Black Cultural Archives was founded in the
wake of the Brixton uprisings of the 1980s, to tackle racial injustice.
Using the power of education, its founder Len Garrison, together
with local community activists, worked to collect, protect, and
promote the breadth of contributions Black people had made

to British life.

Over the years Black Cultural Archives has created a treasure trove
of information, to inspire generations to build a future where history
can tell a more inclusive story, where everyone’s place in society

is recognised, valued and respected.

Now located in the heart of Brixton, South London, at 1 Windrush
Square, Black Cultural Archives is proud to be one of the oldest
black-led organisations of its kind in the UK, working towards

a more tolerant, and equitable society.

Although much has changed since the 1980s, we believe our work

today is just as urgent. We believe that the time is now, to connect
Black History to the realisation of empowered Black Futures.

This advertising space is donated by the Financial Times

BLACK
CULTURAL
ARCHIVES

Lambeth @ Clear Channel

That's why for Black History Month, BCA focuses on Black Futures,
and has launched the ‘40x40 Future Leaders campaign’ conceived
and developed by our Chair, Dr Yvonne Thompson CBE|DL.
Together with Black Britain and Beyond, our Chair identified an
exciting group of African and Caribbean heritage Future Leaders
from across the UK.

The initiative commissioned local photographer Lewis Patrick to
take their portraits in their communities. The resulting 40 + plus
portraits, curated by Sherece Rainford from Gallery OCA which
are now featured in the Black Cultural Archives as part of their
Black Futures Season throughout Black History Month. These
portraits are also featured in a national billboard campaign with
the support of Clear Channel.

BCA hopes that Future Leaders identified will become prominent
ambassadors for BCA, to further assist our aims to inspire all cultures
to learn more, do more, and be more, in building a more inclusive

and tolerant society.

Dr Yvonne Thompson CBE | DL Chair, Black Cultural Archives

Please support the future of our work by scanning this

QR code to donat
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3
Elr't}'. 5

* FINANCIAL TIMES

Thursday 20 October 2022

COMPANIES & MARKETS

Police raid Signa offices in graft probe

Real estate tycoon Benko's
Austrian group searched
over corruption claims

SAM JONES — BERLIN

Austrian police have raided the head-
quarters of René Benko's Signa Group,
one of Europe’s biggest luxury real
estate investors.

Innsbruck-based Signa has a €24bn
property portfolio that includes high-
end department stores Selfridges in
London and KaDeWe in Germany, as
well as prime hotels and property in
Zurich, Vienna and Mu.nlch and New

York’sChrysler Buils

Police searched Signa headquarters
on Tuesday, confiscating laptops, hard
drives, documents and mobile phones,
in a swoop connected to a sprawling
investigation by Austria’s state prosecu-
tor into government corruption.

Benko, the billionaire owner of Signa,
has cut a distinctive figure for years,
mingling with powerful politicians
across central Europe. In his native Aus-
tria, where he is a regular fixture in the
tabloid press thanks to his reputation
for extravagant parties, often combin-
ing champagne and lederhosen, he was
seen as particularly close to former
chancellor Sebastian Kurz.

Kurz was forced to resign last October
amid allegations of corruption.

Tuesday’s raid follows an announce-
mentyesterday from the Austrian pros-
ecutor for economic crime and corrup-
‘tion, WKStA, that one of Kurz's closest

Signa’s €24bn property
portfolio includes New
York’s Chrysler Building
and Selfridges in London

political confidants, Thomas Schmid, a
‘top finance ministry official, had turned
state witness earlier this year and had
provided investigators with more than
15 full days of testimony.

A copy of the WKStA warrant order-

ingthe raid against Signa and Benko was
obtained by the Financial Times and
confirmed as genuine by government
officials. News of the raid was first
reported by Austria’s state broadcaster,
'ORF, and Der Standard Spap

Signa and Benko did notrespond toa
request for comment.

Bondsissued by the group dropped to
their lowest level on record on Tuesday.
‘A €300mn bond due in 2026 fell tojust
under 5 its onthe euro.

The WKStA warrant details dealings
between Schmid and Benko, anda].leges

ht tou:

ingtoavoid paying millions in taxes.
The warrant says prosecutors have
reason to suspect Benko of bribery and
incitement to abuse of office. It alleges
he offered Schmid a lucrative job at

Though well known in the German-
speaking business world, Benko begana
bold expansion into other real estate
markets — using his trademark
approach of political savvy, leverage
and complex financial engineering —
just as the pandemic hit the high-end
retail, luxury and Lravel secturs on

Signa if he could use his infl

before he left government, to settle an
investigation by tax authorities into his
accounting methods.

‘which his property

signa has insisted Lhat the high qual-
ity of its assets, typically in prominent
locations, makes it more resilient.

Platform woos parties

across political spectrum

indrive to widen base

CHLOE CORNISH — MUMBAI
Indian microblogging site Koo, branded
by academics a “nationalist Twitter”, is
courting political parties across the
country as it tries to persuade potential
users that it is not a rightwing echo
chamber.

Co-founder Aprameya Radhakrishna
said: “I want to be known as the inclu-
sive platform that we are building

Technology. Social media

India’s Koo aims to shed ‘nationalist Twitter’ tag

e

VW faces
potential legal
action over
climate-related
lobbying

CHRIS FLOOD AND PATRICIA NILSSON
LONDON

Volkswagen faces possible legal action
by a coalition of institutional investors
that accuse the German carmaker of
having refused requests to answer
questions about its lobbying activities
related to climate change.

Five Swedish and Danish public pension
funds and the Church of England Pen-
sions Board said they were concerned
that while VW was “publicly champion-
ing the green transition”, it may be lob-
bying against stricter climate rules.

such a contradiction would expose
the company to reputational and opera-
tional damage, they said.

Itis one of the first times institutional
investors have contemplated litigation
on a climate related matter in Europe.
The investors attempted to include cli-
mate lobbying as an agenda item at
VW's 2022 shareholder meeting but this
was vetoed by its management.

VW’s stance on the environment has
been a sensitive issue since the Diesel-

dal broke in 2015 whi al
of VW’s brands, including Audi and Por-
sche, were found to have used software
that deceived regulators over harmful
emissions. The carmaker is in the mid-
dle of atransition to electricvehicles —a
costly process that is expected to have

Five public pension funds
and the Church of England

Dancinne Raned cnw thavr
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towards.” He said community teams at
Koo wereapproaching parties across the
political spectrum as the social media
site sought to expand its user base.

Koo attracted a flood of rightwing
politicians after a spat between
Twitter and Narendra Modi’s ruling
Bharatiya Janata party in February 2021
over farmers’ protests against agricul-
tural policies.

New Delhi accused Twitter of allow-
ing disinformation about the demon-
strations, while the social media group
rejected demands to block journalists
and protest leaders. Twitter then
banned several pro-BJP accounts,
including that of actor Kangana Ranaut,
for violating hate speech rules. Alleging
that Twitter was stifling rightwing
nationalist voices, angered BJP opera-
tives migrated to Koo.

Twitter “can’t arrogate to itself the
right to sit in judgment of what consti-
tutes free speech”, Amit Malviya, head
of the BJP’s information cell, wrote on
Koo. “If you want our business, follow
lawof theland.”

Due to the spat between India’s gov-
ernment and Twitter, Koo was able to
benefit from “a need for our own plat-
form”, said Radhakrishna, a serial
entrepreneur who sold his first taxi
start-up tomobility group Ola.

Academics at the University of Michi-
gan called it an “attempt to create a
“nationalist Twitter”.

Trisha Ray, deputy director at the
Centre for Security, Strategy and Tech-
nology run by the Observer Research
Foundation, a think-tank, said: “Most of
us would not have heard of Koo if it
wasn't for the great Indian exodus from
Twitter.” Downloads of the Koo app
went from 1.1mn in the last three
months of 2020 to 4.6mn in the first
quarter of the following year, according
todata provider SensorTower.

Radhakrishna said people could post
“whatever they want on the platform, as
longas it abides by the law of the land”,

The Koo site’s
co-founder
Aprameya
Radhakrishna
wants it to be
considered
inclusive
DiajSnghyFT
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amid criticism that India’s censorship
laws are being “misused” by parties in
power and as rival US tech groups strug-
gle to navigate politics in the sensitive
market.

Radhakrishna argued that unspoken
rules that governed conduct in public
should be practised online. In India, “if
I'm in front of 100 people in person, 'm
not going to say something thinkingthat
it is inappropriate and I will probably
land in some sort of trouble . .. The
same filter of what 1 can and can't say in
acountryshould apply online as well

‘What can be said online in India is
governed by broad laws, under which
the government can demand that plat-
forms block content. “The vagueness of
the law is what leads to it being misused
by whatever party is in power,” said Ray.
“It can be leveraged based on narrow
political interests as opposed to specific
threatsand harms.”

But the BJP association had led to
problems for Koo, Ray said. “The intel-
lectual space that Koo caters to is very
narrow.” Socially conservative and
“perhaps anti-minority” viewpoints
‘were most prominent.

Although Ray “wouldn't say that Koo
was doing it by design”, she saw “really
hateful content being posted”, poten-
tially affecting Koo's ability to attract
money. Radhakrishna said posts were

moderated by machine-learning algo-

rithms and could be reported by users. People
The government tightened rules in  Can Post

February 2021, making social media  +_, ]

platform employees personally liable if whatever

their company did not comply withofi-  they want

cial takedown orders. Twitter began a on the

legal challenge to this three months ago,

arguing that many blocking orders  platform, as

under the new rules had been excessive, i

targeting posts that were political, criti- lDl'lg anil

calornewsworthy. abides by
Modi stoked his popularity through

Facebook and Twitter. But once in the law ?f

power he made self-reliance a priority, the land

from manufacturing to tech, and pro-
moted national champions. Bangalore-
based Koo, which allows 400-character
posts, won a 2020 government competi-
tion for homegrown apps.

Koo supports 10 languages and says it
censors posts that demonstratively
propagate hate. “We want to be neutral,
unbiased, and not bring any of our
thoughts on what s right or wrong,” said
Radhakrishna. Because Koo did not
curate posts, “the app shows the true
mood on the platform™.

Radhakrishna said Koo had received
some government takedown requests —
“standard requests that get sent to all
social media”, and its policy was to fol-
low them while making the removal
transparent tousers.

Having raised $44.5mn from inves-
tors, Koo is one of several sites to have
emerged after Twitter’s critics — most
prominently Donald Trump — accused
the platform of silencing views. None of
these platforms, such as Gab, Parler and
Trump’s Truth Social, have gained
much of a following in comparison to
Twitter.

Koo was not initially used by Indian
politicians — it even had an early China
investor, despite rancour between Bei-
jingand New Delhi — and Radhakrishna
said the Indic-languages platform was
designed to enable an inclusive
exchange of ideas.

Downloads have slumped this year
after the easing of lockdowns, but Rad-
hakrishna said Koo had 10mn to 12mn
monthly active users in India. Twitter
had 24mn as of January, according to
data provider Statista. “In just 2.5 years,
we are close to half the size of our com-
petitor,” Radhakrishna said.

Koo has 250 employees and Rad-
hakrishna expected to raise “our next
larger round of funding by the end of
next year”. It planned to make money
th.mugh “advertising and in-app trans-
actions”.

Kooisalso being promoted in Nigeria,
where many members of the govern-
ment joined the platform after Twitter
‘was banned.

L LUSIULS Duara say iy

are concerned

ramifications for the companies in its
supply chain.

Adam Matthews, chief responsible
investment officer at the Church of Eng-
land Pensions Board, said it was
“extremely disappointing to have to
turn to the courts to get VW to do the
right thing”

“Vw is failing to demonstrate that the
lobbying undertaken and funded by the
company through its industry associa-
tion memberships is aligned to its own
climate goals,” said Matthews.

VW said that while it shared the
shareholders’ view that “aspects rele-
vant to climate protection deserve an
even higher priority in reporting”, it dis-
puted claims the company had been
legally wrong to dismiss their request to
add items to its annual meeting agenda.

The German automaker, which sells
roughly 10mn cars a year, said the “dis-
tinction between the legal and substan-
tive assessmentisimportant”.

Itadded thatit was “currently consid-
ering” ways to strengthen the “exten-
sive transparency measures that we
have already implemented”.

The shareholders pressing action col-
lectively own roughly 0.1 per cent of
VW’s shares, equivalent to a market
value of about €62.3mn. But a court’s
decision would be legally binding, and
setaprecedent.

Emma Henningsson, head of respon-
sible ownership at the Swedish pension
fund AP7, said that the court case would
clarify whether shareholders had a right
to put an item on the agenda of an
annual meeting,

Other governance issues such as
diversity and inclusion, discrimination
or conflicts of interest could then also be
tabled for shareholder votes if the court
case succeeded, according to AP7.
Additional reporting by Camilla Hodgson
in London

ASML to feel only ‘limited’ pain from latest US export curbs against China

LAULY LI — LONDON
DEMETRI SEVASTOPULO — WASHINGTON

Europe’s largest chip equipment man-
ufacturer ASML has said that Washing-
ton’s latest export controls against
China have a limited impact on the
company’s equipment shipping plan
for2023.

“The direct implication for us is fairly
limited,” ASML’s chief financial officer
Roger Dassen said yesterday. “First off,
as you know we are a European com-
pany. So there isnot a lot of US technol-
ogyinourtools”

The Dutch chip tool supplier makes a
variety of products and is the only com-
pany capable of producing extreme
ultraviolet lithography machines that
are essential for manufacturing
advanced semiconductors.

Taiwan Semiconductor Manufactur-
ing Co, Intel and Samsung all rely on
ASMLs deliveries and services for the
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EUV tools to build cutting-edge chips.
Dassen said ASML continued to ship
non-EUV equipment out of Europe to
China, as it evaluated the US export con-
trols. He pledged the company would do
“whatever it takes” to follow Washing-
ton’srules. It has already told its US staff
to stop serving all Chinese customers
while it assesses the sanctions.

This is the first time ASML has com-
mented on the impact of the new US
controls, which impose restrictions on
exports of technelogy to Chinese chip
manufacturers and other entities
involved in artificial intelligence and
supercomputers.

Some of the rules also restrict non-us
companies from exporting to China if
their products contain US technology.
While companies can apply for an
export licence, Washington has sig-
nalled that most requests will be denied.

ASML, which has a stock market
value of about $170bn, has been caught

up in the US-China tech war with its
planned shipment of an EUV machine
to China’s contract chipmaking cham-
pion Semiconductor Manufacturing
International Corp.

The Dutch government has urged
'ASML not to ship the machine following
US pressure that started during the
Trump administration. The Biden
administration has been holding talks

with the Netherlands and Japan to agree
onalist of chipmaking tools that should
not be exported to China. The US wants
to restrict the export of some non-EUV
manufacturing tools.

Dassen said that though ASML could
shipnen-EUV machines to China, there
would be an indirect impact on its
equipment demand. He predicted that
Chinese clients might be forced to

TSMC, Intel and
Samsung are
reliant on

the Dutch chip
gear supplier

reduce orders because they cannot get
other equipment from the US chip gear
suppliers as aresult of the new controls.

ASML chief executive officer Peter
‘Wennink said in an analyst call yester-
day that this could affectupto 5 per cent
of the company’s order backlog.

He added that ASML’s business
mostly served more mature chip pro-
duction technologies in China rather
than the advanced chip preduction tar-
geted by Washington’s export control
rules.

