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China feels shockwaves from property crash
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Warning shot
Seoul alert to
missile threat

A South Korean Air Force F-15K drops
two bombs against a target at Jikdo
weapons range in the Yellow Sea yester-
day, during a precision bombing drill in
response to North Korea’s firing a ballis-
tic missile over Japan.

Japanese prime minister Fumio Kish-
ida called the North Korean launch, the
first over Japan since 2017, “barbaric”.

The US described it as “dangerous and
reckless”. Some train services in north-
ern Japan were suspended but govern-
ment officials said no damage had been
reported.

Japan estimated that the missile
reached an altitude of 1,000km and
travelled about 4,600km.

Yesterday’s launch was North Korea’s
fifth in 10 days, following military drills
between the US, South Korea and Japan
and a recent visit to the region by US
vice-president Kamala Harris.
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Musk agrees to pay $44bn for Twitter
2 weeks before courtroom showdown

e Go-ahead offered on original deal @ Suspicion of delay tactics @ No certainty on end to legal battle

JAMES FONTANELLA-KHAN,
ORTENCA ALIAJ AND

SUJEET INDAP — NEW YOR

HANNAH MURPHY — SAN FRANCIS(O

Elon Musk has offered to buy Twitter
for the initially agreed price of $44bn, in
amove that could put an end to one of
the most high-profile corporate legal
battles in decades, according to three
people familiar with the matter.

The chief executive of electric car-
maker Tesla sent a letter to the social
media group on Monday night offering
to go ahead with the deal, less than two
weeks before the two sides were setto go
to trial in Delaware Chancery Court.

Twitter’s legal team is examining the
letter sent by the billionaire entrepre-
neur, according to people briefed on the
matter. Itis not clear if Twitter will agree

to proceed with the deal without guar-
antees ontimingand certainty of closing
it, the people added.

An emergency court hearing on the
matter was expected to take place as
soon as yesterday, according to two peo-
plefamiliar with the situation.

A person close to Twitter said the
social media company was concerned
that Musk might be offering to proceed
with the deal in an effort to delay a trial
Another person close to Twitter said the

matter was not yet fully resolved.

Shares in Twitter rose about 13 per
cent to $48 before being halted after
Bloomberg first reported that Musk had
proposed to proceed with a deal.

The Tesla chief initially agreed in
April to take over Twitter for $54.20 2
share.

Just months later, in July, he said he
intended to pull out of the deal, citing

The two parties have issued dozens of
subpoenas to investors, bankers and
others involved in the deal, and each has
accused the other of not co-operating.
Last month, Musk amended his com-
plaint to include allegations from
former Twitter executive Peter Zatko
that the company misled investors on
its security practices — claims that were
only made publlc after Musk first

ull out.

concerns that pany had misled
regulators and investors over the num- The social med]ammpany denied the
‘ber of fak the platform. allegations.

The social media group
is thought unlikely to
agree to the deal without
guarantees on timing

Twitter sued Musk to complete the
deal, arguing that his attempt to back
oout was motivated by the need to pro-
tect his financial interests during a
‘downturn in tech stocks rather than any
valid concern over account numbers.

A trial was set to begin on October 17.

Musk’s attempt to avoid a protracted
legal battle, which has already resulted
in the release of his private text mes-
sages with well-known tech figures,
adds another twist toa deal that has cap-
tivated the corporate world.

While most observers believed it

‘would be near impossible for Musk to
back out of the watertight agreement,
they were also curiousto see whether he
could get away with it. They also wanted
to see what that might mean for M&A
contracts broadly.

Historically it has been extremely dif-
ficult for buyers who agree to a deal to
walk away unless there are extraordi-
nary breaches of the merger agreement.

A coterie of Wall Street banks that
signed up to provide $13bn of financing
for the deal now face a probably difficult
path in trying to unload the debt, given
the sell-off inthe leveraged finance mar-
ket. The banks may have to fund it at
least partially themselves.

Twitter did not immediately respond
toarequest for comment.
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How big is the Credit Suisse capital hole?

» IMF alert on illiquid funds
A surge of outflows from funds
allowing frequent investor
withdrawals but holding harder
to sell assets could amplify
market stress, the multilateral
lender has warned.— pace 10

» US job listings shrink
Labour data have shown that
employers cut more than 1mn job
openings in August as the Federal
Reserve’s bid to cool the economy
hit the jobs market.— pace 2

» Russians pushed back
Ukraine’s military has made
progress on two heavily fortified
fronts to the east and south of the
country, as it recaptures territory
claimed by the Kremlin.— pace 3

» China eyes embassy plans
Beijing has demanded the floor
plans of properties rented by
foreign missions in Hong Kong,
sparking fears that they could be
used to plant bugs.— PAGE &

» PwC to poach EY staff
The professional services group
has said it will target staff from its
Big Four rival to capitalise on
“uncertainty” caused by its
decision to split in two.— PAGE 6

» Arm job cuts raise alarm
The British chip designer has cut
40 per cent of the workforce it
recruited as part of a pledge by
SoftBank to the UK government
when it bought the group.— pace 8

Datawatch

Lidl goes a long way
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in the 12 weeks ending Sep 10
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With food inflation accelerating and UK
shoppers focusing on buying less and
more often fo help manage rising food
bills, the low-cost supermarket Lidl has
become the fastest growing grocery
retailer in the couniry

Bridgewater enters new
era as Dallo cedes control

Saudi Arabia and Russia set to deepen
production cuts at oil nations meeting

DAVID SHEPPARD — VIENNA
DEREK BROWER — SAN FRANCISCO

Saudi Arabia is seeking to raise oil
prices at a crucial meeting today in
Vienna in a move set to anger the US
and aid Russia.

Riyadh, Moscow and other producers

and the US has maybe been a little slow
or unwilling to acknowledge that in
energy matters,” said Raad Alkadiri, an
analyst at Eurasia Group.

“Ifthey want a higher oil price they’ve
clearly indicated they’re going to pursue
that, even if it results in a tit-for-tat
response from the US.”

ing production, not quota levels that
some Opec+ member countries have
‘been unable to fulfil after years of mis-
‘management and under-investment.
such a cut is likely to have a big
impact on prices, which have fallen over
the past few months in a fillip to the
electoral chances of US president Joe
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Energy crisis

US outlines ‘benefit’ of Russian oil price cap

Largest emerging nations
will make huge savings,
claims Treasury report

JAMES POLITI — WASHINGTON

The US Treasury has estimated the G7’s
plan to cap the price of Russian oil
exports could yield $160bn in annual
savings for the 50 largest emerging mar-
Kkets, as Washington insists the scheme it
has championed will keep a lid on
energy costs around the world.

The analysis was developed ahead of
the IMF and World Bank’s annual meet-
ings next week, where high energy costs
triggered by Russia’s invasion of
Ukraine will take centre smge as one of

The G7 approved plans fora price cap
on purchases of Russian oil last month
with an aim of cutting revenue for the
Kremlin to wage war in Ukraine.

Starting in December, it would allow
western companies to service and
insure Russian oil cargoes around the
world, exempting them from EU and
other western embargoes, as long as
sales are made below the cap.

Western allies still have to agree on
the level at which the cap will be set.
Wally Adeyemo, the deputy Treasury
secretary, told CNBC last week it would
be “well above” Russia’s cost of produc-
tion in an effort to punish Moscow with-
out spurring Russian oil companies to
scale back supplies.

However, there are still doubts and

the heaviest

in the oil market about the

omy. At the same nme, the Opec+ oil
producers’ cartelis pl new cutsin
supply atits meeting this week.

extent to which one of the most nnvel
international economic poli
experiments ever attempted will work

in practice, what its effect will be on the
market and how Russiawill react.

The US Treasury’s study — expected
‘to be shared with external partners in
the coming weeks — compares the
impact on the global oil market of a
functioning price cap plan for Russian

‘All net oil importing
EMs would benefit
from lower oil prices’

US Treasury official

oil with a scenario in which embargoes
‘were in place without exemptions for
shipments undera price cap. The Treas-
ury declined to specify which price level
‘would lead to $160bn in savings.

“While there is significant uncer-
tainty, a Treasury analysis finds that in
aggregate, the price cap exception could

save the 50 largest emerging market
(EM) and low-income countries (LIC)
about $160bn annually in spendmg on

ernments and companies around the
world to embrace the G7 plan, even if
theydunﬂtfnrma]lyslgn up to the coali-

oilimports,” a Treasury

“This means that countries have a sig-
nificant incentive to benefit from the
price cap, including purchasers like
China and India, and that all net oil
importing EMs would benefit from
lower oil prices”

According to a Treasury official, the
Europe and central Asia region is the
most dependent on net oil and oil prod-
uct imports, which account for 4.7 per
cent of gross domestic product, or
$55bn.

In 16 emerging markets, ranging
from Mali to Turkey, El salvador and
Thailand, net oil imports account for
more than 5 per cent of GDP, the Treas-
ury said.

‘Washington is counting more on
carrots than on sticks to convince gov-

the price cap.

To date, a decline in Russian oil
exports to Europe has been largely off-
set by shipments rerouted to customers.
such as China, India and Turkey. How-
ever, the International Energy Agency
has forecast that Russian oil production
will fall sharply once the EU embargo
comes into full force, a risk that could
drive up energy prices without a price
cap, US officials say.

“[The price cap] would stabilise
world energy prices and from that
aspect we [inthe US] benefit, but werea
net exporter of energy. The impact s far
greater under any reasonable assump-
tions for emerging markets, which are
just getting hammered right now,” a
Treasury offi
See The FT View

Japan

Slowdown in development aid

from China offers chance for

Tokyo to set region’s rules

KANA INAGAKI — TOKYO

Japan is ready to exploit a sharp decline
in China’s overseas lending by helping
Asia-Pacific countries address the
$40tn cost of fighting climate change.

Asia accounts for about half of global
carbon emissions and is home to the
world’s youngest generation of coal
power plants. Rich nations have been
accused of not providing enough finan-
cial support to help developing coun-
tries make agreen energy transition.

Tokyo's efforts to take thelead in rule-
making for green financing in Asia come
amid a global debate about how quickly
countries should shift to cleaner forms
of energy in the wake of the war in
Ukraine and the energy crisis.

Government officials in Japan and
other parts of Asia have said that inter-
national standards such as the EU's
green taxonomy, a classification system
aimed at helping investors judge indus-
tries on environmental sustainability,
are too stringent, starving poorer coun-
tries of funding.

Beijing has long dominated develop-
ment aid in Asia. But China has mark-
edly reduced overseas loans for infra-
structure projects recently.

“China needs to focus more on their
internal market. So when I think about
the next 10 years, China today may be
the largest creditor to the developing
world but there are just going to be
gaps,” said Ian Bremmer, president of
Eurasia Group and Gzero Media. “So it’s
clear that there is going to be space for
the Japanese.”

Last week, some of the world’s largest
financial institutions, led by Japan’s Mit-
subishi UF] Bank, released guidelines
for investors to finance projects and
technologies to help Asian countries
speed the shift away from fossil fuels.

Analysts believe Japan’s push to lead
“transition finance” efforts in Asia is in
some ways self-serving. The country,
which has increased its reliance on coal,
natural gas and oil following the Fuku-
shima Daiichi nuclear disaster in 2011,

Asia. Climate change

steps in to fill green energy funding gap

Power point: doesnot havea realisticplantoachieve  to achieve netzero emissionsby 2050.  “We are in
a Tokyo Gas net zero carbon emissions by 2050 and Some Asian leaders feel that western . R
Company lags behind some of its regional peersin  donor countries have been too strict and this un que
storage tank adopting solar and wind power. do not take into account differences in 11, entip
looms overa ‘With Prime Minister Fumio Kishida ~ economic developmentand theregion’s .
residential area exploring government and private geographical conditions when it comes  tIme 1IN
in Yokohama, funding to reduce the country’s carbon  toclimateaid. which
Japan footprint, it makes sense, analysts said, “Every cDuntry lms tu prepam r&gula—
Toru Harsiftombarg for Japan to drive standard-settingin  tionsin carbon
the region for transition finance and  they have,” Arifin Taxrlf, Indonesia’s §e-3
carbon-reducing technologies, such as  minister of energy and mineral neutrallty =
carbon capture. resources, said. “The international NOt only
“To attract ition fi from [ ity] should not push such desirable
around the world, we envision working  kind of difficult regulations, which can- .
on large-scale projects in Asiasuchas  not be implemented in other countries, butit’s
power generation, hydrogen and grids, ~ andthey have to be flexible.” n CCCSSE.I‘Y'

as well as creating common standards
within the region,” Kishida told the New
York Stock Exchange last month.

Last year, when Japan unveiled the
concept for an Asian version of transi-
tion finance, it pledged $10bn to sup-
port the shift to renewables and other
clean sources of emergy. Tokyo
estimates that Asia will need $40tn

The war in Ukraine and the surging
prices of coal and gas have added to the
pressure on Asian countries to achieve
energy security. Developing countries
are being outbid by richer European
nations desperate to buy liquefied natu-
ral gas to replace Russian pipeline
exports, prolonging the Asia-Pacific’s
dependency on coal. But with prices for

fossil fuels high, renewable sources of
energy have become more attractive.

“The Ukraine war has made all fossil
fuels very expensive. We are in this
unique moment in time in which carbon
neutrality is not only desirable but it's
necessary because it is cheap,” said
Khurram Dastgir Khan, Pakistan’s
energy minister.

Pakistan, which has been d

US employment

Job openings
drop by Imn
as Fed'sbid to
cool economy
takes effect

TAYLOR NICOLE ROGERS — NEW YORK
COLBY SMITH — WASHINGTON

US employers cut more than 1mn job
openings in August, in a sign that the
Federal Reserve’s aggressive efforts to
cool the economy are starting to hit the
labour market.

Yesterday’s figures came before the
release of official non-farm payrolls jobs
data on Friday, which will be closely
watched for its influence on how the Us
central bank will continue with its
campaign to stamp out inflation that is
running near its highest levels in four
decades.

Job openings, a measure of labour
demand, stood at 10.05mn, according to
data released by the US labour depart-
ment, representing more than 1.1mn
fewer listings than in July.

It was one of the biggest one-month
dropsin openingsin two decades of data
analysed by the Financial Times, second
only to the 1.2mn decline reported in
April 2020 after coronavirus was
declared a pandemic and led to lock-
down restrictions that froze hiring.

Even as other partsof the US economy
have slowed, the labour market has
remained hot, keeping upward pressure
oninflation. But other figures from yes-
terday’s Job Openings and Labor Turno-
ver Survey (Jolts) also indicated the

market could be slowi:

The number of workers who volun-
tarily quit their jobs has been trending
down in recent months, but was little
changed in August at 4.2mn. So-called
quits are still hovering above pre-
pandemic levels, a sign that workers are
confident they can find new employ-
ment opportunities. Meanwhile, the
ratio of job openings to unemployed
people now stands at 1.7, having stead-
ied at two for the past six months.

“The Jolts report today shows some
clear signs that the job market is cooling
even ifit’s starting from a high tempera-
ture,” said Daniel Zhao, an economist at
jobs website Glassdoor.

The decline in job openings should
provide some relief for the Fed, whichis
in the midst of its most aggressive cam-
Ppaign to tighten monetary policy since
the early 1980s. Last month, it imple-
mented the third consecutive 0.75 per-
centage point interest rate rise, which
lifted the federal funds rate to a target
rangeof 3 per centto3.25 per cent.

As the Fed lifts rates to a level that
restrains the economy, policymakers
believe the labour market s so tight that
it can achieve a better stage of balance
without material job losses. They are
hopeful employers, who have struggled
since the onset of the pandemic to find
wnrkels, will be mﬂre hesitant to reduce

high.

by floods linked to climate change, has
received long-term financing under
China’s Belt and Road Initiative as well
as emergency loans from Beijing in
recent years. It said it would welcome
Japanese investment if it provided com-
petitive pricing for its projects.

“This assumption that somehow
China has taken over Pakistan is not cor-
rect,” Khan said. “The door for Japanese
investment in the energy transition is
open. But the actual way in which it can
be putonthegroundisyetto be devised,
s0it’s just aconcept at the moment.”
Pilita Clark see Letfers page

That runs counter to the view held by
‘many Wall Street economists, who fore-
cast the unemployment rate to hover at
or above 5 per cent as the Fed ploughs
ahead with its efforts to return inflation
back to its 2 per cent target. A recession
under those circumstances s an inevita-
bility, they argue.

In his first public remarks since
becoming a Fed governor in May, Philip
Jefferson yesterday described the
labour market as “very tight”, but said
the supply and demand imbalance
“seem|[s] likelyto ease some”.

See Lex
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Science award

CLIVE COOKSON — LONDON

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

Three scientists in their 70s have won
the Nobel Prize in Physics for translat-
ing the outlandish predictions of quan-
tum theory into the foundations of a
practical discipline in information and
communications technology.

Alain Aspect from France, John Clauser
from the US and Anton Zeilinger from

Anotrin charn tha O =1 Am (80ANAANY

Zeilinger, who works at the University
of Vienna, said after hearing of his
award: “The point of using entangle-
ment is that you can transfer the infor-
mation carried by an object to another
place at which the object is reconsti-
tuted”

This transfer of instantaneous infor-
mation is often referred to as teleporta-
tion but Zeilinger said it should not be

e frnnnd with the =

Ty

portation experiments with entangled
photons have demonstrated quantum
communications over a 7,600km satel-
litelink between Chinaand Austria.
“Perhaps the most transformational
application will be that of quantum
computing, which opens up our access
to doing complex calculations effi-
ciently and quickly,” said Michael Molo-
ney, chief executive of the American

Tratitarta nfDhemine

Three physicists win Nobel Prize for quantum discoveries

Aspect, 75, works at the Université
Paris-Saclay and Ecole Polytechnique,
Palaiseau, while Clauser, 79, runs his
own company inCalifornia.

“This is an area of physics with ongo-
ing, profound impact, at a fundamental
level to help understand the world
around us . . . and for use in highly
novel technologies for sensing and com-
munication today,” said Professor sheila
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prize for “demonstrating the potential
to investigate and control particles that
are in ‘entangled states’” the Royal
swedish Academy of Sciences said.

‘When two particles are “entangled” —
‘the scientific term for quantum linking
—whathappens to one of the pair has an
instantaneous effect on the other one,
however far apart they maybe.

Albert Einstein was sceptical about
the idea of quantum entanglement, the
20th century physicist dismissing it as
“spooky action at a distance”. But the
three laureates carried out experiments

ith

photons — light particles

Cminimum order 100 copies). One-off n
licences for reproduction of FT articles are also
available.

For both services phone +44 20 7873 4816,

or alternatively, email syndication@ftcom

—which confirmed that the early quan-
‘tum theorists were correct in their pre-
dictions that the phenomenon would
‘turn outtobe real.

fiction idea of teleporting large solid
objects, as in the Star Trek series. Tele-

Honoured: the prize winners are
announced in Stockholm yesterday

FINANCIAL TIMES
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“Real-world applications may in time
include developing drugs and vaccines
faster, improving the efficiencies of bat-
teries, increasing the accuracy of
weather forecasts and securing data
with quantum encryption, among oth-
ers,” Moloney added.

Anearly application of quantum tech-
nology is in the growing field of cryptog-
raphy, the practice of building digital
codes to ensure secure communication.
Ifanyone intercepts an encrypted quan-
tum signal, the entanglement is lostand
the message disappears.

“This prize is an encouragement to
‘young people,” said Zeilinger, who is 77.
“It would not be possible without more
than 100 young people who worked
‘with me over the years.”

‘Real-world applications
may in time include
developing drugs and
vaccines faster’

Rowan of Glasgow university, who is
president of the UK Institute of Physics.

Only four of the 221 Nobel laureates in
physics since 1901 have been women.

The physics award is the second of
this year’s six Nobel Prizes to be
revealed, after Svante Piibo won the
medicine prize on Monday for decoding
the DNA of ancient humans.

Prizes for chemistry, literature, peace
and economics will be announced in the
coming week.

INTERNATIONAL

Western allies assess scenarios

cr

Putin raises threat of nuclear strike

Russian president’s setbacks on Ukraine battlefield have increased risk he will use tactical weapons

JOHN PAUL RATHBONE
AND BEN HALL — LONDON
MAX SEDDON — RIGA
HENRY FOY — BRUSSELS

It has been called the biggest nuclear
threat to world safety since the 1962
Cuban missile crisis: as Vladimir Putin
seeks to salvage his invasion of Ukraine,
the Russian president has stepped up
histhreats touse nuclear weapons.

