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Berlin maul

Germany is focus of Putin’s pressure
CONSTANZE STELZENMULLER, PAGE 15

Civil probe
Trump pleads
right to silence

Donald Trump leaves Trump Tower in
Manhattan yesterday on his way to the
New York state attorney-general’s office
foradeposition in acivil investigation.

The former US president invoked his
constitutional right to remain silent
under the fifth amendment amid deep-
ening legal problems. His Mar-a-Lago
property was raided by FBI agents on
Monday in a separate investigation.

He said the US administration and
prosecutors had “lost all moral and ethi-
cal bounds of decency”, leaving him
with “no choice” but silence. The
attorney-general’s probe relates to alle-
gations that Trump gave “fraudulent
and mlsleadmg financial smmmenu”
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In praise of boredom
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Slight easing in US inflation spurs
hope pace of price rises has peaked

@ CPI climbs 8.5% in July @ Cheaper petrol provides relief @ Fed unlikely to halt tightening

JAMES POLITI — WASHINGTON
KATE DUGUID — NEW YORK

The US consumer price index rose by
8.5 per cent year on year in July, aslower
annual increase compared with June, as
inflationary pressures eased on the back
of lower petrol prices.

economists’ expectations of a 0.2 per
cent increase in the CPI monthly and an
8.7 per cent riseannually. But they mean
inflation isstill close to 40-year highs.
The data are unlikely to representa
big enough shift to stop the Fed from
ploughln,g ahead with more aggressive

The CPI data released y will
raise hopes that the pace of price risesin
the world’slargest economy has peaked
and started to decelerate, bringing relief
to both the Federal Reserve and the
Biden administration.

According to the figures, there wasno
increase in the CPI between June and
July, compared with a 1.3 per cent
monthly rise a month ago. On an annual
basis, the growth in the CPI fell back
froma 9.1per centincrease in June.

Both figures were improvements over

fmonetary policy to subdr
inflation. Fed chair Jay Powell has said
the central bank was looking for “com-
pelling” evidence that inflation was fall-
ing towardsits 2 per cent target.

The core measure of CPI, which strips
out more volatilefood and energy prices
and is most closely watched by the Fed,
also recorded an unexpectedly small
monthly increase of 0.3 per cent com-
pared with 0.7 per cent in June. Annu-
allyitwas unchanged at 5.9 per cent.

A deceleration in inflation could

mean the central bank might not need
‘to keep raising interest rates at a steep
pace, making a “soft landing” that
avoids recession more likely.

“With headline inflationstill at 8.5 per
cent and core inflation at 5.9 per cent,
this isnot yet the meaningful decline in
inflation the Fed is looking for. Butit’sa
start and we expect to see broader signs
of easing price pressures over the next
few months,” said Paul Ashworth, chief
US economistat Capital Economics.

Traders took an encouraging view of
yesterday’s data and priced in smaller
interest rate rises from the Fed in the
coming months. The central bank is
expected to lift rates to 3.4 per cent by
‘the end of the year, according to futures
pricing, down from 3.6 per cent before
the release of the report. Bets ona 0.75

Lower petrol
prices were the
‘main factor in
the slowing of
inflation but the
cost of food and
Tent continued
to rise, weighing
on many US
households

percentage point rate rise at the Fed’s
September policy meeting also fell

US stocks jumped in response, with
the benchmark S&P 500 up 1.9 per cent
in midday trading. The Nasdaq Com-
posite, which comprises tech shares that
aremore sensitive to changes in interest
rate expectations, rose 2.5 per cent.

US government bonds also rallied,
with the yield on the 10-year Treasury
note — a proxy for borrowing costs
worldwide — down 0.04 percentage
points to 2.76 per cent. The policy-
sensitive two-year yield slid 0.13 per-
centage points to 3.16 per cent, reflect-
ingariseinthe price of the instrument.
Additional reporting by Harriet Clarfelt
inLondon
Investors watch for cracks page 8
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Creativity can be nurtured from
a state of ennui — JEMIMA KELLY, PAGE 14

» China says drills over but warns of more
Beijing has declared its military exercises around
Taiwan complete but confirmed fears in Taipei and
‘Washington that it intends to normalise its military
presence.— PAGE 4; FOXCONN PRESSURE, PAGE &

» SoftBank eyes $34bn from Alibaba trade
The investor has said it expects to posta big gain by
turning over a chunk of its stake in the ecommerce
giant Alibaba, a major shift in the Japanese group’s
relationship with its best-known holding.— pace 5

» Brussels calls time on Greek debt crisis
The European Commission has said it will end its
enhanced scrutiny of the Greek economy, marking
an end to the tumult triggered by the 2008 financial
crisis that plunged Athens into turmoil.— pace 2

» Musk sells $7bn of Tesla shares
Elon Musk has exploited a
rebound in Tesla’s stock price
to add to his cash reserves ashe |
faces demands to go through
with the $44bn purchase of
‘Twitter.— PAGE 5; LEX, PAGE 16

» Hungarian company pays oil transit fee
MOL has paid fees to Ukraine on behalf of a group
controlled by the Kremlin in order to restart crude
flows along a key route from Russia to Europe. The
flow is expected to restart today.— PAGE 2; LEX, PAGE 16

» Prudential dented by China Covid poelicy
The insurer has reported that its Hong Kong arm
suffered a steep fall in new business profits because
of the tough curbs. It warned of “challenging” and
“complex” conditions for the rest of 2022.— pace 6

» Coinbase trading slump spells $1bn loss
The cryptocurrency exchange has seen its revenues
plummet 61 per cent in the latest quarter as digital
currency prices fell. It also faced questions from
analysts over mounting non-cash losses.— PAGE 8

South Korea exodus
Net migration (000s)

South Koreans are
ageing and their
fertilty rate is
the world’s lowest.
Both trends boost
demand for
foreign workers.
0 But the country’s

net migration in
§ 5o 2m iy
0o for the first time
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‘Source: Korean Immigration Service, mmigrant fotals
he Minisiry of Justice fell by 397,000

Squeeze on minerals curbs
carmakers’ battery drive
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Fox hails record spending on political
ads in tight midterm election battles

ALEX BARKER — LONDON

An “unprecedented wave” of political
advertising is sweeping the US this year
and is set to outstrip spending before
the 2020 election, according to Fox
Corporation chief Lachlan Murdoch.

Murdoch said the financial muscle
being deployed in closely fought Senate,
House and gubernatorial races could
make the November midterm election

‘wave of political spending, which accel-
erates as we head towards November,”
e said, adding: “The outlook is remark-
ablystrong”

The buoyancy of political advertising
'has been a welcome boost for the media
industry as it braces for an economic
slowdown that could hit ads, pay TV and
streaming subscription revenues.

GroupM, the WPP-owned media buy-
ing agency, has forecast political ad

less vulnerable to disruption from
streaming. The Fox News cable channel
remains its profit engine.

Advertising revenues at Fox’s local
television arm rose 4 per cent to
$698mn in the fourth -, while Fox
News generated $358mn across the
same period, a14 per cent increase.

