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INTERNATIONAL

Eastern Europe

Russian ‘dirty bomb’ claims rejected

Moscow allegation viewed
by west as pretext to
escalate war in Ukraine

MAX SEDDON — RIGA
ROMAN OLEARCHYK — KYIV

was requesting support from the UK,
Kirillov claimed. He provided no evi-
dencefor hisallegations.

Ukraine has vehemently rejected
Russia’s accusations as “dirty black-
mail”. Kyiv has said Moscow is seeking
to pressure western powers into drop-
pingsupport for Ukraine and pushing it

eastern and southern parts of the coun-
try, which he now deems part of Russia.
Putin said he wasready to use “all the
means at our disposal” to defend Russia
after announcing the unilateral annexa-
tion of four Ukrainian regions last
month. On Sunday, defence minister
Sergei Shoigu set alarms ringing in Nato

have seen nothing to indicate that the
Russians have made a decision to
employ nuclear weapons,” a senior mili-
tary official said.

The warnings from Kirillov, who com-
mands troops responsible for dealing
with radioactive contamination rather
than for readying nuclear forces, echoed

Russia’s defence ministry has “readied  toacceptapeacedealonRussiasterms.  capitals by initiating calls with his US, KyiV has previous unsubstantiated Russian
forces and capabilities” to deal with Washington, London and Paris, Natos UK, Frenchand Turkish counterparts to . claims that Ukraine was preparing to
radioactive contamination following three nuclear powers, issued a joint  discussRussia’sclaim of a “dirty bomb”. said use biological weapons inthe conflict.
Moscow’ iatedand disputed  statement yesterday saying Russia’s “Our countries made clear we all Moscow is In a similar presentation in March,
claims that Ukraine is develﬂpmg a  claims were “transparently false”. They  reject Russia’s transparently false alle- N Kirillov accused Ukraine of settingup a
“dirty bomb”. warned Moscow againstusingthemasa  gations that Ukraine is preparing touse SCCklI‘lg to network of US-backed labs he claimed
Igor Kirillov, der of Russia’s  pretext hewar in Ukraine. adirty bomb onits own territory;” Paris, pressure developed “bioagents capable of infect-
nuclear, chemical and biological Kirillov’s briefing marked the first Washington and London said. “The ing specific ethnic groups” and studied
defence forces, yesterday said Ukraine  time Russiahad raised itslevel of prepa-  world would see throughany attemptto ~ WESteIrn how migratory birds could spread the
wanted to spread radioactive material ration for potential nuclear usesincethe  use this allegation as a pretext for esca- powers into PathogensintoRussia.
onits own country with the intentionof ~ early days of President Vladimir Putin’s  lation. We further reject any pretext for N Ukraine accused Russia of making the
framing Russia to undermine support ~ war eight months ago. It follows warn-  escalation by Russia. dropplng claims to lay the groundwork fora possi-
for Moscow worldwide. ings from the Russian president that he However, the US has assessed Russia support for ble chemical or biological weapons
Kyivwas allegedly reaching the “final  stood ready to use nuclear weapons to  hasnot decided to deploy nuclear, bio- N attack thatdid not materialise.
stage” of building a nuclear weaponand  fend off Ukrainian: in logical or chemical weapons. “We still Ukraine Additional reporting by Felicia Schwartz

GLOBAL INSIGHT

Attempts to compare
economies of UK and
[taly are overblown

t'sa fashion of late to compare the UK toItaly. Because
yields on their government bonds are at similar levels,
commentators have been keen to claim that Bnt:un
hasb

h

But ﬁscalpmﬂ.lgacyls moreareality forthe UK than
ithas been forItaly over the past 20 years.

UK gilt prices dived on the outgoing prime minister’s
announcement of large unfunded tax cuts. Drastic U-turns
on nearly all the promises, a return to austerity and a
record-quick defenestration have stabilised markets but
leftreputations shredded.

hile, Italy has just d its next finance
minister after the election victory last month of Giorgia

Brexiter who supportslow

taxes is more popular than

other Tories among Remainers

HENRY MANCE — LONDON

Rishi Sunak has bungee-jumped back to
the top of British politics. Just last
month, his prospects plunged when he
was soundly beaten to the Tory leader-
ship by Liz Truss. He was banished from
the cabinet and forced to deny rumours
he would leave Westminster altogether,
perhaps towork in finance inthe Us.

But Sunak’s warnings about Truss’s
unfunded tax cuts proved prescient
more quickly than he could have

. Having trounced rival candi-
dates among Tory MPs, he will be
invited by King Charles to form a
government.

Sunalk, 42, will be Britains first non-
white prime minister — as well as the
first with an MBA and a past life at Gold-
man Sachs. Politically, he is a contradic-
tion. He isarightwing Conservative who
has relied on the centre and left of the
party for his support.

A Brexiter and an advocate of low-tax
free ports, he is more popular than other
Tories among voters who wanted the
UK to remain in the EU. That has much
to do with his role as finance minister

Profile. Rishi Sunak

Pragmatist boasts allies on right and left

out of touch. He is slightly obsessive
about Star Wars and Coca-Cola (he has
seven fillings). He was ph

Meloni’s arch: vative coalition. The choice fell on
Giancarlo Giorgetti, the former minister of economic
development under Meloni’s predecessor, Mario Draghi,
who promoted a “debt brake” for Italy and is considered
busmess friendly. He takes control of a primary budget

interest pay that has been in surplus
for nearly twodecades.

This isnot the case for the UK, which has recorded a defi-
cit for most of that time. In fact, without debt interest pay-
ments, Italy hasrun a budget surplus similar to that of Ger-
many. It has showed much mnrefmgahly thanthe UK and
than the f the most it mtries

working with a heated travel mug that
sold for almost £200. Last April, he
admitted he had held a US green card
until the previous year, and that his wife
had benefited from non-domiciled sta-
tus, allowing her to avoid UK tax on her
foreign earnings while he was finance
minister. She agreed to pay UK taxes.

Thescandals around Johnson also put
sunak in abind. When the prime minis-
ter falsely smeared opposition Labour
leader Sir Keir Starmer for not prosecut-
ing paedophile Jimmy Savile, a BBC pre-
senter, in a previous role, Sunak gently
distanced himself. But he did not resign
in protest over Downing Street parties
during lockdowns. Indeed, he was
tarred himself, paying a £50 penalty for
attending Johnson’s birthday party in
the cabinet room.

In July, as more scandals mounted,
Sunak resigned from the cabinet — min-
utes after Javid, then-health secretary,

Sunak will be Britain’s first
non-white PM as well as
the first with an MBA and
pastlife at Goldman Sachs

The UK’s ill-fated fiscal announcements last month,
whichled to the d f Liz Truss’s p ship, would
probably be closer to Italy’s fiscal chmces in the 1980s,
when rapid increases in government spending were not
matched by corresponding rises in revenues, resultingina
surge in government
debt.

The accumulated gov-
ernment debt still weighs
on Italy’s fiscal and eco-
nomic outlook via the
highest payments in the
OECD. Coupled with the
need for structural
reform, Italy’s economy
has largely d for the past two decad. d
witha 30 per cent expansion for the UK andGermany This
makes reducing Italy’s debt-to-gross domestic product
ratio, the second largest in Europe after that of Greece, par-

ticularly difficult.

This is what is risky about Italy for investors, not recent
fiscal profligacy.

“The concerns in financial markets about the UK stem
from a very accommodative fiscal stance, despite budget
deficits already being high and a trade deficit on the back
of that,” said Bert Colijn, senior economist at ING. “This
stands in sharp contrast with Italy, which suffers from high
legacy debt from the 1980s and 90s, while they have actu-
ally delivered primary fiscal surpluses for most of the past
two decades.” Tlus means “Italy has a structural problem

Without debt
interest payments,
Italy hasruna
budget surplus
similar to Germany

did the same. Johnson resigned two days

during the Covid-19 pandemic, dishing  High office: his future wife, Akshata Murty, dlugh Smmkslepped up. Hisinitial challenge  later, and his supporters did not forgive
out billions of pounds of subsidies, as  Rishi Sunak ter of Narayana Murthy, billi e was findingtaxrises  Sunakrolein his downfall. In the ensu-
well as his suave, metropolitandemean-  outside his founder of IT company Infosys. to pay for Johnson’s spending. Within  ing leadership contest, the former
our. After the chaos of Truss and Boris ~ campaign In 2014, Sunak was selected as the  weeks, he was dealing with a pandemic. ance minister promised Tory mem-
Johnson, Sunak’s appeal is that he headquarters Tory candidate for the safe seat of Rich- ~ He seemed remarkably unflustered. His ~ bers fiscal conservatism and “a
Pprojects competence. in London mond, North Yorkshire, in the northof ~ signature measures included the fur-  grown-up conversation where I can tell

Raised in Southampton, on England’s  yesterday England. As a southerner and a Hindu  lough scheme and Eat OuttoHelpOut—  you the truth”. That was a strategic mis-
south coast, heis thegrandson of Indian =" MekaReuters teetotaller who does not eat beef, he  a popular subsidy for eating in restau-  take: party members did not seem to

migrants who arrived from east Africa
in the 1960s. His father was a doctor and
his mother ran a pharmacy. He was
head boy at Winchester College, an elite
pri ‘hool, then studied phi
politics and economics at Oxford
university.

Initially, he seemed more taken by
business than politics. He joined
Oxford’s investment society, not its
debating union. He spent three years at
Goldman’s private equity arm, did an
MBA at stanford and then worked as an
analyst for hedge funds TCI and
Theleme Partners. At Stanford, he met

faced local scepticism but was elected as
an MP in 2015. He backed Leave in the
EU referendum but was ton junior to

rants in the summer of 2020, which did
not include incentives to eat outdoors
and which was later implicated in fan-

havean impact on th

sSunak did not rebel against former
prime minister Theresa May’s Brexit
deal, his pragmatism apparently com-
ing to the fore. He was squeaky clean,
hisambition evident to all. His ministe-
rial break came after he backed Johnson
for the Tory leadership. He was made
deputy to finance minister Sajid Javid,
and when Javid resigned in2020, amid a
power struggle with then Downing
street chief of staff Dominic Cummings,

ning Britain’ssecond Covid wave.

In a government that delighted in
bashingcivil servants, Sunak was a min-
ister respected by his officials. Allies
later claimed he had not taken a holiday
during his two years as finance minister.
“Thave been an appalling husband and
father for the past couple of years. It’s as
simple as that,” he said this year.

As the pandemic waned, Sunak’s

h

want to hear about hard realities, opting
instead for Truss’s boosterism and tax
cuts.

During the contest Sunak also prom-
ised to review or repeal all 2,400
retained EU laws within his first 100
daysas prime minister. He struck a criti-
«cal tone about coronavirus lockdowns,
saying scientific advisers had had too
muchinfluence.

‘When Truss took office, Sunak went
toground, trying to shed his image asa
plou:er ‘When she resmled he was the

Teflon image becam d. For all
his slickness, he could appear geeky and

pick up the pi
See The FT View and Lex

ofl th and high debt, while the UK’s con-
cerns seem mainly related to the very expansionary
budget proposals”, Colijn added.

Even Italian households donot live beyond their means.
Italy’s households have one of the lowest debt-to-GDP
ratios among all advanced economies, well below that of
the UK and even lower that of Germans.

Overall, Italy is not spending more than it can afford, as
it registered a healthy current account surplus until the
energy crisis this year. The measure, which tracks how
much more a country is importing than it exports, the
value of foreign investment flowing in and out of the coun-
try and its net remittances, is deeply negative for the UK.
In fact, the UK is running one of the largest current
account deficits among advanced economies, adding to
uncertainties for investors.

Rather toomany have f d
otyped image of the Itali;
reader’s opinion away from the real issues affecting the
country. In other words, commentators have preso lucciole
per lanterne — they thought they were fireflies but they

lanterns — an Italian idi they got it wrong.
This column was first published online on FT Alphaville
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Health concerns

US agency warns of rise in sexually transmitted infections

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

More funding is needed for sexual
health services along with innovative
testing and prevention tools to tackle
an “alarming” rise in sexually trans-
mitted infections across the US, the
nation’s top public health agency has
‘warned.

Dr Leandro Mena, director of the divi-

i nfeTT attha

‘year-to-year increases that we have ever
seen,” Menaadded.

The resurgence of STIs in the US and
elsewhere is causing concern among
health officials, who warn services are
already overstretched owing to Covid-19
and monkeypox. Last year, the CDC
estimated one in five Americans had an
STI at some point during 2018 and the
lifetime cost nf treating new infections

=— T

Preliminary data released last month
by the CDC show 2.5mn bacterial STI
infections were reported in 2021, a rise
of 4.4 per cent on the previous year. The
number of gonorrhoea and chlamydia
cases grew by about 3 per cent year on
‘year, while reported cases of syphilis, a
potentially life-threatening disease
when not treated, increased signifi-
cantly faster.

Trforticm wtnn frm mohilic mndhad o

almost 70 per cent, while the number of
congenital cases — when a mother
passes a syphilis infection to her baby
during pregnancy — has surged by 184
percentsince 2017,

“Congenital syphilis can have devas-
tating outcomes that affects perhaps the
most vulnerable individuals in society,
newborns. It is also 100 per cent pre-

wventable, so it represents in many ways
£ailan
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Disease Control and Prevention, told the
Financial Times that new data showing
the number of syphilis cases surged by
more than a quarter last year, high-
lighted the “crisis” unfolding in the sex-
ual health of the US.

The rise in cases of syphilis and other
‘bacterial STIs, such as gonorrhoea and
chlamydia, is being fuelled by a combi-
nation of underfunding of sexual health
services, reduced condom use among
certain groups and stigma surrounding
sexual diseases and access to treatment,
hesaid.

“We find these [statistics] pretty
alarming. For six or seven consecutive

U CU g WAL LT ySar W
beupto$16bn.

Mena said US prevention and treat-
ment services for sexual health had
been underfunded for more than two
decades, resulting in a more than 40 per
cent reduction in per capita purchasing
power when inflation is taken into
account. This had resulted in a decrease
in testing and screening services in
‘many communities, he said.

“To address the crisis that we recog-
nise that we have in the sexual health of
America, I think we really need innova-
tion,” said Mena.

“We need to improve access to
stigma-free,  discrimination-free,

| health services . . . we

'years, STI rates have been i ing in
the US and last year’s 26 per cent jump
in syphilis cases was one of the largest

need more tools to fight the national
spike in bacterial STIs.”

* FINANCIAL TIMES

LuCLGULL 1a1E 1UL Sy piums 1Ay @
historical low in 2000-01, according to
CDC data, but have steadily increased
since then. Over a five-year period,
reported cases of syphilis have surged

y
Medlcal dala a mlcmgraph showsa
case of cardiovascular syphilis

anuICo U Sy oW, MCia dan.

Mena said there had been a decline in
condom use among some groups,
including young people and men who
have sex with men, as the availability of
antiretroviral treatments for HIV
expanded. Substance abuse and the opi-
oids epidemic are linked to increases in
risky sexual behaviour, and stigma
played a role in keeping people away
from accessing screening services and
treatments, he said.

People needed access to “stigma-free
and affordable” sexual health screening
services to tackle increasing infection
rates. The development and rollout of
home test kits and point of sale testing
in pharmacies or locations other than
health clinics could also help, Mena
added.

INTERNATIONAL

Brazil's judges become mired in poll
battle between Bolsonaro and Lula

Clampdown on electoral disinformation has renewed accusations that judiciary is too politicised

MICHAEL POOLER AND

CAROLINA INGIZZA — SAQ PAULO
Battling to hold on to power in an elec-
tionthat has descended into dirty tricks,
Brazilian president Jair Bolsonaro has
once again taken aim at the referees.

“On the part of some of the judiciary
there is an interestin one candidate,” he
said last week, suggesting bias in favour
of his leftwing rival, ex-president Luiz
InicioLuladasilva.

In the final straight before a runoff
poll between the two men on October
30, a series of rulings has drawn the
country’s top judgesinto the centre of a
highly charged contest.

Brazil’s uppermost electoral tribunal
has intensified its clampdown on
disinformation, forcing both camps and
media outlets to smp airing a]legauons
ranging fr to!

Together with a succession of

p ourt decisions that haveg;
against Bolsonaro or his supporters
since he assumed office in 2019, it has
underscored the growing political role
played by the highest organs of justice in
the land. But there are warnings the
interventions risk damaging the credi-
bility of the institutions at a moment of
polarisation in Latin America’s biggest
democracy.

“The judicial system has been politi-
cised in a way that has compromised its
legitimacy;” said Filipe Campante, a pro-
fessor at Johns Hopkins University.
“Bolsonaro has drawn the Supreme
Court further into the political arena.
And the Supreme Court has played into
his hands by acting in ways that were
questionable.”

The far-right populist has regularly
clashed with the Supreme Court,
referred to locally by the abbreviation
STF, accusing it of frustrating govern-
ment policy.

Among its most contentious decisions
was the annulment last year of corrup-
tion convictions against Lula, which
paved the way for his candidacy.

In parallel, the electoral court, which
is known as the TSE and includes three
STF justices among its seven judges, has.
strongly pushed back against Bol-
sonaro’s unsupported assertions that
Brazil's electronic voting machines are
vulnerable to fraud. Opponents view
the claims as a pretext to rejectinga pos-

last year as part of an investigation into
“antidemocratic digital militias”, was

found to have breached the terms of his

Confrontation: sible election defeat. Backers of the
police in Rio de courts’ firm stance say they are ]usuﬁed
Janeiro state on to rein in the

Sunday after the president and protect democracy
former fromatide of misinformation.
lawmaker and “We've been on a process towards
Bolsonaro ally authoritarianism, which did not materi-
Roberto alise because there was resistance, in
Jefferson partfromthejudicial power,” said Elofsa
allegedly fired Machado, a constitutional law professor
shotsand hurled  atthe Getilio Vargas Foundation.
agrenade at ‘One of the most high-profile confron-
officers sent by tations between a politician and the STF
the Supreme erupted into violence on Sunday when,
Court to take according to police, a former lawmalker
him to prison and Belsonaro ally fired shots and
Bruna Prado/AP hurled a grenade at officers sent by the

court to take him to prison, leaving two
officersinjured.
Roberto Jefferson, who was detained

house arrest by using social media to
compare a female STF judge to a prosti-
tute. Bolsonaro denounced him on Sun-
dayasa“criminal”.

The STF’s outsize profile in Brazilian
publiclife is partly down to design. Its 11
justices, usually career judges or prose-
cutors, are nominated by the sitting
president, subject to Senate approval,
andserveuntil age75.

1t is also a court of last instance and
hears actions against politicians, such as
the president and parliamentarians.
This broad remit contributes to a large
caseload — with almost 100,000 deci-
sionslast year — that dwarfsits US coun-

terparts.

‘Bolsonaro
has drawn
the
Supreme
Court
further into
the political
arena. The
court has
played into
his hands’

Unlike the US Supreme Court, the ide-
ological sympathies of STF justices are
less well-defined in Brazil, according to
Campante. “It’s more like they behave
as other politicians . . . [with] decisions
often informed by their own political
interests and the wider political envi-
ronment,” he added.

But detractors — especially Bolsonaro
voters — accuse the two courts of over-
stepping bous m‘lanes and even commit-

freedom of speech.