The group’s comments come as it
reported stronger than expected earn-
ings results for the latest quarter. It
delivered €5.8bn net sales with a gross
margin of 51.8 per cent for past quarter,
above its previous guidance of between
€5.1bn and €5.4bn, and a gross margin
between 49 and 50 per cent. For the full
‘'year, ASML expects revenue to grow by
13 per cent to €21.1bn with a gross mar-
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pproaching 50 per cent.

ASML said overall demand for the
company’s equipment and systems
remained strong and it believed
expanding its capacity was “the right
thing to do” despite uncertainties in the
market, including inflation, deteriorat-
ing consumer confidence and the risk of
an economicrecession.

TSMC, the world’s largest contract
chipmaker and a client of ASML, last
week lowered its annual capital expend-
iture by about 10 per cent to $36bn this
year because of a slowdown in demand
for smartphones and PCs.

“Clearly there is uncertainty in the
short term but the secular trends are
there,” Dassen said, adding that the
push from economies to bring semicon-
ductor production onshore also sup-
ports demand. “I think that creates asit-
uation that we're seeing where the lion’s
share of the customers are really still
pushingustogetthe toolssooner.”
SeelLex
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Solomon works to convince Goldman
investors this reorganisation will work

Contrite chief offers withdrawal from consumer banking and reshuffle in effort to lift valuation

JOSHUA FRANKLIN — NEW YORK

As David Solomon set out to sell his Iat-
est overhaul of Goldman Sachs to inves-
tors on Tuesday, there was little sign of
the sharp-tongued titan of the C-suite or
the flamboyant “DJ D-Sol” known for
frequenting music festivals. Instead,
Solomon appeared contrite.

The second significant restructuring
since he became chief executive four
years agowas ineffect an admission that
the bank was under pressure from
investors, who had become increasingly
sceptical of its ambitions to launch a via-
ble consumer brand after years of losses
and high staff turnover.

“Iappreciate the comment that share-
holders haven't been excited about it,”
Solomon said of the foray into consumer
banking during a call with investors.
“And that certainly affects some of our
decision-making”

Describing the changes as an “evolu-
tion”, Solomon outlined plans to pull
back from retail banking and instead
focus on its traditional strengths serving
big companies and rich investors rather

‘ Trading and investment ‘
banking
% of quarterly revenues

== Goldman Sachs

Co-chief quits
Kakao after
backlash over

messaging
app's outage

SONG JUNG-A — SEOUL

Kakao's co-chief executive Namkoong
‘Whon has resigned after an hours-long
outage of the company’s mobile serv-
ices sparked a backlash against South
Korea’s main messagingapp provider.

His resignation came after President
‘Yoon Suk-yeol said that South Korea’s
antitrust watchdog would examine
Kakao’s market dominance after the
incident highlighted the country’s
dependence on the company’s mobile

“Although the network is run by a pri-

it’s practically national
communications infrastructure,” Yoon

“1f amonopoly or an oligopoly causes
market distortions and acts like
national infrastructure, I think the gov-
ernment should take action.”

Most of Kakao's services, including
messaging, mobile banking and gam-
ing, were restored following a fire at the
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company’s data centre just outside
Seoul onSaturday. Kakao will be run by
its remaining chief executive, Hong
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than servicing Main Street customers.
Goldman’s much-vaunted Marcus con-
sumer operation will be folded into a
unified asset and wealth management
division.

The corporate rejigging also under—
scored that Solomon is still: for
an answer that has bedevilled Goldman
since he took over, and arguably since
the company went public: how can the
firm persuade investors to bestow a
higher valuation on a bank that remains
the envy of many of its Wall Street peers
but depends on highly unpredictable
revenue streams?

“You don’t make changes if every-
thing is going perfectly,” said Christian

Evolution, not
revolution:
David Solomon,
below, says his
second revamp
of Goldman
Sachs will play
to its strengths
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potential customers doesn’t play to our

strengths.
ldman’s retail banking

was much vaunted when it launched in
2016 under its previous chief executive,
Lloyd Blankfein, but that fanfare
resulted in intense scrutiny from inves-
tors and vﬂthm the bank as losses and

Bolu, banking analyst at
Research. “So the fact that they’re mak-
ing some changes tells you there’s some
need to tweak the initial expectations.”

Goldman’s revamp will see it shrink
from four divisions to three. Solomon
has merged its investment bank — the
company’s crown jewel — with its trad-
ing division, creating a unit that
reminded some veterans of the old
Goldman he had tried tounpick. Having
separated asset and wealth manage-
ment in 2019, he is now putting them
back together again.

Anewly formed “platform solutions”
business will combine the technology
Goldman uses to support credit cards
for Apple and General Motors and an
online lending business, called Green-
Sky, which it acquired this year.

“This is actually something we’ve
been talking about and working toward
forthe better part of a year,” Solomon
said in an interview with the
Financial Times.

“we've realised that for us,
given the way we’re set up —
we've built very, very good
digital platforms and
products — that being
broad and going to a
much broader set of

Marcus was suocessful as a low-cost

funding h for
amassing more than $100bn in cus-
tomer deposits. But rather than deepen-
ing its connections with its retail cus-

tomers, Gold will now k

the Iechrmlogy underpinning Marcus

into its private wealth
business.

The market cheered the overhaul,
which was announced alongside third-
quarter earnings that beat analysts’
expectations. Shares of Goldman closed
2.3 per cent higher on Tuesday, outpac-
ingthe broader market.

Goldman’s retreat from “a mass retail
strategy” was what investors were wait-
ing for, according to Kush Goel, senior
research analyst at investment manager
Neuberger Berman, which holds Gold-
‘man stock. “It shows the management
team is willing to reassess and

readjust.”

The question facing Solomon
is whether his new structure

will persuade investors to
ascribe a higher valuation to
his bank. Goldman trades at
just under its book value,
behind its average over the
past fiveyears of 1.05. Mor-

Some bankers who know Solomon
well say he s right to try to diversify but
question how much can be achieved
with another restructuring.

“It’s just discombobulating a lot of the
firm,” said one former Goldman banker
who worked with Solomon after he
became chief executive. “They’re mov-
ingthe deckchairs butnot actually man-
aging the firm — just moving things into
different buckets”

Solomon had pointed in the past to
consumer banking as one of four areas
of growth that would diversify Gold-
man’s revenues.

Attention will now shift to the three
other areas that would make the bank
less reliant on dealmaking and trading:
asset management, wealth manage-
mentand transaction banking.

Investors have been impressed by
fundraising at Goldman’s asset manage-
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Eun-taek.

But the outage spurred calls for
tougher scrutiny of the country’s lead-
ing platform operators, including
Kakao and Naver.

KakaoTalk, Kakao’s messaging serv-
ice, launched in 2010 and has become
South Korea’s most ubiquitous mobile
app, with 47mn active users in the coun-
try of 52mn people.

On the back of its pnpulal chat app,
Kakao has rapidly expanded into online
payments, mobile banking, gaming,
ride-hailing and restaurant booking
services.

The company’s diversification has
sparked accusations of taking business
away from small merchants, and law-

inggovernment oversight of Kakao and
other platform operators.

The presidential office said it would
setup acy'ber secu.nty taskforce, calling
theK: “amatter of national

gan Stanley, by comparison, trades at ‘Thﬁy’[f ment business, especially in alternative
about 1.4 times book, with a five-year g investments such as private equity, but
132, movingthe  “thejury’s still out on the growth initia-
The most recent earnings highlighted deckchairs tives”, says Autonomous’s Bolu.
how reliant Goldman remains on To oversee Goldman's three new divi-
investment banking and trading. Due  but not sions, Solomon picked lieutenants from
to the unpredictability of these busi- actually his existing management team, whowill
nesses, they are not highly prized by y allreport to president john wWaldron.
investors, who prefer recurring reve- INanNaging  DanDees and Jim Esposito, who run
nues from fee-based businesses such as the firm — bank, and Ashok Varad-
1d wealth han, co-head of the trading division, will
In the third quarter, investment _]USt movmg run the combined global banking and
banking and trading generated 65 per thi ngs into markets business. Stephanie Cohen, a
cent of Goldman’s revenues. By compar- . close Solomon ally and most recently
ison, the i bankingandrad-  different co-head of Goldman’s soon-to-b
ing division last year generated 35 per buckets’ consumer and wealth management
cent of at] rgan and 44.8 division, will lead the new platform
per centat Morgan Stanley. solutions unit.

A big winner of the reshuffle appears
tobe Marc Nachmann, who through his
‘work co-leading Goldman’s trading divi-
sion and investment bank has estab-
lisheda ion for t

security”.

Kakao said the impact of the outage
on its revenues would be limited, but
negative investor sentiment is likely to
weigh on the shares of the company,
which is grappling with falling sales
after the booming online growth during

h i demi

He will run the combined asset and
wealth management business. Julian
Sa].lshury previously co-head of the

division
will become chief mvestmem officer of
theassetand wealthb

Kakao shares have more than halved
this year, although they bounced back
0.8 per cent yesterday. Kakao Pay is
down nearly 80 per cent in the year to
date, making it the biggest loser on the

k Kospi.

“Marc’s ‘the fixer’” said one Goldman
banker. “Private wealth and asset man-
agement are about to experience what
it’s like to work with Marc, which they
definitely have not experienced before.”

For Solomon, much is riding on
whether this overhaul can succeed
‘where the last one fell short. “Now, un-
fortunately for David, the clock is begin-
nmgtotlck." the Goldman banker said.

“Trying to resolve the problem with
antitrust regulations doesn't look effec-
tive because KakaoTalk is free and peo-
ple voluntarily use the app,” said Wi
Jong-hyun, a business professor at
chung-Ang University in Seoul.

“It is not desirable to crack down
on the platform operators on the back
of public anger over the service
outage, for the industry’s long-term
devel »

i ‘Brooke Masters

Technology

Uber aims to build $1bn ad business

DAVE LEE — SAN FRANCISCO

Uber has launched its global advertis-
ing unit with the goal of creatinga $1bn
business within the next two years by
displaying promotions within its apps,
ontop of carsand on the back of seats.

The division, led by former Amazon
advertising executive Mark Grether,
was formed this year to build oniits cur-
rent ad business, which mostly consists
ofadsinits Uber Eats app, as well as car-
top billboards in a few markets.

Uber’s chief executive Dara Khosrow-
shahi has said the company was target-
ing $1bn in gross ad bookings by 2024,
on an annualised basis. In the second
quarter of this year, the existing ad busi-
ness had an annual gross bookings run

are used to display trip information and
advertising. Riders would have “full
control” over adswith sound, Uber said.

“Through our advertising division, we
can help leading brands grow their rela-
tionships with consumers by connect-
ing them at a moment when a customer
is uniquely attentive,” Grether said ina
statement yesterday.

The move follows similar efforts from
rivals DoorDash and Lyft as the gig
economy companies turn to advertising
as a new high-margin revenue stream,
with marketers seeking new places to
reach consumers after Apple’s recent
privacy changes. The changes, which
restrict data gathered for targeted ads,
stand to benefit marketplace businesses
that have a large amount of first-party

rateof $350mn, K1 i said dur-
inganinvestor conference last month.

Uber saidits advertising platform was
live in dozens of countries and would
expand its international footprint over
the nextyear.

The new ad formats, which have been
piloted in some markets, include dis-
playing promotions within the Uber app

astheybook or ipl
journey. Brands will a]sobeablemhave
emails sent to Uber’s 122mn active users
globally, or place ads on the homepage
ofthe Uber Eatsapp.

The company is piloting a scheme in

‘habits and intent.

Andrew Lipsman, ﬁ'nm advemsmg

p Insider said

Uber lagged behind DoorDash and Inst-

acart when it came to revenue gener-

ated by search ads. He added that

increasing advertising to the trip experi-
ence could backfire.

“Ads on tablets in the back seat isa
risky proposition. Autoplay video ads
are an ad format users almost univer-
sally hate, and were a key reason users
abandoned taxis in favour of Ubers in
‘the first place.”

Uber’s car-top advertising pro-
gramme, which it has offered since 2019
inahandful of cities, pays drivers “rent”
based on the amount of time driven
withtheads.

Uber declined to provide additional
details on how drlvers m]ghl be com-
pensated for i
‘theirvehicles.

Speaking to the Financial Times
earlier this month, Uber’s head of
mobility Andrew Macdonald suggested
advertising could be used to subsidise
‘the cost of trips without decreasing driv-
ers”

“If drivers earn more dollars because
they’re also monetising their asset —
‘their car —then we can keep rider prices
lower,” said Macdonald. “This is one of
the few things we can do where drivers
earn more dollars per hour without us

within
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Carnival ship-backed bond nets $2bn

OLIVER BARNES AND IAN JOHNSTON
LONDON
ERIC PLATT — NEW YORK

Carnival has borrowed $2bn through a
bend offering that used a dozen of its
ships as collateral, as it works to re-
finance its huge debt pile amassed dur-
ingthe pandemic.

The world’s largest cruise operator was
able to borrow more than the $1.25bn it
had planned to raise and at a lower
interest rate than it was prepared to
stomach just hours earlier, say two peo-
plebriefed on the deal.

The new debt was discounted and
priced with a coupon 0f 10.375 per cent,
offering a yield to investors of 10.75 per
cent. That was markedly below the
11.5 per cent yield bankers had mar-
keted to credit investors on Tuesday
morning, with the company citing
“stronginvestor demand” for the bonds.

The issuance is the first

rated companies have had to offer an
average yield of 12.25 per cent to raise
new debt in October, PitchBook LCD
data showed. Last week, cinema opera-
tor AMCborrowed $400mn ata yield of
15.1 per cent to finance a subsidiary.

As part of the bond deal, Carnival’s
parent company has transferred 12
vessels, most of which became
operational in the past two years and
have a combined value of $8.2bn, to a
subsidiary that ultimately issued

The paper, which matures
in 2028, puts the lenders

‘at the front of the line’ for
any claim on the 12 vessels

the bond, using the ships as collateral.

John Mcclain, a high-yield portfolio
manager at Brandywine Global Invest-
ment said the bond

foray into the junk bond market since
May, when a 10.5 per cent bond coupon
spooked the stock market.

The double-digit coupon underscored
the rapid increase in borrowing costs as
the Federal Reserve has lifted interest
rates this year. On Tuesday, similarly
rated corporate bonds traded with an
average yield of 9.64 per cent, according
toTce Data Services.

showed Carnival was “getting creative”
with collateral to avoid paying “eye-
‘watering” interest. “Without the ships, I
don’t believe that they would have
access to capital at a price they would
have been comfortable with,” he said.

Its share price is down 62 per cent this
year to just above $8 but rallied more
than 11 per cent on Tuesday after the
’bond was announced.

the frontof the line” for any claim on the
12 vessels in the event that Carnival is
unable to meet payments, said Ross
Hallock, head of high-yield research at
Covenant Review.

Carnival has had to contend with a
ballooning debt pile, totalling about
$35bn as of early September, after pan-
demiclockdowns. Meanwhile, recovery
in cruise bookings has lagged behind.
Last month, the Miami-based company
reported a netloss of $770mn for its fis-
cal third quarte;

Carnival’s dﬂl]ar -denominated senior
unsecured bonds maturing in 2026 rose
asmuch as 4.7 per cent on Tuesday, ina
sign of reassurance about the company’s
cash flow, but they continue to trade
well below face value, according to bond
trading platform MarketAxess. At the
start of the pandemic, the company
offered bonds secured against its 80-
plus fleet to entice investors.

still, some traders said the cruise sec-
tor’s vulnerability to economic down-
turns and Carnival's high level of debt
meant the double-digit yield on offer
was not high enough.