Through Fox News and its local sta-
tions, the company is also well placed to
benefit from the surge in political

Australia As7000ncGsT) | cyclethemostlucrativein US history. spending in the US to reach arecord  spending this year. Murdoch singled out
China. RMB30 Murdoch told investors on Fox’s  $13bn this year. The figure exceeds the hlg\ spending expected for races in Ari-
Hong Kang HK$SS | annual earnings call yesterday thatin  $12bn spent in 2020, when Joe Biden  zona, Florida and Georgia. “Excluding
India Rup220 | the three months to the end of June, defeated Donald Trump. Itismorethan  the impact of the Georgia run-offs [in
Indonesia RpA5000 | political ad revenues at Fox’snetworkof  double the $6bn spent in the midterm  2020] . . . thismidterm cycle looks cer-
Japan ¥650Gnc)CD | 39 Jocal television stations were electioncycleof2018. tain to surpass the 2020 presidential
:"“a ;‘:‘1?52 “roughly three times larger” than the Since Rupert Murdoch agreed tosell ~ cycleat ourlocal stations,” he said.
P?‘:' e ivalent quarter of the 2020 presi- histelevision and film studios to Disney Rival local television groups Nexstar
P:i:m:s ';::ﬂ o denha] cycle, which was itself “an all-  in2017, theremaining Fox companyhas  and Sinclair have also said the early
S SEEA0GCGSTY timerecord for the company”. ‘become a much slimmer group built  signs are pointing to a bumper year for
Taivean NS0 “We are seeing an unprecedented  around live news and sport, two genres  political ad spending.
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Trump chooses silence in New Y()rk probe

Ex-president says many
prosecutors have ‘lost all
ethical bounds of decency’

JAMES POLITI — WASHINGTON

Donald Trump declined toanswer ques-
tions ata deposition in a New York state
probe into his businesses, invoking his
constitutional right against self-incrimi-
nation amid deepening legal woes.

In a statement yesterday, the fumler

i aid the “current

tion and many p across the

on Monday as part of a separate inquiry.

“Accordingly, under the advice of my
counsel and for all of the above reasons,
l declined to answer the questions under

he rights and privileges afforded to
every cltlzen under the US constitu-
tion,” hess:

Trump’s refus:l o answer questions
under oath represents a notable U-turn
for the former president, who once said
only guilty members of the “mob”
would claim their right to remain silent
under the fifthamendment.

The former president and many of his

country have lost all moral and ethical
bounds of decency”, leaving him with
“no choice” but silence. His comments.
followed a search of his Mar-a-Lago
property in South Florida by FBI agents

p followers have adopted an
increasingly defiant stance in recent
days, attacking judicial and government
institutions when confronted with mul-
tiplelegal investigations by both federal
and state authorities as he weighs a

him foll g the FBI raid,

for the presid in2024.

Trump had resisted calls to give testi-
mony in the civil case being brought by
Letitia James, the New York state attor-
ney-general, but had finally agreed to be
deposed yesterday. The proberelates to

‘House Republicans are
unified more than ever
before to fight alongside
President Trump’

allegations that Trump provided
“fraudulent and misleading financial
statements”, including inflated valua-
‘tions of his properties.

The former president’s decision
comes as a legal and political firestorm

linked tn a separate federal investiga-
tion into his handling of classified
records related to his time at the White
House that were found at Mar-a-Lago.

The US justice department and the
FBI have so far declined to explain the
rationale behind the search, the first in
'Us history at the home of aformer presi-
«dent. However, the move would have to
have been approved by a federal judge
on the basis of “probable cause” that a
crime was being committed at the site of
thesearch.

Trump and his lawyers h:

ttacked

have rushed to Trump’s defence, accus-
ing law enforcement agencies of con-
ducting a political vendetta and failing
to provide any explanation, even
though it is standard practice not to
comment on active investigations.

A group of House Republicans met
Trump on Tuesday night at his golf club
in New Jersey to express their support,
and encourage him to plough ahead
witha2024 bid.

“He is not deterred. He’s not fazed at
all by what the DoJ has done to him,” Jim
Eanksof Indiana told Fox News. “House

ified more than ever

the search as unnecessary but have not
released the warrant authorising the
raid, which would have included addi-
tional details in the case.
since the raid, many

before to fight alongside President
Trump to save this country . . A.ndt.he

Brussels to
end scrutiny
of Greek
economy
after reforms

ALICE HANCOCK — BRUSSELS

The European Commission is to finish
its enhanced scrutiny of the Greek
economy, marking an end to a debt cri-
sis triggered by the 2008 global finan-
cial tumult that almost pushed the
country out of the eurozone.

In a letter to Greek finance minister

sooner he gets out and start: isto: as y y, EU econ-

ing, the better he helps Republi in | omy i Paol i said

the midterm elections.” Greece had “de].lvered nmhebu]k of the
policy itments”

group of 19 eurozone member states,

Trump contends with civil,

criminal and congressional
probes as he weighs 2024 bid

JAMES POLITI — WASHINGTON

The search by FBI agents of Donald
Trump’s Mar-a-Lago home has high-
lighted the extent of the legal troubles
that have engulfed the former president
sincehe left office in January 2021, cast-
ing a cloud over his ambitions to run
again for the White House in2024.

The raid was particularly significant
because it signalled that the US justice
department, led by attorney-general
Merrick Garland, and the FBI, led by
Trump appointee Christopher Wray,
have the former president squarely in
their sights.

“Ithink the fact that they did go to the
trouble of doing this at all, knowing
there'd be a Trumpian response, indi-
cates that whatever they’re looking for,
probably is relatively important,” said
Michael Gerhardt, a professor of law at
the University of North Carolina at
Chapel Hill. “It strikes me as rather
inevitable that this was going to happen
sooner or later.”

It is unclear whether the Doj has the
evidence, intent or political will to goa
step further and charge Trump with ille-
gal conduct. Meanwhile prosecutors at
the local level in Georgia and New York
have a]su been ploughing ahead with

fthe former presid

The Mar-a-Lago raid was related toa
federal probe into Trump’s handling of
classified information from his days in
the White House. Last February the
National Archive said 15 boxes of sensi-
tive government material had been
found at the Florida club — a finding
Garland confirmed would be examined
by the justice department.

Among the documents were letters to
Trump from Kim Jong Un, the leader of
North Korea, as well as one from Barack
Obama, accordingto US media.

Little else is kmown of their contents
beyond the fact that they are classified
for national security reasons.

If Trump tampered with, destroyed,
concealed or obstructed access to such
presidential records he could face
charges. “If a president or a former offi-
cial has documents that are really not
theirs, I don’t think we should be too

US. Documents investigation

FBI raid adds to former president’s legal woes

% :

P

Investigation: surprised by a government inquiry,”  public testimony pointing to his inten- “The
a police officer Gerhardt said. “The government docu- tion to join the mob storming the Capi-
guards the front  ments could be top secret. Yes, they tol, it puthim injeopardy once more. documents
of the home of could be incriminating, but the critical Liz Cheney, the Republican vice-chair could be
Donald Trump, thing to understand is that thuse docu-  of the January 6 committee, has sug-
below, at gested that there isenough evidencefor  tOp secret.
Mar-a-Lago, who has them. They‘re the pmpert'/ of Trumptobe prosecuted. The panel may [They] are
Palm Beach, the Usgovernment.” refer its findings in the case to prosecu-
Florida, on Trump was mlpeldled by the House torsat thejustice department. not the
Monday of hisactionsi Fani Willis, the district attorney for property of
a“r"!;"‘:";‘;i’“”’ nection with the January 6 assault on  Fulton County in Georgia, is investigat-
the US Capitol, as he fomented themob  ing Trump’s actions in the aftermath of the person
trying to overturn the 2020 election  the 2020 elections. The former presi- who has
\\ result. But he was not convicted  dent put pressure on Georgia officials, s
“-‘ 5, by the Senate, ‘which could including secretary of state Brad them’
im from run- to stop the certification
\_ 4 ning for office again. ofJoe mdensvlclory
4 Trump appeared to have Trump badgered Raffensperger dur-

== avoided legal consequences
from the insurrection. But
when a bipartisan con-
gressional panel dug
deeper this year into the
former president’s con-
duct in the days leading
up to and during the
riot itself, including

ing a phone call in early January 2021 to
“find” the more than 10,000 votes that
separated him from Biden.

A grand jury has been convened to
consider the case and whether there is
enough evidence to bring charges. Willis
has sought to interview a number of

igh-profile v d'Trumpalli
ulcludmg Rudy Giuliani, the former

New York mayor and Trump lawyer,
and Lindsey Graham, the Republican
senator from South Carolina.