He said last week he would use “all
available means” to keep Russia safe
after unilaterally proclaiming four east-
ern Ukrainian provinces part of Russia.
The US had “created a precedent” when
it dropped two atomic bombs on Japan
in1945, he added.

At the weekend, Chechen leader and
Putin loyalist Ramzan Kadyrov sug-
gested Putin consider using “low-yield
nuclear weapons” in Ukraine.

But the proposal was dismissed by the
Kremlin on Monday. Putin’s spokesman
Dmitry Peskov said there were “no
other considerations” apart from using
nuclear weapons according to Russia’s
military doctrine, which permits their
deployment if Russia is struck first or if
the existence of the stateis at risk.

Western officials and military experts
believe the risk that Putin will deploy
nuclear weapons islow. But, as Russian
forces suffer military setbacks in south-
eastern Ukraine, they also recognise
thatriskisrising.

The Cuban missile crisis was about
“strategic” nuclear weapons, which are
powerful enough to obliterate entire cit-
iesthousands of miles away. The issue in
Ukraine instead centres on smaller, so-
called tactical, nuclear weapons.

These smaller nuclear warheads are
intended for battlefield use and
designed to destroy targets in a specific
area. Even so, many of the warheads are
more powerful than the atomic bomb
dropped on Hiroshima by the Us, which
had an explosive yield equivalent to
about 20 kilotons of TNT.

“So-called tactical nuclear missiles
for battlefield use have a yield of gener-
ally between one and 50kt [of TNT] .. .
devastating over areas of typically two
square miles,” General Sir Richard Bar-
rons, former head of UK Joint Forces
Command, told the BBC on Monday.

The US and USSR once kept huge
stockpiles but after the cold war ended
the US gave up all but 230 of them,
believing “increasingly efficient con-
ventional weapons could do the job”
better, according to a 1989 analysis in
the Bulletin of the Atomic Scientists.

Russia kept about 2,000 tactical
nuclear warheads. They can be placed
on systems used to deliver conventional
explosives, such as Kalibr cruise mis-
siles or Iskander ballistic missiles, and
canbelaunched from land or sea.

Experts see three ways in which Rus-
sia might use tactical nuclear weapons.
The first is demonstrative: a nuclear
shot that does not kill anyone. It could
be a detonation underground, over the
Black Sea, perhaps somewhere high in
the skies above Ukraine or on an un-
inhabited site, such as SnakeIsland.

The blast’s electromagnetic pulse
would fry unprotected electronic equip-
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ment and the radioactive fallout, while
large initially, would reduce to about 1
per cent of the initial radioactive blast in
48 hours. Most of the radioactive dust
sucked into a rising cloud by the explo-
sion would settle back on Earth nearby
within 24 hours of the strike and could
be an extreme biological hazard. Other
particles could be dispersed by prevail-
ing winds and settle in much lower con-
centrations over large parts of the globe.

Even a demonstrative attack would
start the “escalation ladder” and raise
the prospect of a Russian attack on a big

city. It would probably spark a global
backlash for no military gain, making
Russians “more of a pariah in the world
than they ever have been”, as US presi-
dent Joe Bidensaid on September 16.

The demonstration effect may also be
unclear, as it would show that Russia
was ready to break the taboo on nuclear
weapons but that it remained cautious
onusingtheir full explosive power.

That, according to Sir Lawrence
Freedman, professor emeritus of war
studies at King’s College London, is one
reason the US discarded the demonstra-
tion option in 1945 before dropping a
nuclear bomb on Hiroshima.

The second possibility is a strike on a
Ukrainian military objective or key
piece of infrastructure, for example, a
missile strike on Zaporizhzhia nuclear
power plant. Howuseful thiswould beis
also open to question. Ukraine’s mili-
tary forces are highly dispersed and US
Army studies concluded that a 1kt war-
head has to detonate within 90 metres
of atank toinflict serious damage.

Some experts say it would make little
sense for Russia to strike battleground
targets in provinces it now considers its
own. Russia’s army would also be
exposed tothe radioactive fallout.

The third and most escalatory move
would be a strike on a Nato member,

How the
west would
respond to
an attack on
Nato is hard
to predict.
Article V
invokinga
collective
defence
response
from Nato
members
would be
triggered

including the US, as suggested by Dmitri
Trenin, former head of the Carnegie
Moscow Center, a Russian think-tank. In
a state television interview last week,
Trenin said Russia needed to show it
‘was serious about a US nuclear strike for
its deterrent to be effective. He added
that the west was also wrong to assume
that Putin would use nuclear weapons
only against Ukraine.

How the west would respond to an
attack on Nato is hard to predict. Article
Vi N lective def p
from Nato members would be triggered.
Moscow would risk a devastating
nuclear retaliatory strike by the Us.

Jake Sullivan, Biden’s national secu-
rity adviser, said last month that any
Russian nuclear use would have “cata-
strophic consequences” without speci-

; ightbe. He al d

fying’
clear the US had “spelt out” in private
conversations with Moscow how the
‘west would react. On Sunday, Nato sec-
retary-general Jens Stoltenberg warned
of “severe consequences for Russia”.
That might involve a conventional
military attack on Russia’s Black Sea
fleet, as retired C1A director and army
general David Petracus suggested on
sunday. But western officials have
remained vague in their threats of retal-

iation, a:

Counteroffensive

Ukrainian
forces
push back

Russians on
two fronts

FT REPORTERS

Ukraine’s military is steadily pushing
back Russian forces across two heavily
fortified fronts, as it recaptures terri-
tory claimed by vladimir Putin.

In a map published as part of its daily
briefing yesterday, Russia’s defence
ministry showed its forces had retreated
about 30km in the southern Kherson
region from Zolota Balka to Dudchany
ina day and ceded almost all of what lit-
tle territory it still held in the eastern
Kharkiv region.

Ukraine reinforcements including
armoured vehicles were seen yesterday
moving into the eastern Donbas region
towards Lyman, a railway hubwonback
three days ago, according to local
reports. They were heading towards
Lysychansk, which has been held by
Russia for more than three months and
is the focus of the Ukrainian counterof-
fensive effortsinthe east.

About 600km to the south, Ukrainian
soldiers forced Russian troops into what
a Us official referred to as a “defensive
crouch”. The heavy fighting has contin-
ued in towns such as Dudchany, en
route to the city of Kherson, which fell
into Russian hands days into the full-
scale invasion of Ukraine in February.

The simultaneous advances have
shown Kyiv’s ability to repurpose cap-
tured Russian weapons and recently
arrived western arms against an enemy
still waiting for newly mobilised troops.

Ukrainian officials have been wary of
discussing operational details but west-
ern allies briefed on the advance said
thinly dRussian formationshad
been targeted with an overwhelming
force travelling rapidly at night.

“In the vicinity of Kherson, we con-
tinue to see deliberate and calibrated
operations by the Ukrainians as they
continue their offensive,” a senior US
military official said.

In the east, the Ukrainian military
was “picking off the comparatively eas-
ier targets to seize some initiative”,
another western diplomat said, avoid-
ing sending more troops to become
bogged down in cities such as Bakhmut,
where they have faced off against Russia
forces for months withoutmuch effect.

Russia is attempting to bolster its
forces with a “partial” mobilisation of
the army’s reserves. Sergei Shoigu, Rus-
sia’s defence minister, said 200,000
menhad already been called up.

But the measure has proved unpopu-
lar at home, prompting hundreds of
thousandstoleave the country.

The movement on both fronts has
been gruelling, compared with a coun-
teroffensive in the north-east last
month when Ukraine forces pushed
Russian troops back to the border
within days.

“In the north-east, the Ukrainians
moved through Russian defences like
Swiss cheese, as opposed to the south,
where it will be more difficult,” a second
Us military official said.

Reporting by Mehul Srivastava and Roman
Olearchyk in Kyiv, Felicia Schwartz in
Washington and Max Seddon in Riga

Armed forces. Reglonal tenslons

Moscow’s mobilisation targets ethnic minorities

Move to deploy many more

troops disproportionately

have been disproportionately targeted
by Russian president Putin’s mobilisa-
tion drive to bolster his invasion of
leaders.

afferte nannla fram ‘rannhlice’

kraine, i
The draft hashit farmore of th

the deportations of Kalmyks, Ingush,
Chechens and Crimean Tatars to central
Asia by Stalin — are among Russia’s
poorest and are often outnumbered in
theirownre ics hv ethni i

history on the peninsula to centuries
before the Russian empire conquered it.

CrimeaSOS, a Ukrainian non-govern-
mental organisation, said in parts of the
territory as manv ag 90 ner cent af men

Economic ald

Kyiv demands more stable
financial support from EU

HENRY FOY — BRUSSELS
BEN HALL — KYIV
SAM FLEMING — LUXEMBOURG

“There are alot of questions on how
the EU will handle financing for Ukraine

and few of them are resolved ” said an
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Andrei, a 35-year-old IT worker from
the far eastern “republic” of Buryatia,
started packing his bags almost as soon
as Vladimir Putin announced mass
mobilisation across the Russian Federa-
tionlastmonth.

He had already seen how people from
his community, a predominantly Bud-
dhist ethnic minority, had been dis-
patched en masse by Moscow to the
frontline of its war in Ukraine.

By the time he began the long drive to
Mongolia the day after the call-up was
announced, his brother had already had
aknock on the door from conscription
officers. A young man that Andrei
picked up en route said 17 men from his
village had already been taken — a sig-
nificant number for a place with just a
fewhundred residents.

“Most of Russia’s population don’t
care about the Buryats dying because
‘they’re not like us, they're some aborig-
inals’ 1t's easier for them to accept, we're
minorlosses,” said Andrei.

Ethnic minorities such as Buryats

lation than was prmmsed prompung
officials and state TV to seek scapegoats
and forcing Putin to admit to “mistakes”
in calling up too many people.

As thousands of men are sent to the
front, Russia is conducting “basically a
genocide of Buryats, Ukrainians and
other peoples”, said Alexandra Gar-
mazhapova, head of the Free Buryatia
Foundation, an antiwar advocacy
group. “To conquer another territory
and make it part of the empire, you use
national minorities . . . because they
are expendable,” she added. “so what if
200 Buryatsdie?”

The pattern is rooted in the Kremlin’s
attempts earlier in the seven-month
conflict to maintain a sense of normality
in Russia’s big cities by targeting rural
areas, with fewer
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‘The true h]SLury ‘was
‘was language, as were all aspects of 1der|—
tity,” said Garmazhapova. “Before, peo-
ple were deprived of an ldenh.(ymg
gu.agelm‘] efveryﬂxmge]se Now Pulmls

i n notices were eth-
nic Crimean Tatars, even though they
ke up only 13-15 per cent of the whols
population and rarely more than 60 per
cent, evenintraditional Tatar villages.
One Crimean Tatar living in the

¥ P

‘Most of Russia’s

population don't care

about the Buryats dying
.. we're minor losses’

of the 6,756 Russian troops officially
reported killed in Ukraine as of Septem-
‘ber 23, Dagestan accounted for 306 and
Buryatia 276, as upposed to just 24 for

scription, protestor flee.

resistcon-  Moscow, to a tally by inde-
pendent news site Mediazona. The US
That focus has led to high casualties  and Ukraine have said the tru I

from areas with large ethnic minority
populations, often known as “national
republics”. Conquered by the Russian
empire and formed into statelets by
Joseph stalin, the republics theoreti-
cally enjoy special privilege. However,
the indigenous people who have faced
decades of discrimination — including

1a, who asked to remain anony-
muus said the mobilisation was devas-
tating because “we’re losing the most
productive part of the population, the
people who could create families and
children are all gone and that’s really
goingtohurtour demography™.

In some areas, the mobilisation drive
has given rise to rare public displays of
dissent. Protesters in Dagestan chanted
“It’s not our war!” as they clashed with
police last week, while women led dem-
onstrations in Yakutia and Tuva.

Back in Mongolia, more than 3,500
BuryaLs have crossed the border since

wa d. They had

figureis likely to b e R

Russia needed atleast 300,000 troops
‘to bolsterits frontline, but the mobilisa-
‘tion drive has gone far beyond that.

In Crimea, which was annexed from
Ukraine by Moscow in 2014, activists
said the mobilisation had targeted
ethnic Crimean Tatars, who trace their

been wel d there as bmthers. sald
Andrei. He has also r

Ukraine has demanded the EU provide
a stable and predictable flow of finan-
cial support to keep its government
functioning, warning that Kyiv was
being “squeezed by uncertainty” over
cash flows.

The plea comes as the European Com-
mission struggles to agree a strategy to
provide more clarity over its economic
assistance to Ukraine in the coming year
despite urgent calls from Kyiv and
‘Washingtontodlarifyits approach.

“We of course want a more structured
and more predictable process [from the
EU],” said Olha Stefanishyna, Ukraine’s
deputy prime minister for European
integration. “We are waiting for the
commission.”

Kyiv is counting on $38bn in budget-
ary assistance from its international
partners in 2023, or about $3.5bn a
month.

distant relatives in Mongolia, mclud.ulg
those whose families fled Russia in the
1920s, escaping the revolution and the
early days of the Soviet state. “Now I
joke with them: “You fled in the twenties
and now so did we!™”

* FINANCIAL TIMES

praised a decision by the
US to provide monthly budget support
to Kyiv, and called on the EU to take a
similar step. But so far, there is little
clarity on how a more predictable fund-
ing plan will work, say the bloc’s diplo-
matsand officials.

EU dlplamat “How much is needed?
Should the financing be all loans or a
combination ofloansand grants? Where
will the money come from when
national budgets are constrained?”

EU assistance for Ukraine since Rus-
sia launched its full-scale invasion in
February has been subject to repeated
delays as member states haggle over the
terms of the loans. The EU extended an
emergency loan of €1.2bn in the spring,
before announcing plans to advance
another €9bn.

But the bloc has transferred only
€1bn of the new funding round. It has
agreed to pay €5bn in three tranches
between now and the end of the year,
with no timetable set for the remaining
€3bn. Washington has already provided
$8.5bn in economicassistance toKyiv.

Kyivhasbeen exasperated by the EU’s
slow pace of disbursement, forcing it to
ask iits central bank to print money for
the budget at the risk of igniting hyper-
inflation.

Finance minister Sergii Marchenko
said Ukraine’s short-term budget needs
were covered for 2022 aslong as the EU
paid the €9bn in full. But plans for next
year were “vague”, he added.
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Esplonage concerns

China demands HK diplomats’ floor plans

Beijing brings city rulesin
line with the mainland but
staff fear surveillance

PRIMROSE RIORDAN — HONG KONG

China has demanded the floor plans of
all properties rented by foreign missions.
in Hong Kong, in a move diplomats
believe reflects Beijing’s paranoia about
overseas interference in the Asian
financial hub’s turbulent politics.

The order has brought the city in line
with how China treats embassies and
consulates on the mainland and
sparked fearsin the diplomatic commu-
nity that Beijing could use the informa-

unntop]amhslenmgdevloes according
le familiar with th

China has claimed that foreign pow-
ers, particularly the US, were behind the
2019 pro-democracy protests in Hong
Kong, one of the greatest challenges to
Chinese rule since the Tiananmen
Square demonstrations in1989.

In the wake of the 2019 unrest, Chi-
nese authorities implemented a sweep-
ing national security law, prosecuted
political opponents and vastly curtailed
civil liberties. They now appear to be
placing greater restrictions on diplo-
mats in the financial hub.

“Before the changes of 2019 and 2020,
China’s foreign ministry usually took a
minimalist approach and mostly

avoided the sort of [tight control of dip-
lomats] seen in the because

rental or sale terms, as well as lease or

a concern because it exposed properties

sale to the peo-

‘their goal was to have foreign missions
that could operate easily in Hong Kong
to help China do business with the
‘world,” said Kurt Tong, formerly the US
consul-general in Hong Kong and nowa
managing partner at the Asia Group, an
advisory firm. “Now, the mindset seems
‘to be that some foreign missions are not
‘welcome.”

The foreign ministry has asked diplo-
mats for an array of details about the
official premises of foreign missions, as
‘well as the homes of staff, in the past few
months, according to the people famil-
iar with the matter.

oOfficials want floor plans, details of

ple familiar with the matter, the minis-
try hasasked for new premises to be vet-
ted before staff move in. “Beijing clearly
wants diplomats to feel uneasy,”
another former diplomat said.

The Vienna Convention on Diplo-
matic Relations, the 1mernatmnal

ke i The Chinese foreign min-
istry in Hong Kong did not immediately
respond to arequest for comment.

The request came after China
demanded that the US obtain permis-
sion before it sold a set of residences in
Hong Kong island’s upscale Shouson
Hill to a local developer for HK$2.6bn

East Asla

North Korea
raises tension
with ballistic
missile test
over Japan

KANA INAGAKI — TOKYOQ
DAVIES — SEOUL

that governs d is
vague on whether a foreign government
can make such requests. Article 24 of
the agreement, however, states that the
“documents of the mission shall be in-
vmlahle atany time”.

aid they idering

hnw to respond to the requests, and
added thathanding over floor plans was

last year, ion
Under the Basic Law, the city’s mini-
constitution, Hong Kong’s foreign
affairs are managed by the mainland,
but China has previously taken a more
hands-off h. Dipl. said

North Korea has fired a ballistic missile
over Japan for the first time since 2017,
sparking emergency public alerts amid
a sharp rise in provocations by

that over the pasl few yem, Beijing has
slowly increased its supervision of for-
eign missions.

officials in Seoul and Tokyo said the
missile was launched from North
Korea’s northern Jagang province yes-
terday and fell outside Japan’s exclusive

Health. Pharmacies

US considers non-prescription birth control pill

Regulator to look at sales of

contraceptive over counter

amid curbs on abortion rights

JAMIE SMYTH AND CAITLIN GILBERT
NEW YORK

More than 60 years after the US revolu-
tionised the lives of women by approv-
ing the birth control pill, regulators are
considering allowing it to be sold over
the counter in pharmacies for the first
time amid a nationwide battle over
reproductive rights.

Two US Food and Drug Administra-
tion advisory committees will in
November study an application by HRA
Pharma, a subsidiary of Perrigo Com-
pany, to sell a previously prescription-
only oral contraceptive pill.

It is the first such application to be
considered by the agency, which is also
in talks with another company, Cadence
Health, over its plan to sell contracep-
tive pillsin the same manner.

Both companies told the Financial
‘Times expanding access to birth control
would help tackle high rates of unin-
tended pregnancies while abortion
rights are being severely restricted fol-
lowing the Supreme Court’s decision in
Junetooverturn Roe vs Wade.

“The overturn of Roe makes access to
contraceptives much more important
than it was prior. It has always been
important but itis more important now,
particularly in states with [abortion]
restrictions,” said Samantha Miller, co-

]
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chief executive of Cadence. Rally:
More than 100 countries provideoral  a protest in
contr over th ter, but in hil
the US women still require a prescrip-  in support of sured...
tion from a doctor to obtain them. Most  birth control.
major medical groups, including the ~ Women in the
American Medical Association, support  US still require trol pl.“S shesaid.
the change, sayingit wouldlead tofewer  a prescription i
unplanned pregnancies. from a doctor
About 45 per cent of pregnanciesin  to obtain
the US, roughly 3mn every year, are  contraceptives
unintended, according to research by  Joshus RoberisiRevters

the Guttmacher Institute. Their preva-
lence is higher among black women,
women on low incomes and those with-
outa high school education.

Research from the institute and the
UN Development Programme found
unintended pregnancy rates in the US
overall to be higher on average than in
several countries in Europe such as

uninsured and rural dwellers. “A doc-

tor’s visit can become prohibitively
expensive for people who are unin-
and many young people on
their parent’s insurance would not want
themtoknow they are getting birth con-

rights i ay

expanding access to birth control pills at
a time when abortion rights are under
attackis critical, amid fears that contra-
ception could soon bechallenged.

In a concurring opinion in the abor-
tion case, Supreme Court justice
Clarence Thomas suggested earlier this
year that other landmark judgments,
including those establishing a right to
contraception, should also berevisited.