“When I see 11.5 per cent for highly
cyclical, highly levered US corporates
and compare it with others in the mar-
ket [that are offering similar yields], P'm
not impressed,” one investor said.
“North of 15 per cent is when it becomes

Los Angeles and San Franciscoinwhich ~ Uber will advertise in its app, oncars  having to charge a consumer a single Carnival is not the only one paying a The structure of -the bond, which  interesting . . . It’s not difficult to find
tablets attached to the back of car seats ~ and on the back of seats extra penny.” premium due to market turmoil. Junk-  matures in 2028, puts the lenders “at  yield in this market.”
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Crypto. Fraud charges

Vigilante investors take up
hunt for Terraform fugitive

Regulation

risks choking
up to £62bn
of loans, say
UK banks

EMMA DUNKLEY

The chief executives of 13 UK banks
have written to the Treasury warning
that regulation could prevent them
from lendingup to £62bn over the next
five years.

Midsized lenders, including TSB,
Metro Bank and Paragon, sent the letter
this month urging the Treasury to
amend rules that they say are holding
back their growth, increasing their costs
and affecting their ability tolend.

The banks that signed the letter are
set m meet the cu:y mlmster Andrew

https://digital.olivesoftware. com/ol|ve/odn/fta3|a/pr|ntpages aspx?doc=FTA%2F2022%2F10%2F20&ts=20221019193234&uq=20220804103507

10/20



2022/10/20 18:31

Victims’ group joins Seoul and

Interpol in search for man

lawsuits against Kwon in Singapore
and the US, while Interpol has issued a
rednoucg South Korea was expected to

behind failed digital tokens

SONG JUNG-A — SEOUL

Kang Hyung-suk’s faith in cryptocur-
rencies was shattered by the $40bn col-
lapse of Do Kwon's operator Terraform
Labs, where he used to work in Seoul.
Now heislooking for payback.

In about 10 days, Kang is flying to
Dubai, the capital of the crypto-friendly
United Arab Emirates, where he
believes Kwon ishiding.

“Finding him could be easier than
thought,” said Kang.

The 26-year-old software engineer
belongs to the UST Restitution Group,
an association of nearly 4,400 crypto
investors trying to track down Kwon,
who is wanted in South Korea on
charges of financial fraud.

“Iwant to recruit other people to join
the search,” said Kang. “There’s a 50-50
chance of getting himin Dubai.”

Theinternational manhunt for Kwon,
a 31-year-old stanford-educated entre-
preneur, is intensifying as retail inves-

Kwon clmmed in an 1nlemew on
crypto podcast Unchained this week
I.hat Lhe charges against him were not

and were i moti-

All pages from Financial Times (Asia), Thursday, October 20, 2022

nickname Antithesis, who introduced
‘himself as a 31-year-old Ivy League-
educated American. “We have people
‘whoare very, very close to Do Kwon.”
He claimed that his group was doing
“lots” of work to track Kwon down. “T
obviously wouldn’t delve into specifics
‘because ishing our methods would

vated”. He said he was complying with
document requests from South Korean
prosecutors and apologised to the vic-
tims of his blockchain system’s collapse.

He denied any wrongdoing but
declined to disclose his whereabouts,
citing security concerns. His last known
location, at the end of April, was Singa-
pore,say South Korean authorities.

chare their findi
Kwon and his company via Discord, a
social messaging platform, and comb
through the internet for clues to his

hereab L d
that Kwon could be in Dubai, Russia,
Azerbaijan, the Seychelles or Mauritius,
amongother locations.

“Dubai is friendly to crypto, very
international (he would not stand out),
and has limited extradition treaties in
place,” a URG member wrote in areport

ber28. “Itwould seem like
Lhe best fit for the Lhree to ﬁve ]umr

tors try to recover from the ing

losses caused by the collapse of his ter-
raUSD and luna coins in May.
Investors have launched class action

URG comprises members from
around the world. “His days are num-
bered,” said a top URG member with the

render them ineffective. I think we're
doing more than anyone else, though.”

Antithesis said he lost a big chunk of
‘his life savings worth several hundred
thousand dollars by betting on
terraUSD and called the experience
“devastating”.

“The entire timetable for my life’s
plans has been upended and set back
many years. The stress on top of it has
also probably shaved off several years
from my lifespan,” he said.

Another URG member nicknamed
HKTrader said he worked for a fintech
company headquartered in Hong Kong
and had blown his savings for a house on
terraUSD. He said he spent a month
organising a Si lass action law-
suit against Kwon and discovered his
‘whereabouts in the country by hiringa
privatedetective.

“We tracked [him] down pretty well
‘when he was in Singapore,” HKTrader
said, but he added that his group lost
‘trackof Kwon after heleft the city-state.

He said he was sceptical of Interpol’s
ability to locate Kwon. “You know how

On the run: Do
Kwon is wanted
in Seoul to face
charges of
financial fraud

FT maniage/Bloomberg/
Dreamsfime

‘The entire
timetable
for my life’s
plans has
been
upended
and set
back many
years’

Interpol works. It’s up to the hosting
country to act,” he said.

Yet even if Kwon were arrested and
extradited to South Korea, experts said
it would not be easy to convict him for
fraud or breach of capital market rules
because of uncertainty over whether
cryptoissubjecttosecuritieslaw.

“I wonder how effective the legal
action against him could be, given the
lack of legal ground to punish crypto
players,” said Choi Hwa-in, a crypto
expert in Seoul. “This would just strain
the crypto market further, dragging
down their value and hurting investors
moreasaresult”

This month, a South Korean court
rejected a prosecutors’ request to issue
anarrest warrant for Kwon’s close aide
who headed Terraform Labs’ business
operations, questioning if terraUSD and
luna qualified as investment securities
underthe country’s capital markets act.

Terraform Labs said the company
would continue to communicate with
authorities but blamed South Korean
prosecutors for speaking to the press.

“Recent developments reaffirm that
Terraform Labs and its stakeholders
remain subjected to a highly politicised

Our global

team gives you

and erratic legal in South
Korea,” the company said. “The facts
are on our side, and we look forward to
the truth coming to light in the coming
months”

news and views,
24 hours a day
fr.com/markets

TN [0aaY, ACCOraINg to TWO pecple
familiar with the situation.

The lenders will raise concerns about.
the MREL or minimum requirement for
own funds and eligible liabilities regula-
tions, which aim to ensure the orderly
wind-down of a failed bank without the
need for taxpayer support, the people
said.

The rules set out the amount of equity
and debt a bank must hold to absorb
losses if it fails and apply to any bank
that has £15bn or more of assets or more
than 40,000 accounts.

The group of banks argue the thresh-
old is too low and disproportionately
limits smaller lenders because of the
interest costs of the debt they mustissue
tomeet the requirements.

The letter to the Treasury pointed
out: “As it stands, the UK has been a
good place to start a new bank, as illus-
trated by the number of banking
licences granted over recent years.

“However, whilst the barriers toentry
have been reduced, the barriers to
growth remain stubbornly high, as dem-
onstrated by the fact that no new bank
hasyettobecome alarge bank”

It added that midsized banks are
“captured by a regime designed for the

ion of large, i impor-
tant banks. These thresholds put UK
mid-tier banks at a significant competi-
tive disadvantage relative to counter-
partsinthe EUand US”.

It went on: “The interest cost burden
of carrying MREL debt directly reduces
the level of capital a bank can hold to
supportgrowth.”

It cited analysis by EY that said the
extra cost would reduce lending by
about £62bn over the next five years.

The bank lobby group, UK Finance,
said in areport last year that when Tesco
Bankissued aspecial bond, it priced 100
basis points higher than the equivalent
bonds issued by Barclays and HSBC.
“This demonstrates the competitive
funding disadvantage faced by mid-tier
firms subject to an MREL requirement,”
thereportsaid.

The Bank of England introduced
changes to the MREL rules for smaller
banks last year and the central bank
added that it would issue further indi-
vidual transition plans for lenders as
they approached the £15bn threshold.

Equities

Private equity groups circle the fallen stars of pandemic IPO bonanza

SUJEET INDAP AND NICHOLAS MEGAW
NEW YORK

Three-quarters of large US companies
that went public during the pandemic
bull market are trading below their
offering price, forcing some once-
promising names back into private
handsat fire-sale valuations.

Of more than 400 listings where compa-
nies raised at least $100mn between
2019 and 2021, 76 per cent are below the
price at their initial public offering, a
Financial Times analysis of Dealogic
data shows. The groups’ median return
since their respective IPO dates is nega-
tive 44 per cent.

The laggards include such hyped
stocks as Robinhood Markets, Lyft and
DoorDash, all of which went public du

equity business. ForgeRock, a business
software company, last week
announced it would retreat to the
obscurity of private markets just over a
year after its September 2021 IPO,
agreeing to sell itself to the private
equity firm Thoma Bravo for $2.3bn.

It was a bitter pill. ForgeRock’s stock
price almost doubled after its New York
listing, giving it a market

Yet with the 2022 rout in growth
stocks, ForgeRock’s share price fell as
much as 50 per cent below its listing
price. Even with the 53 per cent pre-
mium that Thoma Bravo has agreed to
pay, the takeover price is almost a tenth
‘below ForgeRock’s IPO price.

‘With the Federal Reserve committed
to raising ultem.vl rates and the econ-

of about $4bn. Chief executive Fran
Rosch said that merely being publicly
traded added cachet and ultimately
shareholder value.

“[The] market awareness of Forge-
Rock is growing . . . and I think cer-
tainly . . . theTPOis going to help in that
as well,” the chief executive told inves-
tors last November.

omy ly headed for a
directors and shareholders of many
‘businesses better known for breakneck
revenue growth than profitability will
face agonising choices over whether to
accept offers from private equity firms
or deep-pocketed strategic rivals look-
ingforbargains.

“If the stock market has moved down
and research analyst price targets have

ing a market boom that ended in ]aLe
2021. The Nasdaq Composite index,
which contains many growth compa-
nies, has fallen 32 per cent this year.
With share prices plunging, private
equity groups are aggressively circling
newly public companies as potential
buyout targets, several Wall Street exec-
utives say. And some corporate boards
have been receptive.
“Whenyou think about the amount of
private capital that has been raised that
hasn’t been deployed, then look at how
public equity valuations have re-rated,
it feels like it’s going to be a natural pair-
ing up,” said David Bauer, who runs
equity capital markets at KKR, the
investment group known for its private

Thursday 20 October 2022

[ Three-quarters of US IPOs issued between 2019 and 2021 are

trading below their listing price

Trading below, or above IPO price: performance since listing (%)

moved down . . . asaboard you have to
Ppay attention to those things,” said Ted
Smith, co-founder of Union Square
Advisors, a technology-focused bou-
tique investment bank.

Previous euphoric valuations might
nolonger be relevant, he added: “If you
are two years from your IPO and an ini-
tial price spike, then the company’s cur-
rent market price is much more impor-
tant to assessing value in a potential
transaction.”

As the stock market sells off indis-
criminately, investors are trying to dif-
ferentiate between target companies

theonli
Poshmark sold itself to the South
Korean conglomerate Naver for just
$1.2bn, a price that was a nearly 60 per
cent discount to its IPO price.

A bellwether of the public-back-to-
private trend was the direct-to-con-
sumer mattress company Casper Sleep,
which in 2021 sold itself to a private
equity firm for less than $300mn, well
below its equity valuation on listing in
2020. According to securities filings it
only forecast hitting positive free cash
flow in 2024, of $18mn.

Bauer said there was a split between

ketplace

witha promise and those

that simply surfed the pandemic mar-
ketfrenzy toachieve alisting.
Just a week before the ForgeRock

0 [ “200 T 300 [ 400 [ More
fan S0 fo 50 1o 150 to 250 Yo 350 ‘to 450 than
- to to to to to
50 o <50 o <150 o <250 o <350 fo <us0 fo 500
Reflects US IPOs of US companies ralsing more than $100mn, as at October 14
Sources: FT analysts; Dealogic; CapifallQ
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that went pubhl: too ea.rly
and faced questi

growing back into those earlier valua-
tions as public companies and would
rather doitina private context”.
Industry observers said that among
the potential buyers of fallen IPO stars,
private equity specialists might well be
more aggressive than other listed com-

panies.

US private equity firms are also sitting
on more than $500bn of dry powder to
invest, according to Preqin.

Listed corporate groups have their
own falling stock prices to worry about
and investors who prefer that they steer
clear of risky deals in a time of uncer-
tainty. Shares of Naver have fallen 15 per

and those that had a long-term lutu.re
‘but “don’t want to have to work through

Ride-hailing
group Lyft,
which listed in
2019, is among
companies
whose shares
languish below
their IPO level
Ringo HW Chiu/AP

cent since it d its purchase of

While scores of new public compa-
nies’ share prices remain deeply under-
water, some remain buoyant. The

services groups One Medical
and Signify Health have recently
announced deals to be sold to Amazon
and CVS Health, respectively, at prices
that top their IPO values. Airbnb, Zoom
Video Communications and Chewy all
trade at levels well above their IPO
prices.

still, a continuing bear market may
force difficult decisions at more belea-

gueredcompames.

“It’s really hard to be a public com-
pany these days,” said one prominent
priv ity investor. “Good fall
by the wayslde and bad news is pun-
ished. Itis the worst of both worlds.”
Additional reporting by Antoine Gara

n

COMPANIES & MARKETS

The day in the markets

What you need to know

® Wall Street hit by inflation fears
® UK government bonds edge higher
® Yen at 32-year low against dollar

US stocks furned lower yesferday as
signs of persistent inflationary pressures
tempered upbeat senfiment about the
latest flurry of corporate earnings.

The benchmark S&P 500 was down 0.6
per cent by early afternoon in New York,
snapping two straight days of gains. The
technology-heavy Nasdaq Composite lost
0.7 per cent. In Europe, the regional Stoxx
600 closed 0.5 per cent lower.

Thoen dnrlinac Famn ae canenmar

‘ Netflix shares jump on subscriber growth

Share price (§)
600
500
L‘ 400
M 300

Rather than fix
Ethereum, Merge
highlighted flaws

Hilary Allen

Markets Insight

he Ethereum blockchain
that facilitates much of the
crypto world last month

finallr lichad tha

to do the work and be compensated for
it. The more ether someone stakes, the
more likely they are to be chosen to cre-

atatha

problem. Users can pay validators
higher fees to have their order executed
first within a block of transactions. This

302 enct an 1care that hanafite tha himmar
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goods giants Procter & Gamble and
Nestlé posted better than expected
earnings, but said sales growth had been
bolsfered by price rises.

Data yesterday also showed UK
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inflation sped up in fo 101 per
cent, up from 99 per cent in August. The
reading for the consumer price index was
higher than the 10 per cent consensus
among economists polled by Reuters.
Ceniral banks, led by the US Federal
Reserve, have turned the screws on
monetary policy fo ry fo rein in prices.

T T T T
Jan 2022

Data s of lunchtime in New York
Source: Refinitiv

Oct

rirany e v

lung—prnmise:]’ and oft-
delayed “Merge”, a technical switch in
the way it works.

