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@ Pledge to buy long-dated bonds
for next 13 weekdays to calm turmoil

bid to avert crisis in debt

CHRIS GILES, EMMA DUNKLEY, OWEN
WALKER, PETER FOSTER, GEORGE
PARKER AND JIM PICKARD — LONDON

The Bank of England took emergency
action yesterday, unleashing a £65bn
bond-buying programme aimed at
stemming a spiralling crisis in govern-
ment debt markets.

The central bank warned of a
“material risk to UK financial stability”
from turmoil in the British government
bond market, which was sparked by
chancellor Kwasi Kwarteng’s tax cuts
and borrowing planlast week.

The BoE suspended a programme to
sell gilts — part of an effort to get surging
inflation under control — and instead
pledged to buy long-dated bonds at a
rate of up to £5bn a day for the next 13
weekdays.

Economists warned that the injection
of billions of pounds of newly minted
money into the markets could fuel infla-
tion. “This move will be inflationary ata
time of already high inflation,” said
Daniel Mahoney, UK economist at
Handelsbanken.

The BoE also raised the prospect of a
i ing of i ditions and
a reduction of the flow of credit to the
real economy”.

UK government bond markets recov-
ered sharply after the announcement
but the pound fell, down 0.8 per cent
against the dollar in afternoon trading
inLondon to $1.064.

The bank stressed it was not trying to
lower long-term government borrowing
costs. Instead it argued it was seeking to
buy time to prevent a vicious cycle in
which pension funds sell gilts to meet
demands for cash from their creditors.

That process had put pension funds at
riskofi b T 1
offs pushed down further the price of
gilts held by funds as assets, requiring
them to stumpup even more cash.

“At some point this morning I was
worried this was the beginning of the
end,” said a senior London-based
banker, adding that at one point in the
morning there were no buyers of long-
dated UK gilts. “It was not quite a Leh-
manmoment. Butitgotclose.”

At ameeting with the chancellor ear-
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& Attempt to ease anxiety sparked by e ‘Material risk to financial stability’
government tax cuts and borrowing

Bank of England unleashes £65bn
markets

ZaZ

lier yesterday, bankers urged Kwarteng
not to wait until a planned statement on
‘November 23 to take action to calm the
markets. The meeting included Citi,
Bank of America, UBS, JPMorgan, Deut-
sche Bank and Standard Chartered.

Kwarteng attempted to reassure mar-
kets that he was serious about restoring
order to the public finances by telling
government departments to identify
efficiency savin inding them they

Following the BoE intervention,
opposition Labour leader Sir Keir
starmer called for parliament to be
recalled and for Kwarteng to abandon

The central bank took the emergency
measures after Kwarteng’s fiscal pack-
age last week sent the pound tumbling
and set offhistoric falls in gilt prices.

The BoE said the bond purchases

designed to restore order, with the

‘would have to live within very tight
spending limits, already set until 2025.

Treasury to underwrite any losses. After
the BoE statement, 30-year gilt yields,

dogs new Downing St administration

Sep 28 2022

which earlier had touched a 20-year
high above 5 per cent, fell 1 percentage
point to 4 per cent — their biggest drop
in a single day on record, according to
Tradeweb data. Yields fall when prices
rise. Ten-year yields slipped to 4.1 per
cent from 4.59 per cent.

The BoE said its action would be
“strictly time-limited” and came after
market participants said there was a
“proper shit show” happening in gov-
ernment bond markets.

The Treasury blamed the turmoil on

“significant volatility” in “global finan-
cial markets”. It added that Kwarteng
was “committed” to BoE independence.

Gerard Lyons, who has been advising
Liz Truss, Britain's new prime minister,
on economic strategy, said he had urged
Kwarteng to keep financial markets and
affordability in mind before cutting
taxes. Lyons said ministers “mustn’t say
anything further to exacerbate the situ-
ation” and should stress parts of the gov-
ernment’s growth plan that did not
involve unfunded tax cuts.

Mounting calls to end
morality patrols in Iran
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Norwegian military guards pipelines as
suspected sabotage raises alarm in EU

RICHARD MILNE — OSLO
HENRY FOY — BRUSSELS
DAVID SHEPPARD — LONDON

The sabotage of two gas pipelines
between Russia and Europe should
serve asa wake-up call to the continent
to protect its critical infrastructure,
European officials have warned, as
Denmarksaid the climate impact of the
gas leaks would be equivalent to athird
ofi l emissi

the military alliance, met Denmark’s
defence minister Morten Badskov yes-
terday and said he had “addressed the
protection of critical infrastructure in
Natocountries”.

“Russia has a significant military
presence in the Baltic Sea region and we
expect them to continue their sabre-
rattling,” added Bedskov.

Three leaks in the two Nord Stream
pipelines, which emerged in interna-

leaks could be “interpreted as a warn-
ing” asthe new pipeline opened.

One of Norway’s leading military
officers warned that the country needed
to take the threat to its infrastructure
seriously, with gas pipelines leading to
the UK, Germany, France, Belgium and
now Poland. “Norway’s gas supply is
probably the biggest and most strategi-
callyimportant target for sabotage in all
of Europe right now,” Lieutenant Colo-
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Central banks

ECB officials signal further big rate

Policymakers favour 0.75
percentage point rise next
month with more to come

MARTIN ARNOLD — FRANKFURT

The European Central Bank is likely to
raise interest rates by 0.75 percentage
pointsnext month ahead of a further lift
in December to a level that no longer
stimulates economic growth, several of
its policymakers said yesterday.

“We will do what we have todo, which
istocontinue hiking interest rates in the

the bank’s “first destination” was to lift
rates to the “neutral rate” that neither
norrestricted growth.

The ECB has raised its deposit rate at
its past two meetings from minus 0.5 per
cent to 0.75 per cent in an effort to tackle
record eurozone inflation. But Lagarde
said this level was still below the neutral
rate, which officials have estimated is
1to2per centin the euroarea.

Other members of the ECB’s rate-set-
ting governing council also said yester-
day it could raise rates by 0.75 percent-
age points for a second consecutive
meeting next month, followed by a fur-

next several ” ECB presid,
Christine Lagarde told an Atlantic
council event in Frankfurt, adding that

ther rise before the end of the year.
“There is a case for taking a decision
on another significant rate hike, beit 75

or 50 basis points or something else,”
Finnish central bank chief Olli Rehn, a
moderate on the ECB council, told Reu-
ters. “There’s a stronger case for front-
loading and determined action.”

Peter Kazimir, Slovakia’s central bank
governor and a more hawkish ECB
council member, said: “Seventy-five
‘basis pointsis a very good candidate for
[us to] maintain the pace of tightening,
‘but it’s also necessary to wait for fresh
data.” Austrian central bank chief Rob-
ert Holzmann, another hawk, also sup-
ported a75bprise.

Eurozone government bond prices
have fallen sharply this week on expec-
tations the ECB could raise its deposit
rate higher than 3 per cent next year.

Goldman Sachs has predicted two con-
secutive 0.75 percentage pointrate rises
inthe final two meetings of this year.

But bond prices, which move
inversely to yields, rallied yesterday,
with the rate-sensitive German two-
year bond yield dropping below 2 per
centto 1.9 per centafter Lagarde spoke.

“Our primary goal is not to reduce
growth, our primary goal is not to put
people on the dole, our primary goal is
not to create a recession — our primary
objective is price stability and we have
todeliver on that,” Lagardesaid.

“If we're not delivering, it would hurt
the economy far more than if we do
deliver”

The ECB defines price stability as

increase

inflation of 2 per cent, but price growth
in the euro area is expected to rise to a
newrecord of 9.7 per cent when Septem-
ber data are released tomorrow.

Lagarde said inflation had been

“more persistent and of a magnitude
that nobody expected”.

There have been some worrying signs
for the ECB recently. Hourly salaries
increased 4.1 per cent in the eurozone in
thesecond quarter froma year ago —the
strongest surgeinatleasta decade.

The central bank’s own survey of con-
sumers in July found on average they
expected inflation to be 7 per centina
‘Year’stime, up from 5 per cent in Febru-

US pressure

Turkish state
lenders drop
use of Russian

payment
system Mir

LAURA PITEL — ANKARA

Three Turkish state banks have halted
the use of a Russian payment system
after Washington put pressure on

not to act as a conduit for Mos-
cow to evade US sanctions.

Ha]kl)ank, valafBank and Ziraat Bank

ary. Trade unions are also d di
much higher wages.

under the Mir sys-
Lem on Tuesday night, according to a
Bloomberg report that was confirmed
by apersanfamﬂjarwnhthematmr

UN agency poll to shape power over internet

Russian and US candidates vie

to lead body as calls grow for it

to take control over the web

ANNA GROSS — BRUSSELS
An American and a Russian will face off
today in a UN agency election that
experts say is likely to shape the extent
to which nation states will be able to
govern the internet.

Delegates from 193 countries will
choose the next secretary-general of the
International ~Telecommunication
Union in Bucharest’s Palace of Parlia-
ment against a backdrop of growing
concern about fragmentation of the glo-
balinternet.

Many technology experts and civil
society groups are worried about gov-
ernments’ attempts to throttle their citi-
zens’ accesstothe web.

Russia, Saudi Arabia, Pakistan and
Uganda are among states that have in
recent years switched off public access
to certain sites, or the internet more
broadly, during elections or periods of
social unrest. Last week, Iran blocked
access to certain websites after protests
sparked by the death of 22-year-old
Mahsa Aminiin police custody.

“If the Russians win the ITU election,
they can do alot of damage,” said Justin
Sherman, a fellow at the Atlantic Coun-
cil’s Cyber Statecraft Initiative in Wash-
ington.

The ITU, created in 1865, determines
global standards for the most cutting-
edge technologies, from 5G to facial rec-
ognition. But Sherman said Russian del-
egateshad for years sought to expand its
remit to encompass internet policy and
infrastructure, and have backed pro-
posals that would give more power to
governmentstoregulate it.

“There are a lot of reasons this is a
tight and uncertain election,” he added.
“There is growing interest in more gov-
ernment control of the weband inless of
a role for civil society in managing the
internet.”

Doreen Bogdan-Martin, the US candi-
date, has held various positions at the
ITU for nearly 30 years and is running
on a relatively anodyne platform of
lmdgulg the digital divide and i l.mpmv

jital skills and overall effi

the organisation.

Onthe other side sits the Russian can-
didate, Rashid Ismailov, president of
Russian telecoms operator Beeline.

Telecoms. Digital freedoms

Connection and Though he is running on a similar plat-
control: Rashid form of increasing global connectivity,
Ismailov wants he has also championed taking power
the ITUto cover  from the US and increasing the “sover-
the internet, eignty” of nation states, as well as mak-
threatening ing the ITU the main forum for deciding
more state crucial questions about the way people
control over communicate on the web.

groups such as China, which holds significant sway at

Russian search
engine Yandex,

above — e
NemenouAFPvia Getty
Images

the ITU and drew global scrutiny in
2020 for its proposals for anew internet
infrastructure called “New IP”, is widely
expected to vote for Ismailov.

The ITU is led by Chinese telecoms
engineer Houlin Zhao, who has increa-
sed China’s engagement with the agency
and has used it to promote global tech-
nology partnerships via the super-
power’s Belt and Road Initiative.

In a sign of how seriously the election
is being taken, US secretary of state
Antony Blinken recently posted a video
endorsing Bogdan-Martin’s campaign,

oneof many senior American officialsto  +
make public statements. .AJ'C wiE

Celebrated by some for its decentral- ll'lEXOl'ably
ised model, the internet itself is not .
technically within the remit of the ITU, IS
and is regulated mostly by non-profit  towards
groups such as the Internet Corporation 3
for Assigned Names and Numbers Fllﬂel‘el‘lt
(Icann), which distributes all 1P Internets,
addresses around the world.

Civil society groups say the secretary- SOIl:lE of
general wields much sway over ITU pri- which are
orities and ﬁu}d{ng. They have vulce_d much more
concerns that if internet governance is
brought into ITU jurisdiction it could ~ State
lead to a slippery slope of nations being controlled?

empowered to formalise their efforts to
censor and control the internet.

“The fact that [the election] is not
viewed as a foregone conclusion sug-
gests that the vision of a free and open
internet doesn’t have universal sup-
port,” said Emily Taylor, chief executive

of Oxford Information Labs, a cyber
intelligence company. “Are we inexora-
bly moving towards different internets,
some of which are much more state con-
trolled?”

Ismailov, who has held roles at Nokia,
Ericsson and Huawei and was Russian
deputy minister of telecoms and mass
communication from 2014 to 2018, is
one of several high-level Russian offi-
cials who have championed moving
internet governance tothe ITU.

“The focus and direction of the ITU in
coming years will be crucial to deter-
mining the future of connectivity and
digital co-operation,” Bogdan-Martin
said. "I belleve the ITU is one of tlmse

in which divisi

The decision tostop f the system
comes a week after two other operators
in Turkey, the private banks igbank and
DenizBank, also announced that they
were halting payments via the network,
which is a Russian equivalent of Master-
cardand Visa.

While Ankara had alwaysinsisted Mir
was used by Russian tourists to pay for
shopping and hotels, western officials
had voiced concern that it could be used
as a potential backdoor for illicit

ce.

Guidance by the US Treasury warned
banks outside the US entering into new
or expanded agreements with the oper-
ator of the payment network would
“risk supporting Russia’s efforts to
evade US sanctions™.

That warning came against a back-
drop of growing alarm in Washington
and Brussels about promises by presi-
dent Recep Tayyip Erdofian to deepen
economic co- operanon with Moscow

e 3

evena d Russia’t
of Ukraine.
Erdogian had previously praised “seri-

ous progress” on expanding the use of
Mir cards in Turkey. Two Turkish
banks, DenizBank and Halkbank,
joined the scheme after Russian presi-
dent Vladimir Putin invaded Ukraine in
February.
Turkey, which is the only Nato mem-
ber state not to have signed up to west-
ern sanctions on Moscow, had always
stressed its banks would continue to
deal with entities or individuals under
sanctions. However, mounting pressure
from Washington, and the risks for
Turkish banks deeply integrated into
the western financial system, appeared
toprompt arethink.

The decision by the state banks to sus-
pend Mir payments came on the heels of
lobbying of government by senior exec-
utives at the publicly owned Turkish
lenders, according to one person famil-
iar with their discussions, who were
concerned about risking their vital for-
eign banking relationships.

They faced resistance from the minis-
try of tourism, which has been seeking
to attract as many foreign visitors as

Russians were the second-largest
group of foreign tourists in Turkey in
the first eight months of the year, with
‘more than 3mn flocking to the country’s
citiesand beaches.

Turkey is one of the few remaining
countries in the region with direct
flights from Russia.

The decision to halt use of Mir comes
as the summer tourism season draws to
aclose.

must be set aside in the interest of more

and better communication betweenall.”
Ismailovdeclined tobe interviewed.
“Even if the US wins, it’s going to be a

rough road ahead,” Sherman noted.

still, itwas not i diately clear how
the move would affect Russian holiday-
makers and other Russians who have
fled to Turkey following the Ukraine
war and the resulting crackdown on dis-
sent at home by Putin.
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ANDY BOUNDS — BRUSSELS

Slovakia’s prime minister said soaring

Ukraine war fallout

Slovakia PM warns energy crisis threatens to ‘kill economy’

consequences of Moscow’s squeeze on

costshadleft th at

TRl
over its war in Ukraine, which pushed
electricity prices to record levels this

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

risk of “collapse”, in the starkest com-
ments yet by an EU leader on the effects
ofthe global energy crisis.

Eduard Heger said the huge increase in
prices after Russia’s invasion of Ukraine
‘would “kill our economy” unless Slova-

T

summer.

Heger said the proceeds of an EU
windfall tax should be distributed
evenly around the EU, which would net
slovakia about €1.5bn. He also wants
Brussels to release €5bn of unused

warinmnl Amnlanmnant fande thot o ha

tals toforce generators not using gas to
hand over revenues above €180 per
megawatt hour, which would be used to
compensate consumers, but this is
above the level that Slovenske Elek-
trarne, the main Slovak sold

meeting tomorrow, but Heger admitted
that Slovakia could be outvoted.

He said the country of 5.5mn was ina
difficult position as energy bills accoun-
ted for 10 per cent of R household

ding. It also has a disprop

mostofits power.

Heger called on Brussels to extend
any windfall tax to the middlemen who
also benefit from high prices. “We have

e

tion-
mly large heavy industrial sector.
Those factories would be signing con-
tracts for next year’s power supp].les
i ly, Heger said. “We h

o o

P
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from Brussels, and wamed hewould be
forced to nationalise power supplies if
thiswas not forthcoming.

Although slovakia is a significant pro-
ducer of nuclear and hydroelectric
energy, its biggest provider decided to
sell off its excess power to traders early
in the year. These traders are now sell-
ing the contracts back to Slovakia at
prices about five times higher.

“Slovaks are buying for €500 what
they sold for €100,” Heger said, adding
that for this reason a European Com-
mission plan for a €140bn windfall tax
on power generators in the bloc would
not work in Slovakia. “If we want to
have a windfall tax, it must be Euro-
pean,” he pointed out.

His warning underscores the huge

1grumar wsavvan uc
used to reduce energy bills for business.

“Otherwise [Slovakian businesses]
will be closing and could collapse the
whole economy,” Heger said.

If Brussels does not help, “we’ll have
to keep this electricity for our compa-
nies and our households [so as] not to
collapse”, he said. “We don’t want to do
this, but if there won't be any other help,
we will be pushed to this solution.”

The International Energy Agency has
called on Europe to maintain its “soli-
darity” on supplies this winter or risk
playing into Russian president Viadimir
Putin’s hands. Heger said there were
clauses in international treaties that
allowed countries to reroute energy in
timesof crisis.

Brussels has proposed allowing capi-

* FINANCIAL TIMES

understand they are the ones who own
the [energy] contracts,” he said.
The commission proposals will be dis-

UL WEERD 4+ . DELAST WIT WwLpaILTY
need to start purchasing and if [traders]
start to quote €500 to €600 [per MW

hour] they're gomg w start to kill our

cussed by EU energy

ata

Eduard Heger: ‘If we want to have a
windfall tax, it must be

economy il di:

Aluminium producer Slovalco, which
accounts for almost a tenth of national
electricity consumption, has already
stopped production due to high prices.

Slovakia’s growth has slowed because
of the war in neighbouring Ukraine,
nowinitsseventh month.

The commission has cut forecast
growth for Slovakia to 1.9 per cent in
2022 and 2.7 per cent in 2023. Inflation
has also hit double digits.

Heger said that despite the economic
pain, Bratislava would continue to
m:cept Ulcranuan refugees and enforce

Russia.

UK DEBT MARKET TURMOIL

Pension fund
strains trigger

BoE bonds
intervention

A £1.7tn slice of the sector struggled to
cope with the unprecedented yields rise

TOMMY STUBBINGTON,
JOSEPHINE CUMBO AND CHRIS FLOOD
‘When Kwasi Kwarteng’s mini-budget
sent UK government bonds plunging,
the chancellor said “markets will react
asthey will”. Five days later, the Bank of
England stepped in to prevent chaotic
drops in gilts prices from stinging pen-
sion funds and threatening financial
A rout that began with Kwarteng’s
package of energy subsidies and tax cuts
had threatened to snowball out of con-
trol asa £1.7tn slice of the UK’s pensions
sector, which dominates the market for
long-term government debt, struggled
to cope with the unprecedented rise in
bond yields. The strategies that many
pension schemes use to shield retirees
from inflation and interest rate risks
were bucklingunder the strain.
Yesterday, with the turmoil at pen-
sion funds feeding a self-fulfilling down-
ward spiral in gilt prices, the BoE halted
plans to sell its bond holdings, and in-
stead d bond p ata

over the weekend as the chancellor
promised even larger tax cuts, deepen-
ing the bond sell-off and sending the
pound sinking to an all-time low against
the dollar at the start of the week.

Mortgage rates have shot higher. But
it was strains at UK pension funds that
forced the BoE’s hand. In the long term,
cheaper bonds and higher yields are
good for pension funds, as they help
them harvest returns for retirees, but in
the short term, soaring yields meant
thousands of pension funds faced
urgent demands for extra funds from
investment managers to satisfy margin
calls relating to hedging strategies.

As yields began to rise, hedged posi-
tions needed to be supported with extra
collateral. Pension schemes embarked
on aselling spree of liquid assets to meet.
those calls, including selling bonds,
Kkicking off a vicious cycle of gilt sales.
Advisers appealed for help to prevent
the gilt market from becoming disor-
derly and damagmg pensions as

heme d sellers of assets.

pace of upto £5bna day for 13 days to
restore order. “What became clear on
Monday was that we were in a very dis-

‘The moves in long-end
yields were nothing short
of incredible; the gilt
market was in freefall’

orderly market . . . with levels of vola-
tility we’ve not seen in at least 35 years,”
said Simon Pilcher, chief executive of
the £80bn Universities Superannuation
Scheme, which manages retirement
savings for 500,000 members.

USs had found navigating market
conditions “challenging”, he added.
“The Bank of England has now inter-
vened to dramatic effect. This interven-
tionwas warranted and timely.”

Gilt prices immediately staged a rally,
spurring the biggest-ever one-day drop
in 30-year yields from 5.06 per cent, the
highest in two decades, to 4.01 per cent.
Inthe days before the mini-Budget, they
stood at about 3.8 per cent.

Before yesterday’s injection of rela-
tive calm, huge shifts in bond prices
were leaving analysts and investors
bewildered. “The moves in long-end
yields were nothing short of incredible;
the gilt market was in freefall,” said Dan-
iela Russell, head of UK rates strategy at
HSBC.

Sparking the rout, Kwarteng’s tax-
cutting mini-budget last week had
added £70bn to the government’s
planned debt sales in the current finan-
cial year ata stroke. International inves-
tors were reluctant to foot the bill. The
gilt market suffered its worst day since
the early 1990s and sterling hit its lowest
level since 1985. A further blow came

Between £1tn and £1.5tn of the liabili-
ties held by “defined benefit” pension
funds that provide retirees with a fixed
income, usually based on past salary,
are covered by Lhese suﬂ]led Liability
Driven!

rategies.

Mini-budget. Fallout

Business as usual: Chancellor Kwasi Kwarteng meets investment bankers at the Treasury yesterday —simen watkent Trezsury

Kwarteng future called into question
by worried Conservative MPs

Premier yet to make public

statement and tensions with

Jim Leaviss, chief investment officer
of public fixed income at M&G Invest-
ments, said: “This is purely a liquidity
problem; pension funds are solvent.”
But, he added, the BoE was “frightened
that this could become a systemic prob-
lem. The BoE having to intervene to mit-
igate the damage done by the govern-
mentis notagood look.”

The central bank’s surprise move may
have bought time for pension funds to
top up their collateral levels in a more
orderlyfashion, some analysts say.

But BoE governor Andrew Bailey's
team remains ina tricky spot. A tempo-
rary intervention is unlikely to hold
down gilt yields for long unless the gov-
ernment changes tack on its tax-cutting
plans, said Mike Riddell, a bond portfo-
lio manager at Allianz Global Investors.

