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Sunak warns UK faces ‘economic crisis’

& New premier assembles ‘unity’
cabinet and cites Truss errors

GEORGE PARKER, JIM PICKARD AND
JASMINE CAMERON-CHILESHE — LONDON
Rishi Sunak became Britain’s third
prime minister in the space of two
months yesterday and immediately
started to assemble a “unity cabinet” to
tackle “the profound economic crisis”
facing the country.

Sunak, who had been invited to form
a government by King Charles, said he
would prioritise “economic stability and
confidence”, and added: “This will mean
difficult decisions to come.”

Jeremy Hunt, the man charged with
clearing up the economic mess left by
Liz Truss’s calamitous 49-day premier-
ship, will remain as finance minister
and will present a debt-cutting plan in
the coming days.

In an attempt to stabilise the govern-
ing Conservative party after months of
chaos, Sunak retained a number of sen-
ior ministers who had previously
backed an abortive comeback bid by
former premier Boris johnson.

In a move which astonished some
Tory MPs, Sunak made Suella Braver-
man home secretary, only six days after
she resigned from Truss’s government
following a security breach and a dis-
puteaboutimmigrationlevels.

Braverman’s appointment was seen
as a concession to the pro-Brexit Con-
servative right but it was billed by
Sunak’s allies as evidence of his desire to
build “a unity cabinet using all the tal-
entsof the party”.

James Cleverly, another Johnson sup-
porter, remains as foreign secretary ina
cabinetwhich broadly maintained a bal-
ance between Brexiters and Remainers
inthe higher echelons.

Dominic Raab, a Sunak ally, became
deputy prime minister and justice sec-
retary, but Penny Mordaunt, who chal-
lenged Sunak for the Tory leadership,
remained in the low-profile post of
Leader of the House of Commons.

Sunakarrived in Downing Street after
several months of turmeil. Johnson was
forced to resign in July followinga series
of scandals while Truss, who became
prime minister on September 5, quit
after her economic policy had to be
unwound when it sent financial markets
intoa tailspin.

The former chancellor said Truss had
made mistakes and he was standing in

& Hunt retained as finance minister
in focus on stability and confidence
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Who's in

Jeremy Hunt
Chancellor of the Exchequer
James Cleverly
Foreign secretary
Suella Braverman
Home secretary
Dominic Raab

Deputy prime minister
Grant Shapps.
Business secrefary
Penny Mordaunt
Leader of the House
Ben Wallace

Defence secretary

Who's out

Jacob Rees-Mogg
Business secretary
Brandon Lewls
Justice secretary
Kit Malthouse
Education secretary

Danicl Laal/ AFP

e Giltyields return to levels last seen
before disastrous ‘mini’ Budget

Downing Street “in part, to fix them”.
Butalready signs were emerging that his
election as Tory leader had eased tur-
moil in the markets. Gilt yields returned
tolevels last seen before Truss’s “mini”
Budget in September as investors wel-
comed Sunak’s appointment as prime
minister. The 30-year gilt yield fell to
3.67 per cent.

In contrast to Johnson’s shambolic
administration, Sunak promised that:
“This government will have integrity,
professionalism and accountability at
everylevel”

Aged 42, he is Britain’s youngest
prime ministerinmodern times and the
first British-Asian to lead the country.
He has been an MP for only seven years
and is about to be tested in extremely
tough political circumstances.

With opposition parties demanding
an immediate general election, Sunak
claimed he derived his legitimacy from
the 2019 Tory manifesto, upon which
Johnson builtan 80-seat majority.

The new prime minister said he
would deliver that manifesto’s commit-
ments on a stronger NHS, safer streets,
better schools, environmental protec-
tion and the “levelling up” of the
regional inequalities across Britain.

“I have work to do to restore trust
after all that happened,” he acknowl-
edged, butinsisted: “lam not daunted.”

Earlier, Truss gave her final speech as
prime minister, urging Sunak to be
“bold” and making no apology for the
chaos that engulfed her party and the
markets during her brief time in office.

Ten members of Truss’s cabinet,
including Jacob Rees-Mogg, business
secretary, Kit Malthouse, education sec-
retary, and Wendy Morton, chief whip,
resigned or were sacked by Sunak.

Truss made no mention of her disas-
trous fiscal package, with its £45bn of
tax cuts. Sterling fell, gilt yields rose, the
Bank of England was forced to intervene
and she sacked her chancellor.

Hunt wants tounveil a new fiscal plan
next week, showing how the govern-
ment will cut debt as a share of gross
domestic product in the medium term,
ahead of a Bank of England decision on
interest rates on November 3.
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Adidas faces €250mn hit as it drops
rapper West over anti-Semitic remarks

OLAF STORBECK — FRANKFURT

Adidas has cut its ties with Kanye West,
condemning his anti-Semitic remarks
in a move that is likely to halve the
sportswear maker’s profits this year.

The German company said it did not
“tolerate anti-Semitism and any other
sort of hate speech”, adding that it would
end the partnership “immediately”.
“Ye's and actions have

The decision to drop the rapper and
fashion designer, now known as Ye,
comes after an interview in which he
claimed he could “say anti-Semitic
things and Adidas can’t drop me”.

Those remarks followed West’s wear-
ing of a “White Lives Matter” shirt at the
Paris Fashion Week. He also claimed in
a Drink Champs podcast, which has
since been removed, that Jewish people
“own the Black voice” because of all the

cant source of profit for Adidas. While
the company does not disclose the fig-
ures, analysts estimate it accounts for
8 per centof total sales.

The impact of the decision to cut ties
‘with West pointed to “remarkable prof-
itability for the Yeezy franchise”, said
James Grzinic, aJefferies analyst. “After
this update, the 2023 profit challenges
have clearlyincreased.”

The relationship between Adidas and
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didn’t Just

save my life

They helped me finish my degree,
even in the middle of treatment.
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Turkey finance chief defends Kremlin ties

Nebati rejects western
concerns over sanctions
evasion by Moscow

LAURA PITEL AND ADAM SAMSON
ISTANBUL

Turkey’s finance minister has defended
Ankara’s economic ties with Russia as
“good neighbourly relations” even as
western governments raise concerns
Lhatﬂlemmﬂrylsserwngasaback{]om
for Moscow

Nato member that shares a Black Sea
borderwith Russia and Ukraine, ishelp-
ing Moscow by not participatingin west-
ern sanctions. Nebati insisted the eco-
nomic ties were “legal”.

“Turkey is a country that acts care-
fully within the international financial
system. It’s not a country that behaves
in ways that will cause breaches of the
international financial system. We're
clear on this,” Nebati said. “Everything
is coming tous through legal routes.”

Turkey’s economy, which relies on

Nureddin Nebati said “opposition ele-
ments” inside and outside Turkey were
“deliberately raising question marks”
about the country’s financial links with
Russia, while conceding there had been
arush of cash into its financial system.

US and EU officials fret that Turkey, a

infl f foreign capital, is under heavy
strain from high commodity prices, a
soaring US dollar and unorthodox mon-
etary and fiscal policies that have sent
traditional investors fleeing one of the
world’s biggest emerging markets.
Nebati also shed light on the mystery
funds that have played a key role in

financinga large current account deficit
caused by an import bill that exceeds
the value of the country’s exports.
Netinflows which the Turkish central
‘bank put as “net errors and omissions”,
‘whose origin is unclear, hit a record
$28bn in the first eight months of 2022.
The inflows have financed about 70 per
cent of the $40bn current account defi-
cit in the same period and have vexed
economists and western governments.
Nebati said unaccounted-for tourism

came from Russians, many of whom
used cash as they were unable to use the
financial system owing to western sanc-
tions on Moscow, he said. Russians were
Turkey’s secnnd -largest group of for-

eign visitors year.
Nebati cited the fact that Turkey was
“surrounded by war” in Russia, Uk-
raine, Syria and Iraq as another source
of inflows. He added that Turkish com-
panies and individuals had repatriated
ooy that was kept offshore back to
‘7 he said was

revenues were a key Some

1 sh-based.

‘Turkey is a country that
acts carefully within the
global financial system’

Nureddin Nebati

All the money was legitimlte, despite
concerns in western capitals that using
cash makes it impossible to track the
trueorigins of funds, he said.

Nebati predicted that the inflows
would continue and voiced confidence
that Turkey would “very comfortably”

avoid a balance of payments crisis over
thenext year despite the $100bn energy
import bill itis facing.

Hesaid Turkey was pushinghard fora
discount on the vast quantity of gas it
buys from Russia, which would ease the
pressure on the Turkish lira and bolster
President Recep Tayyip Erdogan ahead
of critical elections scheduled for next
summer. Turkey is also asking Russia’s
Gazprom for an option to delay pay-
ment. Nebati said he expected “good
news” on both fronts.

The minister also confirmed that
money had been transferred by Russia’s
state nuclear agency to Turkey for the
bulldmg ofan amnucpower pllntom.he

Estonia spy
boss signals
higher threat
of Russian
nuclear strike

JOHN PAUL RATHBONE — LONDON

Thelikelihood that Russia would resort
to using a nuclear weapon in its war on
Ukraine was “higher than a couple of
months ago” and “requires full atten-
tion”, a top European spy chief has
warned.

M.|kkMarran, head of Estonia’s foreign
service, said the use of a

boosted the' Turklsh central bank’s fur—
eign currency reserves by an estimated
$5bnto$10bn.

Scholz

Paris suspects Berlin is secking

to shift its focus eastward and

away from its traditional ally

GUY CHAZAN — BERLIN
LEILA ABBOUD — PARIS

The relationship between France and
Germany has long been the motor that
drives the EU. Today’s meeting between
Chancellor Olaf Scholz and President
Emmanuel Macron in Paris is a chance
to put it back on the road after months
of problems.

Franco-German tensions were laid
bare at last week’s EU summit in Brus-
sels, when Macron said Berlin risked
“isolatingitself” in Europe.

Although Scholz said he did not feel
isolated “in any way”, the two countries
were on opposing sides of an acrimoni-
ous debate over whether to introducean
EU-wide cap on gas prices. French
finance minister Bruno Le Maire
acknowledged that relations were “diffi-
cult” and required a “reset”.

“The war in Ukraine, the gas and
energy question and the issue of China
should lead us to a strategic redefinition
of Franco-German relations,” he said
ahead of the summit.

Officials in Berlin dismiss talk of dis-
cord. “We differ on some things but net
on the really fundamental issues,” one
said, adding that “on supporting
Ukraine and helping companies
affected by the war we’re very closely

But Pierre Sellal, France’s former per-
manent representative at the EU,
expressed concern that the two coun-
tries seemed incapable of working
through their differences as they had in
the past. “The machine to produce com-
promises appears to be blocked up,” he
said inaninterview.

The row over the gas price cap was
emblematic of this, even though Scholz
eventually dropped his opposition.

Germany and France would usually
co-ordinate closely in the run-up to EU
summits. Once an agreement is
reached, their positions on key issues
form aroad map for Europeanaction.

But the absence of such carefully che-
reographed diplomacy at last week’s

anincreas-

meeting

ingly fractious relaunnslup In recent

Franco-German relations. Friction

and Macron seek to calm rising tension
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access to the Chinese market. Macron

told Les Echos this month that one

slmuldn‘t underestimate the destabil-
ofthech

in Germany’s

Gap to bridge: weeks, Paris and Berlin have clashed
Emmanuel over everything from fighter jets and air
Macron, fourth defence systems to gas pipelines.

left, and Olaf The extent of the discord was under-
Scholz, third lined last week with the postp

right, attend of ajoint meeting of the French and Ger-
an EU Council man cabinets, which was due to take
meeting in place today. Officials blamed the tight
Brussels this schedules of senior ministers, but buth
month

(ivier Hoslet/EPA-EFE]
Shutterstock

privately that
were needed on anumber of dossiers.

Instead, Macron and Scholz will have
a working lunch in Paris today with a
small group of aides. While defe

i political model.

But in Paris, the concern runs deeper
than short-term worries about Russia’s
war and its economic impact. Doubts
are creeping in about the overall direc-
tion of France’s relationship with Ger-
many, as fears grow that Berlin is seek-
ingtoshiftitsfocus eastward.

“The French worry that Germany will

energy issues will be on the table, an
Elysée source said Paris wanted a
broader discussion aimed at discussing
a shared vision for the Franco-German
relationship. “We need to ask the hard
questions now on how we can drive for-
ward Europeangoals,” the person said.
Observers ascribe some of the
tensions to Russia’s war in Ukraine,
which has put the French and German
economies under huge strain. Germany
in particular is facing acute challenges
to an economic model that has long
been based on cheap Russian gas, low
spending on defence and unlimited

end up by closer to eastern
Europe, with potential EU member
states like Ukraine and the countries of
the West Balkans, than it is to France,”
said Jacob Ross, research fellow at the
German Council on Foreign Relations
(DGAP) think-tank. “And they fear that
in the long term, that could strengthen
Germany’s dominance in Europe.”
Concern about Germany’s outsized
role in Europe partly explains the wari-
ness in Paris and other European capi-
tals about Scholz’s “double ka-boom”,
the €200bn plan announced last month
to protect both households and busi-
nesses from high gas prices. Some saw

“We need

to ask the
hard
questions
now on how
we can
drive
forward
European
goals’

the move, which Germany did not co-
ordinate with its EU partners, as poten-
tially distorting the bloc’s single market.
Defence strategy is another issue, as
are recent decisions by Berlin on mili-
tary procurement. Germany decided to
spend part of its €100bn investment
fund for armed forces on US F-35 fighter
jets, adecision that irritated Paris.
Macron sees such moves as counter-
productive to Europe’s long-term need
to ensure more of its own defence. Paris
is also frustrated about slow progress on
the Future Combat Air System, Europe’s
flagship defence project launched by
Paris and Berlin in 2017 to bolster the

nuclear weapon was one of President
Vladimir Putin’s “potential scenarios for
escalation”.

The recent series of calls from Russian
officials alleging Ukraine was preparing
a “dirty bomb” — a conventional explo-
sive laced with radioactive material —
for use on the battlefield was “out of pat-
tern”, he warned.

“The likelihood of [Russia] going
nuclear is certainly more than zero and
higher than couple of months ago,” Mar-
ran said in an interview with a small
group of journalists.

“It’s a priority issue . . . The intensity
of [Russia’s] rhetoric is strange,” he
said of the dirty bomb claim issued by

0SCOW.
“Whether [the Russians] are actually

we don’t know. But certainly this is out

‘The likelihood of [Russia]
going nuclear is certainly
more than zero and higher
than couple of months ago’

of pattern and requires full attention.”

‘Washington, Paris and London, the
three Nato nuclear powers, rejected
Moscow’s accusations that Kyiv
was making a bomb as “transparently
false”.

Marran, who is known among his
western peers for his frontline under-
standing of Russia, said the aim of Mos-
«cow’s nuclear sabre-rattling was to deter
the west from aiding Ukraine, but
that “giving in to Russian nuclear rheto-
ric would only increase Russian
demands [which] would neverstop”.

He said that Estonia’s security serv-
ices had not seen any increased “prepar-
edness from the Russian side to go
nuclear, but obviously some of our west-
ern partners have more capabilities on
that front”.

Buthealso cautioned that “when ana-
lysing Russia and the activities of the
Russianleadership, wetend todoitina
wvery pragmatic western way of thinking
and in the case of Russia, we can’t
exclude that they will do it anyway™.

Marran, who steps down next week
after seven years leading Estonia’sintel-
ligence service, added that the risk of
Russian attacks on European energy
infrastructure had “increased consider-
ably”.

military
“Germany is going it alone, even

though there are European initiatives in
this area,” said Valérie Hayer, an MEP
from Macron’s Renaissance party.

DGAP’s Ross said it would be wrong to
call time on the Franco-German alli-
ance. “Both governments realise that
their bilateral relationship must open
upand expand in the future. Butthereis
noserious alternative toitright now.”
Additional reporting by Sam Fleming in
Brussels

pean countries have stepped up
military patrols to protect energy sup-
plies in the North Sea in the wake of the
apparent sabotage of the Nord Stream
pipelinesin the Baltic Sea.

Marran said he remained confident
that Ukraine would win the conflict,
although Russia remained a threat to
European security aslongasit “retained
its imperialistic ambitions”,

“putin’s plans in Ukraine haven’t
changed,” he said. “He’s still on a kind of
areligious or messianic mission.”
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A flurry of phone calls from Russia
defence minister Sergei Shoigu warn-
ing of a “dirty bomb” attack has sent
alarm bells ringing in western capitals,
‘where nervousness over Moscow’s
threats to use nuclear weanons against

In calls with Lloyd Austin, Ben Wal-
lace, Sébastien Lecornu and Hulusi
Alkar, defence ministers of the US, UK,
France and Turkey, respectively, Shoigu
claimed Ukraine, with western help,
‘was planning touse a dirty bomb.

In a statement on Monday in Europe,
the foreign ministers of France, UK and
US “made clear” they rejected “Russia’s

trnmenaranthr falon allamntinme? “Tha

deal with the fallout of radioactive con-
tamination. Foreign minister Sergei
Lavrov then said Moscow would bring
its allegations to the UN. Russia’s armed
forces head, Valery Gerasimov, held
phone calls with his British and US
counterparts to discuss the claims.

But the signals from Moscow did not
appear to reflect a change in Russia’s

mrsrlane masten wrhick it an hich

Moscow ‘dirty bomb’ claim fuels western anxiety

decision to employ nuclear weapons,”
adding that the US was monitor-
ing closely. Austin is to speak to his
Ukrainian counterpartand other allies.

Two western officials said they be-
lieved the threats were ameans tomain-
tain fear of a potential nuclear event in
Ukraine and to test how western capi-
tals would respond.
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Ukrainehasbeenrising.
The threat, which was d d by
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world would see through any attempt to

the US, UK and France as an attempt to
paveway fora “false flag” attack blamed
on Ukraine, has heightened fears that
‘the war will go nuclear. Analysts warn
‘whichever weapons are used, Ukraine
should prepare for further escalation.

“Ukraine has neither the need nor the
ability to use a dirty bomb. It is Russia
that is losing. The worry is that Russia
may use the claim that Ukraine is poised
to use a dirty bomb as a pretext for its
own attack,” said Nigel Gould-Davies at
‘the International Institute for Strategic
studies, a London think-tank.

Shoigu’s statement that the war is also
becoming more “uncontrolled” is
“intended to frighten people”, he added.

use thi as a pretext for esca-
lation. We further reject any pretext for
escalation by Russia,” they added.

The pushback maintained US and
Natomessaging policy since before Rus-
sia launched its invasion in February:
calling out potential Russian false flag
operations and condemning any
nuclear rhetoricfrom Moscow.

But the statement carried greater
weight given its rapid co-ordination
among Nato’s three nuclear-armed
powers. The sense of urgency was rein-
forced by recent nuclear threats issued
by Russian president Vladimir Putin fol-
lowing Moscow’s military setbaclks.

Russia’s ministry of defence said it
had “readied forces and capabilities” to

* FINANCIAL TIMES
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alert” early in Putin’s invasion.

A senior US military official said on
Monday: “We still have seen nothing to
indicate that the Russians have made a

Sergei Shoigu: claims the Ukraine
‘war is becoming more ‘uncontrolled’

Ay LU 5 aUe WILL L auau Y S
material that contaminates an area
around the blast site with radiation, but
isnot technically a nuclear weapon.

Pavel Podvig at the UN Institute for

Disarmament Research in Geneva, said:

“That kind of a bomb is probably the
least efficient way of dispersing these
materials. We are talking about tens of
metres in diameter of contamination.