The most serious of Trump’s legal
‘woes for many months appeared to be
in New York, where the Trump Organi-
zation and its longu.n'le chief ﬁnanclal
officer, Allen Weil

and had “achieved effective reform
implementation” despite the impact of
Covid-19 and the war in Ukraine.
staikouras said on Twitter the
announcement “marks the achieve-
ment of a major national goal for

Fullowmg the 2008 financial crash,
Greece was plunged into a debt crisis
that led to bailouts by the EU and IMF
beginning in 2010. Over the decade that
followed, the country’s economy shrank
by aquarter and the disposable incomes
of Greek citizens fell by a third on the
back of austerity policies imposed by
the “Troika” of institutions that
included the commission and the fund,
along with the European Central Bank.

Thousands of young Greeks left the
country in search of work as unemploy-
ment in the country peaked at 27.8 per
cent in 2013, while the government was
forced to make drastic cuts to its pen-
sions system and civil service in return
for financial aid.

The commission, which monitors the
budgets of all 27 member states, has
been supervising reforms to the Greek
economy since the bailout programme
was initiated. The stringent terms of the
bailout, largely dictated by Germany,
almost pushed Greece out of the euro-
zone when in 2015, then prime minister
Alexis Tsipras put the conditions to the
Greek population in a referendum. Vot-
ersrejected the terms of the aid package
but Tsipras implemented the reforms
regardless.

The announcement of the end of the
strict monitoring programme comes as
the ECB puts in place mechanisms to
prevent a second meltdown of the euro-
Zone economy.

Last month, the ECB raised interest
rates for the first time since 2011 and
has focused reinvestment of maturing
bonds on southern EU countries,
including Greece.

Following the most recent tnp of EU

i Athens in April, the

ontax fraud charges.

But the investigation suffered a set-
back after two prominent prosecutors
resigned thisyear.

Letitia James, New York state attor-
ney-general, is separately movingahead
with a civil case alleging that Trump
inflated the value of his assets. The
former president confirmed, in inimita-
ble style, late on Tuesday that he was to
b i i

sion noted ic growth was fore-
casttoreach 3.5 per centin 2022 and 3.1
per cent in 2023 despitelingeringuncer-
tainty from the pandemic and rising
energy costs.

Italso said there was a “positive sur-
prise” in the government's primary defi-
cit — the difference between govern-
ment revenues and spending excluding
interest payments — which was 5.5 per
cent of gross dnmesnc pruduct in 2021,
21p than had been

“In New York City tonight. Seeing rac-
ist NY.S. Attorney General tomorrow,
for a continuation of the greatest Witch
Hunt in U.S. history,” he wrote on his
Truth Social platform, referring to
James, who is black. “My great com-
pany, and myself, are bemg attacked

expected The “economic adjustment
programme” ended in June 2018 but
Brussels has kept Greece’s finances
under surveillance since then.

A final tranche of debt relief is due to
be paid in November should Greece
meet the conditions of a “post-pro-

fromall sides. Banana

ar veillance” report.
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Hungary group pays fees to restart Europe flow of Russian oil

HENRY FOY — BRUSSELS
MAX SEDDON — RIGA

Hungarian energy company MOL has
paid oil transit fees to Ukraine on
behalf of a Kremlin-controlled com-
pany to restart flows of crude along a

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

key from Russia to Europe.

The southern branch of the Druzhba
pipeline, which transports Russlan ull

enterprisesif they are strictly necessary
for the direct or indirect purchase,
import or transport of oil,” said Arianna
Podesta for Brusse]s adding that Tran-

Hungarian company or to provide
details of future payments. The com-
pany said flows of Russian crude to
Hungary were set tobe restored today.

sneft:
MOL declined to respond to a ques-
tion on how Transneft would repay the

prise:

“The technical issue behind the delay
‘was resolved thanks to quick action by
MOL: the company transferred the

propaganda” live on air on Russia’s

Hhthe metrallnd cintn talaiinn

transit fee due for use of the Ukrainian
section of the pipeline, after which the
Ukrainian party restarted the transport
of crude on the southern section of the
pipeline, as promised,” the group said.

The Hungarian company blamed
“technical issues emerging on the bank-
ing front” for the stoppage.

Transneft pays Ukraine’s state-owned
UkrTransNafta to use the pipeline but

anid an Tancdnr tha Taeanann hanla
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auiuss URLAC W Lungary, Suvania
and the Czech Republic, stopped pump-
ing six days ago after Russian state-

1V eaitor races criminal
inquiry for screen protest

Iy Wiy e

owned pipeline op« Transneft said
it was unable to pay transit fees to Kyiv
‘because of sanctions on Russia over the
invasion of Ukraine.

The Hungarian payment is aimed at
ending a stand-off that had threatened
crude supplies to central Europe. Ithas
highlighted the difficulties that EU
countries face in punishing Moscow for
its war on Ukraine while also limiting
‘the damage to their own economies.

The European Commission said it was
“in close contact with the concerned

bers and Ukrai i ”

Russlan authorities have opened a
criminal case against an editor on
state television who interrupted a live
news programme in March to a protest
against the invasion of Ukraine,
investigators said yesterday.

The former editor, Marina
Ovsyannikova, could face up fo three
‘years in jall, according to her lawyer,
under a new military censorship law
that bans the spreading of “fake news”
about the Russian armed forces.

o walked across the

“In general, the sanctions adopted by
the EU foresee an exemption allowing
transactions with certain state-owned

screen with a banner reading, “Stop
the War. Don't believe the

FINANCIAL TIMES

Polina Ivanova

Channel Cne. The protest did nof elicit
heavy penalties at the time.

She has subsequently continued fo
speak out against the war and was
fined for protesting outside a Moscow
courtroom during a case against an
opposition politician, as well as for her
antiwar social media posts.

Ovsyannikova briefly left Russia to
go to Germany after her initial profest,
and also fravelled fo Ukraine.

There, the journalist, who has
Ukrainian heritage as well as Russian,
received a mixed response, with some
Ukrainians questioning her motives
and accusing her of spying. After her
‘trip, Ovsyannikova returned to Russia.

Sam Un 1ucsuay WE BuIVpTan vaino
that process the payment had not
received the required approvals, adding
that EU regulators “have yet to form a
commeon position” on how or whether
the banks should allow the transactions.

Transneft confirmed yesterday that
the payments from MOL to Ukraine had
been processed. “We are preparing to
resume pumping,” itsaid.

Slovaft, the Slovakian company that
isalso supplied by the pipeline, said yes-
terday that Russian crude oil “is already
arriving again in Slovakia through the
Druzhba pipeline”. slovaft attributed
th to “technical at

thebanklevel” to pay the fees.
Additional reporting by Raphael Minder in
Warsaw and Tom Wilson in London
SeelLex

INTERNATIONAL

Brazil politic
brawler aims
blows at Lula
and Bolsonaro

Gomes decries rivals in presidential race but
faces uphill battle to win over foes” backers

BRYAN HARRIS — SAO PAULO

Ciro Gomes does not hide his disdain for
his fellow candidates in this year’s presi-
dential election in Brazil.

pel him to the presidency, which he is
contesting for the fourth time in 24
years.

In each of the earlier attempts, he
failed to make it past the first round of

bent leader Jair is
“crazy, criminal and genocidal, who
operates through notoriety, being in the
media daily, galvanising his radical
base”, the veteran leftwing politician,
whoisthird in the polls, said in an inter-
view. “He creates chaos, always invent-
ingan institutional enemy whom he can
blame for his failures.”

Former president and election front-
runner Luiz Indcio Lula da Silva, mean-
while, is “an expression of rotten, cor-
rupt South American populism. If you
consider that [Nicaraguan authoritar-
ian president Daniel] Ortega is a corrupt
populist, then Lula is the absolutely
equal expression of Ortega or of [Vene-
zuelan president Nicolds] Maduro.”