But if investors get a sniff that yester-
day’smove isthe start of a longer-lasting
intervention in the gilt market, they
may start to doubt the BoE'’s commit-
ment to taming inflation, which chief
economist Huw Pill flagged on Tuesday.

‘A more extended period of BoE bond
buying would certainly help gilts, but
would probably spell a further decline
for the pound.

“The BoE told the market yesterday
that it was going to be very hawkish,
now today it's buying gilts again. Whatis
initially seen as temporary can often
become permanent 1f that looks like
the case, sterli dbei ible.”

chancellor have been noted

FT REPORTERS

Some Conservative MPs yesterday
claimed Chancellor Kwasi Kwarteng
cannot survive the market turmoil
unleashed by his new economic plan,
‘with one former cabinet minister say-
ing: “Ithink he’s dead.”

Tory MPs were despairing after an-
other day of market chaos, with the
Bank of England announcing plans to
‘buy government bonds to defend the
economy from Kwarteng’s own policy.

Some claimed that Liz Truss, inset,
‘who only took over from Boris Johnson
as prime minister three weeks ago, was
trying to distance herself from Kwart-
eng’s strategy, even though she was
instrumental in devising the plan of
debt-funded tax cuts worth £45bn.

she has not made a public statement
since the turmoil began and there have
been tensions between her and Kwart-
eng uver how to handle it. Kwarteng’s

changes course, as we won’t vote for it.
‘We won’t ever get to vote on this pack-
age asthe markets will destroy it first.”

MPs have to vote on a finance bill in
order to implement parts of the fiscal
package, although no date has yetbeen
set, but ill-feeling could also spill over
into wider poor discipline for other con-
tentious votes.

Truss will be loath to lose her chancel-
lor, an old friend. Both she and Kwart-
eng have insisted they will stick to the
course they have set out: tax cuts and
supply-side reforms, intended to boost
growth.

Kwarteng’s allies declined to com-
ment on the criticism and the chancel-
lor was yesterday talking to banks about
City reforms, asign that he seesbusiness
continuing as usual.

Most Tory MPs remain

ury and BoE should issue statements to
reassure the markets, Tory insiders
said. Theyadded that 10 Downing Street
‘was much more relaxed about the mar-
ketchaos than the Treasury and wanted
toride outthe storm.

Ultimately, the BoE announced it
would “not hesitate” to raise interest
rates and Kwarteng released a state-
ment saying he would produce a debt-
cutting plan on November 23; senior
City figures warned the chancellor yes-
terday thatdate is too far away.

Allies of Truss insisted that she fully
supported Kwarteng and his growth
plan, describing talk of tensions as
“nonsense”. One said: “They’re in lock-
step”

Truss herself is feeling the heat. One
member of the 1922 backbench com-
mittee of MPs lated that at least 10

and are refusing to criticise the guvern—
ment publicly, not least since the party
chose anewleader only a few weeks ago.
Kwarteng told City of London
leaders on Tuesday he was

“confident” his policies / .
would work and is prepar- |
ing to roll out new supply- -

side reforms, including on

would not quit.

But one former cabinet minister said
‘thatKwarteng could not survive the fall-
out: “I think he’s dead, but in the Tory
party death can take many forms. It can
takealongtime.”

Another Tory MP, in the government,
said: “Liz has a pretty quick choice to
make either she bullets her chancellor

h se or she could lose her

See The FT View
Robert Shrimsley See Opinion
SeelLex

plennerslup within a month.
“she will struggle to get any legisla-
tion through parliament unless she

City
and digital technology.
“We don’t want blue on blue
attacks at a moment like
this,” said one senior Tory
MP. If Truss were to rem-
ove Kwarteng, it would
leave her exposed and be
an admission of eco-
nomicincompetence.
Truss and Kwarteng
disagreed on Monday
on whether the Treas-

letters of no confidence from MPs had

already been received. She faces a big

challenge to get the party behind her at
next week’s Tory annual conference.

“Next week at conference they need

to show they can dig us out of this

hole or it’s terminal for her,” the MP

. said. “They’ve behaved like an

I8 Oxbridge debatingsoclety; it'sjust

idiotic.”

A former minister said that
“MPs won't stand idly by” if
Labour maintained a

poll lead: this week You-
Gov gave the opposition
party a record 17-point
lead over the Conserv-
atives.

But one veteran
Tory MP advised
caution. “People
aren’tstoppingto

think for a second about how ludicrous
that would look, how we would be the
laughing stock of the world if we tried to
getridof her now,” he said.

Rishi Sunak, former chancellor and
Tory leadership contender who pre-
dicted market chaos if Truss pursued
unfunded tax cuts, is not expected to
attend the party’s conference in Bir-
mingham next week.

But his former supporters are starting
to criticise the new administration. Mel
Stride, Tory chair of the Commons
Treasury committee, said he could not
understand why Kwarteng promised
“more to come” on tax cuts, even as
markets recoiled from the borrowing
required to fund the first batch.

Some Tory grandees have defended
Kwarteng. Lord Daniel Hannan, writing
for the ConservativeHome website, said
the sterling sell-off was not caused by
unfunded tax cuts but by a “belief that
this Budget has made a Labour victory
more likely”.

Some Tory MPs believe that Truss
could make a start by reversing one of
the most contentious tax cuts in last
weelk’s package: the abolition of the 45p
additional income tax rate for earnings
of more than £150,000.

Cabinet sources said the plan was not
revealed to the cabinetbefore KwaIteng
dit. Kwarteng’s alli

tocomment.

One Tory MP from a northern seat
pointed out: “We all wanted tax cuts,
but no one on 150k a year has ever com-
plained to me about their 45 per cent tax
rate.”

Reporting by George Parker in Londen and
Jim Pickard, Sebastian Payne and Jasmine
Cameron-Chileshe in Liverpool

Adverse effects are just the beginning if disorder is allowed to persist

rises in yields on UK gilts, anewrecord  against its intention outlined in August
low for the currency and mountingrisks ~ to sell secu.rmes (the now de].ayed pro-
of market malfunction and financial ]

Already dealing with inflationary and
recession concerns, British households
andb facatha of sio-

Tory party

Truss allies hit back at IMF
over criticism of fiscal plans
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thasbeen a verylong time since we
‘have seena G7 economy experience
‘what the UK has in the last six days
— disorderly moves in its currency
and bond markets, a loss of confi-
dence in policymakers, direct central
bank intervention in the government
bond market, pressures for an emer-
gency rate hike, and a warning from the
IMF. If the disorder s allowed to persist,
the consequential adverse economic
and financial effects for the UK, already
mncermng arejust starting.

accidents. Ttalsot tnggered a dlsappmv—
ing IMF statement more familiar to
developing countries than a G7nation.

The initial attempt to calm the situa-
tion down involved holding-operation
statements from the Bank of England
and the Treasury. These had some
impact but not enough to counter the
move higher in yields, which in the case
of the 30-year went above 5 per centtoa
level last seen in 1998. The intensifica-
tion of already large and sudden market
moves threatened both failures to meet
collateral calls and other counterparty
concerns amongnon-banks,

The multiplying dislocation of the
fixed income markets forced mortgage
providers to withdraw products. The
few home buyers able to secure new

yst for thi time mor their monthly
in U'K ic history surge. the BoE resisted any
bitious policy package annedatgenerat— emergency measures.
ing economicgrowth and lowering infla- The central bank’s posture changed

tion. Structural reforms toboost growth
and the stabilisation of energy prices,
both welcomed moves, were accompa-
nied by an unsettlingly large, relatively
regressive and unfunded tax cut.
Coming amid global market nervous-
ness, this unleashed record-breaking

again yesterday as evidence grew of
market stress. No longer able to stand
on the sidelines, the BoE announced
direct market interventions via the
“temporary” purchases of long-dated
governmentbonds.
Forget the fact that this explicitly goes

All pages from Financial Times (Asia), Thursday, September 29, 2022

and hlke lnberest rates mure aggres-
sively. Worries about the further ampli-
fication of policy inconsistency in the
UK gave way to the immediate priority
of stabilising marketsin turmoil.

It was never going to be easy for cen-
tral banks to exit too many years of

The longer this is allowed
to continue, the greater
the damage to the
country’s ability to grow

repressed interest rates and massive
liquidity ln]ectlnns and the adverse

mﬁmmly hlgher hurrumng costs and
«damaged wealth. The combined result
is yet another stagflationary hit con-
trary to the basic objective of the gov-
ernment’s policy of promoting growth
and containing the cost of living crisis.

CHRIS GILES — LONDON

Allies of Prime Minister Liz Truss and
Chancellor Kwasi Kwarteng have hit
back at an attack from the IMF on last
‘weelcs borrowi d tax cut plans.

There isa way out —but the window is
already closing. It consists of the govern-
ment delayingthe tax cuts well into next
year and beyond; the BoE hiking inter-
est rates before its November 3 meeting;
the Treasury explaining how its struc-
tural reforms will stimulate sustainable
growth; more focused protection of the
most vulnerable; and close supervision
of imbalances in the non-bank sector.

The multiplying comparators of the
U‘K econmmc slmalmn tothosein m'ug

market that they entailed.

countries is

Now, this Im.mpy hasbecome d Ifleft,
alot: and ial they will further damage policymaking

Havingsaid that, whatisat stakehere  credibility, making it even harder to re-
goeswellbeyond adisorderly tightening  establish financial stability in the con-

of financial conditions and a higher risk
of market accidents. Real damage is
being done to the UK The

text of a growing economy. The govern-
mentand BoE need to move: before the
ituati

longer this is allowed to continue, the
greater the damage to the country’sabil-
ity to grow in a high, sustainable and
inclusive manner.

The writer is president gf Queens’ College,
«Cambridge, and an adviser to Allianz and
‘Gramercy

* FINANCIAL TIMES

After several days of financial turmoil,
the IMF took the unusual step on Tues-
day evening of criticising the UK’s eco-
nomic policy. “Given elevated inflation
Ppressures in many countries, i i

day when the inflation is very visible for
all to see, they’re suggesting taking
measures to tackle it when the world has
moved on,” hesaid.

Redwood also hinted that the govern-
ment’s response to concerns about
unsustainable public finances would be
a new programme of austerity and
spending cuts to balance lower tax reve-
nues. Lord David Frost, the UK's former
Brexit added: “The only way

the UK, we do not recommend large and

forward for Britain is lower taxes,
= S

at this junc-

ture,” the IMF said. “It is important that

fiscal policy does not work at cross pur-
posestomonetary policy.”

The Treasury responded by saying it
would set out further details of its fiscal
rules in November, including ensuring
that debt would fall as a share of gross
domestic product in the medium term.

Ministers did not speak publicly but,
on the BEC’s Today former

p restraint and eco-
nomicreform.”

But Sir Keir Starmer, opposition
Labour leader, described the fund’s crit-
icism as “very serious”. Accusing the
prime minister and chancellor of mak-
ing a “self-inflicted” mess of the econ-
omy, Starmer said Kwarteng should
bring forward a planned statement on
howhe wuuld repair the public finances
from

Conservative minister John Redwood
said the IMF should not have criticised
the UK. “[The fund] didn’t foresee the
big inflation which they triggered, they
didn’t have sensible advice in good time
to see off inflation, and now late in the

Even some supporters of Truss have
become worried by the rise in borrow-
ing costs. Julian Jessop, an independent
economist who has been advising her,
referred to it on Twitter, saying “even 1
cannot put a positive spinon this”.
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Damaged Baltic Sea gas pipelines put
western powers on alert for sabotage

Suspected explosions in infrastructure over the past week have allies braced for a new stage of hybrid war

RICHARD MILNE — OSLO
CHRIS COOK — LONDON

alaaad

Mysteri
bubbles in the Baltic Sea —alleged sabo-
tage of two European pipelines have
fuelled anxiety about attacks on infra-
structure and a new stage of hybrid war.

Three leaks have been detected in the
Nord Stream pipelines linking Russia
with Germany, all in international
waters just off the Danish island of Born-
holminthe middle of the Baltic Sea.

Neither pipeline was in operation as
supplies in Nord Stream 1 were halted
this month by Russia and Nord Stream 2
never came into operation after Ger-
many cancelled its approval process.
Theleaks coincided with the opening of
a line between Norway, now Europe’s
biggest gas supplier, and Poland.

‘What do we know so far?

Thefirstsign

Monday when German selsmnlnglsts
detected a spike in activity that would
coincide with the Nord Stream 2 leak
reported later by Denmark. Photo-
graphs in the morning by Planet Labs, a
satellite photography provider, show a
foaming mass about 700 metres wide.

Seismologistsreported a further spike
in the evening, which probably coin-
cided with the two leaks on the Nord
Stream 1 pipeline announced by Swe-
den’s maritime administration on Tues-
day morning. Swedish seismologists
said the two powerful spikes in activity
were in keeping with explosions, not
natural events such as earthquakes.

The leaks occurred in Denmark’s and
sweden’s exclusive economic zones, not
in their territorial waters. Both coun-
tries’ prime ministers underscored that
as the leaks took place in international
waters and there was no attack against
either Denmark or Sweden.

Neither is in busy water; they are just
outside alarge area of sea designated for
use by the Danish military as a firing
practice area and which has also been
used tolaunch civilian space rockets.

The three leaks, two in the Nord
Stream 1 pipeline north-east of Born-
holm and oneinthe Nord Stream 2 pipe-
line south-east of theisland, caused dis-
turbances in the sea up to 1km wide,

2 iy

Experts said they were worried about
the amount of methane that was likely
to have leaked out. The leaks “risk
becoming a climate and ecological dis-
aster”, said Stefano Grassi, head of cabi-
net for the EU energy commissioner.

‘What could have caused the leaks?

The immediate suspicion was that they
were acts of sabotage. The Polish and
Danish premiers both suggested they
were unlikely to have been accidents.

Each steel pipeis about 4cm thick and
coated in up to 11cm of concrete, mak-
ing each 12-metre section weigh about
24 tonnes, according to the operator of
the pipeline, Nord Stream.

The two Nord Stream 1 leaks are rela-
tively close together and only about
15km from a busy shipping lane. The
Nord Stream 2 leak, however, is about
80km to the south in an even quieter
area. There is little passing traffic asit is
shielded tothe north-west by the island
of Bornholm. The military firing prac-
tice area, which is subject to restrictions

Gas bubble: the Bjorn Lund, amember of the Swedish
Nord Stream 2 seismic network, told state broadcaster More than
pipeline off SVT he guessed that more than 100kg of IOOkg of
Denmark leaks dynamite or TNT would be needed to 2
after two pipes cause such large explosions. d’ =
to Russia and HI sutton, a submarine expert, TNT would
Europe were hit  tweeted that the leaks took place in sea
by unexplained  just70 metres deep. He speculated that beneededto
leaks, raising if Russia was involved in the sabotageit =~ CalUIS€ such
suspicions of was prubably done usmg underwater CXplOSiOHS
b —Danish ines.
ﬁ‘“"“f‘"’ An energy amlyst suggested Russia
could have used “malevolent pigs”,
Gulf of FINCAND =]
e Nn:'i;: Stream 2 Bothnia
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referring to the pipeline cleaning and
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tofind faultsor dlear blockages.
‘Who could be behind it?

Jens Stoltenberg, Nato’s secretary-gen-
eral, urged caution about jumping to
conclusions. “This is something that is
extremely important to get all the facts
onthe table, and therefore this is some-
thing we'll look closely into in the com-
inghours and days,” he said.

Radostaw Sikorski, a former Polish
foreign minister, suggested the leaks
were the result of sabotage by the US,
posting a picture of one of the leaks with
the words: “Thank you, USA.”

Nord Stream 2 was designed to allow
Russian gas supplies to bypass Ukraine
and, before the February invasion, US
president Joe Biden had stated: “If Rus-
sia invades . . . then there will be no
longer aNord Stream 2. We will bringan
endtoit.”

But Ukrainian officials were quick to
blame Moscow. Mykhailo Podolyak, an
adviser to Ukraine’s president, said the
leaks were “nothing more than a terror-
ist attack planned by Russia and an act
of aggression towards the EU”. Kremlin
spokesman Dmitry Peskov had earlier
said Russia was eager to establish what
had happened and said sabotage could
not be ruled out.

‘What comes next?
Concern has mounted in western intelli-

has been testing the vulnerability of
critical infrastructure in some coun-
tries.

oOne of the two fibre-optic cables link-
ing the Norwegian mainland with the
Arctic archipelago of Svalbard was cut
in January this year, with police blaming
’human activity. Norway also warned on
Monday that unidentified drones had
been flying close to several oil and gas
rigs over several months prompnng
investigations by p

Sanctions

Brussels to
set price cap
on Russian

oil and extend
exportbans

SAM FLEMING, ALICE HANCOCK
AND ANDY BOUNDS — BRUSSELS

The EU is to implement a price cap on
Russian oil and widen the range of
products covered by export bans as
part of new measures designed to
inflict more pain on the Kremlin for
escalatingthe war in Ukraine.

Brussels” eighth package of sanctions
against Moscow will also include a ban
on EU individuals serving on boards of
Russian state-owned enterprises and
new measures targeting individuals
involved in the war, Eur: Commis-
sion president Ursula von der Leyen
said yesterday.

The EU will also extend legal grounds
for asset freezesand exportbans by add-
ing sanctions evasion to the list of rea-
sons for penalising individuals.

von der Leyen said the commission
estimated the package would reduce
Russianrevenuesby €7bn annually.

The measures follow Vladimir Putin’s
partial mobilisation and sham referen-
dumsin Russian-occupied territories in
south-eastern Ukraine, widely seen as
heralding their formal annexation by
Moscow. “We are determined to make
the Kremlin pay for this further escala-
tion,” Von der Leyen said.

She denounced Putin’s threats to use
nuclear weapons and his decision to
back referendums hastily arranged by
Moscow supporters in four Russian-oc-
cupied Ukrainian regions, saying he had
escalated the invasion “to a newlevel”.

The key part of the new penalties —
which need to be unanimously agreed
by the 27 member states — is the EU’s
first official step towards a price cap on
seaborne Russian oil, which has been
agreed in principle ata G7level.

Von der Leyen said the EU would out-
line the “legal basis” for the oil price cap,
which would bar insurance for ship-
ments of Russian crude sold abovea cer-
tain price. People familiar with the sanc-
tions said the mechanism setting the
level of oil price cap still needed to be
determined by the G7 and the EU legisla-
tionwouldleave thatissue unresolved.

As well as a proposed ban on the
export of semiconductors, the sanctions
will aim to ban sales of dishwashers,

hines and fridges, accord-

services.

Russian security services last week
claimed they had thwarted a planned
Ukrainian attack on the TurkStream
pipeline that supplies Turkey and parts
of southern Europe, although Kyiv
rejected the allegations.

A western security source suggested
the Russian allegation would be consist-
ent with other suspected “false flag”
operations by Moscow to spread doubt
and suspicion about who was behind
any further attacks.

Analysts said the worst-case scenario
for Europe would be sabotage of an
active pipeline, such as one between
Norway, now its biggest gas supplier,
replacing Russia after the invasion of
Ukraine, and the continent.

0slo on Tuesday night raised the
preparedness level of its oil and gas
installations amid widespread concern
inNorway.

Additional reporting by David Sheppard
and John Paul Rathbone in London and

washing

ing to people familiar with the propos-
als. This comes after warnings that the
Russians have been removing micro-
chips from white goods for use in mis-
siles and other weapons.

Restrictions on aircraft would be
extended to parts such as tyres and
brake pads, after evidence that Russia
had been able to keep theirjets flyingby
importing spare parts. EU states would
also be banned from exporting riot con-
trol gear.

The new sanctions will also add more
individuals to a list of EU asset freezes
and travel bans. Those targeted include
people involved in Russia’s occupation
and expected annexations, including
proxy authorities, said Josep Borrell, the
EU’s high representative for foreign
affairs. Others affected will include
high-ranking officials involved in Rus-
sian defence and those who support
Russian troops by providing weapons
and aircraft, as well as people accused of
spreading disinformation about the war
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when in use, is only skm toits north.

Source: Petroleum Economist
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US urges EU to speed up Ukraine financial aid

HENRY FOY — BRUSSELS
JAMES POLITI AND COLBY SMITH
WASHINGTON

The US is pressing EU countries to
speed up and increase financial sup-
port for Ukraine as the IMF explores.
newways tosend cash to Kyiv.

Senior officials in the Biden administra-
tion had voiced frustration at Brussels
over the slow disbursement of European
aid to Kyiv, said four officials speaking
under the condition of anonymity. They
had also requested Brussels set up a
“regular mechanism” for financial sup-
port, they said.

Washington has been “in frequent
contact” with the European Commis-
sion and EU member states about the
need to “expeditiously deliver promised
economic assistance to Ukraine”, one
US official said, adding: “We reiterate
our call for all of Ukraine’s partners to
more quickly deliver promised assist-
ance to Ukraine, to increase their com-
mitments, and to prioritise assistance in
the form of grants over loans.”

The US wants to increase support for
Ukraine’s economy at a time when Kyiv
isseeking to regain territories from Rus-
sian forces in the south-east of the coun-

Thursday 29 September 2022
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try. Washington used meetings on the
sidelines of the UN General Assembly
last week to urge European partners to
fix bottlenecks holding up the cash,
according to a European official with
knowledge of the discussions.

Another EU official said Ukraine’s
prime minister Denys Shmyhal met
European Council president Charles
Michel to stress Kyiv needed about

‘We reiterate our call fc

all of Ukraine’s partners
to more quickly deliver
promised assistance’

€3.5bn each month. “The one mes-
sage . . . was an urgent need to see the
[money]. He was pleading for this to
come as fast as possible” — whether in
loans or grants, the official said.

Washington has provided $8.5bn in
economic assistance to Kyiv, and
requested anadditional $4.5bn in grants
from Congress.

Meanwhile, Brussels has paid €1bn of
the €9bn it pledged in May. It agreed to
the release of another €5bn this month
butis yet to disburse the funds. It hopes

to pay out the remaining €3bn by the
end of the year. This is in additiontoa
€1.2bn EUloan earlier this year, equiva-
lent to a third of the Kyiv government’s
monthly external financing needs.

A senior US official said: “We look for-
‘ward to the EU beginning delivery of the
€5bnin pledged assistance starting next
month and urge the EU to quickly
develop a regular mechanism to keep
delivering budget support to Ukraine
going forward”

A spokesperson for the commission
said: “It is important to stress that an
exceptional package of this extraordi-
nary size requires careful budgetary
management to ensure that any risksto
the budget are adequately covered by
‘the required budgetary cover. This calls
for careful consideration and hence
required more time”

Separately, the IMF is studying ways
to bolster its immediate assistance to
Kyiv while simultaneously progressing
towards a full-fledged lending pro-
gramme. IMF managing director Krista-
lina Georgieva also met EU leaders in
New York, said a person briefed on the
meetings, adding that a package to pro-
vide “budgetary support” to Kyiv was
discussed.

gence circles in recent years that Russia

‘Farce’ regi

BEN HALL —KYIV
POLINA IVANOVA — BERLIN

Voters in four Russian-occupied prov-
inces of southern and eastern Ukraine
have overwhelmingly agreed to their
regions joining Russia, accordingto ref-
erendums regarded as sham plebiscites
byKyivand its western partners.