“It’s not like anyone would get the
doses that would lead to immediate
harm,” Podvigadded.

Ukraine has said it welcomed the UN
nuclear watchdog to confirm it has no
such weapons. Nato has warned that
any use of nuclear weapons by Russia
would have “severe mnsequenoes

dditional reporting by Felic in
Washington

INTERNATIONAL

‘Bidenomics’ struggles to resonate
with voters amid inflation pressures

Huge levels of federal spending are not being rewarded in the polls as household budgets suffer

JAMES POLITI AND LAUREN FEDOR
WASHINGTON

Joe Biden put a brave face on his eco-
nomic record last week as he stood
before a recently rebuilt bridge in Pitts-
burgh, Pennsylvania, and pleaded for
voters to stick with his party in next
month’s midterm elections.

“For alot of families, it’s still kind of
tough,” the US president acknowledged.
“Butthere are bright spots where Amer-
icaisreassertingitself, like here.”

Based on most measures of the labour
market, Biden should not have any
trouble making the case for his eco-
nomic agenda, which has involved
sweeping increases in public spending
along with higher tax burdens and
stricter enforcement for the wealthy
and forlarge companies.

Under the Democrats’ watch since
January 2021, the recovery generated
10mn jobs and the unemployment rate
shot down to 3.5 per cent.

But months of unrelentingly high
inflation — with consumer prices still
rising at an annual rate of 8.2 per centin

iber — have made “Bidenomics”
an almost impossible sell on the
According to a RealClearPolitics poll-
ing average, 57.9 per cent of Americans
disapprove of Biden’s handling of the
economy, while just 38.9 per cent
approve, acritical weakness thathas left
Democrats with a strong chance of los-
ing control of the House of Representa-
tivesand possibly the Senate.

“1 think the broad policies are very
positive for the economy, both near and
long term. So1 think he deserves credit.
He’s not getting any, though,” said Mark
Zandi, an economistat Moody’s Analyt-
ics who has advised Republican and
Democratic politicians.

“Peopleare havingto pay alot moreat.
the pump, at the grocery store, for rent,
and the high inflation is an acid on peo-
ple’s perception of how well they’re
doing and how well the president’s
doing on the economy:. I think it just col-
ourseverything”

Biden’s economic policies have been
executed as a 21st century cross
between Franklin Delano Roosevelt's
New Deal and Lyndon Johnson’s safety
net expansion, under the assumption
that Americans were ready to embracea
stronger government hand in the econ-
omy in the wake of the coronavirus
pandemic.

Over months of negotiations with
Congress, Biden’s plans were somewhat
watered down and split between at least
four big pieces of legislation. But what
he signed into law included trillions of
dollars in federal money for direct stim-
ulus payments to households; funding
for infrastructure projects; subsidies
and incentives for clean energy invest-
ments and chip manufacturing; and
measures to bring down the costsof pre-
scription drugs.

All of these were top priorities for
Democrats that were seen as broadly
popular, but they are not being
rewarded in the polls.

“[Producing] a boom with these

rea].ly tight supply chains and compli-

international economic relation-
shlps is really hard to do,” said Felicia
‘Wwong, the president of It For-

it regards as former president Donald

Trump’s extremism and the gutting of

abortion rights by the Supreme Court.
“Dy need to und d that

ward, the progressive think-tank, who
served on Biden’stransition team.
Heading into the final stretch of their
election campaigns, some Democratic
strategists and pollsters say the partyis
struggling to figure out when and how to
speak clearly about the economy — in
contrast to other matters, such as what

Summary of the Inflation Reduction Act
Doing the
maths Measures Revenue ralsed $bn
Corporate minimum
tax rate 15% 313"
How Prescription drug price reform  288**
0 )’ IRS tax enforcement 124
presu}ent s o
act will
work Spending $bn
Energy security/climate change 369
Affordable Care Act
subsidies extension &4
Medicare, low-income
drug subsidies, vaccines 34
Total 467
“oint Committee on Taxation estimate
* Congressional Bucge Office estimate
Source: Democrat Senate

we have awinning message on the econ-
omy and inflation, but rising costs will
beat us if we avoid the issue,” wrote
Patrick Gaspard, Stan Greenberg,
Celinda Lake and Mike Lux in The
American Prospectlastweek.

“Inflation and the cost of living is
[people’s] number one concern right
now, and they are thinking and i
about itall the time in part because they
believe it is getting worse with no end in
sight,” they added.

The attacks from the Republicans
have been relentless and politically
effective. In campaign ads, on social
media and at public events, they have
pounded the cash infusions and large-
scale spending for sparking and then
fuelling inflation, even though the war
in Ukraine and supply chain disruptions
linked to Covid-19 were also big factors.

In recent months, Biden and his eco-
nomic team have rushed to showcase
their economic achievements.

Treasury secretary Janet Yellen, who
framed the administration’s economic

as “modern
nomics”, has been travelling across the
country to talk about everything from

Top priorities:
Joe Biden, in
Los Angeles this
month, has
signed offon
four big pieces

of legislation
Apu sy Images

‘Inflation
and the cost
of living is
[people’s]
number
one
concern
right now’

electric vehicles to tax incentives for
clean energy.

Brian Deese, the director of the
National Economic Council, visited
Cleveland to talk about the administra-
tion’s efforts to protect domestic supply
chains and revitalise American manu-
facturing.

These efforts have led to a flurry of
plans by top companies such as Intel
and General Motors to build plants in
©Ohio, the Midwestern state that has
drifted towards the Republicans in
recentyears.

The Biden administration has scram-
bled to take action to bring down prices
in the near term, including through oil
releases from the Strategic Petroleum
Reserve and threats to do more if
needed to bring down the cost of petrol,
which is the most politically sensitive
goodintheUs.

Tim Kaine, the Democratic senator
from Virginia, said he believed there
‘was a chance voters would give their
party the benefit of the doubt. “They
know that none of us have a magic

“They have differentideas about what
the causes are, and I think they get some
of the global issues. But what they want
to see is a Congress that’s trying to
respond.”

Investor conference

Saudis hint at
pumping
more oil if
energy Crisis
deteriorates

TOM WILSON — RIYADH

Saudi Arabia’s energy minister has sig-
nalled a willingness to pump more oil if
the global energy crisis worsened,
while describing this month’s decision
by the Opec+ cartel to cut crude supply
during a period of high prices as a
“mature” decision.
Prince Abdulaziz bin Salman said the
move to produce less oil from next
'month, which has caused a rift with the
US, was necessary to provide extra
capacity if sanctions on Russian
exports, or any other unforeseen events,
led to amajor drop in global supply.
“You need to make sure you build a
situation where if things [get] worse you
have the ability to [respond],” Prince
Abdulaziz, who also chairs the oil pro-
ducers’ group, told the Future Invest-
ment Initiative investor conference in
Riyadh. “Running out of capacity has a
much dearer cost than what people can
imagine.” He added: “Wewill be the sup-
plier of those who want us to supply.”

‘We will be the supplier
of those who want us
to supply’

Prince Abdulaziz bin Salman

The Opec+ output cut, announced
this month, pushed oil prices higher just
as much of the world was struggling
with soaring energy costs and rising
inflation. The decision by its member
countries, which includes Russia, pro-
voked a backlash from the White
House, which accused the cartel of help-
ing to prop up Russia’s war in Ukraine.

Prince Abdulaziz used the onstage
interview to present Saudi Arabia, the
world’s biggest oil exporter, as arespon-
sible energy provider. He criticised the
Us for withdrawing millions of barrels
oil fromits Strategic Petroleum Reserve,
the world’s largest, to prevent prices ris-
ing faster. “We, as Saudi Arabia, decided
to be the maturer guys. People are
depleting their emergency stocks

.. [using] itasa mechanism to manip-
ulate markets when its profound pur-
poseisto mitigate shortages of supply.”

OECD stocks were 243mn barrels
below the five-year average at the end of
August, said the International Energy
Agency. US stocks are at their lowest
since 1984. Relying on emergency
stocks “may become painful in months
tocome”, Prince Abdulaziz warned.

Riyadh said production cuts were
needed now to restore its spare capacity
and avoid the possibility of a more dan-
gerous rise in crude prices later. Critics
said the kingdom’s aim was to prop up
its own revenues by maintaining oil
above $90 a barrel, almost twice the
long-term historical price. Brent, the
international oil benchmark, was trad-
ingatabout $93abarrel yesterday.

Prince Abdulaziz insisted Saudi Ara-
bia was ready to send more oil to Europe
if EU sanctions on Russian crude, which
come into full force on December 5, led
toshortagesthat needed to be filled.

Italy

Meloni vows to work with EU
and attacks Putin ‘blackmail’

Xinjiang region

Uyghur activists sue UK over
imports of cotton products

Midterms

US Senate hopefuls boosted
by late-stage Trump funds

SILVIA SCIORILLI BORRELLI — MILAN YUAN YANG — LONDON COURTNEY WEAVER — WASHINGTON

forms of extremism “including fas-
CAITLIN GILBERT — NEW YORK

cism”, voicing her pledge to defend dem-
ocraticvalues multinle times.

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 10%2F26 &ts=20221025194325&uq=20220804103507

She added that the hearing would
“give them cause to reconsider the risks
involved. which could include _ . . crim-

endorsinghis party’s primary — aboon
for many fringe candidates, some of
whom went on to defeat better-kmown

Italy’s new leader, Giorgia Meloni, has Uyghur rights activists are suingthe UK
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sought to reassure EU partners by
vowing to respect the bloc’s rules and
supporting Ukraine against “black-
mail” from Russian president Vladimir
Putin.

Addressing parliament for the first time
after being sworn in as prime minister,
the far-right politician said her ruling
rightwing coalition would not stand
against EU integration, would work with
other member states in a “pragmatic
and non-ideologic” way and would pro-
tect “freed dd .

“I am aware of the prejudice toward
me and my government, after all I am
what British people would define as an
underdog and Iam going to work to sur-
prise everyoneonce again,” she said.

Meloni has been known for her
attacks against Brussels’ “bureaucrats”
and French mainstream politicians, but
surprised her coalition partners, includ-
ing the anti-immigrant League party
and Silvio Berlusconi’s Forza Italia, by
meeting Emmanuel Macron, a staunch

“We have been faced with great chal-
lenges the EU wasnot prepared for;” said
Meloni, amid the cheers of her Brothers
of Italy lawmakers. “Givingin to Putin’s
blackmail on energy would not solve the
problem, it would make it worse by
opening the way to further demands
and blackmail

Meloni’s party has roots in post-
fascism but she has worked hard to
appease concerns at home and abroad
about her party’s and

day night. The French
president was payingavisittothe Pope.
The meeting has been hailed by Ital-
ian commentators as a sign of continu-
ity in the relations between Rome and
Brussels, which improved under Mel-
oni’spro-EU predecessor, Mario Draghi.
Meloni said she would seek to amend
the temporarily ded

All pages from Financial Times (Asia), Wednesday, October 26, 2022

government over its tailure to investi-
gate imports of cotton products made
using forced labour from Xinjiang, ina
move that will increase pressure on
companies sourcing from the Chinese
region.

The hearing for the case, which wasfiled
by the World Uyghur Congress (WUC),
‘began in London’s High Court yester-
day. It is the first of a wave of lawsuits
across Europe aimed at blocking
imports from Xinjiang, taking advan-
‘tage of recently tightened laws on com-
panies’ supply chain liability.

inal prosecution, fines and even prison
for company officials”.

WUC president Dolkun Isa said the
hearing “could set an important prece-
dent for other countries” and vowed to
continue “challenging countries and
companies invested in Xinjiang”. The

ACpuUILan SCiae UPCimS a1 Utic

fiting from funds raised by former

president Donald Trump in the final

weeks of their 2022 midterm

campaign.

After sitting out most of the 2022 elec-
i le, Tr itical acti

PSP

mittees p of dollars
‘ 3 propping up Republican candidates in
Many UK COLDDEICS hotly contested Senate races.
NOW OT SUSpecC Since the beginning of October, Maga
k t the b, f October
thﬁy are ilTJ[JOI‘tillg 1nc, a newly created Trump super Pac,

forced-labour cotton’

The US this year impl. d aban
on imports from Xinjiang, while the UN
in September said China’s abuses
against more than 1mn detained
Uyghurs and other Muslims in the
region “may constitute ... crimes
against. ity”.

Stability and Growth Pact, which

imposes a stringent ceiling on public

debt and deficits, “from within the
instituti not outside”.

Beijing denies such accusations, say-
ing its policy in Xinjiang is aimed at
countering terrorism and boosting eco-

geopolitical stances that could hinder
European unity, especially over the war
inUkraine.

The 45-year-old politician used her
60-minute address to condemn all

Italy would not be submissive and her
government would defend the country’s
business and industrial interests, she
cautioned, warning against any “preda-
tory behaviour” from foreign investors.

Dearbhla Minogue, a lawyer from the
Global Legal Action Network involved
in preparing the case, said “many UK
companies know or suspect they are
importing forced-labour cotton”.

‘WUC, together with a broader coalition
of charities and law firms, has filed a
similar case against the Irish govern-
ment. They plan tolaunch further cases
across Europe after the passage of an EU
directive on corporate due diligence,
which has proposed a ban on goods
‘made using forced labour.

Lawyers for the claimants argued
there was already overwhelming evi-
dence that Xinjiang prison-p d

has spent $8.5mn on ads in Ohio, Penn-
sylvania, Georgia, Nevada and Arizona,
the five key races for Republicans in
their push toretake the UsSenate.
Maga’s spending on ads against Dem-
ocrats included $2.3mn in Ohio against
Tim Ryan — the most of any of the five
races. It also spent $1.6mn against John
Fetterman in Pennsylvania; $1.6mn in
Georgia against Raphael Warnock;
$1.2mn in Nevada against Catherine
Cortez Masto; and $1.8mn in Arizona,
where the Pac spent money on ads

cotton was present in UK supply chains.
“There are 570,000 forced cotton-

pickers in Xinjiang. China provides one-

quarter of the world's cotton,” said one.

against i bent Mark Kelly and in
supportof Republican Blake Masters.
Trump has been criticised for not
doing more to support Republican can-
didates financially, despite widely

members of the Republican establish-
ment.

Though his political action commit-
tees have put money into some races
this cycle, they have only done so selec-
tively. Trump-affiliated groups have
raised $185mn from contributors this
cycle but have spent less than a tenth of
that supporting other Republican can-
didates. At the end of September,
Trump’s eight affiliated Pacs still had
$118.1mn leftin the bank.

One Republican consultant affiliated
with Trump said it was unfair to expect
groupslinked to the former president to
be spending as much on the midterms
as the traditional party committees.
“It’s not Trump’s job to win back the
Senate majority,” the consultant said.

Other Republican donors took a more
cynical view of Trump’s late-stage

spending.

“Basically, he gets to say he spent
money, but not spend very much,” said
Dan Eberhart, a Republican donor. “If
they win, he claims victory. If they
lose . . . well, they were losers so why
should he waste money on them. He'll
say he was smart not to have wasted
moneyonlosers”

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 10%2F26 &ts=20221025194325&uq=20220804103507
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after coronavirus emerged within its
borders, but economists point to one big
change in conditions that may recovery.
“The difference with 2020 is there is no

noted that net export of goods and serv-

ices contributed 1 percentage point of

GDPgrowth in the first three quarters.
Some analysts, such as those at CCB
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Colombia tax chief defends oil and coal levies

JOE PARKIN DANIELS — BOGOTA

Colombia’s tax chief has defended

ing levies on oil and coal companies in
order to fund the new leftist govern-
ment’s socially ambit: agenda, a
plan that has drawn a furious reaction
from the extractive sector.

“We don’t want just any type of invest-
ment in an energy sector,” said Luis Car-
los Reyes, the director of DIAN, Colom-
bia’s tax and customs agency, told the
Financial Times. “We're looking for-
ward to inserting Colombia into this
energy transition that the entire world
has to go through if we want to continue
to exist as aspecies”

Gustavo Petro, a former urban guer-
rilla and the country’s first leftist presi-
dent, promised on the campaign trail to
spearhead Colombia’s energy transition
and pursue a greener agenda by boost-
ingagriculture and eco-tourism.

Asked if the new tax rise would scare
off investment in the oil sector, Reyes
said that “we want the industry to con-
tinue to exist for the time being.

Wednesday 26 October 2022

“We are far more interested in incen-
tivising those sectors that will help us
transition into green energy, and all of
theindustriesthat are tied with it.”

The tax reform bill, if passed in its
current form, aims to raise 21.5tn pesos
($4.7bn) altogether. It is essential if

Luls Carlos Reyes: r
industry leaders

warn burden on (e
the extractive
sector will stifle
Investment

Petro is to pay for his ambitious social
agenda. During the campaign, he also
promised an overhaul of Colombia’s oil
and mining industries, which produce
half of the country’s exports.

The 2023 budget, approved by Con-
gress last week, allocates 4.08tn pesos
($856mn), a 62.6 per cent increase from
2022, to the agricultural sector, which
Petro has championed as a substitute for
extractives. Companies would be
stumping up nearly half of the revenues

FINANCIAL
FT TIMES

raised by the tax reform bill through a
surcharge on corporate income tax — at
a diminishing rate, from 10 per cent in
2023, 7.5 per cent in 2024 and 5 per cent
in 2025 — and the cancellation of a stat-
ute that allowed royalty payments to be
deducted from their tax bills.

Industry leaders have already warned
the burden placed on the extractive sec-
torwill stifle investmentand output.

0il and coal are the country’s top two
exports, valued in 2019 at $12.9bn and
$4.8bn, respectively, while oil and min-
ing provide up to 8 per cent of gross
domestic product, according to govern-
mentdata.

In a memorandum, the Colombian
Association for 0il and Gas (ACP)
‘blasted the reform proposal, claiming it
‘would raise the government take on
new projects by 25 per cent and would
put 20,000 directjobs at risk.

“We are worried,” Francisco José
Lloreda, the ACP’s president, said. “We
are seeing a government that, contrary
‘to international dynamics, seems not to
value thisindustry.”

Ecopetrol, a state-owned company
and Colombia’s largest producer, told
Congress that the investment it could
lose because of the reform plan would
cause production to fall by 100,000 bar-
rels per dayin 2026 and potentially put
the balance of payments at risk.

Petro has made no secret of his aver-
sion to extractive industries. On the
ccampaign trail, he promised to halt new
oil and gas exploration projects, though
his administration’s messaging on that
pledge has been contradictory. Last
month, environment minister Susana
Muhamad said the administration was
planning on requiring environmental
licences for mining exploration.

Luis Fernando Mejia, executive direc-

), a Colombian eco-
nomic think-tank, said: “Undoubtedly,
[the reform] could lead to scenarios of
substantial reductions in investment
and could generate negative effects in
terms of the balance of payments, the
availability of foreign currency dollars
entering the country, and the financing
of the current account.”
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‘wards a more isolated ideological and
geopolitical model, any slowdown else-
‘where could have equally bigeffects.
See The FT View

Chalmers warned that Australia’s eco-
nomic growth would soften to 3.25 per
cent this year and further slow to 1.5 per
cent nextfiscal year.

Norway arrests researcher
suspected of being Russian spy

RICHARD MILNE
NORDIC AND BALTIC CORRESPONDENT

A Brazilian university researcher has
been arrested in northern Norway on
n that he isRussian and a spy.

Norway’s domestic intelligence service
told state broadcaster NRK yesterday it
‘wanted to expel the researcher, who is
beingheld in custody, because he repre-
sented “a threat to fundamental
national interests”.