They are the kind of fighting words on
which Ciro, as heis known, has built his
career. Hailing from a powerful political
family in the north-eastern state of
Cear4, he is one of Brazil’s most recog-
nisable politicians, having served in
multiple governments, including a min-
isterial stint during Lula’s first adminis-
trationin2003.

Heisa political brawler, known for his
quick intellect and sharp tongue, traits
that have won him a dedicated support
base of about 8 per cent of voters. They
have not been enough, however, to pro-

the tv d voting process. Polls sug-
gest he has about 8 per cent support
ahead of the first vote on October 2,
meaning he represents the best chance
to break the Lula-Bolsonaro polarity,
despite the uphill campaign battle.

Brazilian elections have historically
also been marred by black swan events
that can upend predictions, such as the
death of a candidate in a plane crash in
the 2014 race or the stabbing of Bol-
sonaroin2018.

Ciro says he is running again, as nei-
ther Lula, who was president between
2003 and 2010, nor Bolsonaro, who was
elected in 2018, represents a new vision
for Latin America’s largest country.

“Lulais corrupt from theliberal, dem-
ocratic camp, and Bolsonaro is corrupt
from the fascistic camp. This is the dis-
tinction, but the model is strictly the
same,” said Ciro, claiming his rivals both
governed with economic policies to
please the business elite and political
manceuvres to keep happy Brazil’s
notoriously venal Congress.

Despite often being described as cen-
tre-left, Ciro has proposed a radical
transformation of the economy, pledg-
ing to abolish the constitutionally man-
dated spending cap, central bank inde-
pendence and the floating exchange

Combative: rate. Brazil needs a “completely new tax
Ciro Gomes system and a new pension system” that
attendsarallyof  works toimprove the nation’s acute ine-
supporters in quality, Ciro said.

Brasilia last “The system is not working,” he
month. The pointed out. “It is working for a micro
campaign poster elite butitis destroying the country. The
says ‘I prefer’ minimum wage today offers the worst
comchor SemAns B purchasing power [since2008].”

He claimed 70 out of every 100 Brazil-
ian workers today are informally em-
ployed or unemployed, yet official sta-
tistics suggest the figureis closer to 50.

But Ciro, 64, reserved his most potent
words for Lula, his ally-turned-adver-
sary who leads the polls with support
from about 47 per cent of voters to Bol-
sonaro’s 29 per cent. Any candidate who
secures more than 50 per cent in the
first round of voting wins the election,
without the need fora runoff.

Lula’s popularity is a result of
“romanticised memories of his govern-
ment, which have been exacerbated fur-
ther by the extraordinary problems that
the Brazilian people have been facing
under Bolsonaro”, said Ciro.

‘Aided by a long global commodities

boom, Lula presided over a period of
breakneck growth and poverty reduc-
tion and left office with an approval rat-
ing of more than 80 per cent. He was
then embroiled in the Lava Jate, or Car
Wash, corruption probe and spent
almost two years in prison for graft
before his conviction was annulled.

Ciro said the corruption revealed dur-
ing the administrations of Lula’s Work-
ers’ party is undeniable, recalling the
bags of cash that were regularly discov-
ered by police and prosecutors.

“Lula presents himself, including in
the international community, as inno-
cent, that he was exonerated, that he
was persecuted and such. Thisis all a
lie,” said ciro, who is running with the
Democratic Labour party.

“After a certain moment [in govern-
ment], Lula was corrupted and discov-
ered the key to perpetuating himself in
ppower, which was to reproduce the con-
servative agenda of the financial com-
munity.”

Lula and Bolsonaro are polarising fig-
ures and both have suffered historically
from high rejection rates among voters.

Bolsonaro
is ‘crazy,
criminal
and
genocidal.
Lulais‘an
expression
of rotten,
corrupt
South
American
populism’

In theory, this should open space for a
third candidate, such as Ciro. In prac-
tice, however, the two frontrunners
each have diehard support bases of
some 15-20 per cent of voters, which sty-
ERnEe fany third candid

Ciro is also undermined by his own
bellicosity, analysts said. “This aggres-
siveness, ina way, has made anyone who
had any doubts about him flee to Lula,”
said Carolina Botelho at the State Uni-
versity of Rio deJaneiro.

“We know very well that in the second
round the vast majority of Ciro’s voters
will shift to Lula, right? So perhaps in
order to avoid any possibility of getting
Bolsonaro again, these voters might go
for Lulain the firstround.”

hall BTt

Gi
him but believes he will pick up votes
when his campaign begins in earnest
this month with ads on television and
social media. More than ing, he is
concerned by the quality of the opposi-
tion he faces.

“Nowhere else in the world would
these two be candidates. Brazil is sick,”
he complained.
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PLA operations

Beijing ends military exercises in Strait

Taipei warns of threat to
unity as opposition official
sets out to visit mainland

KATHRIN HILLE — TAIPEI

The Chinese military said yesterday it
had completed its exercises around Tai-
wan but would regularly conduct
patrols and drillsin the area, confirming
fearsin Taipei and Washington that Bei-
jing intends to normalise a closer mili-
tary presence.

The People ] leemunn Army said in

Beijing-friendly opposition party sent
its deputy leader to China on a trip that
Taipei warned risked sowing division.
Andrew Hsia, a veteran diplomat who
served as the country’s top China policy
official in the last Kuomintang govern-
ment, justified the visit as an attempt to
support Taiwanese citizensin China.
“We have not made any plans to meet.
Chinese officials, although it is, of
course, possible that they will reach out
orwe might encounter them in the con-
text of our meetings with Taiwanese
businesses,” he told the Financial Times
hefﬂre his departure for Xiamen in

a ithad the vari-
ous tasks” in a series of joint military
operations around Taiwan, adding that
itwould “keep a close eye on changes in
the situation” and continually train,
prepare and organise regular patrols “in
the direction of the Taiwan Strait”.

The statement came after Taiwan’s

stern Fujian province.

Although the KMT said the visit had
been planned for weeks and was unre-
lated to the crisisin the Taiwan Strait, it
will be highly contentious in Taiwan.

Taiwan’s cabinet-level China pelicy
body said it had advised against Hsia’s
visit. “This move will cause domestic

controversy and anxiety, high public
misgivings and affect our internal unity.
1t will also confuse and mislead the
international community’s perception
of the threat Taiwan faces,” it said.

“China may ease the military move-
ments alittle now that they got the KMT
‘to visit but they will keep up the pres-
sure,” said Chiu Chui-cheng, the body’s
deputy chair. Taiwan said 17 fighter jets
flew across the Taiwan Strait median
line, an unofficial buffer, yesterday.

The KMT has struggled for years to
shake off suspicions among voters over
its engagement with the Chinese Com-
munist party. According to a recent
opinion poll, its support among voters
had sunk toalowof 17 per cent.

The opposition party has joined the
government in condemning China’s mil-
itary drills but Hsia evaded questions
about whether he would protest against
the exercises on his trip. “Our position

‘China may
case the
military
movements
alittle but
they will
keep up the
pressure’

hasbeen consistent and Twill reiterate it
when asked,” he said.

