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Lula pushes for Brazilian unity after
victory as Bolsonaro remains silent

e Dramatic return to power e Financial markets cautious & Populism era closes & Challenges mount

BRYAN HARRIS — BRASILIA
MICHAEL STOTT — RIO DE JANEIRO
MICHAEL POOLER — SAQ PAULO

Luiz Indcio Lula da Silva has pledged to
govern for all Brazilians after his slim
wvictory in a bitterly fought presidential
election but, more than 18 hours after
the official result, defeated President
Jair Bolsonaro had still not conceded.

Financial markets traded cautiously
yesterday afternoon, with stocks mar-
ginally lower and the real slightly up
against the dollar, as investors waited
for clearer signals from the veteran left-
ist Lula on economic policy and from
Bolsonaro on his political intentions.

The mercurial former army captain
spent election night in silence in Brasilia
after losing by 1.8 percentage points to
his rival, with news reports saying he
had refused to receive even close aides.
The social media accounts of the presi-
dent and his three sons were uncharac-
teristically silent in the morning.

“We need to see what Bolsonaro is
going to do. We need the president to say
something,” said Andre Perfeito of bro-
kerage Necton.

Sunday’s result marks a dramatic
comeback for Lula, who was president
for two terms between 2003 and 2010
but then subsequently accused of cor-
ruption. He served time in prison before
his convictions were annulled.

“From January 2023, I will govern for
215mn Brazilians, not just these who
voted for me. We are one people, one
country, one great nation,” the 77-year-
old said in a speech before a crowd in
Sao Paulo that focused on democracy
and healing the wounds of the cam-
paign. “We no longer want to fight.
‘We're tired of seeing the other as the
enemy,” headded.

Lula’s win followed a campaign
marred by an avalanche of fake news
and mudslinging, prompting frequent
interventions from the supreme court
and top electoral authority, and spark-
ing fears of post-electoral conflict.

In the hours after Bolsonaro’s defeat,
truckers who backed him blocked high-
waysin 11 of Brazil’s 26 states in protest
but the incidents appeared isolated and
the number of protests reduced during

Luiz Inicio Lula da Silva holds the hand of wife Rosangela ‘Janja’ da Silva as he speaks to supporters after winning the p

the morning. There was no immediate
sign of a co-ordinated attempt to chal-
lenge the official election verdict.
Arthur Lira, Speaker of the lower
house of Congress and one of the few
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Bolsonaro allies to comment publicly,
said it was “time to disarm the passions
and reach outtoopponents”.

Lula’s victory was warmly received by
global leaders, who will welcome Bra-
zil’s return to multilateralism after the
isolation of the Bolsonaro years.

Presidents Joe Biden of the US and
Emmanuel Macron of France were
among the first to congratulate Lula.
Biden said the elections were “free, fair
and credible”, while Macron said Lula’s
victory “opens a new page in the history
of Brazil”.

Russia’s Vladimir Putin, a major ferti-

ial election —c.

liser supplier to Brazil, also sent his con-
gratulations.
Lula’s win will bring to an end to four
years of hard-right populism and
ionalism under It is the
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Cunha, a publicist who was celebrating
in central S3o Paulo. “The last fewyears
have been barbaric, it's been madden-
ing. 1don’t expect Lula’s government to
be y but I hope it will pro-

latestina string of races that have turfed
out incumbents across Latin America,
returning mainly leftwing leaders.

Thevictory has also raised hopes of an
end to illegal deforestation of the Ama-
zon. Lula has pledged to halt it following
asurge in destruction of the earth’s larg-
estrainforestunder Bolsonaro.

“This is the most important election
I've taken part in,” said Brenda Santos

vide an ounce of hope.”

Lula won 50.9 per cent of the vote ver-
sus 49.1 for Bolsonaro after edging
ahead inacliffhanger three-hour count.

He faces huge challenges. Brazil’s
economy is set to slow sharply next year
and government finances have been
strained by a pre-election cash splurge
from Bolsonaro, who circumvented a
cap on spending to try to win the vote.
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Brazil’s Luiz Inécio Lula da Silva vowed fo
preserve the Amazon on his re-election as
president. Cattie ranching is responsible
for 72 per cent of deforestation in Brazil,
which on its own accounts for more than
fofal Indonesian deforestation
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Musk orders Twitter staff to work 24/7
on bringing in ‘blue tick’ subscriber fees

HANNAH MURPHY — SAN FRANCISCO
AND ALISTAIR GRAY — LONDON
JAMES FONTANELLA-KHAN — MILAN

Elon Musk has ordered Twitter staff to
work round the clock to introduce a

charge on users so they can keep their
verified “bluetick”.

The renewed focus on subscription rev-
enues comes while Twitter braces itself
for abacklash from advertisers as Musk

made to persuade users to pay $+.99a
month to subscribe to Twitter Blue,
‘which enables them to access exclusive
features, including an edit button.

Musk is said to want to raise the price
of Twitter Blue and make it a condition
of averified profile. Hundreds of thous-
ands ofusers have been verified, includ-
ing big brands and corporate accounts,
aswell ascelebrities and journalists.

staff have been working “24/7” to

subscription, while the Platformer blog
reported it would stay at $4.99 a month.
In a Twitter poll run by Jason Cala-
«canis, a Musk adviser, more than 80 per
cent of more than 1.2mn respondents
said they would not pay to be verified,
while 11 per cent said they would pay $5
amonth and 5.5 per cent would pay $15.
One manager at Twitter said the veri-
fication model “opens up another vector
of abuse for which I highly doubt we will
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Eurozone inflation hits double-digit record

Rising prices and slowing
growth create a difficult
balancing act for the ECB

MARTIN ARNOLD — FRANKFURT

Eurozone inflation surged to a record
high of 10.7 per cent in October, keeping
the pressure on the European Central
Bank to continue raising interest rates.
despite a sharp slowdown in growth in
thethird quarter.

The increase in eurozone consumer
prices accelerated from 9.9 per cent in
September, which was already the high-
estinthe 23-year history of the euro.

Thelatest high, reported by the Euro-
pean Commission’s statistics arm Furo-
stat, also outstripped the 10.2 per cent
expected by economists polled by Reu-
ters. It was the 12th consecutive month
thatinflation had set a record highin the
eurozone, taking it to more than five
times the ECB’s 2 per cent target.

Claus Vistesen, an economist at Pan-
theon Macroeconomics, said the latest
inflation figures were “a proper Hallow-
eennightmare for the ECB”.

Real interest rates in the region
remain deep in negative territory. The
central bank raised its nominal policy
rate by 0.75 percentage points last week
to 1.5 per cent to tackle “far too high”

inflation and said more increases were
likely, despite signs that the euro area is
onthe verge of arecession.

Gross domestic product figures pub-
lished yesterday by Eurostat confirmed
eurozone growth slowed in the third
quarter, rising 0.2 per cent from the pre-
vious quarter. The figure was in line
‘with expectations but marked a slow-
down from growth of 0.8 per centin the
previous quarter. Growth accelerated
slightly in Germany but France, Italy

during the winter” would cause a “short
but sharp recession”, with euro area
GDP shrinking 1 percentage point
between the final three months of this
year and the firstquarter of next year.
Investors interpreted ECB president
Christine Lagarde’s comments last
Thursday that it had made “substantial
progress” in tightening monetary policy
and a recession was “looming much
more on the horizon” asindications that
the central bank could soon starttoslow

an inreported shar

hy f raterises.

Ken Wattret, head of European analy-
sis and insights at S&P Global Market
Intelligence, predicted that the “energy-

A . P

However, since then the ECB has
sought to distance itself from the idea it
was nearing a “dovish pivot” and
Lagarde told Irish broadcaster RTE's

The Late Late Show on Friday evening
that “defeating inflation is our mantra,
our mission, our mandate”.

Yesterday’s stronger than expected
rise in inflation, despite a sharp fall in
wholesale energy prices, is likely to
make it harder for the ECB to slow or

Y policy ti

Klnas Knot, head of the Dutch central
‘bank, who sits on the ECB’s rate-setting
governing council, told Dutch TV show
Buitenhof on Sunday that it was “possi-
ble” it could raise rates by 0.75 percent-
age points for a third consecutive time
in December, despite a recession
“becoming more and more likely”.
Megan Greene see Opinion

India bridge
Collapse kills
atleast132

Rescuers search for survivors in
India’s Machchhu river yesterday
after a bridge collapsed on Sunday
night, plunging hundreds of people
into the water and killing at least 132.

Authorities in Gujarat, the home
state of Prime Minister Narendra
Modi, launched a criminal
investigation into the collapse. The
colonial-era bridge had reopened less
than a week earlier, after being
renovated by a private company.

Local media reported that four
employees of Oreva, the company
that maintained and operated the
bridge, were among a handful of
arrests. Oreva could not be reached
for comment.

Hundreds of visitors had
descended on the bridge during the
Diwali holiday when it collapsed.
Chloe Cornish, Mumbai

Agt Salanki/AP

Midterms. Campaign tactics

Republican focus on migration struggles to resonate

Strategy has appeal in states

near border but less traction

elsewhere as elections loom

KIRAN STACEY — WASHINGTON

Republican attempts to push immigra-
tion to the forefront of the US midterm
election campaign are faltering on a
national level, new polling shows, but
could help seal victory for a handful of
their highest-profile candidates.

Figures published yesterday by the
pollster Gallup showed voters rank the
issue as only fifth in their list of priori-
ties for the November 8 elections, even
as migrant apprehensions at the south-
ernborder reach record levels.

But separate polling from the Siena
College Research Institute suggested
immigration is far more prominent an
issue for voters in states such as Florida
and Texas. Ron DeSantis and Greg
Abbott, the incumbent Republican gov-
ernors of those states, have both been
given a boost by their aggressive moves

totransport migrants into liberal states.
The Republican focus on immigration
is part of a broader push from both par-
ties to energise their core voters before
whatisset to be a tightly fought election.
While Republicans are talking about

crime and immigration, often attempt-
ingtotiethem togetherin voters’ minds.

Citizens for Sanity, a non-profit group
run by three former Trump administra-
tion officials, has bought $33mn worth
of television adverts focusing on the

immigration and crime as the
enters its final stretch, Democrats are
focusing on women’s reproductive
rights inthe wake of the repeal of Roe vs
‘wade, that enshrined abortion rights.

Jeff Jones, a pollster at Gallup, said:
“What we are seeing more and more
with each election is that it is not about
trying to change people’s minds, it is
about getting the base out. Immigration
is a good issue to motivate the Republi-
canbase.”

Don Levy, director of the Siena Col-
lege Research Institute, said: “How
important an issue immigration is for
you depends a great deal on where you
are. In Florida and Texas it is front and
centre of Republicans’ minds, and is also
abigissue for independents.”

In recent weeks, across

issues, ding to Ad. The

‘How important an issue
immigration is for you
depends a great deal

on where you are’

adverts, which are playing in swing

states such as Nevada, Arizona md
i dhaamr e

sex traffickers roaming free” as a result

of what they say is the Biden adminis-

tration’s “open border policy”.

‘Texas via Florida to Martha’s Vineyard,
the holiday destination favoured by
many well-off liberal north-easterners.
But polling by Siena College shows the
transpnrtahnns have been popular with

ibli dent voters in
both Texas and Flonda.

The moves were seen as so politically
effective that even Republican candi-
datesin states far away from the border
are promising something similar. Doug
Mastriano, the Trump ally who is run-
ning to be governor of Pennsylvania,
said last week that if he won his race he
would transport undocumented immi-
grantsacross state lines.

Republicans were given further fuel
last week when figures from Customs
and Border Protection showed that
officers had apprehended more than
227000 people at the southern border

several blican gov-
ernorshavemade pnlluml capital out of
their eye-catching moves to send immi-
grants i in] buses and planes out of their
liberal areas.

the country have fnc:xsed their cam-
paigns heavily on the twin issues of
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DeSantis triggered outrage when he
transported agroup of immigrants from

ber. That was 19 per cent
h]gherlhanthesamemnelastyear
Under pressure, the Biden adminis-
tration has felt compelled to act. Earlier
this month, the Depa.mnem of Home-
land Security dinad i

Title 42, which allows border guards to
turn back asylum seekers on public
health grounds, so that it now applies to
‘Venezuelansaswell.

National polling suggests the focus on
theissue from both sides has made little
impact nationally.

Data published yesterday by Gallup
showed 37 per cent of voters ranked
immigration as “extremely important”
in deciding their vote, putting the issue
behind the economy, abortion, crime
and gun policy.

That makes it roughly as important as
it always is at this stage of the electoral
cycle. In 2018, 40 per cent of voters
ranked it as “extremely important”.
Four years earlier, that figure was 31 per
cent, and in 2010it was 38 per cent.

carroll Doherty, director of political
research at the Pew Research Center,
said: “Immigration is generally a sec-
ond-order concern for mest voters
heading into an election. One difference
this time, however, is that the partisan
gap is as wide as we have ever seen it;
care far more about this

U-turn that it was expanding the use of

US to deploy

B-52 bombers
to Australiain
strengthening
of defence ties

DEMETRI SEVASTOPULO — WASHINGTON
NIC FILDES — SYDNEY

The US plans to deploy B-52 bombers
to Australia, in Washington’s latest
effort to boost military co-operation
with Canberra and send a strong signal
to China as tensions mount in the Indo-
Pacific.

The Pentagon will deploy the B-52s,
which carry nuclear or conventional
weapons, to Australia’s Northern Terri-
tory as part of rotational bomber task
forces that conduct exercises with allies.
They will be sent to Tindal air force base
for shortmissions, accordingtoa person
familiar with the situation.

The US has deployed B-52s to Aus-
tralia before. In 2018, two of the bomb-
ers conducted exercises with Australian
forces in Darwin. But sending as many
as six of the aircraft would mark a big
increase and comes as the US and Aus-
tralia seek to work more closely
together to counter Chinese activity,
particularly near Taiwan.

“The US Air Force has been rotating
bombers through Australia for
years . . . so thisisnot new, but a total of
six bombers does appear like a signifi-
cant enhancement to previous deploy-
mentsand is likely to draw the attention
of both regional allies and Beijing,” said
Eric Sayers, of the American Enterprise
Institute think-tank.

“It hints at afuture where bomber and
tanker rotations will become a regular
occurrence or even a permanent pres-
enceoneday”

In July, the US sent four nuclear-capa-
ble B-2 Spirit stealth bombers to Amber-
ley air force base near Brisbane, in
another deployment that was partly
aimed at sending a deterrence message
to China. Another B-2 flew to Amberley
in March while Admiral john Aquilino,
head of US Indo-Pacific command, was
on aweek-long visit to the country.

Australia has forged closer military
ties with the US over the past decade as
tensions with China have risen. Last
year, the US, Australia and UK signed
“Aukus”, a trilateral deal that will pro-
vide nuclear-propelled submarines for
Australia and boost military research
and development.

It is unclear when the US will begin
the B-52 deployments. The move comes
as the Pentagon debates how to deter
China and how to strike the right bal-
ance between stationing aircraft in the
region and sending them to countries on
shorter rotational deployments.

The Financial Times reported last
week that the US would start a two-year
process to remove four dozen ageing
F-15 fighter jets stationed on the Japa-
nese island of Okinawa. The air force
will temporarily replace the jets with
more advanced F-22 fighters.

The US said its commitment to
regional deterrence and the defence of
Japan was “irenclad” and that it would
maintain a “steady state presence” in
Okinawa. But it had not established a
long-term solution to replacing the
F-15s, which some critics have argued
weakens US deterrence.

Australia did not comment on the
B-52 deployment. The Pentagon
referred questions to the US Air Force,
which did not respond to a request for
comment on the development, which
was first reported by ABC News.

Trump companies accused of
‘greed and cheating’ in tax trial

JOE MILLER — NEW YORK

Manhattan prosecutors alleged two
companies owned by Donald Trump
engaged in “clear and straightforward”
tax fraud as a criminal trial began in
New York yesterday.

O Tnffimnne munmtion aomictnnt die

authorities in August. As part of his plea
deal, he agreed to take the stand in the
criminal case against his former
employer, in exchange for a promised
sentence of just five months injail and a
fine of almost $2mn.

Susan Nedleles whois defending one

Aftha T b

German anger at Swiss veto
over arms supplies to Ukraine

SAM JONES — BERLIN

German politicians have called for an
end to arms deals with Switzerland asa
political dispute deepens over Bern’s
refusal to allow arms to be shipped to
Ukraine.

Ot AnA

The Swiss government, as part of the
original sales contract with Germany,
has a veto over the munitions’ resale or
donation. Politicians in the wealthy
alpine state believe that sending them to
Ukraine would jeopardise its neutrality.
Swilzerland refused a request from

e T oy
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trict attorney in the Manhattan prose-
cutor’s office, described the case to
jurors during opening arguments as a
story of “greed and cheating” and said

UL WIS L1 Ut UUSLIESaES, a1 gucu you -
day that the former executive had acted
alone, and was individually responsible
for the tax filings that failed to list his
and others’ full income. “Donald Trump

with accusations that Germany “no
longer respects” Switzerland’s political
neutrality. The issue has become more
urgent since Russia escalated an aerial
i Ukraine’s infra-
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the evidence would show a crime that  did not know that Allen Weisselbergwas
‘was orchestrated “at the highestlevels®  cheating on Allen Weisselberg’s per-
of the former president’sbusinesses. sonal tax return,” she said.

The Trump Organization’s legal enti- Necheles also warned jurors against
ties: harged by the dis- i a “referendum on pres-
trict attorney last summer with what  ident Trump himself” or his adminis-
p described as a 15-year tration’s policies.
scheme in which the businesses alleg- Neither Trump nor his children have

edly compensated senior executives
‘with perks such asluxury cars, rent and
school fees that were hidden from
authorities.

The group’s former chief financial
officer, Allen Weisselberg, 75, pleaded
guilty to hiding $1.76mn from tax

been charged in the case, but a guilty
verdict would add to the former presi-
dent’s mounting legal woes and could
dissuade creditors from doing business
with his organisations. The companies
could also be forced to pay fines up to
$1.7mn.

* FINANCIAL TIMES

structure and as Kyiv's weapon stocks
have dwindled, German officials said.

German defence minister Christine
Lambrecht wrote to the Swiss govern-
ment 10 days ago, urging it tolift a re-
export veto on anti-aircraft shells for
German-made “Cheetah” flak guns that
Berlin has donated to Kyiv. Bern first
refused a request by Berlin to lift the
veto in April. Germany wants to send
12,000 Swiss-made 35mm rounds that
‘were bought by Berlin decades ago to
restock the 50 Cheetah flak cannons it
has pledged to Ukraine.

L wiC 1 E-CApULLUL LYY UECL
Swiss-made “Piranha” armoured per-
sonnel carriers to Ukrainein May.

The German government has been
struggling to find more shells to send to
Kyiv. Brazil, which makes suitable
munitionsfor the Cheetah guns, hasalso
refused to allow their re-export.

“Anyone who does not deliver muni-
tion to an attacked state for national
defence can no longer be a reliable sup-
plier of ammunition for us either;,” wrote
Marcus Faber, head of the liberal Free
Democratic party’s parliamentary
defence group on Twitter on Sunday.

Roderich Kiesewetter of the opposi-
tion conservative Christian Democrats
told the Frankfurter Allgemeine news-
paper yesterday he would also support
an end to Swiss weapons purchases.

INTERNATIONAL

Russia and Ukraine prepare for rigours of winter

Extreme cold will affect both sides but Kyiv hopes local support will outweigh Moscow’s attacks on the energy grid

JOHN PAUL RATHBONE — LONDON
CHRISTOPHER MILLER — KYIV
MAX SEDDON — RIGA

‘Winter has played a major role in Rus-
sian and Ukrainian military history. It
was decisive in their victories over
Napoleon and Nazi Germany, and in
what Kyiv-born writer Mikhail Bulga-
kov called that “great and terrible year”
0f 1918, when “the snowstorm from the
north howled and howled” and Ukraine
was beginning its war of independence.

The weather is set to be a critical fac-
tor again as the fighting between
Ukrainian and Russian forces enters its
ninth month, say security officials and
military experts.

Keeping warm in a country where
winter temperatures can drop as low as
‘minus 30C is not the only consideration.
At such extremes, equipment becomes
harder to operate, booby traps can be
hidden under snow, more fuel is needed
for generators, supplies must move at
night because there is less field cover,

igation systems for ds
ice over. Even bullets are slower because
cold airis denser than warm.

While freezing temperatures did not
stop Russian president Vladimir Putin’s
full-scale invasion of Ukraine on Febru-
ary24, that came as winter was ending.

“Weather has an impact on any kind
of activity, including military,” said
Oleksiy Melnyk, a former Ukraine air
force lieutenant-colonel, now co-direc-
tor of the Razumkov Centre think-tank
in Kyiv. “It will have an impact on both
sides”

However, the combatants will be
affected very differently, according to
military experts. Putin is betting that
the waves of missile and drone attacks
that Moscow launched this month,
which have destroyed 40 per cent of

‘Weather has an impact on
any .. . activity, including
military. It will have an
impact on both sides’

troops supplied and warm. Canada is
providing Ukraine with half a million
winter uniforms, while a Nato summit
this month focused on how to support
Ukraine through the colder months.