Recession fears

Eurozone
business
activity slides
faster than
expected

MARTIN ARNOLD — FRANKFURT

Business activity in the eurozone has
suffered its biggest contraction for
almost two years, adding to signs that
theblocis entering a recession as prices
rise and output falls acrossthe region.

S&P Global’s flash eurozone composite
purchasing managers’ index, a key
gauge of business conditions for the

ing and services sector, fell

They cite a recent move by the TSE
ordering YouTube to suspend the
“monetisation” of four pro-Bolsonaro
channels for publishing false informa-
tionabout Lula.

It has also forced the two candidates
to air rebuttals from their opponent in
TV ads, thoughth number con-

1point to 47.1, figures showed yesterday.
That is its lowest level since November
2020 and the fourth consecutive month
below the crucial 50 mark separating
growth from contraction.

“The eurozone economy looks set to
contractin the fourth quarter given the

ceded to Lula will give him more airtime
in the final week of campaigning.

The electoral body’s decisions have
come in response to a flood of petitions.
byboth sides alleging foul play.

But the unease over its reach
increased last week after the court
granted itself new powers to order social
media sites to remavew'n:hmtwo hours

b

li ithas de

loss of output and deterio-
rating demand seen in October,” said
Chris Williamson, chief business econo-
mist at S&P Global, adding that a reces-
sionlooked “increasingly inevitable™.
Growth figures for the third quarter
for the region’s two largest economies,
Germany and France, are out on Friday
and are setto sh\)wtheimpacl.uf soaring
fuel and food prices. Russia’s squeeze on
gas supplles to Europe has led energy-

The TSE’s head, Sup Court jus-
tice Alexandre de Moraes, said there
had been a 17-fold rise in i

to cut, or even sus-
pend, production. Consumers facing ris-

about misinformation compared with
the previous election. Uziel Santana,
from an Evangelical lawyers’ associa-
tion, argued the electoral body’s recent
actions “seriously harm the democratic
state of law” and were potentially stor-
ingup problems for the ballot.

“Press freedom is under attack,” he
said. “The TSE is unbalancing the politi-
cal game and this can be used, later, by
any of the campaigns to claim state
interference outside the constitutional

Carlos Melo, a political scientist at
Insper university in Sio Paulo, believes
if Bolsonaro loses he m1ght seek to
blame defeatona
tionof electoral justice”. He said: "Thals
the strategy and the narrative.”

The TSE declined to comment.

‘Whoever wins the election, the politi-
cal attention on the Supreme Court
appearsunlikely to fade, notleast as the
next president will have to replace two
retiring justices in 2023.

Biden administration’s move

to stabilise market signals

change in intervention policy

MYLES MCCORMICK — NEW YORK

The US government has signalled a
“new era” of activist intervention in
international oil markets, experts said,
with the White House increasingly will-
ing to use its strategic stockpiles of
crude to manage global prices.

President Joe Biden last week author-
ised the final instalment of a record
180mn barrel drawdown from the US
Strategic Petroleum Reserve and told
his officials to prepare for further
releases, as the White House looks to
keep a lid on prices ahead of midterm
elections nextmonth.

Market participants said further

Energy supplies. Midterm elections

US wields oil stockpile as weapon in price war

drawdowns were likely this winter to
counter a rise in prices driven by a
clampdown on Russian exports.

“I think we are in a new era of much
more nimble and deft use of the SPR as
both a market and a geopolitical tool,”
said David Goldwyn, a former senior
energy official in the administration of
Barack Obama.

Washington’s willingness to intervene
so directly in oil markets means that
price risks once primarily associated
with volatile producer governments or
the Opec+ cartel now also emanate from
the Oval Office.

Biden has relied on the SPR more than
any of his predecessors since the facility
was created in the wake of the 1973 oil
shock as a tool to manage major market
disruptions.

Deploying the reserves — held in huge
salt caverns along the US Gulf Coast —
has allowed the president to smooth

some of the market turmoil caused by
Russia’s invasion of Ukraine. His

ofa d in
March was a pre-emptive move amid
predictions that sanctions on Russia
could remove as much as 3mn barrels of

bringing down petrol pnces to placate

Hisdirection to officials to prepare for
more dr comes after Saudi

voters at a time of lisrup-
tion. Many drew comparisons to Presi-
dent Bill Clinton’s use of the SPR to
douse prices at the pump ahead of the
2000 presidential election between his

the country’s oil fi hy ket

But he has come under fire from
Republicans, who have accused him of
recklessness in reducing volumes to
their lowest levels since the early 1980s,
hampering the country’s ability toreact
‘to future oil shocks.

“Draining oil from the strategic
reserve is a short-sighted and dangerous
choice that imperils our energy security
at a critical time of global uncertainty,”
Jerry Moran, the senior US senator from
Kansas, wrote in a letter to the president
thisweel.

Biden's initial drawdown from the
reserves last November was blasted for
‘being abrazenly political move aimed at

ident, Al Gore, and the Repub-
hmncha]lenger George W Bush.

Also significant, said analysts, was
‘Wednesday’s White House pledge to
start buying back oil to replenish the
Teserve at a price of $67-$72 a barrel,
another form of intervention designed
to affect oil prices many months in the
future. The move, Biden said, would
“help create certainty around future
demand for crude oil”.

The president added: “That will
encourage firms to invest in production
right now, helping to improve US energy
security and bring down energy prices
thathave been driven up by Putin’s war
inUkraine.”

Arabia and other Opec+ pmduoers last
month
enraging the White House.

Bob McNally, head of consultancy
Rapidan Energy and a former adviser to
the George W Bush administration,
noted that, ironically, the motivation
behind the White House’s h;

d plan

tp

‘Loss of purchasing power
due to high inflation is
leaving ever deeper traces
on private consumption’

ing energy, food and borrowing costs
have cut back on spending as the boost
fromlifting Covid-19 curbs fades.

The grim outlook was underlined by
theIMF, which warned inareportat the
weekend: “Europe has been hit by a
massive terms-of-trade shock that has
weakened the growth outlook, further
raised the level and persistence of infla-
tion, and led to a cost of living crisis that
threatens social cohesion.”

The results of the monthly PMI sur-
wvey, which signalled falling factory out-
put, decliningnew orders, rising factory
gate prices and weakening expectations,
were worse than expected by econo-
mists polled by Reuters. S&P Global said
eurozone manufacturers reported a
fifth consecutive fall in factory output in
October and their backlog of work fell
for a fourth straight month. Services
companies said their decline in new
orders accelerated for a third menth.

“Inthe euroarea, everything points to
a recession,” said Christoph Weil, an
economist at Commerzbank. “The con-
tinuingloss of purchasing power due to
high inflation is leaving ever deeper
traces on private consumption.”

One of the few bright spots in the sur-
vey was that companies in all sectors
reported a slight easing of cost pres-
sures, price growth and supply chain
constraints. However, prices charged
for goods and services still rose at the
sixth fastest rate since such data started
in2002. Jobs growth increased margin-
ally from October, but remained low

d with the

price — to put a floor in the market to
give producers confidence to invest —
‘wasakin to the cartel'ssupply cut.

“The Biden administration and
Opec+ are both basically saying: ‘Hey
investors — drill. Drill, baby, drill. We're
not goingtolet prices collapse’;” he said.

Goldwyn said the administration was
“trying tochange the calculus so that we
can maximise US supply and maybe put
alittle bit of the fear of God into Opec+
about a return of the market share bat-
tles of afew yearsago”.

past:

“Following a few months of falling
price pressure in manufacturing and
services, the October print shows an
overall stabilisation,” said Jens Eisen-
schmidt, chief European economist at
Morgan Stanley. “This could suggest the
peak is behind us at this stage, but also
that prices are stuck at a high level.”

German businesses, at the hub of Eur-
ope’s energy crisis, reported that manu-
facturing and services contracted, pull-
ing the country’s PMI down 1.6 points to
44.1, itslowest since May 2020.
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Sanctions threat

Call to avoid Russian aluminium curbs

HARRY DEMPSEY — LONDON

European industrial users of alumin-
ium have urged governments against
imposing sanctions on Russian metal,
warning it would destroy large corners
of the region’s manufacturing base.

Five trade associations based in Bel-
gium, Germany and Italy demanded the
EU and member states urgently inter-
vene against moves to restrict the flow
of Russlan melal whmh they believe
pri rocket.

The comments come as the US1is con-
sidering banning or applying tariffs to
Russian aluminium, or putting sanc-
tions on Rusal, Russia’s largest producer
of the lightweight metal used in cars,
planesand cans.

At the same time, the London Metal
Exchange is weighing a ban on Russian
metal because of the risk that large

volumes could be dumped in the
exchange’s warehouses should many
buyers voluntarily opt to shun the prod-
uct. That could then result in a distor-
tion of global price benchmarks.
However, the trade groups, which

Aluminium: trade
assoclations say

sanctions on the

metal could cause

the closure of

small businesses . M
include the Fed: of Al

‘turmoil for industrial supply chains in
Europe. “Boycotting, banning or sanc-
tioning Rusal amounts to no more than
the destruction of the independent
downstream European aluminium
industry,” the groups said.

They added that Rusal was a “strate-
gic partner” for the EU because it sup-
plied 30 per cent of the alumina and up
0 20 per cent of the primary metal that
the continent needed to support its
downstream aluminium industry.

The trade associations added that
sanctions on Russian aluminium could

Consumers in Europe, fear the “massive
unintended economic consequences” of
any move to hit Russian aluminium
supplies.

In 2018, when the US imposed sanc-
tions on Rusal, it caused the price of the
metal to rise 35 per cent and resulted in

Corruption inquiry

South Africa revives anti-

JOSEPH COTTERILL — JOHANNESBURG

South African president Cyril Ram-
aphosa has re-established a permanent
anti-corruption agency in his official
response to the findings of an inquiry
that blamed his governing African
National Congress for the country’s
worst post-apartheid graft scandal.

Ramaphosa announced the overhaul in
atelevised address on Sunday as part of
“anew chapter in our struggle against
corruption” after a decade of accusa-
tions of looting under Jacob Zuma, the

cause “th ds” of small business | former president, thathasbeen blamed
closures. for rolling blackouts and other ills hold-

The LME, the world’s largest metals | ingback South Africa’s economy.
marketplace, is receiving feedback on The government will make perma-
‘banning Russian metal from prod nenta special dis of the national
‘tradersand brokersuntil Friday. prosecuting authority that has been

Rusal has previously warned thatan | investigating the plunder, known locally
LME banwould fuel market volatility. as “state capture”.

* FINANCIAL TIMES

The move in effect revives a similar
prosecutorial unit, the Scorpions, that
‘was neutered years ago by the ANC,
‘whichhas ruled: y since1994.

graft agency

by the Guptas, three Indian-born broth-
ers, and that he manipulated the
national spy agency to pursue political

“This response constitutes an ethical,
moral and institutional departure from

“The people are tired
of corruption and
wantit toend’

Cyril Ramaphosa, president

the abuses revealed [by the inquiry],”
Ramaphosa said. “The people of South
Africa are tired of corruption and want
ittoend,” he added.

The inquiry, headed by South Africa’s
chief justice, concluded this year that
Zuma “readily opened the doors” fnr
looting of the Eskom power

PP as part of a policy of wreck-
ing institutions. Zuma quit power in
2018 after Ramaphosa was elevated
from being his deputy to leadership of
the ANC. The ex-president denies any
wrongdoing, as do the Guptas. Zuma
was briefly jailed last year for contempt
of a court order to attend the inquiry.
Hundreds died in violent unrest that fol-
lowed his sentencing.

Tensions over the state capture saga
are again flaring as Ramaphosa is set to
run for re-election as ANC president at
the end of this year, and as prosecutors
make headway with big cases tied to the
scandal. Two of the Gupta brothers were
arrested in the United Arab Emirates
this year over a case in South Africa,

whichisbidding dite them
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Third quarter

China’s delayed data show growth target missed

Property crisis and strict
zero-Covid controls take
their toll on economy

THOMAS HALE — SHANGHAI
HUDSON LOCKETT — HONG KONG
EDWARD WHITE — SEQUL
China’s gross domestic product grew
well below target in the third quarter,
intensifying falls in Chinese stocks as
investors worried about the longer-
term outlook for the world’s second-
largest economy.

GDP expanded 3.9 per cent year on
year, better than the forecast of 3.3 per

after President Xi Jinping dedhis  simplynot about the fi f

rule for an unprecedented third term  the Chinese economy.”

and tightened ]usgnp on political power ‘While the government provided no

atthe C party’s ngr for the delay, the move was

lastweek. seen as an attempt to avoid distracting
China isgrapplingwith a property cri-  from the congress, which eccurs every

sis and strict zero-Covid controls, which
have largely curtailed the spread of the
virus but crippled consumer activity.
The dnta added to pessimism in Chi-
investors di
pmnmd the party congress did not send
more positive signals for the economy.
The Hang Seng China Enterprises index
in Hong Kong fell up to 7.4 per centtoa
14-year low. The benchmark CSI 300

cent from analysts polled by Bloomb:

but short of China’s full-year target of 5.5
per cent, already its lowest in three dec-
ades. The release of the data yesterday,
delayed from Tuesday last week, came

index of i- and Shenzhen-listed
stocks was down as much as 3.1 per cent.

“This is panic selling,” said Dickie
Wong at Kingston Securities in Hong
Kong. “Quite i are

five years and overhauls the upper eche-
lons of the Communist

At the congress, Xi made lm]e refer-
ence to China’s economic weaknesses
and praised the coronavirus control
measures, which include near daily test-
ing and quarantine rules that have effec-

‘Quite obviously investors
are simply not confident
about the future of the
Chinese economy’

tively closed the country off from the
rest of the world. In the build-up to the
event, China’s top epidemiologist said
there was no timeline for a relaxation.
Iris Pang, chief economist for China at
ING, said while third-quarter growth
was ahead of expectations, the bigger
recovery picture was “mixed” and
remained driven by Xi’s zero-Covid pol-
icy. “This will continue to affect the job
market and has a negative feedback
effecton future retail sales,” she said.
Pang cautioned that after the Com-
munist party’s personnel changes —
including the departures of former eco-
nomic tsar Liu He, central bank gover-

Third-quarter growth outperformed
arise of just 0.2 per cent in the second
quarter, when Shanghai, China’s biggest
cityand financial hub, was placed under
a two-month lockdown. In September,
retail sales rosejust 2.5 per cent, missing
aReuters forecast of 3.3 per cent.

Industrial production, which pow-
ered China’s growth in the first twoyears
of the pandemic, rose 6.3 per cent last
month. That was better than analysts”
expectations of 4.5 per cent, as the
country’s manufacturing industry
recovered from crippling supply chain
disruptionsandlockdowns.

Julian Evans-Pritchard, senior China

nor Yi Gang and top regulator Sh
qing from the leadership — China’s eco-
nomic team was now more centralised
under Xi. “This implies President Xi has
evenmore say in policy direction.”

ist at Capital said
that while industry fared slightly better,
the outlook was “gloomy” after most of
the economy lost momentum last
month. “There is no prospect of China

lifting its zero-Covid policy in the near
future, and we don’t expect any mean-
ingful relaxation before 2024. Recur-
ring virus disruptions will therefore
continue to weigh on in-person activity
and further large-scale lockdowns can’t
beruled out,”he added.

Fixed-asset investment rose 5.9 per
centin the first nine months of the year.
However, property sales, measured by
floor area, were down 22 per cent and
new construction starts have slumped
38 per cent, while property investment
has dropped 8 per cent.

Goldman Sachs said: “Despite more
local housing easing measures in recent
months, we believe the property mar-
kets in lower-tier cities still face strong
headwinds from weaker growth funda-
mentals than large cities.”

See Opinion

‘Davos

Western executives keento

tap kingdom's growing wealth
amid petrodollar-fuelled boom

SAMER AL-ATRUSH — RIYADH
SIMEON KERR — DUBA

ANTOINE GARA — LONDON

FELICIA SCHWARTZ — WASHINGTON
Relations between the US and Saudi
Arabia may have plunged to a new low
affter the kingdom cut ol production in
defiance of Washington’s wishes, but for
American banks and investors flocking
to a Riyadh conference this week it is
businessasusual.

Jamie Dimon, chief executive of

Chase, found
Stephen Schwarzman and David Solo-
mon, head of Goldman Sachs, are
among western executives set to speak
atthe Future Investment Initiative.

The conference, dubbed “Davos inthe
Desert”, opens today just two weeks
after US president Joe Biden warned
Riyadh there would be “consequences”
after Opec+ cut its daily output targets
by 2mn barrels. The White House
accused Saudi Arabia of aligning with
Russia, one of the other main producers
in Opec+, and furious Democrats have
called for the administration to freeze
arms sale to the kingdom and end co-
operation with Riyadh.

But for Us banks, the allure of tapping
into the kingdom’s oil wealth means
they have no such qualms about engag-
ing with Riyadh and supporting Crown
Prince Mohammed bin Salman’s flag-
ship annual investor conference.

While much of the rest of the world
frets about the risk of recession, Saudi
Arabia is enjoying its first oil boom in
almost a decade as Russia’s war in
Ukraine has pushed up crude prices.
The kingdom is forecast to have one of
the world’s fastest-growing economies
this year, with its output predicted to
expand by more than 7 per cent.

“Inaworld where capital markets are
shut and investment bank earnings are
down, the Gulf warrants attention,” said
anexecutive ataUSbank.

The huge petrodollar windfall comes
as Riyadh is pressing on with an ambi-
tious plan to overhaul the economy and
develop the conservative kingdom.

Saudi Arabia. Investment conference

in the Desert’ guests shrug off US tension

has hired US

0il producer: assets and committing to spending
Crown Prince $40bn annually in the lcmgdom as it
d bin ing of
Salman arrives There has also been a number of ini-
at the opening tial public offerings there over the past
session of year, while the PIF recently issued its
the Future debut bonds saudi Aramco, the state
d oil

Initiative in bankers for an PO of its tradingarm.
Riyadh last year “That’s why FII will be so busy, the
Sau Royal CouryReuters

kingdom is engaging on a broad front,”
the banker said. “OK, they don’t pay
such good fees and the pipeline is rela-
tively narrow, but the wallet is growing
and will continue togrow.”

An executive at a large European-
based credit fund said the PIF was also
becoming increasingly important in pri-
vate markets as North American pen-
sion fund managers grapple with vola-
tile markets and slow new commit-
ments to private funds.

Affinity Partners.

The Biden administration, however,
will not be attending the conference. A
US official said the decision nottosend a
delegation was owing to “scheduling
issues” and was taken before Opec+
announced its oil production cut.

The White House denied a report by
US broadcaster NBC that the adminis-
tration sought to dissuade US executives
from attending the conference.

The event’s organisers say US officials
were not invited. But Jared Kushner,
former US president Donald Trump’s
son-in-law, and Steven Mnuchin,
Trump’s former treasury secretary, will
be attending, according to a list of
speakers. The more than $600bn PIF
has reportedly committed to invest
$2bn in Kushner’s private equity firm,

’

‘Tnaworld
where
capital
markets are
shutand
investment
bank
earnings are
down, the
Gulf
warrants
attention’

1t is not the first time tensions bet-
ween the US and Saudi Arabia have

—— ——

Khashoggi by Saudi agents. The CIA
concluded that the nation’s day-to-day
leader authorised the operation to “cap-
ture or kill” Khashoggi, who was killed
atthekingdom’s consulate inIstanbul.