The ballots showed support in Luhansk
at 98 per cent, Zaporizhzhia at 93 per
cent and Kherson at 87 per cent after a
full count, Russian state news agency
Ria Novosti reported. In Donetsk,
approval was 99 per cent.

Ukrainian president Volodymyr Zel-
enskyy said the votes were a “farce”. The
foreign ministry called on the EU, Nato
and G7 powers to “immediately and sig-
nificantly increase pressure on Russia,
including by imposing new tough sanc-
tions, and significantly increase their
military aid to Ukraine, including by
providing us with tanks, combat air-
craft, armoured vehicles, long-range
artillery, anti-aircraft and missile
defence equipment”.

The hastily arranged vote took place
over five days, with election officials,
security forces and Russian soldiers
goingfrom house tohouse to ensure res-

FINANCIAL TIMES

Henry Foy in Brussels

idents took part. Ukrainian officials
denounced the exercise as voting under
the barrel of a gun and reported
instances of men being threatened with
detentionifthey did not participate.
The results, which were never in
doubt, pave the way for formal annexa-
tion of the four provinces as soon as this
week.
None of the four territories is fully

A man casts his
ballot at a polling
station In the
self-proclaimed
Donetsk People’s
Republic

under Moscow’s control and Kyiv has
'vowed to continue its counteroffensives
totake them back.

President Vladimir Putin last week
said Russia would use “all the means at
its disposal” to defend the territories
incorporated into Russia, alluding to the
possible deployment of nuclear weap-
onsto preserve what he sees as his coun-
try’sterritorial integrity.

Putin also announced a call-up of
300,000 reservists and men of military
age lastweek, in the first wartime mobi-
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between FT Strategies and the Google News Initiative,

| and fundingits dissemination.

nal plebiscites back joining Russia

lisation since the second world war. The
order triggered protests and prompted
tens of thousands of military aged Rus-
sian men to flee the country, many of
them to Georgia and Kazakhstan.

Once the referendum results are in,
Russia’s lower house of parliament will
convene tovote on whether the regions
should be incorporated into the federa-
tion. Analysts expected approval to be
swift. A final sign-off by Putin will be
required. The Kremlin has signalled
that he could address the nation tomor-
row, though it has not confirmed the
event.

The Russian-appointed head of occu-
pied parts of Zaporizhzhia said on Tues-
day night that his region had de facto
separated from Ukraine and was apply-
ingtojoin Russia. He is expected to visit
Moscow this week to appeal to Putin to
incorporate the province into Russia.

Kyiv’s western allies reiterated their
support for Ukrainian sovereignty and
said they would never recognise the
results of the referendum or a Russian
annexation of Ukraine’s territory.

Antony Blinken, US secretary of state,
said washington would impose sanc-
tions on Russia should it follow through
with any annexation of occupied areas.

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F29&ts=20220928193933&uq=20220804103507




2022/9/29 22:15

All pages from Financial Times (Asia), Thursday, September 29, 2022

sustainable models across the next three years.

The Financial Times and the Google News Initiative
have committed to a bold ambition of empowering
500 publishers in more than 50 countries.

With a focus on products and technology, audience
engagement and the impact of data, we will offer
practical programmes and strategy consulting from

the experts at FT Strategies.

We look forward to supporting more publishers globally
as they build diverse, innovative and sustainable
business models.

Find out more at ftstrategies.com

* FINANCIAL TIMES

Thursday 29 September 2022

INTERNATIONAL

Hurricane Ian bears down on Florida coast

Emergency services ready
to mobilise as ‘extensive’
damage is expected

AIME WILLIAMS — WASHINGTON

Florida was braced for a ic”

Ian churned towards Florida’s south-
west coast. The storm was “on the
threshold” of category five, the most
severe ranking, with maximum sus-
tained winds approaching 155mph in a
35-mile radius, the National Hurricane
Center said.

The Tan will be “a storm

hurricane yesterday, as forecasters said
it would make landfall with extremely
strong winds and storm surges as much
as18fthigh.

The federal government prepared for
search-and-rescue operations across
the state and electric utilities expected
widespread power outages as Hurricane

we talk about for many years to come”,
Ken Graham, director of the National
‘Weather Service, said yesterday morn-
ing. The National Hurricane Center said
that “Tan will cause catastrophic storm
surge, wmds and flooding in the Florida
peninsula’

Ml]lmns of Florida residents are

under evacuation orders, although Flor-
ida governor Ron DeSantis said yester-
day morning that it was too late toleave
Collier, Lee, Sarasota and Charlotte
counties, where the storm was already
approaching.

Florida Power & Light, the state’slarg-
est electric utility, said it was preparing
‘to rebuild parts of its electric system as
it warned of “extensive damage to the
electrical infrastructure”.

Storm surges reaching from between
12ft to 18ft were expected to hit the
south-west coastline from Englewood to
Bonita Beach, the US National Weather
Service said. Tampa Bay, however, was

drainedy y morni hurri-

", said Deanme Criswell, the

cane’s counterclockwise winds blew out
towardsthe sea.

US president Joe Biden said he had
been in touch with DeSantis and the
mayors of three cities — Tampa, Clear-
water :md St Petersburg — to tell them

nment d Y-
thing to help them cope with the impact
of thestorm.

The US Federal Emergency Manage-
ment Agency has sent 700 officials to
Florida and stored 3.5mn litres of water
and 3.7mn meals in nearby Alabama, as
well as having generators on hand and
128,000 gallons of fuel “ready for rapid

agencr’s director.

Fema has also deployed 300 ambu-
lances and federal medical teams to
Flonda and is tracking medlml needs

hospital:

anddlalyms centres.

Search and rescue co-ordination
teams were placed in Miami alongside
the US Coast Guard, and officials from
the Department of Defense and the
Department of Interior. DeSantis
ordered the deployment of 5,000 mem-
bers of the Florida National Guard, with
2,000 more expected from other states.

Federal officials are already dealing

with the devastation caused by Hurri-
cane Fiona in Puerto Rico, which killed
more than a dozen people and has left
hundreds of thousands without power.

Graham of the National Weather
Service said the storm would slow down
as it reached landfall, increasing the
amount of rainfall received. Parts of the
state are forecast to receive between 15
to24 inches of precipitation.

He said that while the leading cause of
fatalities in strong hurricanes was flood-
ing, the storm’s eyewall should also be
expected to cause a “devastating”
amount of structural damage to build-
ingsand power lines.

Middle East. Women'’s rights

(Vv

Enforcement: a policeman speaks with a woman after she was arrested because of her clothing in Tehran — et verviarpCety mages

Iran morality police leave the streets

Feared Guidance Patrol has
vanished after the death of

tice and will have no other choice but to
give more social freedom to the urban
middle-classyouth.”

awoman led to protests

For aweek, young protest-
ers, many the same age as Amini, have
A s e

Hardliners under former president
Mahmoud Ahmadi-Nejad made the
police responsible for “promoting social
security” in 2006 when they launched
the Guidance Patrul — a label later

A e mmeel ovmeeTde e n

cars without scarves. Their cars are then
impounded for up to twomonths.
Itisunclear how many police officers
work in Guidance Patrol but their pres-
ence, in busy squares, parks and outside
e

e b

Manila seeks balanced
ties with US and China

KATHRIN HILLE — MANILA

Political allies have hailed Ferdinand
MarcosJr’s first visit to the Us as Philip-
pine president as a “home run”: he
secured one of the few bilateral meet-
ings with Joe Biden on the sidelines of
the UN General Assembly in New York.

The US welcome reflected the decisive
steps Marcos is taking to revitalise
Manila’s alliance with Washington fol-
lowing a pivot towards China under his
predecessor, Rodrigo Duterte.

But Manila is attempting to carefully
‘balance ties with its security ally and its
powerful neighbour amid concern that
itwould beon the front lines of any con-

of being dragged into a war between
China and the US over Taiwan.

Us diplomats have gone out of their
way to ensure controversy over Mar-
cos’s family past will not interfere with
engagement as they seize the opportu-
nity to bolster ties with Washington’s
oldest security allyin Asia.

In 2011, a Hawaii court fined Marcos
and his mother, Imelda Marcos, $353mn
for contempt of court in a case stem-
ming from human rights violations dur-
ing the martial law rule imposed by his
father, late dictator Ferdinand Marcos.
Despite that standing court order,
‘Washington publicly reassured Marcos
he CDlIld enter the USwithout the risk of

flict OWeTS.
“We are cognisant of the contest

But Beijing is courting the Plu]lppme

between the two ‘We're just
trying to look at it from a point of view
that will really match our interests,”
Clarita Carlos, Marcos’s national secu-
rity adviser, said in an interview with
the Financial Times.

“Whatever China is offering us in
terms of trade . .. or infrastructure,
we'll take it. Whatever the US is offering
us in terms of security umbrella has to
e taken into consideration also,” Carlos
said.

As the FT reported last week, US
defence secretary Lloyd Austin and
Philippine counterpart Jose Faustino Jr
‘will join bilateral military co-ordination
talks today, the first time such senior
government figures have participated in
the annual discussions. The two mili-

PO S

aswell. At Marcos’s i
tion in June, Chinese vice-] presldenl
‘Wang Qishan expressed hope fora “new
golden age” in bilateral relations, play-
ing on the incoming leader’s desire to
restore his family’s image and on the

Ferdinand Marcos
Jr: was granted a
bilateral meeting
with Joe Biden
during the UN
General Assembly

Marcos clan’s role in building ties in the
1970s.

Ahead of his election, Marcos’s back-
ers described his father’s rule as a
“golden age” for the country, a view at

P T T R S
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NAJMEH BOZORGMEHR — TEHRAN

The white-and-green Guidance Patrol
vans used by Iran’s morality police to
monitor and arrest women who defy the
Islamic dress code have in recent days
disappeared from the streets of Tehran.

For the past decade a symbol of the
Islamic republic’s crackdown on
women, the vans are not even visible
outside the morality police centre in
central Tehran.

Mahsa Amini, a 22-year-old woman of
Kurdish ethnicity, was this month bun-
dled into one of these vehicles. She later
died in custody, triggering the biggest
street protests across the country since
the 2019 unrest over fuel prices. At least
41 protesters have died, according to
state television. Hundreds have been
arrested, local agencies report, includ-
ingpolitical activists and journalists.

Such is the outrage over her death
that people from across the Iranian
political spectrum have called for an
end to the official policing of women’s
clothing. “Guidance Patrol will most
probably be withdrawn from the
streets,” said Saeed Laylaz, a reformist
analyst. “The Islamic republic will have
a major setback over the hijab in prac-

PULLEU UIL LU LIE SU SELS aULUSS LiIe Cuun-
try chantinganti-regime slogans such as
“We don’t want the Islamic republic”
and “Death to the dictator”.

University students have demon-
strated on campuses and female pro-
testers have burnt their scarves. Others
faced riot police without wearing their
hijab, showinglittle fear. While the pro-
tests have now subsided, Iranians on
social media still share pictures of
women killed during the protests.

For young people struggling with eco-
nomic problems such as poverty and
inequality, these patrols had become a
lightning conductor for their rage,
Emad Afrough, a sociologist, told the
state news agency IRNA.

“We have launched something which
has no human, moral, logical and even
legal justification,” he said. “The way a
[police]man throws a woman into the
carisinhuman and un-Islamic.”

The wearing of the hijab is one of the
defining images of the theocratic
regime. In the wake of the Islamic revo-
lution in 1979, revolutionaries forced
women to wear scarves in public. In
1983, the hijab officially became obliga-
tory for women. Violations were pun-
ishable with up to 74 lashes. Later, jail
sentences and fines replaced flogging.
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CUALZEU W MULAL SECULILY FULIE,
though people still refer to them as the
Guidance Patrol. Many police officers
‘were loath to assume this responsibility
‘because they said it was not their job to
deal with women's hair and clothes.

The enforcement of the rules on the
hijab has intensified in the past year
since, with the election of Ebrahim Raisi

LU U SLAUULLS, LEARES WOLLIEH €61 1156
cure. Amini was arrested in a park
shortly after she got out of a nearby
metro station in central Tehran. Her
family allege she was beaten up in the
van. The authorities deny this and say
she had a pre-existing condition.

Itis unclear what comes next, though
the Islamic republic is not expected to

ke th Siab,

onthe

‘We have launched
something which has no
human, moral, logical and
even legal justification’

as president, hardliners took over all
arms of the state. They hoped that the
stronger enforcement of the rules over
the hijab could slow the medernisation
of Iran, an increasingly secular society.
But, noted Jalal Rashidi Kouchi, an
MP, “the police have been d: d

Iran supreme leader Ayatollah Ali
Khamenei has not commented on the
latest protests but two months ago he
defended the obligation to wear the
hijab. The fact that Iranian women
occupy half of university seats, he said,
makes clear the Islamic hijab is not an

LALIES QIS0 PIALL W UUUDIE LIE SGIE UL
their annual joint exercise next year.
According to US and Philippine offi-
cials familiar with the situation, Manila
and Washington aim to upgrade their
security relationship with a regular dia-
logue between foreign and defence sec-
retaries, which will probably kick off
early next year. They also intend to
strengthen joint planning by adopting a
set of bilateral defence guidelines, such
as those the UShas with Japan.
Separately, Marcos, who is known at
home as “Bongbong”, has taken a
harder line in his country’s territorial
dispute with Beijing in the South China
Sea, which Manila calls the West Philip-

Duterte described contesting Beijing’s

obstacle to women's progress. pine Sea, than Duterte.
But conservative organisations have
called for an end to poli ingthe | territorial clai

asa “waste of time”. In

rules. “How can a force in charge of
order and security be in charge of hold-
ing hijab classes?” the Headquarters to
Promote Vi d Prevent Vice asked.

because of the Guidance Patrol” with

“noresults butlossesfor the country”.
The women they arrest have to give

written il ot to violate the

“Religious beliefs are not created by
batons, arrests and Guidance Patrol. We
cannot force people into paradise,”

ouri Ghezeljeh, a reform-

law again and attend hour-long classes
on morality. Car owners also receive
text messages to go to the morality
police centre if there are women in their

N
ist MP, told daily newspaper Shargh. But
he was dismissive about the introduc-
tion of fines. “As if one can decide about
paradise and hell with money,” he said.

sharp contrast, Marcos stressed in his
inaugural address he would “not preside
over any process that will abandon even
one square inch of territory of the
Republic of the Philipp to any for-

UUUS WL LIUSE WU E1IEI I Uik prer-
secution of political opponents and eco-
nomic decline. The family still prides
itself on its early relationship with Chi-
neseleaders, stemming from a 1974 visit
to Beijing during which Mao Zedong
kissed the hand of then-first lady
Imelda.

Beijing has declared agriculture,
infrastructure, energy and people-to-
peoplerelations the “big four” priorities
in bilateral ties, matching Marcos’s own
agenda.

Moreover, Beijing is cultivating links
with the Philippine establishment by
offering cheap and easily accessible
English-language scholarships in China
for government and military officials,
several Philippine officials told the FT.

Last month, China set up an associa-
tion for alumni of its defence college in
Nanjing in the Philippine military and
organised a photo exhibit celebrating
bilateral relations at the Philippines’

eign power”.

‘While Duterte tried to refocus the
armed forces on internal security,
Faustino has made external security the
first priority in his 10-point policy
agenda, reflecting Manila’s realisation
that itneeds to prepare for the scenario

Dep of Defence.

Despite Marcos’s rebalancing towards
the US, his government is receptive to
Beijing’s overtures as well.

“The contest in the West Philippine
Sea will not be the main thing to define
our relationship with China,” Carlos
said.
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Modi outlaws Indian Muslim groups over terror link claims

JOHN REED — NEW DELHI

India’s prime minister Narendra Modi
has outlawed a leading Muslim group
and its affiliates for five years, accusing
it of links to terrorist organisations, ina
move that is likely to foment deepening
internal tensions.
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India y y followed the arrests in
recent days of more than 200 of its
members and searches of leaders’
houses and offices.

The Ministry of Home Affairs said the
PFI was involved in “serious offences,
including terrorism and its financing,
targeted gruesome killings, disregard-
ingthe itutional set-up of th
try [and] disturbing publicorder”.

The ban extended to eight other
groups that work for the Muslim minor-

Thursday 29 September 2022

ity pop which makes up about

200mn of India’s almost 1.4bn people.
These included the Rehab India Foun-
dation, the Campus Front of India, the
All India Imams Council, the National
Confederation of Human Rights Organi-
sation and the National Women's Front.

India’s government said outlawing the
PFI and its affiliates was “necessary to
curb the nefarious activities of the
organisation”.

Islam is the second-largest religion in
Hindu-majority India. The PFI was
founded in 2006 as a counterweight to
Hindu nationalist groups, which have
been ascendant on the national political
stage since Modi’s electionin 2014.

The banned PFI is mostly active in
southern India but has a wide network
across several states, including in the
northand the capital, New Delhi.

One terrorism expert said that while
the PFI “preaches hatred” and some

* FINANCIAL TIMES

members had engaged in violence, he
‘was waiting to see what evidence the
state would provide to justify the move.

“We don’t have anything which sug-
gests this is a major terrorist organisa-
tion,” said Ajai Sahni, executive director
of the Institute for Conflict

cal activities, even violent activities, but
this is what you call within our context
communal killing”

Sahni added: “Terrorism would re-
quire randomness of attack, where the
target is a wider population or the state,
notanindividual”

and the South Asia Terrorist Portal in
New Delhi. “It has been engaged inradi-

-
crackdown: police raid the PFI’s
offices in Bangalore last week

Modi, whowas re-elected in 2019, and
his ruling Bharatiya Janata party have
been accused of promoting a Hindu
nationalist identity and tacitly empow-
ering hardline groups at the expense of
Muslims. That year, New Delhi stripped
Jammu and Kashmir, the only Muslim-
majority region, of constitutionally pro-
tected autonomy.

Some PFI members have carried out
Kkillings and violent crimes, including
chopping the hand off a professor in
Kerala in 2010 after he was accused of
blasphemy.

Additional reporting by Jyotsna Singh

Volatility vortex The US's $24tn Treasuries market suffers most choppy bout of turbulence since 2020 Covid crisis © MarkeTs
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Alzheimer’s
trial success
boosts drug

groups’

shares

o Biogen and Fisai hail key ‘milestone’
o Treatment cut cognitive decline by 27%

JAMIE SMYTH — NEW YORK

Shares in Biogen and Eisai surged yester-
day after the pharma groups said they
would apply for regulatory approval for
anew Alzheimer’s drug following a late-
stage clinical trial that showed it slowed
therateatwhich the disease progresses.

The companies said late on Tuesday
that the phase 3 trial had demonstrated
that giving lecanemab, a monoclonal
antibody treatment, to patients in the
early stages of the disease reduced the
rate of cognitive decline by 27 per cent
compared with a placebo.

The results from the trial will provide
hope for the roughly 50mn Alzheimer’s
sufferers worldwide that progress is
being made in the hfort

failed to prove that clearing the plaques
canslow the rate of cognitive decline.

The botched launch last year of Bio-
gen'’s aducanumab — the first amyloid-
clearing drug to win approval and the
first new treatment for the disease in
almost two decades — heightened
doubts over the hypothesis.

But Eisai said the positive results from
one of the largest clinical trials of Alzhe-
imer’s patients ever undertaken was a
“milestone” and proved the amyloid
hypothesis theory.

“Eisai believes these findings will cre-
ate new horizons in the diagnosis and
treatment of Alzheimer’s disease as well
as further activate innovation for new
treatment options,” said Haruo Naito,
Eisai’s chief i

‘Eisai believes findings will
create new horizons in the
diagnosis and treatment
of Alzheimer’s disease’

toslow the disease. It will also encourage
Eli Lilly and Roche, which ar duct

Although scientists said the
lecanemab trial was important because
it was the first anti-amyloid treatment
to show benefits in terms of slowing cog-
nitive decline, they nonetheless urged
caution in interpreting the results.

“This does become thefirst of 40-plus
trials of around 20 other anti-amyloid
treatments to show benefit. While this

inotrialenfimilar dras

studyisa itdoes

nnt nrove the amvlnid hvnathesis ” said

RICHARD MILNE
NORDIC AND BALTIC CORRESPONDENT

Lego chief executive Niels Chris-
tiansen expects the world’s largest
toymaker to increase its market
share this year even as rising costs in

&

o /. s % . - .
The Danish toymaker’s explosive growth over four years has sealed its global top Spot e adiyamurPniov GeriyImages

first-half operating profits flat at
DKr7.9bn.

Lego enjoyed an extraordinary first
half of 2021 when its earnings more
than doubled. The toymaker has
cemented its status as the industry’s
laroest in sales and nrafite after svnla-

Building block Lego profits dulled by rising
costs but chief remains upbeat on expansion

some people talking about a more dif-
ficult economic environment. But we
also believe that the things underpin-
ningus taking more market share, are
sustainable,” headded.

Lego, which is still owned by its
fonndino familv and an aduecational

JPMorgan
signs up Imn
to UK digital
bank Chase

EMMA DUNKLEY AND
SIDDHARTH VENKATARAMAKRISHNAN
LONDON

JPMorgan’s UK digital bank has
attracted more than 1mn customers
and above £10bn in deposits in the first
year of its attempt to crack the coun-
try’s retail market and take on US rival
Goldman Sachs’s app Marcus.

JPMorgan launched Chase UK in Sep-
tember last year, marking the com-
pany’s first foray into retail banking in
Britain. The app stoked competition in
the market with the cashback perk on
its current account and table-topping
interest rates on the savings product it
launchedin March.

The US investment bank’s entrance
came three years after Goldman Sachs
launched Marcus, its own app-based
savingsaccount, in the the UK.

In its first annual update yesterday,
Chase UK said it had accrued more than
1mn customers, surpassing the 750,000
that Marcus has attracted, and double
the figure announced at an investor day
presentation in May. Chase said it had
also processed about 92mn card and
payment transactions.

Chase’s1mn customers placesit below
UK digital banks such as Starling with
2.7mn customers and Monzo with
nearly 6mn, and well behind high street
lenders such as Lloyds with 26mn cus-
tomers, HSBC UK with nearly 15mn and
NatWestwith 12.5mn. Its deposit base of
£10bn still lags behind Marcus, which
hasaccrued £22bn.

Marcus was forced to put on the
brakes temporarily in 2020 after sav-
ings grew at a rapid rate, pushing it
closer to the £25bn limit at which retail
deposits must be ringfenced from the
rest of tha hank This means that Gald-
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The drug co- develuped by Eisai and
Biogen reduced the build-up of sticky
plaques in the brain known as beta amy-
loid, which are at the centre of an acri-
monious scientific debate about what
causes Alzheimer’s.

Shares in Biogen jumped almost 45
per cent to $283.44 after the opening
bell in New York yesterday, while those
of Japan’s Eisai, which are listed in
Tokyo, climbed 17 per cent. Shares in Eli
Lillyand Roche also gained.

Scientists have tried for almost three
decades to prove the so-called amyloid
hypothesis: the idea that clumps of toxic
amyloid cells that bind together in the
brain are the primary cause of Alzhe-
imer’s. But dozens of drug trials have

U .