“The Russians expect the winter sea-
sonwill help them, at least in the energy
war . . . But Ukrainian soldiers will be
much better off,” said Melnyk, partly
because they can rely on material sup-
port from local populations. He cited a
recent visit to a detachment near Kyiv,
where he saw “locals helping provide
[clean laundry], making sure [the sol-
diers] had food and bringing them
whatever they needed”.

Special forces officer Taras Bere-
zovets, who is deployed in the frontline
city of Bakhmut in eastern Ukraine,
said: “We have alot of stuff from volun-
teers. We have gas stored up. We have

Ukraine’s energy infrastructure, will
demoralise Ukrainian civilians and sap
Kyiv’s ability to support its troops.
Kyivresidents were told on Thursday
to prepare for longer and more frequent
blackouts, while Ukrainian refugees
havebeen told not to return to th

sources of power . .. The
command was: get prepared.”

Russian troops do not enjoy the same
level of supportin newly occupied areas.
Many of the tens of thousands of
recently mobilised soldiers Moscow is
rushing to Ukraine’s 1,100km front line
alsolackb i

try this winter to ease strains on the
energy system.

“The networks will not cope,” warned
deputy prime minister Iryna Veresh-
chuk. “We need tosurvive the winter.”

A second strand of Putin’s strategy is
that the cold typically slows the tempo
of military operations. That will help
Russia sustainits defences and hold cap-
tured territory — an approach analysts

In one video on Russian news outlet
Astra, recruits complained they had
been sent to Ukraine’s Zaporizhzhia
region without adequate supplies.
“We're in enemy territory and we don’t
have asingle cartridge,” one man said.

“1 getlots of messages from the train-
ing camps where they’re sending the
recruits,” said Pavel Gubarev, a former

say is central to the thinking of General
Sergei Surovikin, recently appointed
Russia’s commander in Ukraine.

“In winter, you need more logistics to
support people because it’s colder and
darker. You need more fuel. All this
adds to frictions that slow operations,
which tend to favour defence,” said
Anthony King, professor of war studies
at Warwick university.

However, Ukraine has other advan-
tages that may prove more decisive,
especially when it comes to keeping

istleader in Donetsk, one of four
Russia-controlled Ukrainian regions
that Putin annexed in September.
“There’s no military training and the
conditions are dire.”

After Putin last week held the first
meeting of a new government council
charged with ensuring military sup-
plies, the Kremlin said “problems with
equipment continue to exist”.

The biggest unknown is the severity
of the coming winter, say security offi-
cials and military experts, and whether
the temperature drops to zero with lots

Food exports

Kyiv resumes grain shipments
despite Black Sea deal collapse

FT REPORTERS

Ukraine said 12 ships carrying grain left
its Black Sea ports yesterday, despite
Russia’s withdrawal from a UN-backed

such a deal is hardly feasible, and it
takes on a different character: much
more risky, dangerous and unguaran-
teed,” Interfax news agency quoted him

ARRAVIND.

‘The
Russians
expect the
winter
season will
help them,
atleastin
the energy
war . .. But
Ukrainian
soldiers will
be much
better off”

Digging in:
Ukraine troops
prepare their
trench last week
on the front line
in Donetsk

of rain and mud, or to minus 10C when
everythingfreezes.

A warm winter would blunt Putin’s
energy war, while muddy fields require
heavy supply trucks to stick to paved
roads to avoid becoming stuck. That
would play to Ukrainians’ ability to pick
off Russian supplylines and logistics.

Mykola Bielieskov, analyst at
Ukraine’s National Institute for Strate-
gic Studies, said Kyiv’s forces could use
their “battlefield precision-guided
munitions advantage to [wear down]
Russian forces”.

But mud would also limit Ukraine’s
ability to mount counteroffensives.
Defence minister Oleksii Reznikov said
last week that heavy rain and rough ter-
rain were making Kyiv's attempt to
retake the city of Kherson harder.

By contrast, “a deep freeze will make
it possible to move [across] fields and
th i open a way to ives”,
Bielieskov said. He added that sustain-
ingmorale through winter was the most
important task for both sides. “There’sa
real possibility that Russian forces in the
field might cross a peint of no return if
they’renot properly sustained.”

Gldeon Rachman see Opinion
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deal that allowed the passage of mil-
lions of tonnes of grain during Mos-
cow’s full-scale invasion.

The UN and Turkey, which brokered the
so-called Black Sea Grain Initiative in
July, approved the resumption of ship-
ments, which had stopped on Sunday.
Russia’s decision on Saturday shook glo-
bal markets, pushing up wheat prices.

Oleksander Kubrakov, Ukraine’s
infrastructure minister, said yesterday
that “12 vessels left Ukrainian ports”
and four more were heading towards
Ukraine’s coast for loading.

“The UN and Turkish delegations
provide 10 inspection teams to inspect
40 vessels aiming to fulfil the Black Sea
Grain Initiative. This inspection plan
has been accepted by the Ukrainian del-
egation. The Russian delegation has
been informed,” he wrote on Twitter.

Itis not clear how Russia will respond
to yesterday’s shipments. Dmitry
Peskov, Russian president Vladimir
Putin’s spok has ioned the

Without making clear whether Russia
would try to stop such shipments, he
said “contacts continue with the Turk-
ish side, as well as with the UN through

he di icand othear d ”

Insurers at Lloyd’s of London provid-
ing cover for grain and other foods
shipped out of Ukraine under the Black
Sea agreement said they would pause
quoting on new shipments until a new
deal could be agreed.

Chris McGill, head of marine cargo
underwriting at insurer Ascot, said
insurance that had already been issued
still stood. He added: “We're hopeful
negotiations will be successful and we
canrecommence quoting.”

Russia announced on Saturday its
decision to suspend participation in the
agreement, which involved joint inspec-
tions of vessels in Istanbul, after what it
claimed was a Ukrainian strike on its
navy in Sevastopol, in Crimea.

Wheat futures on the Chicago Board
of Trads much as 7.7 per centyes-

feasibility of maritime Ukrainian grain
exports without Russia’s backing.

“In conditions when Russia talks
about the impossibility of guaranteeing
the safety of navigation in these areas,

terday morning and were later trading
up 5.7 per centat $8.29.a bushel.

Roman Olearchyk in Kyiv, Emiko Terazono
in London, Ayla Jean Yackley in Istanbul
See Lex

All pages from Financial Times (Asia), Tuesday, November 1, 2022

* FINANCIAL TIMES

Tuesday 1 November 2022

INTERNATIONAL

Head of state

Lebanon crisis spreads to presidency

Aoun’s 6-year spell ends
but politicians unable

to choose a successor

RAYA JALABI — BEIRUT

Lebanon president Michel Aoun’s six-

year term ended yesterday with the
country’s fractious political

the interim administration. The void in
the presidency came after lawmakers
failed to agree on a new president four
times this year.

A candidate must secure the support
of at least two-thirds of MPs to be suc-
cessful. Under Lebanon’s confessional
political system, the presldency is
reserved for a Maronite:

Lebanonhasalso been withouta func-

to agree on a SUCCESSOT, Creating a vac-
uum that risks plunging the failing state
into more chaos.

Aoun’s exit means Lebanon, which is
enduring its worst economic crisis in
decades, is in the unprecedented situa-
tion of being run by a caretaker govern-
ment and having no head of state. This
hasraised fears of a constitutional crisis
amid a lack of clarity over the powers of

tioning government since parliamen-
tary elections in May as rival political
factions have been unable to agree on
the composition of a cabinet.

The turmoil has delayed reforms that
are necessary to finalise a deal with the
IMF to unlock a $3bn loan deemed criti-
cal toeasing Lebanon’s economic woes.

“Lebanon is a boat that’s sinking and
nooneisatthe helm,” said Sami Atallah,

‘the founding director of Beirut-based  « .

The Policy Initiative. “This is about the Lebanon ]?

usual wrangling over who gets the big-  a boat that’s

ger piece of the pie.” Atallah said it could SR

take weeks or months before Aoun’s & 1nk1ng» and

successor is agreed on. nooneisat
Aoun, who is an ally of Hizbollah, the 2

Iran-backed militant group, took office the helny

in 2016 amid another period of political ~ Sami Atallah,

‘turmoil during which Lebanonwent 29  The Policy

months withouta president. Initiative
Today, Lebanon is enduring what the
World Bank describes as one of the

world’s worst economic crises in 150

‘years.

Since 2019, bank depositors have
‘beenlocked out of their savings, and the
currency has lost more than 95 per cent
ofits value, impoverishing broad swaths
of the population.

Many Lebanese, including civil serv-
ants, are living on salaries worth $50 a
monthor less. Thousands of others have
fled the country.

“There’s a real concern that we're
going to end up with no IMF pro-
gramme, which only benefits the
political players who’ve blocked
reforms,” said Diana Menhem, manag-
ing director of Kulluna Irada, an advo-
cacy group.

She said that after Beirut struck a
maritime border deal with Israel last
month, “increasingly you have key
political players saying we can do with-
out the IMF be(znsewehave oiland gas
Tevenues: it

she added: “The Dnly battle that
remains is holding political players
accountable.”

Charisma and record fighting

hunger and poverty are

secrets of political appeal

MICHAEL STOTT — RIO DE JANEIRO
Luiz Indcio Lula da Silva’s journey from
a jail cell four years ago to winning the
highest office in Brazil for a third time is
a political comeback story like few
others.

Yet the one-time trade union leader’s
success in Sunday’s presidential elec-
tion, defeating bitter rival Jair Bol-
sonaro, is only thelatest victory in alife-
time of triumph over adversity, which
has made him one of the world’s most
famous political names.

Born to tenant farmers in the poor
north-east of Brazil, Lula spent his early
years in a two-room shack with no elec-
tricity or running water before embark-
ing aged seven with his mother and six
siblings on a two-week journey south by
truck in search of a better ife.

Decadeslater, he would draw on those
hard lessons to explain his economic
thinking. “Ilearned when I was still very
young from my illiterate mother that 1
couldn’t spend more than I earned,”
Lula, 77, told the Financial Times in an
interview this year, while outlining why
he could be trusted with the nation’s
finances. “I don’t need any economists
totell me about [fiscal] responsibility.”

Lula’s personal story, his charisma
and his record fighting hunger and pov-
erty arethe secrets of his political appeal
in Brazil and abroad, despite controver-
sies over corruption and economic mis-
management during the governments
led by his Workers’ party (PT).

Perhaps best known for channelling
the windfall profits from a commodity
boom into social programmes during
his 2003-10 presidencies, Lula’s signa-
ture welfare programme Bolsa Familia
transformed the lives of millions of Bra-
zilians.

“The Bolsa Familia programme,
which took 40mn people out of poverty,
was a revolution,” said Fernando
Morais, Lula’s biographer and a political
ally. “He managed to get 40mn people,
four times the population of Portugal, to
eateveryday.”

In those days, Lula strodethe interna-

Comeback. Election

Win is Lula’s latest triumph over adversity

Celebrations: heading a coalition of like-minded
supporters in leftwing South American leaders.

Rio de Janeiro Few would argue with the life experi-
hail victory by ence of a head of state whose first job
Luiz IndcioLula  was shining shoes and who never fin-
daSsilva ished secondary school. Lula trained as
Femanco Souzaipa

ametalworker in the rapidly industrial-
ising towns around Sdo Paulo in the
1960s before embarking on a career asa
union activist, where he clashed with
Brazil's military dictatorship over wage
risesand was briefly imprisoned.

1n 1980 he helped found the PT, Bra-
zil's mainleftwing party, and after three
unsuccessful attempts, finally won the
presidencyin2002.

‘When Lula ended his second term in
2010, with an approval rating of 87 per
cent and the economy growing more
than 7 per cent a year, then-US presi-
dent Barack Obama described him as
“the most popular politician on earth”.

A few years later, Brazil plunged into
recession under Lula’s h: i

~‘ =5

Lula was convicted, beginning a 12-
year prison sentence in 2018, with sup-
porters staging a round-the-clock vigil
outside.

Despite starting the 2018 presidential
election as the clear favourite, Lula had
to watch from his jail cell as Bolsonaro
won the election. But less than 11
months after Bolsonaro was sworn in,
Lula was released pending appeal. Last
year, the Supreme Court annulled his
convictions. Lula vowed to fight the
2022 vtme andm.nback the presidency,

candid in private that they only did soto
stop Bolsonaro, not because they
believed in Lula’s policies. A semnn of
the electorate remains

GLOBAL INSIGHT

Michael
Stott

Leftist leader returns
to tougher task in
very different Brazil

ather than a triumphant, sweeping comeback,
Luiz Indcio Lula da Silva’s victory in the Brazil-
ian presidential election on Sunday was a tense,
slow grind. Governing promises to beharder.
Asthe elecl:mn.lc vme count pmceeded over
three hours, it soon b
of the landslide victories Lula enjoyed in 2002 and 2006
H]s vlctnrytlns time, over ]alr Bolsonaro, the hard-right
‘was eked out Just 1.8 percent-
age points separated the two men by the end.

Had it not been for a series of blunders by Bolsonaro and
his supporters in the final days of the campaign, including
one incident in which an ally was videoed brandishing a
pistol through Sao Paulo in pursuit of a black man, the
forces ofthe ist right might tri

The result was a reminder of how profoundly Brazil has
changed, not just in the four years under Bolsonaro, nick-
named “tropical Trump”, but over the past two decades.
The rise of hurches is one ele-
ment; their flock includes almost one in three Brazilians.

The lobbying clout of agribusiness, which accounts for
nearly 30 per cent of gross domestic product, is another.
Both are drivers of social conservatism and small-state
capitalism. Neither will go awayundera Lula government.

Lula, 77, a leftwing former union leader, will need to
summon up all his skills as a conciliator to unite a deeply
divided nation. His unwieldy coalition includes centre-
right figures who were bitter opponents before they
decided that Lula represented thelesser of two evils.

As one banker put it last week: “We will get Lula elected
in order to stop Bol-

sonaro. Then, on day one ‘It will be an
of his government, we go
into opposition.” €normous

Matias Spektor, profes-
sor of international rela- challenge tohold
tions at the Getulio Var-  [coalition] together
gas Foundation, a higher . P
education institution, topass lEnglathIl
said Lula was elected ona

ise to boost publi ding but he won't be abl

for lack of funds. “And he won't have a majority in Con-
gress. His coalition is ideologically broad and it wdlbean

enor holdit to ion.”
In areminder of the suength of the conservative move-
ment, Tarcisi former infra-

structure minister, won a convincing victory in the gover-
nor’s race in S3o Paulo, Brazil’s biggest state. Allies of Bol-
sonaro, 67, now run the top three states and make up the
largest party in the Senate and lower house.

“Lula will have a tough time in view of the consolidation
of the far right in Congress, and in . . . Sdo Paulo,” said
Monica de Bolle, senior fellow at the Peterson Institute for
Intemtlonal Economics, a think-tank in Washington.

that Lula is innocent of corruption and
thinks he should notbe running atall.

Lula finds it easier to convince doubt-
ers when he talks about the environ-
ment, referencing his record in govern-
ment toreduce deforestation.

His foreign policy thinking will be
more controversial in the west. Lula has
suggested Ukraine and Nato are partly

it that has char-

Lula’s gravelly voice is the result of
cancer of the larynx more than a decade
ago, and he has overcome personal trag-
edies. His first wife died while pregnant
along with his first son, and his second
wife succumbed to a stroke in 2017. A
life-long catholic, he remarried this
year and has five children from his pre-

cessor, Dilma Rousseff. The ex-] presl—
dent and several close aides were impli-
cated in a corruption scandal centred on

vious relationships. Although he has
cobbled together a broad coalition with
the centre and centre-right to win
Sunday’s election, Lula remains a

for the war with Russia, has
defended Cuba’s one-party regime and
wantsgood relations with China.

Above all, he favours negotiation over
confrontation. Lula remains one of the
few global politicians to command
respect from nations as diverse as the
US, Russia, China and Germany.

“If T win the elections and this war is
still going on, you can be certain that [
am going to talk to the Europeans, the
Americans, the Chinese and the Rus-
sians,” he said. “Someone has to start
talking about peace in this world.”

are massive”
is unclear. If h defeathe ma

return to fight the 2026 preslde[malelechun and his sons,

Flavioand Eduardo, are important figuresin Congress.

US president Joe Biden and French counterpart
Emmanuel Macron, who have criticised Bolsonaro for
allowing A to soar, ick to con-
gratulate Lula, who has pledged zero deforestanon and
new protection for indigenousland.

But this task is likely to prove much harder now than in
Lula’s first two terms, when he reduced Amazon destruc-
tion by abnut two th]rd& Bolsonaro has gutted the agen-
cies resp
budgets and appm.nmlg allies to run them. Loggers, land-
grabbers and ranchers have been emboldened to carve out
tens of thousands of hectares of agricultural land while
illegal miners have operated on an industrial scale.

“The machinery of the state is a mess and it will need to
be rebuilt,” said Miguel Corréa do Lago, a Brazilian politi-
cal scientist at Columbia University. “There is already a
fiscal black hole because of Bolsonaro’s election welfare
programme and Lula will face a very organised opposition
in Congress. On the positive side, the Amazon will be cen-
tral for him and a priority for his government. This could
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tional stage, winning the attention of
political figures as diverse as Tony Blair,
Fidel Castro and Vladimir Putin and
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more than $2bn in bribes paid by state-
run oil company Petrobras to business
people and politicians.

deeply polarising figure for Brazilians.
Many establishment figures who
backed him in Sunday’s election were

Sdo Paulo

Additional reporting by Bryan Harris in ‘
See TheFT View and Lex

attracta lot of money to Brazil

michael.stott@ft.com

Electric vehicles

Jakarta eyes Opec-style cartel for battery metals

HARRY DEMPSEY — LONDON
MERCEDES RUEHL — SINGAPORE

Asked whether it had contacted other
large nickel producers about the cartel

idea, th stry said itwas

dones; idering th ion of
an Opec-like cartel for nickel and other
battery metals, highlighting the geopo-
litical confidence of nations rich in
resources needed to makeelectriccars.

Bahlil Lahadalia, the country’s invest-
ment minister, said that Jakarta was
looking at mechanisms like those used
by Opec, the group of 13 oil-producing
nations, that could be employed in the
supply of metals central to the energy
transition.

“Ido see the merit of creating Opecto
manage the governance of oil trade to
ensure predictability for potential
investors and consumers,” he said.

still formulating a structure it could pro-

Any attempt to form a cartel to con-
trol global prices for nickel would be far
from straightforward. Russia supplies a
fifth of the high-purity nickel that is

Indonesia is the world’s
largest nickel producer,
generating 38 per cent of
global refined supply

Indonesia was an original Opec mem-
‘ber nation but suspended its member-
ship over concerns about the impact of
high oil prices on its economy and the
effect of the cartel’s production cuts on
its government finances. Ind

Narcotics

Drug prices rise in Afghanistan after trade ban

BENJAMIN PARKIN — NEW DELHI

The price of illegal drugs has soared in
Afghanistan since the Taliban out-
lawed the trade, according to new data,
desplw limited evidence the Islamist

‘became a netimporter of 0ilin 2004.

The country’s capabilities to supply
‘battery-grade nickel are also still nas-
cent. Much of its output is lower purity
material used in stainless steel, and fur-
ther processing facilities to turn it into
battery material are needed. It has
‘banned nickel ore exports since 2020 in
a bid to grow a domestic processing
industry.

usedinbatteries, while Canadaand Aus-
tralia are also big producers. However,

“ ia i ing the possibility to
form a similar governance structure
with regard to the minerals we have,
mdudulg nickel, cobalt and manga-
nese”

Indonesia is the world’s largest nickel
producer, generating 38 per cent of glo-
bal refined supply, according to consul-
tancy CRU. It holds a quarter of the
world’s reserves of the metal.

Tuesday 1 November 2022

Despite Ind ia’s mineral richness,
its role in supplying western automak-
ers with nickel is under threat from the

d ia i expeclgdm be the blggest fact that swaths of production are Chl
source of growth in thy d and carbon-i

One ion is that Ind be f reli I-fired power
relies on foreign companies such as  generation.

China’s Tsingshan, the world’s largest
stainless steel producer, and Brazil’s
Vale, to extract nickel. Among powerful
Opec nations, such as Saudi Arabia,
oil production is dominated by state
companies.

Government data show that China
doubled investment in the country in
the first half of 2022 to $3.6bn, com-
pared with the same permd ayear ear-

the ban.

Opium prices within Afghanistan have
risen more than 50 per cent since the
Taliban announced the ban in April,
while prices for methamphetamines
have also risen, according to data gath-
ered from across the country by UK-
based Alcis, which conducts satellite
imagery research for governments and
non-governmental organisations.

The price surge comes after the Tali-
ban formally outlawed the trade follow-
ing a 20-year insurgency in which the
group profited from drug smuggling.
Afghanistan is the world’s biggest
opium and heroin producer, while crys-
tal meth manufacturing has also taken
offinrecent years.

Analysts say that although the ban is
seemingly not yet widely enforced,
prices are rising over the threat of a

authorities appear to have cracked
down onat least some of the meth trade
by closing a number of labs and mar-
kets, fuellinghigher prices.