The prince blamed the murder on
rogue operatives who have since been
imprisoned. The killing led to the US.
imposing sanctions on a number of Sau-
dis and a campaign promise by Biden to
turn Saudi Arabia intoa “pariah”.

But bankers were quick to re-engage
with the kingdom and the current spatis
considered a political dispute that does
not compare to the moral outrage trig-
gered by Khashoggi's killing. The Amer-
ican Chamber of Commerce in Riyadh
said it was “optimistic that the enduring
commercial relationship between US
companies and Saudi Arabia will con-
tinue”.

Monica Malik, chief economist at Abu

S&P Global index

US factories
and services
struggle amid
rising gloom

STEFF CHAVEZ — CHICAGO

US business activity shrank for a fourth
consecutive month in October, missing
economists’ expectations for both the
services and manufacturing sectors as
inflation and slowing demand damped
the outlooks.

The flash purchasing managers’ index
from S&P Global dropped to 47.3 in
October from 49.5 in September, miss-
ing the consensus estimate of 49.3,
according to a Refinitiv poll. A reading
below 50 indicates a contraction.

The decline was “led by a downward
lurch in services activity, fuelled by the
risingcost of living and tightening finan-
cial conditions”, said Chris W]]'lnmson.
chief business economist at S&P Global
Market Intelligence.

Companies’ outlook optimism “dete-
riorated markedly in October”, S&P
pointed out in its report. “The resulting
degree of confidence was among the

473 499

Flash purchasing Manufacturing
managers’ Index PMI in October,
from S&P Global, 2a28-month low,
down from 495 down from 52

lowest in survey history” in the index’s
second-fastest decrease since 2009, it
added. While companies are hopeful
that demand will increase after inflation
peaks, they remained concerned about
high prices, the cost of living and “the
worsening broader economic outlook
amid interest rate hikes and weak cus-
tomer sentiment”, the S&P report
added.

The flash services activity index
declined to 46.6 in October from 49.3in
September, missing economists” fore-
casts of 49.2. The flash manufacturing
PMI fell to a 28-month low of 49.9 in
October, down from 52 the previous
month. Economists had been anticipat-
ingareadingof51.

While the sector has proved more
resilient than its services counterpart,

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 10%2F25&ts=20221024195538&uq=20220804103507

4/20



2022/10/25 22:04

SEAMASTER AQUA TERRA
Co-Axial Master Chronometer

All pages from Financial Times (Asia), Tuesday, October 25, 2022

OUR WORLD NUMBER ONE

Rory, not

only for

With his latest victory on the greens, Rory Mcllroy has returned to
the pinnacle of golf. The Northern Irishman now enters his 107th
week as World Number One, backed by a career of hard-fought
precision and a top-10 finish in every Major this year. OMEGA
congratulates

his consistency and winning

OMEGA

* FINANCIAL TIMES

spirit, but also for the example he sets both on and off the course

Tuesday 25 October 2022

Tug of war Rivalry within JPMorgan over a retired baseball player’s fortune is at the centre of a two-year battle © companies

Companies & Markets

Credit Suisse

seals €238mn
deal to settle

French

probe

e Money laundering case resolved
& Korner prepares to unveil shake-up

SARAH WHITE — PARIS

Credit Suisse has agreed to pay France
€238mn to settle claims that it broke
laws on money laundering by luring
wealthy clients to Switzerland.

The deal resolves one of the Swiss
lender’s outstanding headaches before a
restructuring this week.

Itis the latest case to be resolved from
a series of European investigations into
undeclared swiss bank accounts. In
France alone, prosecutors have settled
similar claimswith HSBCand are pursu-
ing penalties in court against UBS.

Yesterday’s settlement with Credit
Suisse, which involves no admission of

Itis the latest case to be
resolved from a series of
European investigations
into undeclared accounts

guilt, is one of the larger deals using a
new French legal structure that tries to
resolve investigations faster.

The bank is set to unveil an overhaul
under chief executive Ulrich Kérner on
Thursday and had been keen to clear
the French probe beforehand, accord-
ingto people familiar with the matter.

“We're trying to reduce the litigation
docket,” said one person close to Credit
Suisse, which has been hit with a series
of scandals and legal cases.

Credit Suisse might have waited for
the next steps in a parallel court case
involving UBS, “if this was a bank that
was doingwell and everything was fine”,

AP A L - A al

settlement with US prosecutors overa
case related to financial crisis-era mort-
gage bondslast week.

credit Suisse was accused by French
authorities of encouraging wealthy cli-
ents in France toset up bank accounts in
Switzerland between 2005 and 2012,
which were then beyond the reach of
French tax authorities.

Part of the probe focused on the way
the bank went about capturing 4,999
French clients, with assets under man-
agement amounting to a cumulative
€2bn, according to the judge who over-
saw the deal. The judge noted that
Credit Suisse staff held client meetings
“very discreetly, in hotels, in restau-
rants, and never in official buildings”.

In that time, Credit Suisse is esti-
mated to have made €65mn in profit
from those clients, who have since set-
tled their individual French tax claims
under amnesty deals, prosecutors for
the state said.

Credit Suisse said it was “pleased to
resolve this matter”. The sanctions
imposed are split between a €123mn
penalty and €115mn in damages and
interest payments due tothe state.

Credit Suisse settled a similar tax case
in Italy in 2016 and still has a probe
pendingin the Netherlands.

In 2017, HSBC reached the first settle-
ment using the new legal format in
France, which allows parties to avoid a

h el

OLIVER TELLING — LONDON

Dutch health technology company
Royal Philips plans to cut about
4,000 jobs as its new head begins an
overhaul of the business that has
been hit by legal action surrounding
millions of faulty medical devices.

The group said redundancies,
amounting to 5 per cent of the work-
force, would be made immediately
across its global network in an effort
to save about €300mn ($296mn)
annually, as it also faced pressure
fr Iy chain chall

guilty plea in for
penalties, similar to some US legal
arrangements. HSBC agreed to pay
€300mn to resolve claims it had lured
French clientstoits Swiss bank.
Airbus, the aviation group, has paid
B R G

R

Philips to cut 4,000 jobs after
taking losses from defective medical device

Philips’s Amsterdam headquarters: the group is aiming to save about €300mn annually —sen vancer waransrpGenyimages

apnoea. The company recorded a net
profit of almost €3bn during the same
period a year earlier.

Thejob cuts are the latest sign of the
toll that the discovery of a faulty com-
ponent in the machines has taken on
Philips, once one of the world’s lead-
ing electronics groups. The contro-
versy, which has resulted in personal
injury claims and an investigation by
the US Department of Justice, forced
the exit this year of chief executive
Frans van Houten, who led Philips’s
recentshift to health technology.

New chief executive Roy Jakobs,

Shares in the company, bestknown ~ who was promoted this month, said
for its branded li fell 3 per  the decisi job cuts was not taken
centto €12.93 atone pointyesterday,  “lightly”.

bringing their decline over the past
year to about 68 per cent.
e e e

e

“My immediate priority is . . .to
improve execution so that we can
B

U S

EX

said, Philips was taking action to
“improve patient safety and quality
", along with i i

its supply chain operations.

Philips said it was expecting “pro-
longed operational and supply chal-
lenges”, pointing to the deteriorating
global econemy and continued uncer-
tainty over Covid-19 measures in
China, which have forced its factories
into shutdown this year.

The company, which has already
twice cut its guidance for full-year
sales, is expecting a single-digit
decline in revenues during the fourth
quarter.

Founded in 1891, Philips had bet
that steering away from consumer
electronics and towards health tech-
nology would revitalise its business

At e

Saba hedge
fund founder
warns of

Japan-style
bear market

LAURENCE FLETCHER — LONDON

Global stock markets could be heading
for a Japan-style bear market lasting
decades, says the hedge fund manager
credited with spotting the “London
‘Whale” derivatives trader in 2012.

The unwinding of central banks’ vast
stimulus programmes in an effort to
combat high inflation could lead to
“doldrums” markets for a prolonged
period, said Boaz Weinstein, whose New
York-based Saba Capital was one of the
world’s top-performing hedge funds in
the market turmoil of 2020.

“I'm very pessimistic. There isn’t a
rainbow at the end of all this,” Weinstein
told the Financial Times. “[Quantitative
tightening] is going to be a real head-
wind for investors.

“There’s no reason that this difficult
[economic] period will enly last two to
three quarters [and] . .. no reason to
think we'll have a soft landing or a shal-
lowrecession,” he said.

Saba's Master fund, which bets on dis-
locations in credit and equity markets,
had risen73.2 per centin 2020 andis up
31 per cent so far this year, accordingtoa.
personwhohad seen the numbers.

ding to the CBOE kahed
Tail Risk Hedge Fund index, tail risk
funds betting on equity market volatil-
ity areup13.2 per centthis year.
i in, whose firm

$4.8bn in assets, said investors have to
contend with the ending of central
banks’ programme of bond buying over
the past decade and its reversal. The
quantitative tightening policy involves
selling bonds backinto the market.

The US Federal Reserve has so far
shown little sign it will slow the pace of
tightening, which includes winding
down the near-$9tn balance sheet it
built up over years of loose policy, with
core consumer price inflation in the US
risingto 6.6 per centlast month.

Developed markets, he said, “could
certainly” follow the pattern of the
Nikkei 225, which is still around 30 per
cent below its record high of 1989.

Weinstein, a former co-head of global

S
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that began in 2016, the person said.
Another person close to the settle-
ment said talks with Credit Suisse had
taken two years and been complicated
by a changing parade of executives as
the bank went through various crises.
Credit Suisse also reached a $495mn

LLIE UIGYESL HU-PIEd SELUSILIELLS UL UIE 15
in France to date, with a €2bn penalty
over bribery allegations.

But some of the sanctions have been
much lower. LVMH paid €10mn last
year to settle allegations that a former
intelligence chief had spied for the lux-
urygoods company.
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1IE ANUVULCEIIENL WaS LIauE as
Philips reported a loss of €1.3bn in the
third quarter, largely due to a €1.3bn
writedown on its respiratory busi-
ness, which has had to recall or repair
more than 5mn machines that were
used primarily to assist the breathing

of patients suffering from sleep

SUALLTEUUNULIE UIE U USL UL paueins,
consumers and customers, as well as
shareholders,” he added.

“These initial actions are needed to
start turning the company around in
order to realise Philips’ profitable
growth potential.”

anu wituver suareuuiaes s,

But just weeks after the group
announced the sale of its domestic
appliance business in March last year,
progress was dealt a blow by the dis-
covery that foam used in its respira-
tory devices could degrade and risk

Aswell as the redundancies, Jakobs

exposing patients

CIEUIL LAULg AL UeuLscue Bauk,
founded Saba in 2009. In 2012 he was
credited with having taken the other
side of the trade to JPMorgan Chase pro-
prietary trader Bruno Iksil, nicknamed
the “London Whale”, whose outsized
credit derivatives trades cost the bank
$6bn in losses.

In partnership with
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LDI debacle is spurring a fundamental shift in the gilt market

INSIDE BUSINESS

o describe the “mini”
Budget of outgoing prime
minister Liz Truss and out-

liabilities, the mechanisms have been
used increasingly to add leverage to
schemes, potentially boosting returns
amid persistently low interest rates and
minimising the need for corporate
sponsors toinject additional funds. Pen-
sion schemes are not allowed to invest
with borrowed money, for good reasons
of safety; but LDI, which uses derivative
hedging strategies, can in effect allow
schemesto dojustthat.

Reliable data on the scale and struc-
ture of the market are hard to come by,
but experts estimate that the LDI lever-
age effect turned about £500bn of

gone ch llor Kwasi
Kwartengas ill-thought-out
is almost a compliment.

1f they underestimated how spooked
the markets would be by £45bn of
unfunded tax cuts, they clearly had no
notion at all about the collateral damage
it would cause to mortgages, to govern-
ment and corporate borrowing costs,
and most alarmingly to the £1.4tn
defined benefit pension system, via the
now infamous LDI hedging structures
buried in many schemes.

Happily, it seems that some of the
harm caused by the dynamic duo’s
“growth” plan has receded as they have
been turfed from office, though 10-year
gilt yields, at just over 4 per cent, are
about half a percentage point above
where they were before the September
23“mini” Budget.

‘Unhappily, other scars run deeper.
Fixed-rate home loans, for example,
remain stubbornly expensive. But it is
back in the DB pension sector that the
days of Truss and Kwarteng have left
oneof the worst, yet least obvious, scars.

Come with me into the murky world
of LDI, or liability-driven investment
strategies. Conceived a couple of dec-
ades ago as a way to help pension
schemes better match their assets and
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underlyi into £1.5tn of invested
money. Much of that was put into osten-
sibly low-risk gilts of various kinds.
After gilt yields spiked following the
“mini” Budget, pension funds scram-
bled to sell assets, particularly gilts, in
order to meet mar-

gin calls on their [t is in the DB pension

LDl hedges.

An emergency Sector that the days of
interventiontobuy - Truss and Kwarteng have

gilts by the Bank of

England helped left one of the worst, yet
calm an early Jeast obvious, scars

period of panicked

unwinding, and LDI leverage fell from
three times to an estimated two times.
So far, so stabilising. But thereis anasty
sting awaiting the next government and
those that will follow.

Just as the UK prepares to jack up its
wvolume of giltissuance, some of the big-
gest historic buyers of gilts will be want-
ing to buy far fewer of them. DB
schemes have more than half of their
assetsinvested ingovernment bonds.

Three forces are diminishing that
demand. First, the unwinding of LDI
schemes and the reduction of pension
scheme leverage means that mathemat-
ically there will be less capacity to buy:
as things stand, crudely, a scheme that

might previously have bought £300mn
of gilts would now have capacity for
£200mn.

Second, most DB schemes are already
in run-off, meaning that over the next
10, 20 or 30 years their liabilities will
decline, reducing the need for long-
dated gilts tomatch them.

Finally, there is an added technical
consequence of the rise in gilt yields:
despite the LDIliquidity scare, the fund-
ing position of most schemes, judged in
actuarial terms, has improved mark-
edly inline with higher rates. According
to PwC, the country’s 5,000 corporate-
backed schemes have an aggregate sur-
plus of close to £300bn, potentially
spurring buyouts by insurance groups.
That would further cool gilt demand.

Gilt bulls point to countervailing
forces: higher yields will draw a new cat-
egory of investors. But such demand will
surely be dwarfed by supply increases.
Investors are braced for gilt issuance to
double next year to more than £250bn.
On top of that, there is a twin overhang
from the BoE: £875bn of gilts bought via
its quantitative easing programme of
bond buying that is beingunwound; and
the £19bn it soaked up under the LDI
emergency scheme.

These factors add up to a fundamen-
tal shift in the gilt market. In particular,
officials admit that LDI-driven demand
forlong-dated gilts looks set to recede to
such an extent that average gilt tenures
— 15 years, up from 11 when LDI first
caught on — will decline again. Across
the yield curve, upward pressure will
remain.

The LDI saga was an explosive event.
But it is also part of a long-drawn-out.
shift away from cheap government debt
supported by an artificially gilt-hungry
pensionsystem.

patrick jenkins@ft.com
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Technology

YMTC sheds staff to meet export regime

Restrictions imposed
by Washington block
sector talent pipeline

RYAN MCMORROW — SHANGHAI
QIANER LIU — HONG KONG
NIAN LIU — BELING
Chinese chipmaker Yangtze Memory
Technologies Corp has asked American
employees in core tech positions to
leave, as it rushes to comply with new
US export controls that are disrupting
the country’s chip industry.

Four people close to the company said
it: ‘lear how many US citi
green card holders would be forced to
leave YMTC, but that several in China
had already left. A senior YMTC engi-

neer said some of the Americans were
key to the company’s breakthroughs on
Nand memory chip production. “But
there’s no other way around [them leav-
ing],” the personadded.

The departures come as chip compa-
nies in China, the US and Europe are
rushing to ensure they are compliant
with the tough export restrictions
unveiled by Washington thismonth.

US chip equipment suppliers Lam
Research, Applied Materials and KLA
Corporation have suspended sales and
services to semiconductor makers in
China. Netherlands-based ASML has
told US staff te i hi

Department of Commerce for providing
support to fabrication plants, upending
a pipeline of talent for China’s chip
industry. This includes hundreds of eth-
nic Chinese who were educated and
trained in the US before returning to
their country of birth.

YMTC's chief executive Simon Yang, a
US passport holder, stepped down from
his post just ahead of the sanctions
announcement, in a move two people
said was triggered by Washington’s
increasing pressure on the company.

‘Yang transformed YMTC into China's
leading memory chip producer with the

tomers whileit assesses the sanctions.
The rules require any US citizen or
entity to seek permission from the

‘backing of | ($30bn) in fund-
ing, primarily from the government.
The company was on the verge of
clinching a spot for its semiconductors

in Apple’s iPhone this summer until
political pressure and the new US sanc-
tions clouded its prospects.

Three YMTC employees say Yang
moved out of the chief role in Septem-
ber to become the company’s deputy
chair. Thelatest USrestrictionsleave his
status at the company unclear, the peo-
ple said. Chinese corporate records
show Yang remains at YMTC for now.

Yang and YMTC did not respond to
requests for comment.

A person briefed on the turmoil at
YMTC said Washington’s export con-
trols left the group with little choice.
“Asking staff to resign is necessary for
the company and the right move for
employees’ personal risk,” they said.

Lawyers say the US commerce

department is unlikely to hand out
licences to bypass the rules. “You either
give up your citizenship or quit your
job,” said one Chinese executive.

Industry headhunters said the rules
‘would cut down the pool of talent availa-
ble for Chinese semiconductor compa-
nies, which are already struggling to
find experienced staff.

Therules “have halved the number of
available candidates for senior positions
in chipmakers and toolmakers”, said a
Shanghai-based headhunter.

Corporate records in China show
Americans dot the top ranks of leading
Chinese semiconductor manufacturers
and suppliers. Wayne Dai sits atop Veri-
Silicon. Chonghe Yang leads memory
chip designer Montage Technology.

us chip du‘bs China’s march slowed but far from arrested

FT REPORTERS

The US in October introduced expan-
sive chip export controls in an effort to
slow China’s progress in artificial intelli-
gence and super computers and make it
harder for the country to manufacture
advanced semiconductors.

The measures are arguably the tough-
est Joe Biden has taken against China
and his first serious attempt to slow its
military modernisation by targeting the
technology behind everything from
nuclear weapons modelling to hyper-
sonic weapons development.

“When Huawei was targeted, it was
trade tensions during peacetime. Now
we're in a state close to war,” said Hideki
‘Wakabayashi, professor at Tokyo Uni-

i

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F
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Oil & gas

Satellite phone
use landed top
Aramco figure
in India jail for
nearly a week

ANJLI RAVAL — LONDON
JYOTSNA SINGH — NEW DELHI

A senior executive at Saudi Aramco
spent almost a week in an Indian jail
over the summer after he was arrested
for having a satellite phone while on
holiday near the border with China.

Fergus MacLeod, head of investor rela-
tions at the largest oil exporter, said he
wasarrested on July 12 at hishotel in the
Valley of Flowers National Park, in the
Himalayan state of Uttarakhand. The
62-year-old was held in prison in the
town of Chamoli until july 18.