The Police Security Service (PST)
believes the researcher is the first Rus-
sian spy operating under deep cover to
beidentified in Norway.

The researcher, whose identity was
reported in the Norwegian press and
verified by the Financial Times, works
at the Arctic University of Norway in
‘Tromsg, including with the Grey Zone, a
group looking at irregular warfare
methods such as cyber attacks and dis-
information campaigns, and WarPed,
which studies war and peace. The FT

TRANSFORMATIONAL BUSINESS
AWARDS 2022

Tackling Key Challenges in Human Capital, Climate and Fragile States

The Financial Times and the International Finance Corporation (IFC) are pleased to announce the

winners of the Transformational Business Awards 2022 which reward private sector innovation, impact,
replicability, financial viability and sustainability across five key categories.

The winners and special commendations in each category are:

Transformational Climate

Change Solutions

Winner: HomeBiogas waste-to-energy systems, Global

Transformational Human
Capital Solutions

has chosen not to disclose his name for
legalreasons.

Thomas Hansen, the lawyer for the
researcher, said the man, who was
arrested on his way to work on Monday
morning and was remanded in custody
for four weeks by a court in Tromsa yes-
terday while his case is considered,
denied he was a Russian spy, opposed
his detention and rejected the intelli-
gence services’ groundsforit.

The researcher graduated from the
Centre for Military, Security and Strate-
gic Studies at the University of Calgary
in 2018, according to a post by the uni-
versity on Facebook. He wrote for the
Canadian Naval Review the next year on
why the country needed an Arcticnaval
base, before moving to Tromsgin2021.

“PSTisworried that he may have built
up a network and information about
Norway’s policyin the far north.. . . we
are worried that the information could
be misused by Russia,” Hedvig Moe,
deputy head of PST, told NRK.

Winner: MedGenome genomic testing and research, India

Special Commendation: Amadeus sustainable textile fibre Special Commendation: upGrad integrated lifelong

project, Brazil learning programmes, India
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Winner: Digital Vaccines by FriendsLearn and Carnegie Mellon
University - US, India and Botswana

Special Commendation: Ecovon renewable wood prod

Transformational Finance Solutions

- Gender-Lens Finance

Winner: Banco Pichincha Gender Intelligence Programme,

Ecuador

Special Commendation: Evermos e-commerce platform for

women entrepreneurs, Indonesia

Transformational Finance Solutions
- Impact Investing

Winner: Horizon Capital Emerging Europe Growth Fund |lI,

Ukraine and Moldova

Special Commendation: Accion Quona Fund

%

Transformational Frontier

Market Solutions

Winner: 14Trees 3D printing of homes and schools, Africa

Excellence in

Transformational Business

Winner: MedGenome genomic testing and research, India

FInd out more at transformationalbusiness.live.ft.com
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Wake-up call Asset manager Amundi says UK pensions tremors serve as a warning on the hazards of hidden leverage ® markets
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HSBC recasts
leadership as
rising interest
rates lift profit

e Move is part of succession planning
o Quarterly tally proves a solid $6.5bn

HUDSON LOCKETT — HONG KONG
EMMA DUNKLEY — LONDON

HSBC has overhauled its leadership

12 per cent.” But the bank maintained
its guidance for a dividend payout ratio
of 50 per centin 2023 and 2024.

team as partof: plans for boss
Noel Quinn while reporting higher than
expected profits in the third quarter.

The bank said yesterday that adjusted
pre-tax profit was $6.5bn, compared
with $5.5bn a year earlier, surpassing
analyst estimates of $6bn as a rise in
interest rates helped spur returns.

The solid quarterly results come
despite turmoil in the UK foreign
exchange and government bond mar-
kets, and serve to boost HSBC’s defence
against calls from largest shareholder
Ping An to split its Asian and western

‘Tm not stepping down
anytime soon. I'm here
for many years to come’

Noel Quinn, chief executive

operations. While it has repeatedly
rebuffed Ping An’s demands, the bank is
working to reshape its network to focus
on Asia and other growth regions.

In a surprise move, HSBC announced
itwas replacing Ewen Stevenson as chief
financial officer at the end of the year.
Georges Elhedery, co-head of global
banking and markets, is to take the posi-
tion, setting him up to potentially suc-
ceed Quinnas chief executive.

Greg Guyett, formerly Elhedery’s co-
chief, has been made chief executive of
global banking and markets.

“My ambition is to provide the board
5 Dpunns for pntelmal succes-

FERr- -

HSBC 6per cent.

Ian Gordon, analyst at Investec, said:
“rm surprised and disappointed that
Ewen is leaving. He has brought much-
needed credibility to HSBC’s cost disci-
pline and financial targetsafter a decade
of persistent disappointment. A pecu-
liar decision at this juncture.”

Pre-tax reported profit for the third
quarter was $3.1bn, down from $5.4bna
year ago, though it came in well above
analyst expectations of $2.5bn. The
drop was largely the result of a hit from
the sale of its French retail business and
a $1.07bn provision for expected credit
losses, reversinga $659mn release made
in the same period a year ago. Stevenson
said the “weak” China real estate mar-
ket and a “mild recession” in the UK
were the main drivers of the provision.

After adjusting for impairments and
foreign exchange impacts, revenues
rose 28 per cent from a year ago to
$14.3bn, rising across all businesses
thankstointerestrateincreases.

HSBC has faced pressure this year
from Ping An, which holds a more than
8 per cent stake and argues that spin-
ning off the bank’s Asia business would
create up to $35bn of additional market
value. Asia accounted for more than 55
per cent of HSBC’s $6.6bn in adjusted
pre-tax profits in the third quarter.
Quinn said: “We continue to have con-
structive dialogue with Ping An.”

Ping An reiterated yesterday that
HSBCshould focus more heavily on Asia
to boost returns, rather than rely onris-
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Linde delisting plan from Frankfurt
to cost Dax index its most valuable busmess

Under pressure: Linde said the dual listing structure constrained its stnd(valuatmn Jasper Juinen/Bioomberg

PATRICIA NILSSON — FRANKFURT

Linde plans to delist from the Frank-
furt stock Exchange in a move that
would result in Germany’s Dax index
losing its most valuable company.

The world’s largest industrial gas
group said that after “due considera-
tion and analysis” it had determined
that investors had been “negatively
impacted” by the dual listing of its
shares in New York and Frankfurt.
Linde, which makes and distributes
gases such as nitrogen, hydrogen and
helium, was founded in Germany but
pursued a double listing four years
agn when lt merged with US nval

when its shares outperform the wider
index, it often exceeds 10 per cent of
the combined value of Dax members,
forcing index funds that track the
indextosell itsshares.

European indices, Linde said yes-
terday, have “less index members
[which] coupled with caps creates
technical selling pressure”, adding
that the “US has no caps and much
larger, more balanced membership”.

Sanjiv Lamba, chief executive, said
the decision, which would not affect
Linde’s commitment to Germany,
would merely reduce the number of
“stock exchanges that offer trading of
the Linde stock”.

PR NI PP,

Investments, the asset manager, said
the delisting wasa “disappointment”.

“It is now clear that ultimately
Praxair took over Linde and not vice
versa,” he said.

IG Metall, the union, said it did not
“measure company management by
its stock exchange but by how it treats
the workforce. It’s good that a signifi-
cant part of the operational manage-
ment is based in Germany and that we
have good connections.”

Linde said the delisting would prob-
ably take place in March, subject to
shareholder approval.

since the Praxair merger Linde has
been mccrpnrate d in Ireland, with
P P
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EY’s break-up
opposed by
partners at
Israel division

STEPHEN FOLEY — NEW YORK
MICHAEL O'DWYER — LONDON

EY partners in Israel will not split their
audit and consulting businesses,
becoming the largest territory outside
China to shun the break-up plan
approved by the accounting group’s
globalleadershiplast month.

The Big Four firm is racing to hash out
more details of the complex proposal
ahead of country-by-country partner
wvotes which it expects to begin before
theend of the year.

A break-up of EY’s 365,000-person
business would reshape the accounting
and consulting landscape and is being
watched across the industry.

The firm plans to spin off its advisory
business into a standalone company,
which it would seek to list on the stock
market. EY has said this would fuel
faster growth by liberating its consult-
ants and tax advisers from conflict of
interest rules that prevent them work-
ing for audit clients.

But EY Israel, which has about 90
partners and 2,000 staff, would retain
its advisory business after assessing the
merits of the break-up proposal, accord-
ing to Doron Sharabany, its managing

artner. “From our point of view in the
Israel business, the split will not create
benefits,” he said. The Israel business
was among EY’s top 30 by revenues,
though it accounted for less than 1 per
cent of global turnover, said a person
familiar with the figures.

In any country where partners reject
the deal, consultants and tax advisers
would remain under the same roof as
theauditors but could soon face compe-
tition from their former colleagues.

EY had planned for its top 70 to 75
countries to join the split, with the
exception of greater China. It operates
in 150 countries, but the global leader-
ship decided that breaking up the small-
est entities would not be practical.

The 22,000-person greater China
business, encompassing Hong Kong,
Taiwan and Mongolia as well as main-
land China, said last month that “differ-
ences in the market and regulatory
environment” meantltwnuld not split.

F—- 2
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ensure that the new advisory mmpany

years tocome.” also said the bank should ] pay amenimn beabigblow to Frankfurt’sstatusasa  has constrained our stock valuation  plans, it would create an Irish holding could operate in China on “day one”
HSBC ded guid for net itical risks”, th globalfinancial centre. through European restrictions in  company that would list in New York after the break-up, said people briefed
interest income to $32bn this year and The bank’s common equ.lty tier one Itsaid the main issue was ruleslim-  addition to incremental complexity”  under the existing ticker. Existing on the planning. Options include hiring
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hen Sony and Honda

revealed that they were

to develop an electric

vehicle together seven

months ago, there was
much hype in Japan about a tie-up that
brought two of the country’s greatest
companies together.

Some of the initial hopes dimmed this
month as the groups confirmed that
their first electric car would be sold
online in the US and Japan in 2026 —18
years after Elon Musk launched Tesla’s
first electric vehiclein2008.

For all the excitement about a poten-
tial electric vehicle champion to chal-
lenge Tesla, it is tempting to draw paral-
lels with the 2000s when Sony was out-
smarted by Apple with the iPod and
then the iPhone, having failed to adapt
itshardwareto the digital era.

There is a feel of déja vu to Sony’s and
more broadly Japan’s electric vehicle
experiment. Honda is quite late to the
game, and critics say Sony’s effort could
be a costly distraction at a moment
when it is on the verge of becoming a
fully integrated entertainment group.

But with its electric vehicles foray,
Sony is turning to the playbook it used
to drive the turnround of its sprawling
businesses ranging from films, music
and games to camera sensors.

There is no exclusivity agreement in
the automotive tie-up, and the jointly

FINANCIAL TIMES

produced car will not be sold under
either the Sony or Honda brand.

The deal will not deter Sony from sell-
ing its camera sensors to Tesla even if
the product the two Japanese groups
develop competes with Musk’s vehicles.

would be similar to the one Sony has
with Netflix, which is an important cus-
tomer that buys Sony’s films even
though the two companies are rivals in
producing content.

Instead of being drawn into the
crowded streaming wars by launching
its own service, Sony used what it calls
an “arms dealer” approach of selling
film and TV rights to the highest bidder.
For now, that strategy is working well.

Some investors have expressed con-
cern that a tie-up with Honda would
hurt Sony’s chances of expanding sales
of image sensors

used in its smart-  The group’s sensors can

phones to other
carmakers.
But Jefferies ana-
lyst Atul Goyal
inks that the deal
may help promote

be used to capture objects
in low-light conditions,
critical in the era of
autonomous driving

the shift. And he
believes Sony’s real objective is to win
over Tesla asa customer, not to compete
withiit.

Somy has not necessarily beendiscreet
about its ambilions for cars, where its

bjectsin
low-] hghlmndmuns cnumlmtheeraof
autonomous driving.

It commanded about 45 per cent of
the smartphone image sensor market
by revenue last year, according to Strat-

ics.

In the automotive sector, the
company wants to supply its
image sensors to 15 of the top 20 car-
makers by fiscal 2025. Considering
the industry transition to battery-

powered electric vehicles, one would
expect Tesla to be included in that list of
15manufacturers.

Inmobile, Apple is also Sony’s biggest
customer for image sensors, even
though the iPhone competes with the
Japanese group’s Xperia phone.

Many investors had repeatedly urged
Sony to give up selling its own smart-
phones. But the company has ploughed
on, arguing that staying in the market
allowed it to stay on top of the techno-
logical advances in the industry.

That in turn, it claimed, enhanced its
ability to make image sensors. It is hop-
ing the same will be true by getting its
hands on carmaking and bringing its
entertainment assets such as PlaySta-
tion and films to the riding experience.

To plug losses, Sony scaled down the
size of its mobile phone business and
focused on high-end models that
Dﬁered m:her malgns.

similar approach is l]ke}y to be tzken
withcars.

sony and Honda will make electric
wvehicles using existing facilities such as
Honda’s plant in Ohio, and the automo-
tive chips are likely to come from
TSMC’s new plant in Japan, in which
Sonyisco-investing.

“People may be disappointed to learn
that the scale of the electric vehicle busi-
ness s likely to be quite small,” said one
ofthepeople.

1t will not really matter whether the
electricvehicle Sony makes isa top best-
seller or not. The success of this deal for
Sony will hinge on whether it can per-
suade Tesla as well as a majority of the
14 other carmakers on its future client
list that its image sensors are good
enough for their fully electric and self-
driving vehicles.

kana.inagaki@ft.com

Finance will power the global recovery as well as our transition
towards a more sustainable economy. Luxembourg acts as an ideal
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Rich clients’ wariness takes toll on UBS oo .

Net profit declines 24% but
$1.7bn amassed in quarter
beats analyst expectations

OWEN WALKER
EUROPEAN BANKING CORRESPONDENT

UBS posted a 24 per cent fall in net profit
asrich clients held back from turbulent
markets and investment banking reve-
nuesshrank.

The biggest wealth manager gener-
ated $1.7bn of net profit in the third
quarter, ahead of analyst estimates of
$1.5bn, on $8.2bn of revenue.

“Clients remain concerned about per-
sistently high inflation, elevated energy

prices, the war in Ukraine, and residual
effects of the pandemic,” said chief exec-
utive Ralph Hamers. “In Switzerland,
many of our retail and small business
clients will also be impacted by disrup-
tions across the rest of Europe, and we
arefocused on suppurungi.hemthruugh
the energy crisis.”

Analysts had projected that UBS
would be the strongest European bank
in the third quarter thanks to its wealth
management business benefiting from
rising rates but that its performance
would be offsetby its risk-averse clients
making fewer transactions and a sharp

fallini banking revenues.

year earlier on the back of a rise in US
rates. Its cost-income ratio rose 3.1 per-
centage points to 71.8 per cent, though
still withinits target range of 70 to 73 per

Concerns remain over
inflation, elevated energy
prices, the Ukraine war and
residual pandemic effects

cent. “Third-quarter results are slightly
better than expected, but continue to
show a difficult environment for UBS,

revenues,” said Jeffer-

Net interest income in the Americas
wealth arm rose 38 per cent against a

with pi
ies analyst Flora Bocahut. UBS shares
rose 7.6 per cent yesterday.

Hamers has been given the target
by chair Colm Kelleher of raising
UBS’s stock market valuation to close
the gap with US peers. UBS trades ata
price to book ratio of 0.9 compared with
JPMorgans14.

Hamers and Kelleher have been
courting large US investment managers
‘this year, trying to persuade them to buy
bigstakes in the bank. Last month UBS
said would raise its dividend by 10 per
cent and exceed its goal of buying back
$5bnof shares this year.

UBS abandoned a $1.4bn takeover of
US advisory business Wealthfront, a
deal that had been champluned by
Hamers but proved with

The five biggest US banks reported
$32bn of investment banking revenues
for the third quarter this month,
down 16 per cent compared with a year
earlier.

Fixed income, currencies and com-
modities revenues for the US banks rose
23 per cent over the same period, while
equities revenues were down 13 per cent.
and advisory revenues fell 54 per cent.

Based on those figures, analysts
at Citi projected that European invest-
ment banking revenues would be down
33 per cent, FICC up 3 per cent, equities
down 26 per cent, and advisory down 72
per cent.

banking revenues fell

investors.

]_‘)pememw.‘ﬂlm

drops below
Zero as outages

trap supply

MYLES MCCORMICK — NEW YORK

The spot price of natural gas in west
Texas has fallen below zero, effectively
forcing producers to pay to unload it,
even as Europe contends with sky-high
costs for the fuel.

The negative price of gas comes as surg-
ing production in the Permian Basin
region butts up against pipeline con-
straints. Outages at liquefied natural gas
Lermmals used to expnrl US gas over-

Permit hurdles, leases burden

and equipment shortages put
goal of 30GW by 2030 at risk

MYLES MCCORMICK
PROVIDENCE, RHODE ISLAND
The Biden administration wants to
spark a US offshore wind power boom,
raising production from lessthan 1 giga-
watt today to 30GW by the end of the
decade —enough for 10mn homes.

But executives are increasingly con-
cerned that myriad challenges facing
the sector are pushing that target

Energy. Offshore growth

Delays and high costs threaten US wind ambitions

Gas for next-day delivery at the Waha
trading hub dropped as low as minus
$2.25 per million British thermal units
yesterday on the Intercontinental
Exchange, according to S&P Global
Platts.

The plunge into negative territory
contrasted with a more than 7 per cent
daily rise in benchmark US gas futures,
to $5.585 a mn Btu. The main bench-
mark for European gas was €98 per
megawatt hour, or$28 a mn Btu.

“You have too much
production and you don’t
have enough avenues to
get that production out’

“Basically you have too much produc-
tion [and] you don’t have enough ave-
nues to get that production out,” said
Stephen Schork, an industry analyst, of
the negative price at the Waha hub.
“You have to pay people now to take this
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beyond reach: permitting is too slow,
leases are too expensive, equipment is
in short supply and inflation is soaring,
theysay.

The mix of trepidation and excite-
ment ‘was on show at the ACP Oﬁshure

inP
R.hode Island, in the past week, where
2,000 delegates gathered to discuss the
industry’s future.

“Ithink you could paint a picture — if
there continues to be significant delays
and projects that are already inthe pipe-
line getting pushed back — thenit willbe
more difficult to meet that 30 by “30 tar-
get,” said Molly Morris, incoming US off-
shore wind chief at Equinor, the Norwe-
gian energy group.

The offshore wind industry, powered
by turbines installed at sea, is well estab-
lished in Europe. The US federal govern-
ment and coastal states have more
recently embraced the technology, with
president Joe Biden making it a pillar of
his drive to decarbonise the country’s
power grid and put it on a path to net
Zero emissions.

Turbine blades are set to begin spin-
ning next year at the 800-megawatt
Vineyard Wind development off Massa-
chusetts, the first commercial-scale
offshore project in the US. Dozens more
are set to follow as investors rush for a
pieceoftheaction.

Obtaining permits was a central
worry for many developers gathered at
the Providence event, whosaid environ-
mental reviews needed to be speedier
and carried out with more consistency
and transparency.

“Our concern is that this could end up
being a very difficult bottleneck,” Mor-
ris said. “If we don’t get these projects

that are in the forefront . . . permitted,
then it’s very difficult to really get this
industry off the ground.”