1n July, an attempt by Senate Demo-
crats to fast-track a bill seeking to
enshrine a right to contraception into

expanding access to the pill. In March,
more than 50 lawmnakers from the Pro-
Choice Caucus wrote to the FDA urging
the agency to “follow the science” and
take “swift” action to authorise over-
the-counter sales. So far, there has not
been a major backlash from conserva-
tives towards HRA's application in June
tosell its pills over the counter, but some
groups have expressed concerns about
theimpacton youngpeople.

Kristan Hawkins, president of Stu-
dents for Life of America, said she had
“tremendous concerns” with drugs
given to children without a caring adult
being involved, particularly given the
potential for medical side-effects. “It’s
wise to have medically supervised dis-
tribution of such drugs so women sur-
vive their exposure to them,” she said.

Medical experts say there can be neg-

“The pill has
been on the
market for
60 years,
women
know how
touse it,
they know
thatit’s
basically
safe to use’

avoid some birth control pills. Advo-
cates for moving to over-the-counter
sales say proper labelling can inform
consumers about potential risks. In the
UK, abrief consultation with a pharma-
cistis required before selling the pill.

HRA said its pill was safe for most
women to use and had undergone
lengthy trials as part of a seven-year pre-
application process for over-the-coun-
ter access. HRA's pill, branded Opill, isa
“mini pill” that contains progestin, a
man-made form of the hormone proges-
terone preventing pregnancy. Cadence
plans to ask the FDA to approve a com-
bination pill, which includes progestin
and a second hormone, oestrogen.

“The pill has been on the market for
60 years, women know how to use it,
they know that it’s basically safe to use.
So it makes sense that the pill is also

ic zone, which stretches 200
nautical miles from the coast.

Fumio Kishida, Japan’s prime minis-
ter, condemned the launch as “bar-
baric”, while the US described it as “dan-
gerous and reckless”. Some train serv-
ices in northern Japan were briefly sus-
pended but government officials said no
damage had beenreported.

North Korea has carried out more
than20 separate missile tests this year.

Yesterday’s launch was the fifth in 10
days, following trilateral military drills
between the US, South Korea and Japan
and a recent visit to the region by
Kamala Harris, the US vice-president.

Japan estimated the missile reached
an altitude of 1,000km and travelled
about 4,600km.

“It was the longest ever range,” said
Yasukazu Hamada, Japan’s defence
minister. “Whatever the motive, the
repeated ballistic missile launches by
North Korea are unacceptable and we
cannot overlook the significant
i inits missile tachnologv”

P

shunji Hiraiwa, an expert on North
Korea at Nanzan University in Japan,
said the range implied that Pyongyang
might have achieved its goal of develop-
inga missile that could reach Guam, the
US territory in the western Pacific. “Itis
a serious progress in technology within
the past five years.”

Several missile experts have con-
cluded that the projectile was probably
a Hwasong-12 intermediate-range bal-
listic missile, which was last tested from
the same site in Jagang province in Janu-
ary. North Korea also fired two short-
range ballistic missiles on Saturday
from a site near Pyongyanginto the Sea
of Japan, which is known in Korea as the
East Sea.

On Monday, Japan announced the
missile launched on Saturday had trav-
elled further than initially thought, cit-
ingits “irregular trajectory”.

An analysis published by Nikkei last
week suggested that almost 40 per cent
of North Korean missiles tested since
2019 had “variable trajectories”, illus-
trating Pyongyang’s progress in devel-
oping a new generation of manoeuvra-
ble weapons that can be both more pre-
cise and harder tointercept and destroy.

North Korea’s flurry of missile tests
followed its adoption last month of an
updated nuclear law that envisages pre-
emptive strikes in a range of scenarios.

Announcing the new policy, North
Korean leader Kim Jong Un declared
that “there will never be any declaration
of ‘giving up our nukes’ or ‘denuclearisa-
tion’, nor any kind of negotiations or

ining to meet the other side

ditions”.

Go Myong-hyun, senior fellow at the
Asan Institute for Policy Studies in
Seoul, noted that the last time North
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Spain, Germany and Switzerland, and
ona par with the UK and Sweden.
Cynthia Harper, professor of repro-
ductive sciences at University of Califor-
nia, San Francisco, said over-the-coun-
ter access would benefit people who did
not have regular access to healthcare
providers, such as adolescents, the
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federal law failed after encountering
Republican opposition. “I don’t think it
[birth control] is the next target. I think
itisalready a target,” said Dana Singiser,
founder of Contraceptive Access Initia-
tive, a group lobbying for over-the-
counter access to birth control.

Some support exists in Congress for

ative side-effects with birth control
pills, such as bleeding between periods
and headaches, but these donot impact
everyone and usually go away after a
few months. Serious problems are rare
but some groups, including people who
smoke or have had certain types of can-
cers or blood disorders, are advised to

offered as a choice to be available over
the counter without prescription,” said
Frédérique Welgryn, HRA's chief strate-
gicoperations and innovation officer.
HRA launched a similar over-the-
counter pill in the UK last year, which it
priced at about £10 a month. Welgryn
expects an FDA decision early next year.

Korea fired a missile over Japan, it con-
ductedanuclear testa week later.

Pyongyang has finalised preparations
for its seventh nuclear test, according to
the US and South Korean governments,
although it is not expected to go ahead
withitbefore Chinas party congress this
month.

Contracts & Tenders

Announcement
GENERAL DIRECTORATE OF ROAD
TRANSPORT SERVICES in Albania has
started a procurement procedure with the
object: Project-Design of the Automotive
Park in Albania, with reference REF
=43565- 09- 27 = 2022, with the [imit fund
in Euro: 1,834,827 (one millon eight
hundred thirty-four thousand eight hundred
twenty - seven) excluding VAT, You can find
the tender documents at the website
of the Public Procurement Agency,

Al entities operating in this field are invited
to participate on 2,11,2022,

Legal Notices

otics 1o Crediiors to Submit Chims.
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Veteran Bosnia leader Izetbegovic loses presidential election

MARTON DUNAI — BUDAPEST

Bakir Izetbegovié, one of Bosnia’s long-
time leaders, lost out in his bid for the
country’s three-person presidency to a
moderate opponent, after a general
election that otherwise maintained
entrenched divisions between the Bal-
K ct} S

main et!
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Izetbegovi¢, part of the presidency for
two terms until 2018 who leads the
nationalist Party of Democratic Action,
‘was comprehensively defeated in Sun-
day’s vote by Denis Becirovi¢, a joint
candidate representing almost a dozen,
mostly liberal and centrist parties.

“It’s time for a positive turnround in
Bosnia,” Becirovi¢ told reporters as the
margin of his victory became clear and
Izetbegovi¢ conceded defeat. The
results were provisional as not all votes

groups: the mostly Muslim Bosniaks,
«Catholic Croats and Orthodox Serbs.

The rejection of Izetbegovié, whose
father was Bosnia’s first president, and
defeat for the candidate of another of
Bosnia’s main parties, the Croatian con-
servative HDZ, indicated a shift away
from nationalism, analysts said.
Croatians will be represented by Zeljko
Koméié, aveteran social democrat.

Yet although weakened, Izetbegovicé’s
PDA and the HDZ both retained strong
Ppositions in the other governing bodies
that were up for election, suggesting any
improvements would not come quickly,
analysts said.

Srecko Latal, an analyst at the Balkan
Investigative Reporting Network, said:
“Expectations that Bosnia will one
morning turn into Belgium are not real-
istic. We have serious legal, technical,

hadbeen counted as of yesterday. political and social problems. If the
Bosnia’s i gives h istobereal change, thenit hasto
tion to each of its three main ethnic  beslow”
* FINANCIAL TIMES
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The constitution of Bosnia, which
emerged from the break-up of the
former Yugoslavia following the war in
the 1990s, was drawn up in a way that
seeks to maintain a fragile political bal-

‘Expectations that Bosnia
will one morning turn into
Belgium are not realistic.

‘We have serious problems’

ance. Although these government struc-
tures have largely kept the peace, their
complexities also make political
progressdifficult. The stability hasbeen
undermined in recent years by political
strife between Bosniaks and Croats, just
as the Serbs have openly debated the
idea of secession.

Bosnian Serb leader Milorad Dodik, a
key Russian ally, was on Sunday elected
president of the Serb Republic, while

)

93820&uqg=

the candidate from his SNSD party won
thevotefor the three-man presidency.

But the margin of victory narrowed
considerably, indicating Bosnians were
growing tired of his rhetoric and close-
ness to Vladimir Putin, analysts said.
Dodik, whom the US has blacklisted for
alleged corruption, has burnished his
close ties with Russia’s president, visit-
inghimtwiceinthe past

But Maxim Samorukov of the Carne-
gie Endowment for International Peace
said Putin’s endorsement was not the
wvote winner it once was, particularly
since thewar in Ukraine.

Bosnia’s intricate constitutional
checks and balances have led to fre-
quent obstruction and dysfunction in
government, as veto powers have been
used and abused.

One of its two main constituent parts,
the Bosniak-Croat Federation, had been
unable to form a government for the
entire previous term.
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007'is one of cinema’s most iconic charactérs: ‘Admired all over the

world for his courage, wit and style.«Our Seamastei has been an

essen

| part of his mission kit since 1995. Over the years, we've

equipped the MI6 operative with many extraordinary models,

including this stylish Diver 300M worn-in No Time To Die.
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Hell on wheels Shock of sharp decline in retail unit sales at CarMax causes its stock to crash with loss of $3bn in market cap © Lex
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Bridgewater
founder Dalio
relinquishes
control of firm

e Lengthy transition process finalised
e All voting rights shifted to board

ORTENCA ALIAJ — NEW YORK

Ray Dalio, founder of hedge fund
Bridgewater Associates, has given up
control of the firm, ending a drawn-out
transition of power that had come
to define the industry’s succession
problems.

The 73-year-old, who until last month
was one of three co-chief investment
officers at the firm and sat on its invest-
ment committee, had transferred all his
wvoting rights to the board of directors,
said people familiar with the details.

Dalio will remain on the board as
founder and CIO mentor.

“The transition of Bridgewater from
Rayis done!” said an email toemployees
sent yesterday by co-chief executives
Nir Bar Dea and Mark Bertolini.

“This process wasn’t easy and we
didn’t always agree, but together, we've
now finished something that very few
firms or founders have accomplished,
shifting from being a founder-led bou-
Uque to being an enduring ulsutuhnn

hall hotherand
often taped. The approach drew criti-
cism from outsiders, while some
employees found it difficult to fit in with
its way of working.

The drawn-out succession process at
Bridgewater has involved a series of dif-
ferent people in the chief executive role.

Planning for the future leadership
began in earnest more thana decade ago
when Greg Jensen and Eileen Murray, a
former Morgan Stanley executive who
was hired in2011, jointly led the firm.

Jensen moved out of the co-chief
role in 2016 after reportedly clashing
with Dalio, but remained at the firm as
€o-CIO.

Dalio brought in Jon Rubinstein, an
Apple executive, to take Jensen's role
alongside Murray, but he was deemed
not a “cultural fit” and stayed lessthana
year.

Rubinstein’s role was given to David
Mccormick, a former army ranger and
insurance executive.

Meanw]ule Murray left in 2019 and

1y sued the firm over its

by the next

Da.l.lo founded Bridgewater in 1975
and built it into the largest hedge fund
with $151bn in assets. The firm became
known for its culture of “radical trans-
parency” as much as for its investing,
with employees encouraged to openly

a].leged refusal to pay her deferred com-
pensation after she disclosed a gender
discrimination dispute. The two sides
later settled the case.

McCormick was left as the sole chief
but resigned in January to run for the US
Senate, which led to Dalio bringing in
the current co-chiefs.

Bridgewater’s investments are still in
the hands of Dalio’s li Bob

Recovery mode H&M ‘cautiously positive’ on
China as it emerges from consumer backlash

RICHARD MILNE
NORDIC AND BALTIC CORRESPONDENT

H&M is “cautiously positive” about
Chinaas it struggles to regain its foot-
ing in the country after a long-
running consumer boycott in what
was once one of the clothes retailer’s
biggest markets.

In some of her first public comments
since the backlash that began in
March 2021, chief executive Helena

1 said the Swedish retailer

Prince and Greg Jensen. While the firm
struggled in the coronavirus-induced
rout, it has delivered strong perform-
ance this year, with its Pure Alpha fund

PRI S

was recovering in China.

she said: “We are cautiously posi-
tive. We are taking steps in the right
dlrecuon, but it’s slow. It’s still a com-

H&M sparked anger when it expressed concern about use of forced labour in Xinjiang — o xaactarvomun StmoReters

second-largest fashion retailer as well
as other brands such as Nike, Adidas,
Zara and Uniglo.

H&M had made a statement in
2020 — seized on by Chinese officials
the following year — that it was
“deeply concerned” about the reports
of forced labour in Xinjiang.

The group was kicked off the two
biggest online retailers in China, Ali-
baba’s Tmall and JD.com, in 2021. It
returned to Tmall in August.

Asked if H&M had been required to
make concessions to get its Chinese
business back on track, the company
said: “We are continuing to work on
havinga m]ly gnnd customer offer-

Tt ana

PRI

Helmersson referred to the “geopo-
litical challenges” H&M faced in
China and Russia, where it has shut its
business after Moscow’s invasion of
Ukraine.

The retailer blamed the winding
down of its Russian operations and
rising raw material costs as well as the
strength of the dollar for an 89 per
cent fall in third-quarter net profit as
itlaunched a SKr2bn ($180mn) cost-
cutting programme.

“The situation is extreme. It's
all about what to accelerate and
where to pull the brake,” said Helm-
ersson, adding that the retailer was
passlng on all cost increases to cus-

Lol e

PwC targets
top EY staff
unsettled by
plan to split

STEPHEN FOLEY — NEW YORK.

PwC is seeking to poach staff from its
Big Four rival EY and capitalise on
“disruption” and “uncertainty” caused
by the latter’s decision te split its
accountingand consultancy arms.

Bob Moritz, PwC's global chair, said he
was expecting to lure senior managers
and even some partnersas the firm pur-
sues a big expansion in headcount.

Hiring opportunities had picked up,
he said, since EY provided partners with
‘more details of its split.

He said: “Now you've got some basics
outlined, you're starting to see a little
pickupin thatarea.

“People now see one side or the other
and [ask], ‘Is that the organisation 1
want to be part of?” and ‘Is that the cul-
ture Iwant to be partof?”

Moritz reiterated PwC’s commitment.
to keeping its consulting and audit arms
together, saying it was “watching and
assessing” EY’s move but had not
changed its conclusion that a “multi-
competency” model strengthened both
sides of thefirm.

“We want to be extremely certain and
definitive . . . to give our people cer-
tainty, that there’s a long-term sustaina-
ble future for them, and it's full of career
opportunities,” hesaid.

“My hope is that with a little disrup-
tion in the industry — that creates
opportunity [and] we can pick up onthe
uncertainty, not necessarily just [at]
EY”

EY said last month that its global lead-
ership had decided in favour of splitting
the business. The decision will go to
each of its local partnerships for
approval. Votes will begin around the
end of the year, with the aim of floating
the consulting business on the stock
market inlate 2023.

EY partners are in line for big wind-
falls if they stay through the split. Con-
sulting partners will be handed a 75 per
cent share of the advisory business,
potentially worth as much as seven to
nine times their annual salary. Audit
partners could get cash payouts of two
to four times their annual earnings.

Moritz said it would be easier to lure

T S R
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Ray Dalio’s fund became known for
a culture of ‘radical transparency”

Up 3.0 PEI UEIIL I WIE yeal W e enu
of September.

Dalio acknowledged in a LinkedIn
post published yesterday that the
handover process “hasn’t been easy”,
but said he intended to be an investor,
board member and mentor until the
day he died.
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H&M bore the brunt of consumer
outrage in China against foreign
brands that tried to distance them-
selves from the use of forced labourin
the western region of Xinjiang.

An online campaign, fanned by
state media, called for aboycott of the

LI 101 VUL CUSLULIEES 11 Ui, A
China is definitely an important mar-
ket forus.

“Having said that, we are not
really back at the level we would
have liked, but we are continuing to
work on it and are confident as
regards the future.”

LULIELS 11 ILS WULLIEL A1 LIGH-1aston
segments, but doing less so in chil-
dren’s wear.

The cost-cutting would involve job
losses as the company trimmed over-
heads to have a “simpler and more
efficient organisation,” the chief exec-
utivesaid.
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below partner.

EY has said the split will create two
faster-growing companies with more
opportunities for its staff, including a
more rapid path to partner.

“They [PwC] should be worried about
uspoaching from them,” the firm said.

Chinese tech investors select carefully to mitigate political risk

Eleanor
Olcott

n a brightly lit corner of a show-

room in Hong Kong, a 300kg black

robot disappears under a stack of

shelves. The rack levitates and

glides towards a warehouse picker,
who removes an item before the shelf is
spirited away by algorithms guidingit to
find the most strategic place to park
based on the popularity of the goods on
theshelves.

The choreographed shelving dance is
orchestrated by Geek+, a Beijing-based
robotics start-up that has, despite inter-
national concern over Chinese technol-
ogy policies, secured foreign backers,
including Intel Capital and Warburg
Pincus.

Following a bruising regulatory
onslaught by Beijing on its internet

ies and a flurry of US. i
against Chinese technology groups,
many investors have curbed their expo-
sure to China tech, with some declaring
ituninvestable.

But in the shadow of this pervasive
pessimism, bright spots exist and for-
eign capital is still flowing into high-tech
sectors. Data from China’s ministry of
commerce showed that foreign direct
investment in China’s high-tech manu-
facturing and high-tech services sectors
rose 43 per cent and 31 per cent in the
first eight months of 2022 compared
with the same period in2021.

groups unicorn-hunting in China tech
have to keep politics at the forefront of
their investment decisions, though.

“You must pick the right sectors with
policy tailwind before selecting the
company. If you don’t have insight on
policy trends, you're investing in the
dark,” said a private equity investorata
China-focused tech fund.

That means finding companies that
align with China’s strategic goals but will
not be caught on the wrong end of US
sanctions. Looking to appease Beijing
while not offending Washington, many
China funds have narrowed in on
healthcare, biopharma and high-tech
niches with ne military application,
such as warehouse robotics.

Trying to find this sweet spot has
boosted the appeal of companies such as
Geek+, whose technology aligns with
Beijing’s push to

accelerate automa-  “You must pick the

tion. With China’s

population set to Tightsectors . .. If you
start shrinking this - Jon’t have insight on

‘year, policymakers

want machines to  Policy trends, you're
more jnvesting in the dark’

replace
human labour. I

traditional warehouses, pickers can
spend more than 70 per cent of their
time walking between shelves.

Beijing has directed Chinese compa-
nies to replace foreign tech with domes-
tic alternatives where possible, giving
rise to an ecosystem that allows compa-
nies, including Geek+, to grow. The Bei-
jing-based start-up, along with two
other Chinese robotics makers — Hai
Robotics and Hikvision — currently
dominate the growing market for
autonomous mobile robots (AMR).
These robots, powered by Intel chips,
mimic the movements of a warehouse
picker rather than transport items on a
trackor belt.

and pri
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According to the International Feder-
ation of Robotics, demand for AMR
increased 45 per cent in 2021, propelled
by the pandemic revealing the need to
accelerate supply-chain automation.
Geek+, yet to turn a profit, sold 20,000
robots last year, making $300mn in
sales, and projects that it will sell 30,000
in 2022. The company also has an
expanding roster of clientsin the west.

This growth story has appealed to
investors. In August, Geek+ raised
$100mn in a fresh fundraising round,
giving it a $2bn valuation. However,
while the political winds in Beijing have
favoured such companies, there is still
deep uncertainty about when investors
cancashout.

Geek+ robots are programmed to find
the most efficient routes, cutting down
the time between a customer ordering
online to the package arriving at their
door. In the past, Chinese tech start-ups
were guided by a similar logic: how to
identify the most efficient pathwayto go
public. As one veteran Chinese tech
investor said, founders once ran their
companies like a “box-ticking exercise
of fulfillingwhatever criteria stock mar-
ket exchangeshad togo public”.

But that raison d’étre changed last
year after ride-hailing group Didi’s dis-
astrous initial publicoffering. Daysafter
the blockbuster $4.4bn flotation, Chi-
nese regulators launched a probe into
the company over alleged data abuses
and later Didi delisted from the New
York Stock Exchange. Subsequently, the
golden pipeline of Chinese tech compa-
niesgoing public has nearly dried up.