But with only days to go until the new
opium poppy planting season, it is
unclear to what extent local Taliban
commanders mtend orare even able m

the Taliban took over has led to wide-
spread joblessness and poverty.

“The things that people used to sur-
vive on in the face of a drugs ban — in
terms of joining the [army], working in
the cities in construction — those
options are gone,” David Mansfield, a
researcher on the report and expert on

enforce the ban on th

The degree o
which the Tallban
will follow through
on the oplum
growing ban Is
unclear

opioid — an issue that analysts say may
define the future of both the regimeand
of global narcotics supply.

Observers say that failure to follow
through will cement the status of the
Islamist group, notorious for their hard-
line restrictions on women's freedom, as
international pariahs. But targeting the
trade, in a largely agricultural country
where pupples are the main cash crop,

lier, led by ni

construction.

See Companies and Markets

Alcis’s satellite imagery shows that

* FINANCIAL TIMES

di ~'1r*back
]ash. A histori ic coll

’s drugs trade, said. “Do
local Taliban . . . press on this and risk
increasing a humanitarian crisis, alien-
ating a population, or do they let it ride
because of thefear of resistance?”
ing the abrupt

of the ban, the Taliban subsequently
added a two-month “grace period”,
ostensibly to allow poppy farmers time
to find alternatives. But Alcis says
authorities so far appear to haveleft the
huge heroin trade mostly unhindered,
with vast poppy fields still cultivated.

The Taliban successfully restricted
poppy cultivation during their previous
rulein2000.

Opium production took off again after
the US-led invasion in 2001, with land
under cultivation nearly tripling despite
billions of du]lars m internationally

backed eradi

Crypto territory Hong Kong at variance with Beijing as it takes steps towards legalising retail trading of digital assets © markeTs

Companies & Markets

Zuckerberg’s
spending push
on metaverse
irks investors

e Frustration over supervoting rights
@ Losses torise at Meta’'s Reality Labs

RICHARD WATERS AND HARRIET AGNEW

Some of Meta’s biggest investors have
lined up to vent their anger at the
group’s management after it stunned
‘Wall Street with plans to ramp up its
lossmaking push to build th:

with the company, they got more dis-
gusted, not less disgusted.”

David Older, head of equities at Car-
mignac, which has holdings in Amazon,
Microsoft and Google but not Meta, said:
“Zuckerberg was tone deaf to the

Even after a fall that has wiped 74 per
cent from Meta’sstock priceinlittle over
ayear, investors and boardroom experts
said there was litt] iders could do

doubling down
on everything. The timeline for the
metaverse is very stretched. I don’t
think you're going to know if it is the
right five or 10 years.”

to stop chief executive Mark Zucker-
berg from using his majority control to
plough ahead with a bet that haslost the
confidence of Wall Street.

Meta fell 25 per cent last Thursday
after the company revealed that losses

‘If this was any other CEQ
who had only a1% stake,
he'd probably be gone’

Steve Diamond, governance expert

from Reality Labs, its unit that is build-
ing the metaverse, would grow “signifi-
cantly” in2023, afterreaching $9.4bn in
the first nine months of this year.

Investors were startled by another
rise in capital spending that Meta said
would consume as much as $39bn next
year, more than double the level of 2021.

“If any other company had done this,
you'd have activist investors writing let-
ters, proposing alternative slates of
directors, demanding change,” said Jim
Tierney, chief investment officer for US
growth at AllianceBernstein, a Meta
shareholder.

The anger has spilled over into meet-
ings with managers, some of which
Zuckerberg has attended. “It does seem
like there’s a sense of frustration” over
ballooning costs, said a person familiar
with the discussions. Referring to infor-
‘mal follow-up calls with investors after
the group announced its earnings, Tier-
ney said: “When people had callbacks

Meta said: “We value the opinions of
our investors and regularly engage with
them to ensure we're aware of their
respective perspectives”

Zuckerberg owns 13 per cent of the
equity in the company but controls
54.4 per cent of the votes through a spe-
cial class of shares.

Frustration at Zuckerberg’s personal
control over Meta has crept up as the
company has found itself at the centre of
controversies over misinformation and
privacy, at the same time as it has been
betting bigon the metaverse.

A shareholder proposal to scrap the
supervoting shares received 28 per cent
of votes at Meta’s annual shareholder
meeting earlier this year, despite Zuck-
erberg’s majority stake. That was up
from the 17 per cent support a similar
proposal received in2014.

Legally, Meta’s directors had a respon-
sibility to represent all shareholders,
even if the chief executive controlled
who was elected to the board, said Steve
Diamond, a corporate governance
expert at Santa Clara University School
of Law. A court could intervene on
behalf of shareholders if a board was
found to have engaged in “waste” of the
company’s resources, though that was
“avery high standard to meet”.

Diamond said: “I'm astounded by
how much they have already spent [on
the metaverse], and they have little to
show for it. If this was any other CEQ
who had only a 1 per cent stake, he’d
probably be gone”

ANTOINE GARA — NEW YORK
KAYE WIGGINS — LONDON

Blackstone has agreed to buy a
majority stake in Emerson Electric’s
climate technologies business in a
deal that values the industrial con-
glomerate’s unit at $14bn and was
arranged at a time when debt financ-
inghad largely seized up.

The US private equity group, along-
side sovereign wealth funds Abu
Dhabi Investment Authority and Sin-
gapore’s GIC, will buy a 55 per cent
stake inthe unit in a move that should
help accelerate the company’s efforts
to streamline its operations.

Founded in St Louis, Missouri, in
the 1890s, Emerson is selling business
lines to strategic buyers and private
equity firms as part of a broader cor-
porate restructuring. It will receive
$9.5bn in cash from the sale — $4.4bn.
of it from Blackstone and the remain-
der from debt financing sources —

‘Marquee transaction’: the deal will help the climate control unit to st

Trend breaker Blackstone braves frigid debt
market with Emerson climate tech unit stake

that chief executive Lal Karsanbhai
said would be used toinvest in growth
projects. The company will retain a
45 per cent stake in the business and
is providing $2.25bn in seller financ-
ingthat will eventually be repaid.

The deal would be structured as a
joint venture unul its potem]al sale or
initial it

Emerson’s climate tech unit sells
refrigeration units, products used in
heating and air conditioning systems,
and tools that supermarkets use to
monitor and manage their lighting
and refrigeration systems.

Over the past 18 munths, Emerson
has sold “non-core” businesses as it
seeks to reinvest in its mustunpumnt

ing and selling
automation machinery to the auto-
motive, energy and industrial sectors,
among others.

Blackstone, which arranged the
debt financing package, believes the
deal underscores its financial clout at

operations — cs.

a time of broad market dislocation.

Joe Baratta, head of BI: pri-

Tokyo's drive
to revive yen
costs it $43bn
in October

KANA INAGAKI — TOKYO

Japan spent a record ¥6.35tn ($43bn)
in October to prop up the yen in an
increasingly intense battle to stem the
currency’s decline to 32-year lows.

Tokyo had already spent $20bn in Sep-
tember conducting the first yen-buying
operation since 1998, but there had
been no announced action since then.

Traders had speculated that Japan
had carried out two more interventions
last month, one on October 21 that ana-
lysts estimated cost ¥5.5tn and asmaller
one on October 24. The intervention fig-
ure for September 29 to October 27
released by the finance ministry late
yesterday did not disclose how many
timesthe authorities had stepped in.

Analysts at Goldman Sachs said a
third intervention might have been car-
ried out on October 13. “We would not
rule out the possibility of additional
unannounced interventions beingmade
after October28,” they added.

The combined intervention amount
in the past two months has reached
¥9.2tn, more than the ¥4.2tn spent dur-
ing thelast phase of yen-buying in 1998.

Despite the actions and verbal warn-
ings by officials, the yen has continued
to hover near the ¥150 level because of
the gulf between the Bank of Japan’s
ultra-loose monetary policy and the
tightening by other large central banks.
Yesterday, the yentraded at ¥148.71.

BoJ governor Haruhiko Kuroda last
week suggested that the country was
getting close to achieving its 2 per cent
core inflation target. But he

vate equity business, said: “This is a
marquee transaction for our private
equity business and a testament to
our ability to deliver solutions to our
partners even in difficult economic
and market environments.”

Since the spring, banks have been
less willing to provide debt financing
for big leveraged buyouts, having
struggled to sell on the debt they
agreed to provide for several of these
deals earlier this year.

Tightening financial conditions as
interest rates rise and the

again ruled out any early increase in
interest rates until the rise in prices was
matched by an increase in wages.
Masato Kanda, the country’s top cur-
rency official, recently suggested that
the government, which has $1.3tn in for-
eign reserves, had a “limitless” amount
of funds to conduct interventions, sug-
gesting that authorities were ready to
conduct more yen-buyingoperations.
But analysts have questioned the
effectiveness of such unilateral actions,
with some warning that outsized opera-

tions i volatility.

outlook has become uncertain have
slowed the progress of many large
corporate restructurings undertaken
by conglomerates such as Emerson
and cooled off private equity interest
insignificant corporate carve-outs.

Blackstone has already placed more
than$sbn of debt for the acquisition.
SeelLex

Wwith the BoJ unlikely to raise rates in
the near future, the focus remains on
when the US Federal Reserve will shift
towards smaller rate increases to stem
inflation and gradually end the tighten-
ing. The US central bank is expected to
boost its main interest rate by 0.75 per-
centage points when policymakers
meet later this week.

| ——
https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 11%2F01&ts=20221031200508&uq=20220804103507
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Slick lawyers test the limits in distressed debt machinations
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udges. as it turns out, do not
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ciently alleged that [the no-action
clause] was amended in bad faith to pre-
vent plaintiffs from suing to enforce
their rights”. Among the amendments
to the no-action clause, the suing credi-
tors were told to put up the cash needed
to litigate the dispute upfront into an
€SCrow account.

Many lawyers note that no-action
clauses are generally sensible to prevent
chaos. Typically, a minimum number of
creditors — say 25 per cent — would
have to agree to file a lawsuit against a

being told by
lawyers m their courtroom
‘what they may rule on.

A series of private equity-
backed companies raised rescue capital
in 2020 by allowing a subset of existing
lenders to jump ahead of other lenders
in claiming collateral in exchange for
the fresh cash.

Such deals eventually would come to
be colloquially known as “creditor on
creditor violence” since a slim majority
of hedge funds that held a company’s
loans could jump in priority for repay-
ment while leaving the disfavoured
groupstuck holding distressed debt.

Several deals have landed in New
‘York state court, where judges are being
asked to determine if debt contracts
ultimately allow for priority of lenders
to be rearranged without the unani-
mous consent of all existing lenders.

Yet, these refinancings have also fea-
tured another inflammatory element.
The favoured group changed the loan
contract’s “no-action” clause. These
standard clauses govern when a creditor
is allowed to sue after they believe they
have beenharmed by the company.

In a highly anticipated ruling earlier
this month, involving the Oaktree Capi-
tal-owned retailer Boardriders, New
York state judge Andrea Masley said
that the company’s owners had “suffi-

over a lending dispute, and
the clause would sometimes demand
that any lawsuit be brought by the bank
that administered the loan.

But in these 2020 deals, where an
aggressive reordering of capital stack
might be permissible, amending the no-
action clause to additionally make it
almost impossible
to sue was just ask-

ing for trouble with
the court.
“Aggressively
trying to shut down
litigation was
clearly offensive to

Amending the no-action
clause to additionally
make it almost impossible
to sue was just asking for
trouble with the court

the judge and
unnecessary,” said one top lawyer.

The drama around the no-action
clause has highlighted just how aggres-
sive lawyers have been in designing
complex financing transactions. Even
those involved in the ruthless world of
corporate restructuring who are not
offended by creditor-on-creditor vio-
lence are concerned about provoking
judges. One lawyer said, if a refinancing
deal is permissible under a contract, a
company and its lawyers should feel
comfortable they can prevail in a legal
dispute over it without resorting to
attempts toshort-circuit a lawsuit.

Another lawyer, Randall Klein of
Goldberg Kohn, wondered how far law-

yers will take no-action clause aggres-
sion. “If the amended docs say you must
sacrifice your first born to sue the
majority, is thattoo extreme?” he said.

When it comes to pointing at Con-
gress, however, one bankruptcy judge is
desperate for some help. Creditors of a
bankrupt US grocery chain, Tops, have
sued the chain’s one-time owner, the
private equity arm of Morgan Stanley.
Morgan Stanley had taken outhundreds
of millions in dividends prior to Tops”
failure and those creditors are now seel-
ingtounwind those payments.

Morgan Stanley’s defence includes
relying on a crucial but esoteric section
of the US bankruptcy code known as
546(e). Congress had enacted 546(e) as
a“safe harbour” so that certain financial
transactions, such as the settlement of
derivatives, could not be reversed
because doing so would put at risk sys-
temic financial stability. The problem
with 546(e), however, is that private
equity firms have beenable torely onits
usually generous interpretation to shirk
accountability when their payouts trig-
gerabankruptcy.

In deciding tosend the Tops dispute to
trial, the longtime and soon-to-be-
retired federal bankruptcy judge Robert
Drain tookan extraordinary shot at pri-
vate equity firms when asking for legis-
lative assistance in attempting to hold
those players accountable. “Given the
importance of fraudulent transfer law
in bankruptcy cases, Congress should
act to restrict to public transactions its
current overly broad free pass in section
546(e) that has informed the playbook
of private loan and equity participants
toloot privately held companies.”

Thelesson for lawyers thenisif judges
need advice themselves, the firms will
besuretoask.

sujeet.indap@fft.com
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Survival of UK battery start-up in doubt

Britishvolt in final push
for private rescue as plea
for state cash is rebuffed

PETER CAMPBELL, HARRY DEMPSEY
AND GEORGE PARKER — LONDON

Britishvolt was teetering on the brink of
collapse yesterday after government
ministers turned down a request for
emergency funding and the battery
start-up made a final effort to secure a
private rescueto avoid bankruy

The company, which planned to
develop a £3.8bn gigafactory in the
north-east of England, had been prepar-
ing to appoint administrators earlier
yesterday, according to three people

with knowledge of the matter. The move
had been triggered in part by a govern-
ment decision over the weekend to
reject a £30mn funding request. The
company needs the sum to avoid run-
ning out of cash within weeks.

Talks with outside investors had
resumed yesterday, according to the
people familiar with the situation, with
the company trying to raise short-term
financing until a longer-term acquirer
could be found.

Entering administration in the com-
ing days remained the most likely out-
come, two of the people said. A restruc-
turing and insolvency team from EY
was brought in to advise the board in
preparation for a potential administra-
tion. EY declined to comment

Britishvolt, backed by mining group
Glencore, said it was “actively working
on several potential scenarios that offer
‘the required stability”.

Britishvolt had earlier held talks with
potential buyers including India’s Tata
Motors, which owns Jaguar Land Rover.

The company’s potential collapse
marks the end of a dream promoted by
Boris Johnson of a UK battery cham-
pion, but paves the way for a more
established manufacturer to take over
the proposedsite in Northumberland.

Any administration islikely to trigger
arush to secure the rights to the Blyth
site, which the business had planned to
develop into a £3.8bn gigafactory.

Several other companies have been in
talks with landowners to express their

interestin the site, which is reckoned to
be one of the best in Europe for battery
manufacturing because of its deep sea-
port, rail linksand clean energy.
Automotive leaders and analysts had
always questioned the company’s strat-
egy of setting up a factory before secur-
ing firm orders from a car manufac-

drawn down as construction work hita
certain milestone, which has not yet
been reached. Britishvolt had been try-
ing several government avenues to
unlock further financial support.

Over the weekend, Grant Shapps, who
has been business secretary since last
Tuesday, decided he could not hand

‘turer, rather than th blishedindus-  over taxp " money to the p:
try pattern of finding a and  after luding that its
then buildinga plant. ‘was “totally chaotic™.

Recently, the business’s current lead- Anally of Shapps said there llad been
ers have been trying to raise smaller an “awful lot of ion”

sums in order to buy time. The com-
pany has around one month’s cash
left, according to two people briefed on

US drops Libor
rigging charges
against former
Citi and UBS
trader Hayes

KATE BEIOLEY — LONDON

ANew York judge has thrown out crim-
inal charges against Tom Hayes, the
former UBS and Citigroup trader who

between company executives and gov-
ernment. “The idea that the govern-
ment ignored them and let them fall

thematter. into insolvem:y isnottrue”
Ministers had promised th dditional reporting by Michael O’Dwyer
£100mn, but the fundmgw:s only tobe  and Arash Massoudi

served five years in prison in
the UK for conspiring to manipulate
the Libor benchmark interest rate.

The scandal over Libor — the London
Interbank Offered Rate — sent shock-
waves through global financial markets
more than a decade ago. Several banks
were required topay fines for rigging the

Geely and MG owner SAIC
advance while Great Wall,
BYD and Nio gain foothold

PETER CAMPBELL — PARIS
Herbert Diess, former boss of Volkswa-
gen, was once asked privately what car-
maker he feared most.

Rather than EV pioneer Tesla, or
one of his rivals in Europe or the US,
he pointed to BYD, the Chinese car-
maker that is little known among
western consumers.

The group, backed by Warren Buffett,
is one of nearly a dozen Chinese brands
preparing to use electric cars to storm
Europe’s market. Their ascendance, say
industry leaders and analysts, will
reshape the continent’s automotive
landscape over the next decade.

“The market is wide open to the Chi-

‘They now feel confident
to give it another shot with
a fully charged line-up’

Matthias Schmidt, industry analyst

nese,” said Stellantis chief executive

Carlos Tavares, in a warning to estab-

lished carmakers in Europe. He was

speaking last week at the Paris Motor

Show, where BYD and Great Wall

erected la.rge sr;mds du'ectly opposlte
5 i
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fully charged line-up,” said Matthias
Schmidt, a cars analyst. “The class of

kin their favour.

At issue was the way the interest rate
was set, based on banks’ submissions
rather than actual transactions, poten-
tially allowing traders to push the rate
higher or lower and profit from the
effecton derivatives contracts.

Hayes had been accused by British
and US prosecutors of being a key par-
ticipant in a global conspiracy to manip-
ulate Libor, which was used to price

2022 is almost unr isable from trillions of dollars of assets
those models arriving 15 years ago.” worldwide.
He forecast that traditional carmak- The decision to drop US charges

ers would limit electric sales before
2025, when CO, targets in the region
tightened, in order to eke out as many
higher-margin petrol or diesel sales as
possible. He said that presented an
opportunity for the Chinese brands.

‘with little fanfare, China’s carmakers
have built a toehold in the European
market. One in 20 electric vehicles sold
in the region in the first six months of
2022 was a Chinese-owned brand, led
by SAIC’s MG, and Polestar, backed by
Geely.

Itisjust the start. BYD will begin sell-
ing its three new models before the end
of the year. Premium brand Nio has
recently announced plans to sell outside
European EV outlier Norway. Aiways, a
mass-market brand backed by Jiangling
Motors, claims to have orders for 10,000
vehicles.

Transport and Environment, a green
lobby group, expects the Chinese share
of Europe’s battery car market to grow
to one in six cars by the middle of the
decade. “If Europe wants to maintain
the competitiveness of its car industry,
the EU must introduce a strong indus-
trial policy of its own to match the Chi-
nese and Americans’ muscular support
for EVs,” said Julia Poliscanova, director
attheagency.

A wave of factories is lllm]y to follow

RN

I,
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against Hayes follows an appeals court
rulingin a separate US case, which over-
turned the Libor-rigging convictions of
two former Deutsche Bank traders.
That ruling found the government had
“failed to show that any of the trader-
influenced submissions were false,
fraudulent or misleading”.

Prosecutors in the Hayes case said the
previous ruling brought into question
their ability to secure a conviction.
Charges against another former trader,
Roger Darin, were also dismissed.

Hayes was convicted in the UK in2015

‘That should be grounds
enough for these cases to
be referred back to the
Court of Appeal in the UK’

of conspiring to rig Libor and sentenced
to 14 years in prison, reduced to 11 on
appeal. He was released in January last
year after serving five-and-a-half years
and has continued to battle against the
conviction. He is awaiting a final deci-
sion from the Criminal Cases Review
Commission, which investigates poten-
tial miscarriages of justice.