The Ethereum blockchain is one of
the world’s most widely used digital
ledgers, and is the main platform for
‘Web3, non-fungible tokens and decen-
tralised finance. While the Merge is
good news for the envi it

This creates incentives to acquire
even more ether, and it seems reasona-
ble to predict that any blockchain that
relies on proof-of-stake will start to con-
centrate the ability to process transac-
tions in just a few hands. Staking is
already a highly centralised business
involving some of the industry’s largest

ies, such as Coinbase, according

other

earnings. Companies in other sectors
have also shown signs of resilience, with

nofe rese 013 percentage points to 413
per cent as the price fell. The equivalent

o data provlder Nansen_ More centrali-

kerrelief.
Rather than relying on centralised
intermediaries such as a bank to

Remember that the whole point of

e s A LA A e LAt A

wvalidators, which will be chosen to cre-
ate more blocks of transactions, and will
therefore have more opportunities to
pocket higher fees. A validator may
even insert their own transaction ahead
of others in order to profit from market
movements, a practice known as MEV
or “maximal extractable value”.

The Merge will also not make the
blockchain more secure. Ethereum’s
claims that it will do this assume that
the Merge will increase decentralisa-
tion. But if the reverse is true, there are

The Fed has already increased berrowing Netflix revealing after the closing bell on 10-year UK yield fell 0.06 perceniage approve transactions, blockchains rely A t by the US’s D: risks. A report commissioned by the US
costs by 0.75 percentage points at each Tuesday that it had stemmed its points to 3.89 per cent. The 30-year gilt onwhatis known asa “consensus mech- report by the SDArpa  pefense advanced Research Projects.
of its last three meefings, taking ffs farget | subscriber losses In the third quarter. vield slid more than 0.3 percentage points | anism’”. found proof-of-stake Agency found proof-of-stake block-
range fo 3 to 3.25 per cent. But while global stocks have come ‘o below 4 per cent for the first time in Before the Merge, Ethereum used the blockchai b hail b full ipulated
Concerns have infensified that such under acute pressure so far this year — more than two weeks, following a “proof-of-work” consensus mecha- ockchains can be ifthe number of validators is too small.

tightening will compound a protracted
economic slowdown. Market participants
have been closely monitoring the latest
flurry of corporate financial statements
for evidence of sirain from inflation and
rising borrowing costs. Some, including
Goldman Sachs and Bank of America,
have posted better than expected

closing out three straight quarters of
declines last month — some analysts and
investors believe the rout is not yet over.
“We do not expect a sustained
turnround anytime soon,” wrote Mark
Haefele, chief investment officer af UBS
Global Wealth Management, in a nofe.
The yield on the 10-year US Treasury

decision from the Bank of England to
exclude longer-dated debt when it begins
bond sales next month.

The pound lost 09 per cent fo $1122,
while the greenback added 0.8 per cent
against a basket of six peers. The yen hit
a32-year low against the US currency of
¥149.81. Harrlet Clarfelt

Markets update

nism. This involves so-called “miners”
using enormous amounts of electricity
to power computers to make repeated
guesses of the number that will allow
them to add a block of transactions to
the blockchain. The winning miners are
then compensated with cryptocurrency
fortheir work.

The bitcoin blockchain still does it
this way. Verification of bitcoin transac-
tions uses more energy than entire
countries such as Norway; in areas
where lots of bitcoin mining occurs,

successfully manipulated

having a blockchain with a consensus
mechanism is to avoid having to rely on
centralised intermediaries to verify
transaclmns Wlthoul meaningful

nehas ifall
the other problems associated with
ereum are worth it.
For example, the Eth block-

The shift to proof-of-stake also
increases the legal uncertainty around
the status of ether. Before the Merge, US
Senator Debbie Stabenow proposed a
bill that lists ether as an example of a
“digital commodity” falling outside of
the Securities and Exchange Commis-
sion’s jurisdiction (in the US, securities
are regulated by the SEC, whereas the
commodity Futures Trading CI)ml‘l]lS*
sionh ght over th

chain is notorious for congestion at peak
times, which results in slower transac-

markets). -
However, now that stakers pool their

[~ < ] [®] B= | Tocal populations have suffered from tion processing times and fluctuating ~ ether together in the hope of being com-
us Eurozone Japan UK China Brazil Tising energy costs and noise pollution. transaction fees (which are known as  pensated from the Ethereum block-
Stocks S&P 500 Eurofirst 300 Nikkel 225 FTSE100 Shanghal Comp Bovespa Ethereum’s shift to a “proof-of-stake”  “gas fees”). At peak times, gas feescan  chain's gas fees, a stronger case can be
Level 370816 157620 27257.38 6924.99 304438 11573553 system avoids these environmental be prohibitive for users trymg tocom- made that ether are securities and not
% change on day 032 -0.42 037 017 119 -0.01 costs. Ethereum nnw usesanalgorithm  plete smaller tr (in May dities. The SEC might have
Currency $ index (DXY) $per€ Yenper$ $perf Rmb per Real per $ that randomly 2022, average daily gas fees reached something to say about Ethereum’s
Level 112872 0979 149725 1126 7226 5280 a new block to add to the blockchain.  nearly $200), but the Merge has not  claims about its decentralisation and its
% change on day 0662 0609 043 0530 0391 0269 The party is chosen from those who  changed the way gas fees are calculated  benefits.
Govt. bonds 10-year Treasury 10-year Bund 10-year JGB 10-year Gilt 10-yearbond  10-year bond have staked their ether (the Ethereum  or charged. Hilary Allen is professor of law at the Amer-
Yield 4106 2373 0249 3872 2708 12500 blockch itive coin) for the ch Such congestion adds to another ican University Washington College of Law
Basis poinf change on day 6.060 9.300 -0.510 -7.600 0.600 -6.900
World Index, Commods FTSE All-World Ol - Brent oIl -wTI Id Silver Metals (LMEX)
Level 83.04 1653.00 18.70 350170
% change on day -0.64 133 118 -071 0.54 127
Yesterday'scose apart From Currencies ~ W00 GHIT: S, Bovesga, Al Word, O — Siver - London pm T e Prebon.
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Wall Street

Netflix fopped the S&P 500 Index after
adding more than 2.4mn members in the
third quarter, more than double what wall
Street had expected and reversing two
consecutive quarters of losses. Earnings
of $310 a share smashed a consensus
forecast by 97 cents while revenue of
$793bn again beat analysts’ estimates.

But the performance failed fo impress
Bank of America, which reiterated its
“underperform” rating for Netflix on the
grounds that this better showing
coincided with the broadcast of ifs hit
show Stranger Things. The broker
warned that the streamer had become
“vastly more hit-driven”, with BofA seeing
“very few high-impact original shows for
the fourth quarter”.

At the other end of the blue-chip
benchmark was Generac, the energy tach
group, which sank after slashing its farget
for sales growth to between 22 per cent
and 24 per cent for the full year, down
from an earlier range of 36-40 per cent.
‘Aaron Jagdfeld, chief executive, said the
results had been affected by lower home
standby generator orders and the impact
of “a large customer which ceased
operations and has since filed for
bankruptcy protection”.

Winnebago, the manufacturer of
recreation vehicles, pulled back after
warning of “uncertain market conditions™
for its fiscal 2023 year. Ray Douglas

Europe

Sweden's Fingerprint Cards fell a fifth
after it admitted it had been hit by Covid
lockdowns in China and high inventory
levels across the smartphone sector.

It posted a loss SKr38:1mn ($3.4mn)
compared with a profif of SKr323mn a
year earlier following a 60 per cent year-
on-year fall in third-quarter revenue.

Christian Fredrikson, chief executive,
said a sharp decline in demand in China,
as a result of pandemic-related
restrictions, had had a “significant
negative impact on ... sales™.

A cautious trading update weighed on
Germany's Sartorlus.

The lab equipment supplier posted a
16.6 per cenf jump in sales on a constant
currency basis for the first nine months of
2022, but warned that full-year revenue
growth was “now expected to be in the
lower half of the previous range of 15 to
19 per cent”.

‘Another cagey forecast sent Royal
Unibrew lower, with the Danish beverage
group cutting its full-year outlook for
operating profit fo about DKr1.6bn
($210mn) from a previous estimate of
DKr1.7bn to DKr1.85bn.

The company said it was “seeing
pressure on margins in the short term
due to the unprecedented inflation that
has hit us during the past year”.

Italian drinks group Camparl also
retreated after the update. Ray Douglas

London

Online fashion retailer Asos leapt despite
posting a pre-tax annual loss of £319mn,
down from a profit of £1771mn a year
earlier.

But sales “held up reasonably well”,
nofed AJ Bell, with revenue up 07 per
cent at £394bn for the year fo August 31.

Providing a further fillip was the chief
executive’s plans to revamp the refailer's
business model, which included a review
of its customer acquisition strategy and a
look at its supply chain operation, which
had become “inefficient”, said the group.

Takeover target Shanta Gold rallied
affer the precious mefals group
confirmed that, based on falks with
Chinese suitor Yintai, any offer was “likely
o be solely in cash”, It said.

Shanta said a day earlier that it had
received approaches from three
companies, the other two being
Shandong and Chaarat.

‘Whisky producer Artisanal Spirits
climbed on announcing it had signed a
new franchise agreement with FJK, South
Korea's fourth largest liquor distributor.

Oil and gas explorer |0G plummeted
following the release of an update
described as “sobering” by SP Angel.

Its second-half production outlook was
cut owing to “operational difficulties and
below-expectation reservoir
performance”, said the broker.

Ray Douglas

Monday 7th - Friday 18th November 2022

In-Person & Digital

Hosted with a backdrop of global crises, COP27 is set to be a critical
moment for the world to shift focus from the immediate challenges to the
longer term overarching climate emergency. The meeting in Sharm El-
Sheikh will provide a platform for countries, especially in the Global South,
to accelerate progress on work around mitigation, adaptation, finance,

loss and damage.

During COP27 FT Live will be hosting a series of in-person, virtual

and hybrid discussions that will complement the themes set out in the
presidency programme. The FT hosted sessions will gather leading minds
in sustainability and senior FT journalists to provide critical insights
throughout the two weeks.

Find out more at ftcop.live.ft.com
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WORLD MARKETS AT A GLANCE FT.COM/MARKETSD:
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Magical staging of a much-loved film

Sarah
Hemming

t's one of the most keenly antici-

pated dramatic entrances of the

autumn. But it’s not a Hollywood

star or a rare comeback. It’s a huge

illuminated furry bus with a Chesh-
ire cat grin that soars weightlessly
through the air, screeching to ahalt with
a flick of the tail and a twitch of the
whiskers, all the better to survey the
ever soslightly alarmed audience.

This stunning magic-lantern cat-bus
is just one of many ingenious solutions
to the challenge of transferring Studio
Ghibli’s beloved My Neighbour Totoro
to the stage in the Royal Shakespeare
Company’s production. Hayao Miya-
zaki's original 1988 film uses the infinite
resources of animation to tell the tale of
two small girls in 1950s Japan who find
solace in the natural world and its spirits
to help them through a distressing
period when their motheris gravelyill.

The stage responds with its number-
one asset: the audience’s imagination.
The result — in the hands of playwright
Tom Morton-Smith, director Phelim
McDermott, designer Tom Pye, lighting
designer Jessica Hung Han Yun and
puppeteer Basil Twist — is a gorgeous,
uplifting tribute to the link between
theatre and the imaginative realm of
children’s play.

Everything is analogue. The little
black soot-sprites that greet Mei, 4, and
satsuki, 10, as they arrive in their creaky
new home are tiny mop-heads, darting
around the walls at the hands of their
black-clad operators. This same army of
watchful puppeteers brings us the cat-
bus, Totoro’s capricious friends and the
forest spirit himself: a gigantic, unnerv-
ingly toothy fluff ball who fills the vast
height of the Barbicanstage.

There’s a constant sense of move-
ment, the show whisked forward by

gliding screensand will Stuart’s delicate
orchestrations of Joe Hisaishi’s music,
played live by a band perched in the
trees. McDermott dusts it all with an air
of mischief, including small, deliberate
gaffes as reminders that this world

Above, from left: Mei Mac, Ami
Okumura Jones and Dai Tabuchi in
‘My Neighbour Totoro”. Above right:
‘Alon Moni Aboutboul and Miri
Mesika in “The Band’s Visit”

Manuel Haran; Marc Brenner

springs to life courtesy of the puppeteers

and our own wﬂ]mmess tojoin Mei and

letouri My Nelgl Totoro
At the heart of the story is fear: two  Barbican, London

girls scared for their mother, a frazzled ok dax

iohb

loving dad, quietly caring

They are precisely and warmly drawn,
with Mei Mac and Ami Okumura Jones
both outstanding and moving as the
funny, redoubtable Mei and the more
troubled, serious Satsuki.
Morton-Smith increases that emo-
tional weight and judiciously expands
the dialogue and a few ch

The Band's Visit
Donmar Warehouse, London
kA

The Boy With Two Hearts
National Theatre, London
ok kA
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otherwise the narr
tothefilm.

It’s not perfect: in fact, the show’s
shortcomings derive from that fidelity.
The pace chafes sometimes on stage —it
«could be shorter, meatier and freer. But
this is a tender, remarkably beautiful
family show that extols kindness and

drolly contrasting performances from
Miri Mesika and Alon Moni Aboutboul).
Threaded through the evening are
multiple examples of heartache. A smit-
ten youth hangs out, hour after hour, by
asilent payphone, waiting for his sweet-
heart to ring; a young couple, exhausted
by early parenthood, snap at each other;
awidower remembers meeting his wife.
The skimpiness of the piece does
undermine it. Most characters have lit-
tle depth and some are barely sketched
at all, such as the tired wife (Michal
Horowicz) and the lovesick lad (Ashley
Margolis). The latter does eventually
lead a joyous song, but it feels frustrat-
ingtohave him sit by awall all
Thenagain, the fragmentary nature of
the show is part of its point. Tiny
changes shift the dial for characters: a
bDy plucks up t the : courage totalktoa
girl; th rings; aclarinettist

leans into the film’s emphasis on a world
as seen through a child’seyes.
To January 21, rsc.org.uk

Totoro is just one of the pieces about
family, love and loss currently on the
London stage. In The Band’s Visit,
David Yazbek’s delicate 2016 musical,
based on Eran Kolirin’s 2007 film, a
chance encounter between two groups
of strangers brings unexpected emo-
tional riches. Here, an Egyptian police
band — the Alexandria Ceremonial
Police Orchestra, to be exact — decked
out in powder-blue uniforms, fetchesup
inaremote Israeli town because of a lin-
guisticblunder at the bus station.
They’re supposed tobe playing ahigh-
profile gig at an Arab cultural centre in
Petah Tikva; instead they find them-
selves outside a sleepy café in the desert
— to the considerable bemusement of
the locals. The point, deftly unfolded, is
that this error quietly does more to draw
these Egyptian and Israeli citizens
together than any official engagement.
“Welcome to nowhere,” sing the
locals, as they warn their visitors that
this is a place where nothing happens.
And that is borne out in the story, which
is low on incident, high on atmosphere.
The band members bond with their
hosts through food, reminiscence and,
above all, music. The lonely café owner
and the starchy conductor share a beau-
tiful and sorrowful evening out and oh-
so-nearly get together (wonderful,

soothes ababy. Michael Longhurst’s pro-
duction rises to this, conjuring a spell-
binding, dreamy atmosphere on Soutra
Gilmour’s bare-bones set and letting the
musicsoar in thisintimate space.