Authorities detained the British exec-

ive after picking up th di of
the phone, which MacLeod says he
turned on and off at his hotel but did not
use while on the holiday with friends,
some of them Saudi Aramco colleagues.

Itisillegal for foreign nationals to pos-
sess and operate satellite phones in
India without government permission.
The bans came after satellite phones
were used by terrorists during the 2008
Mumbai attacks.

MacLeod, who has led investor rela-
tions at Saudi Aramco since 2017, said
he was unaware of the ban and had
passed through two Indian airports, car-
rying the phone openly, without being

stopped.

The border with China haslongbeena
source of tension and the region is
closely monitored by Indian security
forces, particularly since deadly border
clashes two years ago.

Narendra Singh Rawat, a police
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versity of Science.

semiconductor Manufacturing Inter-
national Corporation, which makes
logic chips that power computers, will
be hit by the restrictions as they bar US
groups from supplying tech for chips
that are more advanced than 14 nano-
metres or, in some cases, 16nm. The
rules will make it harder for SMIC,
China’s top chipmaker, to continue pro-
duction at the 14nm level because they
will affect areas such as maintenance
and equipment replacement.

Memory chipmakers such as Yangtze
Memory Technologies Corp and
ChangXin Memory Technologies will be
affected. Theirmore advanced products
already meet the thresholds the US has
set for memory chips. In the case of
YMTC, the US has put restrictions on
the export of tech to manufacture Nand
memory chips with 128 layers or more —
thelevel of the Chinese company’s most
advanced chips.

Without access to US tech, China will
struggle to maintain its fast expansion
in Al and supercomputing as well as
cloud computing.

Douglas Fuller, an expert on the
China chips industry, said the point of
the US policy was to “kneecap” Chinese
AI and high-performance computing
that have military applications.

But Tudor Brown, a former independ-
ent director at SMIC, said the controls
could backfire because they could “tur-
bocharge” China’s homegrown chip
industry. “The US is being naive if it
thinks this is going to slow them down
for any length of time. I think it will slow
them down for two to five years, not 10.”

how aggressively the US applied the
controls. Many US firms that produce
chips or chipmaking tools list China as
their biggest market. China accounts for
33 per cent of sales at Applied Materials,
27 per cent at Intel and 31 per cent at
LamResearch.

Applied Materials said the curbs
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A staff member would cut about $400mn, or 6 per cent, hasbeenunabl d “The US is
atSMIC displays  from nextquarter’s sales. Nvidia, whn:h end-user checks to verify that US tech is N .
aserver chip. will be unable to export its ad beingused for legiti purposes. bemg naive
The Chinese GPUs used in machine learning systems 1f those concerns are not resolved ifit thinks
companywillbe  to China, also put the quarterlyimpact ~ within 60 days of a company being .. .
hit by the curbs,  onrevenuesat$400mn, or 7 percentof added to the list, they will almost cer- thisis going
which bar US its sales. Lam Research, abigsupplierto  tainly be put on the “entity list”, which to slow
groups from China’s YMTC, said the export controls  would in effect ban US groups from pro-

supplying tech would slice as much as $2.5bn, orupto  viding them with tech. In the case of them down
for chips more 15 per cent, from 2023 sales. YM’[‘C this would hit the company’s less for any
advanced than But some US could bene- d memory chips since the

14nm or, in fit, such as Micron, the memory chip-  restrictions would be broader. 1€l'lgth of
some cases, maker that is facing rising competition European officials believe the US will time'

16N — costoro/Furure
Puiishing) Gerty Images

from YMTC.

Experts say Beijing has limited ability
to retaliate. As one Chinese chip indus-
try source put it, Beijing “doesn’t have
many levers to respond”inkind.

Lastyear China passed alaw allowing
countermeasures against sanctions. But
it has not yet been used in response to

controls or to retaliate against other
‘moves from the US.

Some experts speculated that China
could cut off tech groups, including
Microsoft and Apple, from its consumer
market. But one Chinese chip executive
said this was unlikely. “China is keen to
reachatrucein thetech war, rather than
confrontation,” said one expert.

On October 7 the US also added 31
Chinese groups, including YMTC, to the
“unverified list” of entities for which

probably widenits range of hard-] hmmg
which

effects for EU business.

Some analysts warn that the majority
of Chinese manufacturers could run out
of inventory, sparking a chip shortage
that would affect other sectors includ-
ing aerospace, consumer electronics,
medical devices and cloud computing.

“A chip shortage could cause down-
side risks including an overall slowdown
of vehicle deliveries and or further dete-
rioration of Chinese auto manufactur-
ers profitability,” said Gui Lingfeng, a
principal at consultancy Kearney.

‘Taiwan Semiconductor Manufactur-
ing Company, the largest contract chip-
maker, said the immediate impact
was “limited and manageable”. But CC
Wei, its boss, warned that it was “too
early” to assess the long-term impact.

South Korea’s chipmakers won a one-
‘'year exemption to the controls. But they
will have to apply for US export licences
after the grace period. Experts said they
would struggle to get US approval to
export cutting-edge equipment to their
factories in China based on previous US
opposition to SK Hynix’s plans to install
extreme ultraviolet lithography equip-
ment at its Wuxi factory.

Since the US imposed tough export
curbson Huawei in2019, Japanese com-
panies such as Sony have reduced their
ties with Chinese chipmakers. But there
is sharp division in the Japanese busl—

ity about how wid
the fallout would be. “We need to care-
fully check where US technology is
included in our manufacturing equip-
ment,” said one Japanese executive.

In Europe, ASML, the Netherlands-
based leader in chipmaking gear, said
the controls would have “limited”
impact on its shipment plans next year,
as its business predominantly served
more mature chip production tech in
China than the advanced chip produc-

officer in Chamoli, confirmed MacLeod
had been arrested. He had carried the
phone “bymistake”, Rawat said.

MacLeod said he had bought the
device legally in the UK in 2017 for per-
sonal use and took it with him when
travelling in the desert in Saudi Arabia
incase of emergency.

One of the few foreigners to reach the
upper ranks of Saudi Aramco, MacLeod
said that while he was treated relatively
well during his almost-week-long deten-
tion, prison authorities ignored his daily
requests to contact his lawyer, the Brit-
ish High Commission, or his family.

“It was a frightening place and a
highly traumatic experience, where I
was in a communal cell with long-term
prisoners who had committed very seri-
ous crimes,” MacLeod said.

MacLeod, who co-operated with
authorities, said his friends posted bail
on his behalf, securing his release from
prison. However, he was unable to leave
the country until after a July 27 court
hearing, when he pleaded guilty and
paida fine of Rs1,000 ($12).

MacLeod said he had sought help
from the UK authorities by contacting a
Foreign Office helpline en route to jail
and visited the British High Commis-
sion in New Delhi after he was released
on bail.

While the response from the Foreign
Office in London was sympathetic, it
“did not translate into any meaningful
action to support me by the staff at the
High Commission in Delhi”, he said,
adding that UK authorities told him
they could not interfere with India’s
legal process.

The Foreign, Commonwealth and
Develnpment Office said it had “pro-

tion targeted by Yetunder-
scoring the far-reaching nature of the
US controls, ASML was one of many
companies that told US nationals on
staff to stop serving Chinese customers
whileit assessed theimpact.

See the FT Big Read

d lar support to a British man
inIndia” but did not comment further.
The episode comes as Riyadh seeks to
forge deeper ties with India, an increas-
inglyimportantbuyer of its crude.
Saudi Aramco declined tocomment.
Additional reporting by Chloe Cornish

Personal & household goods

AmorePacific shifts sales focus after second—quarter loss

SONG JUNG-A — SEOUL

AmorePacific, South Korea’s leading
cosmetics company, is accelerating its
push into the US and Japan to make up
for sluggish sales in China, as pandemic
lockdowns disrupt business and
domestic companies appeal to increas-
ingly patriotic shoppers.

The shift in focus from th of the

Innisfree and Sulwhasoo brands comes
as the company suffered a second-quar-
terloss due to falling overseas revenues,
with a double-digit drop in China over
the first sixmonths of 2022.

Investor concern over its Chinese
business, which accounts for about half
of the $4bn cumpany’s overseas sales,
hasmade f the most

affordable quality products tailored for ~ metics foran d ($116.4mn)
local tastes,” said Lee Jin-pyo, thecom-  popularity of Korean pop culture m as demand grows for natural, environ-
pany’s chief strategy officer. drive sales, usingidols suchasBTSand  ment-friendly cosmetics products, a
“Sowe'rei ingly focusis the  Blackpink for their marketing blitz. category the company sees less affected
US and Japan these days, targeting the “Wehave high expectationsfortheUs  bytheloomingglobal recession.
growing skincare markets there with  market,” said Lee. “We are looking at Although waning Chinese demand is
our own unique i and formu-  some possibl ition targets asthis  takingatoll, AmorePacific sees the situ-
las” he said. ‘would be a better way of i ation as “temp y” and expects a
Expanding its US presence is critical  the market more quickly.” turnround next year after closing hun-
for ific, which wants to be a The company is buying Australian  dreds of its mid-market brand stores in

“global beauty company beyond Asia,”
said Lee. “We aim to become a national
brand in the US, notaniche player.”

The company’s US sales rose 65 per
cent in the first six months of 2022 to
account for 4 per cent of its revenue,
driven by best-selling items such as the
activating serum of the premium

lwh brand and the moisture

shorted stocks in South Korea, its stock
price falling about 40 per cent so far this
year.

“Chinaisstill animportant market for
us but competition is intensifying there
as mid-range local brands rise with

Tuesday 25 October 2022

cream and lip sleeping mask sold by its
mid-priced Laneige brand.

South Korea is already the largest
exporter of cosmetics products in the
US, after France and Canada, the US
Department of Commerce said, as cos-

‘business Natural Alchemy, which oper-
ates luxury beauty brand Tata Harper,

ez

AmorePacific has been one of the
most shorted stocks in South Korea

China. As part of the restructuring, the
company is trying to expand its pres-
ence in Hainan, the duty-free shopping
hub, and strengthen marketing through
Chinese digital channels.

“Our profitability in China will start
improving next year once we complete
our restructuring, ” said Lee, adding it

Automobiles

Hyundai eyes record earnings
driven by premium models

SONG JUNG-A — SEOUL

Hyundai Motor expects to post record
earnings this year on strong sales of
premium models including electric
cars and sport utility vehicles, helped
by the weaker local currency.

The South Korean company yesterday
raised its full-year revenue growth fore-
castt019-20 per cent, from the 13-14 per
centguidance made in January, whileits
expected 2022 operating profit margin
was raised 1 percentage point to
between 6.5 per centand 7.5 per cent.
However, the automaker flagged

planstofocuson th market
The company also expects a sharp
increase in Japanese sales next year, as
its mid-range brands such as Innisfree
and Etude gain popularity. South Korea
became Japan’s biggest cosmetics
importer in the firstquarter of 2022.

* FINANCIAL TIMES

potential headwinds of high inflation,
supply chain disruption and fluctuating
raw material prices, although global
shortages of chips and other compo-
nentsareexpected to ease.

The upbeat guidance came after
Hyundai reported a 3.4 per cent fall in

third-quarter operating profit at
‘Wonl.5tn ($1.04bn) due toa Wonl.36tn
provision for engine replacement costs.
Sales in the three months to September
rose 30.6 per cent year on year to
‘Wwon37.7tn, buoyed by the weaker
Korean won, which has fallen 17 per cent
against the dollar this year.

Hyundai, which ranks among the
world’s top five aummalmrs by sales
together with affiliate Kia, said its third-
quarter electric vehicle sales rose 27 per
cent year on year to 52,000 units,
accountingfor 5 per cent of its total sales
volume.

The company will break ground later
this month on its first EV-dedicated US
plant. The$5.5bn plant in Georgia is not
scheduled to begin production until
2025, making it ineligible for tax credits
laid out in the US Inflation Reduction
Act.

COMPANIES & MARKETS

JPMorgan units go to war over prized clients

Dimon stays on the sidelines despite calls to intervene in battle to manage wealth of former baseball star

JOSHUA FRANKLIN — NEW YORK

Infighting at JPMorgan Chase over how
to manage the fortune of retired base-
ball star Alex Rodriguez has escalated
into a two-year battle in the bank
involving figures such as pop sensation
Jennifer Lopez, author Malcolm Glad-
well and chief executive Jamie Dimon.

The tugof war has set JPMorgan’s sto-
ried private bank against a wealth advi-
sory business acquired as part of the
2008 purchase of Bear Stearns during
the financial crisis.

At the centre of the battle is Gwen
Campbell, a financial adviser who
brought clients including Rodriguez
when she joined from Bank of America’s
Merrill Lynch division in 2020 and set
up shop at JPMorgan Advisors, as the
Bear operation is now known.

campbell has accused colleagues at

private bank of tryi 1
away Rodriguez.

In one instance, the private bank tried
toleverage a relationship with Lopez as
part of their strategy, say people famil-
iar with the matter.

Gladwell, a New York Times bestsell-
ing author of books including The Tip-
ping Point and a longtime Campbell cli-
ent, has rushed to her defence, firing off
aletter to Dimon on her behalf, accord-

“low seven-figure amount” at the pri-
vate bank, Campbell claimed in legal fil-
ings. As a result, when she joined, Rod-
riguez was designated as a shared client
between JPMorgan Advisors and the
private bank.

Campbell has argued her relationship
with Rodriguez should have been pro-
tected by an agreement with JPMorgan
that the approachto dealing with shared
clients would be to “maintain the cur-
rent nature of their relationship with
the private bank”. But she has accused
the private bank of pitching several of
her clients for business, with Rodriguez
thechieftarget.

The private bank ended up winning
more of Rodriguez’s business by provid-
inga loan for his acquisition of a minor-
ity stake in the Minnesota Timber-
wolves basketball team in 2021, Camp-
bell alleged in court filings. This was
after Campbell was told that JPMorgan
Advisors would not finance the loan.

Before thatloan, the private bank had
alsoswitched coverage of Lopez from its
‘West Coast team to the New York bank-
ers who had been tasked with cultivat-
ing a relationship with Rodriguez,
according to people familiar with the
decision.

At the time, Rodriguez and Lopez
were engaged and the reassignment was

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 10%2F25&ts= 20221024195538&uq 20220804103507

9/20



2022/10/25 22:04

ing to messages seen by the Financial
Times.

Dimon has not responded directly,
instead tasking other executives to reply
toclients’ concerns.

“1 thought he was supposed to be a
statesman, Jamie Dimon. This is like a
game an 11-year-old would play,” Glad-
welltold the FT.

“Quite apart from what he’s doing to
Gwen, I'm a client. My life savings are
with JPMorgan. My financial adviser has
been exiled like Napoleon on Elba. Is
that the way you treat your clients? I'm
small fry but a lot of her clients are not
small fry;” he added.

since December, Campbell has been
seeking financial damages through arbi-
tration for what she alleges isa breach of
contract. A hearingisscheduled for July.

In the meantime, Campbell is still
working at JPMorgan in San Francisco.
Her team of advisers has lost three
members and she has complained in
legal filings of having been periodically
locked out of the bank’s computer sys-
tems.

“What JPMorgan is doing is not
only hurting Gwen but having
a direct adverse impact on her clients
which are JPMorgan’s clients. This is
something that’s known by Jamie
Dimon and the board,” said Michael
‘Willemin, Campbell’s lawyer and part-
ner at Wigdor LLP.

JPMorgan said the bank had been
“putting significant focus and invest-
ments” into JPMorgan Advisors and “set
in place rules for situations where cli-
ents are served by more than one line of
business”.

“These rules allow us to bring cli-
ents the expertise they need while
ensuring that they and our financial
professionals are treated fairly,” the
banksaid. ¢

The infighting stems from JPMor-
gan having separate but overlapping
businesses — both JPMorgan Advi-
sors, where Campbell works,
and the private bank cater to
wealthy clients but are
under different leader-

Inside JPMorgan, finan-
cial advisers and private
bankers regularly lament
the internal competition
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Cause célébre: for clients, according to current and ¢
Alex Rodriguez former employees. [ thought
and Jennifer Inanother instance involvinga differ- e was
Lopez, pictured  ent adviser earlier this year, the private
in 2020, are bank and JPMorgan Advisors battled supposed
among figures over which division should manage tO bea
linked to the money for a client who had inherited
dispute between  several hundred million dollars from a Stat?sman'
their financial relative, according to a person familiar ~ Jamie
adviser and with the matter. a
JPMorgan, led Dimon ended up intervening, telling Dll"'ll(?IL .
by Jamic Dimon,  bothsidesthat thebankdidnothavethe  This is like a
below — oimitrios market share for turf wars, the person
e i said. [twas leftup to the client to decide EISET
which division they would park their ll—year—old
moneyat. . 2
The dispute between Campbell and would Pla}
the private bank spilled into the open in
December when she brought the first of
several actions against JPMorgan, ask- My
ing a court for arestraining order. That - R
request wasrejected. financial
Campbell has also filed for arbitration o qyjger
proceedings seeking financial damages
andin April submitted intwith has been
the US Equal Employment Opportunity z 3
Commission, alleging she has suffered exiled like
gender discrimination. Napoleon
Some of Campbell’s clients have, like
Gladwell, written to Dimon and urged onFElba.Is
him tointervene on her behalf, accord-  that the
ingto emailsseen by the FT. AV Vi
Gladwell emailed Dimon in June, ask- Rl
ing him to “find a way to bringthis dis-  treat your
pute quietly and gracefully to an end”. dlients?

Gladwell received a response from Kris-
tin Lemkau, chief executive of JPMor-
gan Wealth Management, who was
involved in Campbell’shiring.

Lemkau told Gladwell that she could
not comment on Campbell’s allegations
due to pending arbitration but that
JPMorgan was “committed to exploring
and addressing any issues she raised”.

Gladwell, who has known Campbell
for more than 20 years, said he was
shocked by the way JPMorgan was treat-
ingher.

“Itjust strikes me that they’re tor-
turing her,” Gladwell told the
FT. “1 don’t understand

why someone would will-

Inflation revives austerity habits in the shops

JUDITH EVANS.

pean, US and Asi
returning to the kind of “austerity
shopping” behaviour common in the
1970s and 1980s as inflation squeezes.
budgets for food and household goods,
research has shown.

Data group IRI said households were
turning back to measures such as mak-
ing packed lunches, buying cut-price
food that is out of date, curbing their
alcohol intake and visiting several
supermarkets to secure the cheapest
deals.

The changes in how people shop
for household essentials are cutting
into salesgrowth for consumer products
and boosting supermarket own-label
products.

The research follows evidence of peo-
ple cutting back on bigger-ticket items
such as clothing earlier in the year as the
economicoutlook darkened.

Growth in the consumer packaged
goods category hashalved to 1.5 per cent
in2022 from a year earlier, according to
IRI sales data, which cover 14 key mar-

ingly make someone’s life miserable for
noreason.”

Jackie Reses, a former executive at
payments company Square who is now
chief executive of Lead Bank, is another
unhappy Campbell client, telling the FT
that JPMorgan “isn’t doing right in this
situation”.

“yPMorgan should look at this as a cli-
ent issue, not as a litigation issue,” said
Reses, whose net worth was pegged at
over $1bn by Forbeslast year.