Zhu Feng, an international relations
professor at Nanjing University, said:
“The mainland military exercise is not
over yet. It is a very important gesture
for the vice-chair of the Kuomintang to
come to the mainland. The two sides
need to strengthen communication,
especially in the current situation.”

china claims Taiwan as its territory
and threatens to take it by force if the
island resists unification indefinitely.
Beijing published yesterday a white

GLOBAL INSIGHT

Valentina
Romei

Supply chain pressures
are easing but risk of
choppy waters remains

ilitary exercises in the Taiwan Strait do not
‘bode well for global supply chains. Yet, aside

paper that reiterated its position that from the potential for tension between Bei-

“there is no room for doubt nor change ng and Taipei to spark disruptions, the

that Taiwan is partof China”. t ‘hallmark of the
A government sp said the bati

policy paper would! help “sn'engﬂl enthe
confidence and courage of forces inside
the lsl:md and ahrﬂadthamppuse mde—

After a turbulent 18 months triggered by what industry
specialists describe as a “perfect storm” of factors ranging
from chronic under-i l.[WESI]!lEnt and Covid-19 induced

container shi in the Suez Canal,
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Beijing attacks ‘unworthy’

former bureaucrat it views as

figurehead for independence

KATHRIN HILLE — TAIPEI

Tsai Ing-wen offered a faint smile three
years ago when a foreign visitor asked
her if she was worried about Beijing's
military threat.

“of course. They will come right up
the Tamsui river to get me,” Taiwan’s
president said, referring to Chinese
plans for taking her country, which
include capturing or killing its leaders.

After Tsai met US House Speaker
Nancy Pelosi last week, that scenario no
longer seems as far-fetched. China
responded to the trip by firing missiles
over Taipei, scrambling fighter jets and
simulatingan assaulton theisland.

Beijing has accused Tsai of plotting
Taiwan’s independence while Wang Yi,
China’s foreign minister, denounced her
asan “unworthy descendant” of the Chi-
nesenation.

‘Tsai, though, isno nationalisthothead
but a lawyer who cut her teeth helping
negotiate her country’s accession to the
‘World Trade Organization.

Even now, after six years in power and
asleader of the pro-independence Dem-
ocratic Progressive party, 65-year-old
Tsai has changed little from her days as
a trade bureaucrat. “She is a policy
wonk, she always studies things in great
detail herself,” said aformer aide.

Senior officials who have worked with
Tsai, Taiwan’s first unmarried presi-
dent, said she guarded against making
rash decisions by seeking advice from a
range of bureaucrats and scholars on
any important policy.

“At party headquarters, when we
were preparing bills for the legislature,
the thing she would challenge me over
the most was whether we had consulted
enough people who don’t agree with us,”
said an official who worked closely with
Tsai during her time as DPP chair
between 2008 and 2012. “If there is one

East Asia. Sovereignty stand-off

Taiwan president bears brunt of China ire

Allies: Nancy Pelosi, left, and Tsai Ing-wen in Taipei last week. Below, Chinese warplanes on exercise near Taiwan — freserio Ofice Gong Yuong Xius/A?

The Chinese Communist party sees
her as the architect of separatist policies
since 1999, when Taiwan’s then presi-
dent Lee Teng-hui described ties with
Beijing as “special state-to-state rela-
tions”. Tsai had chaired an advisory
group “for strengthening the sovereign
state status of the Republic of China”,
Taiwan’s official name. But according to
Chang Jung-feng, then a security aide to
Lee, Tsai wasnot behind the policy.

Beijing’s suspicion deepened after
Tsai headed the China policy body
under Chen Shui-bian, the first DPP

key principle for her, it 1sl>alanne president, who oversaw a deterioration
That h has also of ties with Beiji heembarked on
Tsai’s Chu]a policy. When she started  apro-ind: d 003.

sented the safest option for Taiwan.
After the chaotic second term of the
firebrand Chen, Tsai made the big step
from bureaucracy into electoral politics
to head the DPP. The role did not come
naturally to her and she often came
across as stiff when addressing crowds.
But she won the election in 2016 on a
‘wave of public discontent over growing
economic integration with China under
Ma Ying-jeou, Chen’s successor from the
more Beijing-friendly Kuomintang

party.

“Sheisthe leader Taiwan needed. Tai-
‘wan'’s situation is so difficult that a ‘nor-
mal’ politician will often fall short in

it,” said Shelley Rigger, a Tai-

‘Taiwan’s
situation is
so difficult
thata
“normal”
politician
will often
fall short in
addressing

it’

dued, prudent, thoughtful and cautious.

That caution has been the trademark
of her leadership. Taking over from Ma,
Tsai concluded that Taiwan had grown
too dependent economically on China.
But she also steered clear of the anti-
China policies Chen had pursued.

Administration officials said the pres-
ident was keenly aware of Taiwan’s vul-
nerability. “She is focused on preserving
what we have: our democracy, our sov-
ereignty, our way of life,” said one DPP
politician.

“She decided that, to achieve that, we
needed to define Taiwan’s geographic
and geopolitical role clearly,” he added.
“She thinks our security can only be

recent data pointtoa return to relative calm.

The average cost of taking the standard 40ft metal box
across the oceans is down by about 45 per cent from its
peak in the autumn of last year, according to international
freight company Freightos.

The number of vessels queneing at the Port of Los Ange-
les dropped 75 per cent from the start of the year despite
the port recording its busiest June in a century. Delivery
times for air cargo, tracked by supply chain portal Flex-
port, areimproving too.

The global supply chain pressure index, set up by the
Federal Reserve Bank of New York, is down 57 per centin
Julyfromits peak.

Businesses in most large economies reported an easing
in delivery times of inputs and materials in July, according
to the latest S&p Global
monthly survey of pur-
chasing managers. A lack
of materials and equip-
mentis no longer a factor
limiting production for
Europe-based manufac-
turers, say surveys by the
European Commission.

“The supply chain
pressures were so serious that businesses were stopping
production and shortages meant prices were shooting up,”
said Joanna Konings, a senior economist at ING Bank.
“Now we are starting to see that goods can get to where
they need to and that the system of international trade is
dynamicand can recover.”

Many expect pressures to ease further in coming
months. More than 40 per cent of US manufacturers
polled by the Philadelphia Fed expect impr in
delivery times over the next sixmont

On the face of it, this spot of calm amid wave after wave
of geopolitical turmoil should be a good thing for the world
economy. However, the trend may reflect weakening
demand for goods as high inflation, which was partly
behind the surge in the cost of shipping and materials dur-
ing2021, dents purchasing power.

The purchasing managers’ index polls for July reported
falling orders and a drop in backlogs. That was, according
to Jennifer McKeown, of Capital Economics, “further evi-
dence that weaker demand is upemng up some spare
capacity and i

Logistics hubs, meanwhile, have adapted lﬂ the shams
placed on them and their workers since the spring of 2021.
“We've been able to process cargo [ more] efficiently,” said
the Port of LA. “Dockworkers are on [top of] the job. We're
using datatohelpmanage cargo.”

Emile Naus, who leads the operations team at consul-
tancy BearingPoint,
pointed out that logistics
and warehousing compa-
nies have become better
at managing the capacity
they do have. “The
uptake in automation is
much higher than I've
ever seen,” hesaid.

However, the ru:d to

‘Now we are
starting to see
that goods can
get to where
they need to’

‘What worries me
is that we go into
peak season and
[carriers] can't
handle any more’

here just-in-time deli

ry had
baoome the norm, is paved wnhrlsks The late-summer
Christmasrush 1s]uslaround the corner.

“What worries me is that we go into peak season and
[carriers] can’t handle any more, then we're going to start
seeing congestion again,” said Josh Brazil, vice-president of

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F08%2F 11&ts=20220810193122&uq=20220804103507
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her first termin 2016, she tried to bridge
the gap between China’s growing deter-
mination to pull the island into its fold
and the Taiwanese public’s desire to
remain an independent democracy.

In her inaugural address, Tsai gave a
nod to the semi-official talks in 1992
that had ushered in a period of eco-
nomic exchange across the Taiwan
Strait. The new president said that both
“sides must cherish and sustain” the
fruits of interaction and negotiations.

But when Tsai refused to accept
China’s claim over Taiwan, Beijing cut
offregular communication with Taipei.