“Getting a company to go publicisstill
thefocus for investors. But the processis
fraught with policy and geopolitical
risk. So much has changed over the past
year,” said the private equity investor.

eleanor.olcott@ft.com
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A snapshot of global inflation

Annual % change in consumer
price indices

Sources: Refinitiv, national statistics offices.
Latest figures available as at 18 August 2022,
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Arm staff losses cloud future in UK

Disproportionate British
exodus adds to concerns
power is shifting abroad

ANNA GROSS — LONDON
LEO LEWIS — TOKYO

Arm has shed 40 per cent of the work-
force recruited as part of a pledge made
by SoftBank to the UK government
when it bought the chip designer, as con-
cerns grow that the company’s nexus of
power isshiftingabroad.

When Japanese conglomerate Soft-
Bank bought the UK group in 2016, it
madea 1,770

years. It succeeded, according to figures
released by Arm, and by September last
year, UK staff peaked at more than
5,500 of atotal of 6,950.

then, however, th

Itnow has 2,800 employees in the UK,
meaning that since September of last
year it has lost 700. Its workforce in the
rest of the world has shrunk by 550.

has
cut 18 per cent of its global wurlcfarce
with the UK taking a larger hit propor-
tionally. The reduction was driven in
part by management refocusing the
business and exacerbated by an exodus
of staff unsettled by uncertainty about

‘Arm is about people, and
this is abusiness where
you want . . . to see some
stability in staffing’

the company’s future, ding to
former employees who spoke to the
Financial Times.

In March, Arm announced it would
axe between 12 and 15 per cent of staff,
asit sought ineahead of a pro-

British staff over the foll five

posecy

softBank’s plan to sell Arm to chip-
maker Nvidia for up to $66bn fell apart
in February after more than a year of
‘wrangling with regulators in the UK, US
and EU. Masayoshi Son, the conglomer-
ate’s founder and chief executive, said

he would instead take the company
public in New York, seeking a valuation
of more than $50bn.

But with initial public offering mar-
kets all but closed on both sides of the
Atlantic, uncertainty persists about if
and when any such listing would take
place, how much the Japanese group
will be able to raise and whether Son
might pursue a different arrangement.

One SoftBank investor told the FT he
had been concerned about the number
of people leaving Arm, given that it sig-

led staff might have concerns about
the strength of the business. “Arm is
about people, and this is a business
where you want, as an investor, to see
some stability in staffing,” they said.

One former employee said uncer-
tainty about whether the company
would be sold or taken public — and
knock-on questions about the viability
of their jobs — had been “very confusing
and disheartening for employees”.

Arm said it was “seeing attrition rates
inline with currentindustry norms”.

“Across the technology sector, busi-
nesses are being impacted by the after-
effects of the global pandemic and
resulting ‘great resignation’” itadded.

“We continue to hire and invest
heavilyin our engineering talent, with a
focus on delivering a robust compute
product road map that enables our
partner ecosystem to build the future
onArm.”

Mining. Separation

Polymetal secks new home as sanctions bite

Anglo-Russian group hopes

to escape Moscow’s rules on

‘unfriendly’ jurisdictions

LESLIE HOOK AND MAX SEDDON
is working to red;

Jersey to somewhere deemed more
friendly by Moscow as a first step
towards separating the Anglo-Russian
miner’s assets, its chief executive has
said.

The company’s efforts are widely seen
asabellwether for foreign-based owners
to restructure their Russian operations

German grid
operator
warns of cuts in
power exports
to France

OLAF STORBECK — FRANKFURT

Germany may have to slash electricity
exports to France and other countries
this winter to prevent a breakdown of
its power grid, a senior executive of the
country’s largest grid operator has
warned.

Hendrik Neumann, chief technical
officer of Amprion, the biggest of Ger-
many’s four power grid operators, said a
temporary halt could even become nec-
essary to avoid electricity shortages and
bottlenecks in a “last resort”. However,
he said such a scenario was likely to be
for amatter of hours rather than days.

The warning comes at a time of
heightened tensions over Berlin’s
response to the energy crisis, with some
EU statessaying the €200bn “protective
shield” for German businesses and con-
sumers announced last week risked
undermining European unity.

Amid accusations that Germany was
usingits economic firepower to protect
its households in a way others could not
afford, Italy’s outgoing prime minister
Mario Draghi said that “faced with the
commeon threats of our times, we cannot
divide ourselves according to the space
in our national budgets”.

Any power cut or reduction of Ger-
man electricity exports may worsen
supply shortages in France, where
almost half of the country’s 56 nuclear
power plants are currently off the grid.

France is pressing state utility EDF to
honour a scheduled restart this winter
of all 32 nuclear reactors that had gone
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without taking significant losses on
divesting them — a common issue for
companies since the invasion of
Ukraine.

In his first interview since Russia
invaded in February, Vitaly Nesis said
he was “hopeful” of a restructure, esti-
mating its likelihood at “more than 50
per centbut less than 100 per cent”.

Unnl recently a FTSE 100 compmy

f the most p d min-
ersin the world, Pn]'ymerzl has become
emblematic uf the dl[ﬁculues of navi-

atin, against Rus-
sia despite not being directly targeted
itself.

The group has eight gold and silver
mines in Russia as well as two in Kaza-
Kkhstan, with its management headquar-
ters in St Petersburg. Its main holding
company is incorporated in Cyprus and
is in turn owned by a Jersey-domiciled
entity that is listed on the London Stock
Exchange.

Polymetal wants to split its assets to
insulate the non-Russian business from
the effects of western sanctions, but
Moscow has banned asset sales for gold
miners domiciled in “unfriendly” places
such asthe Channel island.

The company, which is also listed in
Moscow, has battled on in its quest to
separate into two as the western
response to the war has made it harder
to perform normal business functions.

Polymetal last week lost two board
directors, Riccardo Orcel and Giacomo
Baizini. Nesis said their departure
was linked to “the sanctions
risk that impacted both their
professional and personal
lives”. There are reports the
EU will ban Europeans from
serving on the boards of
Russian state companies,
even though Polymetal is
privatelyheld.

Orcel, who spent only six
months on the board, said he
was leaving because his role

Vitaly Nesis,
below, said he
was ‘hopeful’ of
arestructure for
Polymetal’s
assets, which
include the
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was “now complete”, having helped
establish a process to divest its Russian
assets.

Sanctions against Russia led six Poly-
metal board members to quit in March
and its auditor Deloitte to resign in
Apn] Po}ymetal and several other Rus-

mine
in Russia, above
Sergei Anastkevich

ejected from
the FTSE 100 in March. Its shares have
dropped more than 80 per cent this
year.

Many international companies have
chosen to dispose of their Russian assets
to avoid the legal tangle of sanctions —
often accepting fire-sale prices in the

TOCeSS.
«Canada’s Kinross Gold sold its Russian
assets for $680mn in March — even
though analysts had valued its mines
at $1.6bn before the war. Société
Générale took a €3.1bn hit when it
sold its Russian lender Rosbank to
oligarch Vladimir Potanin in April.

from our investors that now isnot the ~ “yy7a
time to sell. The prices are very dis- R
P received
Instead, Polymetal will take steps to -
separate i;.s assets in Russia and outside Wy vocal
Russia, creating twolisted companies.  feedback
The first step in the process is to re-
establish the rights of shareholders from @I
whose shares are frozen in Russia’s INVESLOI'S
National Settlement Depository, which g
accounts for 22 per cent of the com- that I‘IO“{ L=
pany’s shares. Polymetal is proposingto 11Ot the time
offer “certificated” shares to affected
investors. All shareholders will vote on & SCH The
that proposal next week. prices
Polymetal is taking steps to change its
domicile from Jersey to a location 211:6 ViEn )
deemed more friendly by Russia. After ~ discounted

the redomicile happens, “we believe all
significant blocks towards the separa-
tion of the company along the jurisdic-
tional lines will be removed, and we will
mch our final destination”, Nesis said.

But Nesis said Poly d would not
take thatapproach.

“If you ask me, Tbelieve a disposal
of the Russian assets to a third-party
buyer is not on the table right now,” he
said. “We received very vocal feedback

plan”

The sanctions on Russia are hitting
Polymetal’s ability to obtain mining
equipment and made it difficult for the
company to sell gold. The G7 has
banned imports of Russian gold, and EU

offline this summer for maintenance
and because of corrosion problems.

France imported 6,000 gigawatt
hours of electricity from Germany in
January to March — equal to 5 per cent
of th itry’s total power
in the quarter, according to think-tank
Fraunhofer ISE, a fivefold rise com-
pared with the same periodlast year.

Germany has been a net exporter of
electricity for years. Last year it sold
17,400 GWh more power to other coun-
tries than it imported, compared with
18,500 GWh a year before, according to
data from the grid regulator. The biggest
buyers were France and Austria.

“We are assuminga highly stressed sit-
uation during the coming winter;” Neu-
mann told the Financial Times, adding
thatthe energy crisis caused by the warin

U]cramew:smlyone of severa] ‘overlap-

sanctions forbid selli ld to the Rus- ". Along with' f

sian central bank. French power plants, disrupted coal

“We have gone through a very rough, | deliveries caused by low water on main
very difficult period of time,” said Nesis, | riversalsocaused problems.

referring to gold sales. Neumann said he did not agree with

Polymetal had to create a “full-
powered sales team, from scratch”, he
added. “We have restarted all of our

German economics minister Robert
Habeck, who in July said the country
was not facing an electricity problem.

sales, t h 1 »

The company aimed to sell its gold
inventory by the end of the year, he said,
mostly to buyersin Asia.

During the first half of 2022, Poly-
metal reported a net loss of $321mn,
compared with a profit of $419mn dur-
ing the same period a year earlier,
because of higher costs and difficulties
insellingits gold.

‘Without access to western mining

A =y pany is switching to
Chinese alternatives in most cases.
‘While some machinery can be substi-
tuted relatively easily, underground
equipment, for example drill rigs, is
much! harderborep]ace, Nesissaid.

The group’s biggest shareholder is a

If that ase, we would not have
been asked [by the government] to con-
ductaspecial analysis [on the electricity
market in the winter],” he said.

Asaresult of that review, the German
government this month decided to post-
pone the scheduled decommissioning
this year of two of the country’s three
remainingnuclear power plants.

Neumann called for all three plantsto
remain in service, as it was still uncer-
tain how tight the market would be.

“all I can say is that three nuclear
power plants would be better than two,”
he said. However, he pointed out that
Amprion’s view wasjust a technical one.

“The government needs to draw the
political conclusions and take the politi-

com connectedtoi Alex:
ander Nesis, the brother of the ChlEf
executive.

cal
Aadditional reporting by Sarah White in
Paris

Curtius exit adds to Tiger Global’s troubles

ANTOINE GARA — NEW YORK

John Curtius, a partner at Tiger Global
who oversawa flurry of venture capital
investments over the past five years, is
poised to leave the firm in a departure
set to deepen the turmoil at the hedge
fund.

Curtius oversaw a number of Tiger Glo-
bal’s prominent recent software invest-
ments, such as Databricks, Toast and
Snowflake.

He will leave the firm next year, said
two people familiar with the matter.

Curtius, Tiger Global's founder Chase
Coleman and partner Scott Shleifer had
begun discussing his exit over the sum-
mer, according to two people familiar
with the matter.

Curtius plans to raise a new fund
focused on early-stage software compa-
nies, said a person familiar with the
matter.

Curtius joined Tiger in 2017 from
hedge fund Elliott and

reported to S]lle]fer ‘who runs the firm’s
venture

According to Plt(lhBDﬂk data, Curtius
led more than 100 venture investments
made by Tiger Global into early and
growth-stage venture capital busi-
nesses, becoming one of the most pro-
lific investors in Silicon valley.

‘within Tiger, Curtius became one of
the firm’s most active investors, playing
asignificant role in investing its private
funds, which are separate from Tiger's
hedge fund.

Tiger has established a reputation for
speed in getting deals done, often
beating competitors by quickly agreeing
to finance deals without requiring
board seats.

Curtius islisted as a board member on
just two of his investments, according to
PitchBook data.

Tiger Global’s flagship fund has
slumped 50 per cent in value this year,
weighed down by a deep correction in
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Inletters to investors, the group said it
'had been hit hardest by public software
‘Tholdings and the inability of its hedges
‘to damp market volatility.

“Weare grateful for all of his contribu-
‘tions to Tiger Global and have appreci-
ated his work ethic and intellect,” Tiger
Global management said in a letter to
investors yesterday, informing them of
Curtius’s departure, which was seen by
the Financial Times.

Inthe letter, Tiger confirmed to inves-
‘tors that its public funds lost money for
the third quarter and thatithad marked
down its sprawling portfolio of private
venture capital investments every
month thisyear.

“We head into the final quarter of
2022 having accepted that this is nota
'year in which the scoreboard will make
us proud and with our minds set
squarely on the future,” Tiger said in the
letter.

Tiger Global and Curtius declined to
comment.

Ferguson bets on US chip factory windfall

OLIVER TELLING — LONDON

Plumbing and heating equipment sup-
plier Ferguson is betting on a big wind-
fall from new semiconductor factories
in the US, as Washington unleashes
grants for chipmakers in an effort to
counter China’s influence.

The Anglo-American group’s chief exec-
utive, Kevin Murphy, said demand for
its products from chipmakers would
compensate for declining sales to the
residential sector as rising interest rates
hit housebuilding activity.

“The onshoring of chip manufactur-
ing. .. those are large projects for usin
everything from underground water
transmission [to] fire protection,” he
said. “There’s a good amount of mega-
projects . . . that are good for the coun-
try, good for our business.”

Ferguson is a significant distributor of
heating, ventilation and air condition-
ing equipment, as well as industrial
productsand services.

* FINANCIAL TIMES

Murphy’s comments underline hopes
that a drive to bring semiconductor
manufacturing back to the US will pro-
vide broad economic benefits. In July,
Congress passed the $280bn Chips and
science Act that included billions in
grants for semiconductor makers in the
US amid fears over China’s rise as a tech
power and its aggression on Taiwan.

“The projects that we're engaged in
right now are multiyear projects that
will provide good business opportuni-

UK group Ferguson generates about
95% of its revenue in the US

ties forus,” said Murphy, whose group is
based in the UK but generates about
95 per cent of its revenue in the US.

Murphy acknowledged that Ferguson

might suffer a hit to income from the

idential market, whichis i
for just over halfits revenue. “Asyou can
imagine, with interest rates rising,
there’s concern as to what new house
construction might look like,” he said.
“[But] we think that can be largely off-
set as we think about the non-residen-
tial side of our business.”

Ferguson, a former FTSE 100 com-
pany, has increasingly shifted its focus
tothe US. In 2021, the group spun off its
UK business before switching its pri-
mary listing from London to the New
York stock Exchange in May this year.

The group reported a jump in reve-
nues during the 12 months to July,
buoyed by acquisitions of US compa-
nies. Sales expanded 25 per cent over
the previous year to $28bn, while oper-
ating profitsrose 44 per centto $2.8bn.

COMPANIES & MARKETS

Riddle over scale of Credit Suisse capital hole

Some analysts estimate an extra SFr4bn will be needed as bank contends with social media flap about its balance sheet

OWEN WALKER AND ROBERT SMITH
LONDON

Credit Suisse has spent the past few days
battling social media rumours about its
balance sheet strength and trying to
persuade investors and clients that its
plummeting share price and spiking
credit default swaps do not tell the
truestory of its health.

Atth fthe stormis aq
that analysts and commentators have
been asking since Credit Suisse
announced in the summer that it would
strip back its investment bank and cut
out SFr1.5bn ($1.5bn) of costs: how big
will the capital hole be?

Last month analystsat Deutsche Bank
estimated that the moves would leave
the Swiss lender needing to find an addi-
tional SFr4bn due to restructuring
costs, the need to grow other business
lines, and regulatory pressure to
strengthenits capital ratios.

Paring the investment bank and lay-
ing off thousands of workers would lead
to redundancy costs and potentially
writing off losses on winding down high-
risktrades. The bank would also need to
invest in other parts of its business —
notably wealth management — to grow
revenue streams and make up for the
lost investment bank income.

By Friday, analysts at Keefe, Bruyette

For alender whose market
value has rapidly shrunk,
the prospect of going cap
in hand to investors seems
increasingly daunting

Pasca Mora/Bloamerg

“UBS burnt through billions in the
financial crisis and got bailed out. Thisis
notCredit Suisse today.”

Comparisons were drawn over the
weekend to the sharp sell-off in Deut-
sche Bank’s debtin 2016, when concerns
that the bank would have to skip some
coupon payments on its capital bonds
drove sharp movesinthe CDS market.

“We would be wary of drawing paral-
lels with banks in 2008 or Deutsche
Bank in 2016, said Citigroup analyst
Andrew Coombs. “The market appears
to be pricingin a highly dilutive capital
raise. We do not think this is a foregone
conclusion, sowould argue Credit Suisse
isabuy for the brave at these levels.”

When it comes to the banic’s liquidity
levels, Credit Suisse has a liquidity cov-
erage ratio of 191 per cent, higher than
most ofits peers. The ratioisa reflection
of the amount of highly liquid financial
assets the bank holdsthat can beused to
meet short-term obligations.

“From our perspective, looking at
company financials at the end of

https://digital.olivesoftware. com/ol|ve/odn/ftaS|a/pr|ntpages aspx’7doc FTA%2F2022%2F 10%2F05&ts= 20221004193820&uq 20220804103507
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& Woods were putting the figure at
SFrébn. They argued that this would
leave Credit Suisse, after asset sales, ask-
ing investors for SFr4bn of capital “to
accommodate a clear growth plan and/
or offset any unknowns such as litiga-
tionor client attrition fears”.

For a bank whose market

Credit Suisse tries to calm investors

5-year CDS spread (basis points)
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$1.5bn additional tier 1 bond redeeming in 2027,

400 5-25% coupon (cents per $)

tion has shrunk to SFr10bn in recent
weeks following a 25 per cent share
price drop, the prospect of going cap in
hand to investors, who have already had
to weather losses from scandals such as
Archegos and Greensill, seems increas-
ingly daunting.

Managers at the lender — which has
said it will unveil a detailed plan for its
stripped-down investment bank by the
end of the month — are adamant that a
capital raise would be alast resort.

“I want to be clear: we have not
sounded out investors for capital,” said a
banker who spent the weekend calling
top clients and counterparties trying to
reassure them about the bank’s health.
“we will be doing asset sales and divesti-
turesjustsowe can fund this very strong
pivotwe intend to achieve towards a sta-
ble business.”

The bank plans to sell parts of its

e o e

SN SR

Price-fo-book value (x)

the second quarter, we see Credit
Suisse’s capital and liquidity position as
healthy,” said JPMorgan analyst Kian
Abouhossein.

By the end of Monday, the bank’s
shareholders appeared calmed by the

o 02 04 06 08 10
120 UBS reassuring messages sent by analysts,
| 300 HSBC even if there were increasingly loud calls
Intesa Sanpaolo for the unveiling of the new strategic
J N 100 BNP Paribas plan to be brought forward. At the close
of the market in Zurich, Credit Suisse
PJ bl 200 SJ :E:‘:j: shares had recovered to roughly where
they had started the day at SFr4.
'\. 100 80 B v In Australia, an ABC journalist who
J Crédit Agricole had sent a widely circulated tweet on
Société Générale Saturday suggesting a large interna-
- : : 0 40  Deutsche Bank tional investment bank was “on the
2020 21 22 oct 2021 2022 oct Credit Sulsse brink” had deleted the post and his
Sources: Refiniiy; Tradeweh Citigroup employer said ithad reminded him ofits
social media guideli
with some traders quotingitashighas  12.9 per cent in 2020, and equates to T
350bp, according to quotes seen by the  SFr37bnof capital. |
Financial Times. The bank’s shares fell Compared with other European
to historic lows of below SFr3.60,down  banks, Credit Suisse has a similar CET1
close to 10 per cent when the market  ratio to the likes of UBS, HSBC, Deut- FT
opened. sche Bank and BNP Paribas.
The two issues that appear of most On topofthat, the bank hasSFr15.7bn
concern to investors and social media  of additional tier one capital, which is %ﬁl’]\_gtlﬂlf

investment

P
its prized securitised products business,
which analysts said could raise up to
SFr2bn.

credit Suisse managers had been
forced into the charm offensive follow-
ing a spike in spreads on the group’s
credit default swaps last week, which
indicated that investors were becoming
increasingly bearish on the group. Over
the weekend, social media and web
forums were awash with rumours about
the bank’simminent collapse.