Executives also pointed to problems
with the process for leasing. An auction
for a section of federal waters off New
‘York and New Jersey in February gener-

All pages from Financial Times (Asia), Wednesday, October 26, 2022

Turbines atan ated high bids totalling $4.4bn, more  costs associated with the provision. “There are

Orsted wind than any offshore oil and gas sale. But The Biden administration says it is

farm off Rhode some developers said the high price  working with developers to resolve con- only SO

Island. Joe Biden  point sapped capital and made it diffi- ~ cernsasitlookstobuild theindustryup 1, any

has made the cu]lwmma profit. “from the ground floor”. Amanda

hnology a including Equinor and  Lefton, director of the US Bureau of T'€SOUICES

pillar of his Denmarksormd pulled out of the bid- Ocean E‘.nergy Management, said: “We available

effortto ding process as prices escalated. David volved our p

decarbonisethe  Hardy, head of Orsted’s North Ameri-  andcontinuetodoso.” that can

power grid can business, told the Financial Times at “We are absolutely going to achieve SprOI‘t the

e the time that the auction was a “missed  the goals of this administration for 30 =
opportunity”. gigawatts of offshore wind by 2030.we ~ size of the

“Idon’tthinkit’s heallhymhave these  are also poised to go well beyond that,” turbines
super-high lease prices,” said Mark shetoldthe FT. s
Mitchell, senior vice-president for Availability of equipmentisagrowing  that we're
project construction at Dominion, aUS  challenge for the industry — a problem gOil'lg tobe
utility building awind farm off Virginia. ~ being exacerbated by some states’ ¢ .
“Right now that money just goes in  insistence on the use of local parts and lnstalhng
and it doesn’t necessarily benefit those  labour as a condition of winning power
that ulti take that 1l itracts.

power”

Dominion is also embroiled ina regu-
latory stand-off over Virginia’s insist-
ence on a performance standard that
would force it to cover the costs
of replacement power if the wind farm
underperforms targets. The company
has threatened to pull the plug

“There are only so many resources
that are available that can support the
size of the turbines that we’re going to be
installing here in the US,” said Amy
McGinty, head of offshore construction
at Vestas, the turbine manufacturer.
“Whether it’s vessels, cranes, transport

over what it describes as

capacity, factory cap; acity — we are hav-
make

now . . . for

ing to

projects that we’re going to be building
in 25,26, ‘27 and beyond.”

US law prohibits the use of foreign-
flagged vessels to transport parts be-
tween domestic ports. This restriction
muld be tightened under legislation

production away from you.”

Analym said the pnce dlﬁerences
underlined
gasmarkets.

The Freeport LNG terminal on the
coast of Texas, one of the country’s big-
gest export facilities, has been out of
service since a fire in June, removing a
key demand outlet for US-produced gas.

The regional glut has been exacer-
bated this week by scheduled mainte-
nance on the Kinder Morgan-operated
Gulf Coast Express and El Paso Natural
Gas pipelines, which carry gas away
from the Permian Basin.

The maintenance is expected to last a
few days, according to Mark Callahan,
director of Americas natural gas and
power price reporting at S&P Global
Commodity Insights.

Prices for immediate delivery have
also declined sharply in Europe in
recent days as storage sites are near
capacity. Unseasonably warm weather
has forced traders to offload supplies
despite concerns about shortages this
winter.

idered in Cq would
also require installation vessels, which
operate away from ports, also to be
crewed by US mariners. Developers say
‘this could stop the industry in its tracks.
“Ithink people need to weigh all the
factors to make sure there’s transition
times to make sure you don’t immedi-
ately strand the market,” Mitchell said.
“Because these large vessels and re-
sources, they’re just not swapped over-
night. You've got to have timetodoit.”
For equij global

benchi

k Dutch TTF gas
futures are well below levels of more
than €300in August, but still well above
arange of €20 to €40 in which they
largelytraded for the past decade.

It was not the first time that prices at
‘Waha have turned negative: they did so
nine timesin2020 and 31 times in 2019.

However, this time the move has

as Europe braces for potential
winter shortages as Moscow cuts
supplies in retaliation for western

inflationary pressures are adding
to anxieties. “We’re in this industry
that’s taking off like a rocket ship,” said
Steven Dayney, head of the offshore
wind business at Siemens Gamesa, the
turbine:

“Yet, many of us across the entire
value chain are strugglingto doitata
profit that allows us to continue invest-
ing. . . technology,”he added.

Natural gas from the Permian Basin
comes largely as a byproduct of oil pro-
duction. Volumes are set to reach more
than 21bn cubic feet a day by the end of
November, according to the Energy
Information Administration, a new
record high, and up by 9 per cent since
lastyear.

Additional reporting by David Sheppard
inLondon

Mining

European Lithium to set up US-listed entity

HARRY DEMPSEY

Alithium mining start-up is to create a
Us-listed company in a blank-cheque
merger as a shortage of the metal has
become the most serious supply chain
bottleneck in the rollout of electric
vehicles.

European Lithium, which claims to
have the continent’s first fully licensed
mine with deposits in Austria, is to
merge with Sizzle Acquisition, a special
purpose acquisition company, to create
Critical Metal.

Ths start-up, which is listed in Aus-
tralia and will continue to trade there,
will become the largest shareholder in
Critical Metals, which will have a mar-
ket capitalisation of $972mn.

Other mmpames have stru,ggled to
get permits to mi lin Europe,

60 per cent of global lithium processing.

The deal comes during a severe short-
age of the metal, with prices plateauing
close to record highs of $70,000 a tonne,
eight times their level at the start of
2021

This came after EV sales in China
powered ahead this year with the supply
of the metal struggling to keep pace.

Problems over winning permits have
held back lithium mining in Europe.

Rio Tinto’s exploration licences for its
Jadar project in Serbia have been
revoked, whil has

continues to outstrip supply,” said Tony
Sage, executive chair of Critical Metals.

The Wolfsberg site, 270km south of
‘Vienna, is expected to produce about
10,500 tonnes of lithium concentrate a
year starting in 2025 — enough for
200,000 EVs. Lithium concentrate has

Media

Warner Bros Discovery set to write off $2.5bn

ANNA NICOLAOU — NEW YORK

‘Warner Bros Discovery towrite
off up to $2.5bn because of shelved
shows and movies along with other
programmingdecisions, as chief execu-
tive David Zaslavlooks to cut costs.

to then be refined into ch Is that
canbe used in EV batteries.

High prices for lithium have been
spurring a wave of activity to raise capi-
tal to develop mines. On Monday
I.merys. ammmgsemoes group, said it

yet to secure environmental approval
for alithium development from Portu-

Lithium is a vital element in EV bat-
teries because it is lightweight, with
demand expected tu multiply several
time ade as the indus-

partly out of environmental concerns.
Setbacks in developing supplies of the
metal used in batteries have left Europe

try takes off.
“The need for additional battery-
grade lithium in Europe will only con-

a lithium project in
France that aims to produce 34,000
‘tonnes of lithium hydroxide a year from
2028.

European Lithium holds a memoran-
dum of understanding with BMW, the
German carmaker, to pre-pay $15mn in
return for supplies of lithium in the
future. General Motors, Ford and Stel-
lantis have taken the rare step of pre-
financing mines and taking equity

Afterth of Warner with Discov-
ery, Zaslav has led a return to budget
discipline following an era of extrava-
gant spending in Hollywood. His team
has been scouring the entertainment
group, which includes HBO, the Warner
movie studio and CNN, for $3bn in cost
cuts over the next two years.

‘Warner warned in an SEC filing on
Monday that restructuring costs could
total up to $4.3bn through 2024, includ-
ingbetween $2bn and $2.5bn in charges
because of “strategic content program-
mingassessments”.

The company has already incurred
more than half of the restructuring
charges it outlined on Monday. Warner

the second quarter and expects to
report between $1.3bn and $1.6bn in
chargesin the third quarter.

These charges are related to decisions
tohaltshowsindevelopment, pull exist-
ing shows or movies from the HBO Max
streammg platform, or change the

for ing, saida

projects including the nearly completed
Buty!rl' mmne JJ Abrams’ s HBO senes
d the CNN Ph

service. BatgirTs directors Adil El Arbi
and Bilall Fallah had publicly expressed
disbelief with the decision. Zaslav has
vowed to adopt a “more sensible”

pproach to budgets and pricing, after

person close to the situation. The group
is “overwhelmingly done” with these
changes, the person said.

Under Zaslav Warner has cancelled

Director’s cut: David Zaslav has

the “spend, spend, spend and charge
wvery little” approach in recent years as
groups fixated on streaming growth.

“It was a reaction to the capital mar-
kets — let’s go ahead and collapse busi-
nesses and overspend on content,” he
said when the company’s last quarterly
earnings were released in August.

‘Warner Bros Discovery has cut esti-
mates for operating profits this year to
between $9bn and $9.5bn, blaming the
more dlfﬁcult outlook fur advertising,

and
a budgel position that was worse than
what was disclosed pre-merger. Warner
Bros Discovery declined to comment.

largely reliant on China, which controls  tinue to accelerate as demand for EVs  stakesin early stage mininggroups. wrote off $1bn in restructuring costsin  ended the ‘spend, spend, spend’ era SeeLex
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Tai hip champion fights to retain its ed

TSMC leads in manufacturing tech but rivals Intel and Samsung stand to gain from output localisation via big subsidies

KATHRIN HILLE — TAIPEI Samsung’s yield problem is makingit

SONG JUNG-A — SEQUL
RICHARD WATERS — SAN FRANCISCO

MediaTek, the smartphone chip design
house, had only praise for Taiwan Semi-
conductor Manufacturing Companyina
presentation at the largest contract
chipmaker’s technology symposium.

The success of MediaTeks latest flag-
ship processor was “rooted in the work
our partners at TSMC have done
together with us”, it said.

But CC Wei, TSMC’s chief executive,
winced when the presentation
showed that its further miniaturisation
of the chip — to create circuits about
4 billionths of a metre wide — had
produced only a 2 per cent increase in
performance.

“When I saw [that], I almost fell off
my chair,” Wei said.

Chipmakers are bumping up against
the laws of physics as they strive to
make semiconductors ever faster and
InaTe e eﬂiment, in n[der to enable
rapidly evolvi high-
end gaming on smartphones to servers
used for climate change simulation.

Some 75 years after the invention of
the transistor, a switch that controls
electrical current and forms the heart of
every semiconductor, the principle that
the number of transistors packed on

struggle to attract big customers for the
cutting-edge chip production. Analysts
do not expect its earlier adoption of
GAA to help it catch up with TSMC any
time soon, but said it could attract big
customers such as Google and Tesla
once it introduced a second-generation
GAA N3 process next year and secured a
stableyield.

TSMC executives indicated that their
decisi ickwi i hi

tecture atNSwaspayinggﬂ.

“1t allowed us to bring N3 to the mar-
ket faster,” Zhangsaid.

The company said it was achieving
“good yields”, and customer demand
for N3 was so strong that it was
putting a strain on its engineering

‘As moving to the next
node gets more difficult,
anyone could stumble’

Chris Miller, Tufts University

capacity. TSMC has commitments from
Apple, Intel, AMD and several other
customers for N3.

Meanwhile, Intel haslaid out a goal of
matching TSMC’s process tech by 2024
and overtaking it a year later, though

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc= FTA%2F2022%2F10%2F26&ts 20221025194325&uq=20220804103507

9/20



2022/10/26 21:41

each chip will double about every two

‘Just relying on transistors
is no longer enough to
meet our demands today”

CC Wei, chief executive

years, enabling explosive growth of
computing power, is crumbling. Shrink-
ingthemisb i difficult.

‘ The next generation

“Just relying on transistors is no
longer enough to meet our demands
today, and to meet [the requirements
of] the products you design,” Wei told
an audience of TSMC customers.

In 1965, Gordon Moore, co-founder of
Fairchild Semiconductor and later Intel,
had observed the doubling of the tran-
sistor count per chip about every 24
months, and predicted such exponen-
tial growth for the next decade.

Moore’s Law held true much longer
than its inventor had foreseen. One IC
device can contain up to 100bn transis-
tors today, according to TSMC. How-
ever, itisreaching alimit.

This challenge of finding technical
alternatives is making competition
between top chip manufacturers more
unpredictable, although for now TSMC
hasaclearlead in manufacturingtech.

1ts foundry model of manufacturing
semiconductors only to other compa-
nies’ designs has helped it capture
more than half of the market for
made-to-order chips, with more than
12,000 different products made and
close engineering relationships with
over 500 customers.

Previously, Intel squandered its man-
ufacturing lead over TSMC with a series
of missteps in its last two process node
transitions, and is reckoned to be about
two years behind. But analysts say that
could change, especially as govern-
ments from the US to Japan are pushing
chipmakers to localise production with
big subsidies that could favour Intel and
Samsung, TSMC’s other main rival.

of tr s struggles
to deliver

Transistor gate
Planar FET Controls the flow of
3D electricity through
field-effect circuit channels
transistor Channel

developedin drain

in
field-effect
fransisfor
developed
in1989

Nanosheet

GAA
(Gate-all-
around)

Gate-all-around technology
completely surrounds the channels,
maximising the confact surface,
enhancing contrel, and allewing the
device to operate with very low volfage
and bring power efficiency gains

Source: FT research

All pages from Financial Times (Asia), Wednesday, October 26, 2022

TSMC “could stumble. As moving to
the next technology node becomes
more difficult, anyone could stumble”,
said Chris Miller, a historian at Tufts
University.

“Or, if the next couple of process tech-
nology node transitions are harder than
we expect, TSMC’s edge could become
less meani I

Chipmakers have battled the slow-
down of Moore's Law successfully for
more than a decade. When packing
more transistors ran into problems,
they started stacking them on top of
each other.

They are also packaging different
chips together on one piece of silicon,
rather than across a PC motherboard.
TSMC uses such multi-die package tech
to make the Epyc, AMD’s data centre
ProCessor.

But now the industry is being forced
to look at other enhancements. As the
FinFET process used for the past decade
can no longer deliver enough gains in
speed and power, it is adopting a new
transistor architecture.

Beginning from N2, the generation of
chips that TSMC plans to mass-produce
from 2025, it will use a tech
it calls Nanosheet, also known as
gate-all-around.

Under that architecture, the transis-
tor gate, which controls the flow of elec-
tricity through circuit channels, com-
pletely surrounds the channels rather
than being on three sides, as in the pre-
‘vious solution.

This maximised the surface and
“allows the device to operate with very
low voltage and bring power efficiency

Made on brink after failing to secure funding

JONATHAN ELEY

Made.com, the online furniture
retailer, is facing financial collapse just
over ayear after an initial public offer-
ing that valued itat £775mn.

The group, which sells sofas, bean bags
and antique brass lamps to younger
shoppers, said in an update to investors
yesterday that it had failed to find a
buyer or secure emergency funding
after it launched a “strategic review”
looking at options lastmonth.

It warned that if it could not raise
extra funds or secure an offer for the
company before its remaining cash
reserves were depleted, “the board will
take the appropriate steps to preserve
value for creditors”.

It added it was considering suspend-

ing trading in its shares, which crashed
93 per cent yesterday toclose at 0.5p.

Amid predictions that it could quad-
ruple sales of its upmarket, design-led
furniture ranges to £1.2bn by 2025, the
group floated in Junelast year to 200pa
share.

Founders Li Ning and Brent Hober-
man, along with some of the investors
who had backed it as a private company,
sold shares worth about £90mn in the
1PO, which after expenses raised a simi-
laramount of capital for the company.

But after a series of profit warnings
and with its cash reserves dwindling,
the group put itself up for sale in Sep-
tember. Yesterday it said that all discus-
sions had been terminated because
none of the counterparties were able to
meet the necessary timetable.

After a series of
profit warnings
and with its cash
reserves
dwindling,
Made.com,
which has a
retail shop
showroom in
London, put
itself up for sale

Made has no pre-arranged credit or
overdraft facilities and this month told
potential lenders and acquirers that if it
remained a listed company, it would
need interim funding of between
£45mn and £70mn to see it through to
sustainable profitability.

The group was hit by a Covid-related
crunch in global supply chains that
forced it largely to abandon a capital-
light “just in time” business model and
hold more stock close to its main mar-
ketsin Europe.

But that tied up a substantial portion
of the funds raised at the IPO in inven-
tory just as consumer confidence began
to crumble in the face of soaring food,
fuel and energy prices. It was forced to
sell furniture at a discount, squeezing its
profit margins.

1t hoped to capitalise on a shift to buy-
ing online that has been accelerated by
the pandemic.

1t also suffered from upheaval in the
boardroom, with both its chief execu-
tive and chief financial officer leaving
the business during 2022.

In July it warned on profits for a third
time and last month began the process
of shedding a third of its staff, many of
‘whom had only been hired in the past
year. Last week it said it had received

in Sep
Chis Batson/Alamy

several proposals and it
invited “a select number of parties” to
submit offersby the end of October.

gains”, said Kevin Zhang, vice-president
atTSMC.

The transition is proving difficult.
‘Samsung, which tried to pioneer GAA at
the N3 generation, has struggled to raise
its yield — the proportion of non-defec-
tive chips that are produced. It started
mass production in June at N3 just
before TSMC, which is to start volume
production before the end of the year.

TSMC’s factory in Nanjing. The
transition to newer technologies
is posing challenges across the
chipmaking industry — vcc eiiyimages

the continuing slide in its stock price
shows that Wall Street is not yet per-
suaded that it can both fix its previous
missteps and catch up with TSMC’s
headlongtech advancesby then.

The US chipmaker plans to make a
belated switch to the most advanced
EUV manufacturing equipment next
year and adopt its own version of GAA in
2024, to produce a chip with features
2nmwide.

But as much as TSMC s confident in
its leading position, even larger chal-
lenges loom. Chipmakers expect that
tools and materials used for making
semiconductors for decades will need to
be changed or even replaced before
long, and eventually the days of silicon
itself, the base material of the industry
sinceits inception, will benumbered.
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Renminbi

hit as Xi taps
hardliners for
leadership

HUDSON LOCKETT, WILLIAM LANGLEY
AND CHENG LENG — HONG KONG

China’s renminbi has hit its weakest
level against the dollar since 2007 as
concerns over Xi Jinping’s appointment
of a harder line leadership team and a
struggling economy spread from equi-
tiesto currency markets.

The renminbi, already hit this year by
awidening interest rate differential with
the US, fell as much as 0.6 per cent yes-
terday to Rmb7.3084 per dollar. The fall
came after the People’s Bank of China
moved the midpoint of the currency’s
tradingband to the lowest level since the
global financial crisis.
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Morgan Stanley calls bottom

of dip while Goldman Sachs is
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‘ Wipeout lops $2tn off emerging market stocks in 2022

MSCI EM index market cap ($tn)

sceptical, especially over Asia

HUDSON LOCKETT — HONG KONG
LEO LEWIS — TOKYO

JONATHAN WHEATLEY — LONDON

‘Wall Street’s biggest banks are split on
the outlook for emerging market equi-
ties, with Morgan Stanley and Goldman
Sachs taking diametrically opposed
views after a$2tn sell-off this year.

An MSCI index of EM stocks has
slumped about 30 per cent since early
January, reflecting a rout in markets
ranging from China toSouth Korea.

Thuse steep declines have fuelled

howmuch

T T T T [ T T T [T
2018 19 20

Source: Bloomberg

against the dollar, while Taiwan’s Taiex
has fallen almost 40 per cent by the

worse things can get, with Morgan
Stanley identifying bargain opportuni-
ties just as Goldman casts doubt over a
possible recovery.

The divergence comes at a critical
point for emerging markets, particu-
larly in Asia, which has been hard hitby
the global sell-off. The deteriorating
sentiment is due inlarge part to an eco-
nomic downturn in China, which has
weighed on growth across the region, as
well as a slump in semiconductor
demand and a tech rout aggravated by
rising USinterest rates.