Hayes was told by the CCRC it had
made a prmnslona] decision not to refer

e b et e
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SIS, U5 WS LI GaSE WLLLL UL UIE Japd-
nese and then the South Koreans, as
they establish production closer to their

BYD was in talks with several coun-
tries, including the UK, according to two
people, about setting up a factory mak-
ingboth batteries and vehicles.

shu said the company would decide
how many plants it needed based on its
sales. He declined to comment on its

Li said Nio, which launched in Ger-
many, Denmark, Sweden and the Neth-
erlands and will enter the UK next year,
expected to build a site once it passed

Great Wall is preparing to build the
nextversion of the electric Mini through
ajoint venture with BMW in China. The
company is also looking to secure a

Henrik Fisker, a former BMW and
Aston Martin executive who runs
start-up electric vehicle company
Fisker, said that eventually the quality
of the products would win over new

;;:mclﬁ::;;::&;;wum stawais D l,/nn G | ey )
Great Wall’s Ora brand aims to break
into the market with its £30,000 Ora Te\f\lﬁ '58 Europe 9 152 customers.
Funky Cat model and the premium sec- = mg'; :-z
tor with its Wey nameplate. BYD prices St:llamls w2 _—
its cars atthe same level as VW’s battery BMW 19 America 49 168
models, but says the range of services on Mﬁ':“:f‘f\lligﬁ:; ﬁ
its three new vehicles will set it apart.
The company makes everythinginits Eheg 220 Other w =9
vehicles except the tyres and glass, pre-
ventingit from falling intoth H12022 by country Hle locati
ply chain trap that has snared most
other manufacturers. Build your and political leaders wary of China’s  1980s. The company would focus “on ‘I think the
“In order to be a global player, we  dreams: BYD’s masterplans.” user interests” that would outweigh
have to win in terms of our quantity,”  Han saloon at Shanghai’s SAIC swerved the brand ~ “any potential trend against the brands  ONES that
Great Wall’s European president Meng  the Paris motor issue by buying MG, which is the top  for China™ are under 200,000 sales.
Xiangjun said. “The priority forusnow  show. The Xi'an-  selling electric brand from a Chinese Europe is no stranger to the break-
istoenter the European market. based challenger ~ company in the region. The political through of Asian brands, having wit- the most
BYD’s Michael Shu, who leads its  will start selling  hurdle will be harder to clear. nessed the arrival of Toyota, Nissan and threat are
Europeanrollout, said thecompanyhad  three new Stellantis’s Tavares warned that the  Honda, and later Hyundai and Kia.
not set sales targets but focused exclu-  models this year  Chinese companies would sell vehicles For years, China’s carmakers were pl‘Obably Europeansite in time.
sively on customer satisfaction. “We  and is in talks atalossin order to undercut European  confined to their home market, and the mass-
believe that is the core to help the busi-  with several brands and grow market share. “We  even there struggled to compete with
ness for us,” he said. “It doesn’t matter ~ countriesabout  don’t want to have Chinese neighbours ~ western or Japanese brands with petrol market
about the politics, doesn’t matter there  a plant for thatsell at aloss in Europeand thenput  engine models. But the advent of elec- brands’
is a lot of competition, doesn’t matter ~ manufacturing the automotive industry on their tric vehicles has given the brands their
there is the earthquake from theenergy ~ both batteries knees,” he said, calling for the EU to  first shot at dominance — not justin ~ Henrik Fisker. customers.

prices going up. We focus on customer
satisfaction. That is our major focus.”
Michael Dunne, a former General
Motors executive in China who runs the
ZoZoGo consultancy, said: “To triumph,
they must win trust on two fronts: cus-
tomers unfamiliar with their brands,

and vehicles
Nathan Laing/Bioambarg

impose tariffs on cars imported from

Nio chief executive William Li said he
was not concerned about political oppo-
sition, pointing out that many US car
buyers opted for Japanese brands dur-
ing the height of a trade war in the

their own market, but on the interna-
tional stage.

“Chinese carmakers, once having
been the butt of all automotive jokes fol-
lowing failed crash tests and poor qual-
ity standards, now feel confident
enough to give it another shot with a

founder of
eponymous
EV start-up

“I think the ones that are under the
most threat are probably the mass-mar-
ketbrands in Europe,” he said, whilesit-
ting in the new Fisker Ocean manufac-
tured by Magna Steyr in Austria. “Quite
frankly, I think, yeah, some of [the Chi-
nese EVs] are pretty nice electric cars”

1113 GASE, UUL WIL LIUW L1 101 UL Suu-
missions from his legal team before it
makesafinal decision.

Although Hayes was charged in both
the US and the UK, he was only tried in
the UK. If a Briton is charged by UK and
overseas authorities for the same
wrongdoing, they are not usually extra-
dited to face the overseas charges.

In a statement yesterday, Hayes said:
“The US Department of Justice has seen
fit to dismiss charges based on the same
facts, evidence and case in law that the
UK courts used to justify my 11-year
prison sentence. That alone should be
grounds enough for these cases to be
referred back to the Court of Appeal in
the UK and, if need be, to the Supreme
Court, whichisyet to hear the case.”

Hayes has argued he was made a
scapegoat for his managers and the
banks themselves, who he said sup-
ported hisactions.

Hayes was a star derivatives trader at
'UBS in Tokyo from 2006 until 2009 and
claimed to have made the bank more
than $280mn of profits. He was poached
by Citigroup with a $4.2mn joining
bonus, only then to be dismissed
10 months later as the Libor scandal
accelerated.

The UK Serious Fraud Office closedits
probe intorate riggingin 2019, Thirteen
people were charged with conspiracy to
defraud and four were convicted.

iPhone assembler shifts from Covid-hit plant

GLORIA LI — HONG KONG
RYAN MCMORROW AND NIAN LIU
BELIING

Apple’s main iPhone assembler Fox-
connis preparing to shift production to
other parts of China after masses of
workers began fleeing its main hub to
escapeaworsening Covid-19 outbreak.
City officials yesterday bussed workers
away from the Zhengzhou plant, where
staff say the company has failed to pro-
vide adequate food and a safe working
environment during the outbreak,
which is testing Apple’s supply chains.

Analysts say the factory complexrep-
resents about 60 per cent of Foxconn’s
iPhone assembly capacity.

“We’re in peak production season
right now so we need a lot of assembly-

Tuesday 1 November 2022

line workers . . . our company is co-

outbreak was not yet denting forecasts

back-up p
atothersites,” the Foxconn plant said.

Shares in Hon Hai Precision Industry,
Foxconn’s Taiwan-listed entity, fell
1.4 per cent yesterday. “With the cur-
rent pandemic situation it is a pro-
tracted war to do a good job keeping
more than 200,000 employees safe,”
Foxconn said in a stock exchange filing
on sunday. Apple has based most of its
supply chain in China, leaving the US
technology group exposed to Beijing’s
rigidzero-Covid strategy.

Ming-chi Kuo, analyst at TF Interna-
tional Securities, estimated the situa-
tion in Zhengzhou affected “more than
10 per cent of global iPhone production
capacity”. But Kuo said the coronavirus

for Apple’si in the cur-
rentquarter.

“It’s expected that Foxconn’s produc-
tion capacity will gradually improve
‘within a few weeks, and there should be
a limited impact on the 4Q22 iPhone
shipments,”he said.

Local Chinese authorities on Sunday
tasked Foxconn with helping employees
return home and improving conditions
at the factory after photos and videos of
hundreds of workers leaving the cam-
puson foot went viral onsocial media.

Analysts at Morgan Stanley said they
‘weremonitoring the situation.

Foxconn and Apple did not immedi-
atelyrespond torequests for comment.
SeeLex

Chipmaker Kioxia weighs cost of decoupling

KANA INAGAKI — YOKKAICHI

Decoupling global supply chains will be
icated i dti

suming”, Kioxia, a top chipmaker, has
warned as US-China tensions threaten
toworsen asharp market downturn.

The Japanese company was analysing
the impact of the latest US export con-
trols, said Lorenzo Flores, vice-chair,
and the challenge was to gauge Beijing’s
Tesponse to moves to hamper its efforts
tomake advanced semiconductors.

‘Washington has targeted Yangtze
Memory Technologies, Kioxia's Chinese
rival, which has asked US staff in core
tech positions to leave as it rushes to
comply with the controls.

“we've always viewed YMTC

* FINANCIAL TIMES

as . . . potentially an emerging competi-
tor,” Flores said, noting the Chinese
company had “leapfrogged” in technol-
ogy after trailing bigger global rivals.

Analysts suggest Nand flash memory
makers that compete directly with
YMTC, such as Kioxia and Micron in the
US, might benefit from the controls. But
China is also expected to accelerate
domestic capabilities, which could pose
athreat to Kioxiain the long term.

Kioxia, a spin-off of Toshiba’s chip
unit, makes its flash memory chips
mainly in Japan, but Flores said decou-
pling supply chains from China would
e expensive and would not “happen in
six months or a year”.

“Whether [decoupling] is an impera-
tive or not, I don’t know. The prudent

thing to do is to look for ways to de-risk
your own supply chain and increase
your competitiveness simultaneously.
The logical alternative is [the] friend-
shoring approach,” he said, referring to
the term for building supply chains with
like-minded countries.

Kioxia has said it would spend ¥1tn
($6.8bn) on its new No 7 chip fabrica-
tion plant at its main Nand production
facility in Yokkaichi, western Japan,
despite asharp drop in demand for elec-
tronic devices that has forced the com-
pany tocut wafer output by 30 per cent.

Tough market conditions have also
forced Kioxia to delay its listing plans.
“The IPO is not the end. It is a step,”
Flores said, acknowledging the need for
scale in the semiconductor industry.
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Investors return to hunt for biotech bargains

Valuations soared in the pandemic, then crashed, but start-ups are raising funds again in the wake of positive drug trials

HANNAH KUCHLER — LONDON

After spectacular fundraising success in
the pandemic followed by a crash when
ideas failed to bear fruit, investors are
starting to return to the more promising
parts of thelisted biotech sector.

The Covid-19 generation of newly
public biotechs has been struggling in
the industry’s worst bear market since
the 2000s. But after dire first and sec-
ond quarters that hit biotech stocks
indiscriminately, a gap is opening up
between the more robust companies,
which have begun to raise more money
after positive trial data, and the rest.

Vincent Meunier, amanaging director
at European investment bank Bryan
Garnier & Co, said the market already
felt different from just two months ago.
“Before the summer break, it’s true we
had to postpone a lot of transactions.
The market was simply not open, inves-
torswerereally fedupand exhausted.”

But now, investors are noticing the
opportunities offered by low valuations,
he said. He just completed an oversub-
scribed €102.9mn follow-on fundrais-
ing for valneva, the French vaccine
maker, which is down 64 per cent so far
this year. “A couple of months ago,
cheap was cheap, but for good reasons.
Now, cheapisappealing,” he said.

In 2000, the Nasdaq biotechnology
index dropped almost 70 per cent over
threeyears. This time, that index, which
now includes larger biotechs, has fallen
28 per cent from its peak in early Sep-
tember last year, and the S&P XBI, of
smaller companies, has fallen 41 per
centsincelast November’s high.

Some companies, usually those with
new clinical data that show their prod-
uct is on the right track, have been able
to raise follow-on funds in the public
market, with $5.2bn raised in the third
quarter, more than the first and second
quarters combined.

But even for those companies, most of
the funding is from existing investors,
with one healthcare banker saying new
shareholders often made up only about
40 per cent of a raise, compared with 60
or 70 per cent before the sell-off. Share
offerinos ars now done anicktv and ani-

‘ Shares
Rebased fo Feb 2006
== Nasdaq Biotech

S&P XBI
S&P 500

2000 05 10 15 22
Biotech deals

valuation cuts of 30 to 40 per cent.
Geraldine O’Keeffe, a partner at ven-
ital firm EQT Life Sci said
most investors were assuming the bio-
tech initial public offering market
‘would not reopen until next year, so
other funding options will be important.
“Not all companies will survive. I
‘think where there are good assets they
should hopefully find a home, but there
are tough timesahead,” she said.
1f biotechs cannot raise money, inves-
‘tors are pushing cuts in spending, and
raising the idea of merging with other
companies, or reverse merging into
nmhlic comnanies with cash and a listing

many biotechs prefer partnerships with
Big Pharma. Papiernik said the terms
were now better for Big Pharma but as
long as companies do not partner away
their only asset, partnership deals are a
“really good way to bridge that gap”.

One pharma executive said he had
done deals in recent months where he
felt biotech boards were more ready to
engage because of the lack of alterna-
tives. But he added that whether for
M&A or partnerships, Big Pharma tends
to be drawn to the same targets.
“There’s a few companies that are very

Under the microscope: investors
now see opportunities in French
vaccine maker Valneva, which has
just seen strong demand for a follow-
on fundraising despite a slide in its

share price this year — e francois Monier/
AFPYGetty images

competitive. And a lot where no one
wants them,” he said.

There are other fundraising options,
such as private equity, venture debt —
loans for young businesses — and spe-
cialist royalty deals.

Private equity, which used to focuson.
health d pharma servi p:
nies, has become more interested in bio-
techs with approved drugs or those in
late-stage development. Now firms see
opportunities in consolidation and cre-
ating royalty streams tofinance drugs in
return foraslice of future sales.

Last year, Christian Itin, chief execu-
tive of Autolus, which is developing
advanced cancer therapies, foresaw that

‘Where there are good
assets they should find a
home, but there are
tough times ahead’

rising interest rates would prompt
investorstomove out of biotech.

“we were looking at the outlook and
it was quite clear what was coming,
way before [vladimir] Putin decided to
invade Ukraine, which obviously made
the whole thing a lot worse,” he said.

Concluding that he could “not cost cut
his way to an approval”, he signed adeal
worth up to $250mn with Blackstone
Life Sciences, which employs specialist
advisers, including the former chief
executive of drugmaker Sanofi, and has
a $4.6bn flagship fund. Blackstone
invested $100mn in Autolus stock and
$150mn in product financing to get its
leukaemia treatmentready to launch.

Allan Marchington, head of life sci-
ences at private equity group Interme-
diate Capital Group, predicted there
would be lots of deals in the next six
months as biotechs that have held off
raisingmoney find they need funds.

“Itisagreat time to invest. It's the sale
of the century. You just have to get the
right deal and structure,” he added.
Additional reporting by Nicholas Megaw in
New York

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 11%2F01&ts=20221031200508&uq=20220804103507
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etly to avoid the impact of giant swings
in the market, and investors want to do
much more due diligence, he added.

Biotechs soared during the pandemi
Non-specialist investors and hedge
funds piled in, pushing up

and funding large swaths of start-ups
that had not even begun human trials.

Their subsequent retreat was a big
factor in the fall in share prices, along
with concerns about overvaluation, dis-
appointing clinical results and US gov-
ernment plans to restrict some drug
prices. Wider worries, including the war
in Ukraine and an economic slowdown,
made investors even more risk averse.

Now there are signs that some believe
prices are close to turning a corner, with
hedge funds stepping up investments
since late summer.

Antoine Papiernik, chair of venture
capital firm Sofinnova Partners, said the
investment case was pretty clear. “We
believe healthcare and life sciences will
be ahuge area for secular industry. Peo-
pledon’'twanttodie. It's pretty basic.”

But for companies not lucky enough
to report stellar data this year, fundrais-
ing is daunting. Yet they still need to
fund trials that can cost hundreds of
‘millions of dollars to create drugs they
hope will save livesand make fortunes.

The pain in the public markets s also
putting pressure on private companies.
Their venture capital backers have
become more cautious, knowing they
might have to offer support for longer,
and aware of scrutiny from their own
investors. According to Torreya, a life
science-focused investment bank, the
size of the average private fundraising
deal fell 44 per cent between the first
and third quarters, while several ven-
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‘but only failed drugs, according to peo-
ple familiar with the market.

Biotechs are usually bought out by big
pharmaceutical companies that have
the financial muscle to fund large phase
3 clinical trials and commercialise suc-
cessful treatments.

The conditions appear ripe for a
mergers and acquisitions boom: big
drugmakers are sitting on almost
$300bn of cash and many, including
‘Merck and Bristol-Myers-Squibb, need
torefill their pipelines because of patent
expiries in the second half of the decade.

There have been some deals in recent
months. Pfizer bought Biohaven for
$11.6bn, and Global Blood Therapeutics
for $5.4bn, while in the summer, Merck
‘was in talks over a $40bn bid for Sea-
Gen, ing to
peopleclose to the details.

But there is less activity than some in
the market expected, given the sharp
falls in valuations. Two healthcare
‘bankers said one reason is that sellers
are asking for too much. “There’s still a
valuation gap between sellers and buy-
ers. And as long as this gap remains, itis
difficult to agree on terms,” said one
‘banker. “[Big Pharma groups] are look-
ing more, trying to get deals done, but
deals are nothappening.”

Nooman Haque, managing director of
life sciences and healthcare for Emea at
silicon Valley Bank, believes M&A will
increase but pharma companies are tak-
ing time to sort through target compa-
nies, perhaps because it does not look
like the market will recover soon.

“They have the cash, they certainly
have the motivation with patent cliffs
and expiries coming, and so many com-
panies want to talk to them,” he said.

Instead of being bought at the bottom,

Pharmaceuticals

Human trials begin on drug found with Al

JAMIE SMYTH — NEW YORK

A biotech backed by Merck, Eli Lilly
and private equity group BlackRock
says ithas begun one of the first clinical
trials in humans of a drug discovered
using artificial intelligence to analyse a
vast database of brain tissue.

Verge Genomics, founded by Alice
Zhang, 33, a former neuroscience doc-
toral student at University of California,
said it had dosed its first patient with
VRG50635, a novel therapy, to target
ALS, a neurodegenerative disease for
which there is no known cure.

The San Francisco company is one ofa
new generation of biotechs using Al
indrugdiscovery.

Al platforms can crunch vast
amounts of data to identify proteins

associated with particular diseases and
molecules that can be made into medi-

effective than standard techniques that
then rely ontnaland erTor.

cines. Experts say the can
slash the time it takes a drug to go from
initial discovery to approval, cut the
costs of development and reduce the
high failure rate in clinical trials.

Last year Verge raised $98mn from
investors for its development work and
fundits ALS clinical trial. Italso signed a
partnership with Ll]]y to develop treat-
ments for the same.

Biotechs including Exsﬂenha, Evotec
and Insilico Medicine have recently
announced drugs discovered or devel-
oped using Al that have progressed to

2Zhang said it took Verge four years to
get qu ALS drug through discovery and

“Hyp: sourced from
academic discoveries or publications
and tested in a sequential way, mostly in
animals, mice or even cell models to
predict which of these drugs would
actually work in humans. Hundreds of
millions of dollars later you are entering
clinical trials and, unsurprisingly, the
drug fails,” said Zhang. “We are saying
‘why not start in humans from day one,
‘'using a data driven approach if we want
‘tosucceed in humans?”

Verge said it discovered a new causa-
tive mechanism in ALS — the loss of
endolysosomal function that impacts
‘human cells — by evaluating more than
11.4mn data points, which uncovered a

- . y
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Fixed income. Volaftility surge

Investors urge US Treasury
to boost bond liquidity

Participants are looking to ‘ Treasury market volatility has soared this year
policymakers for signals that JCEROGE o Velindex
.

buybacks are contemplated l 160
I 140

KATE DUGUID — NEW YORK

COLBY SMITH — WASHINGTON E20)

100

US government bond investors are

Set in stone:

the Treasury
department is
being asked to
provide clues of
its plans when it
makes its
fourth-quarter
funding

Barclays, referring to a Fed policy used
in 2011 and 2012 whereby the central
bank would sell its holding of short-
term Treasuries and use the proceedsto
buy longer-term securities in an effort
tolower interest rates and stimulate the

economy.
To avoid comparisons to that pro-
gramme, Abate said the Fed should

Commodities

Freeportfears
impact on
climate plans
of copper
shortages

HARRY DEMPSEY AND LESLIE HOOK
LONDON

Global plans to electrify economies and
cut carbon emissions could be slowed
down by copper shortages, the head of
the largest listed producer of the metal
haswarned.

Richard Adkerson, chief executive
and chair of US mining group Freeport-
McMoRan, said surging global demand
for copper for the rapid rollout of elec-
tric cars, renewable electricity and

lines would cause a shortfall.
“Thereis going to be a very significant
shortage in copper,” he said. “It’s going
to be very difficult to meet the aspira-
tions that have beenset.”

Copper is crucial for “greening” the
economy because of its ability to con-
duct electricity. An electric car can use
three times the amount of copper asits
combustion-engined counterpart, while
renewable energy projects tend to need
five times the volume of the metal as
gas, coal and nuclear power plants.

In a report issued last week, consul-
tancy Wood Mackenzie said 9.7mn
tonnes of annual supply needs to come
from projects yet to be sanctioned over
the next decade. The market size is at
Ppresent25mn tonnes a year.

“To date, a shortfall of this magnitude

“This economic turmoil is
only making the problem

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 11%2F01&ts=20221031200508&uq=20220804103507
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urging the Treasury department to
intervene in the market, hoping for
signals this week of possible buybacks
after months of wild price swings and
poor liquidity.

The US Federal Reserve’s aggressive
increases in interest rates and
quantitative tightening programme this
year have amplified the drama in the
normally staid $24tn Treasury market.

Investors want the Treasury to
provide clues of its plans when it
makes its fourth-qu arter fum]mg

h
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that it releases this week. The '[‘reasury

'[‘reasllry debt, so holdlng; relahve to

was due to esti-

mated financing needs for the luurth

quarter and issuance plans tomorrow.
The Treasury department declined to

‘the mar
since then, hedge funds and high-
speed trading firms have come to playa
much larger mle inthe: markf:t s[ep ping

in

Treasury yields, which determine the
US government’s borrowing costs and
are used as benchmarks for prices
across asset classes, have gyrated wildly
in2022.

The volatility has made it harder and
more expensive for investors to buy or
sell Treasury bonds in a market that is
ostensibly the mostliquid in the world.

Treasury secretary Janet Yellen has
said she is watching the situation
closely. The Treasury department also
asked primary dealers — banks that buy
bonds directly from the Treasury —ina
mid-October survey whether it should
buy back older Treasury bonds, which
are traded less frequently.