Campbell came to JPMorgan Advisors
in 2020 with almost $1.4bn in client

e

assets and loans, according to a legal fil-
ingin December. This included millions
of dollars belonging to Rodriguez, who
earned an estimated $400mn during his
22-year career in baseball. Following his
retirement from the New York Yankees
in 2016, the slugger known as A-Rod has
become a broadcaster, investor and
entrepreneur.

Before Campbell joined JPMorgan, its
investment bankers had already
advised Rodriguez and Lopez onafailed
attempt to buy the New York Mets base-
ball team in 2020. Rodriguezalso kepta

made with the hope this would facilitate
future business with Rodriguez, the
peoplesaid.

JPMorgan declined to comment. Rep-
resentatives for Lopez and Rodriguez
did not respond to requests for com-
ment.

In aletter sent to JPMorgan’s board of
directors in April, seen by the FT, Camp-
bell said that continued litigation was
not her preference and that she wanted
to “have the terms of my employment
contract honoured”.

“If that is not possible,” Campbell
wrote, “the third option is to part ways
and resolve this matter in a way that
reflects the value of the billion-dollar
book of business that I brought to
JPMorgan”.

Additional reporting by Sara Germane
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kets. Alcohol sales through stores are
falling, along with consumer spending
on household products.

In Europe, supermarket own-brands,
which yielded ground to branded goods
during the acute phase of the pandemic,
are returning to pre-pandemic levels.
They account for 36 per cent of con-
sumer packaged goods sales, up from
34 per centin May.

The changes
are cutting Info
sales growth for
consumer products
and boosting
own-label products

Private-label products were even
making inroads in areas such as baby
food, where parents were traditionally
loyal to brands, said Ananda Roy, senior
vice-presidentat IRI.

Private labels’ success was partly a
result of the growth of discount super-
markets, which commanded far more of
the market than in the recession that
followed the financial crisis, said Roy.

“The growth in private-label that
‘we’re seeing now is primarily in food
staples. That's because we are having to
look at whether we can get a good deal in
the Aldis and Lidls. People are now hav-
ing to go to Aldi to buy butter and
cheese.”

Their rise posed a challenge to small
and medium-sized makers of branded
foods, he said.

“We are anticipating that in the first
half of 2023 these manufactur-
ers .. . are going to trigger a price war,
‘because they are going to be desperate
‘o maintain volumes.”

Alcohol sales in stores had declined
6.7 per cent year on year during 2022 s0
far, said Roy.

The drop was partly driven by a
return to pubs and bars as coronavirus
restrictions lifted but has accelerated, in
a sign that squeezed budgets are also
coming into play.

Alcohol sales over the summer season
‘were “nowhere near what they used
to be”, Roy said. “Consumption of
alcohol has dropped, and that’s quite
significant.”
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Fixed income. Price pressures

Outperformance at risk for
$4tn US muni bond trade
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European gas
drops below
€100 for first
time since
Russian cuts

DAVID SHEPPARD AND SHOTARO TANI

European natural gas prices have
dropped below €100 per megawatt
hour for the first time since Russia
slashed supplies this summer with
warm weather and close-to-full gas
storage easing concerns over winter
shortages.

The price drop will come as a boost for
the EUleaders who are working to place
acap onthe price of the fuel as they fight
high inflation and a slowing economy,
and attempt to deny Moscow funds for
itsinvasion of Ukraine.

0%2F258&ts=20221024195538&uq=20220804103507
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Local government debt has

avoided worst of sell-off but

new deals outlook is less rosy

KATE DUGUID — NEW YORK

In a bleak year for fixed income
markets, US municipal bonds issued by
state and local governments have stood
out as being among the least worst
assets to own. But the outperformance
isnowlooking more tenuous.

The $4tn market for “munis”, often
bought by individual investors
attracted to their yields and tax
advantages, has fallen by 13 per cent this
year, according to the ICE BofA
municipal bondindex.

The decline has been sharp for the
muni market but less severe than
benchmarks for Treasury bonds,
investment grade corporate debt or US
equities.

Municipalities’ fiscal balances are still
in good shape thanks to stimuli they
received in the Covid-19 crisis but the
returns on their bonds reflect more than
that.

Investors and strategists warn that
munis’ relative strength also reflects a
dramatic slowdown in issuance and
mispricing in the market.

The trend has been particularly clear
since the end of September as munis
have rallied while the supply of new
bondissues has plummeted.

Issuance of the bonds governments
use to fund projects such as school or
bridge construction in the year to
September has been the lowest since the

‘ Muncipal bonds evade sharpest declines

Change in 2022 to date (&)
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first three quarters of 2019. Just $25.8bn
of deals came to market in September,
the slowest month since March 2020 at
the outsetof the pandemic.

Some now see a modest increase in
new offerings, a supply that threatens to
putpressure on prices.

Issuance rose to $10bn last week and
Citigroup is expecting $10bn of issuance
againthis weel.

“I had hoped to make a bullish call
with conviction but1 can’t,” said Vikram
Rai, head of municipal strategy at Citi.
“When supply picks up in the coming
weeks, the recent outperformance of
munisisgoingtogo away.”

Borrowing costs are rising as the US
Federal Reserve pushes interest rates
higher, which may force municipalities
toacttoavoid even higherrates.

Falling tax receipts may also drive
new issuance. According to the most
recent data from the Urban Institute,
state tax revenue adjusted for inflation

declined by 0.7 per cent during July and
August from the same two months a
'year before.

Municipalities also often rush to issue
bonds ahead of elections, fearing a
change to policy.

“Issuance in our market was down
dramatically in September,” said Peter
Block, amanaging director at Ramirez &
Co, an investment bank that specialises
in municipal debt. “Usually October

is a big month but we'll see. Issuers ‘[t has
that have flexibility are saying — we'll I ;
delay our deal that we had planned ~AIWays

for October until things settle down. been
But if you have to issue, you have to
ssue” astale,

Munis are traditionally buy-and-hold dygﬁ]nctjona]
assets, owned by investors who collect
the tax-exempt interest payments until market
maturity. Infrequent trading means with
that prices in the market often do not 1
reflect current sentiment. lOllS)’ price

volumes and liquidity, assigning new
prices to bonds that haven't traded for
weeks during a volatile period in
Treasury and other fixed income
markets.

“Stale pricing is the defining
characteristic of the muni market,” said
Steven Grey, chief investment officer of
hedge fund Grey Value Management. “It
has always been a stale, dysfunctional
market with lousy price discovery.
Everybody’s sort of holding their nose
and looking the other way.”

The gap between the estimated
valuation of munis and actual market
prices is particularly wide at the
moment because of this year’s market
volatility, said Nick Venditti, a muni
fund portfolio manager at Allspring
Global Investments.

“Thatis potentially dangerous for less
sophisticated muni buyers, particularly
if they are buying bonds at or near
the [price evaluation determined by
third-party providers], they are buying
those bonds at what are almost certainly
inflated levels,” said Venditti.

If issuance fails to increase, the
illiquidity of the market could continue
tobolster prices.

“1f you’re talking about the
performance of [amuni] index, if all the
liquid bonds were to price overnight
where they are supposed to trade, you
will clearly have a big adjustment in the
index,” said Mikhail Foux, head of
municipal research at Barclays. “But if
the bondsdon’t trade, nothinghappens.”

Investors should not expect muni
prices to drop because of issnance or

Our global
feam gives you
market-moving
news and views,
24 hours a day
fr.com/markets

More issuance could boost trading discovery'

liquidityissues, added Foux.

puren IIF gas urures, me pencn-
mark European contract, dropped as
low as €93.35/MWh ($27 per mmbtu)
yesterday, down nearly 20 per cent
compared with Friday, the lowest it has
been since mid-June.

European gas prices are now 70 per
cent below levels seen in August, when
they soared above €300/MWh,
although they are still well above the
€20 to €40/MWh range they largely
traded at over the pastdecade.

UK gas contracts for delivery in
November fell as much as 15 per cent, to
£1.72 per therm ($19 per mmbtu).

James Waddell at Energy Aspects said
prices were falling in the short term
because of “limited storage capacity

‘The weather is very mild
and actions of individuals
and businesses to save gas
are coming through’

remaining, low gas demand because of
mild weather and congestion in bring-
ing in LNG and flowing it east within
Europe”.

Reduction in demand has also helped
with storage — think-tank Bruegel’s
European natural gas demand tracker
shows Europe has lowered its demand
by 7 per cent year-to-date compared
withthe 2019-21 average.

The EU has agreed to reduce gas
demand voluntarily by 15 per cent this
winter.

Tom Marzec-Manser at ICIS said
current consumption was about 20 per
cent lower in Europe than usual for this
time of year.

“pemand is really low, both because
[the weather is] very mild and clearly
actions of individuals and businesses to
save gas are starting to come through,”
hesaid.

Increased imports of liquefied natural
gas toreplace Russian pipeline supplies,
which now account for only 9 per cent of
EU supply, down from 40 per cent last
year, have helped European storage to
reach more than 90 per cent capacity
while warm weather has meant a delay
inheating demand.

But whether Europe has enough gas
for the winter still relies on the weather,
said Alex Tuckett at CRU Group. “If we
have amild to average winter, we should
probably avoid [energy] rationing. A
cold winter will be much harder,” Tuck-
ettadded.

See Lex

UK government debt rallies strongly on
confirmation of Sunak as prime minister

TOMMY STUBBINGTON

Gilts rallied sharply yesterday as Rishi
Sunak was confirmed as the UK’s new
prime minister with investors betting
that the former chancellor would stick
to the economic policies that have
calmed markets in recentdays.

UK government bond prices had leapt
in early trading after Boris Johnson’s
exit from the Conservative party
leadership race on Sunday.

had wobbled on Friday at the prospect
of the former prime minister’s return to
Downing Street.

sunak is seen by investors as far more
likely to back the fiscal plans of the new
chancellor Jeremy Hunt, which helped
torestore order to the gilt market.

“Rishi Sunak stands a much better
chance of bringing stability to govern-
ment,” said Derek Halpenny, head of
research for global markets at MUFG.

that Boris Johnson has and will
command credibility from financial
markets given his strong opposition to
‘the economic policies of Liz Truss.”
‘Ten-year yields remain above levels of
roughly 3.5 per cent seen prior to Truss’s
ill-fated fiscal plans last month, which
sent gilts and sterling into a nosedive,
triggering a liquidity crisis at pension
funds and prompting the Bank of
England to step in with an emergency

“He will nothave a privil

They extended their fter Penny
Mordaunt pulled out to leave Sunak as
the only remaining candidate, pushing
UK government borrowing costs back
down close to the levels seen prior tolast
month’s controversial “mini” Budget,
which triggered a gilt market meltdown.

The 10-year gilt yield sank 0.32
percentage points to trade at 3.73 per
cent yesterday, reflecting a sizeable rise
inprice.

The pound climbed by as much as 0.9
per cent against the dollar in early
trading before falling back amid a broad
rise for the US currency to trade little
changed on the day at $1.1295.

The departure of Johnson from the
contest brought relief to markets that
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ittee
into lying to parliament

Rishi Sunak is seen as likely to back
fiscal plans that have calmed trading

bond-buyingp

But shorter and longer dated gilt
yields fell back to roughly where they
‘were before September 23.

Investors had also bet that the BoE
‘would be forced to raise interest rates
rapidly to prop up a falling pound and
offset the inflationary effects of £45bn
of unfunded tax cuts.

Interest rate expectations had begun
to fall back down following Hunt’s
announcement last week that he
‘would scrap most of Truss’s tax-cutting
measures. They moderated further on
yesterday.

Traders expect BoE interest rates to
rise to just above 5 per cent by next
summer compared with 5.25 per cent
last week.

Yen swings sharply as traders debate
possible third intervention by Tokyo

LEO LEWIS AND KANA INAGAKI — TOKYO

The yen swung against the US dollar
yesterday as traders grappled with
signs of a third round of currency
intervention by Japanese authorities
and analysts warned that further
action risked stoking volatility.

After starting the morning in Japan at
about ¥149.71 per US dollar, the yen
teached ¥145.56 at 8.44am in the
space of a few minutes. By yesterday
afternoon, the yen wasback at the level
before the morning surge began.

The sharp moves occurred shortly
after shunichi Suzuki, finance minister,
emphasised Japan’s resolve to curb the
yen's volatility as the currency hovered
around a 32-year-low.

“We are robustly confronting market
speculators,” Suzuki told reporters in a
morning presshuddle. “We will respond
appropriately as needed since we cannot
tolerate excessive moves in the foreign
exchange marketbased on speculation.”

The yen is under significant pressure
as the Bank of Japan sticks to its ultra-
loose monetary policy in contrast with
the central banks of most developed
economies.

* FINANCIAL TIMES

Despite the yen’sappreciation, traders
in Tokyo said it was still very difficult to
tell whether Suzuki's latest attempt at
verbal intervention had been accompa-
nied by another yen-buyingoperation.

Masato Kanda, the country’s top
currency official, declined to comment
on whether an intervention had been
carried outon Monday.

On Friday, long after Japanese trading

“We cannot tolerate
excessive moves in the
foreign exchange market
based on speculation’

floors had closed and with dollar-yen
trading in a less liquid part of the day,
the Japanese authorities performed a
yen-buying operation that dealers
estimated at about $30bn.

The action, which sent the yen surg-
ing from ¥151.94 on the dollar to
¥144.50, followed a $20bn intervention
inSeptember.

The decision to take action during
lower liquidity hours after Tokyo
dealing rooms had closed was at

odds with the Japanese government’s
suggestion that it was intervening
to lower market volatility, currency
strategistssaid.

“The market is on high alert for
intervention given uncertainty about
exactly what the objective is at this
point,” said Benjamin Shatil, foreign
exchange strategist at JPMorgan. “Even
asauthorities have signalled their desire
to smooth volatility, erratic or outsized
intervention actually runs the risk of
increasingmarketvolatility”

Strategists said Friday’s intervention
had caused particular frustration for
Tokyo traders, who were not able to
respond to the action outside normal
market hours in Japan.

Kenta Tadaide, a senior foreign
exchange strategist at Daiwa Securities,
said many traders were assuming that
the yen’s sharp movement yesterday
wasan intervention.

If it was another yen-buying
operation, he said the authorities
probably had to step in because the
yen’s depreciation following Friday’s
action was much faster than the
currency’s gradual erasure of gains after
September’s intervention.

COMPANIES & MARKETS

The day in the markets

What you need to know

& US stocks rise ahead of Big Tech
earnings season

» European shares rally even after PMI
slides to lowest level since 2020

® Gllts and FTSE 100 rally as Sunak
becomes prime minister but pound slips.

US stocks rose yesterday in chopping
trading ahead of a week of third-quarter
earnings results for Big Tech companies,
including Meta, Alphabet and Amazon.
Wall Street’s S&P 500 was up 0.8 per
cent by the late morning in New York.
The broad-based US index last week

racnrdnd ite hinnnet fun-caccinn nnin

‘ Hong Kong-listed shares tumble
Hang Seng index
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Bear run indicates

an underlying

carnings weakness

Alan Livsey

Markets Insight

ear markets are a bit like
freckles. Initially they all look
similar but, on closer inspec-

Finn thaw ran wars arasths

emerging markets — have higher
estimated rates of earnings growth for
this year (partly because of currency

affacte from tha chrana dallar) hat ofill

jpumped up nominal sales growth, even
though profit margins are beginning to
fall, said Lapthorne.
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. -
since June, adding 4.7 per cent, as
investors responded to reports that the
Federal Reserve might begin to slow the
rate af which if raises interest rafes from
December.

At the same fime, the technology-
heavy Nasdaq Composite added 01 per
cent, reversing earlier losses.

Those gains came even as US-listed
shares in a number of Chinese

Nov 2021

Source: Refintitv

fell sharply.

The declines came affer Chinese-listed
tech stocks fumbled earlier in the day in
the wake of Xi Jinping’s securing a third
term as party leader and as new dafa
showed the country’s economy fell well
short of Beijing’s growth targef.

Monday also marked the start of a
week dominated by technology earnings
in the US with Apple, Microsoft, Alphabet
and Amazon all due to report quarterly
figures in the next few days.

UBS analysts said corporate financial
statements had so far been “mixed” with
results broadly in line with the market’s

‘Across the Atlantic, the pan-regional
Stoxx Europe 600 gauge closed 1.4 per
cent higher while Frankfurt's Xetra Dax
rose 1.7 per cent even as S&P Global's
flash eurozone composite purchasing
managers’ index, a measure of business
activity in the region, fell to its lowest
level since November 2020.

Peter Vanden Houte, chief economist
at ING, said the figure “clearly confirms
that the eurozone economy is already in
recession”.

In bond markets, the yield on the
benchmark 10-year US Treasury note was

In the UK, prices for 10-year gilis
climbed, pushing yields down 32 basis
points to 3.73 per cent as Rishi Sunak was
confirmed as the country’s next prime
minister.

London's FTSE 100 index rose 0.6 per
cent while sterling slipped 01 per cent
against the dollar fo $11290. It also
slipped 0.3 per cent against the euro on
‘the day to €11430.

Hong Kong's Hang Seng index closed
‘6.4 per cent lower, registering its biggest
drop since 2008, while the CSI 300 index
of Sshanghai- and Shenzhen-listed

This year, global stock prices have
already collapsed by about 25 per cent,

bear market resembles the tech

typical when foreshadowingarecession.  wipeout starting in 2000, said Andrew

Yet, so far, market earnings Lapthor iété Générale.

reveal profitdecline ahead High val stocks took the hit
That is not so unusual as a trend.  first, usually those groups with plenty of

Corporate bosses usually exude opti-  promise butlittle orno earnings.

mism. If products or services continue
to sell and customers pay on time, of
course they will emphasise a rosy view.
As a result, even time-hardened
analysts may not wish to second-guess
their covered companies onthe facts.
Eventually though, companies start
warning of problems with, say, excess
inventory or clients that have stopped
spending. This can have a dispropor-
tionate effect ona company’s shares.
One example — big box US retailer
Target noted that ithad too much stock
in its warehouses in its first-quarter
results in May. Investors panicked and
the shares immediately hit an air
pocket, falling 25 per centon the day.
Today, executives regularly offer
. - o Joolk

Yet global earnings estimates still point
to growth tocome this year and next.

1If we exclude the energy sector given
its Ukraine-induced rise in profit, global

Back then, a ratio of tech stocks
against the S&P 500, a measure of
relative performance, hit a peak not
seen since the late 1960s, Bank of

Until central banks
stop lifting interest
rates, this is likely to
leave markets on edge

America pointed out recently. The tech-
"heavy Nasdaq 100 plummeted by three-
quarters in the two years to September
2002 while the broad-based US bench-
mark S&P 500 index fell by less than
half. Market-wide profit trends did not
begin to deteriorate for about a year
after the bubble burst early in2000.
This year, the tech sector has led the
‘way again in the sell-off but the scale of

healthy single-digit increase in
quarterly sales, down to its own product
price increases. But profits growth did
notkeepup, crunchingmargins.

The broader trend is likely to con-
tinue until the US Federal Reserve
quellsinflation by raising rates. Eventu-
ally this will hit broader profit growth,
perhaps inthe early part of next year.