Investors have grown increasingly
sceptical on China’s economic outlook
in the wake of Xi Jinping’s consolidation
of power atthe party congress in Beijing,
which helped spark a sell-off in Chinese
equities. Hong Kong’s Hang Seng tech
index fell almost 10 per cent on Monday,
its second largest one-day drop.

South Korea’s benchmark Kospi
mdexmdnwns&peroemﬂ\myearaﬁer
adjusting for currency d

The EM turmoil has spurred more
than $70bn of outflows from emerging
market bond funds and wiped $2.1tn off
the market capluhsamm of stocks

ogy hardware stocks — such as TSMC
and Samsung Electronics — that have
done particularly poorly this year. But
Morgan Stanley expects the industry’s
inventory cycle to pass its nadir by the
first quarter of 2023, priming the Taiex
and Kospi torise 24 per centand 21 per

tracked by the k MscI
Emerging Markets index, whichis down
29.8 per cent this year.

But strategists at Morgan Stanley
have called the bottom for EM equities,
forecasting a 14 per cent rise for the
MSClindex by nextJune.

“It’s basically the beginning of a new
cycle after a substantial drawdown in
emerging markets equities and the long-
est bear market we’ve ever had — it's
really exciting,” said Jonathan Garner,
chief Asia and emerging markets strate-
gist for Morgan Stanley and lead author
of a report recommending investors
diveback into EM equities.

The report ranked South Korea and
Taiwan at the top of strategists’ recom-
mendedmar]

Both, the analysts said, were domi-
nated by iconds and technol-

centresp by June.

1t also said Chinese equities were
poised to benefit from the broader
rebound. But unlike previous EM recov-
eries, it did not expect China tolead the
charge thanks to a structural reduction
in return on equity for Chinese stocks,
as well as “a lack of clarity on geopoli-
tics, exit from Covid zero, and the situa-
tion in the property market,” where a
growing number of developers have
defaulted on dollar bond rep:

The forecast from Morgan Stanley
stands in stark contrast to the outlook at
Goldman Sachs, where strategists Cae-
sar Maasry and Jolene Zhong say there is
nota “coherent EM story”.

Despite forecasting a 15 per cent rise
for the MSCI EM index over the next 12
months — double the timeframe of Mor-
gan Stanley — the Goldman strategists

An MSCI index
of emerging

market stocks is
down 30% since

early January

Spencer Flti/Gey inages

‘Tfwe geta
pivot from
the Fed we
should get
an across
the board
rally’

|

warned there “is not a consistent ‘floor
valuation’, and we recommend inves-
torsremain defensively positioned”.

dations also dif-

fer from Morgan Stanley within the dif-
ferent regions covered by emerging
markets, with stable commodity prices,
higher interest rates and relative insula-
tion from risks to Chinese economic
growth leading the bank’s strategists to
favour Latin American markets over
both South Koreaand Taiwan.

Latin American stocks have outper-
formed those in other emerging mar-
kets this year, as commodity exporters
ride a wave of soaring prices for food,
fueland industrial inputs.

In contrast to the benchmark MSsct
EM index, MSCI’'s EM Latin America
index is up 2.5 per cent and its Brazil
index up more than 10 per cent on the
year to date, with bellwether oil com-
pany Petrobras up more than 13 per
centon thelocal exchange.

Robin Brooks, chief economist at the
Institute of International Finance, said
the turning point for EM assets would be
a slowdown in US inflation signalling
that the Federal Reserve’s cycle of inter-
estraterises wasnearingan end.

“That will be the key market driver
going forward,” he said. “If we get a pivot
from the Fed we should get an acrossthe
board rally, especially in EM equities
and local currency fixed income. That’s
where the inflation scare has hit the
hardest, so it’s where we’ll see the
rebound.”

The split over EM markets extends to
investors. Bill Maldonado, chief invest-
ment officer of Asia-focused asset man-
ager Eastspring, said calling the floor for
EM stocks “sounds a bit punchy”,
although he added that ketsin

Our global
feam gives you
market-moving
news and views,
24 hours a day

Asia were attractive.

LNInas CUrrency nas 10st 1's per cent
of its value in the year to date. Yester-
day’s decline followed a global sell-off of
Chinese equities this week, with the
Hang Seng China Enterprises index los-
ingmore than 7 per cent on Monday and
the Nasdaq Golden Dragons index of
large technology stocks trading in New
York dropping more than 14 per cent.
The sell-off follows the Chinese Com-
munist party congress in Beijing last
week in which Xi unsettled global inves-
tors by stacking the ranks of China’s sen-
ior leadership with loyalists focused
more on national security and strict
zero-Covid-19 policies than on eco-
nomicgrowth or supporting markets.
“something had to give,” said Sean

‘The PBoC had been
defyingreality for about
three weeks in terms of the
trading band’s midpoint”

callow, senior currency strategist at
‘Westpac. “The PBoC had been defying
reality for about three weeks in terms of
thetradingband’s midpoint.”

He added thatthe renminbi exchange
rate was touching the weak end of the
trading band by the close of trading on
Monday, meaning that unless the cen-
tral bank was willing to intervene in
markets, “the best option they had was
toset amore realistic midpoint”.

Markets in mainland China also face
sustained selling pressure from foreign
financial institutions, which have
reversed almost all of their net pur-
chases of shanghai- and Shenzhen-
listed stocks thisyear.

Financial Times calculations show
that offshore investors using Hong
Kong’s Stock Connect programme have
sold more than Rmb5s2bn ($7.1bn) of
mainland stocks this month, leaving
just Rmb1.6bn in net purchases for
2022.

Shares in Hong Kong pared losses
slightly yesterday, with the Hang Seng
China Enterprises index up about 1 per
cent. However, a trader with one Chi-
nese brokerage in the city said trading
wvolumes were far lower compared with
the sell-off on Monday and that buy
orders were “devoid of global long-only
investors”.

China’s benchmark CSI 300 index of
Shanghai- and Shenzhen-listed stocks
edged down another 0.1 per centyester-
day, taking losses to 3 per cent for the
week.

Amundi investment boss warns over hidden leverage

HARRIET AGNEW AND JOSEPHINE CUMBO
LONDON

Europe’s largest asset manager has
warned that the tremors in the UK pen-
sions market should be a “wake-up
call” to investors and regulators about
the dangers of hidden leverage in the
financial system.

Vincent Mortier, chief investment
officer at Amundi, which has €1.9tn in
assets, said the turmoil caused by the
UK “mini” Budget was “areminder that
shadow banking is a reality. I don’t
believe that anyone before the crisis had
any idea of the magnitude of this
shadow banking in the pension fund
industry”.

Then chancellor Kwasi Kwarteng
shocked markets with £45bn of

funded tax cuts on ber 23,

The drop ingilt pricesled to arush of
margin calls as counterparties
demanded more cash as collateral to
keep the hedging arrangement in place.
Funds were forced to sell assets, includ-
ing gilts, to meet the calls, depressing
prices further in a vicious circle that led
to Bank of England intervention.

Reliable data on leverage in the UK
pension fund market is hard to come by,
but experts estimate that LDI leverage
turned £500bn of underlying assets into
£1.5tn of invested money.

“The amountsat stake were huge, and
it’s a further reminder of the depth of
leverage in the system, which is in mul-
tiple places that are difficult to track,”
said Mortier.

Increased capital requirements
imposed on banks to make them safer
following the fi ial crisis have

driving up UK government bond yields
and wreaking havoc on the country’s
£1.4tn defined benefit pension industry,
which uses specialised hedging strate-

moved risk off their balance sheets to
less heavily regulated parts of the sys-
tem, namely asset managers, insurance
cumpames and pension funds. Investors

Iled the shift by pouring money
into alternative strategies such as pri-
vate credit as they searrh foryieldina

giestohelpsch better assets
and liabilities.
The strategies, known as lllhlllty—
driven investing, have lever: 1 low-interest-rat

ded in them: they use a variety of deriv-
atives that allow pension schemes to
increase exposure to gilts, without nec-
essarily holdingthe bonds outright.

Wednesday 26 October 2022

In 2000, non-banks held $51tn of
financial assets, compared with banks’
$58tn, according to the Financial Stabil-
ity Board. Its latest data showed that

non-banks held $227tn in financial
assets at the end of 2020, outstripping
‘banksat $180tn.

Mortier said that the shift in leverage
from banks to non-banks made it very
difficult for regulators to have a true pic-
tureof therisks.

“1t’s much more difficult than in 2007,
‘when leverage was predominantly in
‘the banks,” he said. “The issue is thatwe
don’t know exactly where it is. When
‘you can’t measure something, it’s diffi-
culttoactuponit.”

Mortier singled out several areas
‘where hidden leverage might be a con-
cern: over-the-counter derivatives,
which are negotiated privately, away

'Vincent Mortier: UK crisis revealed
magnitude of shadow banking role

from exchanges; real estate; and parts
of the private credit market, including
leveraged loans.

The BoE’s Financial Policy Committee
recently warned of risks lurking in the
US private credit markets. It noted
that leveraged lending increased from
about $2tn in 2017 to $3tn at the end of
last year, and said that companies
with such debt “were likely to be partic-
ularly vulnerable to the tightening in
financial conditions and the weaker
growth outlook™.

Mortier highlighted collapsed family
office Archegos Capital Management as
anexample of howleverage can build up
under the radar. Archegos founder Bill
Hwang borrowed billions of dollars
from blue-chip banks to amass huge
positions in US-listed

ChemChina-Mercuria tie-up
falls foul of global tensions

HARRY DEMPSEY AND LESLIE HOOK

A six-year partnership between Chi-
nese chemical group ChemcChina and
Swiss oil trader Mercuria has been
‘wound down as geopolitical tensions
test ties in the commodities world.

Mercuria said yesterday it had bought
back the 12 per cent stake ChemChina
purchased in 2016, after a “successful”
partnership. The company did not give
areason for buying back the stake.
Tensions between the US and China,
andthe ingwith Rus-

two years later that ChemChina could
increase its stake to as much as a third,
and that Mercuria might take a stake in
ChemcChina at the same time. However
those deals never came to pass.
Mercuria and Chemchina will con-
tinue to collaborate as trading partners,
even though ChemChina nolonger owns
astake, said a person close to the group.
ChemcChina in 2021 merged with Sin-
ochem, one of China’s top four oil com-
Ppanies, to create a state-backed indus-
trial powerhouse with $152bninsales.
Th f ChemChina’s stal

sian sanctions, have made life more dif-
ficult far the trading lmuses Lhat move

By
using derivatives, where the bank it
traded with bought or sold stocks on
Archegos’s behalf, the firm left no visi-
ble footprint of its activity to the invest-
ingpublic.

Archegos’s collapse caused billions of
dollars of losses for investment banks
including Credit Suisse, UBS, Nomura
and after it defaulted
margin calls, with more than $100bn
wiped from the valuations of nearly a
dozen companies as Archegos’s posi-

tions were unwound.

* FINANCIAL TIMES

Despite disruptions to glnbal trade
flows providing a huge boost to trading
houses’ profits, smaller outfits have
often struggled with rising margin
requirements as volatility jumped fol-
lowing Russia’s invasion of Ukraine.

Mercuria, which is among the world’s
largest independent oil traders, was
founded in 2004. Its 2016 partnership
‘with ChemChina, which valued Mercu-
ria at $3bn, was seen as a key strategic
move for both companies.

The Geneva-based group signalled

which was first reported by Reuters,
ends what Mercuria described yester-
day as a “successful six years of com-
mercial and strategic co-operation con-
sistent with the investment terms and
time horizon initially contemplated”.

Mercuria’s gross profits last year rose
by half to $2.8bn on revenues that
jumped by the same percentage to
$180bn.

The stake sale comes weeks after Abu
Dhabi National 0il Company entered
talks with Mercuria’s rival Gunvor about
acquiring part of the Geneva-based
business. ChemcChina could not be
reached for comment.
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The day in the markets

What you need to know

& Wall Street gains ahead of tech results
« European stocks up despite German
gloom

« Xl appointment knocks China markets

US stocks rose yesterday ahead of a busy
day of third-quarter corporate results,
while Aslan equities fell further following
historic declines in the previous session.
The broad S&P 500 index added 14
per cent and the Nasdaq Composite rose
21 per cent in New York morning trading
as invesfors looked ahead fo earnings
reports after the close from some of the

‘ US stocks enjoy late October bounce ‘

S&P 500 index
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A persuasive case
for active bond

management

Ellen Carr

Markets Insight

quity investors have been
shifting from actively man-
aged funds to passive strate-

miac far daradas Daceifica.

tive sample, outperformed the index
over the past five years, netof fees.
‘Why is that the case?First, true index-

atian: that ic inwacting in a1l tha carrio

the ratings trajectory downwards.
Third, a meaningful component of
alpha in investment grade comes from

accat allncatinn daciciane amana tha
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Alphabet, Spotify and Microsoft.

Investors have been sifting through the
raft of corporate earnings over the past
two weeks for signs of strain from high
inflation and rising borrowing costs.

The US Federal Reserve has raised
Interest rafes aggressively this year,
implementing exira-large increases of
0.75 percentage points over each of its
past three meetings to a target range of
3 1o 3.25 per cent. The central bank’s rate-
setters meet again next week.

The pressure of fighfer monetary

- 0w
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tion, if that is a word, has
been slower to take off in fixed-income
strategies, though.

‘There are several reasons but perhaps
the most significant is that the case for
active bond management is supported
by its outperformance, net of fees, ver-
susindices and passive strategies.

This might be different from what

i heard and read. How-

sentiment “continues to be grim”.
Martin Wolburg, senior economist af

and advanced 09 per cent against the
euro to €1152. Hong Kong's Hang Seng

you'
ever, the case against active manage-
ment typically focuses on mutual funds
and exchange traded funds. The per-

aniresy wascn 1y kR i hak i ns
ties in an index is impossible in fixed
income. It’s not just that the AGG con-
tains more than 12,000 bond issues. Itis
also the challenges of trading corporate
bonds privately between counterpar-
ties, or “over the counter”.

The average corporate bond trades
infrequently a month after issuance,
resulting in potentially large spreads
between bids and offers, a cost that the
indices don’t incur. With that backdrop,
it’s remarkable that the two largest pas-

i assang wann
three primary sectors of the index,
Treasury bonds, mortgage-backed
securities and corporate bonds.

A common criticism of active fixed-
income investing is that managers
blindly overweight higher-yielding,
riskier MBS and corporates to juice
returns (and subsequently blow up
when risk appetite declines sharply).
But the realityis more nuanced. Accord-
ing to JPMorgan data, the level of aver-
age risk-adjusted returns, the Sharpe
ratio, in MBS and corporates is higher

policy has weighed heavily on equity and Generali Invesiments, said he expected index fell 0 per cent following iis biggest | formance of institutional fixed income, ‘Larger institutions than in Treasuries, over virtually all
bond markets in recent months, with the the European Central Bank fo raise one-day drop since 2008 on Monday and | that is separately managed accounts arg, time periods. Most active managers
S&P last month closing out its longest Inferest rates by 075 percentage points confirmation of President Xi Jinping’s (SMAs) for pensions, endowments, would be wise to embrace overweight these sectors accordingly; a
streak of quarterly losses since 2008. to 1.5 per cent fomorrow in an attempt o | third term. The CSI 300 index of foundations, etc, is better. he ad £y decision not available to passive strate-
Higher interest rates mean higher tackle rising consumer prices, which rose Shanghai- and Shenzhen-listed equities The focus on mutual funds and ETFs thea age ol you gCt gies.

borrowing costs for companies, while also | 10 per cent in the eurozone in the year to fell 0.2 per cent, while the renminbi was at | is for two reasons. First, data are easier \\.’ha[ you pay for’ A fourth reason is that in periods of

biting into future projected cash flows.
Traders have also confended with
elevated volatility in recent months.
Europe’s Stoxx 600 rose 1.4 per cent
and Germany’s Dax reversed losses to
rise 09 per cent even as the country’s Ifo
Institufe noted domestic business

September.

London's FTSE 100 finished flat, while
yields on 10-year gilts fell 011 percentage
points at 3.63 per cent after Rishi Sunak
was confirmed as the UK’s third prime
minister in seven weeks. Sterling jumped
1.8 per cent against the dollar fo $1147

its weakest against the dollar since 2007.

Prices for European natural gas rose,
erasing some of the decline in the
previous session, with Dutch TTF gas
futures, the benchmark regional coniract,
up 4.2 per cent fo £99 per megawatt
hour. George Steer

Markets update

to come by thanks to Morningstar, the
largest provider of ratings for funds.
Second, funds are the main exposure for
Tetail investors. But with a substantial
amount of bonds held outside fund
structures, it's important to analyse
returns for this category.

Take data from PSN, a widely used
database of manager returns used by
consultants, and compare the perform-
ances against the Bloomberg Aggregate
index, the most commonly used bench-

sive vehicles have managed to generate
(lacklustre) results in line with the AGG.

Second, by definition, the index over-
weights issuers with the most debt,
‘which suggests a bias towards lower-
quality companies. Take two examples
in the same industry, Oracle (rated
Baa2/BBB+ by Moody’s and S&P, res-
pectively) and Microsoft (an AAA-rated
“unicorn”). Since Oracleis a larger com-

dislocation, fixed-income index funds
can be whipsawed by outflows, whereas
SMAs are by and large static pools of
capital. While an institution might rede-
ploy cash from bonds to stocks in a
downturn, institutional behaviour
tendstobe less herd-like thanretail.
Index fundsin fixed income can make
sense for smaller institutions unders-
erved by investment managers and
individual investors lacking the critical
mass to achieve liquidity or diversifica-
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Wall Street

PayPal jumped on news that Amazon
would be offering Venmo as a payment
option for orders placed on its website
and mobile app. The online payments
platform owns the digital wallet.

Venmo will be rolled out fo select
Amazon customers this week and be
available to US customers by Black Friday
on November 25.

Health insurer Centene jumped on
news it had signed a strategic
collaboration with Express Scripts, which
would manage the pharmacy benefits for
around 20mn Centene members.

Centene’s third-quarfer earnings of
$130 per share also surpassed the $124
analysts polled by Refinitiv had
estimated.

Bank holding company Limestone
Bancorp rose sharply on news it was
being bought by Peoples Bancorp in an
all-stock merger. Under the terms of the
deal, Limestone investors would receive
090 shares of Peoples stock for each
stock they owned — the equivalent of
$27.25 per share. The bid represented a
39 per cent premium on Monday’s closing
price.

An earnings miss helped send Brown &
Brown fo the botfom of the S&P 500
benchmark, the insurer reporting third-
quarter earnings of 50 cents per share,
T cents below what Wall Street had
expected. Ray Douglas

Europe

Apple's announcement that It was raising
the price of its subscriptions services sent
Universal Music Group rallying.

The Netherlands-based label, which
counts Taylor Swift and Drake among its
arfists, stood fo benefit from the move,
said Citi. Assuming no churn, the broker
calculated that the rise would increase
UMG's music streaming revenue by about
3 per cent and improve its earnings by
between 4 and 5 per cent.

Swedish streaming company Viaplay,
formerly the Nordic Enterfainment Group,
fell after cutting its full-year guidance
and missing analysts’ revenue estimates.

Net sales slid 23 per cenf year on year
to SKr397bn ($357mn), falling short of
the Refinitv-compiled estimate of
SKr417bn, while Nordic organic sales
were expected 1o rise 10 per cent in 2022
against 20 per cent previously forecast.