The prospect of buybacks was first
raised by the Treasury Borrowing
Advisory Committee in an August
report that highlighted the declining
depth of the Treasury market, one
measure of liquidity.

After discussing the results of that
survey with primary dealers last week,
investors, strategists and primary
dealers are expecting the Treasury to
include some details in the documents

on p

While buybacks are not expected to
be announced yet, even the prospect of
that intervention could help buoy a
market in which liquidity has
deteriorated to the worst levels since
March 2020.

‘An announcement could also shore
up faith after the turmoil that engulfed
UK financial markets, during which
government yields rose more than

As the structure of the markﬁt has
shifted and the Treasury market has
quadrupled in size, problems have
proliferated, including the 2014 flash
rally, the 2019 repo crisis and the March
2020 meltdown.

Buybacks, which were last done in the
early 2000s, involve the Treasury
department buying older Treasuries —
so-called “off-the-run” bonds — that

1percentage pointina matter of days. have been circulating in the market for
“Buybacks will give the market longerandarehardertotrade.
d that there is a backstop if The isitions free up sp: bal-

things get too cheap,” said Gennadiy
Goldberg, a rates strategist at TD Securi-
ties, who expects buybacks to be
officially announced in early 2023.
“Buybacks would allow banks to get
[bonds] off their balance sheet when
there are no buyers and would allow
them to use their balance sheet more
efficiently.”

This is just the latest in a string of
liquidity problems in the Treasury
market, which picked up following the
great financial crisis.

Post-2008 capital requirements made
it more expensive for banks to own

ance sheets for market participants to
trade newer supply and narrow the gap
in yields between on- and off-the-run
securities, a key measure of liquidity.
Having bought back old off-the-run
‘bonds, the Treasury has to simultane-
ously replace them with new debt,
‘which some investors think will be
ultra-short, ultra-liquid Treasury bills,
and some think will be new debt at the
same maturity as that which was

It.
“They do have this percepuan issue
‘with respect to Operation Twist,” said
Joseph Abate, a managing d]recwr at

announcement
in coming days

rep]ace “similar maturity with similar
issuance”, which would keep the
aver ity of the debt constant.

One concern is that the Treasury
programme will appear at odds with
what the Fed is trying to accomplish in
terms of rapidly tightening monetary
policy by raising interest rates and
shrinking its nearly $9tn balance sheet.

since June, the central bank has been
reducing its holdings of Treasuries and
agency mortgage-backed securities by
ceasing to reinvest the proceeds of
maturing securities.

As of September, it has capped the
so-called “run-off” at $95bn a month.

“The communications is the hardest
hurdle to clear,” Kathy Bostjancic, chief
'US economist at Nationwide, said of the
buyback programme. To overcome this,
she said the Treasury needs to frame its
purchasesas “purelya tactical liquidity-
driven operation” that is separate from
the Fed’s operations.

In the end, such a programme could
actually enhance the Fed’s ability to
press ahead with its plans to shrink
its balance sheet, given that it would
significantly reduce the risks of a
destabilising episode of illiquidity.

worse. Companies are
reluctant to invest’

has never been overcome,” the authors
wrote, projecting that $23bn of annual
investment in new projects was needed,
two-thirds more than the average over
the past 30 years.

Maximo Pacheco, chair of Codelco,
the largest copper producer, said he
expected a deficit of 6mn to 7mn tonnes
of copper over the next decade. Codelco
has been struggling to maintain output,
with Pachecosaying it would not be able
to recover to last year’s levels for up to
four years. “It’s a tremendous effort to
replace theresources,” he said.

Mining executives say the supply

is compounded
turn in the global economy, which has
dragged copper prices lower and led
commodity strategists to project a mar-
ket surplus next year.

“This current economic turmoil is
only making the problem worse,” Adk-
erson said. “Companies are reluctant to
investintoday’sworld.”

Visible copper stocks, which make up
a small fraction of the inventory held
but influence purchasing managers’
decisions, are running at record lows,
creating a risk of volatile pnce changes

Sector ivessal
Russia supplies had led to amore imme-
diate rush in Europe, where buyershave
been willing to pay hefty premiums or
sign longer-term deals. But a response
by increasing output from scrap copper
could ease some of the pressure, and

Adk ail

G Given the intensity of inflationary
Buybacks pressures, few things are likely to deter
will give the  the Fed from ploughing ahead with
tighter monetary policy but a systemic
market financial market dust-up isone of them.
confidence “We think it actually makes QT more  Our global
= likely to continue because if Treasury is team gives you
thatthereis able to move ahead and help with  market-moving
a backstop market liquidity, it gives us more  news and views,
= = confidence that the Fed can move ahead 24 hours 3 day
lftl'lll‘lgS gFt with QT;” said Meghan Swiber, a rates ft.
too cheap strategist at Bankof America.

advances could unlock supply.

Institutions focus on hunt for returns
outside America, says SuMi Trust chief

ADRIENNE KLASA

Some of the world’s biggest
institutional investors are looking to
lessen their dependence on the US for
returns, benefiting asset managers
from other regions of the world,
according to the chief executive of
Japan’s Sumitomo Mitsui Trust Asset
Management.

SuMi Trust has seen its assets under
management from investors outside
Japan tripleinthe past five years, largely
driven by passive mandates from sover-
eign wealth funds and central banks.

Over that period “many sovereign
wealth funds and central banks have
started to diversify their portfolio, both
in terms of the markets in which they
invest but also the investors they look
to,” Yoshio Hishida told the Financial
Times. “In the past, if they had
[mandates] with three passive
managers, three out of three were US
managers. Now some are starting to
think: two out of three is fine, but one
should be anon-US manager. That trend
was very supportive for us.”

A string of geopolitical ruptures has
driven many institutions to look for

Tuesday 1 November 2022

different ways to diversify their risk —
including geographically.

“The trigger was Covid-19 and the
Russian invasion, which is obviously an
extraordinary case, but people started
thinking if something happens with
China or the US . . . well, maybe we
should diversify the asset managers,”
Hishida said.

reduce dependency on the US financial
system — particularly for capital owners
from outside the western sphere.
Growing tension between China and
the US has also exacerbated these
concerns.
The use of inbi for p

Hong Kong explores legalising retail
digital asset trades as competition grows

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

consultation on how retail investors
may be given a suitable degree of access
to digital assets under the new licensing
regime, the Hong Kong government
said. Rules currently limit crypto
trades to institutional investors with a
portfolio of at least HK$8mn ($1mn)

Hong Kong is taking steps towards
legalising retail trading of crypte
assets, in a reversal that contrasts
with Beijing’s crackdown on such

globally, often seen as a proxy fnr shifts
away from US financial dominance, has

Some investors have speculated that
the war in Ukraine and the western
sanctions it triggered on Russia will
amplify the desire in some quarters to

Yoshio Hishida said the trigger was
Covid-19 and the Russian invasion

over the pastdecade whil
the dollar’s share has decreased —
though it still remains on top, account-
ing for 42 per cent of global paymem_s in
September, accordingto.

The fund manager has $572bn under
management making it one of the
largest fund managers in Asia. Its core
‘business remains investing on behalf of
Japan's large pension funds.

But with the world’s most rapidly
ageing population, SuMi Trust is look-
ing to expand internationally while also
‘building its domesticretail business.

However, shifting Japanese house-
holds” vast amount of savings into
investment has proved slow.

Only about 16 per cent of Japanese
savings were held in stocks, bonds or
mutual funds in the second quarter of
2022, accordingto the central bank.

in mainland China.

Hong Kong’s move comes as
Singapore looks at tightening the
threshold for retail crypto trading with

The Chinese territory’s regulators are
also exploring the listing of crypto
exchange traded funds, Hong Kong’s

financial authorities said yesterday as ¢ a g g

the city’s rivalry with Singapore to be Ithink it Wl]l move the .

the region's financial hub intensifies. psychological needle quite
The Securities and Futures Commis- 5 hit and at least allow the

sionhasbeen “looking to setup aregime

to authorise ETFs which provide
exposure to mainstream virtual assets
with appropriate investor protection
guardrails”, said deputy chief executive
and executive director Julia Leung.

“At the initial stage, we expect the

conversation to take place’

new restrictions expected to be rolled
out. Last year, Beijing declared all
activiti

underlying assets to be fined to
bitcoin futures and ether futures traded
on the Chicago Mercantile Exchange,”
Leung said at the government’s FinTech
‘Week, one of the first big financial
events to be held after Hong Kong
scrapped hotel quarantinelastmonth.
The SFC will conduct a public

* FINANCIAL TIMES

todigital

Spe:]cmg at FinTech Week via video
after irus, Hong Kong’s
financial chief, Paul Chan, said the city
‘was “open and inclusive” with regards to
digital assets.

Hong Kong’s economy yesterday
recorded its worst decline in two years
as the city’s gross domestic product fell
4.5 per centin the third quarter.

Abill to establish a statutory licensing
regime for virtual asset providers is
going through Hong Kong’s rubber-
stamp legislature and is expected to
come into force in Marchnext year.

Charles Li, former chief executive of
Hong Kong Exchanges and Clearing,
which runs the city’s stock exchange,
said of the policy announcement: “I
think it will move the psychological
needle quite a bit and at least allow the
conversation [about digital assets in
HongKong] totake place.”

Buthe warned that many segments of
theindustry had “imported all the crap
and all the fraud that we have been
practising in traditional finance for over
100 years”. Li added: “There’s a new
generation of people who are willing to
berobbed.”

Others were more sanguine. “Hong
Kong has a rich history of retail foreign
exchange trading and we have believed
for some time that this could one day
be replicated with virtual currencies,”
said Vince Turcotte, Hong Kong-based
director of digital assets at Eventus
Systems. “Thatday has come.”
Additional reporting by William Langley in
Hong Kong
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The day in the markets

What you need to know

® Wall Street stocks fade as traders
awalt Fed meeting

® US Treasury bonds slip while Bunds
trade steadily

» European equities advance but Aslan
Indices mixed

US stocks fell yesterday as investors
braced themselves for this week’s widely
anticipated Federal Reserve meefing and
a fresh round of corporate earnings.

Wall Street’s benchmark S&P 500 fell
0.8 per cent in afternoon frading in New
York while the fech-heavy Nasdag
Composite lost 11 per cent.

Both indices finished higher on Friday,
registering back-to-back weekly gains for
the first time since August, despite
companies including Amazon, Facebook
owner Meta and Google parent Alphabet
disappointing investors with their third-
quarter resulfs and forward guidance.

The concerns over corporate America
come at a fime when market participants
are also keeping a keen eye on policy
meetings at the Bank of England and Fed
this week.

The US central bank is forecast to
implement its fourth straight 0.75
percentage point rafe rise fomorrow and
to signal further increases in an efforf fo
curb rapid price growth even as fears
mount that the US could enter recession.

The Chicago Business Barometer,
which measures corporate activity in the
US midwest, fell to 452 in October, down

‘ US corporate earnings growth slows
YYear-on-year change in earnings per share (%)

Coronavirus crisis

80

T u T
2020 21

22

‘Third-quarter 2022 figure fakes Info account reported and estimated resulfs

Source: FactSet

at UBS Global Wealth Management, said
the latest inflation figures meant it was
“too early” for the Fed to follow the Bank
of Canada or the European Cenfral Bank
in issuing “less hawkish signals”.

Investors have also been watching the
latest corporate earnings season for signs
of strain from high inflation and rising
borrowing costs.

Companies listed on the S&P 500 have

have not. Thar would mark the lowest
rate of profit expansion since the third
quarter of 2020.

In government bond markets, the yield
on the 10-year US Treasury nofe added 3
basis poinis fe 4.04 per cent as ifs price
fell. The yield on 10-year German Bunds
was steady at 2.1 per cent.

In equity markets, the pan-regional
Stoxx Europe 600 added 0.4 per cent.

Risk looms from
Bank of Japan’s
inevitable pivot

Mohamed El-Erian

Markets Insight

fter occupying a central

role in international trade

and currency develop-

ments in the 1980s and

1990s, Japan’s influence on
the global economy and markets faded.
“What happens in Japan stays in Japan™
became the mantra for many. But this
could change if the Japanese authorities
do not prepare well for what increas-
ingly looks like an inevitable exit from
its “yield curve control” policy.

YCC is a monetary policy regime
introduced in 2016 under which the
Bank of Japan caps a key longer-term
interest rate by buying bonds when the
market yield tests thatlevel. By capping
this, and influencing short-term bond
yields through the setting of benchmark
pohcy rates, the central bank seeks to

h and counter d

‘Whatever your views on the effective-
ness of YCC (and this is subject to
debate), rising yields around the world
make it hard to maintain the policy

forecast is after the second five- year
term of the current governor, H:
Kuroda, ends in March of next year. If
correct, this gives the Japanese authori-
ties months to prepare for what is an
inherently tricky policy manoeuvre.
Time and time again, history has
shown exiting a protracted fixed price
regime is full of complexities, whether it
involves the currency, interest rates, or
domestic prices and subsidies. This is
espeua]ly true when I.he peglnqueshun
1

‘We should expect a good part of the
Japanese interest rate structure to move
significantly higher when yccC is

The longer Japan sticks
with YCC, the more the
authorities must spend to
resist a depreciation

entities outside Japan such as compa-
nies or sovereigns. Third, the Bank of
Japan would face many more obstacles
in pursuing surgical interventions to
calm markets if this were required.

The risk scenario here is the possibil-
ity large losses and margin calls pres-
sure certain overexposed Japanese enti-
ties to dispose of assets in a disorderly
manner. Given the extent of crosshold-
ings, this would fuel contagion across
markets and borders which would be
felt notably in places such as US and
European investment grade corporates,
high yield, leveraged bank loans, and
emerging markets. It would come at a
time when US Federal Reserve’s now-
rapid rate rises to tackle inflation have
contributed to large losses for investors
and unsettling volatility. There hasbeen
asenseof nowhere to hide.

The importance of minimising this
risk scenario is heightened by the exist-
ing concerns about liquidity and the
orderly functioning of other markets in

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 11%2F01&ts=20221031200508&uq=20220804103507
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from 457 in September and below the 47
figure expected by economists polled by
Reuters. A figure below 50 Indicates a
contraction.

so far reporfed year-on-year earnings
growth of 2.2 per cent for the third
quarter, according to FactSet data, which
has taken into account groups that have
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London's FTSE 100 gained 0.7 per cent,
erasing an earlier loss.

In Asia, Tokyo's Topix gained 1.6 per
cent and Hong Kong's Hang Seng index

Mark Haefele, chief investment officer reported and estimates for those that

Markets update

fell 1.2 per cent. George Steer

without intensifying collateral damage
and unintended consequences. | This has

removed. The impact would be particu-
larly acute for the domestic large hold-

included a rapidly i cur-

rency, large central bank forelgn

exchange interventions, and recurrent

stress in market functioning for Japa-
s d

ers of Japane: bonds who,

long confident in the longevity of the

interestrate cap, had found ways tolev-
i safeamet’ i rd

b
with littleifany trading).

The longer Japan sticks with YCC in
the currentglobal context, the more the

Onlhesurfa.ce,lhisislhe‘ h

advanced countries. Itis even more vital
at a time when a slowing global econ-
omy can ill- a.ﬁord «contamination from
market accident

The policy appmach for Japan
involves the early identification of “pain
IIades" Iheenmuragemmtof pre-emp-

that was adopted by UK pension
schemes. Its viability was turned upside

tiv ing, and clarity on
the nature and duration of an emer-
gency intervention if needed, including

=] authorities willhavetospendtoresista  down by the surge in market yields the degree of acceptable regulatory for-
us Eumzone Japan UK Chl na Br:zil depreciation, and the greater the struc-  caused by the “mini” Budget debacle. bearance. None of this is easy, and it is
ok 1111111 S6P 500111 et 500, Niter 225 EYSE08 Shnghaicomp | Bovespa | | tural damage orhe coreolthecountry’s 1 say *on the surface” s there are  not guaranteed to work immediatly
Level 3880.12 1630.67 2758746 709453 2893.48 113938.63 financial system. three notable differences. First, while  Yetthe alternative of letting markets do
% change on day -0.54 0.30 178 0.66 -077 -052 No wonder most observers expect the UK situation predominantly it their way would be more problematic
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Level 0.988 1151 7299 5247 d by higher inflation and the ~ “interest rate” risk, that of Jjapan
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Wall Street

Casino operators Wynn Resorts and Las
Vegas Sands climbed following reports
that China's immigration bureau would
allow residents to apply for electronic
travel permifs fo Macau.

Both companies have properties
located in the narrow peninsula off the
south coast of China.

Providing a further fillip for Wynn was a
regulatory filing revealing that billionaire
Tilman Fertitta had faken a 61 per cent
stake in the group. Fertitta owns regional
casinos in Nevada, Louisiana and
Mississippi alongside the Houston
Rockets basketball team.

Promising clinical data helped liff
Bristol Myers Squibb, which reported
positive results for its late-stage trial of
Reblozyl, its experimental treatment for
patients suffering from a type of
anaemia.

The group said the drug mef its
primary goal, “demonsirating a highly
statisfically significant and clinically
meaningful improvement” in subjects.

The decline In many tech stocks last
week continued, with Facebook owner
Meta falling further. The social network is

Europe

Swiss lender Credit llied after

London

revealing details of its plan to raise
SFrabn ($4bn).

The bank said “qualified investors” had
already committed to buy 462mn new
shares at SFr3.82 each, generating gross
proceeds of SFr1.76bn. From that
placement, 307.6mn shares were
earmarked by the Saudi National Bank,
which would end up with a 99 per cent
stake in Credit Suisse.

“The remaining funds would come from
another share issue targeted at existing
investors, said the lender.

©Online pharmaceutical refailer Shop
Apotheke climbed after its third-quarter
release ticked “all the ecommerce boxes”,
said Jefferies. Core earnings of €3mn beat
expectations of a loss €1.2mn, said the
broker, which highlighted the Dutch
group's ability “to switch to profitability™
in a market dominated by over the
counfer fransactions. Swiss peer Zur Rose
also rallied after the update.

Norway's fish farmers SalMar, Leroy,
Grieg and Mow! all jumped following a
report of a possible postponement of the
Oslo government's plan for a resource tax

sald

down about 70 per cent this year. on aquaculture.
Chipmaker ON Dagens
retreated after a warning about opposition leader Erna Solberg had cast

“uncerfainty in the market” from its chief
executive overshadowed “another
quarter of record results”. Ray Douglas

doubt on the original proposal but was
open fo raising other taxes on the secfor.
Ray Douglas

Services,
formerly Royal Mail, rose sharply on news
‘that the UK government would not
prevent Czech billionaire Daniel Kfetinsky
from increasing his stake in the postal
operator.

Kfetinsky's investment vehicle Vesa
Equity earlier this year said it had notified
authorities of its infention fo raise ifs
holding in IDS to more than 25 per cent —
amove that would trigger a review under
‘the National Security and Investment Act.

The secretary of state had now given
Kretinsky’s potential share purchase its
blessing, IDS said.

TP Group, which focuses on the
marifime and services sectors, soared
after agreeing to be bought by Science
Group for 2.25p a share, a 190 per cent
premium on Friday's closing price.

The consulting services company,
‘which already owned a 28 per cent stake
in TP, had a previous bid rebuffed.

In a sign that enthusiasm over digital
currencies was talling off, crypto miner
Argo Blockchaln plummeted after
revealing that its planned £24mn funding
round had fallen through, although it was
“continuing to explore other financing
opportunities”™

‘Argo said it had sold 3,843 new in-box
Bifmain 5§19 Pro machines for around
£6.8mn in a bid fo “maximise liquidity and
preserve cash”. Ray Douglas
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are relentless. We dont give up

. . best and really want, we will buy it, even
As Giuseppe Eskenazi though it may take some time to sell.”

celebrates 50 years at the | The record auction prices the gallery
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pinnacle oth;ndonk Asianart
scene, he talks to Susan Moore

tall started from zero really,” says
Giuseppe Eskenazi, the London-
‘based East Asian art specialist, talk-
ing about how his father set up a
tiny London branch of his family’s
Milan-based gallery in 1960. The plan
had been simply to supply his cousin
Victor’s “Oriental” art gallery. But after
his father’s premature death, Eskenazi
took over the fledgling business in his
twenties and now — at a spry 83 — i
marking his 50th year of shows in Lon-
don and New York, with a loan of five
masterpieces sold to and now borrowed
back from a private family collection.
(The show coincides with the 25th anni-
versary of Asian Art in London.)
Although the business is now run by
his son Daniel, who joined in 1990,
Giuseppe Eskenazi is still to be found in
the grand six-floor gallery off Bond
Street from 8.30am to 4.30pm every
working day. We meet in the light-
filled third-floor library, which houses
a fraction of the gallery’s 25,000 refer-
ence books. Few dealers will have
devoted as much energy tn prepanng

schnlarly catalogues as Lhe smiling,
courteous Eskenazi.