By Monday it had become clear
that the bank’s communication cam-
paign had failed to calm jittery markets.
Traders and investors rushed to sell
Credit Suisse shares and bonds while
buyingCDS.

Credit Suisse’s five-year CDS rose
more than 100 basis points on Monday,

c are the bank’s capital
position, which reflects its ability to

Managers were forced
into a charm offensive
after a spike in spreads
on the group's CDS

absorb losses, and its liquidity levels,
which would be put tothe test in periods
of short-termstress.

The bank insists that neither present
arisk.

At its latest quarterly results in July,
Credit Suisse reported a common equity
tier oneratio, which reflects itsfinancial
resilience, of 13.5 per cent, well within
itstarget of 13 to 14 per cent for this year.
That isup from 11.4 per cent in 2015 and

raised from issuing contingent converti-
‘ble bonds, or cocos, because they can be
converted into equity intimes of stress.
Credit Suisse raised $1.5bn of AT1 cap-
ital over the summer, with a bond offer-
ing that paid 9.75 per cent. While at the
time the issuance looked pricey, the
bank has since been downgraded by
several credit agencies and the bond is
tradingata12.5per cent yield.
Inaddition, at its last financial results,
the bank had SFr44.2bn of “gone
concern capital”, which is additional
capital required by the Swiss regulator
to absorb losses without triggering a

ptcy.

“We would need to burn through
SFr97bn of capital before anything hap-
pens to clients or employees,” said a
Credit Suisse executive, totting up the
CET1, AT1 and gone concern capital.

Naver stock hit after $1.2bn Poshmark move

SONG JUNG-A — SEQUL

Shares in Naver, South Korea’s biggest
internet group, dropped yesterday
after it announced a $1.2bn deal to buy
Poshmark, a US online clothing mar-
ketplace, as it pushes into the booming
second-hand fashion market.

The deal is Naver’s biggest acquisition
and its first foray into silicon valley as
the South Korean company accelerates
its global expansion.

But the size of the deal took investors
by surprise, driving Naver shares down
8.8 per cent to their lowest point in more
than two years. The shares have
plunged more than 50 per cent this year
asaresult of a global tech sector rout.

Naver will buy all of Poshmark’s
shares for $17.90 each, a 15 per cent pre-
mium to Monday’s closing price. Trad-
ing of Poshmark shares was halted on
the news after surging 14 per cent in
after-hours trading.

With the deal, Naver will be able to
build its presence in the US online fash-
ion “recommerce” market by coupling
technological advances, including live
streaming features popular in Asia, with
Poshmark’s social shopping platform
and loyal customer base.

“The combination will create the

trongest platform for poweri
nities and refashioning commerce,” said
Choi Seo-yeon, Naver’s chief executive,

“Naver’sleading technology in search, A1
recommendation and ecommerce tools
will help power the next phase of Posh-
mark’s global growth.”

value is expected to increase about
10 per cent this year after an average of
25per cent in the past three years.

But Naver expects Poshmark to

The US online fashion r

market is estimated at $80bn and is pro-
jected to expand by 20 per cent annually
to $130bn by 2025, according to Acti-
vate Consulting.

Naver is South Korea’s biggest online
search engine, as well as offering inter-
net services including games, webtoons,
metaverse experiences and ecommerce.
Poshmark has more than 80mn regis-
tered users acrossthe US.

Poshmark will continue to be led by
chief executive Manish Chandra. The
company’s shares have fallen in the past
year and a half on concerns about slow-
ing growth and weakening profitability.
The ’s gross merchandi

regaini h ility in the
near future thanks to its robust user
base and high retentionrate.

“There is adifficult trade-off between
growth and margins,” Kim Nam-sun,
Naver’s chief financial officer, told ana-
lysts during a conference call yesterday.
“Butitwill be hard tomaintain the strat-
egy of prioritising profitability at the

of 2

Naver said the timing of the deal was
“appropriate” and its price was “attrac-
tive”, despite the deteriorating global
economic environment. The deal is
expected toclose by the first quarter of
next year.

The size of the deal for the US online
clothing marketplace was a surprise

But d thehigh price
tag. “The deal looks expensive as
Poshmark is likely to post about
Won100bn ($70mn) of losses this year,”
said Oh Dong-hwan, an analyst at
Samsung Securities. “It is especially so
as all ecommerce companies are grap-
pling with slowing growth after the pan-
demic-induced boom.”

Earlier yesterday, Citigroup analysts
downgraded Naver’s stock to a sell rat-
ing, saying its price-to-earnings ratio
‘was too high compared with its overseas
rivals.

Seelex
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US Treasuries, corporate

bonds and money markets

are increasingly stretched

ERIC PLATT AND KATE DUGUID
NEW YORK

Investors and Wall Street analysts are
sounding the alarm about a possible
‘market accident’ as successive bouts of
tumult in US stocks and bonds and a
surging dollar cause rising levels of
stressin the financial system.

A gauge of strain in US markets —
produced by the Treasury’s Office of
Financial Research — has soared to its

Fixed income. Volatility

Rising levels of stress in financi
system increase ‘accident’ risks

¥

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 10%2F05&ts=20221004193820&uq=20220804103507

10/20



2022/10/5 09:33

NIZNEsT 1evel SINCE TNe earty panaemic
ructions of March 2020.

Even as equities on Wall Street start
the new quarter with gains, the OFR’s
Financial Stress index is near atwo-year
high at 3.1, where zero denotes normal
market functioning. Thishas addedtoa
growing list of benchmarks that suggest
trading conditions in US government
debt, corporate bonds and money
marketsare increasingly stretched.

“The velocity of things breaking
around the world . . . is obviously a
‘neon swan’ telling us that we are clearly
now in the market accident stage,” said
Charlie McElligott, a strategist at
Nomura.

Rising concerns have been fuelled by
a series of big rate increases by the US
Federal Reserve to curbinflation.

Higher borrowing costs and fears of
an economic slowdown have led a steep
sell-off in public markets while
strengthening the US currency to the
detriment of its global peers.

Rate rises by the European Central
Bank and the Bank of England — as well
as aborted tax plans by the UK govern-
ment — have also amplified swings in
the market this year as glcbal pollcy—
maker: to reinin pri

“When financial conditions hghten
this much, everyone is looking for who
or what will be the cause for central
banks to blink,” said Michael Edwards,
deputy chief investment officer of hedge
fund Weiss Multi-Strategy Advisers.

“They [the Fed] are determined to get
financial conditions tighter, and
[because] the ecomomy is very
strong . . . they have to use funding
markets as the transmission mecha-
nism. Sosomeone will get hurt,” he said.

McElligott pointed to the 20 per cent
slide in the Japanese yen this year, a sell-
off in British sovereign debt in recent
weeks, and a smattering of loans stuck
on banks’ balance sheets that lenders
are unable to offload to investors even
with deep discounts as signs of strains in
markets.

He added that the strength of the
dollar was “causing tremendous strains
economically . . . and, increasingly,
metastasising in markets”.

Market stress means that markets are
not: ing as they should:
a.rent easily able to obtain lundmg itis
harder to buy and sell securities, prices
are volatile and investors are less willing
totake onrisk.

Conditions have been deteriorating
all year but until late it has been evident
primarily in the stock market, where

All pages from Financial Times (Asia), Wednesday, October 5, 2022

Flagging confidence: conditions have been deteriorating all year but untll recenlly ithas been evident primarily in the stock market — spence-platicaity

Stress is evident in US financial markets
Office of Financial Research financial siress index

and subcomponents

US businesses

Borrowing costs have surged for risky

Yleld on the ICE BofA US corporate high-yield index (%)

Price swings in the $24tn Treasury market
are getting more intense
Daily change in the 10-year US Treasury yield (basis points)
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valuations have dropped precipitously
as borrowing costs have risen and the
P f growth have bx lashed

" Private companies have been unable
to list their shares publicly and banks
have had to withdraw planned debt
financings for their clients after inves-
tors refused to open their cheque books.

Last month, banks were forced to
hold $6.5bn of debt funding the buyout
of software maker Citrix on their own
balance sheets after they failed to find
willing buyers for the debt.

“This is a story about beiling
lobsters,” said George Goncalves, head
of US macro strategy at MUFG. “You put
them in cold water and slowly turn the

corporate world meant the vulnerabili-
ties to the financial system remained
low.

However, the US bank warned that
the increase in the OFR’s index is
evidence of the broader spread of stress
throughout financial markets — and
decreased appetite for risk — wrought
by the strong dollar and higher US
interestrates.

‘Thisisastory about
boiling lobsters. You put
themin cold water and
slowly turn the heat up’

heat up. That is what is happ
markets. The Fed is turning up the heal
But because the market is still flush with
liquidity, it’s not yet clear where the
weaknessis”

JPMorgan Chase economist Bruce
Kasman on Friday said the relative
health of the banking system and small
financing needs for much of the

“Risks to global financial stability are
anincreasingly known unknown for the
outlook,” Kasmanssaid.

The corporate bond market is also
showing increasing signs of strain,
according to Marty Fridson, chief
investment officer at Lehmann, Livian,
Fridson Advisors.

Fridson noted that the premium
investors demanded to hold risky,
junk-rated corporate debt over haven
Treasuries has increased significantly
over the pastmonth.

By his calculations, the junk bond
market now reflects a 22 per cent
chance of recession, up from just 2 per
centinmid-September.

Corporate defaults more than dou-
bled from July to August, according to
rating agency Moody’s. Strategists with
Bank of America warned on Friday that
their gauge measuring stress in the
credit market was at a “borderline criti-
cal level” and that “market dysfunction
starts” if it rises much further.

Separately, a Goldman Sachs index
that esmarket i and
dislocations is being driven higher by
stress in funding markets as well as
heightened volatility in the $24tn US
government debt market.

The 10-year Treasury yield, whichisa
benchmark for borrowing costs world-
wide, has risen this year from about 1.5

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

percentto 3.6 per cent—and last week it
briefly breached 4 per cent for the first
timein 12 years.

volatility in that market has also
reached the highest level since the coro-
navirus-induced ructions of 2020,
according to the Ice BofA Moveindex.

The volatility can also be seen on a
day-to-day basis — the biggest move in
Lhe 10-year Treasury in 2021 was a 0.16

point drop on 6.
The[e have been seven days so far this
year with bigger moves.

While policymakers at the Fed
remain steadfast in raising rates, they
too are on the lookout for potential
dangers from the market drawdown.

“As monetary policy tightens globally
to combat high inflation, it is important
to consider how cross-border spillovers
and spillbacks might interact with
financial vulnerabilities,” Lael Brainard,
the Fed’s vice chair, said on Friday. “We
are attentive to financial vulnerabilities
that could be exacerbated by the advent
of additional adverse shocks.”

Fixed income

Retreat from bond funds with illiquid
assets threatens stability, IMF warns

ADRIENNE KLASA
AND GEORGE HAMMOND

The IMF has warned that a surge of
outflows from funds allowing frequent
investor withdrawals but holding
harder to sell assets could amplify
market stress and “potentially
undermine the stability of the financial
system”.

‘Withdrawals from open-ended bond
funds have increased in recent months,
the IMF noted, and another shock could
“trigger further outflows” with a
mismatch between redemptions and
illiquid holdings posing a “major
potential vulnerability”.

The international body singled out
less frequently traded securities such as
corporate bonds, emerging market
assets and real estate as most at risk
during periods of market volatility
when investors can move to sell in
unison.

“Pressures from these investor runs
could force funds to sell assets
quickly, which would further depress
valuations,” the IMF wrote in a blog post
yesterday.

“That, in turn, would amplify the
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impact of the initial shock and
potentially undermine the stability of
the financial system,” it added.

A number of UK property funds
moved this week to limit withdrawals
in a sign of how strategies based on
harder to trade assets struggle
when convulsing equity and bond
markets compel investors to rush for
the exit.

The IMF has pointed to worries with
emerging market corporate bonds

oOpen-ended funds have grown to
manage about $41tn in assets, or
one-fifth of holdings managed by the
financial sector outside of banks, in the
pasttwo years.

Most of these funds invest in
relatively easy to trade assets such as
stocks and bonds but the desire to allow
investors to diversify has led to the
expansion of funds with exposures to
lessliquid holdings.

‘These dynamics can also be damaging
‘to emerging markets where liquidity
already tends to be weaker even in more
stable periods.

Fixed income

JPMorgan declines to add India to
widely followed global debt index

JONATHAN WHEATLEY — LONDON
HUDSON LOCKETT — HONG KONG

JPMorgan has excluded India from a
widely followed bond index until at
least next year after investors raised
concerns about the domestic market’s
ability to handle the large volume of
capital inflows expected to follow.

India’s rupee-denominated bonds had
been on “positive watch” for a year,
prompting expectations among some
analysts and investors that a decision
would be made this month to add the
debt to the GBI-EM Global Diversified
mdeanh inclusion to follow in 2023.

“A decline in the liquidity of funds
domiciled in ad d ies can

have significant cross-border spillover
effects and increase the return volatility
of emerging market corporate bonds,”
the IMF said.

Concerns aboutopen-ended funds are
not new.

Property funds came under fire in
2016 and again in 2020 when the
respective shocks of the Brexit vote
and the outbreak of the pandemic
forced a number of them to gate, locking
in tens of billions of pounds of investor
funds.

lusion would have allowed a
blg chunk of India’s $1tn rupee-
denominated bond market to join the
index at a weighting of up to 10 per cent,
opening thedoor to a potential $20bn to
$30bn of inflows.

JPMorgan’s decisionnot to include the
bondswas due to investor concerns over
India’s market infrastructure, according
toa person familiar with the matter.

Gloria Kim, head of index research at
JPMorgan, said India’s market had
“made significant strides in easing the
access for foreign portfolio investors . . .

* FINANCIAL TIMES

[We] will continue to engage with the
regulators and market participants
and gather feedback on sufficient
resolutions for the remaining hurdles”.

The bank opened consultations from
the middle of this year with fund
managers handling about 85 per cent of
the $240bn in assets that follow the
benchmark.

Managers “overwhelmingly” voiced

‘We will continue to
engage with the regulators
and gather feedback on
the remaining hurdles’

concerns about India’s lengthy investor
registration process and the ability of its
market utilities to handle the volume of
trade clearing, settlement and custody
that would follow inclusion, the person
familiar with the p id

bank in Asia said foreign investors were
concerned about India’s capacity to han-
dle clearingand settlement, particularly
on the matter of trade matching, which
ensures that buy and sell orders from
both parties in a transaction line up.

Important parts of this process are
still handled manually in India, such as
matching the time stamp down to the
minute and size of a trade to two deci-
mal places, with discrepancies resulting
inthe cancellation of a transaction.

Another major challenge has been
where and how bond trading should be
settled — whether outside India’s
borders on a platform such as Euroclear,
which is familiar to global financial
institutions, or in India.

An exemption to capital gains tax for
foreign investors, which would have
paved the way for easier settlement at
Euroclear, had been anticipated by
analysts ahead of this year’s fiscal
in February but failed

The person added that India was
likely to remain on “index watch” —
without the positive outlook of its
previous status — for a further six to
nine mont

Astrategistat one western investment

tomaterialise.

“With operational issues, it’s always a
work in progress,” the strategist said.
“It’s an emerging market . . . you’re not
tradingUS Treasuries.”

See Lex

COMPANIES & MARKETS

The day in the markets

What you need to know

& Wall Street stocks extend rally after
streak of quarterly losses

® Traders hope for pivot from potential
rafe Increases as economic activity cools
® US Treasurles attract buyers while
glits and sterling also rally

Us stocks rallied sharply for the second
day as investors scooped up bargains
after the longest streak of quarterly
declines since 2008 and weak economic
data eased worries over Federal Reserve
rate increases.

The S&P 500 added 2.7 per cent in

marnina tradinn in Mow Vark hinn

‘ Investors in search of bargains after big slide in US stocks
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Volatility virus
strikes again with
flash crash in gilts

Eric Lonergan

Markets Insight

hatever one’s view of
the UK government’s so
called “mini” Budget,

+ha hand marlat crach

W

“risk categories”. Low, medium and
high risk are typically defined by ranges
of expected portfolio volatility.

Wrhwr dnae anwr nf thic mattar? Crachae

riserapidly, and bond prices to fall. Such
bond yield rises have meant future

company profits are discounted at a
himhar rata inct ac tha nrahahilite of
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S —
closed 2.6 per cent higher on Monday.

The technology-heavy Nasdaq
Composite rose 3.2 per cent. Elsewhere,
the pan-regional Stoxx Europe 600
closed up more than 3 per cent.

The rally comes after three straight
quarters of declines for the S&P 500, as
the Fed has led the charge on raising
interest rates aggressively to curb
stubbornly high inflation.

Higher borrowing costs and fears of
the Fed inducing a recession with tighter
monetary policy have weighed heavily on
share prices.

But with the S&P 500 down 21 per cent
so far this year, some analysts and
investors are poinfing to opportunities to
buy stocks on the cheap.

“We turn tactically bullish equities for a
[fourth-quarter] sharp rally” analysts at
Cantor Fitzgerald said this week. “We
believe that inflation is falling sharply as
we speak and will soon be recognised by
the Fed,” they added.

Employment data from the Bureau of
Labor Stafistics provided further
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encouragement to investors yesterday
that the Fed would slow its interest rafe
rises. The number of job openings in the
US dropped in August to 101mn, below
economists’ expectations of 10.8mn and
the previous figure of 11.2mn.

Markets were yesterday pricing in
expectations of US interest rates reaching
Just under 4.5 per cent by March 2023,
down from estimates of almost 4.7 per
cent in late September.

Government bond prices rose following
gains in the previous session with the
yield on the 10-year US Treasury note
slipping 4 basis points to 3.6 per cent.

The two-year yield, which is more
sensitive fo changes in inerest rafe
expectations, lost 2bp to 4.08 per cent.

UK gilis rallied more sharply with the
10-year yleld falling 8bp to 3.87 per cent.

The gilt market was last week gripped
by volatility after Westminster's proposed
Tax cuts and extensive borrowing plans
spooked investors and sparked a historic
sell-off in long-dated debt.

The pound advanced 1.1 per cent to
$114 against the dollar, back to levels last
seen before chancellor Kwasi Kwarfeng
unveiled his “mini” Budgef 11 days ago.
lan Johnston and Harriet Clarfelt

Markets update
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Twitter jumped following a report that
Elon Musk would go through and buy the
social media platform.

Bloomberg, quoting people familiar
with the matter, said the Tesla chief had
made a propesal in a letfer addressed fo
Twitter for his original $54.20 a share
offer.

Musk had been frying fo back out of
buying the network for months in a
dispute that was scheduled to be settled
in court this year.

Shares rose about 13 per cent to $48
before being halted.

A reassuring update sent Rivian
rallying. The electric fruck and van maker
said it delivered 6,584 vehicles for the
quarter ending September 30, up from
4,467 vehicles for the previous quarter
and on track to hit its annual production
target of 25,000 units.

Another auto group, Ford, climbed on
news that ifs eleciric vehicles sales had
tripled in September, outpacing the
segment, it said.

Online clothes marketplace Poshmark
rose sharply on announcing it was being
bought by South Korean internef group
Naver for $1790 a share — a 15 per cent
premium on Monday’s closing price.

The deal, which was expected fo close
by the first quarter of 2023, gave the
Californian reseller an enterprise value of
$12bn. Ray Douglas

France's Mé fell sharply on news that
media conglomerate Bertelsmann had
decided to retain its controlling stake in
the TV broadcaster.

‘The German group said it had
“received several financially attractive
offers for ifs 483 per cent” holding but
“considered the legal risks and
uncertainties fo be too high”.

A boost in funding helped Iift Norway's
Nel with the renewable energy group
announcing that it had been granted
$5.6mn from the US Department of
Defence.

The money was earmarked for a 19-
month project aimed af accelerating the
development of renewable hydrogen
generation for industrial applications.

Belgium pharma product developer lon
Beam Applications rallied following news
that it had secured a coniract fo install a
radiopharmaceutical preduction centre in
Georgia.

KBC Securities noted thaf, while the
contract was small, estimated to be below
€5mn, it reconfirmed 1AB's “ongoing
momentum across the different
divisions”.