This brings us to the key difference
with the bear market of two decades
ago. Asset allocators and macro inves-
tors cannot easily shiftinto bonds.

Normally, they would seek out these
and high-income stocks as harbours
from an approaching storm. Not this
time. A vicious bear market in the bond
market has also taken hold.

volatility in the fixed income market
is extremely and persistently high as
shown by the ICE BoA Move index. This
index is atits highest in three years. UK
gilt volatility hasleapt even higher.

Until central banks stop lifting inter-
est rates, this is likely to leave markets
on edge. That might not happen until
there is stark evidence of inflation fall-
ing ied by i
weakness and risingunemployment.

Even if inflation is brought under con-
trol, that will mean less of a boost for
topline revenue growth from rising
prices, exposing underlying earnings
weakness. Profit growth should then
tumble fall quickly asin a more typical
economic cycle. That is not a great
outlook for equities. Cash holdings by
investors are rising. The bear market

e e

earnings per share growth is set torise  sell-off is far from the spectacular burst-

about 3 per cent this year and almost  ingofthe late 1990s dotcom bubble.

9 per cent in 2023, using MSCIL Notably the ratio of tech stocks
In a recession, these rates would against the S&P was at its highest level

typically registera fall of a fifthormore.  since the earlier dotcom peak. And like
The US, which weighs heavily on the earlier bear market, profit forecasts

these figures, is expected to holdingup

deliver 0.5 per cent earni hthis ~ An ding US has

‘year and 9.7 per cent next year. supported earnings for US companies.

Other areas — Europe, Japan and

Inflation also helps. Rising prices have

year.

alan livsey@ft.com

“relatively caufious expectations”. steady af 422 per cent. equities fell 29 per cent. George Steer
Markets update
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the botfom of the S&P 500 index.

Both groups have properties located in
Macau, a narrow peninsula off the south
coast of China.

The sell-off was spurred by the release
of growth numbers that fell short of
Beijing’s annual farget and a change in
leadership in the ruling party that
unsefiled invesfors who worried that
economic reforms would fake a back seat
in the country.

In other China-related news, Tesla
retreated following reports that it had cut
the starter prices for some of ifs vehicles
in the country fo combat softening
demand.

Myovant rose sharply on news that
Japan's Sumitomo Pharma had agreed to
buy the biopharma group for $27 per
share — a 10 per cent premium on
Friday’s closing price.

The bid improved on a $22.75 offer
made earlier this month by Sumitomo,
with already owned 52 per cent of the
group that specialises in freafments for
prostate cancer and uterine fibroids.

Dorman Products, which supplies
after-market auto parts, sank after
cutting its full-year profit forecast, which
if blamed partly on “rapidly increasing
interest rates”. Ray Douglas

reporting “new records . . . for sales and
earnings” in the third quarter.

Management now assumed the
company weuld “slightly exceed” ifs 2022
forecast for tofal revenue of €110mn and
an operating profit margin of more than
25 per cent.

Broker Jefferies highlighted a “key
factor” of recurring revenues, which
continued to “grow significantly” and
accounted for 58 per cent of sales during
the quarter, up from 51 per cent from the
previous year.

‘Spediality minerals group Imerys rallied
following its declaration “fo become a
major player in the European lithium
market”.

The French group said surveys carried
out at its Beauvoir site confirmed “very
attractive concentrations and quantities
of lithium”, a key ingredient for batteries
in electric cars and smartphones.

A soff set of quarterly numbers
weighed on Portugal's Galp Energla with
the oil and gas group posting operating
profit that missed analysts’ estimates.

Full-year guidance for core profits was
also frimmed fo €3.8bn from €4bn “fo
reflect lower expectations for the
industrial and energy management
segment”, said Citl. Ray Douglas

gave investors “comfort”, said Citi.

Helped by what Pearson described as
an “oufsfanding result” in ifs English-
language learning business, organic
growth ran at 7 per cent for the first nine
months of 2022, significantly ahead of
Citi's 2 per cent forecast.

Online car dealer Auto Trader rallied
on news that it was selling its subsidiary,
‘Webzone, which trades in the Republic of
Ireland under the Carzone brand.

The business was sold fo Mediahuis,
‘the publisher of tifles such as the Belfast
Telegraph and Sunday World, for €30mn.

Liberum said the price was an
“aftractive” multiple and will allow Auto
Trader to focus on its core UK market.

Life insurer Prudential, which has
significant business in Asia, sank to the
bottom of London’s blue-chip benchmark
following a sell-off in Chinese shares.

The rout was trigged by below-par
growth figures out of Beljing and fears of
an ideological shiff among the top
echelons of the ruling Communist party.

Fulcrum Utility Services, which
provides energy connections and utility
infrastructure, tumbled after foracasting
a core loss of about £6mn for ifs financial
‘year against a £500,000 profit for same
period a year earlier. Ray Douglas

budget was
a good idea

Brands can help in a cost of living crisis by cutting their
marketing budgets. \Wrong. We have more than 40 years
of evidence that a short-term reaction is never as effective
as long-term investment. For brands or the economy as

a whole. Find out more at
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ARTS

Native American artist stages family reunion

Jeffiey Gibson inaugurates the
Institute of Contemporary Art
in San Francisco with a show
about our relationship to land.
By Jonathan Griffin

0 Native American artist
Jeffrey Gibson, land
acknowledgments — the
practice of paying tribute,
inthe Americas or Oceania,
to the original dwellers of the place one
is in — have never felt quite enough. “I
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there.) Only in recent years, as demand
for liveable space in San Francisco has
soared, has it begun to be gentrified,
notably with the establishment of an
arts district centred on the Minnesota
Street Project gallery and studio hub,
alsofounded by the Rappaports.

Gibson wanted to reunite land, people
and traditions in more than just an
earthbound way. The installation’s
soundtrack mixes natural recordings
with vocalisation and percussion by the
Tsalagi Cherokee musician Joan Henry,
who Gibson recruited for his project. As
a traditional song-carrier, Henry con-

siders herself a channel for stories and
believe in land acknowledgments” he 1 - A icp her fromher
says, “but I'm also interested in the his- k -\\ " Henry's voice fills an adjacent gallery,
tory of the land itself, beyond the indige- b too, her song addressing a dying red
nous history of the land, from ageologic a— - maple tree. Gibson found the tree,
perspective.” which had been hit by a drunk driver

Gibson’s exhibition, This Burning
World, at the newly minted Institute of
Contemporary Art in San Francisco
(ICA SF), is a metaphorical form of geo-
logic land acknowledgment. In a long
gallery, video projections display a daz-
zling patchwork of natural imagery —
leaves, blossom, fruit, rain on water, icy
streams, rocky coastlines — shot over

and torn from the ground, to recreate a
piece he first made in 2011 titled “The
Future is Present”. Root ball intact, the
tree hangs horizontally on wires, float-
ing in front of a glowing abstract vinyl
design onthe gallery’s tall window.
Gibson’s dazzling vinyl prints also
emblazon the front of the building. “The

the changing seasons, mostly near Gib- a
son’s home in New' ‘Z’wrk‘s g?ldsm] Val- The new ga]lery ERJpURE
ley. At the foot of these projections, to be amore thoughtﬁ]]
two long strips have been cut out of the o -
S A S and socially conscious
ished and dry earth on which the k]Ild ofinstitution

building rests.

The exposed soil looks depleted and
arid. Much of Dogpatch, the formerly
industrial, rapidly gentrifying area of
eastern San Francisco which is home to
the ICA SF, was built on landfill, and
there are rumours about the toxicity of
the soil. Ali Gass, the ICA SF’s founding

environment and the beings that live in
it are seen as materially and spiritually
one and the same. Introducing his video
images of a verdant wilderness, he says,
“is like a family reunion with those who
havebeenfree”.

mitment from Silicon Valley venture
capitalist Andy Rappaport and his wife
Deborah and took a 15-year lease on a
former children’s gymnasium in Dog-
patch. By September 2022, she had
raised another $3mn, largely from local

SF.

known pieces are beaded punchbags
‘which hang from the ceiling, sometimes
decorated with tassels or tin jingles pro-
duced for powwow regalia.

This Burning World, Gibson decided
early on, was not going to be another

trees are witnesses,” declares one panel,
while another reads, “Speaking to the
sky and kissing the ground.”
Atanevent the evening before the ICA
SF opened to the public on October 1,
Henry led the well-heeled guests in an

director, says that there are strict ordi- The ICA SF, as itisknown, aspiresto " entrepreneurs including Instagram co-  display of his greatest hits. (He’s had ded land acknowled:

nances about how much groundcanbe  be a more thoughtful and socially con- m founder Mike Krieger and his wife Kait-  plenty, including a 2018 retrospective  Entreating them to tell their names to
uncovered in a space such as a gallery,  scious kind of institution than tradi- lyn and venture capitalist David Hornik  originating at the Denver Art Museum.) ~ the stars and to “mother earth”, she
given the possibility of inati tional Itwas ived dur- g and hiswife Pamela. His first question to Gass, when she  encouraged everyone to crouch close to

A few streets away, Gibson’s interven-
tionwould not have been possible.
“When we remove the cement, it’s
like removing the lid of a box,” says Gib-
son. “The earth is grey, and not fertile,
because it’s something living that has
been suffocated.” He refers to indige-
nous world views where the natural

ing the national conversation about race
and equity that grew louder during the
pandemic. In the summer of 2021, Gass,
thendirector of the nearby ICA San José,
saw an opportunity for a new non-col-
lecting art institution in the city of San
Francisco.

She raised an initial $1mn cash com-

A snapshot of global

“We have the great privilege to start
an institution from scratch, which is a
really rare opportunity,” says Gass.
Chief among the ambitions set out by
the institution is a greater focus on
social and economic equity, from artists
toboard members, from staff salaries to
community engagement.

‘When Gass was discussing with cura-
tor Christine Koppes which artist might
inaugurate their exhibition space, it
took them “about two minutes”, Gass
says, to hit on Gibson. “Jeffrey’s practice
really embodies many of our values.”

Gibson, 50, who is of Mississippi
Choctaw and Cherokee heritage, is one
of today’s leading Native American art-
ists. He was not raised in tribal society,
however. Due tohis father’s job working
for the US Department of Defense he
moved around frequently during his
childhood, including periods in West
Germany and South Korea. He is also
gay; hislayered identity manifests in his
multivalent art. He has overlaid quotes
from pop songs and poetry on to tradi-
tional glass beadwork or painted geo-
metric abstractions. Perhaps his best-

approached him about the project, con-
cerned the land on which the ICA SF
would be situated.

Dogpatch used to serve the nearby
shipyards. (Its name may derive from
the dogfennel that once proliferated

the ground. As the roomful of donors
took to its knees, the ICA SF seemed to
be making good on its promise to be a
very different kind of art institution.

To March 262025, icasforg

starting from scratch: vinyl artworks by Gibson outside San Francisco’s

3

Institute of Ce p y Art —c

Slacker rock makes energised return

goingfrom A to B. They were held up as
d

epitomes of the slacker, that irony
dled, artfully inactive archetype of

Rebecca Ci

Bob Nastanovich. Touring member
le played N
Itisnot their first reactivation, having

Pavement 1990s non-rebellion: “too lazy torock”,  got back together for an ambivalently
Roundhouse, London in the sniggering judgment of Beavis  brief tour in 2010. Whatever misgivings
Hokkk st and Butt-Head. existed then are absent now. Playing a

Ludovic Hunter-Tilney

peaking in 1999, as his band

prepared to release what would turn out
to be their final album, Stephen Malk-
mus complained that it felt “irrelevant™
and “fake” to play old songs at gigs. He
named a couple of examples, “Summer
Babe” and “Grounded”.

“When it’s old songs, it just seems

That certainly was not the case at the
Roundhouse. Pavement used to have a
reputation as a shambolic live act, but
here they were engaged and energetic.
Malkmus threw guitar-slinger’s shapes
as he played solos and riffs, kicking the
air during opening track “Fin” and
strafing the audience like a member of
The Clash during a punk-rock rendition
of “Unfair”,

For “Grounded”, he performed the

setlist that has been varying from con-
cert to concert, they were a tight unit,
bringing to life music that went far
beyond the loud-quiet-loud template of
alt-rock.

Jangling guitars evoked the memory
of 1960s pop while solos made splashy
raids on 1970s rock. There were “shala
1a” choruses like a doo-wop group and a
psychedelic breakdown like an old-
school jam band. Nastanovich was an

really dated to me,” the band’s singer-  classic axe hero’s trick of playing the unhinged vocal foil to the urbane Malk-
guitarist explained. “Maybein20years’  instrument behind his head. There was  mus, barking surreal phrases like an
time, with a dwindling bank account, I more than a hint of irony to the pose —  indie-rock Flavor Flav.

mightreconsider that.”
Twenty-three years later, the rethink

butagreater helping of skill.
He was joined by fellow guitarist Scott

Amid the thickly distorted riffs and
tricksy song structures, the message of

hastaken place. At the Roundhouse, for ~ Kannberg on the other side of the stage,  their reunion rang out clearly: Pave-

inflation the first of four shows, Malkmus was  the Californian childhood friend with  ment are an act for the ages, not just
back on stage with his Pavement band- ~ whom he started the band. Arranged  theirera.

Al X change I consiuer mates playinga setthatincluded “Sum-  between them were bassist Mark Ibold,

price indices mer Babe” and “Grounded”. A mostly ~ drummer Steve Westand percussionist ~ pavementband.com

Sources: Refini naional statifcs ofces. middle-aged audience was present to

Latest figures avalable a5 at 8 August 2022 celebrate the return of one of the leading Left: Stephen
bands of 1990s US alt-rock. Gen X-tatic Malkmus of
cheers went up when they played fan Pavement at the
favourites. The nostalgia was real, not Roundhouse

st Tumer

fake. But what was its relevance, other
than to the state of Malkmus and co’s
bankaccounts?

Backin the day, the prospect of Pave-
ment on the reunion circuit in their mid-
fifties would have met with dismay. The
US 1990s alt-rock boom was obsessed
with the notion of selling out, even as its

)
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THE NEW AGENDA

biggest names signed with major labels
and shilled for MTV coverage.
Pavement never did that. They were
not earnest enough to care greatly about
selling out, but they also lacked the
careerism to actually accomplish it.
Their twisty, fuzzy songs, topped by
Malkmus’s drawl, took pleasure in not
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FT BIG READ. SEMICONDUCTORS

As the competition between the US and China heats up, Washington is pressuring the

Taiwanese chipmaker to move more production outside the island. But Taipei is resisting.
By Kathrin Hille and Demetri Sevastopulo

aiwan greeted Nancy Pelosi
asatrue friend when the US
House Speaker visited the
country in August in what
‘was seen as a show of sup-
port against Chinese military threats.

But when President Tsai Ing-wen
hosted Pelosi for lunch at a neo-baroque
palace in Taipei, two men at the table
were a reminder that the friendship is
coming under strain: Morris Chang,
founder of Taiwan Semiconductor
Manufacturing Company, and Mark
Liu, chair of the world’s largest contract
chipmaker.

The global semiconductor industry is
now dominated by Taiwan, thanks to
TSMC’s meteoric rise. Chang told Pelosi
in stark terms that Washington’s efforts
to rebuild chip manufacturing at home
were doomed to fail. “He was pretty
blunt, and the esteemed guests were a
bit surprised,” says one person who
heard the conversation.

TSMC now finds itself at the centre of
both a tug of war between Washington
and Taipei and the fiercest front in the
new cold war between Chinaand the US.

Nicknamed the “godfather of the chip
industry” in Taiwan, 91-year-old Chang
is defending his life’s work: founded 35
years ago with start-up capital from the
Taiwanese government and technology
licensed from Dutch semiconductor
company Philips, TSMC has grown into
a giant with an effective stranglehold on
the global chip supply chain.

Taiwan sees this dominance as a
crucial security guarantee — sometimes
referred to as its “silicon shield”. It
believes that the concentration of global
semiconductor production in the coun-
try ensures the US would come to the
rescue if China were to attack.

“Everyone needs more advanced
. .. semiconductors,” econonry minister
‘Wang Mei-hua said during a visit to
‘Washington this month. Being a key

‘If you have something
that both sides want, you
have leverage. But if you
don't play that card, you
become a pawn’

global player in this way will “make
Taiwan . . . safer and [secure] peace”,
sheadded.

But Taiwan’s determination to keep
as much of the industry as it can on the
island is clashing with US strategic goals
and its fears of China.

As competition between the US and
China heats up and the risk of a military
conflict over Taiwan increases, Wash-
ington is seeking to both cut Beijing off
from supplies of key advanced semicon-
ductors and reduce its own dependency
on Taiwan for chip supplies.

These objectives potentially under-
mine TSMC, whose success is built on
serving customers in all markets and on
doing so from a cost-efficient cluster of
plants almost entirely in Taiwan. “The
silicon shield is becoming a tripwire,”
says Jason Hsu, a former Taiwanese
lawmaker and now a senior fellow at the
Harvard Kennedy School.

“On the one hand, the US pressures
TSMC to move to the US. On the other, it
is waging technology war on China,
pushing tension to a higher level that
puts Taiwan at risk,” he adds. “If you
have something that both sides want,
you have leverage. But if you don’t play
that card, you become a pawn. We are
kind of playing along with what the US
wants.”

The US stepped up its campaign to
hamper China’s economy earlier this
month, introducing sweeping controls
that block exports of some chip manu-
facturing equipment and restrict sales
of certain semiconductors to the coun-
try — measures clouding the future of
China’s entire chip industry.

Although TSMC says the impact on
its business is limited for now, chief
executive CC Wei told investors it was
too early to assess the true influence in
the longer term. The problem for TSMC
is that Washington is simultaneously

TSMC, Ta
the tech cold war

The efficiency and cost savings of the
TSMC model have convinced many
chipmakers to outsource fabrication

to the Taiwanese company
FTmontage

In early September, President Joe
Biden bragged that “Americais back” as
he attended the groundbreaking cere-
mony for a $20bn chip fabrication
plant, or “fab”, that Intel will build.
“Folks, the future of the chip industry is
going to be made in America,” he said, a
month after the US Congress passed leg-
islation to provide $52bn to rebuild US
semiconductor manufacturing.

The geopolitical and business impli-
cations of the new US strategy are start-
ing to surface. “Everyone realises that
there is a big watershed moment here
for the whole industry,” says Peter
Hanbury, a partner and expert in semi-
conductor and technology supply
chains at Bain, the consultancy. “But it
kind of snuck up on people.”

Global domination

The relentless rise of TSMC is one of the
most important and least told chapters
in the era of globalisation. Different

infancy. Bornin China and educated as
an engineer at MIT, he began working
alongside the pioneers of the industry in
the 1950s and showed his knack for
improving uring
fromthe verybeginning.

At US chipmakers Sylvania and Texas
Instruments, Chang became an expert
in increasing the yield — the proportion
of non-defective transistors on a pro-
duction line — according to Chris Miller,
an economic historian at Tufts Univer-
sity and author of Chip war, a book
about the industry. That became a core
strength that boosts both TSMC’s profits
and reliability for its customers.

TSMC’s foundry services spawned an
entire new breed of “fabless” chip com-
panies, such as Nvidia, the graphics chip
design house founded in 1993. The
increasing technical difficulty of chip
manufacturing and the rising cost of
building fabs also convinced ever larger

\bers of chi less

from peers such as Intel and Samsung,
‘which continue to both design and man-
ufacture chips, TSMCis a contract man-
ufacturer that produces semiconduc-
‘tors designed by other companies.