London was exceptionally attractive
for artdealers back then. It had usurped
Paris as the centre of the international
art trade, thanks to minimal import,
export or sales taxes and little bureauc-
racy. It benefited from outstanding
museum study collections of Asian art,
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Above: Giuseppe Eskenazi shot for the FT by Leo Goddard. Above right: Eskenazi gallery in Clifford Street, London

ous, th i ‘Moss. It
suited themto buy ‘works from Eskenazi
to sell at London’s flagship Grosvenor
House fair rather than invite him to par-
ticipate. As he put it in his memoir,
“When it rained and I needed an
umbrella, T wasn’t offered one. When

perhaps a dozen top dealers in the field
and monthly auctions. The cosmopoli-
tan, polyglot Eskenazis were anglo-
philes too: the family had been granted
British citizenship in 1863 in Constanti-
nople, where Giuseppe was born, in
return for unspecified service — said
within the family to be espionage.
London’s established dealers were,
however, far from welcoming or gener-

th ut, 1 many.”

Itis one reason why he is probably the
only leading western dealer never to
have exhibited at any art fair. More per-
tinently, fairs, which he recognises
would have enabled him to meet more
people, do not lend themselves to the
Eskenazi way of doing business.

“Japan was a big influence on me,”
Eskenazi says by way of explanation. Its

ARTS ONLINE
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culture reveres early Chinese works of
art, recognising them as the bedrock of
its own culture, and takes a different
approach to engaging with objects (and
theirsales).

“Inthe early 1960s, L had the courage
to go to there on my own, speaking not a
word of Japanese. You would sit with a
dealer, and he would show you one piece
and look to see how you were respond-
ing to it and wait for your questions.
‘Then he would show you another piece,
if he felt you were worthy. This could go
on for days. If you bought something,
youwere afriend forever.”

He wanted this kind of close relation-
ship with clients, to let them sit and
handle pieces, to bring out books.
You cannot do that standing in a booth.
Japanese taste informed his own, too:
from neolithic pottery and Shang
bronzes of the 12th century BCE to early
Ming blue and white porcelain of the
15th century, which dominated the
marketinthe 1960s.

‘What distinguished Eskenazi from his
fellow Asian art dealers in London is
that he wanted a gallery, not a shop. In
1971, he moved his premises on Picca-
dilly down to the first floor and into a
sleek modern gallery. Where othershad

a single piece in a display. Encourage-
ment and help came from quar-
ters. Art dealers Marlborough urged
him to stage exhibitions. Peter Wilson,

Sotheby’s mercurial chair, lent him a
publicist for the gallery’s inaugural
show. It generated the first Dfmanylung
queues of Japanese peopl;

has pald cwerthedecadeslreleg\cm

buyers have ak been
its core clients: Eskenazi is proud to
have sold to more than 80 museums,
supplying more than 30 pieces to the
Cleveland Museum of Art, for instance,
and almost the entire Chinese collection
of Japan’s Miho Museum.

The demand for Chinese art has not
diminished over the years, even if the
buyers and their tastes have changed.
After the Japanese market collapsed in
the early 1990s, Hong Kong and Taiwan

“The power is ebbing
away from London

but we are working

hard to keep it’

were ascendant, followed by the Us

later in the decade. For the past 15 years,
mainland Chinese buyers have pushed

Piccadilly.

These largely thematic shows, up to
10 years in the assembling, played to
current taste but also broke new
ground. The 1978 show of early Bud-
dhist sculpture, for instance, was the
first staged in the west since 1944.
Another speciality was early inlaid
bronzes. The company was one of the
first to implement pioneering thermo-
luminescence testing, which deter-
mined the age of ceramics and cast
bronzes in a market flooded with fakes.
Its catalogues may also have been the
first in the western art trade to include
information in Chinese, thanks to
Eskenazi’s wife, Laura.

Eskenazi has weathered numerous
storms, not least the oil crisis and prop-
erty slump of 1973-77. He was bold
enough to buy and remodel the firm's
current Clifford Street building during
the recessionary years of the early
1990s. He has a theory for his firm’s sur-
vival: “We are relentless. We don’t give
up. If there is something we think is the

pricest dinary heights, initially

for showy, techmca]ly cumplex ng
ins. The gallery

adapt, with Damel introducing mk

paintings by contemporary artists,

gogottesand Japanese baskets.

It needs to adapt to London’s dimin-
ished statustoo, says Eskenazi. “London
is not what is was. There are fewer top
dealers and, as a result of Brexit, the
auction houses have either closed their
Asian art departments or are staging
more of their sales in Paris. The power is
ebbing away from London but we are
working hard tokeepit.”

What has he learnt in his seven dec-
adesin the business? “In my early days, I
could only see the surface of an object.
Astheyears went by —as everyone who
deals in art experiences — I could look
intoit, see how and why it was created.”
He adds, “I can also now see rubbish

straight away!”

‘50 Years of Exhibitions’, to February 3,
eskenazi.co.uk. Asian Art in London, to
November 5, asianartinlondon.com

Eskenazi exhibition includes a Yuan dynasty jar, left, and a Qing dynasty bowl

Graceful Alice and a flatulent horse

Jasmin Vardimon: Alice
Arthur Pita: Ten Sorry Tales
Sadler's Wells, London

Louise Levene

“Family friendly.” A phrase that either
enfolds you like a comfort blanket nr
has you reaching for the absinth

The soundtrack offers vardimon’s
usual random playlist — everything
from Vivaldi to The Swingle Singers —
but itlooks pretty good, thanks to imag-
inative designs by Vardimon and regu-
lar collaborator and dramaturge Guy
Bar-Amotz. The spaceis dominated by a
wvast book whose turning pages make for
swift transformations. There is cunning
use of shadowplay and Andrew Crofts
creates beguiling projections.

i d

In London, the Royal Opera House
blithely rose above the half-term break,
offering a choice between Crystal Pites
doomy treatise on life, death and the
refugee crisis or Kenneth s

and versatile and get to showcase an
impressive range of skills. Donny Beau
Ferris and Sean Moss are impressively
acrobatic as the Queens guards. Evelyn
Hart is a but strangely

‘Mayerling. The latter is billed as “suita-
ble for ages 14+” but there were still
some seven-year-olds in the stalls for
Vadim Muntagirov’s superb debut last
week. Intravenous drug use, marital
rape, rough sex, syphilis and suicide:
you can’t help wondering where their
parents would draw the line. Meanwhile
sadler’s Wells embraced the school holi-
day with a choice of family viewing: Jas-
min Vardimon’s Alice (on the main
stage) and Arthur Pita’s Ten Sorry Tales
(attheLilian Baylis Studio).

The adventures of Lewis Carroll’s
dogged, prosaic little heroine have
always been box-office catnip — Chris-
topher Wheeldon’s 2011 Alice for the
Royal Ballet and the National Ballet of
Canada has become a cash cow to rival
The Nutcracker. Sales for Vardimon’s
UK tour of Alice have been brisk, but
anyone expecting a design-led extrava-
ganza will have reckoned without this
dancemaker’s determination to burden
even the simplest narrative with intel-
lectual baggage. Her dismal 2018
‘Medusa managed to work in #MeToo,
anti-capitalism and oceanic pollution.
Alice becomes a Trojan horse for her
thoughts on metamorphosis, the
menarche and the menopause (she
‘missed out “muchness”, sadly).

* FINANCIAL TIMES

graceful Alice, ﬂluugh her story never
engages us. The 90-minute string of
vignettes aspires to non-linear dream
logic butjustfeelsincoherent. &+
Touring to Ashford and Ipswich in
December, jasminvardimon.com

Arthur Pita follows the success of his
2013 The Little Match Girl with Ten Sorry
Tales, based on the 2005 story collection
by Mick Jackson. Jackson's offbeat,

often macabre narratives — a flatulent
horse that steals buttons, a contempo-
rary artist killed by his own butterflies,
an alien abduction (“Someone’s
abducted the aliens!™) — are a perfect fit
for pita’s slyly witty world view.

Frank Moon’s commissioned score
supplements recorded material with
manic live accompaniment by the com-
poser himself on piano, violin, mando-
lin, banjo and melodica. Jann Seabra’s
designs have welcome echoes of David
Roberts’ Gorey-esque book illustrations
and allow the versatile cast of six to
morph readily into schoolboys, fish-
wives and bungling undertakers with
minimal props and some deliciously
creepy face masks.

Each story is punctuated by exquisite
little flurries of folk-inflected move-
ment including a deliciously deadpan
step dance for Simon Palmer — imagine
‘Will Self doing a Schuhplattler routine.
Nathan Goodman delivers a splendid
comic turn asthe flatulent horse in “The

Button Thief”. A dark delight.

Fekdkok ot

sadlerswells.com
Evelyn Hart as
Alice in Jasmin
Vardimon’s
adaptation
Tistam Kenton
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The global crisis has magnified the fragility of the country’s state-driven economic model and forced it to

take out a new loan from the IMFE. S

By Andrew England

i is now under pressure to reduce the military’s role in the economy.

hen Egypt was forced to

go cap-in-hand to the

IMF as it struggled with

aforeign currency crisis

and dwindling reserves
in 2016, President Abdel Fattah al-Sisi
was adamant that he would take the
“hard decisions” that his predecessors
avoided in order toturn round the ailing
economy.

Knowing he would have to push
through politically sensitive reforms
that would heap pain on millions of
impoverished Egyptians to secure a
$12bn loan from the fund, he insisted
the Arab state had to bridge the gap
between resources and spending.

“We borrow and we borrow, and the
more we borrow the more the debt
grows,” Sisi said. “All the hard decisions
that many over the years were scared to
take: I will not hesitate for a second to

—

Yet six years on, Egypt is once again
depending on IMF support asit grapples
with another foreign currency shortage,
with the fund agreeing last week to a
new $3bn loan package. It is the fourth
time Cairo has sought the fund’s help
since Sisi seized power inacoupin 2013,
with Egypt holding the unwanted man-
tle of being the second biggest debtor to
the IMF after Argentina. In total, itowes
multilateral institutions $52bn.

In part, Egypt’s woes have under-
scored the vulnerabilities of poorer
nations to the repercussions of Russia’s
war in Ukraine after it triggered capital
flight from emerging markets and
caused food and energy prices tosoar —
raising import costs just as a vital source
of foreign currency dried up. But econo-
mists and Egyptian businessmen say
that there are more fundamental issues
at stake, arguing that the global crisis
has magnified the fragility of Sisi’s state-
driven economicmodel.

Under sisi’s watch, Cairo became
increasingly dependent on hot money
flowing into domestic debt to finance its
current account deficit as the central
bank propped up the pound and kept
interest rates in the double digits. One
result is that Cairo had until recently
been paying the world’s highest real
interestrates onitsdebt.

At the same time, Sisi relied on the
military to drive growth as it was put in
charge of scores of infrastructure
projects and encouraged to spread its
economic footprint across myriad sec-
tors, from pasta to cement and bever-
ages, crowding out the private sector
and dissuading foreign investment. The
complaint is that the hot money was
used to support massive state spending,
much of it through the military.

Now, the question Egyptian business-
men and analysts are asking is whether
the shock of the past six months will be
sufficient to force Sisi to take arguably
his toughest economic decision: rolling
back the army’s role in the economy.
That, economists say, will be crucial if
the private sector is to flourish and for
the country to attract greater levels of
FDI to bring in more sustainable sources
of foreign currency.

“We need to stop the bleeding,” says a
business owner, who, like many others,
wants to remain anonymous given fear
of repercussions in an autocratic state.
“If we carry on this way it’s to the Paris
Club [for debt relief], haircuts, selling
assets and in a state of bankruptcy.”

Some businessmen cautiously hope
that the rattled government has finally
woken up to the precarious path the
economy was heading. “It [the crisis]
could be a blessing in disguise,” says
another executive. “There seemsto bea
consensus and an understanding that
things have to change because there’sno
other solutions.”

in wary. If Sisi i
the military’s footprint, the former
army. chief wi].l be takj.ng on his core

pow-
erful 1ns|1t|1|10n w1th all its associated
vested interests. “It will be very diffi-
cult,” says the business owner. “Yougive
your kid a toy and how do you take it
away? It will take a lot of courage to take
back from the army and I worry about
this. If you think privatisation in the
public sector is difficult, what about a
military factory?”

Jason Tuvey at Capital Economics
says “the military is not going to give up
its interests very quickly™

Michael Wahid Hanna, an analyst at
Crisis Group, says that reducing the role
of the military “would require a rewir-
ing and reordering of large parts of the
economy”. He adds: “And that'shard.”
The ‘crisis committee’

Egypt’s leaders were jolted into action
almost as soon as Russians invaded
Ukraine in late February as they braced
for the global repercussions of the con-
flict. The regime swiftly established a
“crisis committee” to meet weekly and
focused on ensuring food security forits
100mn population, tens of millions of
whom rely on subsidised bread. The
army was ordered to supply millions of

a

gypt’s overbearing army

President Abdel
Fattah al-Sisi, a
former army
chief, faces calls
tolet the private
sector flourish.
But in doing so,
he must take on
the nation’s
most powerful
institution

FT montage: Rauters;
Bicomberg

‘The
fundamental
problem is
Egypthas
been living
beyond its
means. It
sells
significantly
less thanit
imports,
whichit
finances
through
debt’

heavily discounted “food boxes” tovul-
nerable families, while officials sought
to diversify sources of imports for the
world’s top wheat importer. Before Rus-
sian president Vladimir Putin launched
his offensive, Egypt depended on Russia
and Ukraine for about 80 per cent of its
imported wheat, and the fear was that it
would be one of the countries most
exposed to supply shortages and
increasesin food prices.

“I worry about Egypt,” Kristalina
Georgieva, managing director of the
IMF, said in March.

But it was not food security that
would prove to be the state’s Achilles
heel. Instead, it was wary foreign fund
managers pulling about $20bn out of
Egyptian debt in February and March,
triggering the foreign currency crisis.

Sisi, who brooks zero dissent, was
shocked to discover the weakn in

groups. It was also in March that Cairo
turned to the IMF for support, finally
sealing the $3bn loan last week. In addi-
tion, Egypt will receive znother $5bn
from il -al and regi -

Speakingtobusinessmen and govern-
ment officials at an economic confer-
ence held earlier this month in response
to the crisis, Sisi gave mixed signals,
defending his record while al

likely to be the Gulf states again — this
financial year, the fund said.

Even officials are acknowledging that
the crisis wasa wake-upcall.

A state official says that it was always
the government’s goal to “unlock FDI”.
But “maybe people got a bit relaxed and
didn't put the plan to work properly”.

“Did we learn from the lesson?
Yes...the guys at the central bank
understand it’s not easy money,” says an
Egyptian banker. “My feeling is, at the

the system, people briefed on govern-
mentdiscussionssaid.

On March 8, he jumped on a plane to
Saudi Arabia, one of Cairo’s traditional

backers, and by the end of the month
Riyadh had deposited $5bn in Egypt’s
central bank. It was part of a wider Gulf
bailout, with the United Arab Emirates
depositing $5bn and Qatar $3bn.
“Idread to think,” says an Egyptian
banker, when asked what would have
happened if the Gulf states had not
intervened. “Sisi was very unhappy and
it took him by surprise — the degree of

ing he was willing to reduce the state’s
role. “I solved the problem of the ports
and of the infrastructure of the state ina
different way. The route that you sug-
gested offering [projects] to the private
sector and offering it to the foreigners,
I'm with you, but I didn’t have the time
for more delays,” the president said.

‘Two months earlier, Sisi had accepted
the resignation of central bank governor
Tarek Amer, who many criticised for his
roleinthe malaise.

The central bank has since said it
would allow a flexible exchange regime,
something the fund was demanding.
The loan package was intended to help
Egypt “push forward deep structural
and governance reforms to promote pri-
vate sector-led growth and job crea-

As far back as April, sisi had

d that the government would
raise $40bn over four years through the
sale of state assets and said it would start

Sizeof thelMF What Egyptowes

agreedlastweek Institutionsin

withCalro total

tion,” the IMF said.

top, people und d we have a chal-
lenge, that chall i ina
short period of time.”

But the critical test will be whether
the regime seriously addresses the over-

bearing dominance of the state in the
economy, particularly the military’s
role. “The fundamental problem is
Egypt has been living beyond its means.
It produces and sells to the rest of the
world significantly less than it imports,

fragility in the financial system. which it finances through debt,” says an
The three Gulf states al. i Egyptian “A lot of the state
to investing billi f dollars quil ion comes outside the budget

state holdings in Egyptian companies
through their sovereign wealth funds.

in the form of military investment. If
you look at a lot of '.hese megapm]em

Saudi Arabia’s Public Fund
and Abu Dhabi’s ADQ fund have already
spent about $4bn this year acquiring
stakes in companies, including a bank,
and chemicals, fertiliser and tech

it’s the military it...theyare
adding to the import bill and creating a
netoutflow of dollars.”

Rhetorically, at least, the leadership
hassignalled itisreadytoact.

selling stakes of military companies on
the stock exchange “before the end of
year”. In the same speech, he also called
for “political dialogue” with youth
movements and political parties, a sur-
prisemove for a president whose regime
that has jailed tens of thousands of peo-
ple and is accused of being Egypt’s most
oppressiveindecades.

Hanna, the Crisis Group analyst, says
while the dialogue is limited in nature,
the regime is “doing some things we
didn't think possible not solongago”.

“There’s a lot of scepticism and frus-
tration with it, and concerns that it's a
PR exercise,” Hanna says. “But it’s
reflective of the fact there’s pressure;
they ise this moment is different

‘ Egypt's worsening current account deficit

Current account balance (% of GDP)
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and they need to respond differently.”

The government is also working on a
“state-ownership” document intended
tooutline sectors inwhich it envisages a
role for state entities, including the mili-
tary, and where their presence should
bereduced or completely withdrawn.

In drawing up its plans, the govern-
ment has engaged with the IMF, the
‘World Bank and businessmen as it tar-
gets more than doubling the private sec-
tor’s role in the economy to 65 per cent
over the next three years. But months
after the initiative was first announced,
the final document has not been pub-
lished. sisi has previously made pledges
to sell-off stakes in military companies
over the past three years, but the rheto-

“You give
yourkida
toy and how
do you take
itaway? If
you think
privatisation
in the public
sector is
difficult,
what about a
military
factory?

ric has yet to be matched by asset sales
on the ground. “It’s a hard thing to
unwind; it would be in a sense a major
ideological reversal,” Hanna says. “Dur-
ing the Sisi era, military privilege has
increased; their role in the economy has
increased and that has created real win-
ners, including within the military and
former military. It is its own kind of
patronage.”

Leaningon the military

sisi has relied on the military as the
prime vehicle to drive his economic
plans since he inherited a broken econ-
omy after ousting Islamist leader
Mohamed Morsi, the country’s first
democratically elected president, nine
yearsago.

His government earned plaudits from
the IMF, businessmen and bankers in
2016 after pushing through tough
reforms, including slashing energy sub-
sidiesand trimming the state’s wage bill,
to secure that year’s $12bn loan and
bring fiscal stability. It also allowed the
pound to devalue, with the currency los-
ing halfits value that year.

However, the regime did little to
improve the investment climate in a
country long blighted by an unwieldy
bureaucracy, poor logistics and corrup-
tion, businessmen and economists say.

Instead, the president forged ahead
with an estimated $400bn worth of
infrastructure projects as he promised
tobuild a “new republic”. As the coun-
try morphed from being a police state to
amilitary-led state, the army extended
its reach across the economy, from steel
and cement to agriculture, fisheries,
energy, healthcare, food and beverages.

The economy ‘went on to post some of
the regmns highest growth rates, hut

i thatit
driven by construction, the energy sec-

The government
has relied on the
military as the
prime vehicle fo
drive Slsf's
economic plans

tor and real estate. While some of the
infrastructure projects were deemed
necessary, critics view others as vanity
projects that the country could ill-af-
ford. Poverty rates rose after the devalu-
ation and private sector investment
remained below historical averages.

Many businessmen, who had wel-
comed Sisi’s coup for returning a sem-
blance of stability to the country, also
believe he entered office suspicious and
disdainful of the private sector. As the
military’s presence in the economy
expanded, whispered concerns grew
that it was putting off both local and for-
eign investment.

The issue was not just the scale of the
military’s ever growing reach, but fear
ammlg husmessmen that they woulr]

d finc Iv
with an untouchable institution that
controls much of Egypt’s land, can use
conscript labour and is exempt from
some taxes.

Two years ago, there were tentative
signs that the regime was beginning to
listen to businesses’ concerns when the
Sovereign Fund of Egypt was tasked
with selling stakes in 10 military-owned
companies. It identified two, Wataniya,
which operates about 200 service sta-
tions, and Safi, a water bottling and food
company, as the first assets it would pri-
vatise but neither hasbeen sold-off.

Ayman Soliman, the fund’s chief
executive, says thereis a “slew” of com-
panies ready for a listing, adding that
the fund was corporatising the compa-
nies to get them ready for sale, either
through listings or selling stakes to stra-
tegicinvestors pre-IPO.

“The programme hasn’t changed, but
as we build our learning curve, we are
educating our counterparts; we are
building a road map,” says Soliman. “We
have had companies earmarked for IPO
for long, but there’s no market out there
even if you have the best product.”

Buteven if the regime is serious about
selling off military companies, it will
face myriad challenges attracting inves-
tors, experts say. And economists cau-
tion that asset sales alone will not solve
Egypt’s deep problems, with an esti-
mated 60mn Egyptians living below or
justabove the poverty line.