‘Swiss chemical company Sika jumped
after upgrading its fiscal-year sales
outlook and revealing that it was in the
process of looking for a “competent
buyer” for part of ifs admixfure business.
Ray Douglas

‘Watkin Jones fumbled following a profit
warning in which the developer of
residential rental homes said that
underlying operating profit would be
“around 10 per cent below current market
expectations” for the full year.

Management said it saw “some pricing
and margin softness on sales concluded
in the second half, with purchasers facing
Increased funding costs™.

‘Yesterday’s steep slide reflected
“concerns on the sensitivity of its
customer fo the rising rate environment”,
said Jefferies.

Online furniture refailer Made.com
surged affer disclosing that it had “begun
discussions with a number of inferested
parties regarding the sale of the group”.

A solid third-quarter update lifted
baker Greggs, which posted a 9.7 per cent
rise in like-for-like sales in company-
managed shops compared with the same
period in 2021.

Greggs left its full-year guidance
unchanged, suggesting that the company
had “managed its cost base effectively” in
‘the face of Inflationary pressures, sald
Danni Hewson, AJ Bell analyst.

Hargreaves Lansdown climbed
following a ratings upgrade by Jefferies,
which raised the investment platform
from “underperform” to “hold” on the
grounds thaf it remained a “good and
highly profitable business”. Ray Douglas

Y last week exaggerated
its significance. Itis true that the Bank of
England may need to raise interestrates
more than it would have otherwise,
although even this is highly uncertain.

But what is clear is that the current
government will be fortunate to survive
another two years, not 30. So how can
one explain market expectations for
interest rates over 30 years rising from
2.5 per cent in August to in excess of
5 per centlast week?

The proximate cause of this latest
panic appears to be collateral calls on
UK pension funds to cover losses on
hedges of their liabilities. But rapid falls
in market prices, or “flash crashes”, are
occurring with increasing frequency.
Each post mortem reveals a different
strategy or market participant being
forced to sell. But there isa deeper cause.

The biggest structural change in
investor behaviour in the last 30 yearsis
the near universal adoption of volatility
asameasure of risk. Volatility is simply
the standard deviation of the price of a
security or market or how much the
price moves away from its mean in a
given time period.

It is rarely appreciated that volatility
is relevant to a universe of investors far
beyond those funds that explicitly seek
to exploit volatility for returns.

Itis arelevant factor to almost all the
large pools of capital in financial
markets. Virtually all risk-management
tools, used globally across all the big
financial institutions, measure portfolio
risk based on volatility.

Even financial advisers categorise
peoplein the retail market according to

sy wwrs ray on sasso sascarens
are caused by correlated investor
behaviour —the herd. If investors act in
unison trying to sell an asset, the price
has to move a great deal for the market
to clear. If vast swaths of financial capi-
tal are shrinking portfolios in response
to rising volatility, this will beget higher
volatility and dramatic swings in price.
This process is now embedded in
financial market behaviour.

such dynamics have been com-
pounded in major asset classes by a

Risk management in fact
amplifies the simplest of
responses — when prices
fall, most people panic

fundamental change in the correlation
between bonds and equities. To under-
stand a portfolio’s volatility, you also
need to make assumptions about the
correlation of the main components.

Consistently during the last 30 years,
government bonds have been nega-
tively correlated with equity markets
during phases of steep and persistent
stockmarket declines.

Owning government bonds has acted
like owning an insurance policy against
the stock market. During steep declines
in equity markets, bond prices have
typically risen, damping the volatility of
overall portfolios.

This year, that correlation has
changed. A sustained inflation problem

a2 guon ot prusauiy s
recession is rising, cau: siJ;:g double-digit
declines in stock markets. Far from
acting like diversifying insurance
policies, adding bonds to an equity
portfolio has acted like addingleverage.
If everyone now targets volatility,
there is a persistent source of herd
behaviour, so price crashes become a
permanent feature of financial markets.
The roots of this intellectual virus are
strong: it is deeply embedded in modern
ﬁnanmal economics, it is faCl]ltiﬂEﬂ by

logy, and it amplifies b

biases and investor emotion.

The greateconomist Frank Knight did
untold damage when for convenience
rather than accuracy he defined “risk”
asameasurable probability and “uncer-
tainty” as unmeasurable. Most risk,
properly understood, is not measurable.

Finance theory, with insufficient
reflection, took Knight’s arbitrary line
as gospel and concluded that the only
measure required is market price.

Feeding technology with almost limit-
less time series of data, it is little sur-
prise that the financial system is trans-
formed. The deepest irony is that the
quantitative “science” of risk manage-
ment in fact amplifies the simplest of
human emotional responses — when
pricesstart falling, most people panic.

This backdrop suggests that the
timing of this cavalier interim Budget
explains much of its impact. Attempts
to re-establish fiscal credibility may
help at the margins but the real forces at
work in thismarket lie elsewhere.

and a huge shock tointerest
tations has caused global yield curves to

EricL il M&Gand
authorof Supercharge Me: Net Zero Faster’
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FT TECH: A NEW FT CHANNEL

THE TECH TRENDS
CHANGING THE

WORLD

Explore the emerging technologies that are transforming
industry, work and life, with our new video series FT Tech.

From manufacturing and financial services to inclusion and
innovation, we uncover the impact and opportunities through
reporting from FT specialists and expert insights from Infosys.

Watch FT Tech now at channels.ft.com/tech

Supported by

Infosys
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ARTS

‘A New York show hopes to
redeem the reputation of
tailor-turned-painter Morris
Hirshfield. By Ariella Budick

cat lounges on a gold and

green love seat, sizzling

with electric power. White

fur cracldes along its flanks.

‘Two yellow eyes glare from
its snowball face. Once seen, this fierce
feline can’t be forgotten — except that,
for decades, it was.

The American Folk Art Museum’s
energising exhibition Morris Hirshfield
Rediscovered tells the story of a painter
‘who found his calling late in life, was
‘briefly hailed, then drummed out of the
clubof 20th-century American artists.

1n 1939, the collector and tastemaker
Sidney Janis was prowling around a gal-
lery in New York, hopingto flesh out the
show he was curating at the Museum of
Modern Art, Contemporary Unknown
American Painters. He spotted a pair of
canvases turned towards the wall, wait-
ing to be returned to the artist. Janis
flipped one over and found himself star-
ing back at that baleful cat, “a strangely
compelling creature which, sitting pos-
sessively upon a remarkable couch,
immediately took possession of me”.

The art world’s elite agreed. Picasso,
Duchamp, Mondrian and Peggy Gug-
genheim praised him. Even the astrin-
gent critic Clement Greenberg decreed
that Hirshfield “would hold his own
against any competition” of living paint-
ers. MoMA bought both of Janis’s discov-
eries, “Angora Cat” and “Beach Girl”,
and in 1943 gave the 71-year-old Hirsh-
field asolo show.

1t took him a lifetime to become an
overnight success. Born in 1872 to poor
Jewish parents in what was then Russian
Poland, Hirshfield sailed to New York
City at 18 and changed his name from
Moishe to Morris. The entrepreneurial

Afﬂ’{: g
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Intense visions of an outsider

boudoir footwear.) Eventually, that suc-
cess, too, imploded.
Impoverished and unemployed, Hir-

immigrant started out fabricina
‘women'’s cloak and suit factory on Man-
hattan’s Lower East Side. Later, he and
his brother opened a tailor shop, which
lasted a dozen years before folding.

But Hirshfield then hit it big in slip-
pers. Even during the Depression, his
company, E-Z Walk, brought in $1mn a
year and allowed him to live in a spa-
cious house in Borough Park, Brooklyn.
(The Folk Art Museum commissioned
the designer Liz Blahd to reproduce 14
of his designs, a rainbow of stylish

shfieldd ized toa tiny apartmentin
Bensonhurst and finally had time to
paint. He spent two years labouring
over the two works that Janis stumbled
on. Rather than spend money on virgin
canvas, he picked up someone else’s
paintings and buried them in pigment.
In “Angora Cat” (1937-39) the penti-
mento is barely noticeable: a small
metallic figurine decoratively affixed to
the wall. In “Beach Girl”, the original
peeks through more decisively, with
Hirshfield’s brushstrokes converging
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on a figure’s Leonardo-esque face.

Art historian Richard Meyer, who
curated the Folk Art Museum’s show
with splendid passion, connects the
painting to Hirshfield’s decades of expe-
rience with cloth. In what Meyer calls
the artist’s “textile imaginary”, each of
the components mimics a different fab-
ric. “The sky becomes loop strands of
creamy blue yarn, the sand gives way to

gray boiled wool, the water converts
into salt-and-pepper tweed,” he writes
inthe superb catalogue.

Hirshfield’s painting “Tailor Made
Girl” (1939) depicts a symmetrical fig-
ure outfitted in blue, holding a vase of
flowers. It’s a formal, even iconic pose,
the well-dressed woman standing in for
a Christian saint, with a crown of
permed hair cast in the role of halo. In
reproduction, the work looks like an
assemblage of flattened, simplified
forms. In reality, the nose juts out into
three dimensions, a sculptural schnozz
thatgetsloston the printed page.

Thatyear also yielded “Lion”, a preda-
tor perched on petite paws. With its bul-
bous nose and long, elegant whiskers,
the animal has been read as a self-
portrait. Meyer also detects a trace of
Bert Lahr in The Wizard of 0z. Hirsh-
field’s king of beasts stands regally
‘wrapped in its mane the way Henry VIII
enfolded himself in ermine, radiating
supernatural potency.

A companion piece, “Tiger” (1940),
represents the acme of Hirshfield’s
achievement — a dangerous place to

reach. The curve of the beast’s back

extends the swoops and swells of a ver-
dant mountain range and links the
tapestry-like vegetation in the fore-
ground with the roiling pelt of clouds.
“Among 20th-century American paint-
ings, Idonotknow . . . a more unforget-
table animal picture than Hirshfield’s
“Tiger,” announced MoMA’s founding
director Alfred Barrin1942.

Barr put his reputation where his
heart was and in 1943 mounted The
Paintings of Morris Hirshfield, which
included the artist’s complete opus: 30
paintings in all. Critics reacted viciously.
A condescending consensus emerged,
condemning the show as a museum’s
grotesque dalliance with amateurish-
ness. This was a tragic moment in
gatekeeping, when ossified criteria of
prestigeinterfered with critics” ability to
see what was right before their eyes.
Barr lost his job. Hirshfield was
demoted to the status of an overambi-
tious “primitive”. The modern canon
had room for exactly one self-taught
outsider: Henri Rousseau.

One possible — and partial — explana-
tion fo disaster is that, as the cur-
i 2 Tees ol bl
creativity had already begun to ebb. The
intensity of the first experiments had
tapered off, replaced by compulsively
repetitive renderings of the female
body. Even so, André Breton and his
band of exiled surrealists embraced
these barely animate, mannequin-like
nudes, and Hirshfield repaid their
admiration with a cover illustration for
the surrealist magazine View.

The prejudices that snuffed out Hir-
shfield’s fame have largely, but not
entirely crumbled. Meyer recounts that
he approached MoMA and suggested it
might want to re-examine Hirshfield
(and make good use of its holdings) with
a new retrospective. The museum
declined to reopen old wounds, and the
show wound up in an institution dedi-
cated to challenging the distinctions
between unschooled and learned art.
The work of redemption goes on.

To January 29 2023, folkartmuseum.org

On the frontier between war and fun

GAMING

tlooks just like a normal Xbox 360
controller, one I might have held
through long gaming sessions dur-
ing my teenage years. Yet the gadget
in the glass case at London’s Impe-
rial War Museum had another purpose
entirely — it controlled the camera of
Desert Hawk, an unmanned aerial vehi-
cle used for military surveillance in the
Afghanistan and Iraq wars. The manu-
facturer, Lockheed Martin, realised that
Xbox controllers were cheaper than
military-grade alternatives and did the
job just as well. Many new recruits had
already used gaming controllers to
engage in fantasies of war; now they
could use them for the real thing.
Thisuncomfortable elision of war and
entertainment is explored in I'WM Lon-
«don’s new exhibition, War Games. In a

An Imperial War Museum exhibitio;

of Duty: Modern Warfare slavishly pursue
graphical fidelity, a goal that remains a
core concern for many gamers. It is curi-
ous to note that players of modern
shooters demand the utmost realism in
terms of weapon design and blood spat-
ter physics but also desire a depiction of
‘war that strips out all the boredom, the
4 -

survey of 40 years of i y, the
exhibition asks: what can games teach
usabout conflict?

“There’s always a tension when play-
ing at war because war is primarily
about violence and destruction, while
the defining characteristic of games is
fun,” says co-curator Ian Kikuchi. Fans
of the first-person shooter genre know
that the easiest way to resolve this ten-
sion is simply to make the violence feel
fun. We see the team behind stealth
shooter Sniper Elite 5 discussing how
they fine-tune each rifle to make it satis-
fying to fire and how much care goes
into programming each gruesome head-
shot. There is nothing inherently wrong
with enjoying this — entertainment
media have long given audiences a safe

trauma —i: words,

Players of modern
shooters want a depiction
of war that strips out the
boredom, the trauma

Several indie games have tried to
explore the emotional realities of war
and to generate greater empathy. The
exhibition presents Through the Darkest
of Times, in which you direct opposition
to the Nazi party in 1930s Berlin, and
This War of Mine, where you control civil-
ians struggling to survive in a city under
siege. Most moving is Bury Me, My Love,

n on games includes ‘Sniper Elite 5

with these retellings of war stories: a
blanket carried across Europe by a sec-
ond world war refugee and the charred
musical instrument of an Iragi man who
fled hishome in Mosul to escape Isis.

We also see a demo of the controver-
sial Six Days in Fallujah, which has
attracted criticism from gamers who are
concerned about whether it can sensi-
tively portray the plight of Iraqi civilians
while extolling the heroism of US
marines. This raises questions about
whether games can provide a suffi-
ciently sensitive canvas to portray
recent conflict — there are no games
about the war in Ukraine just yet,
although the industry has united in sup-
port of Ukrainian developers.

“More than anything, games tell us
about the stories we want to tell about.
conflict,” says Kikuchi. “They over-
emphasise the difference that individu-
als can make. Conflictsare rarely solved
by one surgical strike or a special forces
squad.” To walk through the exhibition
is to understand that war is beyond the
control of any one individual.
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space to explore their darker mpulses

an innovative game casting pllyersas a

and ideas. Gore can bea thril
cleaslong as we know it’s notreal.

Yet war games are constantly edging
towards greater realism. The exhibition
includes the rifle on which the Sniper
Elite 5 team modelled their digital ver-
sion. And in a video, the creators of Call

man ing via text message
with his wife as she tries to escape Syria.
The messages you send dictate whether
she makesitto fely, ends up in

Games might mine the topic for
enjoyable spectacle or exploreits darker
undercurrents, but they mostly peddlea
fantasy. “They reveal our desire tobe in

1 of our destiny,” says Kikuchi, “in

arefugee camp or drowns at sea.
Alongside the games are objects from
the museum’s collections that resonate

FINANCIAL TIMES

away which real war always deniesus.”

To May 28 2023, iwm.org.uk

FT BIG READ. CHINA

The impact of falling house prices is spreading to the broader economy, as arash of debt
defaults by developers morphs into a fiscal crunch at the local government level.
By James Kynge, Sun Yu and Thomas Hale

A slow-motion financial crisis

ucy Wang finds herself at the
sharp end of a crisis seeping
through China’s housing mar-
ket. She dreamt that buying
an under-construction apart-
ment in the northern city of Zhengzhou
would be a ticket to anewlife.

For a young woman from a farming
village, the Rmb250,000 ($34,839)
down payment she used to secure the
property represented a big outlay. Half
the money had come from her parents,
who had put aside years of meagre sav-
ings from selling the potatoes and wheat
they grew on the family plot.

Everything seemed set fairuntil Octo-
ber last year, when building activity on
her block of flats suddenly stopped. At
first, she said, the developer of the Meil-
ing International House was evasive on
when construction might resume. Then
its representatives started spouting
reams of unlikely excuses. In July
‘Wang’s hope died. The local housing
bureau told her and other buyers that
their money had been “misused”. “I
have lost faith in the developer,” she
said. “This has ruined mylife.”

‘Wang is a victim of China’s gathering
economic gloom. A property market
that has contributed about one quarter
of gross domestic product has over the
past decade turned sour, triggering a
series of secondary effects that are
smothering growth in the world’s sec-
ond-largest economy. Logan Wright, a
Hong Kong-based partner at the consul-
tancy Rhodium Group, calls the situa-
tiona “slow-motion financial crisis”.

Contagion is spreading into the deep
tissue of China’s political economy.
‘What began as a property crisis — char-
acterised by slumping apartment sales
and a rash of debt defaults by develop-
ers — is now morphing into a financial
crunchat the local government level.

Anew world of difficult choices looms.
before Chinese policymakers as a cru-
cial congress of the ruling Communist
party this month looks set to award
another term in office to Xi Jinping,
Chinas authoritarian ruler.

With the market slump, thousands of

% A AATE

local government fi wvehicles
(LGFVs), which since the financial crisis
have provided the main impetus behind
China’s investment-driven growth, are
either running short of funds or teeter-
ing on the brink of unprecedented
defaults, analysts say.

Taken together, the slumping prop-
erty market, the sputtering investment

‘ House prices in August fall in nearly three-quarters of large Chinese cities Chinese property developers |
New home price in 70 cities, year-on-year change suffer ratings downgrades
y Chinese property developers’ ratings,
- share of 71 rated developers (%)
15 100—. — —
Chengdu Not rated
10
5
®- Caal or below
50— — -
0
Zhengzhou e BlioB3
=5
BalioBa3
10 Baalfo Baa3
Jun Jun
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Source: National Bureau of Statistics of China Source: Moody's

Local authorities’ income from land sales crumbled in 2022

Monthly revenue, year-on-year change (%)

China’s economy set to grow at half the official target rate in 2022
GDP growth (%), projected figures for 2022

hefty burden of nati

expansion for well over a decade.
Dan Wang, chief i

60
engines of local govemments and a Official growth target
40
end for a model of growth that has not 20
only transformed China but also been
the bi; ofglobal i 0
at Hang -20
Seng Bank, a Hong Kong-headquartered
-40

bank with significant operations in
mainland China, says the economy has
arrived at an inflection point. “The old
model of relying on infrastructure
and housing has essentially finished,”
shesays.

One of the next twists, according to
‘Wright, is likely to be unprecedented
defaults by LGFVs on the domestic
bonds they issue. If LGFVs do default, it
will signal the crossing of a “Rubicon”,
hesays.

This is partly because these bonds —
which have financed the construction of
roads, railways, power plants, airports,
theme parks and hundreds of other
pieces of infrastructure — have been
assumed to enjoy an implicit govern-
ment guarantee, More materially, such
defaults could also destabilise a $7.8tn
mountain of debts built up by such
LGFVs, sending chills through an
already cooling economy.

To put it in context, that figure for
LGFV debt is the equivalent of nearly
half of China’s total GDP in 2021 — or,
for example, about twice the size of
Germany’s economy.

In the free markets of the west, finan-
cial crises can empl suddenly, Lalcmg

T
Apr2021

T T T
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Authorities have  finance at the University of Hong Kong. ‘Wangwas one such protester. She says
madeaseriesof  Headds that in the past few years, Bei-  she stopped paying the Rmb3,800
announcements  jing has tried to stretch the booms in  monthly mortgage instalment in June.
intended to property and infrastructure to prolong  Inany case, it would have been difficult
support the investment-led growth. for her to afford the payments because
property sector, “But now, all these drivers havelittle  her job as a sales agent for “baijiu”, an
butanalystssay  spaceleft, ifanyatall.” alcoholic drink, has been hit by China's
they do not . broader economic slowdown. “I am not
represent a Threeredlines optimistic about the project,” Wang
solution to ‘Wang'stravailsreveal a crucial aspectof  says. “Theard an executive at the devel-
China’s what is ailing the property market. She  oper hasrecently beenarrested.”
structural had bought a “presale property”, a type A q

slowdown of investment t%‘]atworplmd saﬁs[amﬂwrgy Economic contagion

(Ot Shen/Bloomberg

when apartment sales were buoyant
and real estate prices were almost
perpetuallyon therise.