Alberto E.spay, pmfessor of neu.mlogy at
the University of Cincinnati.

He said lecanemab was the first of the
anti-amyloid treatments tested that, in
addition to lowering amyloid levels, also
increased the levels of the normal pro-
tein, amyloid-beta 42.

Therefore, Espay said, the benefits
may not be because of a reduction in
amyloid but because of an increase in
thelevels of the normal protein.

Almost 1,800 patients received
lecanemab every two weeks over an 18-
mum.h period d\mng the trial, which
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LI1E LUESUITAN €10 A SUICAK OL SLELAT
profit;

The Danish privately owned group

sive gruwth in the past four years as
ever more children bought its sets
focused on Star Wars and Hnny Potter
as well as poli

e e e en g

reported a17 per cent inrev-
enues in the first half to DKr27bn
($3.5bn) as it grew significantly faster
than a sluggish toy industry. But net
profits slipped 2 per cent DKré6.2bn.
“We’ve navigated quite a few uncer-
tainties such as Russia, Covid-19 and
China, and increasing costs, and we've
been delivering above expectations,”
Christiansen told the Financial Times.
Rising investments in digital prod-

thatthe d poten-
tially dangerous side effects. Eisai said it
would present the results at an Alzhe-
imer’s conference in November.

ucts, fossil fuels from its
plastic bricks and the cost of absorb-
ing higher raw material and energy
prices combined to leave the group’s

The gruup refrained from raising
the costs of its sets throughout 2021
and the first half but adjusted some
prices in August, mostly on products
targeted at older consumers rather
than children, Christiansen added.

He said Lego expected its growth
rate to normalise, echoing what he
said in March after record growth in
2021, but that the group thought it
could counter the global slowdown.

“We've had three or four unbeli

foundauun is aiming to eliminate
plastic bags from its sets by 2025. It is
also looking into making its bricks
from recycled plastic bottles rather
than oil-based plastic. Itis also aiming
to triple the number of software engi-
neersithasbythe end of2023.

Smaller rivals Hasbro and Mattel
increased their first-half revenues by
2 per cent and 20 per cent to $2.5bn
and $2.3bn respectively. They lag fur-
ther behind Lego in terms of net
profit, with $203mn at Hasbro and
$88mn at Mattel in the firsthalf.

Lego has also stepping \-lp the pace

man Sachs can use Marcus’s deposits to
fund itsinvestment bank.

Sanjiv Somani, UK chief executive of
Chase, said yesterday that the bank had
plans to expand further and was aiming
to offer investment products from Nut-
meg through the app. JPMorgan bought
Nutmeg, the low-cost digital wealth
'manager, in June last year in a deal that
valued it at about £700mn. Marcus is
looking to launch a similar product,
Marcus Invest, next year.

While Marcus is now profitable,
JPMorgan is facing questions over the
cost of Chase UK. Losses of more than

ble years where we've basically dou-
bled the company. I'm not deaf to

cted in the next few years,

of openingi
mtheﬁrsthalf ta]clngltsbmaltosss
and plans 104 in the second half.

$1bn
with the hank forecast to break even by
2027 0r2028.

Brussels re-energised for Big Tech battles after court victory

INSIDE BUSINESS

and Qualcomm, regulators were wor-
ried that if the Google ruling had gone
the other way, their investigations into
alleged anti-competitive behaviour
would dramatically slow or come to a

business models that have relied on the
ability toleverage their dominant posi-
tion, so the fight will be fierce.

“It’s not going to be a walk in the
park,” said a corporate lawyer who
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Warning signals flash for UK market

‘Weak pound sets stage for
further takeovers as IPOs
fall to lowest in two decades

DANIEL THOMAS

The UK stock market has been hitby a
flurry of acquisitions and a collapse in
initial public offerings, which are on
course for their weakest year in more
thantwo decades.

UK companies valued at more than
£41bn have been acquired so far this
year, while new companies have man-
aged to raise just £574mn in the past
nine months, according to data from
Dealogic. The poor pipeline of new com-

luding British h names

panies coupled with isiti of
existing public companies by overseas
rivals have added to fears about the
health of the UK market.

The last time 1POs fell to near this
level during the full year was 2009 —
whenjust £1bn was raised.

Corporate advisers said there would
be very few IPOs in the last quarter of
2022 and deals lined up for the half of
2023 were also now being pulled. They
cited additional uncertainty over mar-
ket conditions since prime minister Liz
Truss’s promise of tax cuts sparked fears
over inflation and surging interestrates.

Meanwhile, British companies valued
at £41.2bn have been acquired or taken
private since the start of the year,

from Homeserve and Go-Ahead to
Stagecoach and Ted Baker that have
‘beenbought by overseas groups.

‘Waste management company Biffa
agreed to be taken over by US private
equity firm Energy Capital Partnersina
deal valued at about £1.3bnon Tuesday.

Bankers predict a further wave of
M&A activity as overseas buyers seek to
‘take advantage of weakening sterling,
and in particular for many of the com-
panies on the FTSE 350 that earn the
majority of their profits in dollars.

These more international businesses
are seen as cheap for overseas buyers
given the slide in sterling — down 20 per
cent against the dollar this year —

according to Mark Kelly, managing
director of Cowen, the US investment
bank. The pound has sunk further since
Truss’s “growth” plan on Friday.

The UK-focused FTSE 250 isdown 28
per cent this year while the FTSE 100 is
down7 per cent.

Kellycited companies such as Morgan
Advanced Materials, with 40 per cent of
Tevenue in North America, and Smith &
Nephew, which generates more than
half of its revenues from North America
and is down 39 per cent in dollar terms
year-to-date. Other companies that
generate more than half their revenues
from the USinclude Smiths Group, Indi-
vior and Bunzl. “It isn’t hugely surpris-
ingthat there has been market rumour

and speculation of M&A in all these
names inrecentweeks,” he said.

Other bankers point to potential tar-
gets in the telecoms sector, where
French billionaires Patrick Drahi and
Xavier Niel are amassing stakes in BT
and Vodafone.

The vulnerability of British compa-
ni ighli he
challenge to the UK government as it
sets out torevive the moribund markets
with an ambitious package of tax cuts
and regulatory reforms.

Chancellor Kwasi Kwarteng will
reveal new plans for reforms to the
financial service sector in October,
‘which are expected to be focused on an
overhaul of Solvency Il regulations.

New funds strive to win the war on “Woke, Inc’

Activist launches products

aimed at pressing boardrooms

todrop ESG and climate goals

BROOKE MASTERS — NEW YORK

Vivek Ramaswamy is the self-styled
scourge of social justice in the board-
room, promoting his war on what he
calls “Woke, Inc” with television appear-
ances, opinion pieces, two books and
publicletters to S&P 500 companies.
Now he is putting other people’s
money where his mouth is. Since
August, the serial entrepreneur has

Interview. Vivek Ramaswamy

LY

https://digital.olivesoftware. com/ol|ve/odn/fta3|a/pr|ntpages aspx’7doc FTA%2F2022%2F09%2F29&ts=20220928193933&uq=20220804103507

Total spending
plan moves
group closer to
severing links
with Russia

SARAH WHITE — PARIS

TotalEnergies is stepping up moves to
sever links with Russia as it increases.
investments that will eventually help it
replace gas supplies from the country.

Chief executive Patrick Pouyanné said
yesterday the company had “no future
with Russia” in a strategy update that
outlined higher shareholder payouts.

He said that Total would increase its
net investments in oil, gas and renewa-
ble energy over the next three years as
part of agrowth plan that excludes busi-
nessinterestsin Russia.

However, the French company has
yet to fully break its ties with the coun-
try and is still receiving dividends from
investments there.

Unlike rivals BP, Shell and Equinor,
which left after the invasion of Ukraine,
itstill has several holdings in Russia and
exports liquefied natural gas to Europe.

Sofarithassaid that it will halt all new
Russian investments and phase out pur-
chases of the country’s oil this year, but
Pouyanné maintained the group could
break its contracts only if Europe was to
bringin specificsanctions.

He said Total was still receiving divi-
dends from a 19 per cent stake in inde-
pendent Russian gas producer Novatek
and a20 per centholdingin Yamal LNG,
a Siberian LNG project, but suggested

‘The financial circuits
between Russia and the
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launched two new exchange traded
funds that explicitly seek to pressure
companies to drop efforts to diversify
their workforces and cancel their
pledges to addressclimate change.

Strive, his new activist asset manager,
has attracted just over $300mn in
assets, mostly from retail investors, and
itrecently hired two former State Street
executivesto head institutional sales.

The move comes amid a growing
rightwing backlash against asset man-
agers who use environmental, social
and governance factors to influence
their investing. Conservative politicians
in more than a dozen US states are
threatening to pull state investments
from BlackRock and other asset manag-
ers that they say “boycott” fossil fuel or
otherwise are too progressive.

“There’s an opportunity to build the
world’s largest asset manager,” the 37-
year-old told the Financial Times. “But,
for me the personal motivating goal is to
realise our mission to be a voice for the
everyday citizen that stands for an
exclusive focus on excellence in corpo-
rateboardrooms.”

It is not the first time that Ramas-
wamy has raised money on the back of
bold claims. He launched two huge bio-
tech floats when that sector was boom-
ing in the 2010s, including one that was
valued at nearly $3bn even though it
had just one, unproven drug.

Strive’s ETFs are set up as
passive index trackers that
seek to compete with indus-
try leaders BlackRock, |
State Street and Vanguard.
STRV, which holds all the 5
companies in the S&P
500, has a 5.45 basis
point expense ratio,
twice as much as Van-
guard fora similar prod-
uct, but less than mar-
ket leader State Street.
DRLL tracks a US
energy stock index and

(k
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Targets: Vivek its 41bp fee is quadruple State Street, ~ that quickly. Historically, energy com- ‘1 myission
Ramaswamy, but almostidentical to BlackRock. pany stocks have followed the same tra- )
below, has urged Ramaswamy last week wrote public  jectory as oil prices, which hit $130 a [IS] tobe
Apple and lettersto Apple telling it to halt plansfor  barrel after Russia invaded Ukraineand yojice for
Disney to stop a racial equity audit and to Disney  have fallen to $85. Expecting the DRLL
intervening on insisting that the company stop “speak-  ETF to double “strikes me as overly the everyday
issues suchas ing out on political issues that do not  ambitious”, said Pavel Molchanov, citizen that
racial equity and  affectits business” sudlasgaynghl.{He energy analystat Raymond James.
gay rights and alsosaidh ‘met Chevron's chi said Strive valued com-  stands for
also wants oil financial uﬂicertﬂ layout hisbeliefthat  panies differently. He contended that an exclusive
ies to oil bt yingto  energy companies traded on a lower
be freed from bring down the carbon emissions of  price-to-earnings ratio than the broader focuson
ESG concerns their suppliers and customers. market because investors believed that .y co]lence
ﬂii‘;zﬂj’:“ﬂ:;’j;‘""’ “It’s like McDonald's volunteering to  fossil fuels would stop being used after |
take responsibility for the adult body ~ 2030. If the sector were fully freeof cli- 11 COrporate
weight of anyone who's eating a Big mate-related restrictions, he said, boardrooms’

Mac,” hesaid, over a meal during which
he ordered five different Mexican
dishes, took a few bites of each and left
the restuneaten.
Strive’s marketing literature says that
ifoiland ies were freed

investors would rate the long-term
value of its output more highly. “The
price that investors are willing to pay for
those earnings will go up,” he said. “The
ESG movement mtmduoed a pnce to
ear

&
from climate and other ESG
concerns “US energy stocks
have room to appreciate two
to three times in value over
the next 12 to 24 months”.
Conventional energy ana-
| lystsand i itis

Ramaswamy can point to a record of
attracting big backers. In 2014, he
founded Roivant Sciences, which

pp
through a series of subsidiaries it calls
“vants”. The company received a 2017
infusion fre Vision Fund.

highly unlikely that Exxon-
Mobil and Chevron,
which make up 38
per cent of
DRLL's hold-
ings, would
appreciate

One subsidiary, Axovant, floated in
2015 with just one drug in its pertfolio,
an Alzheimer’s treatment that GSK sold
off as unpromising for $5mn. 1t raised
$315mn and was valued at nearly $3bn
after the first day of trading, making it
the largest biotech initial public offering

to date. The drug failed late-stage trials
in 2017. Today, the company, now
known as Sio Gene, isvalued at $22mn.

Myovant, the biggest biotech IPO in
2016, did better. Two drugs that ithad
purchased from Takeda won FDA
approval. The company is valued at
$1.6bn, although shares are down nearly
40 per cent from their 2020 peak.

‘While running Roivant, Ramaswamy
signed a 2017 open letter in which bio-
tech chief executives outlined best prac-
tice for increasing diversity. The execu-
tives wrote that they agreed with “the
importance of setting concrete hiring

LLOL UL UL WULIU ann

becoming complex’

these may soon end. “It is not easy to
receive cash. The financial circuits
between Russia and the rest of the world
are becoming complex for western com-
panies. So to be transparent, yes we
have received something this year, butI
see some complexity month after
month,” Pouyanné said at an investor
day at the New York Stock Exchange.

The dividends have been criticised by
Ukraine as “blood money”. Advisers to
Ukraine’s President Volodymyr Zelen-
skyy wrote to Total askingit to reject the
dividends or spend the funds on Ukrain-
ian reconstruction, the Wall Street Jour-
nal first reported in September.

Europeis still scrambling to find alter-
natives to Russian gas. Pouyanné said in
July that Paris had encouraged Total to
keep gas flowing from Russia to Europe
following the Ukrainian invasion.

Total has sped up investments in
floating LNG facilities to help Europe
diversify its imports, and signed major
longer term contracts with the likes of
Qatar to boost alternative supplies in

th

goal hi parity and inclu-
sion at each level of our organisations”
By the time he had authored Woke, Inc,
which became a New York Times best-
seller, in 2021, he had changed his tune.
Roivant listed last October by merg-
ing with a special purpose acquisition
vehiclea few months after Ramaswamy
stepped back from the CEO role and
became chair. The shares are down
nearly 70 per cent since then, pushing
the company’s value downto$2bn.
“Drug development invelves suc-
cesses and failures and we have had our
share of both. At the end of the day, I
believe injudging based on the results of
theimpact we have,” he said. “Istarteda
company with four people ina side con-
ference room over dinner and it’s a mul-
ti-billion-dollar company that’s devel-
oped five drugs that are FDA-app 5

term.

Total said that by 2027 higher output
from LNG facilities in Qatar and the US
would allow it to replace its Russian
flows, asit targets a 40 per cent increase
in LNG production by 2030.

The French major has, like peers,
profited from rising commodities
prices, and set aside funds for bigger
shareholder payouts.

Total investors will get an extra €1 per
share special dividend in 2022, equiva-
lent to €2.6bn, on top of regular quar-
terly payouts and a plan to buy back
shares.

Its overall capital expenditure will
grow to $14bn-$18bn a year until 2025,
up from a $13bn-$16bn target previ-
ously, Total said, outlining a major push
in well

iland ga:
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Shell buys west African green power provider

AANU ADEOYE — LAGOS
TOM WILSON — ZURICH

shell has made its first power sector

Energy in April for $1.55bn and US-

based Savionin December 2021.
The Daystar acquisition is said to be
smaller fither of those

acquisition in Africa, p a
Nigerian renewable energy provider as
it seeks to build a green energy busi-
ness that will eventually reduce its
dependence on fossil fuels.

Daystar Power, which operates in
Nigeria, Ghana and three other west
African countries, provides solar power
and battery solutions to business and
industry, including Nigerian Bottling
Co, makersof Coca-Colain the country.
_Thomas Brostrem, Shell’s executive

deals. The ngernn company has an

sheet to back us,” said von Hardenberg.

Shell has a long and complicated
record in Nigeria. It was the first com-
pany to discover oil in the country in

installed gener pacity of about
with
watts operated by Sprng in India. Day—
star has raised $92mn in funding since
its inception in 2017, including a $20mn
facility from the Washington-based
International Finance Corplast year.
Brostrom said Daystar represented

1956 and has ploneered the develop-
ment of th in the decades since.
But, in recent years, it has struggled to

EDF reconsiders closure of British reactors

NATHALIE THOMAS

EDF Energy is reviewing whether the
closure of two of Britain’s five remain-
ing nuclear power plants could be post-
poned beyond 2024, to help bolster
domestic energy supplies.

manage criminality and

issues at several of its projects, provok-

ingcriticism fmmclvll sumety gmups.
Daystar’s senior lead:

The French: d energy group said
yesterday that given the “severity of the
energy crisis”, it would review the case

von Hardenberg and co-founder Chris-
tian Wessels, will continue to lead the

Shell’s “first steps into the
power space” in Africa.
Daystar chief executive Jasper Graf

for r ble genera-
tion, siud the acqulsmon of Daystar for
anundisclosed sum was “a fundamental
step for Shell in growing our presence in
emerging power marl
The deal follows Shell’s: acqu]slhons of
renewable power businesses in other
parts of the world in the past year,
including the Indian group Sprng

von Hardenberg said demand for his
company’s services had grown and that
meeting it would have required raising
another round of capital.

Instead, he said, the group continued
a conversation with Shell that began in
2019 and led to discussion of a take-
over last year. “It was important to
find someone with a strong balance

140-strong team
Hardenberg aims to expand across east
and southern Africa and achieve
400MW of installed capacity by 2025.
Renewable energy, particularly solar
power, is seen as a potentially trans-
formative technology in Africa, where
about 600mn people, or 43 per cent of
the population, lack lectricity.

for “short” at the Hartlepool
and Heysham 1 nuclear power plants in
the north of England, which between
them have a generation capacity of
more than 2.2 gigawatts and produce
enough electricity for 4mn homes.

Both stations are set to close in March
2024 but analysts fear energy supplies
will remain under pressure across
Europe over the next couple of winters
as governments move to reduce their

Many businesses in the region rely on
diesel generators for power when unre-
liable electricity grids fail.

Irmlustry experts have suggested
extensions of one to two years might be
feasible, although EDF offered no

details on how long the closure could be
postponed. It would have to make a
safety case to Britain’s nuclear regulator
for any extension, which would depend
on the reactors’ graphite cores. Other
nuclear power plants have been forced
to close as cracks were found in their
cores, but EDF said recent inspections
showed that the graphite at both Hartle-
pool and Heysham 1remained intact.
The move comes as European states
have been revisiting the closure of exist-

The French-owned group is reacting
to the ‘severity of the energy crisis’

ing nuclear plants and building fleets of
reactors to help alleviate the continent’s
reliance ongas.

Germany is keeping two of its three
nuclear plants, which were due to close
at the year-end, on standby this winter
in case of an energy crunch. France,
already a nuclear energy powerhouse, is
among the European countries consid-
eringbuilding new reactors.

The UK government was this year
criticised by unions and academics for
allowing the Hinkley Point B plant in
Somerset to close, despite fears Britain
could face crunch points this winter
when electricity supplies will be insuffi-
cient to meet demand. The government
hasintervened to ensure that three coal-
fired power stations, which were due to
close units this winter, will remain on
standby in the event of shortages.

Britain’s nuclear power fleet is dwin-
dling rapidly. By the end of 2028, only
one of the existing fleet is expected to
remain open, Sizewell Bin Suffolk.

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F29&ts=20220928193933&uq=20220804103507
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ior official at a local government semi-
conductor fund in southern China. Cor-
ruption had been “nurtured” by civil
servants who “do not understand the
industry”, he said.

over the past three months, atleast 12
fund managers and company execu-
tives and one government minister, all

blunt. Many
tor-focused investment managers and
institutions have been following the Big
Fund’s direction, and they are in step
withit now in a sector tainted by the cor-
ruption ign. “There are no good

‘They know that they
need to invest in R&D and
fundamental research to
get things done’

with deep ties to the chip industry, have
come under investigation or vanished
from public view, according to CCDI
announcementsand media reports.

The CCDI's targeting of such senior
people has left the industry confused
and anxious, according to another gov-
ernment official involved in semicon-
ductorinvestments, in Jiangsu, north of
shanghai. “We will all be slowing down
to see what exactly crosses Beijing’s red
lines,” the official said.

At the centre of the storm is the
National Integrated Circuit Industry
Investment Fund. Known tomost as the
Big Fund, it is one of Beijing’s most
important government guidance funds,
with the public-private investment
vehicle raising about $50bn to chase Xi’s
dream of ending China’s heavy reliance
on foreign semiconductor technology.

Before his arrest, Gao, who had
worked at the Ministry of Industry and
Information Technology for years, led
Sino IC Capital, which managed the Big
Fund’sassets.

Set up in 2014, the Big Fund has a
complex web of interests. Shareh

projectstoinvestin,” hesaid.

There is an atmosphere of uncer-
tainty, with Beijing not elaborating on
the extent of the campaign and only
scant details of any alleged crimes being
given, typical of CCDI opacity.

China’s nationalist tabloid the Global
Times insisted that “a few corrupt offi-
cials” and “vermin” did not reflect a
broader culture of corruption in the sec-

All pages from Financial Times (Asia), Thursday, September 29, 2022
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have come under investigation. “How

far do they want to go? The Big Fund

invested in dozens and dozens of com-

panies,” said a Beijing-based tech con-

sulet They include Chmas hmest
k such as

| The Big Fund has scaled down its investments
drastically this year
National Integrated Circuit Industry Investment Fund
Investments (Rmb bn)

Manufacturing International Corp, or
SMIC, and Hua Hong Semiconductor.
The group also has stakes in smaller
funds run by local governments, includ-
ingthose for Beijingand Shanghai.

The consultant, who asked not to be
named, said there was ripe potential for
conflicts of interest in the sector
because of “tremendous movement
‘between government ministries and the

“We will all
be slowing
down to
see what
exactly
crosses
Beijing’s

tor. But others warn that the crackd

might not yet have ended. Over recent
months, executives linked to state-
backed chipmaker Tsinghua Unigroup

Lostd
The people reported
missing or detained

Chip executives, fund managers
and government officials under
CCDI investigation or reported
missing or detained since 2021
July, 2021: Gao Songtao, former
vice-president of Sino IC Capital.
July, 2022: Lu Jun, former chief
executive at Sino IC Capital;
Zhao Weiguo, real estate fycoon
and former chair of Tsinghua
Unigroup; Xiao Yaqing, minister for
industry and technology; Diao
Shijing and Li Luyuan, two of

include the finance ministry, state
lender China Development Bank, pow-
erful monopoly China Tobacco and tele-
coms giant China Mobile. Now, accord-
ing to the official in Jiangsu, the fund’s
investment operations have almost
ground toa standstill.

“state agencies have come in to audit
and review the financial data of the peo-
ple and companies involved. They will
impose stricter requirements on the
organisation and investment operations
thatfollow,” the official said.

According to ITjuzi, a business data
provider, the fund has so far spent only
about Rmb88OmN in 2022, compared
with Rmb13.8bn]last year.

Atech-focused Chinese private equity

Zhao's at Tsinghua;
Ding Wenwu, former head of Sino
IC Capifal; Wang Wenzhong,
partner of Hongtal Fund
Invesiment Management, a small
fund in parfnership with the Big
Fund.