'Viaplay blamed this performance on a
“general economic slowdown on
advertising and subscription sales”, lower
than expected premium subscription
sales in Norway and a decision fo end an
“unfavourable distribution agreement”.

French fragrance group Interparfums
Jumped off the back of a “record” third-
quarter for net sales, it said.

Michel Atwood, chief financial officer,
said the group remained “on track to
achieve our 2022 goal of approximately
$1bn in nef sales”. Ray Douglas

London

An unexpected executive reshuffle
helped leave HSBC languishing at the
boftom of the FTSE 100 index.

The Asia-focused lender reported an
adjusted pre-tax profit of $6.5bn in the
third quarter, fopping analyst estimates,
but the announcement that its chief
financial officer would be stepping down
came as a surprise.

Ewen Stevenson, who will depart at the
end of this year, was “well respected”,
said Danni Hewson, analyst at AJ Bell.

*Stevenson had a good track record in
his previous job helping to rehabilitate
NatWest .. . and shareholders will be
disappointed not to have his steady hand
at the filler during the current furmoil,”
sald Hewson.

THG, the fasf-moving consumer goods
group, leapt after leaving its full-year
earnings and cash guidance unchanged
and agreeing fo a £156mn banking facility
with three lenders “on highly attractive
ferms”, said Mafthew Moulding, chief
execufive.

Pharma group DeepVerge surged on
news that ifs fundraising process, co-
ordinated by brokers Turner Pope, was
continuing “fo progress”.

The group said this month there could
“be no guarantees that sufficient equity
funds” could be raised to help it repay
loans and “reach profitability and cash
generation during 2023". Ray Douglas
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ARTS

The Film Affrica festival gives
Londonersthe chance to
sample 48 titles from the
continent. By Chipo Muwowo

twenty-something Guin-

ean woman works as head

chefin thekitchen of a resi-

dential home in a French

village close to the Andor-

ran border. One day she walksinto work

and is confronted by a face that brings
her pastviolently into the present.

Marie (Babetida Sadjo) is the protago-

nist of Ellie Foumbi's Our Father, The

Devil, the opening film at this year’s Film

Africa festival in London. Organised by

the Royal African Society, the festival

h Abiant :

and

ican
isa gathering point for African diasporic
communitiesin the UK.

This is the festival’s 10th edition and
will give Londoners the chance to sam-
ple 48 titles from 16 African countries.
Yet most people on the continent are
unlikely to see these films. According to
Unesco, Africa is the most underserved
continent as far as cinema distribution
is concerned. There are about 1,650
screens across the continent, less than
one screen per 790,000 people. In 2020,
the US had a total of 44,000 screens: one
Pper7,500people.

Nigeria, Africa’s most populous coun-
try, produces about 2,500 films a year.
Although Nollywood, the country’s film
industry, is “the best example of Nigeri-
ans consuming what they produce”, as
the writer Chimamanda Ngozi Adichie
observed in 2009, for too long it’s been
the de facto representation of “African
cinema” on the world stage. Special
strands in this year’s Film Africa
include “Beyond Nollywood”, showcas-
ing new-wave content from the country.
And Film Africa chall
preconceived narratives about film
from the continent and the diaspora by
offeringa wider range of cinematic fare.

Our Father, The Devil opens with Marie
looking tense and aloof. It’s a mood that
becomes more familiar as the film goes
on. House parties and chats about boys
offer light relief but it’s short-lived. Her
friendship with a quick-witted, irrever-
ent resident at the residential home is
what seemsto put hermost at ease.

Marie connects with Jeanne (Martine
Amisse). The older woman taught the
younger woman at culinary school a few

‘No Simple Way Home’ is a memoir
documentary by Akuol de Mabior

years earlier. But when the demons
from Marie’s past start to emerge,
these rare moments of laughter disap-
pear, gripping her with rageful, murder-
ousintent.

Foumbi directs the film into murky
moral waters, challenging our tendency
to typecast individuals. She also allows
questions of belonging, conflict and for-
givenessto hangintheair.

The slow movements of the camera
and close-up face shots skilfully build
‘tension, subtle nods to some of Foumbi’s
own cinematic influences. “I was intro-
duced to the French New Wave by the
‘time 1 was 11,” the Cameroonian direc-
‘tor said in a recent interview with Ako-
roko, an African film platform. “1didn’t
realise then that ingesting those films so
‘young really started to shape my aes-
thetic, which expanded when T discov-
ered African cinema.”

No Simple Way Home is another
female-directed production showing at
Film Africa. It's a memoir documentary
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by film-maker Akuol de Mabior, in
which she weaves together stories of her
high-profile family with those of their
country, Sudan. De Mabior's father,
John Garang, died in a helicopter crash
three weeks after being appointed first
vice-president. In the 1980s and 1990s
hehadled the sudan People’s Liberation
Army, aguerrillamovement that fought
against the national government. The
family was forced into exile in Kenya,
only returning after a peace accord was
signed in2005.

She offers up an evenly paced narra-
tion to express the strains of life in the
public eye, all while grieving and trying
to chart her own course. It’s in the con-
text of a fragile peace, personally and
nationally, that de Mabior starts to doc-
ument conversations with her mother
Rebecca, conversations that traverse

i ies for life, hopes and d
They’re reminiscent of the strong oral
traditions of many African cultures,
when wisdom is passed down from the
older to the younger generations.

In The Last Shelter, Malian film-maker
‘Ousmane Samassékou delves into the
familiar story of migrant journeys from
Africa to Europe. But in his documen-
tary, the story isn’t told by European
politicians, charities or border agencies.
It’stold by the migrants themselves.

The Caritas Migrant House is a fragile-
looking building in Gao, Mali, about 650
km from the border with Algeria. It
houses young migrants who have trav-
elled from other parts of north-west
Africa and are readying for the arduous
journey acrossthe Sahara.

The centre volunteers have first-hand
experience of it themselves. And for
Samassékou, the story is personal too.
“My grand-uncle left on an adventure
and 32 years later, we still haven'theard
from him,” he says. The camera move-
ments are slow, the shots considered.
The centre exists to educate, and even

5

“The Last Shelter’ i

Left: Babetida Sadjo is the
star of new film ‘Our
Father, The Devil’

dissuade, the young migrants from
making the potentially perilous journey
across the vast desert. But even in the
midst of weighty conversations, there
are attempts at normalcy: a makeshift
barbershop emerges, a rap battle breaks
out among the young men, two 16-year-
old girls extend a hand of friendship toa
lonely woman in her forties. The lack of
narration allows the viewer to hear
directly from the characters. Their sto-
ries are multi-dimensional and many
have different (even surprising) reasons
for trying to get to Europe.

All three directors — Foumbi, de
Mabior, and Samassékou — have lived
cross-culturally, highlighting the role
that the African diaspora is playing in
shaping African cinema today. One of
the triumphs of the festival is the way in
which it provides a space for African
people to tell the multiplicity of stories

The festival showcases
African cinematic talent
and has become a
gathering point for
diasporic communities

that shape our lives. Other films show-
ing at the festival explore themes such
asbelonging, science fiction or post-par-
tum depression. More than providinga
platform for upcoming African film-
makers, the festival also gives £1,000 to
the makers of the best narrative feature
and best short film, judged by a panel of
experts. Samassékou says: “Today’s
generation of African film directors are
restoring a sense of dignity to [film
across the continent].” That fact is a
cause for celebration.

October 28-November 6, filmaffica.org

Swashbucklers get a new adventure

GAMING

have been here before. Mélée
1sland is as familiar as my own
home: 1 know the lookout on the
mountaintop, the rickety board-
walk by the Scumm Bar, the ocean
all around. Yet on closer inspection, I
notice differences. A new crowd has
moved in, familiar shops are boarded up
and closed. While I am still Guybrush
Threepwood, hapless pirate wannabe, I
now sport a beard flecked with grey.
This place has changed, and T have, too.
1t has been more than a decade since
the last game in the beloved Monkey
Island series and 31 years since Monkey
Island 2: LeChuck’s Revenge, the last
instalment made by the original team of
Ron Gilbert, Tim Schafer and Dave
Grossman. Since then there have been
sequels of varying quality made by dif-
ferent teams, but this year Gilbert and
‘Grossman announced their return, hav-
ingworked on Return to Monkey Island in
secret for two years (Schafer now makes
games with Double Fine Productions).

The “legacy sequel” is a cultural phe-
nomenon where a dormant franchise
that induces soothing waves of nostalgia
in audiences of a certain age is resur-
rected and reanimated. In a media age
where IP is prized more for its familiar-
ity than its relevance, these have
‘become common. The recent sequels to,
say, Top Gunand The Matrix have ranged
in quality from meaningful narrative
continuations to cynical cash grabs.

In the world of gaming, the stakes
can’t get much higher than Monkey
Island. For a generation of gamers, few
series can rival the heady nostalgia this
series invokes. Though the original
game from 1990 may look positively
Jurassic to contemporary players, the

Monkey Island games have always rev-
elled in breaking the fourth wall, so it’s
fitting that this new instalment directly
grapples with the question of what it
means to revisit your past. Guybrush
returns for another swashbuckling
adventure, planning to face the evil
LeChuck and untangle that pesky secret
of Monkey Island, but on arriving, he
finds that he has been mostly forgotten.
Though a new museum of piracy con-
tains relics from his previous adven-
tures, the hipster curator has no idea
‘who he is. Meanwhile the new, ultra-ac-
complished pirate leaders care little for
hishaphazard problem-solving.

‘Witness zany situations
ranging from zombies
who write poetry toa
quest for a sacred tree

Despite these changes, much of this
game will be as reassuringly familiar to
fans as rediscovering a favourite pair of
slippers. It’s still a 2D point-and-click
adventure where you collect bizarre
items which are used to solve puzzles to
push the story on. Returning characters
areajoy, from Guybrush’s wife Elaine to
Murray the talking skull and Stan the
jargon-spouting used ship salesman.

Most importantly, the comic writing
that defined those early games is as
sharp as ever. Witness zany situations
ranging from zombies who write poetry
toaquest for asacred tree prophesied as

Familiar yet
brushed with
change: ‘Return
to Monkey
Island’

providing the perfect wood for mop
handles. It's worth seeking out every
line of dialogue because the hit-rate of
jokes is high: a sundial Guybrush passes
is “running a little fast”. When he’s
asked what he’s been doing, he dead-
pans: “Swashing buckles and so on.”

While the game is stuffed with eccen-
tric puzzles that can feel, in Guybrush’s
own words, “needlessly complicated”,
these are reliably entertaining and gen-
erally havelogical solutions. Inresponse
to the sometimes obtuse challenges of
earlieri here the develop
have added a “casual mode” and a
handy in-game hint book. Thisis notthe
only change they’ve made: the story
takes players to fresh locations such as
Terror Island and the icy Brr Muda, all
drawn ina charmingnew artstyle which
resembles a pop-up picture book.

This childlike aesthetic suits the
game’s framing narrative, which
revolves around an older Guybrush tell-
ing his son a story from his swashbuck-
ling days. As you play through his mem-
ories, the game both comments on and
celebrates its substantial legacy. While
Guybrush’s desire to recapture his glory
days is futile, it’s relatable. When he
goes to the jetty where Stan once sold
ships, now in disrepair, you can direct
Guybrush to spots and click a prompt to
“reflect on happier times”. He contem-
plates insilence for a few momentsuntil
you direct him away, onwards to the
adventure that still lies ahead.

‘Return to Monkey Island’is out now on
Nintendo Switch, PCand Mac

A\

15/20



2022/10/26 21:41

Sponsored by

[finetwealth

e gt R i

All pages from Financial Times (Asia), Wednesday, October 26, 2022

An event from the Financial Times

Wednesday 26 October 2022

tropical cocktail it offered of charming
characters, zany comedy and head-
scratching puzzles felt revelatory on
release, becoming the standard-bearer
for the entire point-and-click adventure
genre. Gilbert and Grossman faced a
tricky question: how best to approach
theirreturn?

* FINANCIAL TIMES

FT BIG READ. LEGAL ACTION

US corporations are using complex legal manoeuvres such as the “Texas two-step’ to shield themselves
from costly litigation. But some judges are beginning to crack down on the controversial practice.
By Jamie Smyth

athan Frei first noticed
the persistent ringing in
his ears shortly after he
returned from training with
the US military.

“I thought it was a noise from
some electronic gadget and started
looking around my apartment to find
it. But then I realised the ringing was
in my head,” says the 35-year-old
former infantry officer from Langley,
‘Washington.

Frei was diagnosed with tinnitus
and now, almost a decade later, is one
of 230,000 personal injury claimants
who are suing the Minnesota-based con-
glomerate 3M, which they allege sold
the army faulty Combat Arms earplugs
that caused their hearingloss.

This is the largest mass tort litigation
in US history. Mass tort litigations are
held in civil courts and involve numer-
ous claimants who allege to have been
wrongfully harmed by a defective prod-
uct or drug. Unlike a class action, in
which multiple plaintiffs join a single
lawsuit, each plaintiff in a mass tort is
treated as an individual.

But the claims against 3M may never
be heard in court if the conglomerate
succeeds in deploying a controversial
bankruptcy strategy aimed at halting
the litigation, which analysts estimate
could cost the company tens of billions
of dollars.

The conglomerate, which denies its
earplugs were faulty and caused hearing
loss, is following a recent trend whereby
US corporations make use of the bank-
ruptcy court not because they are insol-
ventbut to manage tort claims.

3M is following in the footsteps of
healthcare group Johnson & Johnson,
which last year utilised a similar but
slightly different bankruptcy scheme,
known as the “Texas two-step”, ina bid
to shield itself from almost 40,000
claims that its baby talcum powder
caused cancers. J&] denies its products
harmed people and did not respond to
arequest for comment.

‘If[3M and Johnson &
Johnson] succeed,

it would open the
flood gates for others
to follow suit’

The strategy got its catchy name from
a Texasstate statute that allows compa-
nies to split themselves into two sep-
arate entities and ringfence all legal
liabilitiesinto one of them.

The companies’ legal teams claim the
Texas two-step and other similar loop-
holes can be positive for plaintiffs, as
settlements can be reached more equi-
tably and more quickly. They argue the
mass tort system is broken, posing
grave financial risks to companies, and
no longer an efficient forum to deliver
justice to victims.

But tort lawyers say bankruptcy
schemes deployed by solvent corpora-
tions are an abuse of bankruptcy courts
and deny wronged people their right to
trial by jury. Far from hastening a settle-
ment, they argue, the bankruptcy proc-
ess puts the tort cases on hold, thus
removing a key incentive for companies
tonegotiate asettlement.

“These companies are weaponising
the bankruptcy system against mass
tort victims and the standard legal
mechanisms used to compensate peo-
ple who are injured by defective prod-
ucts,” says Adam Levitin, a professor of
law at Georgetown University.

The legal manoeuvre has attracted
criticism from Congress. In February,
Senate Democrats said they were draft-
ing a bill to outlaw the Texas two-step
and similar schemes. Senate judiciary
committee chair Dick Durbin called it
a “get out of jail free card” for large
corporations.

Now the courts are set to weigh in. The
bankruptcy schemes being used by a
pair of defendants — J&] and 3M — are
the subject of high-stakes litigation that
experts say could determine how mass
torts are handled in the future. “If [the
companies] succeed,” says Levitin, “it
would open the flood gates for others
tofollowsuit.”

How the Texas
two-step works

‘Company A uses Texas's

divisive merger sfatute fo split
Itself and create a new subsidiary,
Company B

Company A transfers legal
liabilities to Company B

Company B files for Chapter 11
bankruptcy. It may move to a
more favourable jurisdiction

The mass tort litigation is put

on hold by the bankruptcy
procass. Company A Is free fo
continue with its business and pay
dividends fo shareholders

‘bankruptcy judge. If clai agree
a settlement with the debtor over the
tort claims, then the and

to st the process by lid
ating individual lawsuits filed in federal

courtsinto asinglecourt.

in certain cases third parties, can gain
protection from any future lawsuits
related to injuries allegedly suffered by
people.

One of the biggest proponents of using
‘bankruptcytohandle masstortsis jones
Day, a Cleveland-based law firm that
devised the Texas two-step scheme
deployed by J&J.

1t lauded the scheme as “the greatest
innovation in the history of bank-
ruptcy” at a legal conference in Wash-
ington in April, during which it
explained how J&]J was anticipated to
face a torrent of talc litigation over the
next 50 years.

“What do you do about thatas a com-
pany, no matter how big you are?” asked
Greg Gordon, the Jones Day lawyer who
has litigated all four Texas two-step
Chapter 11 cases.

The first of these cases was filed in
2017 by Georgia Pacific, a subsidiary of
privately held Koch Industries which
still faces billions of dollars of asbestos
claims. French cement group Saint-
Gobain, Trane Technologies and J&]
all followed when hit with a swath of
asbestos-related tort cases.

The scheme utilises a business-
friendly divisional merger law intro-
duced in 1989 in Texas, which enables
companies to divide their assets into
assets and liabilities. They then place
‘the entity facing all the tort claims into
Chapter 11 and ask a judge to pause all
cases against both the subsidiary and
the parent.

The Texas two-step and related strat-
egies, such as the one used by 3M, en-
able the parent companies to remain

In MDLs, a single judge oversees a
process that facilitates a number of
“bellwether” h’lals.w}nrhmnbe usedas
a guide by d. and

When bankruptcy can
help bypass justice

The manufacturer of army
earplugs 3M is following a trend
whereby US corporations, such as
J&]J, have used the bankruptcy

court to manage tort claims
FT rmontage Getry mages/Alamy

islosing its arguments in court. “3Mis
attempting to game the system,” says
Bryan Aylstock, a court-app dlead

moment, he adds. Legal experts are
divided on whether 3M’s initial legal
defeat will blunt companies’ use of
bankruptcy schemes to handle mass
torts —and whether this would be a pos-
itive step.

The benefits of bankruptcy

Supporters of the bankruptcy option
point to the dismissal by a New Jersey
judge of an initial appeal by talc claim-
ants against J&J’s use of the Texas two-
step scheme.

Judge Michael Kaplan concluded the
bankruptcy court was the “optimal
venue” for redressing the harms of
present and future talc claimants and
would ensure a “meaningful, timely,
and equitable recovery”.

“There is nothing to fear in the migra-
tion of tort litigation out of the tort sys-
tem and into the bankruptcy system,”
he wrote. An appeal against Kaplans
ruling concluded last month and a ver-
dictis expected in coming months.

Bankruptcy can indeed benefit claim-
ants when compared to fighting cases in
MDLs, say some legal experts. “There
area lot of great features of bankruptcy
that don’t exist outside of the process.
“You can have this accelerated resolution
and really a great outcome for victims,”
says Samir Parikh, a professor at Lewis
&Clark Law School.

MDLs are less effective in resolving
mass torts, Parikh says, where liability
is disputed and there could be signifi-
cant numbers of future victims. Because
MDLs can only resolve claims pending
in federal court, it does nothing for
those who suffer harms from defective
products or drugs much later. In most
MDLs, only a small fraction of cases are
heard before a jury — meaning most
claimants donot get their day in court.

Atthe same time, because MDLs can-
not offer a comprehensive settlement
with the possibility of finality, defend-
ants are disinclined to put forward their
best and highest settlement offer.

Chapter 11, however, provides the

‘Without the pressure

of trials, companies can
delay and engage ina
breath-holding contest
over settlements’

option of securing a global settlement

whereby all claims are channelled to a
trust d for the sole purpese of

counsel representing earplugs litigants.
“Asking the bankruptcy court to halt
cases is a strategy to gain an unfair

towards how much the overall potential
liability and global settlement might be.