‘Under this model, buyers would hand
over a down payment of typically 30 per
cent of the value of an apartment. They
would then start paying monthly mort-
gage instalments as the developer built
the apartments from the ground up. If

Personal misfortunes such as Wang's
reveal the human cost from a contagion
that is starting to course through the
main arteries of the Chinese economy.
“The next stage of the property crisis
is the transmission of losses from prop-
erty developers to China’s financial sys-
tem,” says Wright, tracing a clear line of
cause and effect from the stalled real
estate projects to local government debt
distress, lower investment levels and
finally to the possibility of emergency

‘The next everything worked out, the buyer would
fth take delivery of a new apartment on a
stage of the certain date, happy in the expectation
pmpe[ty thatit wuuld hewurth more than when mmbaﬂams

nues, according to Moody’s, a rating
agency. This, in turn, rendered local
governments much less able either to
drive growth through infrastructure
investments or torepay debt.

The potential size of this problem is
brought home by the numbers. The
decline in local government land sales
revenues in the eight months to August
was 28.5 per cent year on year or, in
monetary terms, down Rmbl.4tn from
the same period last year, according to
official figures. If that trend is annual-
ised, it will produce a full-year decline of
Rmb2.5tn, notes Wright.

Such a shortfall represents more than
half of the Rmb4.5tn in LGFV debt that
is set to come due before the end of june
2023, according to Wind, a database
provider. The upshot is that — absent a
big bailout from Beijing — local govern-
ments will struggle to honour the debts
of at least some of the thousands of
LGFVsthatthey own.

1f defaults do occur, analysts say, they
rlsl( demhlhsmg the whole mck of

‘Most of the
LGFVsrely
on subsidies
from local
authorities.
Butnow
thatlocal
government
revenue
from land
sales are
down, alot
ofthe
subsidies
are just
stopping’

around 6 per cent and get returns on
equity of maybe 1 per cent,” says Steven-
son-Yang. “Most of them rely on subsi-
dies from local governments. But now
that local government revenue from
land sales are down, alot of the subsidies
arejust stopping.”

The big question, she says, is “how are
the LGFVsgoingto pay?”

A fateful irony in China’s LGFV narra-
tive is that it was these funding plat-
forms that were seen as the country’s
saviour just over a decade ago. In the
aftermath of the 2008 global financial
crisis, Beijing looked to local govern-
ments to reverse a precipitous slump in
GDP growth. The LGFVs responded by
launching an investment boom funded
by the issuance of bonds that floated
China’s economy off the rocks.

Now, by contrast, it is the excesses of
LGFVs — which are estimated to
number around 10,000 across the whole
country — that threaten to damage the
economy.

Although the origins of China’s LGFV
meltdown lie within the opaque
recesses of China’s political economy,
the falloutis likely to be of global signifi-
cance. Local government frailties are
combining with other structural head-
winds to hobble the country’s dyna-
mism. This year the country’s economic
outputwill lagbehind the rest of Asia for
the first time since 1990, according to
‘World Bank forecasts lastmonth.

The World Bank revised down its.
forecast for China’s GDP growth to
2.8 per cent, compared with 8.1 per cent
last year. By contrast, the outlook for
the rest of east Asia and the Pacificis to
grow at 5.3 per cent this year, up from
2.6per cent lastyear.

The new reality for China representsa
seismic shift in the contours of the glo-
bal economy. In the decade from 2000
to 2009, China’s GDP growth averaged

As he prepares fo
begina third term
as China’s leader,
Xi faces an
economy that is
slowing sharply

10.4 per cent a year. This extraordinary
performance abated during the decade
from 2010 to 2019, but annual GDP still
grew by anaverageof 7.7 per cent.

If the anaemic performance forecast
for China this year persists, the world
will miss its most powerful locomotive
for prosperity. In the years between
2013 and 2018, according to a study by
the IMF, China contributed some 28 per
cent of GDP growth worldwide — more
than twice the share of the US. The big-
gest fall in Chinese cement production
in atleast two decades has dragged glo-
bal output of the construction material
into decline, demonstrating how a crisis
in the country’s vast property sector is

industries thatrely onit for
growth. According to data provided by
the World Cement Association, global
cement output fell 8 per cent year on
year to 1.9bn tonnes in the first six
months of 2022.

Several structural impediments
beyond the debt crisis are conspiring to
reduce the country’s potential. A peak-
ing population, twinned with a rapidly
ageing society, are two among several
other trends that look set to sap eco-
nomicvigour over the medium term.

A sense of how deeply such concerns
are being felt within China is evident
from the pessimism that is starting to
infect multinational companies. The
European Chamber of Commerce in
China this month put outits “most dark
[position] paper ever”, according to Jérg
‘Wuttke, chamber president. The cham-
ber warned that “European firms’
engagement [in China] can no longer be
takenfor granted”.

Overall though, analysts say that
Beijing retains considerable potential
for policy responses to its economic
problems. In recent days, authorities
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gOVernments and mvestors Dy SUrprise.
But in China’s state-driven economy,
infirmities metastasise more slowly as
Beijing deploys political capital to battle
against the turning tide. This gives pro-
ceedings a more stately aura, butit does
not mean that underlying problems are
any less severe, analysts say.

The global lmphcatmns ofa Chinese
economic slowdown are stark. The
country’s contribution to the world’s
economy, already hit by a sharply slow-
ing GDP growth rate this year, would be
further enfeebled. Multinationals that
derive much of their revenue growth
from China may be forced to trim earn-
ings projections.

“China’s growth model has run its
course,” says Chen Zhiwu, professor of

16
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i CONSTrucuon began.
crisis is the But several factors have conspired to
ransmission  undermine this cosy arrangement.
oflosses In August 2020, the Chinese govern-
ment — spooked over the spectre of a
from debt-fuelled property bubble —
imposed “three red lines” on developers
ERpEGy to restrict their capacity to adtl‘l)e:-o
developers already giddy levels of debt. This, in
to China’s turn, left some overleveraged develop-
N ers without the means to finish apart-
financial mentblocks they had already pre-sold.
systgm’ As developer funds dried up, building

activity on some apartment blocks
petered out. In protest, hundreds of
th ds of would-be
ers this year boycotted the mortgages
they had pledged to pay on more than
300 developments in nearly 100 cities.

own-

Such Lransmission mechanisms are
already in play. The “three red lines”
policy that mothballed the Meiling
International House project has clob-
bered the finances of real estate devel-
opers, which together missed payments
on a record $31.4bn in offshore dollar
bonds by August. Developers are also
being hit by collapsing business reve-
nues: official figures show home sales in
China fell nearly 30 per cent in the first
half of the year to about Rmbé.6tn.

But itis the next link in the chain that
is really crucial. As developers ran short
of income, they had to slash their land
purchases for new projects. Such land
sales have long been a lifeline to local
governments, accounting for roughly
40 per cent of their recent annual reve-

FINANCIAL TIMES

LGKFV @ebt, wnich stood at apout
Rmb54tn (§7.8tn) at the end of 2021,
according to Wind, a database provider.
Following defaults, a flight to safety
would probably take hold, driving Chi-
nese financial institutions to shun the
bonds of LGFVs from those provinces
with weaker financial performances,
according to experts.

Moody’s estimates regional and local
governments will this year suffer a total
funding gap —the shortfall betweenrev-
enues and expenditures fromall sources
—of Rmb7.5tn.

Anne Stevenson-Yang, co-founder of
Us-based activistinvestor J Capital, sees
thewoes afflicting LGFVs as a productof
the inefficiency of Chinese state-owned
actors. “The LGFVs took on debt at

Tomorrow
As the property
market slumps,
can China
rebuild its
growth modef?

nave unvelled a series oI announce-
mentsintended to support the property
sector, sparking a mini-rally for the
shares of Hong Kong-listed Chinese real
estate companies.

Butwhile such stimulus measures are
helping to manage the property shock,
says Thomas Gatley of Gavekal Dragon-
omics, they do not represent a solution
to China’sstructural slowdown.

As Diana Choyleva, chief economistat
Enodo Economics, a consultancy, puts
it: “Both the Chinese Communist party
and the wider world need to come to
terms with all the profound changes
that flow from a Chinese economy grow-
ingatbest at half the level of 5 per cent.”

Additional reporting by Nian Liu and
Maigi Ding

Wednesday 5 October 2022
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Germany’s divisive ‘double ka-boom’ on energy

Scale and timing of Berlin's
support package risks
undermining EU unity

Wwhen Germany’s government
announced a bazooka-sized €200bn
energy support package for households
and businesses last week — a “double
ka-boom”, said chancellor Olaf Scholz—
it did not intend to start a volley of
intra-EU friendly fire. But that is what
ensued. Italy’s outgoing premier Mario
Draghi warned that “we cannot divide
ourselves according to the space in our
national budgets”. An adviser to his
imminentsuccessor Giorgia Meloni said
Berlin’s move “undermines the reasons
for the union”. Slovakia’s energy minis-
ter accused Germany of “destroying our
common market” and Hungary’s leader

evenif German leaders protest that the
backlash is unjustified. To a degree,
those protestations are valid. Berlin can
fairly claim that it is only following the
lead of France and Spain in capping
energy costs with the help of public sub-
sidies. If anything, it seems to wam to

such a scale. Even fewer can risk fund-
ing it all through borrowing. Germany
has rekindled memories from early in
the pand ennc. when its bigger ﬁmncnl
d to protectits

better than other countries from the
impact of | lockduwns, distorting compe-
titioninth ket

keep in place some price i
energy savings. The country has a]ready
reduced energy demand more than
many, at asteep cost; Germany’s indus-
trial production is plummeting. That is
not surprising given the country’s out-
sized — though self-inflicted — reliance
onRussian gas.

But thisisnot enough to permit Berlin
to shrug off objections. Its “double ka-
boom?” is achallengeto the EUunity that
Vladimir Putin seeks to undermine. The
scale of Germany’s package and its
unfortunate timing — a day before
energy mlmsters were set to discuss a

viktor Orba it

The reactions show that the pollcy
move upset a delicate political balance
in Europe ahead of a difficult winter,

o — make it much
harder to adueve]ustthaL

Not all countries, especially poorer
ones, can subsidise their businesses on

The €200bn is an inflated number: it
reflects the accounting trick needed for
‘Germany to reactivate its own strict fis-
cal rules next year, rather than the likely
needs of its economy. But that does not
necessarily help the political fallout in a
union where many still remember feel-
ing hectored by Berlin to stick to fiscal
rulesnow overripe for reform.

Domestic politics are as difficult in
Germany as elsewhere and clearly
required a big response to support
households and busi Alegislati

deadline necessitated the timing. This
‘was more clumsy than malicious; better
communication could have lessened the
row. Still, Europe cannot afford clumsi-
ness at a time of war, particularly from

its most powerful country. Itisin the
interests of both Germany and Europe
for Berlin to mend fences swiftly and
throw its weight behind a more harmo-
nised approach at EU level. Many good
ideas are circulating. Draghi has pro-
posed to repurpose SURE, the pandem-
ic-era refinancing vehicle for national
unemployment insurance, to help
countries fund protections against high
energy prices. Claude Turmes, Luxem-
bourg’s energy minister, had a point
when insisting state aid rules must be
able to haltan “insane” subsidy race.

If Germany does not lend such ideas
strong support now, it should expect
greater demands less to its liking. Back
in 2020 there was fear of single market
fragmentation due to differences in fis-
cal capacity. Within months, the EU
had agreed path-breaking common bor-
rowing to fund recovery spending. This
demonstrated that the longer unity is
leftundermined, thelarger theresponse
needed to restore it — and disunity is not
anoption fora Europe at war.

Environment

The Tories have led on
climate — until now

Andy Carier

ho do you think said
this at a climate
change event in
oxford the other
week? “I hope nobody
ever buys any ExxonMobil products.
No environmentalist should ever do
that. They have done more damage to
the world than any other company.”

Someone from Greenpeace? Extinc-
tion Rebellion? The Green party? No.
Those words came from Lord Deben,
or John Gummer as he is better
known, a former Tory cabinet minis-
ter and one-time Conservative party
chair.

For the past decade, Gummer has
chaired the Climate Change Commit-
tee, amndependent body that marks
the government’s climate homework.
Ashisterm nearsan end, hethinksitis
time to be more “disruptive”, as he
recently told a forum held by oxford

university’s Smith School of Enter-
prise and the Environment (where I
ama fellow).

Gummer had just written to the UK
head of ExxonMobil, plus the chair of

Chall #a miactinn narte afthair nlane

review of how the UK’s net zero com-
mitments aredelivered. The move has
been billed as an effort to ensure this
delivery is “pro-business and pro-
growth” as the war in Ukraine spurs
soaring energy prices and inflation.
But other countries facing the same
pressures are not formally reviewing
the delivery of such a fundamental cli-
mate goal. And while the inquiry is
being led by a staunch net zero advo-
cate, MP Chris Skidmore, who says it
“100 per cent” won't lead to the goal
being delayed or ditched, it will still
have consequences for the very sec-
torsitis supposed tobenefit.

“Waiting several months for the
review’s conclusion will push back the
publication of the UK’s green finance
strategy into 2023, says Kate Levick,
co-head of a secretariat to the UK’s
Transition Plan Taskforce.

That strategy is an important plank
in the government’s plan to make Brit-
ain a net zero financial centre. No
wonder the very existence of the
review is unsettling, not least since
candidate Truss promised to “double
down” on the drive for net zero and
build on her party’s “proud history of
leadership on the environment”.

It is worth remembering some of
that history to grasp the scale of her
more recentmoves, which British vot-
ershave had virtually no say on.

Under David Cameron, Tory MPs
backed Tony Blair’s groundbreaking
2008 Climate Change Act setting
emission targets in law. In govern-
ment, Cameron approved a phaseout
of coal-fired power plants and oversaw
policies that made the UK an offshore
wind giant.

In 2019, the UK became the first
major economy to put a 2050 net zero

tavmat in lan nndar Tharasn Maw Lar
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Apathy of educated class allows conspiracy theorists to thrive

We might, as your columnist Gldeon

h does, label th
(if not deranged) world leaders such as
‘Vladimir Putin and Donald Trump as

a Jewish president. The issue, however,

The said “establishment” is

is not that our times are prod
more conspiracy theorists, but rather
that our societies’ professional,

thought to be comprised of
the 0.1 per cent of income earners. But
‘what about the next 9.9 per cent of top

political outsiders: the billionaires,
the military strongmen or the
bartenders (as is the case with the
Democratic congresswoman

conspiracy theorists (“When wurld educated and hyper-productive income earners — the doctors, lawyers, | Alexandria Ocasio-Cortez).
leaders believe in i A ions have been sidelined, professors, bankers, many of whom As long as this 9.9 per cent of top
Opinion, October 4). demonised and inevitably have become | would be readers of thls pubhcatlﬂn” income earners, with their

One would be correct in doing so — disengaged from politics. The most istinguished i
irrefutably — as Trump has yet to Voter bases across the globe have and highly educated segmems of our backgrounds, remain uninvolved in the
provide even a fragment of concrete vilified what is called “the populations have largely become political process, we can expect
evidence of the “birther” lie that establishment”, often because of the uninterested in active political rhetoric and conspiracy theories to
Barack Obama was not born in this rhetoric deployed by politicians participation, beyond voting. triumph.
country, and Putin has yet to explain around what Rachman would call Our societies have turned their backs | Jorge Alberto Chico
how Ukraine can be a Nazi stateled by | conspiracy theories. on the “establishment” in favour of New York, NY, US
Angola has opportunity BANX Renewables are just one Cool-headed commentary
to reshape its politics piece of a complex puzzle | on why this is not a crisis
There are very few instances of John Burn-Murdoch’s Data Points The Bank of England and most
revolutionary movements that once in column “Economics may take us to net are grossly misleadi

power are able to share that power with
others. The recent elections in Angola
have provided just such an
opportunity, but are the rival parties
willing to take it (“Angola president set
for re-election with reduced majority”,
Report, August 27)?

The election, which gave the
National Union for the Total
Independence of Angola (Unita) 45 per
cent of the votes, with President Jodo
Lourengo’s Popular Movement for the
Liberation of Angola (MPLA) receiving
little over 51 per cent, down from 61
per cent in 2017, suggest that the MPLA
no longer has the legitimacy to govern
‘the country as a one-party state. But it
is not clear that the MPLA accepts this.

sSpeeches to date have avoided as
much as possible mentioning the
opposition. The inauguration itself was
an ode to military might, rather than a
gathering of the different components
of civil society.

Lourengo’s recent efforts at
addressing poverty in the country have
‘been thwarted by declining oil prices
and the need to respond to the Covid
pandemic.

His reform programme included
attempting to recover the estimated
$100bn of funds stolen by the elite
during the period 2002-2017, but this
led to tensions with those within the
MPLA still aligned with the former
president, José Eduardo dos Santos.

such internal tensions could be
fnmng Lourenco to consolidate his
support within the military, rather
‘than reaching out to Unita.

More dispiriting to outside observers
‘was the low turnout in the elections.

T acethan AC nar rant aftha alartarata

" WERE SHORTING
THE Tery PARTY'

zero all on its own” (Opinion,
September 23) rather misses the forest.
for the trees.

The renewable revolution is a success
story to be sure, and yet global
emissions continue to rise.

Energy generation contributes about
35 per cent of global emissions. Even if
energy-related emissions fall to zero,
emissions from major sectors such as
construction and agriculture are likely
to increase sharply due to population
growth and development.

In the period between 20112013
China poured more concrete than the
US in the entire 20th century.
ics cuts both ways and

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

Does it not make more sense that
Putin was behind it because he worried
about the loyalty of those in the oil and
gas sector. Some top executives
recently died in unexplained
circumstances. Putin must have been
concerned that leaders in this sector
could become the nucleus of an
opposition regime ready to
compromise and resume gas flows to
the west. What he did was to “burn the
boats”, as ancient generals did on
reaching an enemy shore, to make
clear to their side there was no return.
Victor Gilinsky
Santa Monica, CA, US

A tide in the affairs of
British emissions policy

amore developed, populous world is
likely to generate greater emissions.

Scientists tell us we have about a
decade to dramatically curb fossil fuel
emissions.

Incremental progress on climate and
energy should not be measured against
the status quo, but rather our ability to
curb emissions in line with prevailing
science to avoid surpassing a 1.5C

the general public. Contrary to the FT
Alphaville column (FT.com, September
27) there is no sterling crisis. The UK
has a freely floating exchange rate. It is
not an emerging market with an
unserviceable foreign currency debt
schedule. It's not Brazil in the 80s or
South Korea in the 90s.

You don't defend free floats. or
intervene. Exchange rates are not
sources of national pride. Exchange
rates are simply clearing prices which
reflect the relative demand for, and
supply of, national currencies.

Clearing prices don’t have crises.
Mark McFarland
Hong Kong
Try Schumpeter’s view of
pessimism to lift the gloom
After the outpouring of grief at the
death of Queen Elizabeth 11, there has
now been an outpouring of gloom
about the government’s new economic
policy, even though its likely features
Were no secret.

increase in temperature. Admittedly the Bank of England’s
Assessed in this framework, a sluggishness in raising interest rates

laissez-faire faith in the energy has been unhelpful. But I am reminded

transition is clearly not enough. of | ]useph Schumpeter’s observation:
The ics of bl istic views about a thing always

should give us hope, but they are Dne seem to the public to be more

piece of a complicated puzzle. ‘profound’ than optimistic ones.”
Advances in technology, reallocation | DR Myddelton

of capital, changes in consumer London W9, UK

behaviour and, most importantly, our

collective will for action will determine Bearlng all the hallmarks

if we can escape the worst impact of

climate change. It’s good to read about the new Charles

John Ambler I coins (Report, September 29).

Associate Director, Pollination But what about the special hallmark

Tandnn urs T

#ha 1T’ fane & cenvr i ras wmnld
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Boris Johnson won the 2019

ness executives bear personal respon-
sibility for decisions that affect the cli-
mate, he said, and in the worst cases,
“wehave to shame them”.

His words are a crisp reminder of
how seriously prominent members of
Britain’s Conservative party take the
climate threat — and what this means
for their new prime minister.

In her first chaotic weeks in office,
Liz Truss has taken steps that have
rattled those Tories who have been
rightly pleased that their party has
been a climate leader among the glo-
bal centre-right.

some of these decisions — lifting the
ban on fracking and accelerating
North Sea oil and gas production —
had been telegraphed during the lead-
ershiprace. Likewise, it was not a total
surprise to see her put her ally Jacob
Rees-Mogg, an MP who has previously
questioned how much rising CO; lev-
els affect the climate, in charge of the
department responsible for climate
strategy.