And it’s the music that makes
this show. Yazbek deploys a rich,
intoxicating mix of Arab music, klez-
mer and jazz, which lifts this collection
of vignettes into a fragile meditation
on hope and connection. The band,
sitting on an unfinished wall of
bricks, are superb, lighting up the
evening with soulful trumpet, cello or
violin, lyrical oud, haunting clarinetand
To December 3, donmarwarehouse.com

The Boy With Two Hearts, by Hamed
and Hessam Amiri, has acquired a
sobering topicality since premiering in
2021. Based on the brothers’ own story
(and adapted from their book by Phil
Porter), it follows an Afghan family
forced to flee in terror after the mother
dares to speak out against the oppres-
sion of women. The show opens against
the backdrop of protests in Iran. And
while it’s told with a spry, witty touch
and inflected by the mischievous energy
of the family’s three young boys (played
here by Shamail Ali, Farshid Rokey and
Ahmad sakhi), it never loses sight of the
underlying horror of having to run for
yourlife.

The Amiris’ situation is further com-
plicated by the condition of the oldest
son, Hussein, who desperately needs
specialist medical help for a heart
defect. We follow them on a hazardous
trip across Europe, hidden in lorries,
squeezed into car-boots, freezing in
grim apartments.

Amit Sharma’s production has a
fable-like quality, with the cast of five
narrating the tale and acting out all the
parts in brief tableaux. It’s a limited for-
mat, butit’s vividly delivered and drolly
designed, with settings evoked by illus-
trated subtitles. And while the story is
peppered with details specific to this
family — the favourite dinner, the sib-
ling arguments about football — the
rows of jackets hanging silently above
the stage remind us of all the other
untold, stories.

To November 12, nationaltheatre.org.uk

Clockwise, from
left: Farshid
Rokey, Houda
Echouafni,
Shamail Aliand
Ahmad Sakhi in
“The Boy With

Two Hearts’
Jorge Lizalde/SucioCano

Indie heroine sings her heartout

Angel Olsen
Brixton Academy, London
Hekkok

Arwa Haider

Between the plaintively rootsy sere-
nades of her 2012 debut, Half Way Home,
and the assured reflections of her sixth
and latest album, Big Time (released this
summer), Angel Olsen has worked
through all the feelings. The US singer-
songwriter’s latest material expounds
on love and grief, including the loss of
both her parents; the elation of embrac-
ing her queer identity; the embers of
pastheartache; and the flare of hope on
the horizon. Olsen’s lyrical candour and
melodic hooks have snagged her a
devoted following, and anexcited crowd
greeted her when she appeared on stage
for the yearningly catchy opening
number “Dream Thing”.

Olsen’s compositions exude an old-
time quality, drawing from classic
Americana as well as 1980s-laced pop
choruses. There’s a fragility to her
expressions, but they’re served with
steely energy, and her material sounded
evenmore full-blooded live. The beauty
of her songs’ arrangements came
through as well as the sentiments.

backdrop of a verdant open-country
panorama, somehow felt both intimate
and expansive.

Much of the power lay in Olsen’s own,
distinctively tremulous Midwestern
croon. The 35-year-old indie heroine
came across as unaffectedly charis-
matic: singing her heart out, bathed in
cherry-coloured light. Her audience
rapport was evident when she chatted
between songs in a droll drawl. At one
point she pretended she was about to
play a “ditty” written that day while
“walkin’ around London town”, before
launching into the spikily anthemic
older favourite “Shut Up Kiss Me (from
her 2016 album, My Woman), with the
crowd eagerly chanting along.

It would have been impossible to
cram Olsen’s now extensive catalogue
onto a single setlist — and it might have
been unrealistic to hope for a blast of

Angel Olsen

on stage at

the Brixton
Academy — Redterns

“Like1Used To” (Olsen’s splendid 2021
duet with Sharon Van Etten) — but
she and her band covered plenty of
ground, including a pleasingly playful
“All the Good Times”. “It’s only cute for
so long to be like, ‘T'm so sad,” she
announced cheerfully, before playing a
solo guitar version of “Slowin’ Down
Love” — a late-1970s tune by US folk-
rocker Tucker Zimmerman.

Despite insisting that this would be
the final number, only minutes later she
returned with full ensemble, as well
as American singer-songwriter Tomber-
lin (who had played an impressive sup-
port set earlier in the evening). The
encore cover of “Without You” was a
sweetly surreal endnote to a show that
was part alt-country revue, part spaced-
outreverie.

angelolsen.com
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Olsen’s excellent band were blissfully
locked into the grooves, infusing tracks
such as “Big Time” with warm strings
(steel guitar, violin, cello) and lending
growling bass and tender piano keys to
“Ghost On”. The mood was slow-burn-
ing but the pace never flagged.
The atmosphere, along with the stage

* FINANCIAL TIMES
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The bloc’s leading industrialists are warning about the potentially devastating impact of the energy crisis.
Some companies have already cut production and many fear a permanent loss of business.
By Peggy Hollinger, Sarah White, Madeleine Speed and Marton Dunai

European
industry
digs in for

along
winter

s European b

brace for energy shortages,

workers at one plant in

south-eastern France are

getting a new winter ward-
robe. Saint-Gobain, the French building
materials group, has ordered extra-
warm coats and gloves for staff at its
warehouse in the Alpine town of Cham-
béry, who have agreed to turn down the
heat this winter. In order to cut gas con-
sumption, temperatures will be closer
10 8C, instead of the usual 15C.

“It will be just like working outside so
we have to give them all the tools to
work in an outside environment,” says
Benoit d'Iribarne, senior vice-president
of manufacturing.

Turning down the thermostat is no
mere cost saving for many of Europe’s
industrial companies as they digin fora
hard winter. With energy prices soaring
to unprecedented highs after Russia’s
invasion of Ukraine, it has become a
matter of survival.

Europe’s industrial base employs
some 35mn people or roughly 15 per
cent of the working population. The
bloc’s leading industrialists warned ear-
lier this month about the potentially
devastating economic impact of the
energy crisis.

“Soaring energy prices are currently
precipitating an alarming decline in the
competitiveness of Europe’s industrial
energy consumers,” said the European
Round Table for Industry in a letter to
Ursula von der Leyen, president of the
European Commission, and Charles
Michel, head of the European Council.
‘Without immediate action to cap prices
for energy-intensive companies, “the
damage will be irreparable”.

On the surface, European industrial
companies are putting a brave face on
it — talking about the energy-saving
measures they are implementing and
the other costs they are finding to cut.
While some are looking to coal and
other fossil fuels to get them through the
winter, others talk optimistically about
the green revolution that the crisis is

urTing.
But there is already evidence that
major companies are reducing produc-
tion in some sectors because of the
energy shortage, even before the Wl]ltEl’
kicksin. And I

more. factories and in
future. But first, these businesses have
to get through the winter.

Those that could do so have increased
prices. Cologne-based chemicals com-
pany Lanxess, wluch makes base chem-

A worker at a blast furnace in
Romania, above. Facilities across
Europe are implementing a range of
actions — from halts to shifts in
production, along with less drastic
moves — to cope with the crisis

FT

icals and edients for the phar-
maceuticals market, increased base
prices by up to 35 per cent when energy
costs began to surge.

But price increases will not address
the problem of gas shortages. Paper and
packaging group DS Smith has ordered
its factories to cut consumption by 15
per cent, a voluntary reduction agreed
by EU member states in July. Machines
that used to be idled between produc-
tion runs will now be turned off, and
thermostats turned down. “If we do
things like this and turn down the ther-
mostat from 20 to 18.5 degrees we
reduce gas consumption significantly,”
says Miles Roberts, chief executive.

‘Valeo, the French automotive sup-
plier, has asked factories to reduce
energy consumption by 20 per cent,
with measures such as halting produc-
tion at the weekend and turning down
temperatures during the week. Solvay,
the Belgian chemicals company, says
it is organising its factories to operate
on 30 per cent less gas using alterna-
tive energy and mobile diesel-fuelled
boilers.

Gas is the single most important
source of energy for Europe’s industrial
companies. But gas s also an important
feedstock, used in the chemicals and
fertiliser industries. In total, industry
consumes about 27-28 per cent of the
bloc’s total supply, according to Anouk
Honoré, deputy director of the gas
research programme at the Oxford
Institute for Energy Studies.

But it is not that easy to cut the fuel
out of many industrial processes.
Roughly 60 per cent of industrial gas
consumption is used for high-tempera-
ture processes of 500C and above, such
as glassmaking, cement or ceramics.
“For lower temperature processes,
there are more options to use renewable
energy and heat pumps,” Honoré says.

For that reason some companies are
turning to fossil fuels, in a potential set-
back for the EU’s green transition plans.
Bayer, the German pharmaceutical and
biotech in 2019

to fertilisers to ceramics businesses
warn that they risk losing permanent
market share and could be forced to
move some of their preduction to parts
of the world that can offer cheaper and
morereliable energy.

The alarm bells are ringing among
Eurupe s pu]mclans We are mlclng a

plans to move entirely to renewable
energy. But it has now reactivated coal
“just in case” it is unable to meet heat
needs for production.

Carmaker Volkswagen is running
power plants in Wolfsburg, its largest
site, with coal for the next two winters,
mstead ufsvﬂmhmgmgzs as p]anned as

European industry's voracious
appetite for gas

Breakdown of EU gas demand,

market share, 2019 (%)
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lower this quarter compared with last
year afterit cut production.

Metals trade body Eurometaux says
all of the EU’s zinc smelters have had to
curtail or even completely halt opera-
tion, while the bloc has lost 50 per cent
of primary aluminium production.
Some 27 per cent of silicon and ferro-
alloy output has also been mothballed,
and 40 per cent of the furnaces, it adds.
The fertiliser sector, which relies on gas
asa feedstock, has also been hit, with 70
per cent of capacity offline, according to
Fertilizers Furope. Goldman Sachs esti-
mates that 40 per cent of Europe’s
chemical industry “is at risk of perma-
nent rationalisation” unless energy
prices are contained.

The same story is playing out in the
plastics, ceramics and other energy-
hungry industries. Consultancy Rho-
dium estimates that just five sectors
account for roughly 81 per cent of
Europe’s industrial gas demand: chemi-
cals, basic metals such as steel and iron,
non-metallic minerals products such as
cement and glass, refining and coking,
and paper and printing.

In some of these sectors, temporary
shutdowns are not only costly; often
they are almost impossible to imple-
ment without permanently damaging
equipment.

Saint-Gobain’s d’Iribarne says the
potential for energy reduction is limited
in the company’s glass factories, where
furnaces have to keep burning to keep
the glass from solidifying. “You can’t
reduce consumption by 30 per cent
because that means you would have to
shut down and that would damage the
factory. You would need six months toa
year torestart.”

Arc International, a French glassware
maker, has had to do just that. Normally
furnaces at its plant in northern France
need to run 24 hours a day, making
up abouthalf the factory’s energy usage.
Now the company has idled two of nine
furnaces, and extended the mainte-
nance period on another two, after gas
bills increased almost fourfold this year.
The company has also been hit by a
sudden downturn in demand for some
of its products, says Nicholas Hodler,
the chief executive. As aresult roughly a
third of staff have been put on furlough
two days aweek.

The widespread shutdowns are rais-
ing concerns that the crisis is opening
the door to rivals from regions with
lower energy costs. European manufac-
turers have long complained about the
competitive disadvantage posed by the
bloc’s fragmented energy market. Over
the 10 years to 2020, European gas

their lower-cost plants outside Europe.

1lham Kadri, chief executive of Bel-
gium’s Solvay, says the chemicals group
could step up production of more ener-
gy-intensive products in lower cost mar-
ketsif needed.

“We are looking at how to prioritise
products,” she says “We are a global
company and can leverage assets out-
side Europe to compensate for any
reductioninvolume there”

One Italian steel executive says that
high energy costs and Europe’s carbon
levy are forcing arethink about where to
produce steel, priced at €800 a tonne.

“The priceof gasused tohavea €40 [a
tonne] impact, it has now risen to
€400, he says. “If we add the carbon tax
on top, the overall impact of energy
costs is €600. It makes a lot more sense
for usto move production” to Asia.

Packaging groups Smurfit Kappa
and DS Smith are both locking to their
factories in North America for paper
supplies.

“We are bringing in more from the US
than we have done in the past,” says DS
Smith’s Roberts. “To make paper you
use a lot of energy. In the US it is much
more available and energy costs are
much much lower.”

Experts warn that the longer compa-
nies are forced to shift production from

‘A reduction or halt of the
exXports, even temporary,
risks translating into
apermanent loss of
market share’

Europe, the greater the risk that some
output may never return. Honoré of the
Oxford Institute for Energy Studies says
this happened before.

“When European gas prices were at
relatively high levels between 2010 and
2014, we saw relocation to regions with
lower prices — such as the Middle East,
north Africaand US,” she says.

“Once investment decisions are made

.. itishard to ask companies to come
back,” says Matthias Berninger, a senior
executive at Bayer. “If we were to invest
in a new site that has decades-long con-
sequences”

Lower-margin, gas-hungry commod-
ity producers, such as the fertiliser
industry, could be among the first vic-
tims, suggests Trevor Houser of Rho-
dium. “The economics of producing
natural-gas-based fertiliser in Europe
will be poor for along time,” he says.

The Lh.reat is pa.mcularly E.CLUE incen-

The lasting impact of the shutdowns
across Europe will not be known for
many months. But already the reduc-
tion in output of chemicals, steel and
other critical, basic products is worrying
those further down the value chain.

Companies such as Volvo and Bayer
have begun tostockpile parts and mate-
rials in case suppliers run into trouble.
“Our main concern is not the energy
price but the availability of inputs we
convert into pharmaceuticals,” says
Bayer’s Berninger.

The future of Europe’s gas-reliant
chemicals industry — and in particular
of BASF’s Ludwigshafen site, the largest
integrated chemical plant in the world
— is deeply concerning for some indus-
trialists. Ludwigshafen is a key supplier
to manufacturers of everything from
cars to toothpaste and is the engine of
Germany’s chemicals sector.

“If the German chemicals industry
goes down, three weeks later every sup-
ply chain in Europe hasa problem,” says
Cefic’s Mensink.

Germany’s dominance in the supply
chain with industrial giants such as
BASF means that even companies based
elsewhere are exposed to the fallout of
any gas rationing in the country. “If Ger-
many is not able to supply . . . that will
have ripple effect all across Europe,”
says Saint-Gobain’s d’Tribarne.

Other countries may not have Ger-
many’s industrial heft, but their econo-
mies — and employment — are even
more reliant on manufacturing. The
OECD estimates that Poland, the Czech
Republic, slovakia, Austria, Slovenia,
Sweden, Finland and northern Italy
have the highest shares of employment
invulnerable gas-intensive sectors.

All these countries are scrambling to
offer support to their industries and citi-
zens as the weather grows chillier and
energy demand rises. But many compa-
nies are already looking beyond this
winter to the next, and predicting even
tougher conditions.

“In2022, there were decisive volumes
from Russian sources,” says Nitrogén-
miivek’s Bige. “If this all goes away, it
paints a rather pessimistic picture for
next winter [2023-24]. The proportion
of new gas sources will increase, but the
infrastructure is far from being able to
catchup.”

Arc’s Hodler says the scope for
increasing prices next year will also be
limited. “The real question is whether in
2023 we will see a significant increase in
energy costs,” he says. “We are notgoing
tobe able to pass on all those extra costs
to our customers without seeing a signif-
lca.nl]mpm in vulume
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Imassive deINauskrialsation of the Kure-
pean continent,” says Alexander De
Croo, Belgium’s prime minister.