“still, foreign diplomats and political
analysts were adamant that Tsai repre-

All pages from Financial Times (Asia), Thursday, August 11, 2022

‘wanexpert at Davidson College in North
Carolina, who described Tsai as sub-

enhanced when we are indispensable,
economically as a key node in global
supply chains and politically as a mem-
ber of a community of democracies.”
For Tsai, the benefits of hosting the
first US House Speaker in Taiwan in 25
years outweighed the risk of Chinese
retaliation. As Chinese fighter jets roar
over the Taiwan Strait, some might
question her judgment. As a western
diplomat said about Tsai: “It is hard to
see how she can improve Taiwan’s secu-
rity from here. This is her biggest chal-

supply chaininsights at project44, a data platform.

Inflation has also heightened the risk of industrial
action. And, while waiting times outside Los Angeles have
almost disappeared, there is congestion on the US east
coast and in northern Europe.

Nor is it just China’s wrangling with Taiwan and the US
that causes concern. There's also Beijing insisting its zero-
Covid stance remains the best way to tackle fresh out-
breaks, a policy that hasled to port and factory closures.

Nathan Sheets, global chief economist at Citi, said:
“What we’ve seen so faris only a step in that direction, but
[some] disruptions are likely to be with us for months
ahead, maybe years”

lenge yet”
See Companles

valentina.romei@ft.com

Contracts & Tenders

“NARTESP

AGENCIA DE TRANSPORTE DO ESTADO DE SAO PAULO

NOTICE
REPUBLICATION OF INTERNATIONAL PUBLIC BIDDING N° 02/2022

The Regulatory Agency for Delegated Public Transport Services of the State
of Sdo Paulo (ARTESP) makes public the changes in the documents of the
International Public B\ddlng IN° 02/2022 for the concession of public services

of ion, operation,

operation of that enterprise.

and
highway system and the mplersanistion of tha invaatients cessary for the

From July 29, 2022, updated bidding documents (bid notice, contract and
annexes) are available on the ARTESP website (http://www.artesp.sp.gov.on.

The public session for the delivery of proposals and other necessary
takes place on September 15, 2022, at 14:00 (Brazilian GMT), at the B3
headquarters building (275 XV de Novembro Street), in downtown S&o Paulo.

of the Block:

documents
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Cabinet changes

Japan reshuffle viewed as attempt to escape Abe’s shadow

LEO LEWIS AND ERI SUGIURA — TOKYO

Fumio Kishida reshuffled his cabinet
for the first time since the assassination
of Shinzo Abe last month amid dwin-
dling public approval and resurgent
‘tensions between the Us and China.

The Japanese prime minister’s move
‘was seen as an attempt to shift his gov-
ernment from Abe’s shadow while
retaining the support of the former
leader’s powerful faction.

“Kishida has been moving away from
Abe since earlier this year, and Abe’s
death last month prompted that move
to accelerate,” said Takao Toshikawa, a
‘veteran political analyst.

Although Kishida led the Liberal
Democratic party to a convincing win in
Japan’s upper house election in July, his
popularity has fallen sharply as Cov-
id-19 cases have soared and concerns
over the rising cost of living have inten-
sified. A poll on Monday by public
broadcaster NHK showed support drop-
ping 13 percentage points to 46 per cent.

The death of Abe, who led the LDP’s
largest faction — a rival to Kishida’s —
and retained huge sway over the party
when he was assassinated in late July,
heaped more pressure on Kishida.

Kishida left his finance minister, chief
cabinet secretary and foreign minister
unchanged but Yasukazu Hamada, a

* FINANCIAL TIMES

relative moderate returned to the
defence ministry, replacing Abe’s hard-
lineyounger brother, Nobuo Kishi.
Japan is reworking its defence stance
amid a growing threat from China,
North Korea and Russia. Kishida said
yesterday his government would work:
to create “a new post-cold war order to

The LDP has been building consensus
behind restarting nuclear reactors,
momentum behind that should bmld
under Kishida’s new cabinet, said politi-
cal analysts. Tokyo came close to a
power blackout in March and the recent
surge in energy prices has provided a
stark reminder of the problems created

protectour country’s p it
amid the tense international situation”.
Kishida brought Taro Kono, a former
foreign minister who fought him for the
leadership, back into the cabinet and
gave the economic security portfolio to
sanae Takaichi, another leadership
challenger with a support base among
the most nationalist wingof the LDP.

th f most of Japan’s size-
able fleet of nuclear power plants.
Masatoshi Honda, a political analyst
at Kinjo University, said: “Kishida
explained his reshuffle with references
to Taiwan, the expansion of Covid,
vkraine and so on, but in fact,
this reshuffle is about Kishida protect-
ing himself

Pressure on Pru New business profits at insurer’s Hong Kong business suffer sharp decline amid zero-Covid policy © race 6

Companies & Markets

SoftBank to
gain $34bn by
selling down
Alibaba shares

e Historic shiftin ties to China group
e Investors expect further handovers

LEO LEWIS — TOKYO
RYAN MCMORROW — BELJING

SoftBank expects to post a gain of more
than $34bn by turning over a chunk of
its holdings in the Chinese ecommerce
group Alibaba, marking a historic shift
in the Japanese group’ relationship

days after Son announced the com-
pany’s worst quarterly loss of $23bn and
heralded a period of “dramatic” cost-
cutting. SoftBank added that it was
exploring the sale of other key assets,
including Fortress Investment Group.
The loss posted for the April to June

withits best-known investment. period followed arecord loss in the pre-
The investor had made a series of  vious quarter, and prompted Son to
complex derivat allowedit make an ey

tching statement of

to raise cash while retaining the option

regret at his previous triumphalism

to buy back the shares later. But the  when tech markets were booming.
company said yeslerday that Ihat right The ]JO[IS sllare of SoﬁBan.ks red].nk
would now be fully r i with dlosses on th k

many deals settled early with shares. listed and unlisted, in Vision Flmds 1

The move is a step back from the 22-
year-old bet on which Masayoshl Son

and 2, its flagship technology portfolios.
The funds were hit hard by the global

built hi: asa’ inves-
tor. The decision, whlch investors said

SoftBank said the decision
was being taken to play
‘defence against the severe
market environment’

suggested further selldowns, means
SoftBank’s stake in Alibaba will fall from
23.7 per cent at the end of June to 14.6
percentin September.

The reduced stake will take SoftBank
below the threshold for retaining its
board seat at Alibaba and prevent the
]apanese g\mp fmm oommumgtn rec-

inits
financial statements. It will also void a
voting agreement with Alibaba vice-
chair Joe Tsai that required SoftBank to
vote its shares at the direction of Jack
Ma, Tsai and other top executives.

The selldown follows a 70 per cent
drop in Alibaba’s share price that began
in the autumn of 2020 when the author-
ities in Beijing halted the blockbuster
initial public offering of its Ant Group
fintech arm.

SoftBank’s announcement came two

logy rout, though Son himself
presented a chart showing that listed
Vision Fund stocks had underper-
formed the Nasdaq.

The maximum number of shares set
to be handed over represents about two-
thirds of all the Alibaba shares SoftBank
has sold into prepaid forward contracts
thatremained outstanding in mid-July.

This year the Japanese group sold
about one-third of its Alibaba stake
through these forward deals to raise
more than $21bn in cash as Son worked

h Banls hy

SoftBank said that the decision to
relinquish the shares now was taken to
play “defence against the severe market
environment” and would resolve con-
cerns about future cash outflows while
cutting costs.

In deals struck with banks such as
Goldman Sachs and UBS this year, Soft-
Bank has cashed in its Alibaba stake at
prices slightly higher than the level
where Ma’s group began trading in New
Yorkin2014.

SoftBank said that its counterparties
hedged those transactions when the
deals were struck so the current move
would not create additional selling pres-
sure on Alibaba’s stock.

RICHARD MILNE
NORDIC AND BALTIC CORRESPONDENT

A new subsidies package for renewa-
ble energy about to be passed in the
US is “extraordinarily important”
and should help improve the outlook
for the under-pressure wind indus-
try, the head of one of the world’s
largestturbine manufacturers says.