What almost no one saw coming
though was the decision to order a

election with a party manifesto that
promised to deliver on the net zero
goal and “lead the global fight against
climate change”.

His government brought forward a
ban on new petrol car sales to 2030,
five years earlier than planned, and
committed to cutting the UK’s emis-
sions by 78 per cent by 2035, years
ahead of the previous target. It also
published a 135-page Treasury net
zero review that found an orderly
green transition could produce more
benefits, such as lower household
costs, than a fossil-fuelled economy.

And it drew up a 368-page net zero
strategy which, as Gummer’s climate
committee said this year, had much to
recommend it, though it still needed a
lot of work on the thing that matters
most: implementation.

Truss’sreview is due to report by the
end of December. Let’s hopeit is worth
the cost of waiting even longer for
action on a threat that grows more evi-
denteveryyear.

pilita.clark@ft.com
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Your leader on energy (FT View,

‘voted, compared with 76 per cent in
2017. The population’s apparent August 27) rightly emphasises the UK’s

i of politi bined withits | current dependence on traditional
greater impoverishment has the fossil fuels and the consequent need for
potential, if not addressed, to createan | continuing investment in more
explosive mix. exploration and LNG infrastructure.
sir Charles Petrie But the discussion on shifting away
Former UN Assistant Secretary General from fossil fuels continues the
Political Analyst, Luanda, Angola conventional, rather limited,

A perspective of variable wind and solar

W]‘ly Putin had reason to and the long-term nature of nuclear
sabotage the gas p]pCl]IlES s:]v;'le)ll;pmemxtu provide essential base
Most analysts believe the Russians ‘The big omission is the potential of
‘were responsible for the sabotage of the | the tides. These run continuously and
Nord stream pipeline (“Damaged are abundant around our coasts. While

Baltic Sea gas pipelines put western
powers on alert for sabotage”, Report,
September 29), but their speculation
over motive — that it was to intimidate
‘the west — seems to me singularly

several small developments are under
way, especially in Scotland, what is
needed is the sort of serious R&D that
has been poured into nuclear over the
decades. This will reduce costs, as has
occurred for wind.

‘The pipeline, linking Russia with ‘Why has the government so
Germany, was already shut down. shortsightedly failed to support this
Blowing it up only i western bl gy source that is not
oppesition to Vladimir Putin, asis dependent on unreliable external

de cl th ErTEnoTTe g
quamalsLhalﬂleUSl}layhavebeen Brian Scott
‘behind the operation. Belfast, UK

King’s pen pique is both
trivial and meaningful

The highly visible irritation of King
Charles about fountain pens is perhaps
both trivial and meaningful.

In the psychotherapy room, just as in
the transparent media world John
Gapper describes, everything is noticed
and potentially significant (“The King’s
problems with pens break the royal
spell”, Opinion, FT Weekend,
September 17).

Not wishing to be unsympathetic
about a flash of ill-temper at a time of
exhaustion and grief, it is at least
‘worth wondering — given what is at
stake for us all — whether there is more
to it when someone finds he “can’t bear
this bloody thing”, just as he is signing
his name as the new monarch.

If the “Firm” chooses the option of
encouraging King Charles to “stop
snapping at things”, it could help him
to ask whether it is the pen or the role
that is the focus of his despair.
Dominic McLoughlin
London N8, UK

i Ln s s sy Ui W
normally issue for such important
events as the accession of a new king?
Can the platinum jubilee hallmark be
duced with the rapid introd

of the Charles 11 hallmark? Coins have
set the precedent.

1t will be a rare opportunity for
craftsmen and collectors and should
not be missed. Perhaps this is the next
announcement? T hope so.
Jenny Cotton
Sheffield, South Yorkshire, UK

Correction

@ The new funding round for
Improbable, the UK virtual world
technology company, is priced in
dollars, not sterling aswrongly stated
inanarticleon 1

OPINION ON FT.COM

The UK’s global excuses for Its homegrown
problems

Pointing at the febrile nature of bond
markets is not a substitute for fessing up to
bad decisions on fax, writes Alan Beattle
wwwt.com/opinion
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The advantage of democracies is not
that they necessarily choose wise and
well-intentioned leaders. Too often they
choose the opposite. But these can be
opposed without danger and dismissed
without bloodshed. In personal despot-
isms, neither is possible. In institution-

economy as unstable. unbalanced
uncoordinated and unsustainable”.

The fundamental macroeconomic
problems are excess savings, its con-
comitant, excess investment, and its
corollary, ing mountains of unpro-
ductive debt. These three things go

All pages from Financial Times (Asia), Wednesday, October 5, 2022

business and waste in the public‘ sector.
1n addition, environmental policy, not
f

was the inevitable result. But the‘pnoe
of trymg to suppress it is risk aversion
ification. It is hard to beli th

least the country’s huge emissions of
carbon dioxide, remains an enormous
challenge. To his credit, Xi has recog-
nised thisissue.

i pted the pol-

a top-down organisation under one

man’s absolute control can rule an ever

more sophisticated society of 1.4bn peo-
1 Iv Tt al z

highly complex China must be a dead
end atbest. At worst, as Xi stays indefi-
nitely in office, it could prove something
even more dangerous than that, for
Chinaitself and the rest of the world.

martin.wolf@ft.com

Gemma
Tetlow

e UK’s new prime minister
and chancellor have had a
dire start. The rapidly
announced “mini” Budget
— which, given the lack uf
with cabinet, b

normal policymaking prﬂcesses com-
prehensively undermined their party’s
economic and fiscal credibility. But
there might be some hope of redemp-
tionif they can demonstrate a new com-
mitment to sound decision-making and
stronginstitutions.

As someone who spends their work-
ing hours advocating the principles of
good government (dry, often unexciting
prescriptions such as looking at evi-

Scrutiny is critical if Kwarteng is to win back public trust

dence, transp and bei to

tionali had no detail on how the

scrutiny), I sometimes wonder how
much these matter in the real world.

It might be better if governments did
these things, but why would they want
to? Do voters reward those that do? Or
do they instead admire the politicians
who can spin a good yarn and deflect
attempts to pick holes in their plans?
Howmuch do investors worry about the
government’s fiscal credibility when it
comestoalarge economy like the UK?

If nothing else, the past two weeks
seem to have demonstrated that, in fact,
these principles really domatter.

one factor that seemed to galvanise
critics of Kwasi Kwarteng’s plans washis
failure to publish an updated economic
and fiscal forecast from the independ-
ent Office for Budget Responsibility
alongside them. This was despite sub-
stantial changes to the economic out-
look since the last forecast in March.
This meant that public and interna-

chancellor’s package — the biggest set of
‘tax cuts for 50 years — was compatible
‘with fiscal sustainability. Only a strong
suspicion that it might not be.

Kwarteng has belatedly understood

‘the importance of being open to this
kind of scrutiny. It is welcome that he
emphasised the need for a “strong insti-
‘tutional framework” inhis party confer-
ence speech and has now committed to
publishing an OBR forecast alongside
his wider fiscal plans. Accepting this
kind of independent oversight may help
‘to reassure the public and investors that

there is substance beneath the rhetoric
of acommitment to “growth” and “debt
falling” — thoughiit is also likely to force
him to spell out difficult spending cuts
toachieve thelatter.

The chancellor and his fellow minis-
ters tried to dismiss concerns about the
affordability of their tax cuts by insist-
ing they would boost growth and so
pushup tax revenues, avoiding the need
for too many painful choices elsewhere.
But the public and investors were not
convinced. This mayhave been because
ministers were unable to present any
compelling evidence to back up their
claims, preferringto trustin ideology.

No one inside or outside government
has been able to provide evidence that
the tax cuts chosen are the most effec-
tive means of boosting growth. If the
chancellor was serious about reducing
economic disincentives from the tax
system, and had £45bn to give away, he
would have done better to address the

* FINANCIAL TIMES

more distortionary elements of the tax
regime rather than cutting headline
rates. For example, rather than abelish-
ing changes to off-payroll working rules,
known as IR35, why not tackle the ineq-
uities that encourage people to waste
time and money structuring their work
as self-employed contractors rather
than employeesin the first place? Stamp
duty is a bad tax that hampers the effec-
tive operation of the housing market.
Butrather than making the kind of mar-
ginal change announced last month,
why not consider more fundamental
reform of property taxation?

Kwarteng is certainly not the first
chancellor to cut corners in the policy-
making process on tax. While the Treas-
ury requires that other departments put
forward well-evidenced business cases
for new programmes that demand fund-
ing, it does not apply the same rigour to
itself. But the chancellor may yet be able

if he does go through these basic steps:
looking at what works, considering the
full gamut of policy optlons and llsmg
that evid he
his colleagues thatitwill.

1t will take years for supply-side
reforms — whether they be tax changes
or the announcements expected on
planning and immigration — to have
much impact on growth. The OBR will
want to see evidence that new policies
move the dial before they upgrade their
forecasts. If Kwarteng and Liz Truss
want to get any credit for setting the UK
on a path to stronger growth, they will
have to convince people that their plans
have a chance of success. So far voters
and investorsare not persuaded. Setting
outthe evidenceand being open toinde-
pendent scrutiny would be a good way
tostartrebuilding their trust.

The writer is chief economist at the
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US inflation: skimp your ride

Affer a surge in demand during the pandemic, US car prices are now falling, according to the Manheim index.
Average selling prices and gross margins for refailer CarMax also reflect this reversal in frend. Share prices

L ‘ l x . across the car sector have dropped this year.

Twitter: @FTLex US auto sector

‘CarMax used car sales US wholesale car prices

Twitter/Musk:
no more faking it

Less than two weeks from now, Elon
Musk was due to face off against
Twitter in a Delaware Chancery Court.
Suddently, the $44bn takeover that
neither side particularly wants is back
on the table. What must the eclectic
cast of investors who offered to support
Musk be feeling about the latest volte-
face? If Twitter accepts Musk’s offer to
buy the website for the original $54.20
per share price, they will avoid being
dragged further mtu the legal batﬂe

dJsmmert I:nggered by the release of

text

to Musk. Jason Calacanis, for example,

wrote: “You have my sword . . . Twitter
CEO is my dream job.”
Musk’s apparent inability to prove

that more than 5 per cent of Twitter’s
users are fake meant he had only a slim
chance of winning. Now his plan to fix
Twitter will come back into focus.

Can he turn it into a profit machine
where co-founder Jack Dorsey failed?
He can hardly make it worse. Twitter is
awash with spam and relies on poorly
targeted ads for income. Its
monetisable daily user tally is less than
a tenth of Meta’s. Regardless, it remains
popular with influential people. Musk
continued posting on Twitter even as
he was trying to back out of the deal.

Messages released by the court
suggest no profitability master plan.
Investors such as Oracle co-founder
Larry Ellison proffered billions of
dollars without asking to see one.

Saving “free speech” and getting
involved in a deal with Elon Musk were
sufficient incentives.

Twitter shares rose 13 per cent on the
news before trading was halted. They
remain below their level in April when
Musk first bid and more than a tenth
below his offer price. Further gains are
likely. This has been a needless
distraction for a man who runs
multiple groups, including $769bn
electric car maker Tesla and $127bn
private rocket company SpaceX.

Users may be unhappy if Musk levies
subscriptions. Opponents of hate
speech and conspiracy theories will
complain if he lifts permanent bans on
maverick users. Twitter's management,
including boss Parag Agrawal, are
unlikely to establish a working

relationship with the new owner.

Average selling price Gross margin  Share prices (rebased) Manheim used car index
($'000) m (¢5]
35 — — 12 120 250

But a deal at the original price would o
not only benefit jaded Twitter 30 — — 10 Vo.daf.o ne:’T hree:
investors. It would show US capitalism stringing 'em along
is robust enough to ensure tycoons 25 — 1 I
keep their side of a bargain, no matter o N 200 Jmotty structure already
how powerful or wayward they may be. 20 - bamboozles investors. Some of them

6 want the UK mobile operator to

15 simplify its sprawling empire.
Indian bond index: Vodafone’s proposed tie-up with rival
. &4 150 Three UK runs counter to that aim.

plumb lines i The deal would create the country’s

2 largest mobile operator. As 51 per cent
JPMorgan will not add India’s §1tn 5 shareholder, Vodafone would own less
government bond market to its of combined assets than when the units
benchmark index yet. Apparently 5} [} o were separate. But that controlling
there were doubts about the ability of Q1 Q1 @1 01 Q1 Jan Mar May Jul SepOct i stake means it could eventually absorb
local to handle inflows. 2018 2019 2020 2021 2022 2022 2020 2021 2022 the whole unit.

That chimes with perceptions of an B Ofcom has noted that neither group
Indian paradox: a country where makes a decent living in the UK. In
clumsy bureaucracy and creaky There will be no soft landing in the It said sales results deteriorated The company is exposed to losses February, the watchdog estimated that
infrastructure go hand in hand with US used auto market. Prices for new markedly as the quarter progressed. from buying cars in the market sold neither business generated returns on
tech-savvy enterprise. There is another and used vehicles have been a crucial ‘Within its wholesale segment, later at a markdown. capital above a cost of 9 per cent.
interpretation of the continuing driver of inflation. Demand hasbeen | CarMax noted a depreciation per Car dealers play the role of banks Some financial balancing would be
exclusion of the second-largest nation heavy while supplies have been vehicle of $2,500. That drop was so fast | via consumer finance arms that lend required. Vodafone UK generates about
from the GBI-EM Global Di i curl by i that it falls in 2008-2009. to buyers. CarMax said its average twice the annual ebitda of Three UK
benchmark. A market can be open to ‘Used car prices are now falling. The The results were shocking enough loan bore an interest rate above 9 per and would contribute around the same
foreign capital without rejigging rules closely watched Manheim Used that the company’s shares crashed by cent. Borrower delinquencies hit ratio of merged assets. A nearly half-
to suit US fund managers. Vehicle Value index, which measures | nearly a quarter, aloss of $3bnin record lows in 2021. They have now and-half share split necessitates a

JPMorgan has had India on “positive the wholesale market, slipped 2.3 per | market capitalisation. started to return to historical levels. payment from CK Hutchison. 1f
index watch” since October 2021. A cent in September. The used car The trends that benefited CarMax There is a real chance that Federal Vodafone injects €10bn (£8.7bn) of
green light was expected this month. component of the US consumer price | and its sector for two and half yearsare | Reserve tightening will push the assets it could then receive a top-up of
Instead, India will stay on “index index has also declined recently. not just unwinding — they are doingso | economy into recession. This would €5bn of cash from the newco, raised
watch”. Talks with regulators continue. sharper signals emerged last week. | at alarming put a big strain on the affordability of with debt, thinks New Street Research.

Foreign investors complained about In the second quarter, retail unit sales Still, used vehicles are hardly cheap. | cars and the creditworthiness of Final details must wait until the two
the time taken to register local fell a steep 8.3 per cent versus 2021 The Manheim index is nearly 50 per customers, even after sticker prices sides agree on a combined valuation.
accounts. They doubted the ability of on a like-for-like basis at CarMax. cent above its level three years ago. fall. Lower inflation has become a ‘What might Three UK be worth?
local entities to handle clearing, The big used car dealer blamed the CarMax noted that, even if whole global imperative. Anyone seeking to Assume a six times enterprise value to
settlement and custody. This is shortfall on the higher day-to-day deplemahnn per vehicle hit $2,500, sell a used car — dealers included — ebitda multiple for Three UK and that
surprising in a country with expenses that are facing. ion in 2021 was $7,500. are feeling the consequences. puts it on £4.4bn. Vodafone UK would
sophisticated tech and pharma represent another £9.8bn.
industries. Investors say the bond Cost benefits from adding Three’s
market is transparent and efficient. network might lift Vodafone’s share
The issue is structural as much as There is no doubting dollar supremacy. | slowed by the need for regulatory done little to support Intel’s falling price another 4-5 pence.
technological. Trades must be settled But international trade requires approval. valuation. Vodafone wants to fix important sub-
the day they are opened. This can be adaptation on both sides of a deal. Advanced driver assistance systems Alisting will provide Intel with par markets such as the UK. But
tricky from distant time zones. Foreign (ADAS) take control of driving capital for expansion. It is shrewdly sha[ehﬂlders expecting cash from
investors would like trades to be functions such as emergency braking. keeping majority hip via shares will see assets expand
handled by a familiar system such as Tesla IMObi |eye: They are stepping stones on theway to | with 10 times the voting rights of those | instead and any debt from the newco
Euroclear, which would smooth over . fully autonomous vehicles. it sells. At $30bn, lossmaking Mobileye | consolidated on to the balance sheet.
difficulties. India sees no reason to driverless car chase Mobileye has developed cutting-edge | would be valued at 22 times trailing The hope is that Three’s additional
change its rules. It wants investment in chips and software for driverless cars. revenue. On the same metric, Tesla is ebitda keeps the leverage ratio down.
its bond market on its terms. Driverless cars are appearing on US The bulk of 100mn vehicles with valued at 14 times. But what of the long-promised

For the moment, it is largely city roads. A technological fantasy is camera-based ADAS use Mﬂhlleye Ikslas valuation dipped slightly on ‘Vantage Tower asset sale? Vodafone
academic. Money has been flooding out | becoming a reality and rational software, inting delivery numbers in the says itis “in process”. The group is
of emerging markets. It is no surprise optimism is replacing hype. Insights. The cnmpany says another pasl quarter A total of 343,830 vehicles | exiting Hungary while acquiring in
that investors are disinclined to jump Expectations for Intel’s Mobileye spin- 266mn vehicles will deploy its systems | delivered was some 200,000 more than | Portugal. Unknotting Vodafone
through Indian hoops just now. But off have accordingly cooled. by 2030. in the same quarter two years ago. requires deft sword strokes, not
when the dollar surge ends, they may The autonomous driving business Intel bought the Israel-based Long-term plans for fleets of fiddling with loose ends.
think again. Capability to invest in once had a mooted worth of $50bn. Itis | company in 2017 for $15.3bn. autonomous vehicles underpin
India bonds, notably sovereign ones, now to seek a valuation of Mobileye’s growth has outpaced thatof | valuations. These remain too nebulous e
might bring competitive advantage as about $30bn. Tesla has meanwhile its parent company. But Mobileye to price precisely. But growing proof . For notes on foday’s stories
well as headaches. acknowledged that its “Full Self- accounted for only 3 per cent of group that driverless cars are viable brings go to www.ft.com/lex

India is right to hold its ground. Driving” software rollout will be revenue in the past quarter and has ‘broad robotaxi deployment closer, too.
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CROSSWORD
No 17217 Set by GOZO

An anagram crossword

ACROSS
1 Wing and fail feathers missing one
short month (8)
5 Book from Surtees — The Rainbow
&y

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 10%2F05&ts= 20221004193820&uq 20220804103507

19/20



2022/10/5 09:33

AEEEE SEEEEEEE
15 7

JOTTER PAD

Solution 17,216

All pages from Financial Times (

9 Templates from 1across (8)

10 Leading scientist before French wise
man (6)

12 Sure to change small plans (5)

13 A couple of little ducks in line on a
rugby pitch (6-3)

14 Talks foolishly about 1down (6)

16 Frank getting Charlie into crime
previously (7}

19 Sign by section of defence (7)

21 Fashionable performers from 22 (6)

23 Graceless, though fashionable
English stage worker (9)

25Kind offer negotiator backed in part
)

26 Top architect’s single shot in a film
of a simple house structure (1-5)
27 Not subject to dispute in Dundee,
maybe (8)
28Gas from eastern Scottish lord (6)
29 German city where Niamh gets
involved with men (8)
WN

1 Elaborate repast comes to a fine end
©

2 Doctor ruminafes on immunisation
[C)]
3 Prosecutors from 12 (5)
&4 Writers about Greek goddess and
Roman gods (7)
6Spruced up 15, maybe (9
7 One in a suit showing spirit (5)
8 An editor fiddled when on a budget?
@
11 Anglers’ practice areas? (4)
15 Dilapidated marts need retailers (9)
17 Sweet briar from 23 (9)
18 Graph's y value could be 8 (8)
20Woad not even in the park (4)
21 Things fo be changed when joiner
has a small tummy upset first (7)
22 Not very often do the French turn
up first on Malta (6)
24Planet from 7 (5)
25 Go from 25 across (5)
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