‘August, 2022: Du Yang, former
director of Sino IC Capital;

‘Yang Zhengfan and Liu Yang,
former Sino IC Capital investment
managers.

September, 2022: Ren Kai, director
of SMIC and a vice-president at
Sino IC Capital.

Sources: CCDI notices, China state-
affiliated media (unverified by the
Financial Times)

pri or quasi pri
Yuen Yuen Ang, author of Chmas
Gilded Age, the “root cause”

red lines’

“But replacing such technologies will
be very, very difficult in the short- to
medium-term,” he noted.

szeho Ng, managing director of
investment bank China Renaissance,
believes the investment ecosystem is
maturing. Going forward, he said,
money will be redirected from manu-
facturing. Instead it will be targeted at
research areas such as obtaining intel-
lectual property in software tools used
for designing chips.

“Some investments may not be that
successful. But nowadays, they know
thatthey need to investin R&D and fun-
damental research to get things done,”
Ng said, adding that officials finally real-
ise that catching up with t.he west “will
takelonger than expected”.

Additional reporting. bmen Liu and Maiqi
Ding in Beijing

of corruption stems from the state’s
enormous influence over the economy.

Particularly susceptible, Ang says, are
the 1,800-plus government guidance
funds that actlike the Big Fund.

The combination of “mega transac-
tions, complex financial instruments,
and the lack of transparency and
accountability may present fertile soil”,
Angsaid.

The corruption crackdown is coming
ata critical juncture for Xi and his ambi-
‘tion of technology self-reliance.

The imperative for achieving this has
never been greater, with US President
Joe Biden rallying Washington’s part-
ners in Seoul, Tokyo and Taipei to sty-
mie Beijing’s progress, through snow-
‘balling restrictions on exports and sales
ofkeytechnologies.

China sees few options other than to
increase spending on chips to counter
‘what Beijing sees as a “blockade” on its
tech sector. But many inside the indus-
try believe an overhaul of Beijing’s
approachisneeded as well.

‘When the Big Fund was established,
its core focus, as dictated by Xi's state
planners, was chip manufacturing,
rather than the underlying technologies
needed to build a self-reliant industry
from the ground up.

The southern China official said that
decision was made despite some experts
arguing that China should have taken a
longer-term approach. This would
involve a far greater focus on research
and development and building up talent
‘tolay stronger foundations.

“It’s fair to say that many colleagues

Technology

Musk’s bots claims unsupported, says Twitter

HANNAH MURPHY — SAN FRANCISCO
SUJEET INDAP — NEW YORK

Twitter has said Elon Musk’s own data
scientists did not support his claim that
the number of fake accounts on the
social media platform is “wildly
higher” than its estimates, as the par-
ties prepare for trial in October.

The Tesla chief executive is attempting
to pull out of a $44bn deal to buy Twit-
ter, arguing that it misled regulators and
investors about the true number of fake
and spam accounts on the platform,
which he alleges far outstrips the 5 per
cent figure Twitter has cited for years.
Duringa three-hour hearing in a Dela-
ware court, Twitter’s lawyers said docu-
ments they had received during discov-
ery showed that two different consult-
ants hired by Musk, Cyabra and Coun-
terAction, had produced estimates of
the spam on Twitter of 11 per cent and 5
per cent, respectively — figures broadly

in line with Twitter’s public estimates.
According to Twitter’s lawyers at the
hearing on Tuesday the reports were

investor Marc Andreessen in April in
‘which messages were automatically
deleted after a period of time. The

handed to th
day before he announced pl:n.s to ler-

h was only revealed after a
screenshot of it had been sent by

minate the merger agr Twitter
also criticised the methodologies of both
data groups, despite their seemingly
supportive results.

Twitter has asked the court to force
Musk to share more information on the
work of multiple data scientist consult-
ants regarding fake accounts on the
social media platform. The company
said that while Musk had shared some
details produced by his consultants, he
had also engaged in a “pattern of delay
and obstruction” over the past two
months, aclaim Musk’s lawyers denied.

Separately, Twitter accused Musk’s
team of failing to hand over relevant Sig-
nal messages and denying that Musk
used the encrypted messaging app, cit-
ing evidence of an exchange with

to others via email.

Twitter also said Musk’s team had
failed to turn over text messages
between Musk and Morgan Stanley
chief executive James Gorman, as well
as with Oracle’s Larry Ellison, ahead of
the trial.

Lawyers for Musk denied he had
intentionally withheld communica-
tions, arguing that “minor mistakes will
happen in expedited litigation”.

Twitter asked the court to impose
sanctions on Musk over what it
described as his misconduct over failure
‘o produce the messages. This included
an “adverse inference” finding that
‘would allow the court to assume that
Musk was concealing details that would
undermine hislegal argument.
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On 15 September, the Financial Times and the United Nations Foundation came
together for a strategic preview of the UN General Assembly. Experts explored
how international cooperation can be utilised fo overcome the myriad of
geopolitical crises including climate, food, energy, and war; while also addressing
how multilateralism can be redesigned to be more resilient and effective in the

modern day.

Watch on-demand now at:
ungeneralassembly22.live.ft.com
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‘Volatility vortex’ slams into
$24tn US Treasuries trade

Renminbi
falls to lowest
level since
2008 as dollar
strengthens

HUDSON LOCKETT — HONG KONG
THOMAS HALE — SHANGHAI

China’s renminbi fell to the lowest level
since 2008 asthe country’s central bank
holds back from intervening to prop up
the currency in response to the rallying
dollar.

The renminbi is the latest major
currency to succumb to a wave of dollar
strength that has sent exchange rates
from the pound to the yen spiralling
lower this year.

Asthe People s Bank of China pursues
monetary easmg to shure upe economic

https://digital.olivesoftware.com/olive/odn/ftasia/printpages. aspx’7doc FTA%2F2022%2F09%2F29&ts=20220928193933&uq=20220804103507
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Key measure of turbulence in

sovereign bonds hits highest

level since 2020 Covid crisis

KATE DUGUID AND ADAM SAMSON
NEW YORK

COLBY SMITH — WASHINGTON

The $24tn US Treasury market hasbeen
hit with its most severe bout of
turbulence since the coronavirus
crisis, underscoring how big swings in
international bonds and currencies and
jitters over US rate rises have spooked
investors.

The Ice BofA Move index, which
tracks fixed income market volatility,
hasreached itshighest level since March
2020, a time when deep uncertainty
about how the pandemic would affect
the world economy set off massive
fluctuationsin US sovereign bonds.

“Right now it is all about market
volatility,” said Gennadiy Goldberg, a
strategist at TD Securities. “You have
investors staying away because of the
volatility — and investors staying away
increases volatility. It is a volatility
vortex.”

Fixed income investors’ nerves have
been frayed by a series of events most
commonly seenduring market crises.

Japan, the world’s third-biggest econ-
omy, last week stepped in to defend the
yen after the currency rapidly tumbled
toa24-year low against the dollar.

Just days later, plans for big tax

cuts by the UK government ignited a
historicsell-off in Britain’s currency and
government debt markets.

These international events have
added to a powerful pullback in the US
Treasury market that accelerated after
the Federal Reserve last week delivered
its third straight 0.75 percentage point
rate rise and signalled significantly
tighter monetary policy to come.

The 10-year Treasury yield, a key
benchmark for global borrowing costs,
has surged to more than 4 per cent from
3.2 per cent at the end of August, leaving
it set for the biggest monthly rise since
2003. It is on track for its sharpest ever
annual rise.

The two-year yield, more sensitive to
fluctuations in US monetary policy, has
leapt 3.55 percentage points this year,
which would alsomark a historicrise.

The big price movements have left
investors wary of trading in a market
that acts as the bedrock of the
global financial system and is typically
considered a haven during times of
stress.

With investors on the sidelines,
liquidity in the Treasury market — the
ease with which traders buy and sell —
has deteriorated to its worst level since
March 2020, according to a Bloomberg
index.

Poor liquidity tends to exacerbate
price swings, worsening volatility.

In asign of how the fraught conditions
are keeping some fund managers away,
the US has drawn lacklustre demand at

sales this week for a combined $87bn in
newdebt.

A two-year issuance on Monday
priced at a high yield of 4.29 per cent
‘while a five-year deal one day later
priced at 4.23 per cent — both marking
the highest borrowing costs for the
‘government since 2007.

The two-year debt was sold with the
‘widest difference — or “tail” — between
‘what was expected just before the
auction and where it actually priced
since the 2020 Covid-induced market
ructions, said Tom Simons, a money
market economist at US investment
‘bank Jefferies.

The Treasury department was due to
auction off $36bn in seven-year notes
later yesterday. The seven-year note has
struggled to attract demand in less
volatile moments so the environment
this week could pose a challenge.

“Until there is more certainty I think
‘we will continue to have this “buyers’
strike’” Simons said. “The markets are
s0 crazy thatit’s hard to price any kind
of new [longer-dated bonds] coming
into the market.”

A divergence between the Fed's own
outlook for interest rate and market
expectations has added to the sense of
uncertainty.

According to their latest projections,
most Fed officials now expect the
federal funds rate to rise from its
current target range of 3-3.25 per cent to
4.4 per centby year-end.

By the end of 2023, Fed officials

ZIOWLN, CONUNUEA POICY aIvergence
with the hawkish US Federal Reserve is
expected to push the Chinese currency
down further.

The PBoC has so far stopped short of
ploying signi foreign exch
reserves, instead relying on indirect
measures to discourage bets on
continued falls and slow the pace of
depreciation.

The onshore exchange rate for the
currency fell 0.7 per cent to Rmb7.2268
yesterday, bringing it 13.8 per centlower
for the year to date.

“Over the last 24 hours, the focus has
switched from the pound to the Chinese
renminbi,” said Frantisek Taborsky, a
foreign exchange strategistat ING.

In Hong Kong, the offshore rate fell as

d

‘Over the last 24 hours,
the focus has switched
from the pound to the
Chinese renminbi’

Gapsinmarket:  expect interestrates tostand at 4.6 per
the US Treasury  cent. much as 0.9 per cent to Rmb7.2416
has drawn Meanwhile, investors are betting that against the dollar, the lowest on record
lacklustre the Fed will be forced to cut interest since the city’s clearing banks were first
demand atsales  rates next year — with expectations in allowed to freely open renminbi
this week for a the futures market of a peak of 4.5 per accounts in 2010, creating the so-called
combined $87bn  centin May of 2023 with a fall to 4.4 per “offshore” trade in the tightly controlled
innew debt centby year-end. currency.

oI ETT Given persistent and broad-based The offshore renminbi, introduced to
price pressures, there is significant facilitate greater international use of
uncertainty about whether thatamount China’s currency, is not subject to the
of monetary ti; ing will b i onshore rate’s dollar trading band,
tobringinflation back down to the Fed’s which limits moves to 2 per cent in
2 percent target. either direction from a midpoint set

Recession risks have also risen eachmorning by the central bank.
markedly, further clouding the outlook. But following a serious sell-offin 2015

Strong rhetoric adopted by Fed spurred by a one-off devaluation,
officials about the central bank’s battle Chinese authorities throttled liquidity
against inflation has stoked further inHongKong.
angst in the market. since then, the offshore renminbi has

Many officials now agree that interest closely followed the onshore rate, which
rates need to rise to a level that actively analysts at Morgan Stanley forecast will
constrains the economy and stay there end the year down almost 15 per cent at
for an extended period. Rmb?7.3 against the dollar.

“The only other time I have seen us “Idon’t think the current depreciation

‘Until there  this united was at the beginning of the isdriven by specific domestic [issues] in

. pandemic, when we knew we had to act China,” said Ken Cheung, chief Asian

1s more boldly to support the economy through FX strategist at Mizuho. “It’s basically

certainty, the pandemic and through the driven by the strength of the US dollar.”
1think downturn,” said Neel Kashkari, Cheung pointed to the renminbi’s
1| president of the Minneapolis branch of “steady” level against a broader basket.
we will the Fed, in an interview with the Wall  our global of currencies suggesting that, so far, the
g Street Journal on Tuesday. team gives you movewas not creatingserious problems
continue “We are all united in our job to get market-moving interms of capital outflows.

to have inflation back down to 2 per cent and we news and views, On Monday, the central bank intro-

Tl ) are committed to doing what we need to 24 hours a day duced new measures effectively making
this buyers do in order to make that happen,” he it xpensi short the currency.
strike’ added. Additional reporting by Cheng Leng

Saudi Arabia’s PIF reports 25% return
for last year and prepares debut bond

ANDREW ENGLAND — CAIRO
SIMEON KERR — DUBAI

Saudi Arabia’s sovereign wealth fund
has revealed that it delivered a
shareholder return of 25 per cent last
year as the Public Investment Fund
opened its books for the first time in
preparation forissuinga debut bond.

Details of the $608bn PIF’s financial
performance were provided in a
prospectus after the fund hired banks to
act as bookrunners and coordinators as
it considers raising several billion
dollars in green bonds, including five
and 10-year tranches, and possibly a
longer duration bond.

The fund has been transformed by
Crown Prince Mohammed bin Salman,
its chair, over the past seven years from
asleepy SWF into one of the Gulf’s most.
active investors.

Prince Mohammed has charged the
PIF with driving his ambitious plans to
modernise the conservative kingdom
and more actively invest in foreign
assets.

Ttwas an anchor investor in SoftBank’s
Vision Fund, investing $45bn, has
committed $20bn to an infrastructure

Thursday 29 September 2022

fund managed by Blackstone, owns a
majority stake in Lucid, the electric
vehicle maker, and has $2bn invested in
Russia.

The PIF hopes the issuance of green
bonds will help it establish a record in
debt capital markets, enabling it to raise
funding in the future as it pushes ahead
with the development of megaprojects.

Given the scale of the PIF’s commit-
ments, which includes a pledge to invest
$40bn annually in the domestic econ-
omy through2025 and the development
of Neom, a vast futuristic project that is

Salman has transformed the fund

expected to cost $500bn, analysts have
questioned how the fund will finance all
itsschemes.

1t has also been charged with leading
saudi Arabia’s efforts to develop
renewable energy, with Riyadh aiming
‘to have half its electricity generated by
solar and wind by 2030.

The fund hopes that the decision to
open up its books to issue the bonds will
reassure sceptics about its transparency
and governance.

The prospectus revealed that the
fund’s assets under management stood
at $608bn at the end of June, up from
$528bnatthe end of last year.

Public equities account for 44 per
cent of the assets with private equity at
21 per cent, and infrastructure and real
estateat13 per cent.

The fund is targeting an increase in
AUM to $1.07tn by 2025 with 24 per cent
held internationally.

By the end of June, international
investments constituted 23 per cent of
its assets, up from 9 per cent at the end
0f 2017. PIF’s 62 per cent stake in Lucid
is its largest individual shareholding in
‘the US and was valued at $17.4bn at the
end of June.

Adani promises to boost free float of
flagship group after share price soars

CHLOE CORNISH — MUMBAI

Indian billionaire Gautam Adani’s
helding company is planning to
increase its share free float in a move
that could improve trading liquidity
after its shares surged 3,338 per cent
since 2019.

The rapid share price increase has
given Adani Enterprises a valuation that
has enabled it to qualify for one of
India’s most important stock indices,
the Nifty 50 index, which is tracked by
at least seven international passive
funds.

The share price rise of Adani’s six
listed companies has helped propel him
tobecome India’s richestand the world’s
third-richest man, according
to Forbes, but analysts question how
much of the stocks’ ascent has been
driven by low trading liquidity in the
stocks.

Part of Adani Enterprises free float is
held by several Mauritius-based
investment funds that have held stakes
in Enterprises and other Adani Group
companies for many years.

The funds, Afro Asia Trade and
Investments, APMS Investment Fund

* FINANCIAL TIMES

and LTS Investment Fund, could not be
reached for comment.

A small free float — the number of
shares actually available to be traded —
leads to greater share price volatility,
said analysts.

“There are inherent risks when there
is a low float, and excessive or large
demand, which leads to skyrocketing
prices,” said Sharmila Gopinath,

“This puts fundamental
managers in a tough spot
— either you own a bubble
stock or underperform’

India adviser to the Asian Corporate
Governance Association.

Adani Enterprises, the Adani Group’s
new business incubator, is set to join the
Nifty 50 on September 30.

The company’s free float percentage
of traded shares is 19.6 per cent, accord-
ing to Eikon data. By contrast, the free
float of Reliance Industries, India’s big-
gest listed company owned by Mukesh
Ambani, is 50.4 per cent.

The Adani Group said that the small

free float “islargely an artefact of Adani
family continuing to hold [around] 75
per cent of equity”, adding that it
calculated the amount of available
sharesfor the public at 21.5 per cent.

“We are working on plans to increase
[the] free float further,” said the Adani
group, declining to give more details.

Adani Enterprises hit a record high of
Rs3,885 last week, a 3,338 per cent
increase since May 2019 when the
shares were trading at a low of Rs113,
giving the company a market value of
$53bn.

“This moment is like when Tesla
entered the S&P 500, said Alice Wang,
Asia ex-Japan portfolic manager at
Quaero Capital in London.

“At the time, Tesla was trading at
102x [financial year 2020] earnings and
Adani is teday trading at 226x,”
sheadded.

“This puts fundamental managers in
a tough spot — eitheryou own a bubble
stock or youunderperform.”

The Adani Group said that it did not
have “specific comment” on the Mauri-
tius funds because “we do not have visi-
bility on what is disclosed to the
exchanges by the relevant [entities]”.
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The day in the markets

u need to know

& UK bonds and sterling rebound after
Bank of England ‘reassurance’

® US Treasurles rally after 10-year yleld
reaches 4% for first time in 12 years

® Wall Street's S&P 500 ficks up and
Europe stocks recover from early losses

UK government bonds rallied In their best
day on record yesterday and sterling
gained ground after the Bank of England
intervened to calm turmoil in the gilt
market.

The ceniral bank announced that it
would buy long-dated gilts in light of the

racnnt cinnificant ranricina® of 1V

‘ Rocky week for UK government bonds ‘

5.0

Gllt ylelds (%)
BoE pledges to buy bonds —>1
= 2-year 10-year
5-year == 30-year

R
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Cracks start to
appear in US
employment

Liz Ann Sonders

Markets Insight

thas often been said that a key risk
in a monetary policy tightening
cycle is that the Federal Reserve

iftc intaract ratac until comathing

An additional sign of underlying
cracks in the labour market is the
declining number of full-time jobs

and tha vary charn inflactinn hichar in

viduals who are unemployed. Potential
job switchers, included in the number of
1 loyed, should also b id

arad ae natantialhr camnating for thaca
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government debl

“Were dysfunction in this market fo
continue or worsen, there would be a
material risk fo UK financial stability,” the
BoE said.

Thirty-year gilt yields, which earlier
yesterday fouched a 20-year high of
more than 5 per cent, fell o 394 per cent.

The long-dated debt was on track fo
post the sharpest drop in yields for any
single day on record, according to
Tradeweb data.

Yields on 10-year UK debf fell from
459 per cent to 4.01 per cent.

US government debt also rallied
following the BoE's statement. The 10-
year US Treasury yield fell fo 3.76 per
cent as investors bought the notes, having
earlier pushed the yield higher than 4 per
cent for the first time since 2010.

Daniela Russell, head of UK rates
strategy at HSBC, said the BoE move was
the “reassurance the market was waiting
for”, adding: “The announcement fo
suspend ifs programme fo sell gilts and
buy long-dated bonds is a big relief for

o
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Chancellor Kwarteng's statement
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the market and we are seeing that with
the fallin yields and flattening of the
curve”

Sterling gained 1.3 per cent fo $1087
following the BoE's intervention but
analysts warned that the relief would
probably be shortlived.

Adam Cole, head of FX strategy at RBC
Capital Markets, said the BoE's measures
were being viewed as “something fo
address specific issues in the gilt market
in the shorf term".

He added: “The underlying issues that
have driven the pound down — the
worsening deficifs and apparent

dominance of ideology over economics in
fiscal policy — have nof changed”

Equities rebounded following the
central bank’s move. The FTSE 100
posted modest gains of about 0.3 per
cent after being down 19 per cent earlier
in the session.

The pan-regional Stoxx Europe 600
gained 0.3 per cent, having pulled back
from losses of 1.8 per cent.

The S&P 500 ticked up 1.4 per cenf,
rebounding from losses on Tuesday when
‘the Index fouched its lowest intraday level
since November 2020. Joshua Oliver,
Tommy Stubbington and Chris Flood

Markets update
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Positive clinical resulfs sent pharma
group Blogen soaring.

The company said it would apply for
regulatory approval for a new Alzheimer's
drug following a late-stage trial that
showed it slowed the rafe at which the
disease progressed.

UBS said the resulfs, which showed the
treatment reduced the rafe of cognitive
decline by 27 per cent, was “befter than
we or the Street had expected”.

Biogen peer Ell Lilly, which is trialling
Donanemab, another Alzheimer's drug,
also rallied following news of the trial.

Motor home company Thor Industries
climbed off the back of “record” results
for its fiscal fourth quarter, if said.

Earnings per share reached $515,
comfortably fopping the Refinitiv-
compiled estimate of $3.89.

Thor had been a beneficiary of post-
pandemic demand for its recreational
vehicles that has “ a secular

France’s Trigano rallied after the
motorhome and caravan group showed
signs that it was continuing fo benefit
from “Europeans’ growing inferest in
leisure vehicles”, it said.

Sales for ifs financial year climbed 8.3
per cent fo €3.2bn as a slide in
motorhome revenue was offset by an
uptick in caravan sales.

Trigano said ifs ability fo attract new
customers, particularly in the
Netherlands, Germany and Italy,
underpinned this performance.

A short seller’s report weighed on
Truecaller, a Swedish company that
operafes within the caller-id and call-
blocking sector.

Viceroy Research accused It of being
an “adware and spyware app” and said ifs
business was threatened by privacy

in the EU and

Subprime lender Non-Standard Finance
plummeted after warning that its “loan to
value ratio was higher than the level
permitted” under some of its covenants.
“To remedy this situation, the group
needed fo raise more capital. Buf if fresh
funds could not be found, insolvency was
“the most likely outcome”, it said.
Another lender, Amigo, rose on news
‘that It was finalising defails on a lending
pilot scheme. The company Is currently
awaiting approval from the UK regulator
on resuming this side of the business.
‘Amigo stopped lending in November
2020, owing fo “uncerfainty surrounding
Covid-19", and had been embroiled in a
‘fussle over compensation for historic mis-
selling.
Calls for a strike sent Royal Mall lower.
The Communication Workers Union
further industrial action

The group said it was “important to be
with our users”, adding:

shift in our market since the middle of
20207, said the group.

A cut in its outlook weighed on VF
Corporation, the fashion group behind

“therefore, as a first step, we will
diligently review the report.”

Norway's fish farmers SalMar, Leroy,
Grieg and Mow! fell sharply affer the Oslo

against the postal group in a
disagreement over pay.

A well-received appointment buoyed
Burberry, with the luxury group replacing
its chief creative officer. Bradford-born
Daniel Lee will be taking over from Italian

s sareas ot st asins SR
U “breaks”. That raises questions of
how far the Fed will now go to tackle
surginginflation.