Saving energy

In the meantime, companies in sectors
from steel to chemicals, ceramics to

papermaking, fertilisers to aummm]ves
are racing to red both

partot itsdecar I
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Even for the lower temperature
industrial processes, alternatives are
unusually scarce at the moment. The
summer’s drought has depleted hydro-
power capacity, while France’s ageing
nuclear reactors are unable to meet
demand due to protracted shutdowns
and mai i ind

to cut crippling energy costs and to pre-
pare for gas shortages over the winter,
should governmentsimpose rationing.

tries, faced with crippling energy prices
and softening consumer demand, have
decided that the best way to cope s sim-

Many are finding i ways to
reduce energy use. French carmaker
Renault, for example, is reducing the
time it keeps paint hot — a process that
accounts for up to 40 per cent of its gas.
demand.

such innovations promise to deliver

16

plytocut

Analysts at investment bank Jefferies
estimate that close to 10 per cent of
Europe’s crude steel capacity has been
idled. ArcelorMittal, Europe’s biggest
steelmaker, expects output from its
European operations to be 17 per cent

Sources: Rhodlum Group Eurostar

Eur rope s overpnced energy
has become more volatile and
more expensive
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Prices were on average two to three
times higher than the US, according to
theInternational Energy Agency.

Thatgap has widened toasmuchas 10
times since Russia began cutting back
supplies. “You can import [fertiliser] for
half the price we can produce at,” says
Jacob Hansen of Fertilizers Europe.

Cefic, the European chemicals indus-
try trade body, peints out that since
March this year Europe has become a
net importer of chemicals by both vol-
ume and value for the first time. “Thisis
seriously concerning,” says Marco Men-
sink, director-general. “We are just way
t00 expensive on a global basis because
of energy costs.”

Inan effortnot to cede ground to com-
Ppetitors, some companies are tapping

1ral and eastern kurope, wiere many
countries have been heavily reliant on
Russian gas. Of Europe’s 45mn tons of
fertiliser production a year, Poland
alone produces 6mn, according to
industry sources. All five of its factories
are idle. Another 3mn tons of capacity
are offline in Hungary, Romania and
Croatia. In eastern Europe, 20 per cent
of European capacity hasshut down.
Hungary based fertiliser-maker

Nit have

BUL there are those WNo belleve the
result of the crisis will be a stronger,
greener industrial base. Companies
such as Saint-Gobain, Selvay and
Smurfit Kappa say they are accelerating
energy-transition plans that were in
place before Russia’s invasion.

Tony Smurfit, chief executive of
Smurfit Kappa, says his company is

“spending three times what we would
have spent” under prmuus plans. So
ther imistic. “This

had to scale back. Zoltan Bige, chief
strategy officer, warns that the implica-
tions of capacity reductions this winter
could be devastating. “If we do not pro-
duce in the summer, the stock does not
accumulate,” he says, to meet demand
‘when itstarts toincrease in the spring.

FINANCIAL TIMES

w1ll accelerate the g]een revolution.
‘years ago there were no options for
green energy and now there are. I think
this will make Europe very green.”
Additional reporting by Silvia Sciorilli
Borrelli, Sylvia Pfeifer, Alice Hancock, Rafe
uddin, Peter Campbell, Lauly Li

Thursday 20 October 2022
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‘Without fear and without favour’

Brussels is right to press Warsaw on rule of law reforms

ft.com/opinion

The European Commission
must stay tough on internal
threats to democracy

o

ary tobe completed, which hardlinersin
Warsaw are loath toaccept.
The threat to cohesion funds, then,
comes on top of the money Warsaw is
eady missil

ible, Hungary, whose recovery plan has
not been approved and which faces sus-
pended subsidies due to its poor record
incombating corruption. There, too, the

isthat Ihe rules govemmgthem require

Anew frontis opening up in th
between Brussels and the EU’sawkward
squad over the rule of law and demo-
cratic governance. Future to

with the EU’s charter of fun-
damental rights, which includes inde-
pendentoounx. Delaying or suspending
would raise the

Poland from the bloc’s “cohesion fund”
— worth up to €76.5bn in the current
seven-year EU budget period — have
been put at risk by its government’s
relentless undermining of its court sys-
tem.

So far the stand-off between Brussels
and Warsaw has focused on money from
the EU’s post-pandemic recovery fund.

financial stakes n the conflict, since the
amounts at risk are much bigger than
those inthe recovery fund.

The stakes are also higher because
Poland’s economic situation is worsen-
ing. The energy crisis has brought a
painful terms of trade shock: the infla-
tion rate has reached 15.7 per cent, and
the IMF expects the Polish economy to

After long delays, Warsaw succeededin  grind toa nearhalt next year.
getting Brussels’ sign- oﬂ'onmreowery Therels never agood time to lose out
some insti on signi ibsidies from abroad,

plan after di
changes that had brought courts under
the thumb of politicians. But before any
funds are released, the plan itself
requires further reforms on the judici-

but this moment is worse than most.
This strengthens Brussels”leverage over
Poland. The same applies even more
strongly to the EU’s other enfant terr-

iic situation is precarious: infla-
tion isabove 20 per cent and the central
bank interest rate isat13 per cent.

Both governments valiantly suggest
that neither has an urgent need for the
money. Thisis half correct — most cohe-
sion funds are in any case years away
from disbursement. But as the UK has
demonstrated, markets can quickly get
worried when a government cannot
convince them how it will fill holes in
the public finances.

The combination of withheld subsi-
dies and a darkening economic outlook
is having an effect. Both countries have
introduced laws ostensibly to address
the EU’s concerns with a defective rule
oflaw — court-packingin the Polish case
and political capture of EU funds in the
other —and an erosion of norms under-
pinning liberal democracy. Neither
effort is anywhere near enough to repair

the damage the countries’ independent
institutions have sustained. But they
show that Brusselsis not as powerless to
counteract threats to its norms at home
asmany had thought.

The commission’s pushback had ear-
lier been not just halfhearted but largely
confined to judicial tools, whether refer-
rals to the European Court of Justice or
invocation of the EU Treaty’s article 7,
which can suspend an offending state’s
voting rights if all other states agree.
Thisachieved little, but the power of the
purse Brussels is now wielding in ear-
nest isclearly focusing minds in Warsaw
and Budapest.

Having flexed its financial muscles
and seen a reaction, Brussels is well-ad-
vised to stick to this course. There are
temptations to avoid confrontation ata
time when an external enemy is trying
to divide Europe. That would be a mis-
take. The external threat to its liberal
democratic model makes it all the more
important for Europe to keep getting
tougher on the threats closer to home.
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Pay no attention to
the 'smug sleepers’

Ber Hickey

C

Jemima
Kelly

¥

sIslump wearily over my

living room table, clutch-

ing my third cup of coffee

and feeling distinctly

nauseous and fuzzy-
headed due to the lack of sleep I am
suffering from — I got “just” six-and-a-
half-hours last night — Iam pondering
a particular breed of pest that my life
seems to be filled with: the smug
sleeper.
These are the people who seem tobe
able to survive — thrive, even — on
precious little sleep; the people who
don’t seem to find exhaustion an end-
lessly interesting and relatable con-
versation topic; people for whom
mornings are apparently just as ener-
gising and joyful as any other part of
the day (see also smug early risers). I
resent these people. If they’re not
making me feel bad for being so sloth-
ful, they’re tempting me into late-

night escapades when I know T have to
getup early the next day. Unlike them,
I am guaranteed to wake up feeling
hideous.

But alas, I know many such types.

Thara’e tha rallanmia whnumitac urithe

VA4

As if to taunt me further a new
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Fed tightening risks a global financial crisis

Your fine editorial (“Global economic
‘warning lights are flashing red”,
October 17) should have gone further
in questioning the appropriateness of
the Federal Reserve’s newfound
monetary policy religion.

At a time when the US economy is
already showing signs of weakness and
‘when the dollar keeps soaring to new
heights, the Fed keeps tightening
monetary policy at a very rapid pace,
not seen since the 1980s when the Fed

was led by Paul Volcker. When US and
global financial and credit markets are
already showing signs of considerable
fragility, America’s central bank is
engaged in quantitative tightening at
the unprecedented rate of $95bn a
menth by not pumping the proceeds of
maturing Treasuries back into the
bond market.

Knowing that monetary policy
operates with long and variable lags,
might the Fed now be engaged in

monetary policy overkill to regain
control of inflation? We're already
seeing cracks in the global credit
markets. But might the Fed be inviting
a global financial market crisis by
continuing to raise interest rates and
‘withdraw very large amounts of
market liquidity at a time when world
financial markets are on the back foot?
Desmond Lachman

Senior Fellow, American Enterprise
Institute, Washington, DC, US

Education: elephant in the
room of UK public policy

Martin Wolf rightly points out that, in
the wake of the "mml Budget, the UK

study on Tuesday

is the “tipping point for had heallh".
Was I to infer from this that 1should
therefore feel just fine on six of seven
hours’ worth of sleep a night? Thank-
fully, Russell Foster, professor of circa-
dian neuroscience at Oxford univer-
sity, tells me not. He stresses that
“there is huge individual variability in
sleep” and that for some people, there-
fore, this tipping point could actually
be six hours or seven, or more.

There’s no magic number for the
amount of sleep we should be getting,
Foster says. Instead, we should be fig-
uring this out ourselves, based on
whether or not we feel we're firing on
all cylinders. An easy litmus test for
this is whether or not we wake up
before our alarm goes off in the morn-
ing — if we don’t, we're probably
underslept.

And not only does not getting
enough sleep lead to poor physical
health because of the increase in corti-
sol level it creates, which in turn sup-
presses the immune system; it also
leads to bad mental health. Foster
citesa 2006 study by a pair of Harvard
researchers, for instance, who found
that people who had not had enough
sleep were more likely to hold on to
negative memories and less likely to
remember positive ones. “Your world-
view is being biased [by] negative
experiences, which means you can
end up making some quite seriously
bad mistakes about how you run your
life,” he says.

The scientific research on sleep can
be confusing, though. And multiple
studies have suggested that long sleep
duration — more than seven or eight
hours a night — is associated with

himhar nanrtalite

must rest dibility as a
matter of urgency, while the brunt of
‘the fiscal adjustment should come
from tax rises rather than spending
cuts (“Restoring the nation’s credibility
will be hard for Hunt”, Opinion,
October 17).

‘Wolf emphasises that Britain’s major
public services are under acute
pressure, particularly the NHS, but
makes no mention of the state of the

ion service. Th
of education from the pubhc policy
agenda of the UK over the past
decade has been an extraordinary
development.

1f the UK cannot get education right,
it wom't get anything right on

growth or indeed tackling social
disorder and rising crime. Since
2010-11, per pupil funding for schools
and colleges in England has been
frozen in real terms according to the
Institute for Fiscal Studies.

Yet it isn't only about money: the
school curriculum throughout the

BANX

K&

outdated and needs serinus refuml_ A
h agenda for imp:

adult skills is essential in Britain’s pﬂst

Brexit economy.

‘We need education at every age of
life to become once again the top
priority of governments.

Patrick Diamond
Professor of Public Policy, Queen Mary

Hacks fuel mistrust and
slow crypto adoption

You report that Binance, the world’s
largest cryptocurrency exchange, has
recently confirmed that it was the
victim of a cross-chain bridge hack
(Report, October 8).

The attackers initially made off with
$570mn worth of BNB tokens.
However, Binance and its validators
took containment actions to limit the
actual damage to closer to $100mn.

Blockchain bridges, which allow
digital asset movement from one
blockchain to another, have been the
target of several hacks during the past
15 months.

Since the third quarter of 2021, $2bn
of aryptocurrency has been stolen in 13
separate bridge hacks.

Interest in the hack initially was
red-hot. Once contained, the crypto
community quickly moved on —

Questions for actuaries in
the LDI pensions debacle

As the dust begins to settle on the
defined benefit pensions liability-
driven investments debacle, crucial
questions remain (“] s search
their souls after LDI debacle”, Report,
October 8).

Were all the actuaries asleep at the
wheel? What is the point of their years.
of training if most actuaries seem to
have missed the biggest risk ina
generation? What was the role of their
governing body, the Institute and
Faculty of Actuaries, which seems
more poodle than Rottweiler?

It appears from a short news item
that I wrote three years ago in 2019 for
your sister publication Pensions Expert
that some officials at the Bank of
England were aware of potential
disasters ahead. Were they so drowned
in volumes of their own copious
research that they could not see the
wood for the trees?

Meanwhile, the Pensions Regulator
has appeared totally out of its depth.

We must not let such a near disaster
ever happen again.

Stephanie Hawthorne
Former Editor of Pensions World (1989~
2017), London SM5, UK

Forget the notion politics
has no relevance to rates

‘When government action
unexpectedly cuts taxation and
increases borrowing, the price of gilts
falls and interest rates rise. This
benefits some as it hurts others,

treating the attack as “business as including fund managers who fail to
usual”. anticipate that change. It also

But each ha our the notion that political
industry, fuels public mistrust of our action has no relevance to a central
space and pushes back crypto bank’s decisions.
adoption. GR Steele
Tom Tirman Emeritus Reader of Economics, Lancaster

Chief Executive and Co-founder, PARSIQ

University Management School,

primary and secondary years is University of London, London E1, UK Tallinn, Estonia Lancaster, UK
UTLOO earenot a reading Kenyan i the it and much more work by
nation,” lamented a origins are colonial. Established in Afncan authors. They also want to
KENYA Kenyan librarian in 1931, it was a whites-only space for 31 | organise its archival material, which is
2015. He did not ‘years, until the British empire began both highly valuable and utterly
‘mean, of course, that ‘to unravel. It bears the name of Sir disordered, containing minutes from
Kenyans can't read — the vast majority W]]llam Northrup Mch]'lan, an early meetings of the city council,
. .y can. He meant simply that most ial British- ican settler it grainy
Na lI'o bl S derive little pleasure from doing so, ‘who bought a large estate just outside | and stacks of old newspapers.
regarding literacy as a more or less ‘Nairobi in 1905. Local notables would The chaotic treatment of historical

library

otz atian

Tegrettable necessity. Growing up in
Nairobi, I often encountered such

often repair to his country seat to
drink and hunt with baronial vigour,

gloomy self- of the

mntinn’s vandinmhahite Dannla #all- ne

and guests are said to have

inelndad Winetam Chiechill and

material in the McMillan reflects, I
think, Kenya's reluctance to address
painful aspects of its past. The

marbraite in a firct_flane snam neaida
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newsletters every night at 2am, dozes
off within “a couple of minutes”, sets
h]s a]arm for 8am and arrives in the
ively brimming with b

There’s the new-mother fashion CEO
friend who's never out of the pages of
Vogue and has the most active social
life I know, on four hours’ sleep a
night, maximum. And then there’s the
cambridge academic father of
another friend who, during a medita-
tion, asked God to grant him the mira-
cle of needing less than the seven-to-
eight hours of sleep he had been get-
ting up until then. He has leapt hap-
pily out of bed after six hours’ sleep
ever since (true story).

1am not of thisilk. In anideal world,
1 would be a nine-hours-a-night kind
of gal, possibly even nine-and-a-half.
Come the weekend, if 1am underslept,
as I often am, I have been known to
sleep in for teenagerish amounts of
time (one recent and lovely slumber
lasted over 12 hours). Am I doing
something wrong? Should I feel
ashamed? should I, too, be asking for
divine intervention, or at least be try-
ingto train myself to sleep less?