The efficiency and cost savings of this
foundry model have convinced so many
other chij to fabrica-

The meteoric rise of TSMC
Revenue ‘Year-on-year
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tion to TSMC that Taiwan now accounts
for 20 per cent of global wafer fabrica-
tion capacity, the single largest concen-
‘tration in one country, and 92 per cent of
capacity for the most advanced chips.
The US share inglobal chip manufactur-
ing has dwindled from 37 per cent in
1990t012 per centin2020.

The risks are clear: Credit Suisse ana-
lysts estimate that if the world were to
lose access to Taiwan’s chip plants, the
production of everything from comput-
ers to cars would be severely disrupted.

A major disruption in that capacity
‘would be “massive” compared with
recent incidents such as a 2021 outage
in a Samsung fab due to power cuts

One of them was AMD, Intel’s rival in
the market for central processing units,
the chips that power PCs. After falling
behind Intel, AMD sold its fabs in 2008.

TSMC founder £
Morris Chang says y
US efforts o rebuild LU
chip manufacturing

at home are '

‘doomed to fall )

It now relies almost completely on
TSMC, astrategy that helped itrecover.
The next boost came when Apple
started designing chips for the iPhone
in-house and picked TSMC to manufac-
ture them. Its iPhone chips are now
exclusively made by TSMC in Taiwan.
“Thave been surprised by Apple and
AMD deciding to allow themselves to
getsoreliant on one supplier,” says Dan
Nystedt, vice-president at TriOrient, an
Asia-based private investment com-
pany. “Even without geopolitics, there

b

cloud services providers such as Google.
Then Intel struggled to master mass
production in two consecutive process
technology generations. This allowed
TSMC to pull ahead not only in scale but
alsointechnology.

“That, combined with the geopolitical
tension, led to a crisis of confidence in
the US: if something were to go wrongin
the Taiwan Strait you could not credibly
tell yourself that you could rely on US
technology solely to build up the capac-
ity you need if, in fact, by some key met-
rics TSMC had leaped ahead of Intel in
terms of technology;” Miller says.

By 2016, concerns over the US’s heavy
dependence on Taiwan-made chips had
spread from the Pentagon to the com-
merce department. Although it took a

a.

general counsel for TSMC and now a
consultant in the US. “There willbealot
of disillusionment — actually, US semi-
conductor manufacturing will suffer
because of it.”

Underlining the size of the challenge,
the Semiconductor Industry Associa-
tion and Boston Consulting Group esti-
mate that upfront investment of up to
$1.2tn would be needed for each region
to have fully localised supply chains at
2019 levels, followed by continuous
spendingof up to $125bn a year.

Edlyn Levine, chief science officer at
America’s Frontier Fund, which aims to
invest in companies that will help the Us
stay ahead in critical technologies, says
it is “a fantasy” to think that the US
could completely decouple from TSMC.
“The idea . . . is technically not feas-
ible,” says Levine.

Despiteits Arizona investment, TSMC
is trying to sit things out as the concen-
tration of its fabs and suppliersin a tight
cluster in Taiwan has enhanced its effi-
ciency. “There are a lot of benefits to
the way they are running things — espe-
cially the close connection between
R&D and high-volume manufacturing
where you can send an engineer toa fab
justan hour away,” Hanbury says. “The
cost savings and benefits of expertise
are part of the TSMC model”

The company refuses to discuss how
the push for change affects it. “We rec-
ognise that there has been increased
attention on geopolitical issues between
China and Taiwan, which are not new
and go back decades,” says TSMC.
“However, we do not see these tensions
affecting TSMC operations at the cur-
renttime . . . The success and function-
ing of the highly complex and diverse
semiconductor ecosystem require glo-
bal collaboration, as all nations and cor-
nersof the technology industry know.”

still, the heightened sensibility over
global dependence on Taiwan is certain
toforce change.

‘If something were to go
wrong in the Taiwan
Strait, you could not rely
on US technology to
build what you need’

“There have been some concerns
among TSMC customers since twoyears
ago,” says Sebastian Hou, managing
director at Neuberger Berman, an
investment management company. “It
was the time when in Taiwan westarted
to have more fighter jets from China
hovering around the Taiwan Strait, and
thathas become a daily routine.”

wireless chip company Qualcomm
said in August it was more than dou-
bling manufacturing orders to Global-
Foundries under a strategic co-opera-
tion with the TSMC rival, specifically at
aplant the foundry is expanding in New
York.

Nvidia is splitting its product portfolio
with data centre chips being produced
at TSMC and some of its personal gam-

trade war with China, a ic and
an escalation in Beijing’s threats against
Taiwan, Washington is now moving
quickdy.

In 2019, the Trump administration

leaned on TSMC to place some
advanced capacity in the US, its largest

Hanﬁury says it will take years to see
whether more TSMC customers follow
that example because changing manu-
facturing partners is so difficult and
risky. “The big questionisif Appleis also
goingto doasplit,” he adds.

A decisi

market. The comp lied —itis
building a fab in Arizona that is sched-
uled to start mass production in 2024.
But the plant lacks the scale and the
technology of TSMC’s newest fabs — in
Taiwan, the company is building a fab
for N2 chips, the newest generation of
chips that is expected to follow the N3
one about to go into mass production.

“Progress on reducing the depend-
ence on TSMC. .. for the most
advanced processes will not be reduced
significantly until TSMC, Samsung and
Intel all site advanced facilities at scale
in the US,” says Paul Triolo, a China and
technology expert at Albright Stone-
‘bridge Group.

Even then, only part of the supply
chain will benefit. The fabs that Intel,
TSMC and Samsung are building in the
US are all for advanced chips, mostly
supporting the PC, smartphone and
server industry. However, automakers,

will be how smoothly
TSMC’s rivals can scale up capacity in
the US. Both Intel and Samsung are
planning much bigger US fabs than
TSMC’s initial Arizona commitment,
theoretically allowing for a better cost
structure and market share gains. How-
ever, TSMC has acquired enough land to
build several more fabs.

Industry experts believe that diversi-
fying its footprint might become neces-
sary for TSMC for reasons beyond geo-
politics. It is already getting harder for
the company to find the thousands of
engineers for its larger and larger fabs.
Another question is whether Taiwan
will be able to provide enough water and
power tokeep expanding chip manufac-
turing.

Some analysts argue that Taipei'sreli-
ance on TSMC for its security is flawed
inthefirst place.

Brad Martin, director of the National
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cerned that Us on ‘raiwan

could put its defence industry’s chip
supplies at risk. Eric Schmidt, the
former Gm)gle CEO who chaired a

Taiwan develops into leader
of the semiconductor industry
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In ‘exas, Covid-related diSFuption m
south-east Asian factories and earth-
quakes in Japan, according to Credit
Suisse. TSMC’s capacity footprint by the

are eartnquakes, pOWer SNOrtages. Wiy
does Apple accept that their whole com-
pany would have to shut down if TSMC
wereshutdown?”

national i artificial intelli- ing end of 2023 could reach $171bn, “over Some fabless companies’ decision to
gence, warned lastyear that the USwas ~ markef share (%) 3x the scale of the US Chips Actalloca-  put all their eggs in one basket reflects
“very close to losing the cutting edge 1990 2020 tions through the next decade”, it adds. the efficiency of the symbiotic system
of microelectronics which power nur Europe 44 Breaking up this hub challengesnot ~ TSMC has built. “There has been an
ies and our military b Us 37 only TSMC but the global ecosystem unwillingness to even think about shift-
our reliance on Taiwan”. 22Talwan  thathasformed around the company. ing away from TSMC for a lot of the
Now, the chip shortage triggered by 21 South Chang started TSMC in 1987 after the  industry [because] it was inconceivable
disruptions during the pandemic, |/ kKorea Taiwanese government recruited him fur the ‘business model that was func-
‘Washington’s desire to slow down China 1TEmED) 15Japan  fromthe UStohelp TONC: 11,” Miller says.
in its pursuit of technology leadership 15China  industry. Industry executives credit the TSMC was furthe[ strengthened when
and fears that Beijing could seize Tai- South Korea 0 \\ S company’s success to its single-minded  Intel stumbled. The company, long
wan by force area]l catalysing US efforts Talwan 0 focus on technological detail, customer  focused on CPUs, missed both the rise of
to ing China 0 9Europe  needsand execution. the smartphone and of artificial intelli-
athome. Europe ]apan Smgapnm and  Sources: Credit Sulsse; VLS| Research; Chang staned honing those skills  gence applications, letting TSMC grab
Indiaare efforts. ELHZ JECEEley ‘when werestillintheir  much of the market for chips used by
16 * FINANCIAL TIMES

'WIICI Saw Production disrupted due to
chip supply bottlenecks, use less
advanced chips that stmggle to be via-

Security Supply Chain Insttute at the
Rand Corporation, warns that instead of
funchomng asa slllcon shleld" Tai-

bleinthe US, whi

“A lot of the investment will not help
with the defence supply chain either,”
says Hanbury. “The only government
applications that run on advanced
nodes are Al cryptography and super-
computers, and those account for less
than 5 per cent of bleeding-edge chips.”

Anuphill struggle

Despite Biden's upbeat rhetoric, the
Chips and Science Act may fall far short
of what is needed. “The way the fab
funding section has evolved and is now
playing out is a train wreck waiting to

happen,” says Dick Thurston, former

wan'’s d
'market could. make lt ‘morevulnerable.
1f China were to impose a quarantine
— a limited, non-violent blockade — on
‘Taiwan, other countries could shy away
from supporting the country out of con-
cern that an escalation would lead to
permanently cutting off or even
destroying their chip supplies, Martin
says.
“The monopoly in semiconductor
production creates instability,” he adds.
“Ifthe USisfaced with aneed to make a
decision between protecting its econ-
omy and defending Taiwan, that starts
tobecome a very stark decision.”
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Former chancellor was least
bad option to be the next
Conservative premier

After the calamitous two-month detour
into the unfunded tax cuts of Trusso-
nomics — and an unsettling flirtation
with a return by the discredited Boris
Johnson — Conservative MPs have
backed the best of the available options
to be their next leader and Britain’s next
premier. Rishi Sunak has the right expe-
rience and outlook to take control at a
time of deep economic crisis. Far less
certain is whether he can restore any
semblance of unity to his party, and
whether today’s Conservatives have any
capacity to become once again a serious
partyof government.

Sunak is the first British Asian pre-

has begun to calm financial markets.
Though heis the youngest prime minis-
ter in modern British history, Sunak has
proved himselfin one of the great offices
of state. As chancellor during Covid-19,
he 1mplemen|.ed mnuvatlve support

despite his claim to have enough MP
backers torun — should markthe end of
his ambitions for a return to high office.
Yet his intervention ensured Sunak
could not take over without one more
famml ep].mde playing out in the Con-

missteps.
Yet the augu.nes are hardly positive
that the Conservatives can become a

psychodrama.
The party has also changed leader for
a second time midterm through a

disciplined political f more. A
third of the parliamentary party backed
Liz Truss in their final vote in the sum-
mer leadership contest; to suggest she
was foisted on largely unwilling MPs by
the party members’ vote is dlsmgenu—

deeply und ic pi f its own
devising. UK voters should have had the
chance to choose their next leader in a
general election, as this newspaper
argued last week. Instead, they have a
new premier who did not make a single

ous. In the truncated contest
Truss’s defenestration, a third or more

public during the latest con-

were ready to back other did:

One, Penny Mordaunt, has few of the
credentials to take the reins mid-crisis
despite a stint as defence secretary. The

other, ]ohnson was forced out only in

‘mier, marking a sij tep forward
in creating governing institutions that
more closely reflect those they govern.
The prospect of a fiscally literate leader

thejob.

Jufl
That Johnson spent an entire week-

test. If Sunak cannot quickly restoresta-
bility, anel willb

He inherits a deeply fractured party
facing decisions on issues such as spend-
ing and immigration that will inflame
the faultlines. Sunak is under pressure
from the right wingto scrap post-Brexit
Lradulg rules with Northern Ireland,

endplottinga

with the EU.

is further proof

of his narcissism. His withdrawal —

" Thei incoming premier will be well-

Sunak’s uphill struggle to restore British stability

advised to keep as his chancellor Jeremy
Hunt, who has already dumped much of
Trussonomics and begun charting a
course to fiscal stability which he is due
to detail on October 31. Coming from
different wings of the party, each man
could provide some political cover for
the other. Sunak should assemble a cab-
inetbased on competence, not fealty.

He and his team should focus, above
all, on the overwhelming priority of
restoring his party, and the country’s,
reputation for fiscal competence. The
public finances and the broader econ-
omy need to be put back on an evenkeel
while dealing with the cost of living
squeeze, and a credible plan for tax and
spending agreed. Despite its now
record-low standing in opinion polls,
the new cabinet should jettison the
obsessive focus on whether the Con-
servatives canwinthe next election, and
concentrate on providing effective
government. Its only, faint, hope of
achieving the former lies in first deliver-
ingthelatter.

Demographics

What'’s driving the rich
worlds falling fertility?

Evan White

Stephen
Bush

fewer people are choosing to have chil-
dren if they can’t afford homes and
face heavy childcare costs.

That makes intuitive sense, but
some data suggest the fall infertility in
the rich world has proved resistant to
greater spending on family incentives

and other welfarist measures. In the

ome say the world will end

in fire. Others in ice. But

from looking at demo-

graphic trends in the devel-

oped world, I hold with
those who favour stairlifts. Or, as Tesla
chief Elon Musk puts it, “civilisation
will indeed die with a whimper in
adult diapers”.

Richer states have ageing popula-
tions and lower birth rates. Thatisn't
all bad news: older societies tend to
have lower levels of violence and polit-
ical instability than younger ones. But
theyalso have lower economic growth
rates, and are not always good global
citizens. The UK, for example, pro-
duces fewer doctors than it needs per
head of population. Skilled profes-
sionslike medicine will always be geo-
graphically mobile, but when meeting
your own healthcare needs are predi-
cated on poaching staff from poorer

nations, it’s hard to claim you are a
responsible or compassionate nation.
More importantly, we should be
preoccupied by the cause of the rich
world’s falling fertility rates because

wra chanld necnma it ranracants tha

UK, whatis driving the fall in the birth
rate is actually growing childlessness
among the middle and upper classes.
It’strue that household formation has
slowed in Britain, but it is far from
clear that this is primarily driven by
poverty or inequality.

According to analysis bythe Oﬂ"lce
for National Statistics, degr
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Nord Stream leaks put methane emissions on the agenda

The recent leaks from the Nord Stream

scientists to put hard numbers to this

According to the latest research, we

pipeline supplying Russian gas to “unprecedented” leak. can cut up to 85 per cent of methane

Germany grabbed the world’s attention In 2021 alone, the global energy emissions with currently available

(Report, September 29). sector emitted about 135mn tonnes of technology in less than a decade. In
Images of methane bubbling up from | methane, which means emissions most parts of the world, methane

the depths of the ocean made an greater than those from the Nord remains remarkably under-regulated,

otherwise invisible climate menace Stream leak happen every day from ‘which means these available fixes

clear and obvious, especially because many th ds of aren’t being implemented or enforced.

methane has the potential to increase
global warming by over 80 times more

‘Without action on methme this decade
We cannot meet temperature targets,

Meanwhile, the fossil fuel industry is
seeking to water down the common

‘than CO; over a 20-year period. which means the long-term goals of sense proposals included in the EU’s
Estimates of how much damage had energy system transformation llll‘] proposed methane regulation.

‘been done to the climate came thick ing carbon dioxide emi: move to pass and

and fast as newsrooms pushed will not be possible to achieve. lmplemem a comprehensive methane

policy, the Nord Stream leaks should
serve as a catalyst towards stronger
regulation, improved financing
mechanisms and more rapid action to
mitigate this harmful super pollutant.
Alessia Virone

EU Affairs Director, Clean Air Task Force,
Brussels, Belgium

Enrico Donda

Gas Campaigner, Food and Water Action
Europe, Brussels, Belgium

Marina Gros

Gas Campaigner, Ecologistas en Accion,
Saragossa, Spain

Power chief sets example
with blackouts warning

It may not be fashionable at present
‘but I wanted to commend an example
of good communicating.

John Pettigrew, the chief executive of
National Grid, did a brave thing to
highlight at this month's FT Energy
‘Transition Summit conference the “cut
off” risks this winter (“Prepare for
‘blackouts during ‘deepest, darkest
evenings’, warns power chief”, Report,
October 18).

1had three such security of supply
crises during my decade at the helm of
Ofgem and one of the abiding lessons is
the importance of multi-dimensional

cated women are nearly twice aslikely
toremain childless as women without
degrees. Given that women are the
biggest driver of increased higher edu-

cation participation worldwide, that
suggests a very sharp increase in the
number of childless households in the
future.

The real cause, I think, is not iniq-
uity in the housing market or in the
costof childcare, butin the workplace.
With a few happy exceptions, mater-
nity is a terrible deal, economically
speaking, for working women.
Although there is aregrettable paucity
of high-quality studies on this, I sus-
pect the pattern we see in the UK data
would be even starker if we separated
the reproductive choices of women
who are the family’s second earner
from those who are the first.

The rise of so-called “greedy jobs” —
where your progress is closely linked
to how much of your personal life you
are willing to put on hold —isa further
disincentive to have children. But
some policymakers deny this is a
problem: one minister recently told

e that waran’t that unrriad shamt

T'well recall when an energy
minister (I did have 10 in my decade
in office!) was asked whether he had
remembered to call Dublin to inform

ganx ||

L

“I'D HAVE LIKED THE oPPoRTuwITY
NeT To VoTE ForR RiSHi Sunak™

‘them of possible imminent restrictions
of supply to Ireland. Silence followed
—and then alot of adult noise! The
call went in — but it could have been

This multi-jurisdictional and multi-
stakeholder communication is not easy
— partly due to the unintended

Alistair Buchanan

London TW20, UK

consequences surrounding energy
supply messages. Even so, Pettigrew at
National Grid appears to be adopting
the dictum “forewarned is forearmed™.

Chief Executive, Office of Gas and
Electricity Market, 2003-13

Biden must keep eye on big
prize in China stand-off

In “Containing China is Biden’s explicit
goal” (Opinion, October 20), Edward
Luce discussed the possibility of the US
launching a full-scale economic war
against China. If the US did so, it would
represent a Pyrrhic victory as it would
necessarily have eliminated any chance
of co-operation between the world’s

Truss at least outlasted the
1746 ‘shortlived ministry’
Liz Truss is described as the shortest-
serving prime minister (Report,
October 21). 1 am afraid she has failed
in that competition too.

The shortest administration,
according to some accounts, is that of
the Earl of Bath and his cousin the Earl
Gramnlle. the secretary of state.

two leading powers, which
many believe is a precondition to avoid
serious planetary destruction from
climate change.

In our relationship with China and
indeed in our policies involving almost
everything else, we must keep our eye
on the main objective — which is saving
the planet from global warming. That
does not mean that we should
surrender to the diktats of President Xi
Jinping. The Chinese government is
rational and well aware of the perils of
climate change and the damage it could
do to its own existence.