Part of the reason that is cited for the
central bank’s current aggressiveness is
the strength of the US labour market
and the potential for that to add to infla-
tion.

But a look under the hood highlights
that there may already be some break-
age in the labour market, not picked up
by traditional headline indicators —
including payrell growth and the unem-
ploymentrate.

The “establishment survey” is what
generates the headline payrolls number
each month when the Bureau of Labor
Statistics releases its US employment
data. According to that survey, 315,000
jobs were added in August, which was
strong, but well down from the previous
month’s 526,000. Of course, counting
payrolls only results in an estimate of
the number of jobs created; it doesn’t
measure unemployment.

That’s where the US household survey
comes in, from which the unemploy-
ment rate is calculated. It’s a survey of
households’ members, so it counts peo-
ple, and whether they’re employed or
not.

A recent trend plcked up by the
household survey is in mul-
tiple job holders. If one person picks up
asecond or (God forbid) a third job for
economic reasons, that is still counted
as one employed person per the house-
hold survey. However, it’s possible those
additional jobs get picked up as individ-
ual payroll jobs within the establish-
ment survey.

ani wain vk ] R anbr A A St
part-time emplurwnent. The gain of
442,000 jobs in the household survey in
August appeared on the surface to be
strong. But that was more than all
accounted for by part-time workers,
‘with full-time jobs actually shrinking
242,000. Itwas the third monthinarow
of declines, totalling 465,000 over that

period.

Another fly in the ointment of labour
market statistics is associated with job
openings — the most common tracker

There may be breakage in
the labour market, not
picked up by traditional
headline indicators

coming from the Job Openings and
Labor Turnover Survey (Jolts). A key
measure of labour market tightness has
been therelationship between job open-
ings and the number of unemployed
people; with the former outnumbering
thelatter by a ratio of twotoone.

The problem is that the Jolts statistics
arguably overstate the number of actual
individual job openings. One of the cri-
teria for a job opening is that there is

amve recruiting” for workers by an
3} That may includ
tising, internet notices, signs, wurd-af-
mouth “announcements”, contact with
employment agencies, or settingup ata
job fair or similar source of possible
applicants.

In addition, the pool of labour availa-

ble for those jobs spans beyond just indi-

i as ity s s s

job openings. This suggests that the
labour market may be less tight than
conventionally believed, confirmed by
recentresearch by the St Louis Fed.

The Fed has explicitly stated that its
goal is to weaken job openings, withouta

ignifi rise in the

rate — a narrow opening in the needle
it’s trying to thread. But the Fed also
cites the need for more restrained wage
growth —which is elevated by historical
standards, but remains below the rate of
inflation. This means real wage growth
isstillinnegative territory.

There s another reflection of weaken-
ing demand for labour and that is the
number of hours each week companies
areasking of their workers.

Notwithstanding the healthy reading
on August payroll growth, there was yet
another reduction in the workweek,
which has been flat or down in five of
the six months to August. At 34.5 hours,
it is tied for the lowest reading since
April 2020, when the pandemic
lockdown was in full force. The decline
in hours worked was so significant
that it resulted in the first decline this
year in the index of aggregate hours
worked.

With labour the highest lnpul cost fnr
many ies, and
and demand weak, the hints of weak-
ness in the labour market are likely to
foreshadow further deterioration to
come. Asthe Fed has been pointing out,
it may be a necessary ingredient in the
quest to quell the surgein inflation.

Liz Ann Sonders is chief investment strate-
gist at Charles Schwab
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ARTS

Sarah
Hemming

am feeling like this format is not

facilitating us all bringing our best

selves to this conversation,” says

headteacher Don at the end of the

first act of Jonathan Spector’s
Eureka Day.

It’s such a wild understatement that
it brings a roar of laughter from the
audience. They have just witnessed
the “conversation” in question: a spiral-
ling, invective-laden online chat
between parents, played out on a screen
above Don’s head as he and his fellow
school board members attempt to
“reach out” via Zoom. The board’s ear-
nest efforts are soon drowned out by
guffaws from the audience reading the
messages above.

Wwith Eureka Day, Spector is wading
into the hornets’ nest of today’s culture
wars. The rancour of the exchange is all
the more striking because the Califor-
nian elementary school in question is so
determinedly progressive. Wefirst meet
the board members as they agonise over
the identity choices on their application
forms, while eating artisan doughnuts
and perching on tiny, child-sized furni-
ture in a brightly coloured schoolroom.

Spector, director Katy Rudd and her
cast have a lot of fun satirising the bien
pensant liberal left: headteacher Don
(Mark McKinney) is a cuddly, ageing
h]pple, ‘who, in one toe-curling: moment,

of

When culture wars go ballistic

Above from left: Ben
susan Kelechi

the unique p

new, black parent, Carina (Susan Kel-
echi Watson). Self-congratulatory full-
time dad Eli (Ben Schnetzer) lounges on
the floor and sips green juice from a jar.
Veteran board-member Suzanne
(Helen Hunt) —a scary combination of
e 1— 1

‘watson, Mark McKinney,
Helen Hunt and Kirsten

Foster in ‘Eureka Day”
MarualHaran

reasonable May (Kirsten Foster) that
she’s not putting words into her mouth.
“1find the best way not to put words in
someone’s mouth is not to put words in
their mouth,” replies May, tartly.

An outbreak of mumps brings every-
thing to boiling point. Thex:uuntyheallh
department decrees that

Eureka Day
©Id Vic, London
Sk

Jews. In Thelr Own Words.

Royal Court, London
Jekdkrd

comes to the British stage bristling with
NEWTesonance.

1t’s not hard to satirise both well-
meaning liberals and conspiracy theo-
rists, but Spector does it extremely well.
The test is whether the play pushes

ourselves that our own opinions are
entirely rational. The ending asks diffi-
cult questions about inclusivity, consen-
susand the way we handle dissent.
There is something naggingly unsatis-
fying about the play, though: the charac-

honesty —and humour —on our society.
The piece is shaped into segments deal-
ing first with anti-Semitic stereotypes
about blood, money and power. Freed-
land traces their historical roots and
demonstrates the subtle ways those

beyond that into hing deeper.
That’s the job of the second half, which
switches mood, building to a crunch
meeting between Suzanne and Carina.
Hereit explores the way conspiracy the-
ories exploit personal loss, the difficulty
of arriving at consensus or balancing
individual rights with public benefit, the
subtle manipulation of power and the

personal viewp
It’s 1 clever and thought-

children must stay at home, producing
outrage from antivax parents and send-
ing the board into turmoil. Written
before the Covid demic, the play

The P word
Bush Theatre, London
Fook ot

provoking, and Hunt and Kelechi
Watson are excellent, keeping the sym-
pathies moving and raising unsettling
points, not least the ways we convince
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ters’ viewpoints get deepened but not
the characters themselves — some of
whom feel very schematic, despite the
fine and funny cast — and the huge
issues they raise deserve more explora-
tion than there is time for here. It’s
smart, timely, perceptive and terrifi-
cally funny — but it also feels ever so

slightly pat.
To October 31, oldvictheatre.com

Eureka Day joins a flurry of dramas
focusing hard on the toxic nature of so
much public discourse. Christopher
Shinn’s The Narcissist at Chichester Festi-
val Theatre and The Doctor, about to
open in the West End, both home in on
the role of social media in fomenting
division. We also have timely revivals
of Arthur Miller’s The Crucible and CP
Taylor’s Good.

And atLondon’s Royal Court comes a
play written inresponse to the theatre’s
own catastrophic example of bias, when
it staged a play (Rare Earth Mettle) that
perpetuated an offensive anti-Semitic
stereotype. That debacle led to a far-
reaching internal review, one outcome
of which is Jews. In Their Own Words. A
verbatim piece by Jonathan Freedland,
it focuses on the way anti-Semitism can
seep into even the most avowedly anti-
racist circles and draws on personal
accounts from a wide range of voices,
including MPs Luciana Berger and Mar-
garet Hodge, actor Tracy-Ann Ober-
man, novelist Howard Jacobson and FT
political columnist Stephen Bush.

This is theatre as powerful public
forum: a chance to focus with rigour and

impacton private and public
discourse now. We see overt prejudice
and casual assumptions sewn into con-
versations in all areas of life — politics,
the arts, social gatherings, public
encounters — all of them experienced
first hand by the interviewees. We see
the way prejudices are played down
with arguments such as “but it’s not
actual racism” and we hear about the
deep personal cost of both verbal and
physical attacks.

Seven actors portray a multitude
of characters, slipping skilfully
between them, and wheel on display
boards on which offensive tweets and
emails are projected. One chart shows
the dramatic rise in anti-Semitic inci-

dents between 2004 and 2021. Directed

Steve Furst in the verbatim play
“Jews. In Their Own Words."

Waleed Akhtar, left, and Esh Alladi
in ‘The P Word”

by Vicky Featherstone and Audrey
Sheffield, the show is vibrant and pep-
pered with humour. But it’s also elo-
quent, incisive and emotionally power-
ful: a stark and important warning
about the insidiousness of prejudice.

To October 22, royalcourttheatre.com

Satire; verbatim theatre; love story —
there are many forms of powerful politi-
cal theatre. Atthe Bush Theatre, Waleed
Akhtar’s The P Word chooses the latter,
with immensely moving results. Here
the prejudices under scrutiny are rac-
ismand homophobia.

Atthe outset, two men, both gay, one
Pakistani, one British Pakistani, circle
one another on Max Johns’s rotating set.
Both in London, they are, initially,
worlds apart. Bilal, a handsome, confi-
dent gym addict who hooks up with
white guys on Grindr and defiantly
resists emotional commitment, has
never been in love. Zafar, older, shy,
awkward, has — and deeply so. But his

It's not hard to satirise
well-meaning liberals
and conspiracy theorists,
but ‘Eureka Day’ does it
extremely well

father’s discovery of that relationship
led to his lover’s murder, threats against
his own life and a desperate flight.
Now he’s an asylum seeker trying to
convince the authorities that if he were
returned to his country, hislife would be
indanger.

Their chance encounter is clunkily
engineered and their friendship seems
at first unlikely. But Akhtar peels away
thelayers, revealing to both the charac-
ters and us how much they actually have
in common. Both men have suffered
prejudice, rejection — whether subtle or
overt — and experienced the resulting
deeply corrosive loneliness.

The push towards romance is irresist-
ible — and flagged up mischievously by
Akhtar’s references to romantic Paki-
stani TV series and Bollywood classics.
But then a brilliant twist that undercuts
expectations and punches home the
political point of the piece. It’s beauti-
fully delivered by Akhtar himself as
Bilal and Esh Alladi as Zafar. Both are
precise, funny, physically eloquent and
immensely touching.

“I'm not in your Britain. I'm in
another Britain,” says Zafar — a state-
ment that could speak for many.

To October 29, bushtheatre.couk

Medea inspired by the spirit of Callas

Medea
Metropolitan Opera, New York
Aokt

‘George Loomis

Maria Callas never sang in Medea at the
Met, but— because of her interpretation
in performances elsewhere, as well as
famous recordings — her spirit is the
omnipresent force behind the com-
pany’s first ever production of Cheru-
bini’s 1797 opera, which opens the com-
pany’s new season. Its title role of
mythology’s quintessential woman
scorned is irresistible to dramatic
sopranos. If ever there was a role that
enables them to flaunt their stuff una-
bashedly, even as it relegates artistic
cohesion tosecond place, thisisit.

Like other French operas with spoken
dialogue, Cherubini’s Médée gained pop-
ularity in Italian-language perform-
ances with recitatives replacing the dia-
logue. The wrinkle here is that its recita-
tives — dating from the 1850s — were
composed in a sumptuous Wagnerian
style at odds with Cherubini’s classical
appmach In particular, the forceful

ion they demand of the si
often undermines Cherubini’s more
measured approach towards building

Callas liked Medea the Italian way, com-
plete with 19th-century additions, and,
prodded no doubt by its current expo-
nent, Sondra Radvanovsky, the Met
acquiesced. Fortunately, Radvanovsky
delivers. Dressed in black and looking
forbidding (Doey Liithi designed the
costumes), Radvanovsky began with a
deceptively lovely account of Medea’s
sympathetic initial aria and went on to
show her mastery of vocal declamation,
making words tell through vivid attacks
and colouring. One missed the gleaming
tonal flashes of Callas’s recordings, but
Radvanovsky sang generously and
never tired; indeed, she seemed to bring
mnew reserves of sound to the finale.
Overall, thmlgh ‘one cannot escape

helped Jason steal. McVicar makes
effective use — particularly for the wed-
ding festivities of Jason and his ill-fated
bride, Glauce — of views of the action
taken from above and projected on a
screen at the rear of the stage.

Best in the supporting cast is Ekater-
ina Gubanova as Medea’s confidante
Neris, who expresses her loyalty but
also represents Medea’s conscience in
her doleful aria with bassoon obbligato
at the heart of the opera. Michele Per-
tusi is duly authoritative as Glauce’s
father, the Corinthian king Creon, and
Matthew Polenzani portrays the ineffec-
tual Jason. The conductor Carlo Rizzi
would doubtless like to remind people
that Leonard Bernstein also conducted

the same Italian version of

th ing a historical relic,
a feeling reinforced by David McVicar’s
opulentbut inert production character-
ised by primitive, stone-like sets with
metallic hues possibly inspired by the
fabled Golden Fleece, which Medea

Medea (with Callas), but Rizzi’s worka-
day contribution here will do little to
enhance his reputation.

To October 28, metopera.org

Sondra
Radvanovsky
in the title role

of ‘Medea’
Marty Sohl/Mef Opera

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F29&ts=20220928193933&uq=20220804103507
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drama. He saves his most diabolical
‘vocal writing for Medea until the finale,
as she vacillates over murdering her
hildren fathered by the unfai

Jason. But its impact is blunted by the
‘vehement exchanges that precedeit.

In Europe, the trend is to perform
'Médée in its original French form. But

FINANCIAL TIMES

FT BIG READ. CARS

As the UK’s automotive industry aims to sell only electric vehicles by 2035, the fate of the sector might
depend on the battery start-up — but it has no working prototype, no factory and no customers.
By Peter Campbell, Harry Dempsey and Harriet Agnew

hen Britishvolt was
formed three years ago
with the ambitions of
spearheading the UK’s
battery industry, it had
nothing: no factory site, no in-house
mdmolngy, no customers and precious
little
Since then, it has worked to piece
together the building blocks that will, it
hopes, one day transform it into a credi-
ble business.

The company hired known automo-
tive leaders; it garnered tens of millions
in financial backing from investors
including Glencore and a grant from the
British government; it secured a world-
class site for a £3.8bn “gigafactory” in
Blyth, north-east England, and
announced plans to begin production in
2023, Most impressively, it developed
its own fledgling battery technology in
partnership with a UK university.

Now, Britishvolt believes that secur-
ing the final piece of the jigsaw puzzle —
paying customers — is only months
away. “They are very close to getting
away with it,” says one person who pre-
viously worked for the business.

Yet underneath the surface, the com-
pany is still wrestling not only with the
customary growing pains of a fast-hiring
start-up, but also with the more funda-
mental need to establish a business
model, amid what one person familiar
with the business describes as a “cha-
otic” atmosphere.

Britishvolt has yet to demonstrate in
public that the equipment it promises
will be “market-leading” actually
works. The Blyth gigafactory will not be
ready until 2025, a delay that means
even carmakers that want itskitin large
numbers will need to find another sup-
plier of batteries for their debut models.

All the while, the business is burning
through £3mn of cash on salaries alone
each month, a consequence of hiring
close to 300 people while still years
from generating revenue. Last month,
its co-founder and chief executive
stepped down.

Itis in the middle of another funding
round — its second in two years — while
accounts covering the period from

2019 to January 2021 showa
loss of £8.8mn, and warn of “material
uncertainties that may cast significant
doubt on the company’s ability to con-
tinue as agoing concern”.

Even longtime supporters within the
ranks of government now put the com-
pany’sodds of survival at 50-50.

An “element of risk” was baked into
the model to begin with, says Neil Slater,
global head of real assets at Abrdn,
whose Tritax real estate unit is partner-
ing with Britishvolt to provide funding
for construction of the plant at Blyth.
“This is not Ford that is coming in and
saying we're putting billions of dollars
into it — it's a start-up, albeit one with a
credible proposition.”

There is more riding on the com-
pany’s fortunes than just the pride of its
staff, many of whom have been offered
share options and told that a stock mar-
ket listing will, one day, make them all
“millionaires”.

The success or failure of Britishvolt
will also have an effect on the UK’s
brittle auto industry, which is navigat-
ing its way through the shift towards
selling only electric vehicles by 2035. A
lack of battery production capacity in
the UK increases the risk that the car
industry will eventually leave Britain for
continental Europe.

Blyth is reckoned to be the best UK
site for such production: it has a deep
seaport, lots of space and access to
abundant green electricity through an
undersea interconnector. But by snap-

Inside the
struggles of
Britishvolt

‘ Europe has a long way to go to catch China

and the US in electric car batteries

Forecast lithium-ion battery production by country (GWh)
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volt is a young, rapidly growing com-
pany, one of the fastest growing tech
firms on the planet,” he says. “We have
the right and proper governance and
procedures in place to counter and learn
toimprove.”

Officials have put the cart before the
horse, some say. “If you look at all the
cell factories all over Europe, they are
being built on the back of having at least
one launch customer,” says Ian Henry,
anautomotive manufacturingexpert.

“This obsession with tryingto build a
world-class industry of our own, while it
may seem laudable, is questionable.”

The search for customers

Britishvolt was founded in 2019 by Orral
Nadjari, a former banker in Abu Dhabi,
and the Swedish entrepreneur Lars
Carlstrom. Nadjari, who became chief
executive, had no automotive back-
ground, a highly unusual trait in a
founder of a company that was, by its
own admittance, hoping to focus on the
Y.
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Carlstrom had at least started his
career as a sales manager for Saab, but
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left Briti: in2020 after it emerged
he had been convicted of tax fraud in
Swedeninthe1990s.

Initially the company intended to
i from existi
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‘manufacturers, and sell batteries to UK
car factories. Instead, it emharked on

pingitup, Bri it harder
for the government to convince other,
more established businesses such as
Chinese battery giant CATL or South
Korea’s LG to setup shop in the UK.
Furthermore, ministers have also
promised Britishvolt £100mn to help
build the factory, both draining
resources from the finite pot needed to
tempt other international investors,
and also saddling the government to the
fortunes of the fledgling enterprise. One
‘minister in Boris Johnsen’s government
would regularly phone wary carmakers,
as.lclng I]lem o meeth]shvuh execu-
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its own in-hy

alongside battery experts at the War-
wick Manufacturing Group. Its ambi-
tion for the Blyth gigafactory is to pro-
duce atleast 30 gigawatt hours a year of
batteries. But todo that it will need cus-
tomers. Britishvolt has been banking on
theshortage of British-built alternatives
tohelpsteer carmakers toits doors.

nology from Lucid, an electric car
start-up, or Mercedes for its first electric
vehiclein 2025. It plans to make a deci-
sion on which partner to use by the end
of this year. “High-value automotive
customers tend to be small,” says one
investor who met with Britishvolt.
“[The start-up] needs to strike a diffi-
cult balance between high-value appli-
cations and securing volumes from
large car companies.”

‘Yet Britishvolt has not named any UK
carmakers that will order batteries in
significant numbers, such as a Toyota or
Jaguar Land Rover. A senior director at
one carmaker that entered talks with

for the running of the operations, while
Nadjari became increasingly less
involved.

His departure was billed as his deci-
sion, though four people familiar with
the events say the board advised him to
step down, in part because potential
investors were put off by hisstyle.

Nadjari strongly denies this charac-
terisation of his departure, saying he
told the board in2021 that he planned to
leave this summer, and pointing out
that he helped bring significant inves-
tors including Glencore into the busi-
ness. He remains the company’s largest
shareholder.

“Heis a brilliant mercurial CEO who
has got things up and running. It’s now
getting to a very serious stage where
they’ve opted to bring in broader expe-
rience and perhaps aless ent(epreneu.r—
ial approach at this stage in the journey,”
says Slater at Abrdn.

The company has now passed into
automotive hands: Peter Rolton, who
worked for the government’s Renewa-
bles Advisory Board and has worked
closely with carmakers including
Hnnda and Nmsan, ls the chair, while

ive andis

mdely expected to be named in the
position full time.

Supporters of the company hope the
change of management will bring more
professionalism into the business. “It
doesappear chaotic, which is acceptable
in a start-up,” says one person who was
close to the business. “It’s a question of
whether the chaos settles down.”

Yet even with new management on
board, potential investors question the
company’s business case due to the
lack of firm customers, as well as its
cashburn.

Potential investors are aware that the
entire promise of the business rests on
finding buyers for its yet-to-be-revealed
technology. “Raising funding at the
moment is their key risk and that’s
related to securing end customers,” says

Estimated valueof
the‘gigafactory”
beingbuiltinBlyth
by Britishvolt

i familiar wi

But some would-be clients say the
company’s approaches were cack-
handed. Last year, Britishvolt contacted
one carmaker offering prototype cells
that it would be ready to deliver within
“weeks”. The carmaker, which already
had several of its own in-house proto-
type cells, was nevertheless curious to
see the technology and agreed. Months
of silence followed. Eventually, British-
volt contacted them again, out of the
blue, offering the same prototypes.

The carmaker patiently agreed, but
once again heard nothing back, and
eventually gave up aendlng ::hasmg

‘Whether

Britishvolt describes the pany as
“smoke and mirrors”.

As it seeks a new round of funding,
Britishvolt has made moves to show
investors it is serious about building a
business. Last month the company
parted ways with Nadjari, whom
employees describe as a changeable,
sometimes challenging boss. His man-
ner tilted from ebullience to anger, at
times within the same meeting, accord-
ing to several Britishvolt workers. “He

“This obsession with
[building] a world-class
industry of our own,
while it may seem
laudable, is questionable’
had no control over his temper and it
created issues for the company,” says
one former employee. “When he talks,
nobody else was able to talk.”

Speaking from his home in Abu
Dhabi, Nadjari concedes he brings a

So far, Bril t licly secured

wvisionary entrepreneurial

deals with two UK carmakers: Aston
Martin and Lotus. Both are merely
exploratory deals through memoran-
dums of understanding. Neither auto
brand has agreed to buy anything from

spirit” to his work. “I'm so passionate
sometimes it can be misunderstood as
other things,” he says.

“Was! the perfect CEQ? No, definitely
nul Do I have alot to ]ea.m lrum my

ofa
fledgling business, or whether the tech-
nology did not work yet, the business —
one of the UK’s most respected manu-
facturers — was left underwhelmed.

“The [prototypes] are the easy bit,”
says one senior executive at the car-
maker in question. “If you haven’t got
thatbit right, you haven’t got anything”

Britishvolt now says its cells will be
shlppedtnsevm mrmakersﬂnsmom.h,

ding one “blue-chip”
turer, for testing. “We need to give them
the benefit of the doubt,” says one gov-
ernment figure. “At this point it comes
down to whether those cells [being
shipped to customers] are any good.”