Some worry that complacency could
set in with the belief that Egypt is too
important geopolitically to be allowed
to fail, and that it can rely on bailouts
fromits neighbours.

“We believe in this fiction we are too
big to fail, that’s not true. For them [Gulf
donors], failure is the Muslim Brother-

0od taking over again,” says an Egyp-
tian academic. “Short of this, there are
all sorts of disasters that can happen
which our brother Arabs can happily
live with . . . [Egypt] stagnant, impov-
erished and getting worse and worse.”

“The crisis acts as a wake-up call,” he
adds. “But will they wake up in the right
place?”

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F 11%2F01&ts=20221031200508&uq=20220804103507
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“Without fcar and without favour”

Lula should use his victory to revive Brazil's economy

ft.com/opinion

Persistently low growth
over a decade has blighted
the South American giant

Brazil’s presidential election on Sunday
offered some hope. One of the world’s
biggest democracies voted peacefully
after a bitter election campaign and its
institutions have held firm against
attacks by President Jair Bolsonaro on
everything from the voting system to
therules of the game. Former president
Luiz Inicio Lula da Silva is now set to
govern Latin America’s biggest econ-
omy for a third time, but only by a slim
margin: the veteran left-winger pre-
vailed by 1.8 percentage points after an
unedifying campaign more akin to a

reminder to Bolsonaro and his hard-
right supporters that the US will resist
any attempt to question theresult.

Bolsonaro himself, a former army
captain who served in uniform during
Brazil’s dictatorship and has vowed that
only God can remove him from the pres-
idency, remained silent for hours after
the result was announced. He had not
publicly recognised his defeat at the
time of writing, but would be extremely
ill-advised to do otherwise —blocking a
peaceful transition could pose serious
risks to stability in one of the top dozen
global economies.

Lula pledged in his victory speech to
govern for all Brazilians. Doing so will be
hard. Though he won international
fame for pulling millions out of poverty
durmg his 2003-10 administrations,

street brawl than a political deb:

athome wastarnished

‘World leaders were swift to offer con-
gratulations to the victor. President Joe
Biden pointedly remarked that Lula’s
win followed “free, fair and credible
elections”. His message was a timely

hy corruption scandals and the eco-
nomic mismanagement of his chosen
successor, Dilma Rousseff; many Brazil-
ians backed him this time as the lesser of
twoevils.

His unwieldy electoral coalition
stretched from the left to the centre-
right. Its members united to stop Bol-
sonaro because they believed that he
threatened democracy. Now the elec-
tionis over, thealliance may fracture.

Deep as they are, political divisions
are not Brazil’s only problem. Real
growth in gross domestic product per
capitahas averaged zero since 2011. The
boom years of the 1960s and 1970s,
when Brazil grew at more than 7 per
centa year, are a distant memory.

Much of the explanation has to do
with governance. Brazil remains a rela-
tively closed economy and has failed to
develop internationally competitive
exports outside agribusiness and min-
ing. Despite levying taxes at levels close
to the OECD average, much public
spending is misdirected into feather-
bedding bureaucrats or oiling political
machines. Brazil spends more of its GDP
on education than France or Germany,
yet the quality of public-sector schools
is poor. Investment and productivity are

low. Congressis in hock to a host of spe-
cial interest groups.

Today’s fraught geoeconomic climate
offers Brazil major opportunities. The
country is rich in food, fuel and metals
and has a flourishing renewable energy
sector. It is located far from global con-
flict spots and has traditionally sought
good relations with the US, China,
Europe and Russia.

Lula should act quickly on his pledges

to slash Amazon deforestation, which
hasb. dunder and make
Brazil attractive to ESG investors. He
should push for swift ratification of the
long-stalled trade deal between the
South American Mercosur bloc and the
EU. He should name a finance minister
with the confidence of market investors
and outline a credible plan to finance his
cam romises.
Ultimately, though, Brazil will only
flourish if its political and economic
elite show the same unity of purpose in
modernising the country that they have
showed in defending democracy.

Opinion Social media

Musk is right: we do need
adigital town square

Ewan Write

Stephen
Bush

‘here are two responses to
Elon Musk’s claim that he
bought Twitter “to help
humanity” rather than to
‘make money. The first is
cynicism: nobody ever became the
world’s richest man by putting the
high-minded pursuit of 1dea],s over
their eye for

say that they are not creating an echo
chamber but responding to one that
already exists. The default “impartial”
news channels, they’d argue,
were anything but. And perhaps
they’re right — impartiality and fair-
ness are certainly hard needles to
thread.

There are 204 billion reasons to
believe that Musk has a better idea
than most people how to make money
— but there are good reasons, too, to
I.hmk that the hundreds of pohhm]ly

d and polarised p
and broadcast outlets arent run by
fools either.

Th

and when push comes to shove, Musk
will run Twitter as a profitmaking
enterprise first and a social good sec-
ond.

But the other, and 1 think more use-
ful, response isto think about the ways
in which Musk is right. He is surely
correct to argue that one essential
plank of civilisation is the ability to
resolve disputes without violence,
whether they be arguments over prop-
erty, workplace rights or any other
political dispute you care to name.
Musk is right, too, to say that, over

Ade
has always been vital
to the functioning of

public forums

gree of management

time, the number of shared spaces

where such disagreements can be
hashed out has sh h 5

ions to that problem,
but they run up against the absolute
right to free speech. In the UK, for
instance, a combination of tight
restrictions on what broadcasters can
do and the BBC’s privileged funding
model has, for good and for ill,
ensured the existence of a common
“town square”, at least for the 76 per
cent of Brits who, according to the reg-
ulator’s latest survey use some of the
corporation’s services.

The BBC’s dominance endures
because it is hard for British competi-
tors to offer something inely dif-
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The difference between co-founder status and the CEO role

In Cat Rutter Pooley’s thoughtful
analysis of Made.com’s demise, she
concludes by drawing the timing
parallel between Made.com and
lastminute.com’s [POs at the top of the
market 21 years apart (“Made.com is
the Covid trade come unstuck”,
Opinion, October 28.)

1do indeed remember what it was.
like to run lastminute.com in the
dotcom bust when the share price fell
95 per cent. It added extra challenges
‘but the team rose to the occasion and
ended up selling five years later for
$1.1bn. I quickly learnt the pros and

cons of the public markets. I did not
push for Made.com to go public and in
fact had left the chair role five years
prior to the IPO and left the board
before the IPO, as T knew that any
‘misses by Made or broader market
shifts would have led to extreme
volatility. I wanted to ensure, for the
company and shareholders, that any
comparisons to lastminute.com’s IPO
couldn’t be drawn. Also the Made.com
1PO surely pushed the board to go for
riskier growth and morph away from
an inventory light model. The
similarity between the stories is that,

‘yes, venture capitalist as shareholders
leaned into a market that was inclined
to price for perfection; the difference is
that at lastminute.com we used the
public market currency quickly for
sizeable defining acquisitions, which
made us the European market leader.
That journey was rewarded. In Made’s
case, it appears from the touchlines
that the market post-Covid moved too
fast and the company moved too far
from its initial model and didn’t use its
public currency sufficiently when there
‘was time. My advice whenIwasa
‘board member was to innovate more,

to build larger barriers to entry, to
always worry about stock; to raise cash
when you don’t need it and most
importantly to seek a trade sale rather
than risk the mood of the markets with
an IPO. Your article states reputational
risk in the IPO for myself but forgets I
wasn’t there when the company went
public and didn’t recommend that
route during my time on the board.
Many conflate co-founder status with
CEO/chair role — the FT knows better!
Brent Hoberman

Chair, Founders Forum, Firstminute Capital,
Founders Factory, London, WC2, UK

‘We are more likely to die
as a result of warming
Stephen Bush’s article (Opinion,
October 25) implies that unless we
have a growing population we are
doomed to die in “adult diapers”. Asis
often the case, his argument is based
on a narrow economic-based analysis.
A growing population may indeed
increase a nation’s total GDP but recent.
history suggests that any benefits are
unevenly spread. Witness the fact that
‘the median wage in the UK has hardly
shifted in the past decade.

And the argument completely
ignores the other results of population
growth — loss of open countryside,
damage to our ecological balance, risks
‘to our food and water security and
maybe to our social cohesion. Witness
‘the fact that in recent polling more
‘than 70 per cent thought this country
‘was already overcrowded and that the
government should have policies to
address the resulting challenges. Some
economists argue that a stable, or
maybe a slowly declining, population is
likely to result in the best overall living
conditions for the greatest proportion

“Since BREXIT, | can'r GET
HALF THE [NGREDIENTS '

of a population. If we follow Bush’s
approach, it seems that we are more
likely to die as a result of global
warming than to die in “adult diapers”.
Robin Hodgson, The Lord Hodgson
of Astley Abbotts

House of Lords, London SW1, UK

Stronger transatlantic ties
can boost global economy

Suzanne Clark’s constructive thoughts
on support for the transatlantic
‘business community (Opinion,
October 26) should be well read on the
Us side of the Atlantic. As an American
who lived and worked in Europe for
two decades, I have seen first-hand
how crises tended to expose Europe’s
vulnerabilities, from lack of fiscal
union to slow-moving crisis response
to, most recently, overreliance on
Russian energy.

But Europe has also demonstrated an
ability to overcome challenges and
come together to solve problems. It can
do so now if it is united in the direction
of its crisis management. Progress
towards more durable growth could be
made if Europe would focus on natural
areas of collaboration — shifting supply
chau]s, investments in climate

and illing of traditional

certain recession is being brought on.
by squeezed energy supplies in
response to the US and Europe’s
rightful condemnation of Russia’s
invasion of Ukraine.

A strengthened alliance, with a more
united and vibrant Europe, would help
the global economy emerge more
resilient and with better prospects for
sustainable growth.

Christiana Riley

‘Member of the Management Board and
Americas CEO, Deutsche Bank,

New York City, US

Toilet humour?

Ariella Budick writes in her review of
The Tudors (FT Weekend, October 29)
that, “Henry’s faithful ransacked
libraries and ripped pages out of
books”, quoting the playwright john
Bale, “some to serve theyr jakes
anes] Unfortunately, thisis a

manufacturing, to name just a few. As
Clark says, a strong US-European
alliance is in the best interest of all
involved. Though I would remind
American readers that Europe’s almost

and no laughing matter;
“jakes” refers not to jokes, but to

toilets. A fact which, since first learning

of, I have never forgotten.

Jacob Jake’ wilson

London SE13, UK

ferent. That means the UK still has a
common space where most debates
can take place — but the BBC, like any
organisation, has plenty of blind spots
and biases of its own.

The biggest problem for anyone
who wants to create a shared forum
for debates s that the free exchange of
ideas ultimately rests on the ability to
get people to stop talking. You can’t
huld a dlscussmn about the future of

of at least one “digital town square” in
which they can be aired is vital.

Ithas never been easier to sort our-
selves into communities based not on
geography or proximity but on inter-
est. When the film critic Pauline Kael
joked that she lived “ina rather special
world” where she only knew “one per-
son who voted for Nixon” she wasn't
describing a place that was accessible
to most people. But it is mcre:slngly

ions if people are still
rowing about agriculture in the same

room.

And that’s the thing about town
squares: yes, they may host political
discussions and debates, but they are
also places that people want to cele-
brate Arsenal winning the FA Cup, to
gossip over the latest episode of The
Young and the Restless or to flirt aim-
lessly. What allows a political party to
holda rallyina physical town square is

easy today t id with
people of different views and perspec-
tives.

While easy access to the internet has
helped to speed that process up, it can-
not just be seen as a product of media
organisations hunting for, in Musk’s
words, “clicks”. In 1996, the age of
dial-up internet, and long before the
advent of the smartphone, Fox News.
was pioneering an approach to news
that looks an awful lot like the con-
tained universes Musk worries about.

the fact that Ise has the job
of moving on the celebrating football
fans.

Despite the often sentimentalised
account of our freedoms in the past
there has never been an unrestricted
right of access to “town squares” —
often they have been the site of exces-
sive repression and control. But a
degree of management has always
been vital to their functioning.

What remains unclear is whether
some alchemy can be found which

OUTLOOK

AMERICA

Why Chinese
students are
falling out of
love with US
universities
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ino-US relations are at their
worst since I began my love

‘before the pandemic, but numbers
"have plummeted since then. F1

affair with China with the student visas issued to Chinese
adoption of two Chinese mainlanders fell 45 per cent in the six
infants 22 years ago, months to the end of September from
followed by eight years as the FT’s the comparable period in 2019, Us
Shanghai bureau chief. The newsl]lat state depanment figures show.
only around half as many mai ders are still going overseas
are coming to the US to study now as to si:udy but more are choosing the
before the pandemic seems a harbinger pore and Hong Kong,
of worse to come. International educauonal «consultants say. Chinese
students are like unofficial students in the UK rose by 50 per cent
ambassadors between their cultures — | between 2016-17 and 2020-21. And
‘halving that group will do nothing to India displaced China in US student
heal the rift between the superpowers. | visa rankings over the past six
Some have argued that US president | months. F1 visas for Indian students
Joe Biden’s new export controls on rose to 87,029, well above China’s
semiconductors amount to declaring 49,959, and almost three times the
‘economic war against China and figure for India before the pandemic.
president Xi Jinping’s new leadership Janet, who prepares Chinese
team. These geopolitical tensions have | students to study overseas and
played a role in souring the Chinese declined to give her full name due to
view on studying in the US, according | political concerns, tells me social
to Chinese educational consultants. media portrayals of crime in the US
But based on interviews with Chinese | are a big factor. She says: “Families are
students who cancelled or deferred asking me, “is America still safe? Are

plans to study in the US, and the
consultants who advise them, there are
plenty of other reasons too. These
include China’s property market crisis
and the exorbitant cost of US university
education, as well as America’s
reputation for shocking gun violence,
growing anti-Asian racism and

C]lmm students getting

against there?”
Everyone I spoke to mentioned the
fatal shooting in broad daylight of a
Chinese student near the campus of
‘the prestigious University of Chicago. I
can sympathise: my Chinese daughter
‘'has just started a masters degree

we're teaching them martial arts™. She
says families who might previously
have prioritised the US now keep their
options open. She also worries that the
US tightening of visa restrictions for
Chinese students on security grounds
will make more families shy away
from there. One of her students was
denied a visa to study game designin
the US this year. “This is the first time
I've seen an undergraduate applicant
rejected . .. and Idon't think it will be
the only case,” she tells me.

Several consultants say China’s
economic crisis, and the weakening
renminbi, are making parents more
price sensitive. “Previously you had
large numbers of very affluent
students applying to the US because it
was just like another handbag they
needed to have” says one Chinese
consultant, who also declined to give
his name. 1t’s cheaper to get a degree
in the UK, where undergraduate study
usually takes three years rather than
four, he says. He notes, though, that
top US universities, where the annual
cost can be $90,000 for a Chinese
student, have seen no decline — lower
ranked schools have suffered more.

But geopolitical tensions loom large
in parents’ minds, he says. “Everyone
is afraid their kid may not be able to
complete their education” if Beijing
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Former US president Bill Clinton
observed as long ago as 2011 that
MSNBC had become the liberal “ver-
sion of Fox”. Another late 1990s crea-
tion, the French channel CNews, has
alsobeen compared to Fox.

Of course, advocates for Fox or
CNews, or indeed for MSNBC, would

Tuesday 1 November 2022

allows the effective running of digital
town squares without destroying the
ability of societies to resolve disputes
peacefully. We should hope that if
Musk hasn’t found a way to do that,
someone else soon will.

stephen.bush@jt.com
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by Patti Waldmeir

pandemic-related travel problems. The
targeting of Chinese academics on US
campuses as spies during the Trump
administration also did nothing to help.
‘Years of explosive growth in the
number of Chinese students in
America had begun to plateau even

* FINANCIAL TIMES

there, only to have three shootings
(one deadly) outside her apartment
‘building in the first weeks of term.
Janet is now providing self-defence
lessons to clients applying to study in
the US: “before we just taught
students how to write essays, now

attacks Taiwan and the US restricts
‘visas for mainlanders as a result. That
makes studying anywhere but the Us
much more appealing.

The writer is a contributing columnist,
based in Chicago

Opinion

How will we remember the age of cheap money?

Sarah
O'Connor

fter the end of every era, a

handful of images tend to

linger in the mind. For me,

the period of financial exu-

berance that came to a

messy end in 2008 will always be encap-

sulated by the jobs fair I went to in my

final year of university in 2006. 1

trolling onerecruiter’s

stand to the next to gather up their

extravagant freebies. I got a very nice

shower radio from Goldman Sachs.

Another company (I forget which) was

handing out popcorn machines. There

was no real question we would get good

jobs; the question was which we would
choose.

Of course it didn’tlast. The decade that

followed the financial crisis was grim by

anumber of metrics, notablyin terms of

people’s pay packets. Wage growth across
OECD countries was unusually weak. In
the UK, real wages grew an average 33
per cent a decade from 1970 to 2007 but
didn’tgrow atallinthe2010s.

Now we are watching another era
come to an end. Not, sadly, the era of
tough economic times, but the era in
which those problems were accompa-
nied by very low interest rates. Central
banks around the world are raising rates
to combat inflation. So what will we

ber of the age of cheap ?

The answer probably depends on
who you are. For homeowners, much
lower mortgage payments helped to
take the edge off stagnant wage growth.
Low rates also helped to boost the
prices of homes and other assets. People
who owned houses had the weird feeling
their properties were earning more
than they themselves were. People who
weren't on the housing ladder watched
the bottom rung move further away.
In the UK, 55 per cent of those born
between 1956 and 1960 were homeown-
ers by the age of 30. For people like me
born between 1981 and 1985, that figure
was just 27 per cent.

The car market changed too. Instead
of buying a new car with cash up front, it
became increasingly popular to use
“personal contract purchase” schemes
which allowed customers to pay a
deposit and a monthly fee. This allowed
people to drive fancier cars. Inthe UK in
2006, 46 per cent of new car registra-
‘tions were financed at the point-of-sale
by members of the Finance & Leasing

Association. By 2019, that figure was
almost 92 per cent. The UK wasn’t get-
ting much richer as a nation, but you
wouldn’t have known it from all the
Audis onthe roads.

Low interest rates also sent money
gushing into lossmaking start-ups that
promised to grow quickly. From Uber
and Deliveroo to quick grocery delivery
apps like Getir and Gopuff, investors

ibsidised peop! irides, y
meals and 15-minute deliveries of treats
likebeer and chocolate.

Then there was the expansion of “buy
now, pay later” companies, which part-
ner with retailers to give customers the
option to pay for their stuff via interest-
free instalments. This business model
was perfectly placed to help retailers
drive up sales in an era in which young
consumers were feeling the pinch in
their pay packets.

Swedish company Klarna, for exam-
ple, has said US retailers that offer cus-

ments in renewable energy and to
underpin the shale boom in the Us. But T
will remember the decade as a time
‘when economic stagnation came with a
veneer of affluence. Money was tight but
people could summon cheap rides and
buy things even when they couldn’t
afford them.

These business models are now under
strain. Uber’s and Deliveroo’s share
prices have tumbled. Rapid grocery
delivery apps are closing down or merg-
ing. The valuation of Klarna, once
Europe’s most valuable private tech

tomers four interest-free

reporta 68 per cent increase in average
order value and 21 per cent higher pur-
chasefrequency.

A survey by the US Federal Reserve
in 2021 found that while 78 per cent of
buy-now-pay-later service users did it
for convenience, 51 per cent also said it
‘was the only way they could afford their

ase.

It would be overly curmudgeonly to
say the opportunity afforded by low
interest rates was entirely frittered
away on services like these. Low rates
also helped to foster important invest-

has dropped from $46bn to
$6.7bn.

For that reason, I think the lasting
image of the era of cheap money for me
will be the recent announcement that
customers can now pay for a Deliveroo
takeaway in instalments via Klarna.
Deliveroo and Klarna say thisisn’t prob-
lematic, given that plenty of people buy
takeaways with credit cards. still, it’s
hard to escape the impression of two
drunks propping each other up at the
end of along party.

sarah.oconnor@ft.com

Nuclear threats
thathang over
the world

Y
I

¥

Gideon
Rachman

nuclear war cannot be won

and must never be fought.”

That joint statement was

issued at the beginning of

this year by China, France,
Russia, the UK and the US — the five offi-
cial nuclear weapons states.

The following month, Russia invaded
Ukraine. Ever since, world leaders have
been grappling with the threat that a
nuclear war might indeed be fought —
quitesoon.

From the outset, Vladimir Putin has
described the conflict as existential for
Russia and hinted that he might use
nuclear weapons to prevail.

Alittle more than a week ago, western
security officials rushed into their
offices over the weekend —alarmed that
Moscow’s accusations that Ukraine was
poised touse a “dirty bomb” might bea
signal that Russia itself was seeking a
pretext to go nuclear.

Although that immediate crisis
receded, the overall threat that Russia
will use a nuclear weapon is still judged
to be rising. One scenario discussed in
the US government is that a humiliating
Russian defeat in the battle for Kherson
might persuade Putin to use tactical
nuclear weapons against Ukrainian

troops in an effort to reverse the tide on
the battlefield.