Prior to deploying bankruptcy
schemes, 3M and J&]J were both involved
in MDLs. The judge overseeing the 3M
case had dismissed about 50,000 of the
280,000 claims and organised 16 bell-
wether trialstotry toset the parameters
for a global settlement. Plaintiffs had
won10 of these, and juries had awarded
almost $300mn to claimants.

In court documents justifying its
bankruptcy manoeuvre, 3M said the
litigation had become a “lottery”
whereby some of the 230,000 claimants
against the company would receive out-
sized awards from juries swayed by
emotional Lestlmuny and “outright
false” claims, whil nothing.

Judge Casey Rodgers of Florida, who
spent three years sorting through
almost 280,000 earplugs claims as over-
seer of the MDL process, was scathing in
her own assessment of 3M’s scheme.

“If successful, hundreds of thousands
of individual plaintiffs will be deprived
of their constitutional right to a jury
trial while 3M — a fully solvent and

compensating victims, says Parikh.

The problem with the likes of 3M and
J&] isn’t merely the use of Chapter 11, he
says. “The problem is a number of these
'mass tort defendants have tried to have
their cake and eat it too and have mud-
died the waters by trying to access the
bankruptcy system on their own terms,”
hesays.

Delay, delay. delay

A.lthuugh pn)pmlents of bankruptcy
theycanth pro-

highly Fortune pany
that will never actually file a bank-
ruptcy petition itself — will reap all the
benefits of the bankruptcy system with-
out the attendant burdens,” she said in
an August ruling.

But 3M’s strategy is in danger of
unravelling following an August 26
ruling hy Judge Jeffrey Graham, who is

Bankruptcy, however, could provide
an “equitable, timely, and certain end-
ing to this behemoth litigation”, it
claimed.

“Most of those folks, if we stay in the
MDL process, aren’t going to have their
claims heard or addressed for a long
time,” says Eric Rucker, 3M vice-pres-
ident, associate general counsel, litig-
ation. “It would take many, many years
ordecadestodoit”

claimants did not see it that way.
After a 3M subsidiary liable for the liti-
gauml filed fnrchapterllmjuly halting

its subsidiary’s bankruptcy
inIndiana.

Judge Graham refused a request to
halt all earplugs lmgauon agamst 3M,
paving the way for the trial.

wde a ier resolution for
thatis notalways the casein practice.

So far, the law firm jones Day has
raked in more than $70mn in court-
appointed bankruptcy fees related to
the four Texas two-step cases it has
litigated. But as of yet, no money has
been paid out to claimants.

Clay Thompson, a lawyer who repre-
sents clm.mants who allege J&]J’s baby

e

d their
ruptcy scheme deployed by the com-
pany had delivered a “financial wind-
fall” to sharehold bankruptcy

which would undermine the rationale
for its bankruptcy manoeuvre.

The company has since been granted
leave to appeal. But Aylstock says Judge
Graham’s ruling is “hugely smuﬁcam"

experts and professionals. But money is
notgoingtovictims, headds.

The strategy is best understood as a
delaying tactic, says Levitin of George-
town University. “Wlthollt the pressure
of trialsto focus th

and would give solvent
pluse for thought before they m.empt
to “pervert the bankruptcy system” in
the future.

An upcommg ruling in an appeal by

astormof

controversy broke out.
Veterans’ groups criticised 3M, accus-
ingthe company of “betraying” military

free from restr associ-

ated with the bankruptcy process, such
as mthholdmg dividend payments to

1 for a second time by using
the bankruptcy court to avoid account-
abl.l.lty w0 members.

against J&]’s use of bank-
rupbcy would be another important

B>
==

companies using these b:nkrupwy
schemes can delay and engage in a
breath-holdi
with claimants, many of whom, particu-
larlyin asbestos cases, are very sick.”
Even prominent critics of the MDL
process, including Elizabeth Burch, a
law professor at University of Georgia,
doubt defendants that deploy bank-
ruptcy schemes are motivated by a
desu'e to pravlde afairer outcome.
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‘What'sin it for companies

Companies have used the bankruptcy
process to manage large tort liabilities
in the US since the early 1980s, when
insulation manufacturer Johns Manville
Corporation filed for Chapter 11 — the
section of US bankruptcy law that per-
mits restructuring — to help it reorgan-
ise in the face of $2bn of claims related
toasbestos.

The strategy enables companies to
reorganise their business, keep their
doors open and estimate their total tort

iabi without the disrupti d
by defending multiple civil lawsuits. Lit-
igation is typically placed on hold dur-
ing the process and all cases are drawn
into asingle forum that is overseen by a
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atrust designed to payrnut settlements
tovictims that are agreed during media-
‘tion within the bankruptcy process.
What'sinit for claimants

The companies who utilise bankruptcy
to settle mass tort cases frame it as
advantageous for claimants who other-
‘wise have to navigate complex legal
mechanisms to seek compensation.

Gordon told the Washington confer-
ence the tort system was “literally a
lottery for claimants” and the “large
majority” lost.

Mass torts are typically handled in
so-called multidistrict litigation (MDL),
introduced by Congress in the late 1960s

SOme claImants say the Uncertamty
over the future of the tort cases has
increased their stressand frustration as
they seek redress. “I think it’s a dirty
move,” says Lakobi Hopson, a 39-year-
old Iraq war veteran who claims 3M’s
distinctive yellow and black earplugs,
nicknamed bumblebees by troops,
caused his tinnitus.

Hopson, who is from Louisiana, wants
his case heard before a jury. “We
decided to defend the country;” he says,
“and the fact that [3M] would use us for
profit and then throw us away, again,
‘based on profitisdi: ing.”

Claimants’ lawyers accuse 3M of
“forum shopping” — trying to choose a
court that will manage their claims in
amore favourable manner — because it

L :
Nathan Frei is one of the 230,000
personal injury claimants suing 3M

“Have derendants ever been con-
cerned about speed or fairness for the
plaintiffs? I think defendants are all
about delay,” says Burch. “I think bank-
ruptcy is qualitatively worse for the
plaintiffs,” she adds, both in terms of
delays and compensation.

And for some claimants, the prospect
of not getting the chance to have a trial
before ajury is upsetting.

“There are very few ways as a citizen
in the US that you can hold a company to
accountand thisis one of the ways,” says
Frei, who still serves with the rank of
captain in thereserve National Guard.

“If they can get away with it, then
other companies are going to think well,
you know, I can just hurt people and
itdoesn’t matter.”

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 10%2F26 &ts=20221025194325&uq=20220804103507
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deliberate interference.

While most of us rarely think about
the role precision timing plays in eve-
ryday life —except, perhaps, when the
clocks change by one hour to mark the
shift in seasons, as will happen in
much of Europe this coming weekend
— efforts by NPL to protect the integ-
rity of time signals affirm how impor-
tant thisinvisible utility is.

The global standard for civil time-
keeping is co-ordinated universal
llme, or UTC. It is derived from

Tlected f jcclockskept

in more than 70 timing llboﬂtones
worldwide. The data is averaged
monthly and published in a bulletin.
Leap seconds are occasionally added
to ensure the time measured by
atomic clocks does not drift out of
alignment with the Earth’s rotation.
GNSS satellites, which have
onboard atomic clocks, are synchro-
nised to UTC.

“pretty much all digital infrastruc-
ture relies in some fashion on GPS or
GNSS for time,” says Leon Lobo, who
heads NPL’s National Timing Centre
and is leading its Resilient Enhanced

Wednesday 26 October 2022
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transactions to be timestamped to the
microsecond (the precision allows
forensic analysis of unusual trades).
Another option is to use communica-
tions satellites rather than GNSS. The
key, Lobo says, is to build a terrestrial
timing network with different modes
of operation — and therefore different
modes of failure — sothere is always a
back-up.

The US Federal Aviation Authority,
which is yet to report on what caused
the incidents in Denver and Texas,
wants to move away from
GNSS by 2025 a hmelme that Lubo
describes as “
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recently cautioned that Beijing has
advanced the timetable to seize the
island. Russia’s invasion of Ukraine
resulted in foreign businesses losing
‘tens of billions of dollars on their
Russian assets. Investments in Hong
Kong are likely to suffer a similar
‘wipeout in the event of a war in
Taiwan.

Businesses should pay attention now
and not be lured in by Hong Kong’s
self-serving actions.

Mark L Clifford
President, Committee for Freedom in
Hang Kong Foundation

The UK government’s 2018 B]ack/m
review revealed that a loss of GNSS
services would cost the domestic
economy about £1bn a day — and
advised this was added to the National
Risk Register.

That was, of course, before the pan-
demic. Our digital infrastructure has
since become even more critical.
Timeshave changed —and the way we
certify time must change too.

DG US

A sceptical take on the
‘planetary perspective’
‘Anne-Marie Slaughter’s vision of a
united world, described in her column

“America must be serious about cross-
border challenges” (Opinion, October

The writer is a science

‘You might call it love, and thislove is
not one they would willingly sacrifice
to the planetary perspective.

Deborah Lewis
Washington, DC, US

Peace and progress go
hand in hand, in that order

Anne-Marie Slaughter’s advice to
follow the Joe Biden administration in
giving transnational problems like
climate change the same attention it
does to “geopolitical threats” errs in
placing the two sets of issues in
separate categories (“America must be
serious about cross-border challenges”,
Opinion, October 21).

Although co-operation in managing
transnational problems may supersede
geopolitical rivalry, the latter more
often vitiates the former. Peace and
progress go hand in hand, usually in
that order.

21), would be such a lovely place to Ken Weisbrode
live: no borders, no nationalities. The Department of History
“planetary perspective” magically Faculty of Economics, Administrative and
‘would focus on “all human beings, Social Sciences, Bilkent University
of th ies they live in, Ankara, Turkey
* FINANCIAL TIMES
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stagnating pay, and responding with
genuine change. If they do this, the
government might have a chance of
turning the tide on the staffing crisis
before it’s too late.

Anas Nader

Chief Executive, Patchwork Health
London EC2, UK

England’s investment zone
plan is a zero-sum game
The sooner England’s “investment
zones” plan is scrapped, the better
(Report, October 20). As with their
predecessor, enterprise zones, they will
e a zero-sum game.

Either occupiers just outside the
arbitrary boundary will have higher
costs than their neighbours or, more
likely, those within will pay rents which
are adjusted upwards to reflect the tax
benefit. Far better for the government
to use this capital to reduce the
insufferable business rates burden on
all businesses.

David Hunter
‘Managing Director, Hunter Advisers
Glasgow, UK

T Ux prUt UL 20 avus e
scenario, all countries that decided to
exit the treaty or that have been critical
must now vote against the reform and
create a blocking minority. The old
ECT will then remain in place and as
the EU already concluded the old ECT
is incompatible with its climate
objectives, member states and the EU
will have to leave the treaty.

1f Spain, the Netherlands, France,
Germany and other EU countries want
an effective and co-ordinated
withdrawal, they need to vote down
the ECT reform.
Paul de Clerck
Trade Expert, Friends of the Earth
Europe, Brussels, Belgium

PM should heed this wry
observation about markets

Ithink that Liz Truss forgot, and any
future prime minister should
remember, George Soros’s aphorism:
“Financial markets have a very safe
way of predicting the future. They
causeit.”

Julian Agnew

London SW1, UK

Opinion

Sunak will be a cleaner but not much better prime minister

Janan
Ganesh

sa British Asian of the same
ion, intense feelings

ments into a short career. Among the
prime ministers since the EU referen-
dum of 2016, two voted Remain
(Theresa May, Liz Truss) and one (Boris
Johnson) embraced Leave with the tar-
diness of an opportunist. Britain is now
led for the first time by someone who
believed with real fervour that Brexit
was a good idea. The lost trade, the for-
feited fiscal receipts: he failed to antici-
ts, or overrated the ease of

overwhelm me when I see

Rishi Sunak cross the door

into 10 Downing Street. All
that envy and bitterness will pass,
though.

The question then becomes what to
expect from the youngest UK prime
minister since Napoleonic times. There
is much hope of a restoration of compe-
tence. There shouldn’t be. Yes, Sunak
understood the folly of unfunded tax
cuts at a time of fiscal and current
account deficits. But that is not proof
of a more general wisdom. This is still
the man who subsidised people to dine
out amid a pandemic with no vaccine
insight.

He has crammed a lot of misjudg-

mnlungﬂlem upelsewhere.

He does not even have the excuse of

being a nostalgic. There was and is a

coherent traditionalist case for Brexit.

There was neveraliberal or free-market

one. How a man of modernist, pro-
'h sensibiliti tobeli

erwise is not just an academic mystery.
1t forces the question of what other
eccentric choices he might make as
head of government. Even the percep-
tion of competence is worth something,
of course, in the form of lower borrow-
ing costs for the UK. Just hope that bond
investors don’t examine too deeply
what their perception isbased on.

If his competence is overrated, why
does sunak’s rise feel such a relief?

To answer that, ithelps to recount the
degeneration of public life in recent

Britain isalot closer to Us-grade civic
rot than it realises. Much of the govern-
ing party — MPs, not just grassroots —
entertained the return of Boris Johnson.
I can’t explain their keenness to abase
‘themselves for aman who wouldn’t give

‘them the shirton his back if it was one of
10 he was wearing. Imerely noteit. I also
note that Britain’s institutional erosion
‘both pre- and postdates him. May, who
has been allowed to pose as an elder
stateswoman, ran a foul, judge-baiting
premiership. She put some odd charac-
ters on the Downing Street payroll.
Truss undermined the Treasury and the
‘budget watchdog.

And this mobis in power, remember,

because the alternative was yet more
feral. Labour was under investigation
for anti-Semitism by the Equality and
‘Human Rights Commission as recently
as2020. The presentleader of the oppo-
sition asked the country tomake Jeremy
Corbyn prime minister.

Itis in this context that Sunalc’s eleva-
tion is welcome, even precious. His vir-
tueisn't competence. Itisrectitude. If all
he does for a couple of years isgive insti-
tutions their due and obey the law (not
that he is perfect at that), he will be
a reprieve for British democracy. He
Teminds me of no one so much as
the former Speaker of the US House of
Representatives Paul Ryan. He, too, was
a laissez-faire true believer. He was a

Britain has a three-word constitution:
“have good people”. There are few for-
mal constraints on scoundrels and van-
dals. Sunak and Jeremy Hunt, whose
services he is likely to rel:am aschancel-
lor, won’t need cor

The prime minister’s first contribu-
tion to Britain’s civic health will be an
act of omission, not commission. There
will be no general election anytime
soon. Nor should there be. The UK sys-
tem does not recognise the concept of a
direct prime ministerial “mandate”.
Those who demand one aren’t just
hypocrites (how quiet they were when
Gordon Brown passed three years as an
unelected premier). They are encourag-
inga demagogic interpretation of repre-

. 1 )

stilted performer in the way ideol
so often are. But he had the moral clarity
after years of vacillati

to see that his party had crossed into
the dark side. Ryan’s answer was to take
his sheepish leave of Washington.
Sunalk’s was to quit the Johnson cabinet
and wait tolive again. Neither is a profile
in courage. But it is possible to think of
things they wouldn't be prepared to do
or say, however expedient.

The world awaits Sunalc’s fiscal plans,
but the UK is a fading economy regard-
less. What it can still salvage is its demo-
cratic pride. For some Tories, the new
prime minister is a company man: a
creature of institutions, nota shaker-up
of them. What was a slur is now the
highestcommendation.

Jjanan.ganesh@ft.com

Immigration
policy cannot fix

thejob

Sarah
O'Connor

o

y

ritain’s economy is in a tough
spot — a fact not lost on new
prime minister Rishi Sunak.
One question he will have to
grapple with is whether more
immigration could help. It’s a touchy
subject in the Conservative party. Some
believe additional immigration would
raise growth and improve the outlook
for the tattered public finances; others
say it would be a betrayal of Brexit vot-
ers who wanted less immigration, not
more. “Mass immigration has already
made our economic problems worse: we
cannotexpecta cause of our illnesstobe
its cure,” Nick Timothy, former aide to
previous Conservative prime minister
Theresa May, wrote recently.

But “immigration is good” versus
“immigration is bad” is a stale debate
that has never served the country well.
Sunak would do better tolook at what s
actually going on in the real economy.

since January 2021, the UK’s immi-
gration policy has had two quite differ-
ent strands. It is now fairly welcoming
for people coming to do jobs above a cer-
tain skill and salary threshold, but for
the most part it does not allow emplov-

market

to try to wean the British economy off
lower-paid migrant labour, which the
government argued was bad for local
workers and disincentivised employers
from investing in technology and
training.

On the higher-paid side, the policy
has been pretty smooth so far. Plenty of
people have come on skilled worker and
healthcare visas — indeed, experts think
iti: «overall net migration i
nuwrlmningathlgher levels than before
the pandemic (though we don’t have
official statistics on that yet). The aca-
demic evidence suggests that skilled
migrants help to increase gross domes-
tic product per capita and innovation.
And the British public doesn’t seem to
mind so far: opinion surveys suggest
immigration has slipped well down the
list of people’s concerns.

But there is a certain arrogance to the
notion the UK government can just
order up more skilled workers from
abroad whenever it wants. With the
pound so weak and the economy proba-
bly heading into recession, thatisn’ta
given. Other countries are seeking to
attract skilled migrants too as they try
to recover from the pandemic. Over the
past year or so, Germany, the US, Bul-
garia and New Zealand among others
have made changes to their immigra-
tion systems to make it easier to attract
skilled workers.

1f the UK wants to compete, it should
reconsider the high fees it charges for its
visas. The total cost for a single person

ple, compared with about £270 for Can-
ada and £1,900 for the US, according to
areport by the All-Party Parliamentary
Group on Migration.

The question of whether Britain
should become more open to low-paid
migrant workers is trickier. It’s clear
thata number of sectors that had relied
on EU workers under freedom of move-
ment are now struggling with labour
shortages, from hospitality to food and
drink manufacturing. In a sense, that
‘was the point of the government’s policy
— to put those employers under pres-
sure to dosomethingdifferently. it’s also
hard to disentangle the effect of Brexit
from other factors such as the pan-
demic, which has caused labour short-
agesincountriesall around the world.

Tthink it’s clear that in some occupa-

tions, local workers have benefited from
the end of freedom of movement. Many
HGYV drivers, for example, have seen
pay rises in the range 0f 10 to 20 per cent
since they found themselves in short
supply, unions say. Brexit wasn't the
only cause of the shortage, but for
many years migration from the EU
helped employers to limp on with an
employment model based on relatively
low pay for antisocial hours and a lot of
responsibility.

That said, there are plenty of other
sectors that have struggled to raise
wages even though they can’t find
enough staff. A study by the Institute for
Fiscal Studies found that vacancies for
lower-paid jobs rose a lot between 2019
and 2021, but there was no correlation
between vacancy growth and wage
growth. Chris Forde, an academic who
has been studying employer responses
to Brexit, says there is also little slgn yet
of ies investin

automated . . . [but] they’re really
expensive and they’re long-term
investments.”

The lesson from this experience is
that cutting off immigration isn’t the
best tool with which to tackle problems
such as low pay, poor wnrlculg condi-
tions or weak i iall

American

businesses
must stand
with Europe

Suzanne
Clark

ne of the great lessons

of the 20th century has

been driven home yet

again this year: America

ignores trouble in Europe
atitsown peril.

As the war in Ukraine reaches an
inflection point, the US business com-
munity is assessing how the energy and
food price shocks and other economic
consequences will reverberate in the
country’s economy — and worldwide —
in the months and years to come.