The challenges the company has
faced raise questions about the overall
business strategy of being a British pro-
vider of batteries for UK automakers.

Henry says beinglocated in the UK is
no guarantee of winning work from Brit-
ish factories, which are able to ship in
batteriesinternationally.

Atthe same time, some UK automak-
ersare looking to bring this kind of man-
ufacturing in-house. One of the UK’s
largest car manufacturers, Jaguar Land
Rover, which belongs to the Tata Group,
is working on its own plans to establish
battery manufacturing in Europe.

Britishvolt has at least excelled in cap-
turmgﬂle Brmsh emll!lls]lme nl’s dem'e
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e company. Journey? Yes. But am 1 aiways gomg to
This did not stop Britishvolt initially ~ protectmybaby? Of courseIam.”
ing both ar as likely Ce say he took a persistently

to lead to firm orders when talking to
ministers, according to two people with
knowledge of the discussions. (The
company denies this).

Yet despite signing deals in January
and March, as of last month, neither
Lotus nor Aston had been sentany pro-
totype battery cells, according to people
close to each company.

Both carmakers are also already
exploring alternatives to Britishvolt for
their technology, according to figures
closetoboth companies.

Lawrence Stroll, Aston’s chair, told

light-hearted approach that made him
seem unserious. Initial meetings with
ministers to secure grant funding went
50 badly that Britishvolt sidelined Nad-
jari, according to three people with
knowledge of the discussions. Instead, it
hired former Ford UK director Graham
Hoare tolead its government talks.
Nadjari disputes this, and says he
hired Hoare “as a natural successor as
CEO, and because of his vast experience
dealing with government”, as well as to
help with the structure of the fast-grow-

ves, ACCoramg to two pecple. Malaysia Fer—
The government money was to be Canada $"—
drawn as its projects developed. How- taly o
ever, as global markets tighten, the g
company is now trying to draw down Norway ®—
some of the money early as it worries Turkey #»—
about securing enough from external India
investors, according to two people. CzechRep ®
Britishvolt spokesman Ben Kilbey =
says the state of the economy is affecting
7 = Talwan ®
his company, along with many others. )
“Current market conditions are wild, sl
from currency depreciation, rapid infla- Thailand
tion and rising core interest rates, of Singapore ®
which no companyis immune,” he says. Slovakia
Asked about the company’s early Russla
period, and questions over its future

prospects, he admits the business has
experienced “teething issues”. “British-

Source: Benchmark Mineral Inteligence

the Financial Times that the pany
idering using battery tech-

wasal
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ingbusiness.
As the

pany
gradually took on more responsibility

10 DuIld domesuE Dattery Manuractur-
ing to underpin its automotive industry,
says Hans Eric Melin, managing direc-
tor of Circular Energy Storage, a lithi-
umr-ion battery recycling consultancy.

“I'msurprised how farit has gone,” he
says. “It started with people who had no
background at all in battery manufac-
turing. It took along time until they got
real expertise inthe group.”

Butthenewleadership hasaway togo
before proving the company is a viable
concern, Melin adds. He has seen no
evidence of Britishvolt securing orders
or public demonstration of its own
in-house technology. “The only thing we
are talking about here is a plant —a big.
flat piece of land where you will build a
battery plant.”

Thursday 29 September 2022

The FT View

FINANCIAL TIMES

‘Without fear and without favour®

ft.com/opinion

Britain must rapidly restore its economic credibility

Truss’s government will
need to reverse course on its
ill-conceived mini-Budget

To borrow from Ernest Hemingway, a
government loses credibility gradually,
then suddenly. The UK has proved a
textbook example. Since Kwasi Kwart-
eng’s reckless mini-Budget last Friday,
the pound touched an all-time low
against the dollar, gilt yields surged,
banks scrambled to pull mortgage prod-
ucts, and the IMF issued a scathing
rebuke of the Chancellor’s plans. Then
on Wednesday the Bank of England
stepped in to prop up the gilt market as
pension funds faced urgent demands for
cash. It is still only midweek. The gov-
ernment must act quickly and deci-
sively to restore confidence before the

partly reflect the lack of faith in the
chancellor’s plan to fund historic tax
cuts and energy subsidies through debt,
backed only by a promise of improved
growth. His proposals would stoke infla-
tion — already close to 40-year highs —
and necessitate higher interest rates,
when the debt burden is already ata
risky level. Had Kwarteng stuck to
already well-flagged plans to reverse
rises in corporation tax and national
insurance, even on top of the planned
£150bn energy support programme,
investors might have acquiesced. But
with additional unexpected tax cuts,
and no offsets, markets were spooked
by the insouciant nature and open-
ended scale of the chancellor’s
unfunded commitments.

The BoE is having to pick up the
pieces. Ithaslaunched the kind of emer-
gency intervention last seen early inthe

F e

listof further.
Investors have been damning of the

Truss government’s economic strategy.

Soaring gilt yields and a feeble currency

and started temporary pur-
chases of long-dated gilts. This was vital
after market turmoil heaped pressure
on pension funds, which manage sav-

ings for millions, to sell bonds to stave
off concerns about solvency. The BoE
also delayed plans to start selling gilts
from next week, which would have rein-
forced downward pressure on bond
prices. Longer-term gilt yields fell fol-
lowing the announcement.

The intervention may have created
some breathing space, but the BoE isin
an unenviable position. Raising rates
higher than previously expected will
entail eye-watering increases in mort-
gage payments for those on variable
products or coming off existing fixed-
rate deals. This will happen just as
households face energy bills almost
double those last winter, despite the
government’s subsidy. The hit to afford-
ability will drive a significant fall in
house prices. Highly indebted busi-
nesseswill also be under pressure.

Thisis a financial crisis of the UK gov-
ernment’s own making. It needs to
rethink its ill-conceived growth plan,
and reverse a significant portion of its
tax cuts. This will carry a big political

cost — but not doing so might now be
even more costly.

The government should also quickly
provide convincing detail on how it will
stabilise public finances — in a way that
does not rely entirely on achieving its
highly optimistic 2.5 per cent growth
target — and bring forward its medium-
term fiscal plan from November 23. The
BoE will meanwhile need to remain
alive to interventions, including on rate
hikes, ahead of its November meeting.
The government must show, above all,
thatitislistening to financial markets.

The ructions since Friday’s cavalier
mini-Budget have shown that govern-
ments cannot flout due process, inde-
pendent oversight and economicexper-
tise. By severely undermining the UK’s
economic and financial integrity, the
new Conservative administration is
gambling with British people’s money,
pensions, and homes. The BoE can only
prop up markets for now, but regaining
UK credibility will be the task of the gov-
ernment. It must dosowith haste.

Technology

Al-driven justice may
be better than none at all

Ber Hickey

few years ago I was

hauled up in front of

three magistrates in a

south London court-

house, the culmination of

a months-long bureaucratic night-

mare that landed me with a criminal

conviction for being unable to prove I

had paid a £1.50 bus fare when my
phoneran outof battery.

After nervously my tan-

and instead works by trial and error.
Even if both doctors bring their
patients back to health, the free doc-
tor’s approach is superior, argues
Plato, because he is able to keep the
patient co-operative and to teachashe
goes. The patient s thus not just a sub-
ject, butalsoan active participant.
Like Plato, Tasioulas uses this exam-
ple to argue why process matters in
law. We might think of the slave doctor
as an algorithm, doling out treatment
on the basis of something akin to
machine learning, while the way the
free doctor treats his patients has
value in and of itself. And only the
process by which a human judge
arrives at a final decision can provide
threei insic values.

gled tale of woe, 1 wasvindicated: 1 was
told my conviction would be with-
drawn. “Ibetyou're veryrelieved,” the
presiding justice said to me with a
sympathetic smile. I wasindeed.

But such human interaction in the
judicial system might become rarer.
Several countries are experimenting
with using artificial intelligence-
driven algorithms to mete out judg-
ments, replacing humans with “robot

The first is explainability. Tasioulas
argues that even if an Al-driven algo-
rithm could be programmed to pro-
vide some kind of explanation of its
decision, this could only be an ex post
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Three’s not so much a crowd as a monopoly in the cloud

It was disappointing that Anna Gross's
report on Ofcom’s probe into the so-
called Big Three cloud providers
(September 23) failed to actually

The cloud market has been
dominated by a Big Three out of step
with their customers. Our research
found that 37 per cent of software
devel whouse h lers have

interrogate what a sector d d by
'Amazon Web Services, Microsoft Azure
and Google has meant for businesses.
Many in the UK tech sector will
‘welcome news of the probe. If the
recent energy crisis has taught us one

been stung by unexpected cloud costs
in the past 12 months, while 34 per
cent feel locked in to their provider.
Users are being overwhelmed with a
steady stream of new services and

that can act as a platform for
innovation, allowing them to move
quickly to match today’s fast-paced
digital economy.

Thope Ofcom will be able to take us
to amore competitive and diversified
cloud market. We cannot go on with a
situation where so much in the tech
sector is reliant on just a handful of
companies. This creates an

severely impact businesses and
consumers alike, having a knock on
effect to the world economy. The old
saying that “nobody gets fired for
buying IBM” applies to how IT teams
view the Big Three. We need a world
where providers are judged on things
like transparent pricing, customer
service and performance, not on
their name.

thing, it’s to reduce the reliance on solutions, ensuring expenses continue unsustainable situation where should Mark Boost

monopolies which are never good for to ratchet up. Today’s developers don’t | the worst happen and one of these Chief Executive, Civo, Stevenage,
anyone. want complexity. They want a service providers has a system failure, it could | Hertfordshire, UK

Putin over-reach threatens uttered by the finance or treasury Stick with ‘strongman’ tag

the Russian Federation

Gideon Rachman is right that it is hard
‘to imagine Vladimir Putin accepting
the demands of the US and its allies
that Russia withdraws from lands
occupied since the February 24
invasion as “that would mean that he
had sacrificed thousands of lives for no
gain at all” (Opinion, September 27).
‘The same of course holds true for
‘Volodymyr Zelenskyy, who cannot
accept to lose one inch of Ukrainian
territory to an imperialist invader after
sacrificing thousands of lives to defend
the sanctity of national borders.
However, it is not hard to imagine
that Putin’s partial mobilisation in
response to looming defeat in eastern
Ukraine might provoke internal strife,

Y THANK GoD IT WASN'T
A MEGA BUDGET "

even self-determination
for instance in Dagestan or among its
non-Russian peoples such as Poles,
Chechens, Kazakhs or Armenians.

By trying to reverse the collapse of
‘the Soviet Union, let alone re-establish

If Japan wants a stronger
yen, it must change course
‘Governments always make the mistake

minister, or by intervention in the
foreign exchange markets, they can
alter the course of financial markets.

This is a delusion.

Financial markets react to economic
forces and only a change in those forces
‘will get the results that governments
‘want.

In the case of Japan, the yen is
‘weakening because of the Bank of
Japan's lax monetary policy.

Only a change in that policy is likely
to get the intended result of a stronger

yen.
Steven E Cerier
New York, NY, US

History, as told, by
vertically challenged men
In addition to Pilita Clark’s single
example (Churchill) of short successful
men (“Men who get their legs broken
to gain height are not entirely mad”,
‘Work & Careers, September 26) might
add Napoleon, Franco, Louis XIV,

even for female politicians
No! No! A thousand times no!! The FT
‘most certainly should not think of
using a more gender-appropriate word
for “strongman”(Letters, September
27) after Giorgia Meloni and her hard-
right Brothers of Italy party won Italy’s
election. As an advocate of, and trainer
in best equalities practice over many
decades, I'm well aware of the need for
sensitivity in language. But let’s stick to
“strongman” to describe the ridiculous,
unattainable and dangerous fantasy of
leadership qualities. Otherwise what
will be next? Change the name of
Meloni’s party to Sorelle dTtalia?

Sally Phillips

London SW18, UK

This is an FT column

Truss may have missed

Janan Ganesh wrote recently that the
UK needed to learn that you can’t have
European levels of public services with

judges” (though norobot isi ).

The main arguments in favour of
Al-driven adjudication revolve
around two purported benefits:
greater efficiency and the possibility
of reducing human bias, error and

frnica” Tha lnttar rafars tn nmumntad

rationalisation rather than a real justi- Tsarist Russia, it is not inconceivable of believing they have more power Julius Caesar, Montgomery and Lenin. US rates of tax (Life & Arts, August 27).
fication, given that the decision is not Putin may risk losing parts of the than the marketplace (“Japan’s yen I would add that being short doesn't Iguess Ganesh is not required reading
arrived at through the kind of thought Russian Federation. intervention is ineffectual but seem to make them any nicer to know. | in the Truss cabinet.
processes ahumanuses. Corrado Pirzio-Biroli inoffensive”, FT View, September 26). Angela Dixon Raj Parkash
The second is accountability. Brussels, Belgium They think that with a few words London SW14, UK London W4, UK
Because an algorithm has no rational
it cannot be held ita-
ble for its judgments. “As a rational
autonomous agent who can make
choices . . . T can be held accountable « had some biscuits “plan for patients” in the House of and modern, the patients were
for these decisions in a way that a but the 93-year-oldin | Commons last week, even Thérése (mostly) patient and the triage
machine cannot,” Tasioulas tells me. the wheelchair Coffey, the new health secretary, guidelines were followed — the lack of
The third is reciprocity — the idea couldn’t face them added her own: a ine-] wait, ion made for the very old is
that there is value in the dialogue during our night ‘with no access to a doctor, a few weeks | standard, apparently. Conspicuously

between two rational agents, the liti-
gant and the judge, which forges a
sense of community and solidarity.
There is a dehumanising aspect to
algorithmic justice that comes from
thelack of these three elements. There
are other issues, too, such as the extent.

trwrhirh ncinm A T_Awivan 2 dindiratian

A&E needs
emergency

ravo itcolf

together in accident and emergency.
‘When I arrived after 7pm that August
evening at the NHS hospital on the
East Anglian coast, there were nearly
70 of us waiting to be seen — a mix of
farm and campsite injuries and the
clearly sick or mentally distressed.

Drraidninht nnr narmshar had

‘before mine. She also gave up and left
‘but was seen swiftly the next day ata
hospital three miles away.

Given that I was a visitor to Coffey’s
‘beautiful Suffolk Coastal constituency,
‘we might well have sat on the same
plastic chair and bought snacks from

+ha eama marhina

ill people were hurried through, one
suffering fits, another with all the
signs of a heart problem. It was
dreadful yet seemed to work as a way
to ration access to treatment.

But the staff were on edge: the
senior nurse repeatedly apologised to

#tha rnam and nna af har anllanmiae
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variability between judgments that
might be influenced by factors such as
how tired ajudgeis or how their sports
team performed the night before.
There are strong reasons to be cau-
tious, however. For instance, there are
concerns that, contrary to removing
bias and discrimination, Al-driven
algorithms — which use brute process-
ing power on human data, finding pat-

[RE— 1 wraven aupuuia

o s
would transfer legal authority from
public bodies to the private entities
thatbuild the algorithms.

But for Richard Susskind, technol-
ogy adviser to the UK lord chief jus-
tice, while there are many valid argu-
ments against Al-led justice, there is
also an urgent moral need to make the
legal process more accessible. Auto-
mation can help tackle this. According

terns, mtegonsmg and generahsu]g —  tothe OECD, less than half the global
will duplicate and rei that ion lives under the i
already exist. Some studies have ﬂf law; Brazil has a backlog of 100mn
shown this happens. court cases, while India has 30mn.

The most common arguments
against Al-driven adjudication, like
this one, concern outcomes. But in a
draft research paper, John Tasioulas,
director of Oxford university’s Insti-
tute for Ethics in AL says more atten-
tion should be given to the process by
whichjudgmentsarearrived at.

Tasioulas quotes a passage from
Plato’s The Laws, in which Plato
describes the qualitative difference
between a “free doctor” — one who is
trained and can explain the treatment
to his patient — and a “slave doctor”,
who cannot explain what he is doing

Thursday 29 September 2022

“It’s a gap on a monstrous scale,”
susskind tells me. “What many of us

e . . . trying to dois reduce manifest
injustice, rather than achieve some
metaphysical, perfect justice”

As the aphorism goes, we must not
let the perfect be the enemy of the
good. “Computer saysno” — the catch-
phrase from a Little Britain TV sketch
— might be a highly imperfect and
often frustrating form of justice, but
access to an imperfect judicial system
issurely better than no access atall.

jemima kelly@ft.com
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by Miranda Green

oy arsmsngan U s
dropped below 50, lyutltwassh.ll
taking four hours even for assessment
by the triage nurse. When at last I
made it through what the crowd of
patients had dubbed “the magic door”
she advised me that, given the
pressures on the department and lack
of staff, the wait for a doctor would
probably be as long or longer. Usually,
she added, they would aim to triage
within 15 minutes and then strictly
prioritise by need.

As Twas not in danger (a regular
injection had produced profuse
bleeding), the nurse made it subtly
clear it was up to me whether to stick
it out or come back the next day.

After a while, I went home, but not
before a group of us had approached
the efficient but overwhelmed nurse
in charge, appealing on behalf of the
elderly lady, still chatty but exhausted
and in pain from a wound to her arm.
She was taken to the toilet and then,
after a further wait, for triage and
treatment.

These stories have been all too
«common this summer. Launching her

* FINANCIAL TIMES

On that hot mghl, eight ambulances
‘were waiting outside, unable to
offload because there was no way of
clearing the patients from AXE on to
‘wards or back home for follow-up
care. This is a typical bottleneck
across the system: one in seven
patients no longer needs the bed they
are occupying. Coffey last Thursday

L s s i U g G
was offended when, in a spirit of
camaraderie not mockery, we
applauded as the elderly lady was
finally taken through. Patients were
warned this behaviour risked ejection:
the brief moment of cheer subsided.
This site is undergoing a massive
rebuilding, due to culminate in a new
hospital for the area by 2030. But

a.£500mn there weren’t enough staff to man the

in the rebalancing of fu.ndmg for one we were in. Coffey says an NHS
health and social care to tackle staff plan is a work in progress.
delayed discharges over the winter. Without it, critics claim her ldeas for
She talked of spreading best practice, improving patient care are
clearly puzzled by the variation in unworkable. The Homecare
‘waiting times and iati hich rep

Labour’s response to Coffey’s story domiciliary care providers, said the

‘was to accuse her of telling patients to
“get on their bike” and shop around —
‘but often NHS staff themselves hint
that it’s better to do so.

A work contact of mine found one
local A&E was improvising. Her
elderly mother was treated in an
ambulance: hospital staff were using
the queue of vehicles as temporary
‘beds to speed things up.

The hospital I attended was clean

cash to speed discharge was welcome
but had to be part of a long-term plan
to address worker shortages.

Feelings of pride in the British talent
for queneing resurfaced this month at
the Queen’s lying-in-state. But when
you're anxious and need help, it'sa
desperate expression of what's wrong,
not right, with the country you live in.

miranda.green@ft.com

Opinion

UK governments plan is both bad economics and a lost opportunity

Minouche
Shafik

he government’s recent
fiscal plan fails to respond
to the UK’s twin economic
crises in a manner that
takes into account either
evidence or experience. While they are
absolutely right to focus on cushioning
theshock of the s] ing cost of liv-
ing and trying to stimulate growth, the
policies they have outlined do neither
well. The market's extreme reaction to
the “mini-Budget” reflects the fact that
the government has not told a credible
storyabout its economic strategy.

The UK economy has two urgent
problems. The first is a cost of living
crisis fuelled by dramatic shifts in the
supply and demand for goods — particu-
larly energy — in a time of war, plague
and other trade disruptions. The second
ismore than a decade of low growth and
productivity, or what the Economy

2030 Inquiry memorably calls “Stagna-
tion Nation”. With the highest inflation
rate in the G7, growth in labour produc-
tivity well below the OECD average,
stagnating real wages since 2010 and a
host of other terrible economic indica-
tors, it is no surprise that the Bank of
England projects British households are
facing the biggest collapse in living
standards since such records were first
kept 60 years ago.

We should let the BoE get on with
doing its job of raising interest rates to
fight inflation. This is not the time to do
anything that might undermine central
bank independence, which has deliv-
ered the lowand stable inflation that we
have all benefited from. A massive fiscal
expansion and a collapsing pound just
make the BoE’s job harder and will
mean that interest rates have to rise

even more to control prices.
In a good society we should provlde
cushion to th dit

most. The energy price cap is a very
expensive response (to the tune of
about £100bn) that provides support to
many that do not need it and reduces
incentives to make progress on climate

change. Instead of a cap, the govern-
ment should provide a universal lifeline
tariff for energy consumption up to a
certain level to protect the poorest
households and small businesses, and
let those who consume more pay a mar-
ket price. This wuuld cost. less, help

determined their willingness to invest in
a country. The top reasons were almost
always the same: first came macroeco-
nomic and political stability (which has
been put into jeopardy in the UK), high-
quality infrastructure and skills. Low
taxes and enterprise zones were always

everyone and maintaini us
energy more efficiently.
‘When it comes to stimulating growth,

The crux of the country’s
productivity puzzle is
pretty simple — chronic
under-investment

‘we need a serious plan to deal with the
chronic under-investment that is the
cause of Britain’s stagnating productiv-
ity. Despite years of economists’ time
devﬂted to t.he pmdum]vlty puzzle, itis
is pretty sim-
ple — chroniclow rates of investment by
‘both the public and private sectors.
‘When Iwas at the World Bank, we did
hundreds of investor surveys on what

near the b The key histo
create an environment where there are
great commercial opportunities — tax
rate differences of a few percentage
points are largely unimportant if you
aremakinga lot of money.

A better policy response would be to
use any remaining fiscal space to invest
in a serious productivity agenda. This
would include mechanisms for increas-
ing investment in infrastructure, skills,
research and innovation, alengside
incentives to firms to adopt technolo-
gies to increase productivity and
achieve net zero targets. A £100bn
investment in those areas would be
transformative for the UK and have far
more impact than the same amount in
tax cuts to high earners and corpora-
tions. Markets would react a lot more
favourably as well.

The government is right about

another thing — redistribution isnota
panacea. A better option is to invest in
people so that they can earn decent
‘wages in the labour market — what
economists call “pre-distribution”. The
current policy proposals are actually
doing quite a lot of redistribution (in
favour of therich) inthe hope that some
of it will trickle down. A much better
alternative is to invest more in pre-dis-
tribution — early years education, adult
learning, research and innovation and
infrastructure, especially in deprived
areas. That way everyone has a chance
ata decentstandard of living.

The current proposals are bad eco-
nomics. They are also a lost opportunity
that will close off options for the future.
Abetter option would addressthe short-
term energy issues more efficiently
while using this crisis to deal with the
longer-term productivity problems fac-
ing the UK so that the economy can
grow, deliver good living standards for
all and continue to make progress on
tackling climate change.

The writer is director of the London School

Ukraine needs
help to win
the information
war as well

Oleksandr
Tkachenko

or Ukraine to prevail over the

Russian invaders, victory on

the information front will be

essential. Events in our coun-

try have had, and will continue
to have, an impact on the whole world,
because all countries are participants in
a war begun by Russia in the global
information sphere.