Henrik Andersen, chief executive of
Danish wind turbine manufacturer
Vestas, said that concern over
whether the US could end its produc-
tion tax credits (PTC) had led to “stop
and go” conditions for the renewable
mdustry in the past year, but a new
bill should halt ' WOITies.

The US tax credit regime is expected to give more visibility to turbine makers such as Vestas — pevd Swrson/Reuers

flagship economic package, which
includes support for renewable
energy technologies, last Sunday.

The bill still needs to pass the House
of Representatives and be signed by
the president before it becomes law.

Vestas and the rest of the wind
industry have had a tough year
despite rising interest in renewables
following Russia’s invasion of Ukraine
and worries among many western
countries about how they will replace
Russian energy.

Vestas reported second-quarter
results on Tuesday below analysts”
expectations with an underlying
operating loss of €182mn, versus the

fe ofa€l defici

“It’s extraordinarily important,” he
said. “I think that will give some clar-
ity and will accelerate renewables in
the US for the next decade. It's impor-
tant for offshore wind, onshore, solar
[and] power-to-x hydrogen.”

The US Senate passed Joe Biden’s

But unlike German-Spanish rival
Siemens Gamesa, which cut its full-
year profit guidance again last week,
Vestas held on to its forecast for an
underlying profit margin of zero to
minus 5 per cent. Its margin was
minus 5.5 per cent in the second quar-

Fair wind Vestas says Bidens subsidies package
will accelerate renewables in US for next decade

Musk offloads
$7bn of Tesla
stock ahead of
Twitter case

RICHARD WATERS — SAN FRANCISCO

Elon Musk has taken advantage of a
recent rebound in Tesla’s stock price to
sell $6.9bn worth of shares in the elec-
tric-car maker since the end of last
week, according to a series of regula-
tory filingslate on Tuesday.

Thesalesare the first since the Tesla and
SpaceX chief executive sold $8.5bn of
stock in April, shortly after he agreed a
$44bn deal to buy Twitter, and added to
his cash reserves as he faces the social
media company’s demands to go
through with the purchase.

Conoems that Musk would be forced

ter. Shares in Vestas closed 8.8 per
cent higher at DKr198 yesterday.
Andersen said it was “not an easy
quaner at all” as Vestas and the
faced a “chall 1
world” with sharp increases in raw
material costsand prices.

part of his Tesla
stakemafa]hngmarkethavehunguver
the electric-car maker’s stock price in
the weeks following the offer for Twit-
ter, and were only eased after he said he
was scrapping the bid in early July.

Twitter has sued Musk to force him to
go through with the deal and a Delaware
court is due to hear the case in early
October. Musk has claimed he can aban-
don the deal because Twitter misstated
’how much of itstraffic comes from bots,
while the company insisted its regula-
tory disclosures were complete.

The sales disclosed on Tuesday aver-
aged at a price of $869, well above the
low of $620 Tesla'sshares hitin May.

Respondingtoa tweet askingifhe was
“done selling”, Musk said “yes”, and
added: “In the (hopefully unlikely)
event that Twitter forces this deal to
close *and* some equity partners don’t
come through, it is important to avoid
an emergency sale of Tesla stock.”

Under the terms of his Twitter offer,
Musk is responsible for financing up to
$33.5bn of the purchase, with the rest
coming from debt, though he has
d commitments from other

He added that Vestashad been able
toraise prices to the highest level ina
decade, so by working through its
€1_9bn order backlug it would move

d that

investors of more than $7bn.

The Twitter deal provides for a $1bn
break-up fee. But it also requires “spe-
cific performance”, meaning Musk must

loser to p

the second half of the year would
compare “positively” with the first.

“There should be an improve-
ment,” he added, pointing to “six to
eight” quarters of improved pricing.

Martin Wilkie, analyst at Citi, said
the US’s new PTC regime would give
“unprecedented visibility” for tur-
bine manufacturers in the US as it
would be available on new projects
until at least 2032, leading to signifi-
cant upgrades for Vestas's forecast
revenues from 2024 onwards.

lete the deal unless he can prove

he was misled or a “material adverse
event” has occurred at Twitter. He could
also walk away if the debt needed to
close the dealisnolonger available.

That has raised the stakes ahead of
the October court hearing, leaving
Musk at risk of being ordered to go
ahead with the deal on its original terms
or forced to try to reach an out-of-court
settlement with Twitter.
Additional reporting by Sujeet Indap in
New York
SeeLex
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Prolonged dry spell casts cloud over Norway's energy fortunes

orway is in many ways a
Tucky country. Itsabundant
oil and gas resources are
much in demand since Rus-

sia’s full-scale invasion of
Ukraine. Numerous rivers and reser-
voirs up and down the vast country
mean that more than 90 per cent of its
electricity needs are covered by its own
hydropower.

But in a sign of just how deeply an
energy crisis is shaking Europe, Norway
is suddenly facing its own electricity
problems that are affecting everything
from politics and international relations
tobusiness.

An unusually dry winter and spring
have left many reservoirs in southern
Norway at historically low levels for this
time of the year, leading to the govern-
ment in Oslo pledgingto curb electricity
exportsuntil theyarereplenished.

That could be a significant problem

All pages from Financial Times (Asia), Thursday, August 11, 2022

southern Norway, with all the export
cables. Electricity in the three southern
areas of Norway will cost between €263/
MWh and €327/MWh today, but in the
northand centre of the country they will
be just over €1/MWh, according to the
day-ahead prices from the Nord Pool
power market.

The pattern has lasted long enough
that some businesses are voting with
their feet: Kryptovault, a Norwegian
bitcoin miner, is moving its activities
from the south toabove the Arctic Circle
toslash its power bill.

The main reason for the 160-fold
difference in prices is a lack of transmis-
sion capacity between north and south.
Itis a similar situation in neighbouring
Swedenbut itleads to absurd situations.

Norway’s national broadcaster NRK
earlier this summer ran stories only
hours apart with
power companies
in the north of the
country complain-
ingthat prices were
so low they could
ot afford to invest
in new capacity,
and industrial
companies in the south complaining
prices were so high they could not afford
tokeep manufacturing.

The issue has leapt to the top of the
political agenda in Oslo, where the gov-
ernment has warned that it cannot rule

The issue has leapt to the
top of the political agenda
in Oslo as the government
warns it cannot rule out
electricity rationing

ing to pay the same. Sylvi Listhaug,
leader of the rightwing populist
Progress party, has called for Norway
to build gas power stations and said
“it would be a scandal” if “energy
nation Norway” would need electricity
rationing.

Other politicians have called for
expensive plans to electrify Norway’s
offshore oil platforms — which run on
gas turbines — to be dropped.

The government has responded care-
fully. Some of the most generous sup-
port to consumers in Europe will be
increased, meaning the state will pick
up 90 per cent of electricity bills over a
certain pricelevel.

Harder though is devising a scheme
that could help businesses without
merely encouraging an increase in con-
sumption.

Left unsaid is how a big green transi-
tion in Norway’s industry is likely to fare
if there are already problems with sup-
Pply. Norway isfar ahead of the rest of the
world in areas such as electric cars —
eight in every 10 new vehicle sales pro-
duce zero emissions.

But it also has ambitiuus plans for
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Foxconn’s $800mn China stake at risk

Taipeilooks set to block
investment in Tsinghua as
cross-strait tensions rise

KATHRIN HILLE — TAIPE]

Taiwan national security officials want
to force Apple supplier Foxconn to
unwind an $800mn investment in
China chip business Tsinghua Unigroup,
as Taipei seeks to align itself more
closely with the USin the face of escalat-
ingthreats from Beijing.