Thursday 20 October 2022

[T
But just because sleeping a lot is
“associated” with a higher death rate,
that doesn’t make it sleep’s fault.
“We've got causal evidence that short
sleep is bad for you — we don’t have
causal evidence that long sleep is bad
for you,” Matthew Walker, a neuro-
science professor at the University of
california, Berkeley, and author of
Why We Sleep, tells me. Walker says
evidence suggests the reason studies
have made this link is that those who
are sick tend to sleep more to compen-
sate for this and that, furthermore, the
quality of sleep — which is crucial — is
not taken into account in these studies.
S0 yes, the smug sleepers might
have some kind of strange, peppy
social high ground, but they can keep
it. 1 don’t wish to train myself to need
less sleep — those aren’t wasted hours
as far as I'm concerned; quite the
opposite. I want to savour sleep; uxu-
riate in it. Because whatever Bon Jovi
might say, if you're gonna live while
you're alive then you can’t afford to
putoffsleep till you are dead.

jemima. kelly@ft.com
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FRATAVIRVRALVIY]
grapples with
a chaotic past

by Gisa Tunbridge

UL LI AU, & LU i as
though, by virtue of some inscrutable
law of nature, Kenya must remain an
“oral culture”, eternally estranged
from the written word.

That lugubrious librarian was
speaking, however, to Wanjiru
Koinange, a Kenyan writer who has
long been sceptical of her compatriots’
alleged bibliophobia. For Koinange
and her friend Angela Wachuka, a
publisher, the problem is not that
Kenyans lack interest in books, but
rather that they lack access to them.
“We just don’t have enough spaces in
this country,” Keinange told me, “that
are rooted in information sharing, and
community, and . . . the arts”.

Seeking to redress this defici

Teddy Roosevelt.

Mcmillan is barely remembered
now, but a certain faded grandeur still
clings to the neoclassical exterior of
‘his library. Inside, however, decades of
neglect and under-investment are
impossible to conceal. The paint on
‘the walls is peeling. The ceilings are
‘bulbous with damp. In one room,

R Lh e oar @ s o KL SR LGS
an example. On one wall hang several
colonial grandees, including McMillan
himself. Squinting at them from
across the room is Daniel arap Moi,
the former president who presided
over a brutal one-party state for more
than 20 years, and who delighted in
banning books. In one of the largest
national libraries of a multi-ethnic

about half of the wooden floor tiles demncracy, ‘both racial exclusion and
bt loose and li ttered ‘tyranny are silently
‘beneath the desks. memuna]ued with no

The books reflect the interests and acknowledgment of the

prejudices of long-dead Europeans,
‘their original owners: a few tattered
novels, many hopelessly outdated
technical manuals, and a litany of
ical treatises with titles

Koinange and Wachuka founded Book
Bunk, a non-profit that refurbishes
public libraries, in 2017. They
renovate the buildings, update the
collections and host events to
.encourage young Kenyans to engage
with literature and the arts. Their next
project will be the McMillan Memorial
Library in Nairobi, Kenya’s second-
oldest book collection. Like many

FINANCIAL TIMES

thathaveaged rather badly, such as
origins of Education Among Primitive
Peoples. When 1 visited, it occurred to
me that if Kenyans don’t read much,
‘this collection seems to have been
expressly designed to ensure that this
remains the case.

Book Bunk wants to change this by
modernising the catalogue: more
‘world classics, more up-to-date

contradictions, and no attempt to
reconcile then with now. Coming to
terms with the past means being able
toread, think and talk about it openly.
“The first part of grapplmg with
anything”, Koinange says, “is to stare
it in the face.” Rather than use the
McMillan as a sort of national attic,
into which unsightly heirlooms can be
hastily consigned and safely ignored
ever after, she hopes the library can
one day serve “to show what was,
show what is, but also what can be”.

gisa.tunbridge@ft.com

Opinion

Banks are discovering that holding cash can be lucrative again

Brooke
Masters

A

uddenly, everybody wants

your cash. As recently as last

year, many US and European

banks were actively trying to

get out of holding clients’
ready money because they were awash
with deposits.

The trend was quite extreme in
Europe where central bank rates had
been negative for years. UBS and Credit
Suisse, among others, were charging
their wealth management customers as
much as 0.6 per cent simply for the priv-
ilege of having a large balance in their
accounts. But USbanks too kept cutting
the interest rates they paid on corporate
deposits in the hope of getting custom-
ers to go elsewhere. Money market
funds and mst]tuuonal cash manage-
mentproducts, i

P

next-to-nothing returns, and global
asset managers were still having to sub-
T i e T T A

P

Now the worm has turned. Apple and
Goldman Sachs are teaming up on a no-
feehigh-yield savings account. Some UK
banks are offering regular clients special
savings accounts that pay as much as
5 per cent. UBS has finally scrapped its
cash balance fees, and institutional cash
managers are telling me that they are
actively plying corporate treasurers
with other services to make their offer-
ingsmore attractive.

This, of course, is monetary policy in
action. Rising interest rates and the roll-
ing off of central bank bond buying are
reviving diim memories of what it means
tolive without free money.

Lenders profit by charging more for
loans and credit lines than they pay out
to get deposits. But this “net interest”
income has been squeezed by years of
rock bottom rates. Now it is now shoot-
ing up as banks immediately pass on
higher rates to their mortgage and cor-
porate loan customers, but move more
slowly toraise rates for savers.

Wall Street giants and scrappy

fintechs alike this week have reported
substantial jumps in net interest for the
quarter that ended on September 30,
and the main UK banks are expected to
report a similar bonanza. Slow moving
custodian Bank of New York Mellon was
among the biggest winners, with a
44 per centincrease year on year.

Now that holding cash can be lucra-
tive again, of course more financial

Higher interest rates
bring back dim memories
of what it means to live

since the start of June to $1.55tn,
although some of that is cnmmg out of
choppy equity markets

Other financiers agree that some of
the llquldlty that built up during the
ic is st to drain out. Gary

Investment Company Institute.
Business customers, who have
employees charged with making sure
they get the best rates, are also pulling
out their cash. Corporate deposits at
JPMorgan, Citi and Wells Fargo have
dedlined by nearly $120bn over the past
year. But here, the money is not just
shifting over to institutional money
products. The ICI reports net assets
have dropped slightly since June, and
BlackRock, Morgan Stanley and JPMor-
gan’s cash management units between
them reported nearly $110bn in out-

without free money flowsin thelast quarter.
Some compames are opting to buy
institutions want it. But petitionis  bondst Tising yields.
rising within the banking industry and ~ But many are rethinking their approach

from brokers and asset managers which
offer money market funds and other
productsthat pay better rates.

Even though retail deposits tend to be
sticky, customers read the headlines
and they are starting to go in search of
better deals. US retail money market
funds have seen assets rise 10 per cent

to cash at a time when inflation has
raised the mslufhavmgltdonmhmg

shedlin, BlackrRock’s chief financial
officer, blamed the cash management
outflows on “a general reduction in cor-
porate cash levels”. Volatile markets
have made it harder for some compa-
nies to replace debt that rolls off: high-
yield bond issuance has been sharply
lower thisyear.

k that man
finding they have better use for their
extra money. That may be strengthen-
ingsupply chains and building up inven-
tory, capital expenditure or the peren-
nial favourite, share buybacks.

Moreworrying is theidea that money-
losing companies are running out of
cash now that investors have turned
picky about topping them up. JPMorgan
Chase CEO Jamie Dimon has predicted
that US consumers have six to nine

“During th yone went.
out and raised a lot of money. Now they
are figuring out how much they still
need,” says a veteran cash management
banker. “There’s less lazy cash sitting
around on corporate balance sheets.”

meonths of spending left in their bank
accounts before they pull back and tip
the economy into recession. How many
start-upsareina similar boat?

brooke.masters@ft.com

Business silence
on Kanye West's
anti-Semitism
Is not an option

Ari
Emanuel

t’s not enough for Twitter to lock

the rapper Kanye West out of his

accounts following his anti-Semitic

tweet that he was going to go “death

con 3 on JEWISH PEOPLE.” West’s
businesspartners across the fashion and
entertainment industries also need to
speak out and take action.

Apple and Spotify, which host West’s
music, whoever organises West’s tours,
and Adidas, which collaborates with
‘West on his fashion line, should all stop
working him. The parent company of
Parler, the Twitter competitor, should
refuse tosellto West.

silence is dangerous. It allows forms
of hatred and racism, including anti-

There 1s no way
back for liberal
Conservatism

Robert
Shrimsley

hese are tantalising times

for Cameron Conservatives,

that happy breed of metro-

politan liberal Tories who

rose with the former prime
minister and were so thoroughly routed
in the Brexit battles of the last few years.
The unhappy collision of Trussonomics
with economic reality seems to offer a
return to fiscally prudent, moderate
Toryism, personified by the appoint-
ment of Jeremy Hunt as chancellor and,
effectively, leader.

Hunt, who served in every Cameron
cabinet, has not only promised to be
guided by the principles of “compas-
sionate conservatism” as he seeks to
balance the books, he has also installed
Rupert Harrison, the key aide of former
chancellor George Osborne, as one ofa
small council of economic advisers.
Another ex-Cameron minister, Grant
Shapps, has been made home secretary
in place of Suella Braverman, the hard-
line Brexiter and purveyor of ferocious
anti-immigration rhetoric.

As Tories debate how and when to
defenestrate another leader, all the
mooted contenders — Pennv Mordaunt.

But those who hanker for the days of
globalist, liberal realists should temper
their excitement. There isno such thing
as Brexity Cameronism. Today’s moder-
ate Tories are very different from those
of 2010, a point illustrated by the fact
that Sunak, an early Brexiter and
Thatcherite, is now often described as
being onthe party’sleft.

As important, the economic and
social circumstances which delivered
that metropolitan liberal Conservatism
are gone. Lower taxes are, for now, a
pipe dream. The high tide of globalisa-
tion has passed, harsh geopolitics has
intruded. Brexiters and China hawks
have erected trade barriers to markets
that were strenuously courted in the
“follow the money” Cameron era. Hunt
is right to prioritise regaining financial
credibility, but until costly Brexit pur-
ism is abandoned there will remain a
hole in Tory economic strategy. Even
business tax cuts will not deliver inward
investment if the rest of the world sees
you as a bad bet. The grown-ups may be
back but Brexit has robbed the country
of agrown-up economic policy.

In 2010, Cameron used intreducing
gay marriage to signal that his party felt
at ease with modern Britain. Today such

rans rights, immigra-

i//'/ /

ity, or a non-catastrophic defeat in the
near future. Politics professor Tim Bale
has argued persuasively that the ground
has shifted, creating a values gap
‘between Tory MPs, who veer towards
‘both political and economic liberalism,
and their voters, who are more socially
conservative and interventionist. They
‘want governments to protect them from
social evils. Tories also fear leaving a
space on the hard right for a traditional-
ist, Faragist party on issues like immi-
grationand so-called culture wars.
Thisleaves only two viable paths and,
given the demands of its voters for
decent public services plus the Brexit
cost to the British economy, neither
leads to a meaningfully low-tax future.
The first points towards rebuilding the

lition but without him orhis

tion and cancel culture: even main-
stream Conservatives use them toshow
they side with those who think progres-
sive values have gone too far.

The base of people minded to vote
Conservative has shifted. The Brexit

Brexity Cameronism does
not exist. T

'oday’s moderate
Ao

cakeist economics; the other isaretreat
into nativist social conservatism.

The first and more likely path,
if Truss falls, is a more mainstream,
fiscally responsible leader, a Brexit
pragmatist. Where possible, financial
pain will be pushed up the income scale
and social conservatism answered with
a hard line on law and order. This path
offers a slim chance of recovery in the
polls but, given looming cuts, may only
pareback the scale of defeat.

The second path is more likely after
a bad election loss. There is a pattern
of behaviour among newly defeated
political parties which sees aretreattoa
puristbase.

In this scenario the Tory party would
pledge to throttle back immigration,
even at the expense of growth, and
promise to leave the European Conven-
tion on Human Rights. There would be
Brexit purism, sharp dividing lines on
social attitudes and illegal refugees, and
a defence of the British empire. Tax cuts
would again be promised. funded by

That approach was personified by
Braverman who talked of dreaming
about deporting illegal immigrants and

the “tofu-eating wokerati”. It is no acci-
dent that she had been steadily climbing
the rankings in the ConservativeHome
members poll which foretold the suc-
cess of Liz Truss. Her views have a solid
constituency in the party and her resig-
nation letter makes clear her side will
fight for them.

This path is along-term threat to Con-
servatives. Buthigher education and the
death of older voters are pushing the
country inthe other direction. For all his
populism, Johnson knew he needed lib-
eral Tories and was careful not to fall too
far down the reactionary rabbithole.

So Tories have two available futures
but one leads to a long exile. Recent
events suggest the party veering away
from the second path but the Truss
experiment has shown us to be wary of
calling the bottom of a political market.
Thereisalwavs another rung down.

to spread and become nor-
malised. It coarsens and degrades our
society and country.

This wasn’t just one tweet. Shortly
before his ugly return to Twitter, West
was locked out of his Instagram account
for an anti-Semitic post. And now Vice
has obtained unaired footage from
‘West's interview with Tucker Carlson on
Fox of West “making bigoted state-
mentsabout Jewish people”.

We know that hatred is on therise and
is surfacing in troubling ways — from
publicfigures of all kinds. Injust the past
few weeks, both LA City Council mem-
ber Nury Martinez and Alabama Sena-
tor and former college football coach
Tommy Tuberville were exposed for
their deeply offensive, racistremarks.

West is not just any person —heis a
pop culture icon with millions of fans
around the world. And among them are
youngpeople whose views are still being
formed.

T'he rapper has millions

of fans, many of whom

are young people whose
views are still being formed

This is why it is necessary for all of us
to speak out. Hatred and anti-Semitism
should have no place in our society, no
matter how much money is at stake.
According to the Anti-Defamation
League, anti-Semitic incidents in the Us
were up 34 per cent in 2021 over the pre-
vious year.

Some of West’s behaviour has been
dismissed over time, citing mental ill-
ness, given that he was diagnosed
with bipolar disorder after being hospi-
talised in 2016. However, mental illness
is not an excuse for racism, hatred or
anti-Semitism. Millions of people
affected by mentalillness do not perpet-
uate hateful ideologies. Others brush his
comments off as just words, but hateful
words far too easily become hateful
actions.

In2006, Mel Gibson made an anti-Se-
mitic rant after being pulled over for
driving while drunk in Malibu, califor-
nia. I immediately called on the enter-
tainment industry to refuse to continue
working with Gibson.

https://digital.olivesoftware. com/ol|ve/odn/ftaS|a/pr|ntpages aspx’7doc FTA%2F2022%2F 10%2F20&ts=20221019193234&uq=20220804103507
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coalition bled by Boris Johnson is
now the only plausible path to a major-
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from those of 2010

1o

supposedly pamless spend.lng cuts and
imaginary wars on Whitehall waste.

robert.shrimsley@ft.com

Yes, several years later, I recom-
mended him for roles. But that was only
after Gibson’s public apology and his

i ing the con-

us POLITICS

Edward
Luce

‘magine that a superpower declared
war on a great power and nobody
noticed. Joe Biden this month
launched a full-blown economic
‘war on China — all but committing
the US to stopping its rise —and for the
most part, Americansdid not react.

To be sure, there is Russia’s war on.
Ukraine and inflation at home to
Ppreoccupy attention. But history is
likely to record Biden’s move as
the moment when US-China rivalry
came out of the closet. America is
now pledged to do everything short
of fighting an actual war to stop
China'srise.