It is sometimes counter-argued that
Putin would not use nuclear weapons so
close to Russian territory, for fear of
contaminating his own country. But
senior US officials point out that the
smallest tactical nuclear weapons might
kill hundreds of people, rather than
thousands — and devastate and irradi-
ateafew square miles.

The US and its allies are focused on
preventing Russia from making that

troops on the ground in Ukraine with

hreshold —
through a mixture of deterrence and
diplomacy. But they are also thinking
hard about the global aftermath of the
use of a Russian nuclear weapon. This is
unknown territory and the pressure is
intense. As one senior US official puts it:
“people will be studying how this crisis
was handled for decades to come.”

Broadly speaking, there are four main
scenarios to consider: nuclear normali-
sation, nuclear blackmail, avoidance of
war, and don.

Itis not hard to see how Russia’s use of
a nuclear weapon could spiral into an
all-out nuclear war — leading to what
President Biden has termed “Armaged-
don”. Washington has warned that if
Moscow were to use a nuclear weapon,
there would be a response with “cata-
strophic” consequences for Russia.

The Americans have not spelt out in
public what that response would be.
Many commentators think that it would
be military, but non-nuclear. General
David Petraeus, a former CIA head, has
talked of Nato forces attacking Russian

‘weapons and sinking the
Russian Black Sea fleet.

The argument for a western military
response is that if Russia got away with
using a nuclear weapon — and even suc-
ceeded in reversing the course of the
‘war — then the nuclear taboo that has
held since 1945 would be smashed.

But direct western military involve-
ment would probably trigger a further
Russian response. The west and Russia
might then rapidly move up the “escala-
tion ladder”, making the nightmare of
all-out nuclear war distinctly possible.
As one US official puts it: “I don’t think

hould b fi

real possibility that even the use of a
Russian nuclear weapon would not trig-
ger a direct western military response —
with the US instead trying to organise
the complete economic and diplomatic
isolation of Russia. But that would open
the door to another disturbing future:
“nuclear normalisation”.

Nuclear weapons would have been
shown to be tools that can be used in a
war of aggression — not just for deter-
rence. Russia, and even China, might be
tempted to cross the nuclear 1d

If Russia discovers that it can succeed

in wars of aggression by simply threat-
ening to use nuclear weapons, another
dystopian future beckons. What would
stop Moscow from making further
nuclear threats, perhaps aimed at east-
ern Europe? And what conclusions
would China or North Korea draw about
future conflicts over Taiwan or the
Korean peninsula?

The three darkest scenarios — Arma-
geddon, normalisation and successful
nuclear blackmail — are all far more

again. And non-nuclear states — such as
Japan, South Korea, Germany and a host
of others — would rush to acquire

thatwe can

control the escalation risks.”
Because the prospect of escalation to
Armageddon issohorrific, thereisalsoa

nuclear weap protectt

Global turmoil would follow the use of
anuclear weapon. Markets would crash
and publics might panic across the
world, with the possibility of large-scale
population movements out of cities.

The fear of such effects is leading to
increasing chatter about the need to
start peace negotiations with Russia.
But western officials areresistant to that
move now for fear of a third scenario —
successful nuclear blackmail.

possible than they should be. But,
collectively, they remain less likely than
thefourth possibility — that nuclear war
isavoided.

In all previous nuclear crises since
1945, the leaders of great powers have
drawn back from the brink. The knowl-
edge that a false move could cause mil-
lions of deaths — or even destroy the
planet — is enormously sobering. It has
kept the world from sliding into nuclear
conflict since 1945. It should work
again. Probably.

gideon.rachman@ft.com

Megan
Greene

\ A/ henever there’s an eco-

There’s one inflation gauge that bucks the trend

name. There wasn’t any significant
underlying inflation in the years after
the global financial crisis. While the Fed
and financial markets are fixated on the
2 per cent inflation target, the UIG isn’t
primarily a level forecast. Its real value
is in predicting inflection points. It cor-
rectly anticipated the lasting high infla-
tion we are now observing. And while
it’s still high, the UIG is suggesting it will

smooth out the index. But the risk with
these indices is that they can miss large
price moves — up or down — that
could be a signal of inflation changing

The UIG is constructed differently,
removing noise rather than items from
the index. The idea is that movements
in trend inflation happen alongside
related changes in the trends of other

the level of inflation, as has sometimes
been suggested. Where it matters is in
showing when the inflation trend is
changing, and on this it has a decent
track record in both mormal and
unprecedented times. When CPI hit a
peak in 2018, for example, UIG clearly
showed the peak while core CPI and
trimmed mean and median indices sug-
gested inflation would continue rising.

underlying inflation. The Fed is now
looking for signs that trend inflation has
peaked and that monetary tightening is
‘bringing inflation back towards its tar-
get. Much to its alarm, core inflation
dipped in the second quarter of this year
before accelerating in August and Sep-
tember. Median and trimmed mean
inflation have been on a steady upward
climb, with no signs of stabilisation. But

Issuing
perpetual bonds
would show that
Sunak is serious

George
Soros

fter Liz Truss’s disastrous
financial performance as
UK prime minister, the first
task of her successor, Rishi
Sunak, is to reassure mar-
kets that he is a professional. He must
acknowledge the market worries about
deficit spending, which were on full dis-
play in the turmoil after former chan-
cellor Kwasi Kwarteng’s “mini” Budget.

But Sunak must be careful not to
impose too much austerity, which could
trigger a full-blown financial crisis in a
country that is facing many headwinds,
including a shortage of affordable hous-
ingand alooming pension crisis.

To deal with these problems he has a
useful tool at his disposal: issuing per-
petual bonds. Often called “war bonds”
or “consols”, perpetual bonds have a
long history in the UK. They were first
issued in 1752, and later used to consoli-
date the debt from the Napoleonic
‘wars (which is why they were called
“consols”). These wars pale in compari-
son with the global distress brought on
by Covid-19. Issuing “Covid consols” to
help confront the aftereffects of a
calamity looks eminently reasonable.

The main advantage of perpetual
bonds is that the principal never has to
berepaid; only the coupon must be paid
while the bonds are outstanding. The
current interest rate environment may
not seem the best time to issue perpet-
ual bonds because the coupon would be
ratherhigh. Butthat doesn’t matter. The
bonds can be redeemed (after a “non-
call” period) and replaced with another
perpetual bond with a lower coupon.
Perpetual bonds are the ideal tool to use

to resolve a serious financial crisis like
the present one. Not having to repay the
principal provides a tremendous advan-
tage that dwarfs the temporary costofa
hish Itcould help solve both th
housingand pensioncrises.

UK pension funds are struggling to
manage their gilts portfolios as interest
rates go up and the Bank of England
sheds the assets it accumulated during
quantitative easing. Pension funds don’t
know what to expect from the BoE.

Under QE, the BoE purchased long-
term gilts with short-term interest-
bearing cash, which has put the bank in
abind. By raising rates to fight inflation,
the BoE is simultaneously raising its
funding costs and driving down gilts
prices. In combination, these will gener-
ate large losses for the bank. If the BoE
were shielded from politics, it could
ignore these book-keeping losses. Yet
these are fraught times; the BoE cannot
ignore politics when setting monetary
policy, making it harder for pension
funds tomanage their portfolios.

The Treasury could alleviate the situ-
ation by replacing (through a swap) the
BOE's long-term gilts with shorter-term
bonds. (For its part, the BoE could
reduce what it pays on cash reserves.)
This would attenuate the BoE’s matu-
rity mismatch, reduce its exposure to
lo: rela political i
that make it hard to predict the central
bank’s moves. This would be a relief for
pension funds.

Butit would also shorten the maturity
of the Treasury’s debt. The Treasury
could offset this by issuing perpetual
bonds, which would have the added
benefit of creating a single liquid bench-
mark to anchor the long end of the gilt
market. This would address another dif-
ficulty pension funds have faced — the
relative illiquidity of long-term gilts cre-
ated by QE. By having the Treasury
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nomic consensus on
anythmg, it’s worth
ing how it

be abaung.
The media and the public are

V V might be wrong. There

seems to be general agreement that
inflation and rates will be higher for
longer, and “team transitory” has been
defeated. But what if we are at an inflec-
tion point on inflation? This is the ques-
tion policymakers should be asking. By
one key measure, inflation in the US has
already peaked. In fact, it peaked in
March, the same month that the Federal
Reserve began raising the benchmark
rate.

The New York Fed’s underlying infla-
tion gauge has largely been ignored for
decades. That’s understandable, and
not just because of the snoozer of a

b d with the price
index, while the Fed’s target is based on
the personal consumption expenditures
index. Both can be “noisy”, since they
include the prices of volatile items such
as energy and food. But they are not the
only price measures. The Atlanta Fed
tracks nine other indices for inflation
that aim to strip out noise. They show
inflation somewhere between 4.7 and
7.3 per cent in September.

Most of these gauges remove data to
trytoidentify underlying inflation. Core
CPI excludes energy and food costs, for
example, while trimmed mean and
median measures strip out components
with the largest changes in prices to
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index looks at moves in prices, the
labour market, financial markets and
the real economy every month and
checks the historical data going back to
1995 to see if similar moves had previ-
ously lasted atleast a year. If so, they are
included in that month’s UIG and if not,
they are filtered out as noise.

‘You really can’t use the UIG to forecast

1n mMia-2009, UIG showed a trough i
inflation while the other measures took
another year toreach a nadir.

‘What about during the pandemic?
Core CPI did a good job of signalling a
bottom for inflation in mid-2020 before
rising, but dipped in the third quarter
last year, wrongly suggesting that infla-
tion would come down. The trimmed
mean and median inflation indices
failed to indicate a shift towards higher
inflation, showing a trough more than
sixmonths after CPland core CPL

UIG found a bottom roughly in line
with headline CPI and then started a
steady climb upwards, rightly ignoring
the slump in the third quarter of 2021.
Of these metrics, it provided the earliest
and most reliable signal for a rise in

* FINANCIAL TIMES

the UIG peaked m March 2022, Stabl-
lised at high levels and has been gradu-
ally falling since July.

All the different gauges for inflation
suggest it is way above the Fed's target.
But we know monetary policy works
with long and variable lags, and there is
a danger overtightening could spark a
recession. The central bank aims to look
through transitory factors and set policy
based on the underlying trend. The UIG
shows the trend is finally starting to
Teverse course. With rates now restric-
uve. that suggests it’s time for Fed ufﬁ

slowing their

path.

The writer is an FT contributing editor and
global chiefeconomist at Kroll

1sSue perpetual bonds, SUNak would
show that he is serious and so enjoy the
support of financial markets.

There is a real danger, however, that
the Sunak government may take amore
conservative approach. I proposed
perpetual bonds in January 2020, when
interest rates were much lower. There
was no response. I find the reappoint-
ment of Suella Braverman as home
secretary disturbing. Restricting immi-
gration will raise wage costs and fuel
inflation. If this is the route Sunak is
choosing, the prevailing optimism in
financial markets will not be justified.

The writer is chair and founder of Soros

Fund Management and the Open Society
Foundations

Tuesday 1 November 2022
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Brazil/Lula:
a prophet in his own land

‘will investors learn to love Lula? The
stock market recorded a small drop
followed by a small gain, suggesting
that foreign bullishness had won out
over the bearishness of locals.

Sentiment towards Brazilian assets
teeters on a knife edge, just as the
election did. Luiz Indcio Lula da Silva,
the leftwing former metalworker and
two-times ex-president, beat Jair
Bolsonaro, the rightwing incumbent,
by just 1.8 percentage points, a little
over 2mn votes of the 118.5mn cast.

Brazilian investors are often more
critical of Lula than their foreign
counterparts. The latter remember his
two terms in office in 2003-10 not for
leftwing extremism but prosperity
fuelled by a commodities boom and
orthodox policymaking. Global
investors are also inclined to see
restrictions on the deforestation of
Amazonia as a positive.

Locals focus on the vote-buying in
congress that marred Lula’s previous
terms. They liked the pro-market
policies of Bolsonaro’s Chicago-trained
economy minister and are more
comfortable with the reactionary
conservatism of his social policies.

Both sets of investors worry about
fiscal profligacy. But there is less to
separate Lula and Bolsonaro in that
area than many imagine. Lula was
tipped to win Sunday’s election. Polls
put the gap at about 6 percentage
points. Bolsonaro had the momentum
in the run-up. Some on local markets
thought their man might steal it.

Investors have singled Brazil out asa
favourite this year. The government
bonds of countries including Colombia,
South Africa and Poland have risen to
20-year highs in recent weeks. Brazil’s
10-year benchmark is within its range
for the past 15 years. Its yield has come
down from more than 13.5 per cent in
July to just over 12 per cent today.

The currency is one of the world’s
few to have appreciated against the
dollar, thanks partly to the central
banls early and aggressive response to
inflation. High interest rates have
made stocks cheap. The Bovespa index
is trading at just over 7 times forward
earnings compared with a 10-year
average of about 11.3 times.

Foreign investors hope the threat of
an ugly dispute over the election result

will blow over. They interpret the
narrowness of Lula’s victory a
constraint on leftwing excesses that
may still tempt him. He must now
name his economics team quickly to
give them the reassurance they crave.

Blackstone/Emerson:
vendor lender

Private equity deals are not quite dead.
But vendor companies may just have to
wait to getall their cash.

Blackstone is acquiring a majority
stake in Emerson’s air conditioning
components business at an enterprise
valuation of $14bn. The biggest private
capital firm in the world is starting
with a restrained 55 per cent stake.

Blackstone is investing $2.4bn for
common equity along with $2bn of
convertible preferred stock. It is also
raising third-party debt of $5.5bn from
banks and the private debt funds of
Sixth Street and Goldman Sachs,
among others. The structure is
reminiscent of Blackstone's foray at
Thomson Reuters, where it bought a
stake in financial data unit Refinitiv.

Intriguingly, Emerson is itself a
lender to Blackstone via so-called
“seller financing”. Blackstone will owe
$2.25bn to Emerson, due in a decade.
That requires interest payments in the
interim. In a more buoyant financial
environment, Emerson could simply
direct Blackstone to come up with that
cash elsewhere to pay them upfront.
Instead, it will allow the investment
firm to pay when conditions improve.

Emerson is pivoting its portfolio
towards higher-growth areas such as
automation technology. Its shares have
risen 50 per cent in the past five years
against 36 per cent for the S&P 500.

Emerson and Blackstone have come
up with the financial engineering to
meet their imperatives. They hope
markets will catch up sooner or later.

The best private equity opportunities
arise when markets are unsettled. A
Blackstone flagship fund that invested
in 2002-05 recorded an i

Wheat: paradox of plenty
An extended La Nifia period is bringing drought to wheat-producing regions in Argentina and the US.

An ample wheat harvest has taken short positioning fo a two-year high but further logistical and weather
disruptions pose a threat to supply

La Nifia conditions have coincided

with higher grains prices

with the grain deal

Black Sea exports were starting to get some momentum

Mulfivariate EI Nifio/ Grain and ollseed | Mefric fonnes (mn) Russia B Ukraine
Southern Oscillation index spot price index 40
|
5— EE N e e 3¢ | Apple/China:
B0 B _ BmB_Bm messy break-up
Breaking up is hard to do. Just ask
= 16/17 17/18 18/19 19/20 20/22 21/22 22/23 21/22 22/23 Apple. The iPhone maker has been
z Forecast YTD  YTD trying to reduce its dependence on
o CBOT wheat Source: USS China, its third most important market
- Net speculative positioning (000 contracts) and the place where most of its
2 60 | productsare assembled.
5 3 40 It has already shifted the production
20 of some of its products to Vietnam and
P India after coronavirus-related
a A_ 20 lockd caused massive supply
o vy Ll chain disruption during the pandemic.
ST T T T T T T LU s s B B B e L e e Yet the reality is America’s most
2000 05 10 2020 2021 2022 valuable company remains reliant on
FT graphic Sources: Refinifiv; NOAA Source: Refinifiv the Asian country. Beijing’s insistence
on sticking to its zero-Covid policy
Russia has withdrawn from a deal one-third of what is typical, according | a third consecutive period of means Apple’s problems in China risk
allowing Ukrainian grain exports to UBS estimates. Russia is also failing disruptive La Nifia conditions. Rain is becoming a recurring feature.
from Black Sea ports. No one should to get much of its crop to market. Many | already causing flooding in Australia. Video footage of workers from
panic. The Chicago wheat futures shippers are unwilling or unable to A drought in Argentina means the Foxconn, one of Apple’s main suppliers,
benchmark rose 7 per cent to almost | send vessels into harm’s way. Even so, harvest could be a quarter below scaling fences to escape the factory that
$9 a bushel. That is relatively high. a bumper global harvest pushed net normal. they worked in — prison-break style —
But the figure is still well below the | speculative short positioning on US US water shortages suggest winter offers a timely and vivid reminder of
peak that followed Russia’s invasion wheat futures to a two-year high last ‘wheat for harvest next year will this. The manufacturing complex in

of Ukraine in February. The picture
‘mirrors the hydrocarbons market.

After eight months of war, supply
uncertainties have come into sharper,
narrower focus, reducing volatility.
Wheat is plentiful, thanks to a good
harvest. Getting it to where it is
needed remains a problem.

‘Ukraine and Russia previously
accounted for almost a third of global
wheat exports. Ukraine may export
just 6mn tonnes this year if it is lucky,

credit firms is efficient but pricey and
has size constraints. “Seller financing”
is one unorthodox way to fill the void.

Tesla/metal supply:
nickel pickle

Elon Musk can thumb his nose at Opec:
an oil supply cartel holds no fears for
an electric vehicle tycoon. He cannot
afford 1 when it comes to

internal rate of return of 36 per cent.
On the strength of those profits, it
raised a mega fund that invested in
2005-11. The IRR was just 8 per cent.
Wall Street banks can provide a
cheap form of financing but the
availability of the latter reflects market
whims. Direct lending from private

metals vital to EVs. Indonesia is
mulling over an Opec-like nickel cartel.
Both stories point to an intensifying
‘battle for control of raw materials used
in batteries. But it is hardly surprising
‘that Tesla’s talks with Glencore on
‘buying 20 per cent of the miner
foundered earlier this year. It would

week, noted Saxo Bank.

That looks odd, given supply
concerns. Russia should export about
42mn tonnes of this year’s harvest. It
has managed to ship only about 12mn
tonnes so far, slightly below last year.

Countries in Africa and the Middle
East are reliant on these exports and
are now paying steep premiums.

‘Weather is likely to return as a factor
with the start of harvests in the
southern hemisphere. This is subject to

make little sense for either side.

A £13bn holding would not guarantee
fresh cobalt supplies for Tesla any
more than it did for Japanese mills with
holdings in Australian iron ore and
coking coal miners in the 1980s.

1f Tesla wanted to pay far above the
market price for an extended contract,
Glencore might consider diverting
supplies. But a deal at mates’ rates
would leave other Glencore investors
asking why Tesla was getting
preferential treatment at their
expense. Tesla shareholders would
want to know why Musk had made
them indirect investors in a business
with a big coal mining operation.

The prospect of an Opec-style nickel
cartel led by Indonesia is a more
substantial possibility. About 38 per
cent of world nickel supply comes from

suffer, too. Russian and Ukrainian
farmers may meanwhile plant less
‘wheat next year if the war continues,
impeding lucrative exports.

The sensitivity of agricultural
commodities prices to multiple
granular factors is hardly news to
traders and food manufacturers,
however. The war has simply become
one of those factors. Reflecting this,
prices are only slightly higher than
their prewar peak of $8.40 a bushel.

the archipelago, with another 23 per
cent from the Philippines and Russia.
The nickel market is in disarray. Since
a short squeeze in March, average daily
nickel volumes have fallen by half on
the London Metal Exchange.

The threat of a nickel cartel is
credible, according to Liberum
analysts. Indonesia’s output depends
on producers such as Xiang Guangda’s
Tsingshan Holdings, which is based in
China. Nickel miners in western
countries, such as Glencore and BHP,
could face legal challenges.

But mining laws give Indonesia
plenty of power domestically. In
January, it halted thermal coal exports,
including from foreign miners. As the
‘world’s largest exporter, that move
rocked the coal market. Expect supply
shocks in battery materials too.

Zhengzhou, known as “iPhone City”,
accounts for about 60 per cent of
Foxconn’s iPhone assembly capacity,
according to analysts.

Foxconn said it was prepared to shift
production to other plants. The
disruption came just after Apple
launched its new iPhone 14 and ahead
of the all-important holiday season.

It could affect more than 10 per cent
of global iPhone production capacity,
according to one estimate.

Look at Apple’s third-quarter results
and one could shrug off the supply

ain woes. In an otherwise brutal
quarter for Big Tech, Apple’s sales and
profits growth both topped estimates.
But a chunk of this growth was driven
by production bottlenecks that had
delayed sales in the previous quarter.

Rising labour costs, a slowing
Chinese economy and growing tension
with the US give Apple plenty of
reasons to reduce its reliance on China.
To be fair, Apple already gets many of
its components from elsewhere.

China’s reliable energy grid and
efficient transport infrastructure, not
to mention the network of local
suppliers, make it particularly hard for
Apple to hang up on the country.
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We are a Transactional Powerhouse.
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The international law firm leading and closing
complex deals every day.

We help our clients to maximize deal certainty and value with
seamless and multidisciplinary legal advice, wherever they are.
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