It simply means that we should never
lose sight of our most important duty
in any endeavour that we undertake.
Harold ] Smith
White Plains, NY, US

called the “shortlived
ministry” it lasted from February 10 to
February 12, 1746.

George I appointed them after
Henry Pelham’s cabinet resigned en
masse in protest at the King’s refusal to
appoint William Pitt the Elder. But
Bath and Granville found it impossible
to win the backing of Whigs in
parliament, and the King could not
accept bringing in the Tories.

Pelham thus returned to office, with
Pitt in government for the first time.
‘This was an important moment in
cabinet government — the first time
the whole cabinet had resigned and
forced the King to bend to the will of
parliament on a cabinet appointment.
ER Yescombe
London N10, UK

Silicon Valley
rethinks the

rnrnnvato

the stage.

dancer in gold shoes clacks across

“What do you do when it all goes
wrong?” Caiyhe asks the 800-strong

andianca #Dint!? thaw shant harl-

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 10%2F25&ts=20221024195538&uq=20220804103507

ikumari Caiyhe, a tolife. Here’s a personal, relatable,
spoken word artist, heart-wrenching story. And here’s what
performs a poem it means for your business. But a kinder
inspired by how Slack interpretation might be that it offered
“pivoted” from making | acompelling pitch for what a
avideo game to bmldmg wl|at would mnlerenoe must lonk like post-
become a i question the
ccommunications platform. A Iap expense of send.ulg people to events

‘when a livestream is available instead.
It was organised by WaitWhat, a

media company set up by June Cohen

and Deron Triff which also produces

+ha Mastars af Cralsnndrnct that

wool. Shou Chew, chief executive of
TikTok, made a rare public
appearance. A coup, but Hoffman
failed to pose a single question on
Chinese surveillance or political
censorship. As a representative of the
American internet user, he surely had
an obligation to press harder. T asked
Cohen if an agreement had been made
with Chew, but she said no. And in the
“The Human at the Center” session,
Uber's Dara Khosrowshahi received

i fnllnnr s #n tha ctatamant that hic
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ent on Beijing.

Inits efforts to win what President joe
Biden calls a “contest for the future of
our world” with China, the US is increas-

invited to participate for the first time.
The statement issued after the June
meeting was the first Nato strategic doc-
ument to cite China as a threat. Euro-

All pages from Financial Times (Asia), Tuesday, October 25, 2022

infrastructure projects.

‘weekend's scenes from Beijing certainly
hel
P

There are also p: ional prob-
lems. The countries of the global west
argue that they are banding together to

thatcase.

gideon.rachman@ft.com

Europe has reached a critical moment in tackling energy shortages

Peter
Mandelson

n retrospect, this energy crisis
looked inevitable. To attribute this
solely to Vladimir Putin’s invasion
of Ukraine is simplistic. Rather, this
isalonger-term tale of energy inse-
curity and under-investment. Western
gas supplies have been left fragile by
Europe not diversifying its energy
sources, by Putin and Gazprom’s
increasing manipulation of the Euro-
pean market over the past decade and
by under-investment in oil and gas as
the US shale boom has waxed and
waned. This combination has caused
gas prices to soar to 10 times the normal
average, leading to record price rises for
consumersand businesses.
This is not just an EU crisis — the UK
has also been left exposed. The Euro-
pean Commission is focusing on reduc-

ing demand and, to an extent, continu-
ing to let the market do so through high
prices; the UK has intervened on prices
with no clear plan on demand. Across
European capitals, we have seen signifi-
cant interventions in the market, from
France capping prices to Spain and Por-
tugal capping the price of gas for elec-
tricity generation. From Berlin to
Zagreb, governments have spent eye-
watering amounts — at least €700bn —
on packages to cushion citizens
and businesses from soaring gas and
power prices.

As EU energy ministers gather this
week, we are ata crucial inflection point
in our efforts to tackle the energy crisis.
One policymaker in the European Com-
mission recently told me we are facinga
two to four-year energy crunch, given
heavily constrained global liquefied nat-
ural gas markets. The assumption is the
US, Qatar and other non-Russian
sources of LNG are not going to “ride to
the rescue” anytime soon.

Governments on both sides of the
Channel face a delicate balancing act

this winter: to protect citizens and the
economy in the short-term, while build-
ing a sustainable and sensible future
vision for secure, affordable and
cleanenergy.

As the UKs business secretary during
the global financial crisis, I know full
‘well the political temptation to try to “go
it alone”. But this crisis, like Covid,
and the 2008 crash before it, requires

solidarity. Meeting the challenges of

“time to find common cause with our
European friends”. But follow-up action
is essential from her successor Rishi
Sunak to avoid attention moving back to
domestic interests. Take the de facto
windfall tax set to be applied by Britain
and Europe on renewable energy pro-
ducers. If the level setin the UK does not
mirror the EU’s policy, thereis a risk this
could divert investment to Europe. On
energy, Britain and Europe must learn
to co-operate again, for three reasons.
Our interlinked energy markets will
be vital for winter resilience. Intercon-
nectors from France, Belgium, Norway
and the Netherlands power 5mn British
homes each year. Meanwhile, Britain is
a crucial hub for LNG imports from the
rest of the world, providing gas by pipe-
line to help the European continent

security, ility and refill gas stor pp
requires the whole European political Second, the North Sea is Europe’s
community tocollaborate. main indigenous source of oil and

1 welcome outgoing prime minister
Liz Truss’s recognition at the European
Political Community meeting in Prague
this month that on energy, now is the

natural gas. Measures to boost domestic
oil and gas production, providing
climate compatibility checks are met,
will help the continent shore up

FINANCIAL TIMES

non-Russian supplies of hydrocarbons.

Last, our shared offshore wind
resources will power the UK and
Europe’s transition to net zero by 2050.
The voluntary North Seas Energy Coop-
eration, made up of the issi

the poster. “The man abused my
country, my leader . . . I think it’s my
duty,” said the Chinese consul-general
when asked by sky News about a video
of him appearing to grab a protester by
thehair.

During thislatest party congress, such
absolute loyalty to Xi became a
condition of party membership. With
stakes this high, one can understand
how acaricature mounted on cardboard
could worry Chinese diplomats. Letting
it stand might be seen as a failure
of fealty.

However, the consul-general’s inter-
nal narrative is baffling to an external
audience. When trying to rebut the
accusation that they are bullies, Chinese

i find it di tingly easy to

Norway and eight EU member states,
has agreed to increase the capacity of
offshore wind to at least 260 gigawatts
by2050. if the UK would signal its inten-
tion to rejoin this partnership, that
‘would cement the North Sea’s potential
as aglobal offshore wind powerhouse.
Winston Churchill’s exhortation to
“never let a good crisis go to waste” feels
in tune with the current energy turbu-
lence. Through collaboration across the

reverttobehaviour that could be seen as
bullying. This confirms the suspicion
that European governments have of the
C ist party: that it is b i
morebrazen.

A certain school of Chinese national-
ism says that the west is set on contain-
ing China’s rise at all costs — and
that, as a result, Beijing may as well
conduct external relations for internal

European neighbourhood, policymak-
ers in Britain and the EU have a golden
opportunity to secure a new era of Euro-
pean energy independence. Defeating
Putin, achieving energy security, afford-
ability and our net zero ambitions
depend onit.

The writer is a former EU trade commis-
sionerand UK business secretary

ion

Yet European alliances are still
in china’s grasp, and many of its
own objectives, from technological
upgrading to climate action, can only be
achieved with a wide range of allies. But
under a limitless presidency, China’s
ability to engage in such co-operation
will be seriously constrained.

yuan.yang@ft.com
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European gas: the bigger chill
Russia has gradually cut gas exporis fo Europe during the past year. Europe has managed fo more than
offset the decline by containing demand and increasing imports from other sources — which helps explain
why storage levels are healthy. The same feat will be hard fo replicate next year

Twitter: @FTLex Russian imports to Europe have declined in 2022 Europe is approaching winter with high
. storage levels
Cubic mefres (;r"s) Weekly storage, cubic metres (b
Hong Kong stocks: poorly informed foreigners. But in this 2021 MaxiEiues _ 1%
s case, distance lends perspective. —_ — 30 50
Panic room Overseas domiciles permit selling 2021 50
that is politically tricky for locals. n | 25 5 - 2022 — 2
Hong Kong stocks have fallen tolevels | Where Hong Kong has led, mainland / V\ Min values o
last seen in the financial crisis. Xi markets may follow. .’\ A 0 5 10 15 20 25 30 35 40 45 50 55
Jinping has appointed several Y I 2.0 ¢ Source: Bruegel on AGS! cata
hardliners to the Politburo Standing 2022 e c beh can contribute
Commitice. Foreign investors seethe | |nfosys/Sunak: " I to reducing EU gas demand
limited patience with business 5 - e
iminishing further. Murthy’s lore \f 10 o
Everyone expected Xi to secure a v\‘\\‘ Turning down heating by 1°C
third leadership term at the party You could credit Rishi Sunak with 0.5 S
national congress. The Hang Seng fell playing the long game were it not that o - 10
more than 6 per cent yesterday in his last attempt to become UK premier r T T T T T T T T T T 1 0 Adjusting boiler
response to the tone of the event. only ended seven weeks ago. This time, 0 5 10 15 20 25 30 35 40 45 50 55 fempersiises) K
Hong Kong equities are at 13-year Tory MPs have propelled him to power peas Indirect savings
lows. The offshore renminbi has over the heads of party members who Source: Bruegel on Enfsog data Source: Infernational Energy Agency  fhrough eleciricity.
cratered. Hong Kong’s drop was more last time disapproved of his elite
than triple the fall in the two mainland | credentials, including a £630mn stake Europe has stored enough gas to get Europe up by 30 bem compared with and Turkey continue at their current
benchmarks, the Shanghai and in Infosys held by his wife Akshata through this winter — unless it is 2021, which explains why it pace, it will lose a further 40 bem in

Shenzhen Composite indices. The
onshore renminbi is stronger than the
offshore renminbi. It points to panic
among overseas investors. The fear is
warranted. Xi replaced more than half
the Politburo Standing Committee with
purists. Li Qiang, the party’s top official
in Shanghai who oversaw extreme
lockdowns in the city this year, is set to
be China’s next premier.

Xi used the word “security” 26 times
in a two-hour speech at the congress.
The party has amended its constitution
to state explicit opposition to Taiwan
independence. Defence stocks such as
AVIC Electromechanical Systems,
Anhui Great Wall Military Industry and
Guangzhou Hangxin Aviation Tech
were among the few gainers.

Downside impacts are broader. Hong
Kong-listed shares of tech groups
including Alibaba and Tencent fell
more than 12 per cent yesterday.

Property stocks dropped to record
lows. The new leadership is likely to
continue crackdowns on these sectors.

Hong Kong real estate has largely
escaped the zero-Covid policies applied

Murthy. Sunak supporters resist the
claim that family wealth will bias him
against Britons on modest incomes.

What they cannot deny is that his
political fortunes and the value of
Murthy’s investment are playthings of
the dollar. It is up 10 per cent against
the rupee in the past year. That helps
Infosys, co-founded by Murthy’s father,
which provides tech staff to companies.
Nearly two-third of its revenues come
from North America.

Sunak spent the pandemic as
chancellor, staving off the threat of
business collapses with loan schemes.
Indian outsourcers such as Infosys
enjoyed heavy demand from foreign
businesses forced to accelerate online
transitions. Infosys shares are a quarter
below their January peak. IT spend
forecasts are slowing. Last September,
chief information officers expected
tech investment to rise more than 5 per
cent in 2022. Their growth forecasts for
nextyearfall below 2 per cent, Citi says.

But the stock is three times higher
than in early 2020. The pandemic has
strengthened a thesis of Indian

on the mainland. shares of develop

as ground troops of the

including Sun Hung Kai, d

Land and Swire Properties have fared
comparatively well. Those days are
numbered.

China’s new leadership team is
unlikely to stunt growth completely.
That could trigger discontent. But
Hong Kong’s economy will suffer all the
same. Beijing has had little interest in
doing the city favours since it crushed
pro-democracy protests in 2019,

some buyside analysts will say the
sell-off is a knee-jerk reaction by

tech P they were
seen as boring contract labour
suppliers. The re-rating leaves Infosys
trading at about 24 times forward
earnings, according to S&P data.
Infosys has far more cash than debt.
Sunak’s government will have far more
debt than cash. The strong dollar, up a
fifth against sterling this year, raises
borrowing costs and pressure for cuts.
Automation may improve
productivity, but that would mainly
help the better-off. The software would

very, very cold. But nations such as
Germany and Italy have not dodged
abullet, merely deferred it.

‘With 80 per cent of Russian gas
supplies now offline, they may
struggle to repeat their storage feat
next winter.

The reason why this winter looks
better than expected is that Europe is
more than offsetting the decline in
Russian gas from other sources.

Russian exports are set to be 80bn
cubic metres below prewar forecasts
for this year, if current flows
continue.

Europe has riposted with 50 bem of
additional LNG imports and 60 bem
of demand reductions. That puts

mostly come from the US, the
hardware from east Asia, the contract
staff from India and eastern Europe.

Hungary: when
unorthodox action works

‘An unorthodox interest rate rise of
12 per cent by Hungary’s central bank
should be a winner for foreign
investors in the €930bn local currency
government bond market. The move
‘was meant to stop further depreciation
of the forint. That is one of three
elements needed to lower yields and
raise the prices of government debt.
The other two items to watch are
fiscal policy and the release of EU
funds. The first looks well anchored.

approaches winter with healthy storage
levels.

Europe must not rest on its laurels. It
is not a single market in energy terms.
Infrastructure bottlenecks may cause
shortfalls, particularly in central and
eastern Europe.

The weather makes a big difference.
A chilly winter could add 30 bem to
demand, depleting storage. And even
when this is well stocked, there isa

2023, which will make it harder to
refill storage.

New regasification facilities are
coming but not fast enough. It may
‘become more difficult to get LNG
tankers to dock if Chinese demand
Tecovers.

‘This does not even take into
account a worst-case scenario in
which Russia halts flows completely.

Further ahead, everything Europe

limit to how much you can tap at any is doing to add regasification capacity
given time. On really cold days, and debottleneck transport will
p may still find th v imp gy security. But we are
short of fuel. still approaching a tight spot.
Europe will not feel the full chill of Europe must cut consumption. The
Russia’s ill wind until the following sooner it does so, the more stored gas

winter. Even if flows through Ukraine

The government is determined to keep
spending down. The release of EU
funds is less assured. The government
seems confident this will happen in
December. The EU has yet to say.

The central bank’s move caused the
forint to soar against the euro. It is up
almost 4 per cent since the October 14
rise. Bond yields also rose as prices fell,
with the benchmark 5-year yield up 0.6
percentage points to 12.23 per cent in
the past week, says Refintiv. The
government hopes the currency will
hold its gains and bond yields fall back.

On Friday, the central bank widened
its “interest rate corridor”, between the
unchanged policy rate at 13 per cent
and the overnight collateralised loan
rate, up 9.5 points to 25 per cent. The
one-day deposit facility offers 18 per
«cent, which the bank can raise at will.

it can carry through to 2023’ winter.

The aim is to suck liquidity out of the
foreign exchange and interbank
markets. That is bad news for investors
‘who have shorted the forint since the
central bank halted its policy rate
tightening cycle last month.

The bank said it would offer foreign
currency direct to energy importers,
taking a further chunk out of the
market. Hungary’s bill for imported
energy is €12bn; that aside, it would
Tun a current account surplus of €3bn.
1t is far more exposed to soaring energy
costs and has much less room to
diversify supplies than nearby
countries. The bank hopes its measures
will strengthen the forint and help it
fight inflation by keeping import prices
in check. That, plus fiscal discipline,
should be good for bondholders. The
Test is up to Brussels.

US regional banks:
all grown up

US regional banks are on a roll. The
three biggest by assets — US Bancorp,
PNC Financial Services and Truist
Financial — delivered an average 20
per cent jump in third quarter net
interest income thanks to rising rates
and growing loan books.

But success invites scrutiny. US
regulators are mulling plans to impose
tougher capital requirements on the
largest regional lenders. This could end
up hitting profits and shareholder
T

These banks have benefited from
minimal exposure to volatile trading
and securities issuance. Returns on
average common equity of 15 per cent
at PNC and 16 per cent at US Bancorp
handily topped figures reported by
Citigroup, Wells Fargo and Goldman
Sachs.

The KBW regional banking index is
down only 8 per cent this year,
compared with the 26 per cent decline
for the broad KBW bank index.

Large regional banks have escaped
some of the tougher rules imposed on
big Wall Street banks after the financial
crisis. Their subsequent growth via
M&A is prompting a rethink.

PNC is Americas sixth-biggest lender
after buying BBVA’s US operations.
Truist— formed from the 2019 merger
between BB&T and SunTrust —is the
seventh-largest. Canada's Bank of
Montreal and Toronto-Dominion Bank
have climbed the rankings after
striking big deals of their own.

Regulators fear mega regional banks
pose risks to financial stability. Possible
new requirements could include
getting them to raise new loss-
absorbing long-term debt.

Would that be overkill? The Fed
already stress tests regional banks. The
assets of US Bancorp, PNC and Truist,
at under $600bn each, are still less
than a third of those held by Citigroup.
JPMorgan has nearly $3.4tn in assets.

The three banks did not even make it
on to the Office of Financial Research’s
Bank Systemic Risk Monitor list.

These lenders provide a much-
needed counterweight to Wall Street
giants. According to Fitch, the new
rules could require PNC, Truist and US
Bancorp to raise $20bn, $15.6bn and
$12bn, respectively. This could crimp
competition, not increase it.
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ACROSS
1 Pit to accommedate fantastic bowler in
major group (5,5)
7 Choice film for an audience (4)
9 Slang, say, on a regular basis in
extended story (4)
10 Pay attention to a floodgate when
broken (314.7)
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1 Benign family in appropriafe fashion
overlooking first sign of unfriendliness
5

12 High tax dividing European city
endlessly (8)

13 Horse taken by a British writer in Asian
city (8)

15 Part of boom anticipated in ME country
@

17 Husband is given frouble in wintry
weather (4)

19 Poignant article probing countryside
pursuit (8)

22 Catch normal basis for employment? (8

23 Dark place fo go in dilapidated gym (6)

25 Eastern Europeans given a role fo be
very different (5,5

26 Set of players expressed dejection, we're
told (&)

27 Growth clearly suspect af the margins
@

28 Observe one with a ticket in a mess (4,6)
DOWN

2 Music maker and fashion designer
wasting day in boat essentially (7)
3 Dash with director to see African animal

)
4 Moneybags with no end of dollars
represented dreaded character (8)
5 How one might describe Conservative
with record likely to succeed? (235,5)
6 Youngster carrying odd bits of litter in
Highland dress? (6)
7 Gamble on a boxing match and behave
irresponsibly (4,5)
8 Pass time around hotel making
complaint (7)
14 A large French department satisfied
about new place for culfivation (9)
16 Element in enthusiastic type that's upset
doddery gents (8)
18 Traveller in China in a good year has to
make grovelling statement? (7)
20 US actor flips in charge of a wandering
lot? (7)
21 Soprane in Paris before knowledgeable
figure (6)
24 Source nofes criminal describing where
shooting takes place? (5)
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