Itis not clear that corporate America,
or its foreign counterparts, have fully
digested what is about to hit them. For
decades, serious businesses have based

Containing China is Biden's explicit goal

their growth models on having a China
strategy — whether it be by exporting to
China, or producing there, or both.
Unless a company’s product is, say,
luxury goods or agricultural commodi-
ties, Biden’s technological decoupling
will hit their bottom line. His escalation

US semiconductor chips. They extend to
any advanced chips made with US
equipment. This incorporates almost
every non-Chinese high-end exporter,
‘whether based in Taiwan, South Korea
or the Netherlands. The ban also
extends to “US persons”, which includes

also marks a final break with decades of
Us foreign policy that assumed China’s
global integration would tame its rise as
agreat power.

America’s conversion to China con-
tainment is bipartisan. It was one thing
for Donald Trump to target Huawei and
ZTE, the Chinese telecoms conglomer-
ates, and aim for managed trade. It is
another for Trump’s Democratic
successor to isolate China’s entire
high-tech sector. It is notable there are
no prominent voices raised in either
political party against US-China decou-
pling. Washington’s China politics is
now about which party can get more to
theright of the other.

There are two bigrisks to Biden's gam-
ble. The firstis that America is now close
to making regime change in China its
implicit goal. The new restrictions are
not confined to the export of high-end

d hold wellas US citizens.
That presents a binary choice between
‘America or China. Most will choose the
US. But there are tens of thousands of

National security has
ynce again become
the lens through which
Washington sees the world

Chinese green card holders who will
now be inclined to believe Beijing’s
claim that there can be no such thing as
divided loyalty.

The hit to China’s economy will be far
‘bigger than the word “semiconductor”
implies. Biden’s move draws on the
premise that any advanced chip can
‘be used by China’s military, including

for nuclear weapon and hypersonic
missile development. It is also meant
to undercut China’s goal of dominating
global artificial intelligence by 2030.
But all such chips are dual use, which
means that the US is now committed
to blocking China in all kinds of civilian
technologies that make up a modern
economy.

In most American and many western
eyes, such steps look like a fair responise

decades of Chinese intell prop-

before turning to his vow of fixing the
Taiwan problem. Biden could have
made a violent resolution to China’s
Taiwan policy more likely. He could
equallyhavegiven Xi pause for thought.
‘Wewill find out.

‘What we do know is that national
security is once again the lens through
which washington sees the world.
Rest in peace “the world is flat” and the
“end of history”. The US has endorsed a
metricin which China’s rise is

erty theft that has fuelled its mlhmry
growth. In Chinese eyes, it will look like
the US wants to keep communist China
permanently down. It is no great leap
from that to regime change.

The more imminent risk is that
Biden’s gamble could prompt Xi Jinping,
China’s president, to accelerate his
timetable for Taiwan ification.
The island state is by far the world’s
largest maker of high-end chips.
That Biden’s move took place shortly
before China’s 20th party congress,
which ends on Saturday with a likely
third five-year term for Xi, is notable.
Many China watchers think Xi wanted
to put the party congress behind him

FINANCIAL TIMES

seen as being at America’s expense. You
could say that Biden i 15 belatedly react-
ingtowhat China ha:

sequencesofhisactions.

He put in the work. “There is no
excuse, nor should there be any toler-
ance, for anyone who thinks or
expresses any kind of anti-Semitic
remark,” Gibsonsaid.

I agree. It was true then and it’s true
now. We are all capable of learning and
evolving, and if West would like to be
educated about the history and conse-
quences of anti-Semitism and the con-
spiracy theories he’s parroting, if he
wants to reach out to religious leaders —
including rabbis, Muslim leaders, Chris-
tianleaders —I'd be happy to help.

But until that happens, the leaders
he’s doing business with need to speak
up. Our clients LeBron James and Mav-
erick Carter just cancelled an episode of
James’s YouTube talk show The Shop:
Uninterrupted after West continued to

for years — with increasing unsubtlety
by Xi. But that is hardly reassuring. It
means that the world’s hegemon and its
only serious rival now see each other
through the same lens. As is usually the
case in history, nobody else gets much
of asay.

Will Biden’s gamble work? ’'m not
relishing the prospect of finding out. For
better or worse, the world has just
changed with a whimper nota bang. Let
us hopeitstays that way.

edward luce@ft.com

repeat stereotype during
filming. “Hate speech should never
have an audience,” said Carter.

Those who continue to do business
with West are giving his misguided
hate an audience. There should be no
tolerance anywhere for West’s anti-
Semitism. This is a moment in history
where the stakes are high and being
open about our values, and living them,
is essential. Silence and inaction are not
anoption.

The writer is chief executive of Endeavor,
an entertainment and media company
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UK bank tax:
Christmas gone

Christmas is approaching but UK
banks must feel as if they are still on
Santa’s naughty list. After a decade in
the doldrums, the gift of rising interest
rates has arrived. The pleasure could
be shortlived. UK chancellor Jeremy
Hunt is reportedly preparing to source
much-needed government revenues
from the coffers of banks in order to fill
a fiscal gap of at least £40bn.

A tax on an unpopular sector may
appear the easiest solution. To some,
UK banks are mere utilities. But as
conduits of capital through the
economy, more taxes on them further
clog the financial system. For
shareholders, a potential single-digit
percentage hit to earnings offers little
consolation.

Asit stands, banks pay an effective
tax rate of 27 per cent, comprising 19
per cent corporation tax and 8 per cent
bank surcharge. On top of this, there is
an existing bank levy on certain
liabilities. With corporation tax setto
rise to 25 per cent, even a reduction in
this surcharge will mean an increase. If
lowered to 5 per cent, the effective tax
rate goes to 30 per cent.

That is pocket change, adding
perhaps half a billion pounds annually
to the Treasury at the lower end. Some
will bay for even more taxes.

Share price reactions on the day
reflected worry about earnings. Lloyds
and NatWest, which are the most
exposed, fell up to 4 per cent and 3 per
cent respectively at one point. But
consider that two-year forward
earnings expectations for the sector
have risen by half since the start of the
year in line with the rates outlook,
according to Refinitiv data.

Bank share prices have dropped 5
per cent since the start of the year asa
recession approaches. The sector has
never been cheaper on a forward price/
earnings multiple of about 5 times.

One positive is that a tax on profits
would avoid interfering with the Bank
of England’s monetary tightening.
Previous floated proposals to lower the
rate earned on reserves parked at the
BoE would have effectively loosened
policy on overnight rates.

With UK banks reporting third-
quarter results next week, politically
adept chief executives may well try
their best to play down improving

profits. Lex has noted that net interest
income should bounce by about a fifth
year on year for NatWest, Lloyds and
Barclays’ UK bank. To help offset any
largesse, expect higher loan
provisioning in the second half of 2022.

Netflix:
ad break

Netflix is valued as if user growth were
the most important metric. Vast
content commitments, losses and high
debt have been tolerated so long as this
number rises. When it fell, so did the
stock. Netflix’s solution is to stop
reporting guidance for the number.

Apple stopped reporting iPhone unit
sales in 2019 after growth flattened. It
pushed investors to look at revenue,
where higher prices made up for lower
unit sales. The nudge worked.

But Netflix is banking on high
revenue growth that is not certain. In
November it will launch an advertising-
supported subscription tier. At $6.99
per month, it is less than half the price
of the ad-free rate and cheaper than
rival services. The hope is that this will
erase the damage done by two
consecutive quarters of subscription
falls. But it risks cannibalising its users
and lowering average revenue per user.

Netflix claims rivals are in worse
shape, collectively losing $10bn a year.
But its dismissal of the competition has
not persuaded. In the third quarter,
subscriptions rose by 2.4mn. A return
to growth lifted the stock 13 per cent in
after-hours trading, though it remains
down on the year and is
underperforming the S&P 500.

Netflix has gained 223mn
subscribers, become a global brand and
won Oscars. But it has drawn imitators
that have chipped away at growth.

Some of the panic is unfair.
subscriber losses followed 37mn
additions in 2020. Churn makes sense.
Free cash flow is positive. But Netflix
lacks the alternative stream that a rival
such as Disney can lean on. Addingad
revenue is welcome, though it is
entering as Disney makes the same
move and the digital ad market isina
downturn. still, if it could add $2bn in
ad revenue plus $2bn from subscribers
on the ad-supported tier, it would Lift
2024 revenue above $41.5bn and
return growth to pre-pandemic levels.

The gloomier forecast is that Netflix

.
ASML: chips to go
Chips are used in consumer elecfronics and other products exposed to the risk of a recession. The markef is
also concerned about ASML's exposure to the Chinese market following US export controls. Despife the

Dutch group’s industrial position, the stock has been marked down.
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ASML — which sells the kit required
to make the very best sort of
semiconductors — seems to be
walking on water. In an industry
buffeted by recession fears and the
US-China chip fight, its machines are
selling better than expected and it
has more orders than it can handle.
‘What's going on?

The answer is that ASML, with a
€161bn market value, leads the pack.
in what remains — despite cyclical
headwinds — a growth industry. If we
really are to live in a world in which
fridges order milk, cars drive
themselves and computers write
newspaper articles, that requires
alot of processing power.

ASML's new exireme ultraviolet
(EUV) lithography units are mission-

encourages existing subscribers to
move to the lower tier and fails to win
many new joiners.

Swiss Re:
weather strains

Swiss Re, which acts as a backstop to
insurers, is set for another quarterly
loss. It expects a $500mn net loss in the
‘third quarter. Blame Hurricane Ian,
‘which hit Florida last month.

‘The Swiss reinsurer is set for claims
of $1.3bn from the storm. Hurricanes,
‘while horribly destructive for people in
their path, are in the normal course of
‘business for insurers. Swiss Re shares
are therefore trading at about SFr74,
down less than both the Swiss market
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critical for ambitious chipmakers.
They use tiny wavelengths to print
more powerful chips.

No one else makes them — yet.
And there aren’t enough of them
to go round. Pricing power would
explain why ASMLs operating
margins touched a record high of
35 per cent last year, and why analysts
are forecasting they will remain high
into 2024.

This advantage will shield ASML
from cyclical and geopolitical
Theadwinds, for some time at least.
Customers exposed to softening
demand may push their orders back.
But there are lots more waiting in
the queue.

Meanwhile, the company reckons it
will suffer little direct effect from US

and other European insurers in the
past six months. The shares are not
expensive, trading on a 2023 price-to-
earnings multiple of under 7 times, less
than rival Munich Re’s 9 times,
according to Bloomberg data. Its Swiss
solvency ratio of 274 per cent as of July
suggests a strong capital position.

Reinsurers provide financial
protection for insurers. Some are
reducing their exposure to natural
disasters. Not Swiss Re. Insurance will
be needed no matter how deep the
downturn. Swiss Re regards it as
important for driving future profits
growth. Cover prices are rising,
supporting its earnings.

Swiss Re will benefit, too, from rising
interest rates, which will help its
investment income. Too bad the
market prices of many of these assets
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P&G/Nestlé:
brand disloyalty

Brand loyalty has its limits. Amid
soaring input costs, multinational
consumer goods groups are passing on
higher prices to end consumers.
Results yesterday from Procter &
Gamble suggest shoppers have had
enough.

So much for devoted customers. The
maker of Tide detergent, Bounty paper
towels and Pampers nappies warned
that full-year earnings would be at the

50 low end of its forecast. Expect more
copllEn oz (@ downgrades in the sector as inflation
Source: Refinltiv bites into household budgets.
Headline figures at P&G flatter to
measures against China, as ASML deceive. While organic sales rose 7 per
is a European manufacturer. cent in the fiscal first quarter, price
However, indirect impacts from increases of 9 per cent made the real
the ing of Chinese d d are ‘Volumes fell in all P&G
a bmer concern, with 15 per cent of pmduct categories except grooming,
third-quarter sales coming from the which was flat. A stronger dollar has
country. But here, too, its €33bn also hurt. P&G generates more than
order backlog lasting into 2024 half of its sales from overseas. Indeed,
should cushion the blow. little of the price increases fell through

ASML cannot diverge from broader
market forces forever. The stock
market clearly has its doubts given
that it has marked down ASML stock
around 40 per cent since the start of
the year, broadly in line with the
global chip sector. Given ASML's
industrial position, that suggests that
investors see this latest downturn for
semiconductors as something more
than a dip.

have slumped The group can
ect a b back from

its life and hea]l.h division, hit by the
tail-end of coronavirus in the first half.

Reinsurers prove their worth when
times are hard. Covid-19 should help
Swiss Re over the long term as the
disease’s spread has demonstrated the
wvalue of health insurance. Diseases and
natural disasters are at least
uncorrelated with economic woes.

Nevertheless, it acknowledges it is
unlikely to meet its 2022 target of a
10 per cent return on equity, given the
impact from natural catastrophes. But
that is the nature of the business.

Swiss Re holds to its medium-term
goal of achieving a 14 per cent return
on equity in 2024. Investors should
benefit from its robust qualities in
recessionary times ahead.

to the bottom line once currency
headwinds were factored in, crunching
margins. Overall earnings fell 4 per
cent during the quarter despite
revenue rising 1 per cent.

Nestlé has a similar story to tell.
Analysts reckon sales volume stalled at
the Swiss maker of KitKats and
Nespresso capsules during the third
quarter. Unlike P&G, it has the benefit
of a currency tailwind. The greenback
has gained 9 per cent against the Swiss
franc this year. Both Nestlé and P&G
get credit from investors for their
defensive qualities. They trade at
around 22 times forward earnings, in
line with their five-year average.

But Nestlé may be a better choice.
The Swiss group gets about 18 per cent
of its sales from petcare. Penny-
pinching shoppers may trade down to
generic brands for household staples
such as paper towels. But they are
‘more reluctant to do so for their pets.

In the US, JM smucker and General
Mills both have large pet food
businesses and have outperformed the
wider market. Pets can be finicky
eaters. Investors could be equally picky
about big consumer groups.

. Lex on the web
For notes on foday’s stories
go to www.ft.com/lex
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ACROSS
1 US footballer paid for an iffy doctor,
according fo Spoener (1)
7 Fix Canadian truck 3)
9 Child is a boy (according to Johnny
Cash) G)
10 Confagious disease? Alternatively,
knocks hack mineral (9
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11 Family doctor, inexperienced, new,
wearer of shell suit (4,5)

12 Mysterious driver fransporting northern
rock star (5)

13 At home, hates being made to work
hurriedly 25)

15 See 18

18, 15 Daughter introduced to posh boy
working here at Dents (4,4)

20 Diva out of bed, taking ecstasy fo
improve her mood (5.2)

23 Joey sat without a perch (5)

24 Former requirement for care of new car
that's arresting? (7.2

26 Invited round fo demolish saké and
port? (5.4)

27 Turn away commercial, needing day off

28 Cathedral city, English with lovely walls

29 A worker in 18, 15, the winner of What's
My Line? (5,6)
DOWN

1 Botch job for speedy F92 (53)
2 Arabs in Thessaloniki partial fo a drink?

®

3 European inland port shipping out an
idiot (5)

4 Notes circulating Florida fo stimulate
the economy

5 Former student Paul Hulme regularly
trashed Rising Sun (7)

6 Ben Stokes almost fails fo collect runs -
one goes by the wayside (9)

7,8 Rock, rap, reggae put in song in
workplace of Mike and the Mechanics?
®6)

14 Crammed, Devon & Cornwall got
exciting after leaving hotel (72)
16 Poor German in this newspaper piece

@
17 Single lady (Miss) pins Terylene trousers
@

19 Crudely put, your eleciric commercial
vehicle is capital (7)

20 Playing clarinet missing one key (7}

21,22 Goff service? See my Korean guy in
dirty overalls (6,6)

25 Angry rodent that is going around (5)
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