Russian propaganda remains an
effective weapon, especially outside
Ukraine. The amount Moscow spends
on propaganda dwarfs the spending of
western countries on efforts to counter

of icsand Political S

Brexit ideology
lies behind this
market rout

Shrimsley

tis the Bank of England’s failure to
raise rates further. No, wait, it’s
really all about Fed tightening and
dollar strength. More self-critical
Tnnes might look to the preening
i reach for
the public finances in the chancellor’s
statement, but there are scapegoats
aplenty for the market slide which has
seen the pound fall and gilt yieldsleap.
Yet these proximate causes are
merely the anvil on which the UK’s
economy is being hammered. There is
an underlying unmentionable: the eco-
nomic damage caused by Brexit, more
particularly the fantasy economicsofits
hardline Conservative realisation.
Tories, naturally, do not wish to accept
that their signature policy is making the
nation poorer. Labour fears alienating
Leave voters. Even so the evidence is

The markets are primarily reacting to
a bad fiscal statement from Kwasi
Kwarteng. But both the chancellor’s
decisions and the backlash are the cul-
mination of actions and attitudes that
all spring from Brexit absolutism; from
lost market access. continued confron-

tained assault on British institutions
and prime minister Liz Truss’s
onslaught on economic orthodoxy.
Investors have got the message. Britain
isnotthe betitoncewas.

Kwarteng’s statement last week was
just one manifestation of the elevation
of ideology over economics. The des-
perate pursuit of unoerthodox growth
strategies was driven in part by the four
per cent hit to productivity over 15 years
which has been consistently ascribed to
the Brexit deal.

So the British economy is exhibiting
the comorbidities of a badly botched

government’s hardline stance on the
Northern Ireland protocol.
Last week’s departure from the norms

Brexit which weakened its
shocks. When the markets were
spooked last week, little could reassure
them.

The warnings were there. Tories are
right that dollar strength has depressed
most currencies (though sterling’s fall is
very steep) butit has to be putin awider
contextofth Tsslid

of fiscal prud should not be seen in
isolation but as part of a disregard for
economics which has driven the Con-
servatives since the 2016 referendum.
Kwarteng’s budget was the logical end-
point of the tax-cutting strategy the
free-market Brexiters had demanded.
Butasexternal shocks and party politics

Brexit. luded the spending cuts flipside of
Only in the UK s early pandemic recov- th]s strategy, 1[ was easier to proclaim
ery has the pound got close to thelevels  the end of economic orthodoxy.

it enjoyed in the months before the
Brexit vote. Thishas deepened the infla-
tionary hole. As far back as June,
Andrew Bailey, Bank of England gover-
nor, was warning that the economy was
“weakening rather earlier and some-
what more than others”. Brexit-induced
labour shortages and food price rises
added to the pressures.

Key sectors were deprioritised,
though there are at least signs of a more
positive attitude to financial services.

This is what happens if you keep tell-
ing yourself that everyone else is wrong.
Similarly, if you spend six years chip-
ping away at theinstitutions thatunder-
pin political stability, unlawfully sus-
pending parliament, sniping at the judi-

Kwarteng’s fiscal statement

was just one manifestation
Frha.

lovmtinem ~f

ciary and eroding checks and balances,
you cannot be surprised if investors
start to worry. Even now, Tories prefer
to blame the central bank for not doing
more to protect the country from their
government’s fiscal incontinence. Com-
parisons with Italy or Turkey are over-
blown, but it should be a concern that
they are even entertained.

The Tories’ one piece of luck is
Labour’s fear of the issue. Leaders tip-
toed round it at this week’s party confer-
ence, preferring generalities about
“making Brexit work” and examples of
important but incremental changes.
Keir Starmer’s only priority here is
heading off Tory attacks by pledgingnot
to weaken immigration controls by
rejoining the single market. With a 17-
point opinion poll lead and a govern-
ment destroying itself, why take risks
when there are easier targets?

economy. The botching of Brexit should
be central to that critique. (Many will

say lt could cm.ly be botched, but some
th )

it ling to the Russian ministry of
finance, from January to March 2022
Russia allocated Rbs17.4bn ($296mn) to
state media (of which Rbs11.9bn was
spentin March alone).

Ukraine has limited resources to
counter Russian disinformation and
propaganda. Shortage of funds has
restricted what we have been able to do,
although Freedom, a TV pro]ect has
been a notabl
true state of affairs in Ukramem aRus-
sian-speaking audience.

In Europe, Russia uses TV and social
media to promote the narrative that
sanctions are harmful to the countries
that have imposed them and places the
blame for unleashing aggression against
Ukraine onthe US.

The Russian war against Ukraine has
been going on for seven months now,
and, with the passage of time, public
opinion in the EU is shifting somewhat.
As winter approaches while energy
pricesrise, the purpose of Russian infor-
mation attacks is clear: to force Ukraine
into accepting peace on unfavourable

We must counter Russian
propaganda in the regions
most vulnerable to its
distorting narratives
terms by sowing social and political
instability across Europe. But that won't

work if we focus on building our own
mutual anti da strategy.

‘Truss is left w‘llh unpalatable options
not leaslbemuse she won the leadership
Brexitand
cunfront economic orthodoxy. While
she ought to ease away from some of the
tax cuts, the instinct will be to bring for-
‘ward unpopular spending reductions.
oOne other small step would be to set-
tle the row over the Northern Ireland
protocol. It's no panacea for the public

First of all, we should cut off sources
of Russian propaganda. EU member
states have blocked the broadcasting of
the RT, Rossiya 24, TV Center Interna-
tional, RTR-Planeta and Sputnik TV
channels, but some of them continue
to exercise an influence via digital
platforms.

We are working to ensure that the
nextpad(age of sanctionsincludes aban

finances — that still d ds a more
immediate response — but it might
change the mood music, ease fears of a
trade dispute and suggest the UK is
again prioritising economic stability.
But the Tories are now in bunker
mode, listening only to those they
already agree with. We are now watch-

Even so, what was once an
slow puncture is now an audible hiss.
The past week has made voters, espe-
ciallv the 8.3mn morteage holders.

ing the real-ti of the gov-
erning party. It’s going to be a hell of a
show, though sadly the tickets will prove
expensive.

ing the dist First
C.hanne], NTV and others, which are still
operating on European satellite plat-
forms. These Russian propaganda chan-
nels are very active in Latin America,
Asia and Africa, where people rarely
hear the truth about the Russian attack
on Ukraine.

Russian propaganda works especially
effectively today in those parts of the
world, which are of particular interest to
Moscow. As a conseauence there is no
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tations with the EU, overhyped trade
deals that add little to GDP, the sus-

UK scientists face ejection from the EU’s
Horizon scheme in retaliation for the

All pages from Financial Times (Asia), Thursday, September 29, 2022

more than receptive to the argument

that the Tories have d the

robert.shri com

understanding of thé real situation on
the ground or the reality of Russian mili-
tary aggression.

It important for us to pay

Edward
Luce

Thebiggest shot in thearm to

self-doubting  liberal

democracies has been

‘Vladimir Putin’s invasion of

Ukraine. It reminded west-
erners there was something worth
defending. Such moments do not come
often, however. As Europe and the US
head into probable recessions this win-
ter, another populist resurgence looks
possible. Though Putin’s influence is
nosediving Russia misses no chance to
stoke western divisions.

It is pure coincidence that Italy’s first
postwar far-right prime minister, Gior-
gia Meloni, is set to take office almost
exactly a century after Benito Musso-
lini, fascism’s creator, marched on
Rome. Meloni’s triumph took place
soon after the Sweden Democrats, a

Western liberalism is still skating on thin ice

rightwing nationalist grouping, became
the second largest party with a fifth of
the votes. In the US, Joe Biden’s Demo-
crats are in better shape than before.
But they are still likely tolose the House
of Representatives in November. That
would deliver Biden into investigative
hell as Republicans exact revenge for
Donald Trump’s impeachments. Two
years of paralysis combined with reces-
sion could resultin anything.
onnosanereadingis the west'sdemo-
cratic crisis past its peak. The debate
over whether to define today’s right as
fascist, or “post-fascist”, is swallowing a
lot of air time. Semantics are ared her-
ring. What these parties share is revul-
sion for liberal democracy. Trump’s
Republicans did not disguise their pleas-
ure at Meloni’s victory. Italy’s new
leader, along with Hungary’s Viktor
Orbén, is a recent star of the Conserva-
tive political Action Conference, the
most influential gathering of America’s
right. Steve Bannon, the American
right’s most assiduous cultivator of
transatlantic links, befriended Meloni
years ago when few had heard of her
Brothers of Italy party. “You put a

face on rightwing pop
‘you get elected,” Bannon told her. she
tookhisadvice.

Though Putin thrives on the west’s
divisions, its difficulties are largely self-
made. The American left’s belief that
Putin was key to Trump's 2016 election
i d.It a Russian

higher energy pricesboosting inflation,
which would mean more rapid mene-
tary tightening on both sides of the

allies, only Italy now looks wavering,
though that is more because of the pro-
Putin leanings of Silvio Berlusconi and

attention and start countering Russian
propaganda in the territories that are
currently most vulnerable to Moscow’s
distorting narratives.

To this end, we propose a new form of
partnership that we call Information
Ramstein (after the headquarters in
Germany of Nato’s Allied Air Com-
mand). The purpose of such an associa-
tion would be to change current strate-

Atlantic, and d Neither
Putin nor Europe can affect how cold
this winter will be. Energy rationing in
Europe would make every voter more

defeat in Ukraine would not put an end
‘to the west’s problems. But Ukraine’s
fate does not work equally the other

‘way. A Russian victory would send a
chilling message on the ability of auto-
crats to snuff out democracies on the
‘west’s doorstep. Since Russia’s partial or
total defeat now seems likelier, Putin’s
best hope lies in sapping the west’s
resolve.

Russia’s main chance will come this
winter. Its most lethal weapon is in

bad pered. Even higher petrol
Pprices can trigger a populist reaction, as
France’s Emmanuel Macron discovered
in2018. Putin could also expand the war
laterally to other non-Nato parts of
Europe, such as Moldova, and via cyber
attacks on critical European infrastruc-
ture, including energy grids. The ulti-
mate dread is that Putin will use nuclear
weapons. Itis likelier hewill go for these
otherkindsof escalation.

‘Will the west hold the line? Whatever
happens in November, Biden will still be
in charge of US foreign policy. He has
won less credit than he merits for sus-
taining western unity and supplying the
bulk of military hardware to Ukraine.
Other than wishing that Putin would go,
Biden has been uncharacteristically dis-
ciplined in his war comments. He is as
calm in his rhetoric as Putin has been
heated in his. Among the main western
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Matteo Salvini — the two other coalition
partners— than of Meloni herself.

If Russia’s partial mobilisation, and
the west’s economic slowdown, fail to
‘weaken Ukraine, Putin would be left
with one silver bullet — Trump’s return
to power in 2024. That is likelier today
than it was a few months ago, chiefly
because of the attention Trump gets
from painting himself as the victim of a
'vendetta. He polls higher than the other
Republican names combined. Most
Democrats, on the other hand, want to
ditch Biden.

For an autocrat like Putin, rooting for
‘western democracy’s self-harm has two
advantages over going nuclear. First, it
is not suicidal. Second, the return of
Trump, who described Putin’s decision
to move troops to Donbas in late Febru-
ary as a “genius” move, would upend
everyone’s assumptions. As the west
thinks of what could go wrong, it should
not forgettolook inthe obvious places.

edward luce@ft.com

gic app to countering Russian
disinformation and to support inde-
pendent Ukrainian media. These two
tracks always run together — our
domestic media is our information
front; we invite all the countries of the
civilised world tojoinit.

A meeting of allied countries should
be convened as amatter of urgency, with
the aim of: settmg out the main gua]s of
allied ategy,
anti-Russian propaganda projects and
agreeingthe basis of future communica-
tion between all the participants. A spe-
cial financial fund should also be cre-
ated to co-ordinate joint efforts to coun-
ter Kremlin disinformation.

Information Ramstein should be the
platform for discussing the new infor-
mation challenges posed by the way
Russia is conducting its war against
Ukraine and launching a unified allied
fronttotacklethem.

The writer is Ukraine’s minister of culture
and information policy
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UK pensions:
liability drive

As a student of history, UK chancellor
Kwasi Kwarteng will be familiar with
the law of unintended consequences in
politics. He may have less familiarity
with Warren Buffett’s aphorism about
derivatives, that they are time bombs.

Kwarteng’s mini-Budget has sparked
an unexpectedly quick and explosive
reaction in the gilt market partly owing
to derivatives used by pension funds.

The problem is that some pension
funds have spent so long protecting
themselves from falling gilt yields,
which cause defined-benefit liabilities
to balloon, that any leverage used in
their hedges may have been ignored.
Sharp rises in gilt yields mean pension
funds have had to hurry to make added
collateral payments on interest rate
hedges, forcing added gilt sales.

Alow and declining interest rate
environment has increased the present
value of long-term pension liabilities
resulting in funding deficits, which
pension watchdogs frown upon. One
means of protection, so-called liability-
driven investment strategies, help
pension funds to match long-term
member commitments with assets.

That could mean swaps where fixed
interest payments are exchanged for
paying out floating rate ones; bad news
in the current environment.

Specialist providers of LDI strategies
such as Legal and General and
Schroders may well have plenty of
experience assessing the risk of these
strategies. Indeed, rising interest rates

yesterday to intervene to buy gilts and
cap yields.

Frayed nerves and itchy sell triggers
amplify the effect of any bad news. The
chancellor should thus act to mollify
markets as soon as possible.

Amazon:
Prime time

The most expensive TV series in
history is available only to Amazon
Prime members. Lord of the Rings: The
Rings of Power is an expensive, glossy
illustration of the investment Amazon
is making in benefits for customers
who pay for Prime subscriptions.

The decision to add a second Prime
Day shopping event, however, is less
about subscriber benefits than the
need for extra ecommerce revenue.

‘Amazon has retained its market
share of online shopping. It accounts
for nearly 38 per cent of sales in the US,
says Insider Intelligence. But overall
demand is dipping. A combination of
rising inflation and return to in-person
shopping has hurt. In the past quarter,
online sales (excluding those by third-
party vendors) fell 4 per cent on the
previous year. The final holiday
quarter is also expected to be soft.

8&P Global forecasts revenue this
year will rise 11 per cent — a record low.
Slowing sales growth and high
spending have resulted in dip in shares
that leaves the group trading about a
third below its average forward ebitda
multiple.

‘Adding a second Prime Day exclusive

will still be a good thing for most shopping event is an attempt to lift
defined benefit pension schemes. sales by turning October into a pre-
The problem is the speed with which | holiday shopping season. Amazon’s
rates have risen. Pension funds invented online promotion is seven
typically hold enough collateral to years old. Over time, it has become a
cover a 125 basis point rise in yields, way to bump adverhxlng revenue
thinks Simeon Willis of pay
XPS Pensions. to promote their goods at the top of the
Yields on 30-year gilts rose 95bp on first page of search results. Advertising
Monday and Tuesday this week alone. was the third fastest-growing part of

This is where the Buffett time bomb
goes off. To top up lost collateral —
margin calls — riskier liquid assets such
as equities are sold first. If that pool
runs dry, funds would then sell gilt
holdings, fuelling a feedback cycle that
pushes yields higher still. Selling might
then spill over into illiquid property
assets, at fire sale prices.

Putting a stop to this cascade
explains the Bank of England’s decision

the business in the past quarter.
Higher ecommerce sales are needed
if ‘Amazon is to balance its oversupply
in logistics
dmlbled over the past two years —a
decision that led to negative free cash
flow last year and the first quarterly
net loss in more than a decade. The
expansion will lower delivery costs but
only if order numbers keep growing.

. .
China refiners: fuel economy
The penetration of electric vehicles in China's car market has climbed to record highs. Meanwhile, China's oil
industry has accelerated expansion of ifs refining capacity fo make pefrol and diesel. Demand has not kept
up, since refinery utilisation has peaked. But EVs pose a threat fo refineries longer term.

China’s electric-vehicle penetration
Battery EV + plug-in hybrid EV sales (as % of fotal)

iChina’s

: Million barrels per day

refining capacity

Forecast

‘back on warehouse space. The success
of the next Prime Day should
determine which is required.

LNG:
hull of an idea

The discovery of three big leaks this
‘week in the Nord Stream gas pipelines
near Denmark has put neighbouring
countries in the Baltic Sea in a flap
about the security of gas supply in this
area. That makes liquefied natural gas
imports to Europe more important.
Europe needs to replace lost Russian
gas. Not every country on the continent
has sufficient infrastructure to import
‘the LNG sent from the US, Qatar and
Isewhere. Th named

The alternative is to keep cutti

floating storage and regasification units
offer countries a cheaper, flexible
solution to importing liquefied gas.
Relatively quickly, these vessels —
refitted from LNG tankers — can
anchor up, connect to the local gas
mnetwork and turn imported
supercooled gas into piped methane.
Moreover, an onshore regasification
plant can cost $10bn, compared with
roughly $500mn for a new-build FSRU.
Since the Ukraine invasion, countries
such as Germany, which has no LNG
terminals onshore, have rushed to
lease vessels; Germany plans to charter
three for this winter. The Netherlands
expects gas to flow soon via two FSRUs
recently arrived at Eemshaven where a
new floating terminal sits relatively
close to the border with Germany.
Owners of the vessels have seen
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China should surpass the US as the ‘World Bank now expects just 2.8 per car sales as electric vehicles — two
world’s top oil refiner by capacity in cent growth this year in China —a years ahead of its initial goal of 2025.
the next couple of years. sharp revision from its previous Electric-car sales in China more
This distinction arrives as local forecast of 5 per cent. This should than doubled in the first half and
demand falters amid an economic mean weaker oil consumption as well. have hit a record 6mn cars sold
slowdown. Even when demand European markets provide some through August, even amid
recovers, locals’ undying fascination relief. A winter gas shortage, which lockdowns and an economic
with electric cars has emerged asa analysts expect to last until at least slowdown.
long-term risk for local refiners. 2025, means imminent demand for China is the world’s biggest
China’s refining capacity is Chinese refiners’ overflowing stock of electric-car market, accounting for
expected to rise to a record 17.1mn diesel. Moreover, China’s export quotas | nearly 60 per cent of global sales.
barrels per day this year just when it for diesel and petrol will go up from Shares of some of the biggest local
least needs it. Demand, and oil prices, | this quarter. This outlet should support | refiners including Rongsheng
have plunged in recent months. Local | operating margins forlocal refiners this | Petrochemical and PetroChina, have
oil demand is expected to shrink for year. fallen more than 22 per cent in the
the year, the first dip in two decades. But longer term, the decline in past year partly reflecting demand
Covid curbs, including lockdowns, transport-fuel demand at home weighs | concerns. Unfortunately, any hoped-
are partly to blame. Travel as a bigger issue. China has already for economic recovery by refiners
restrictions have slashed jet-fuel surpassed the government’s ambitious | should also turbocharge the sales of
demand over the past two years. The | target of having 20 per cent of all new their nemesis, electric cars.

demand jump. The market value of US-
listed New Fortress Energy has more
than doubled this year to $11bn. But as
the supply of available FSRUSs is small

and diminishing, some shipbuilders
should benefit from new orders. South
Korea’s Hyundai Heavy has led, having
built 13 FSRUs as of this spring.

These relatively small vessels have
two redeeming features. They are set
up quickly and can later be repurposed
back into LNG tankers or for other
types of commodities.

Even better, they present less of a
threat of becoming stranded assets.
These should have an economic life of
roughly a decade, as compared with
onshore LNG terminals, which can
have lives lasting decades. Given their
flexibility, expect a steady demand for
FSRUs for another few years.

Wall Street texts:
signal not noise

Everybody’s doing it, is not much of a
defence. Late on Tuesday, the US
Securities and Exchange Commission
and the Commodities and Futures
Trading Commission settled a dispute
with 11 Wall Street banks and brokers.
They must pay fines of $1.8bn because
they did not properly retain electronic
communications records.

For months, the banks and trading
firms had been in the crosshairs of US
regulators but the ultimate collective
dollar figure was eye-popping. The
issue was not necessarily about specific
charges of fraud or theft. Rather, when
the SEC or CFTC came knocking with a
probe, the firms could not collect all of
their staff’s communications needed to
complete a query.

Efficient and quick message and chat
services, including WhatsApp and
Signal, have eased Wall Street’s work.
communications. That is particularly
true in an age of work-from-home. But
the basic rules of regulators, requiring
records, still apply. This widespread
deal may prevent any single firm from
facing excessive ignominy. But the
indifference to the rules still shocks.

According to the findings, not only
were senior and junior bankers
repeatedly conducting business on
unmonitored chat and message apps,
even compliance personnel at some
firms did the same. At JPMorgan, for
example, some messages relevant to
probes were inadvertently deleted.

Bankers probably find the
watchdogs’ fastidiousness irritating, if
not old-fashioned. Just how aggressive
regulators are tends to ebb and flow
depending on which political party
holds the White House, adding a level
of unpredictability for Wall Street.

still, the banks are to blame; their
hundreds of in-house lawyers and
compliance officers could not inculcate
a culture of basic electronic hygiene.
‘Two decades ago, the SEC announced a
settlement with 10 Wall Street banks
over conflicts of interest in their equity
research reports. One hopes that now,
as back then, a sizeable collective
punishment cleans up a dark practice.
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ACROSS
1 Shakespearean character, is one in
trousers? (6)
4 Extraordinary phrase, being of the
highest order (&)
85peed around local boat (7)

0 A cattar aftar rhanea far lananaca

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F29&ts= 20220928193933&uq 20220804103507

19/20



2022/9/29 22:15

JOTTER PAD

Solution 17211

EERRE|
E
B B

B
B

B
[ =}
o]

]
=]
=

=] (o]
EmE EEEEEEEEEEH

[m}
ESEEEEE DELREREE

=]
DHERELDEHSLEEREE

EEEEEEm

i ar r—— o ——

1 Good number by singer, on the
whole (10)

12 Trump coarse, by the sound of it?
(5]

13 Stay with jet af the rear — here? (5)

14 Physically turning spinner, circle
maintained (2,6)

16 Pass on second illicit payment (8)

18 Course taken by world leader in
research overwhelmed by final
tribute? (5)

20Get out, using pipe down middle of
roof (4)

21 Something sweet: minimum of
Pernod served after alcoholic drink
angers drunk (6,4)

23 Stone editor moved on to page (7)

24 Article in short old and rusty,
originally, for museum worker (7)

25 Alien eating African food (&)

26Band that connects number with
lecturer ()

DOWN

1 Excellent swimmer (5)

2 Reference under suspicion, ook
steps in Buenos Aires? (7)

3 Players play with her actors (9)

5 They say | used to own a duck! (5)

& Lover married rogue (7)

7 For month bombs consuming
England's capital, civilians united in
war (45)

10 On the wane, hour in dropping ()

13 Privilege claimed by elite, most
incandescent (9

15 Try ordinary language, dear (9)

17 Shrewd leader wrapping the present

(@]
19 Bird in shoot pumped full of lead (7)
21 Beef fattened up, by the sound of it?

[©)
22Dress a little salad, or not? (5)
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