We are particularly concerned about
the impact on our friends and allies
across the Atlantic, where the US cham-
ber partners with a network of more
than 40 American chambers of com-
merce in Europe. We anticipate that
Europe’s energy crisis will persist for
years. This winter may not be as bad for
Europeans as initially anticipated —
Europe’s gas storage sites are now at
more than 90 per cent of capacity with
dramatically expanded exports of lique-
fied natural gas from the US and addi-
tional supply from Norway. But alot can
gowrong — from a colder than expected
winter to malfunctioning pipelines.
Natural gas prices are already up 10-fold
and European energy costs have risen to
12 per cent of gross domestic product,
nearly triple its historical average. This
isdriving up the cost of electricity, man-
ufacturing and nearly all other eco-
nomicactivities across Europe.

Added to that, thousands of European
companies are nearing the end of their
fixed energy contracts and will be forced
to renew at much higher prices. Euro-
pean households may have enough gas

to stay warm this winter, but we are
alrea ing industri i or
completely shutting down. Many other
production facilities will probably close
or move abroad over the coming
months, and next winter may be even
tougher after existing energy reserves
have been depleted.

‘when government action or mamun in
other policy areas (such as dreadful
enforcement of employment law) is
pulling in the opposite direction.

But issuing a spree of visas for people
inlow-paid sectors isn’t risk-free either.
'Visas that tie workers to their employer
and potentially expose them to illegal
recruitment fees in their home country
could be arecipe for a new and exploited
group of workers in Britain’s economy.
Nor would it change the country’s
underlying problems with lax labour
market rules and under-investment in
technology and skills.

igration wasn’t the cause of all

an alternative: “Employers we’ve spo-
ken to have snoken about the auite pro-

Britain’s problems. But it won’t be an
easv solution to them either.

As a result, many American compa-
nies are concerned about shortages,
ially those with f:
facl]mesm Europe or that rely on Euro-
pean inputs. The USimported $775bnin
goods and services from Europe in
2020. There is no way around it: areces-
sion affecting Furope, America’s largest
trade and investment partner, will also
reduce output and slow growth in the
US. Some American companies, includ-
ing consumer goods manufacturers,
steel and chemical manufacturers, auto
companies and more have already
scaled back production due to condi-
tions acrossthe Atlantic.
The declining values of the euro and
British pound versus the dollar will also

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 10%2F26 &ts=20221025194325&uq=20220804103507

18/20



2022/10/26 21:41

ers loMrépecplefrom abroadtodolow-
paid jobs. This was a deliberate decision

entering the UK as a skilled ;;or‘ker for
three years would be £5,681, for exam-

All pages from Financial Times (Asia), Wednesday, October 26, 2022

found challenges associated with auto-
mation — yes some processes can be

sarah.oconnor@ft.com

Sylvie
Kauffmann

rom a European perspective,

the only good news from

London came on sunday when

Boris Johnson made it known

that he would not run for the
leadership of the Conservative party.
“After two difficult days considering
the possibility of his return, this was
a big relief,” one senior EU official
admitted.

Not that Liz Truss will be missed —
any early hopes of goodwill from her
government in the relationship with the
EU had quickly evaporated. But having
to cope with Johnson’s antics again was
'more than Brussels could bear.

Then came another cause for relief:
Rishi Sunak’s acclamation as the next
prime minister. In EU circles, Sunak was
seen as the voice of reason in the john-
son government and the most reluctant
to engage in a trade war with Brussels.

A wary EU greets Britains new premier with relief

When chaos hits, you take comfort
where you can.

For many Europeans, the only sur-
prise of the British political and eco-
nomic mayhem of the past few weeks is
the lack of debate about its real cause:
nooneinvolved seems to blame Brexit.

On the other side of the Channel,
Brexit is the elephant in the room.
Six years on, the prevailing view in
the EU is that it was, as former French
president Nicolas Sarkozy put it last
week, “a major aberration of historic
proportions”.

Brexit has become the best advertise-
ment for EU membership — populist
politicians, east and west, have now
dropped any pretence of leaving the
bloc. Indeed, many observers credit
the Brexit experiment with convincing
the new far right prime minister of
Italy, Giorgia Meloni, to strengthen
her European credentials. Comparing
Britain to Italy is definitely unfair — the
last thing Italy wants is to end up like
Britain.

“Brexit was based on an act of
immense stupidity,” says one European
leader (on the condition of anonymity).

“It was sold by politicians who promised
a sort of great Singapore but voted for
by people who were unhappy about
globalisation.” As the leader went on to
spell out, thisis an impossible mandate
‘to deliver on.

None of Brexit’s promises could be
fulfilled. The City of London did not
take over world finance, foreign invest-
ment did not flood in, major free trade
agreements could not be concluded.

Brexit ambitions clashed with real-
‘world conditions: a pandemic, the rise

Alexander Lambsdorff. “Brexit devours
itschildren.”

Yet there is no schadenfreude on
the EU’s part about this self-inflicted
wound. Britain’s travails are another
challenge to the west’s standing on the
global scene. A selection process which
sends unelected prime ministers to
Downing Street does not reflect well on
the strength of democratic systems two
weeks from midterm elections in the
Us, where voting rights will again be a
bigissue. Declining turnouts, weakened
political parties and loss of trust in polit-
ical institutions have become a common
feature of western democracies.

Britain may have left the EU, but the
populist trend that brought Brexit has
not. Many European governments are
grappling with shaky coalitions, includ-
ing with far-right parties which claim to
haveb i

of protectionism, tensions with China
and the war in Ukraine.

Finally, the financial markets took
back control. “This is what happens
when you cut your country off
from your biggest and most important
market,” noted German liberal MP

In France, Marine Le Pen’s Rassem-
blement National now has 89 members
of the National Assembly. They look
with envy at the electoral victory of
Meloni’s post-fascist party, Brothers
of Italy. Meloni’s professed goodwill
towards EU leaders puts some of them,

* FINANCIAL TIMES

like Emmanuel Macron, in an awkward
position. Her ideology will bring her
closer to the Polish leadership than to
the Franco-German tandem — which
is also, incidentally, going through a
rough patch.

1f sunak makes the right choices, the
powerful shock of the war in Ukraine,
‘which has upset so many internal Euro-
pean dynamics, could actually push
London and the EU to resume talks
and work through their remaining
differences.

Truss’s trip to Prague to participate in
the summit of 44 European countries
earlier this month, a French initiative,
‘was seen as a positive step which EU
leaders will want to build on. Sunak and
Macron, both former bankers in their
early forties, may find some chemistry.

Meanwhile, while perfectly aware
that Brexit is here to stay, the EU has
started a dialogue with the Labour
party. Just in case a general election
comes sooner than pl:

The writer is a columnist at Le Monde
and fellow of the Robert Bosch Academy in
Berlin

have unpredictable impacts, positive
and negative, for US companies.

So, what can we do to help the transat-
lantic business community? The imme-
diate answer is that the US has an oppor-
tunity — and a respensibility — to
increase its energy leadership to help
our allies, and our own nation, weather
this storm. That is why the chamber and
others are urging the American govern-
ment to pass permit reform to support
timely development of new energy
infrastructure, from pipelines and criti-
cal mineral mining to renewable gener-
ation. Bolstering our domestic produc-
tion and transport will be critical to
helping our European partners.

The stakes are high. The economic
fallout from the war in Ukraine will rip-
ple throughout the global economy for
years to come. A long and deep reces-
sion will chip away at Europe’s competi-
tiveness. The continent’s share of the
global economy has been declining over
the past 15 years and this could acceler-
ate that decline.

Moreover, a weakened Europe is not
intheinterest of the US. We are partners
for a reason, having built prosperous
societies based on democracy, free
enterprise and a rules-based interna-
tional order. Those very principles are
being challenged by Russia’s invasion of
Ukraine. For the sake of America’s own
interests — and the world — we need to
make sure Europe remains strong and
prosperous.

The writer is president and chief executive
ofthe US Chamber of Commerce
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Buy-to-let lenders:
generation rent strike

Views from the top make a hillwalker’s
arduous climb worthwhile. It is getting
down that strains the sinews. UK
challenger banks have a similar
problem. Many specialise in buy-to-let
residential mortgages. Some senior
bankers privately believe higher
interest rates will expose these to
exceptional strains.

Banks such as OSB Group and
Paragon, at peak profitability, say they
see no signs of stress on their BTL loan
books. But markets have walked their
share prices down 30 per cent since
mid-August, a steeper fall than for high
street banks. They trade at mid single-
digit forward price/earnings ratios.

There is genuine reason for concern.
Typical fixed five-year UK mortgage
rates have soared this year, from below
2 per cent to more than 6 per cent
today. BTL mortgages are typically
interest-only, which means they lack
the safety valve of lower capital
repayments.

For alandlord who has borrowed
perhaps 70 per cent against the value
of a home, higher rates will crimp cash
flow. Passing these on to tenants will be
difficult during a cost of living crisis.

The most recent ONS lifestyle survey
of households shows almost a third of
respondents struggle to keep up with
rent. Landlords face added costs to
meet new environmental regulations,
points out Ray Boulger at John Charcol.
Some may instead try to offload
properties into a ing market.

raising debt to buy new properties.
Expect the BTL business to grind
ever slower as fixed-rate mortgage
borrowers are forced to refinance. BTL
lenders and investors should watch for
stumbles on their way downhill

- . .
Rémy Cointreau: sober reflections
The French cognac maker has benefited from the growing popularity of expensive spirits, as it has shifted its
portfolio fowards high-end brands. That has helped Rémy Cointreau lift operating profit margins. Ifs
valuation mulfiple has fallen back. But it Is still valued more richly than its peers.

Sales of expensive spirits have boomed
Global compound annual growth rate by value (%)

Operating profit margin (%)

Rémy Cointreau's profitability has risen

Source: S&P Capital I3

2014 2015 2016 2017 2018 2019 2020 2021 2022

The multiple has fallen from its pandemic high
Share price-to-earnings ratio

Rémy Colntreau

Warner Bros Discovery: —I'm- - BB N ’5’2
losing the plot i
0 Pernod Ricard
. MM 30
‘Warner Brother Discovery seems eongfiing oy
to be losing the plot. In early spring, Diageo 20
Dl Value ‘ Premium Ultra ‘ B 0
acquisition of Warner Media assets T T
from ATA&T. Broadcasting group HBO Standard Super Prestige 2017 2018 2019 2020 2021 2022
was the biggest trophy. FT graphic Sources: lefferles, WSR Source: S&P Capital 1Q
The fortified US media group was
supposed to be a serious rival to Is the party over for Cognac maker and the economic outlook is operating profit margins by nearly
Disney, Netflix and Comcast. For now, Rémy Cointreau? Its shares are down | deteriorating. But that cyclical a third to 33 per cent by 2030.
it looks like the latest M&A meltdown. a quarter this year, after falling phenomenon overlays a secular Input cost inflation is not a big threat,
Late on Monday, WBD said that it 6 per cent yesterday. That was trend for a growing demographic of with gross margins close to 70 per
would take as much as $4.3bn in after the French premium drinks better-off people with money to spend | cent. Its rising profitability helps
restructuring charges. The bulk of maker said consumption trends on fancy drinks. Rémy Cointreau may explain why the shares trade ona
these consist of content impairments would return to normal in the be able to contain damage from the price/earnings ratio that is more than
and development write-offs. This will second half, on the heels of two first shift by exploiting the second. a third higher than peers Pernod
not be the last we hear of the money pit “outstanding” years. Sales were hard hit in the global Ricard and Diageo.
created by the streaming wars So far, demand for the strong financial crisis, dipping 13 per cent in As the maker of brands such as
Hollywood was left in shock earlier stuff has held up remarkably well. 2009. Rémy Cointreau dismisses talk of | Louis XIII, which can sell for up to
this year when WBD shelved the Organic sales rose a fifth in the first a big decline this time. It thinks sales $30,000 a bottle, Rémy Cointreau

release of the Batgirl film adaptation.
In summer, it admitted it had reduced
its $10bn operating profit target for
2022 by as much as a tenth.

is trying to smasl

six months, on top of an increase of
more than a half for the same period
in the previous year. But lower
demand is inevitable. The pandemic
boost was driven by stuck-at-home

Media integrations are messy. WBD
h disp i

together amid an economic slowdown
and ads slump. still, front-loading bad
financial results is an age-old plot
device to set up a happy ending.
shares of WBD moved

Paragon and OSB have £11.8bn and
just over £9bn of BTL loans on their
books, making up the majority. Their
capital buffers are decent. Paragon had
a common equity tier one capital ratio
of 15.9 per cent, and OSB 18.9 per cent,
as of June. The latter has not released
any of its pandemic-era provisions.

Both lenders say that would-be UK
renters healthily outnumber rental
properties. Average rental listings at
agent branches have dropped nearly
60 per cent in just two years, according
to Zoopla, a listings service. Everyone
needs a place to shelter.

They need to eat as well. Some
tenants with unaffordable housing
costs will move in with friends or
family instead. At the same time, rising
costs will give even the most prudent
BTL landlords pause for thought about

little. Wall Street was already braced
for bad news. Since the deal closed,
'WBD shares are down by nearly half.
Investors now worry that a $50bn debt
load looks bloated compared with a
market capitalisation of just $30bn.

WBD says that of $4bn in potential
charges, cash costs only represent
about a quarter. That might be
comforting except that just months ago
it shelled out $42bn to AT&T and gave
shareholders in the telecoms group 71
per cent of the new WBD. According to
filings, the transaction has generated
$21bn alone in goodwill, representing
the excess purchase price that cannot
be allocated to specific assets.

WBD believes that in the next year or
two it will become a streamlined cash
machine. At that moment of triumph,
accounting charges from yesteryear

s with limited spending
opportunities.
Now leisure opportunities abound

‘would mean little. Today’s write-offs
are an ominous warning against
ing that is a foregone

Juul:
running on vapour

Seven years ago, San Francisco start-up
Juul made electronic cigarettes into an
unlikely status symbol. Shaped like
USB sticks, they had the sheen of a tech
product and a valuation to match,
hitting $10bn in record time. Now it
is reportedly in talks with two of its
investors — Nick Pritzker, the Hyatt
Hotels heir, and Riaz Valani, a partner
at Global Asset Capital — about a
‘bailout to avoid a bankruptcy filing.
‘What went wrong? Juul’s problems

will settle at “new normal” levels well
above pre-pandemic levels. Its
marketing machine is focused on five
top global brands. Higher-priced spirits
proved more resilient in the financial
crisis than cheaper brands.

Boss Eric Vallat reckons the
company is on course to push up

are inextricably linked to its success.
E-cigarettes were first marketed as a
‘way to turn smokers into non-smokers.
They allow addicts to get their hit
witheut inhaling tobacco chemicals.

But young people who did not smoke
were lured into “juuling” by the
brand’s social media presence and
exotic flavours. That sparked new
health concerns. This year, the Food
and Drug Administration ordered
Juul to remove its products from US
shelves. There is a temporary stay
on that decision but Altria, which
paid $12.8bn for 35 per cent of the
company in 2018, has written down
its investment to $450mn. Altria,
which makes Marlboro and other
brands, trades on a forward earnings
ratio a third below Philip Morris.

Juul cannot take all of the blame for

has something in common with
Tuxury goods makers. And as
strong results from handbag maker
Hermés exemplified last week,
‘wealthy shoppers are still splashing
the cash. That cachet should help
fortify Rémy Cointreau against

the downturn.

teen vaping. It is no longer the biggest
e-cigarette maker in the US. Products
from rivals such as BAT subsidiary
Reynolds’ Vuse are also popular.

still, Juul’s high profile means it is
the target for anti-vaping activism. It
no longer has a non-compete deal with
Altria, 50 is free to look for another
buyer. Going it alone will be difficult.
1t needs funds. It has agreed to pay
$438.5mn to 33 US states and Puerto
Rico to resolve allegations that it was
marketing to underage users.

Juul has already stopped selling
fruit flavours and has changed its
marketing. But it needs to draw back
further. It should reduce the nicotine
content in its vapes and find robust
data that proves vapes can stop adults
from smoking cigarettes. Health, not
fashion, is Juul’s way out.
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Rising interest rates and elevated
prices at the pump have done little to
damp Americans’ enthusiasm for
expensive, gas guzzling pick-up trucks
and SUVs.

At General Motors, sales hit a
third-quarter record high of $42bn.
The Detroit carmaker swerved around
supply chain potholes that have
tripped up its rivals. Car buyers
meanwhile have continued to
stump up for new vehicles.

GM’s surprisingly strong results
stand in contrast to those of Ford
Motor. The latter warned last month
that parts shortages and rising costs
would hit third-quarter earnings.

‘Yet GM shares, which rose nearly
4 per cent yesterday, remain down
nearly 40 per cent this year. At just five
times forward earnings, the valuation
of the stock is less than half what it was
a year ago.

The market is right to wonder how
much gas GM has left in the tank. The
$54bn automaker run by Mary Barra
has had a good pandemic. Demand
outpaced supplies of new cars.
Financing was easy to come by
thanks to low rates and a jump in
used vehicle prices.

For now, GM says there has been no
slowdown in demand or pushback
against price increases. But tougher
economic conditions mean 2022 may
be as good as it gets.

GM’s third quarter numbers do not
tell us much about future demand. The
56 per cent jump in revenue looks
impressive. But much of the gain can
be attributed to the automaker
working through a backlog of vehicles
that it had not been able to deliver
in the previous quarter because of
parts shortages.

The company said it had cleared
about three-quarters of the june
backlog of 90,000 vehicles.

Margins remain under pressure
from higher input costs. These fell
1.1 percentage points year on year.
However, net income still jumped
36 per cent to $3.3bn.

Tellingly, GM left its profit outlock
for the full year unchanged. With
dealer inventory rising, supply chains
still fragile, and the need to continue
spending on EVs and Cruise, that may
just be as well.
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ACROSS
1 Irritating fype emptied large kifchen
utensil (6)
4 One who fought as revolutionary in
rudimentary resistance (8)
10 Steerpike, frapped in dilapidated castle,
is resilient (7)
11 Model soldier aiven leave before end of
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12 Drew on section of omnibus edifion (&)

13 Paper regularly follows a lead on
employee (10)

16 Copies note about agricultural
implements (6)

17 Brutal defeat by ltaly dishearfened
everyone (7)

20 Painter almost captures essence of
extremely masculine hunter (7)

21 Infernational award keeps Ireland's
foremost bachelor in drink (6)

24 Intrusive editor checks questionable old
‘memes (10)

25 Plant a flower without earth (4)

27 English king consumed by infection
around appendage (7

29 Difficulty arranging route across
Bengal's borders (7)

30 Start of trail in coastal reserve (3,5)

31 Wood from Spain is briefly stored in
citadel (6)

1 Disconfented partner avoids making
introductions (8)

JOTTER PAD

Solution 17,234

2 Fail o chastise clumsy head porters
G35

3 Outdated instrument spoils broadcast
@

5 Conversation about art in gym goes
over everyone's head (8)
& Well, 'm enthralled by film about
renaissance period? (10
7 Detective finally retracting cruel
comment 3)
8 Raising some cash for constituent of
Wensleydale (6)
9 Check out room (5)
14 One banal line about European cannot
be denied
15 Intractable puzzle involves 70's band
smuggling lithium (10)
18 Waste reports feacher wrofe (8)
19 Resolute model supporis measure
adopted by classical beauty (4-4)
22 Those in club inifially ignored burning
matter (6)
23 Times condemned sfrike (5)
26 Mad Mexican caught in foilet (4)
28 Fight to get female sport on felevision,
primarily (3)
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