The investment by Foxconn, the
world’s largest contract electronics
maker and the biggest China private-
sector employer, was announced last

month and made the group the second-
largest shareholder in Tsinghua. But it
putone of Taiwan’s biggest groups at the
centre of Beijing’s growing technology

Holding, controlling shareholder of
Tsinghua. The deal triggered warnings
from the Taiwan economy ministry’s
investment commission that Foxconn

competition with the west. could be fined up to NT$25mn
“This will definitely not go through,”  ($832,000) because it had not submit-

said a Taiwan official involved in ted ion for prior app:

national security issues. Officials said the group was not
The cabinet'sinvestmentcommission  believed to have violated other regula-

hasyet to formally review the case, but
officials from the president’s National
Security Council and the Mainland
Affairs Council believe the deal needs to

tions, as the deal was below the ceiling
for China investments that Taipei had
set for Fuxmnn Ludusl:rial ].umrnel, ‘the

elevated this to the national security
level, prospects are getting dim,” said a
person close to the company. “With the
soaring tension in the Taiwan Strait, this
islookingeven more difficult.”

china claims Taiwan as its territory
and has threatened to take it by force if
‘Taipei resists unification indefinitely.
Beijing has driven home this threat over
the past week with a series of unprece-
dented military exercises.

Analysts said the investment in Tsing-

beblocked, according to another person
briefed on the matter.

Hon Hai, Foxconn’s Taiwan-listed
entity, said on July 14 it had acquired an
indirect stake in Beijing Zhiguangxin

company

But national security officials have
been brought in to review the case,
according to oﬂima]s fam].l.lal with the
matter and p

hua mad: for Foxconn, which has
traditionally focused on the low-
margin, labour-intensive assembly of
electronic products such as smartphones

“It is clelr that now they have

and facturing but is trying to

‘YoungLiu, head of the semiconductor
division who took over as Foxconn chair
three years ago, has pledged to expand
the unit to increase profit margins and
secure chip supplies. He defended the
deal on an investor call yesterday, say-
ing it was a “simple financial invest-
ment” that would also benefit the com-
pany because some of Tsinghua’s affili-
ates areits customers and suppliers.

But Taipei is concerned that the deal
could lead to Foxconn bankrolling an
acceleration in Beijing’s tech ambitions.
Although the group is gradually diversi-
fying its productionlines beyond China,

Strict virus
policy knocks
Prudential’s
HK business

TABBY KINDER — HONG KONG

Prudential’s Hong Kong division suf-
fered asteep fall in new business profits
in the first half of the year because of
China’s strict zero-Covid policy, as the
insurer warned of “challenging” and
“complex” market conditions for the
restof2022.

The FTSE 100 group announced its glo-
bal half-year results from Hong Kong for
thefirstti

75 per cent of its ison the
land, and analymaald ltwuuld be d.Lﬂi—

business.

cultfort ipany to

Platform loses young traders

after stimulus payments end

and equity markets tumble

MADISON DARBYSHIRE — NEW YORK
Robinhood, the retail broker whose
growth reached the stratosphere as
stock trading boomed in the coronavi-
rus pandemic, has fallen back to earth.

Active users have fled the platform.
The number of funded accounts has lev-
elled off. Robinhood’s market capitali-
sation has dropped by two-thirds since
it went public last summer. Last week it
announced lay-offs for nearly a quarter
ofitsstaff.

“Itisa post-Covid hangover,” said Dan
Dolev, analyst at Mizuho Securities.
Robinhood “has woken up in a hotel in
Las Vegas, and there is a Bengal tiger in
the bathroom”.

The California-based broker enticeda.
generation of first-time investors with
commission-free trading and an easy-
to-use app. But its expansion has hita
wall si: P
lus payments ended, inflation began to
eat into investors’ budgets and the stock
markettumbled fromits highs.

Robinhood’s business has felt these
challenges more acutely than other bro-
kers. Its revenue in the second quarter
was down 44 per cent year on year, com-
pared with an adjusted increase of 10 per
cent at Interactive Brokers and a 13 per

b b e

imu-
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Robinhood suffers harsh post-Covid hangover
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are the ones that have just gone away,”
said Richard Repetto, an analyst who

[ D S

tody dropped by 37 per cent, from
Seab

‘The young

“The young guys got crushed because ~ UYS got
they wem holdmg all the smcks that got

crushed

PO

outlier growth and trading volume? A
lot of small crypto traders and a lot of
small crypto trades,” said Tom Sosnoff,
co fou.nder nf opuons tradmg platform

It said Hong Kong new business prof-
its, acritical measure of predicted earn-
ings on newly sold products, fell 31 per
centin the first six months of the year to
$211mn.

Profits from new mainland Chinese
customers that crossed the border to
buy insurance policies in Hong Kong
were $694mn before the pandemic in
2019, but fell toalmost nothing this year,
the Asia-focused insurer said.

Prudential warned that there was
“prolonged uncertainty” about when
the border between Hong Kong and
China, which has been closed for more
than two years because of the pandemic,
would be reopened.

Interim chief executive Mark Fitz-
Patrick said he wanted to “reaffirm”
Prudential’s commitment to Hong Kong.
and connect with potential investors in
Asia. He said Prudential chose to report
its results from the city to “indicate that
we have pivoted, not: Just physically, but.
emotionally, to Asia”

‘We have pivoted, not
just physically, but
emotionally, to Asia’

Interim boss Mark FitzPatrick

Prudential’s share price fell 1.3 per
cent in Hong Kong. Its London-listed
shares have lost a quarter of their value
this year.

Prudenhll has undergone a radical
transformation in recent years, leaving
it solely focused on insurance products
in Asia and Africa, but with a UK domi-
cile and primary listings in London and
HongKong.

It split from its UK business, M&G, in
2019 and its US operation, Jackson, two
yearslater.

The group’s incoming chief executive,
Anil Wadhwani, will be the first to be
based in Asia in Prudential’s 174-year
history. Wadhwani will join the com-
panymHongKong in Felm.lary 2023

https://digital.olivesoftware.com/olive/od n/ftasia/printpages.aspx?doc=FTA%2F2022%2F08%2F1 1&ts=20220810193122&uq=202208041 03507
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posted record profits for the quarter.

After adding 10mn accounts in 2021,
Robinhood added omnly 100,000
accounts in the second quarter. The
number of active traders on its platform
declined by almost 2mn from the previ-
ous quarter, to 14mn. A year before,
active users totalled 21.3mn.

Part of Robinhood’s problem is demo-
graphic. The broker attracted younger
customers who found themselves with
cash to invest from their stimulus
cheques. When the final government
pay'mem:s went out in March 2021, the

k:

ALK IS 1
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il ran
the headlme “The Stimulus Has
Landed”.

“They steer towards the youngest
people, who benefited from
‘stimmy’ . . . and who were spending it
on dogecoin,” said Dolev, referencing
the stimulus and the cryptocurrency.

But with inflation now ripping
through the economy, young customers
have proved the most vulnerable to
financial shocks.

“Traditional investors investing for
retirement, they’ve pulled back but

LdSLYWULRS.  LIE 1 €aSUL ULLLLE VIURELS

UVELAN HEW DUSIIESS PLULLS weLe
$1.1bn for the first half of the year, which
was 7 per cent lower than the same
period last year. Its performance was hit
by higher interest rates and lower sales
in Hong Kong, which suffered from a
large coronavirus outbreak earlier this
year. The group said adjusted operating
profitgrew 6 per cent to$1.7bn.

Of its five cornerstone markets —
Hong Kon; inland China, Inds i
Malaysia and Singapore — new business
profits increased only in Singapore dur-
ing the first half of the year. Its growth
markets, which include Taiwan, India,
Vietnam and Africa, saw a combined
increase in new business profits of
18 per cent to $304mn.

FitzPatrick, who took over asinterim
chiefin March, said: “Although there are
signs that Covid-19-related impacts in
many of our markets are stabilising,
over the remainder of the year we
expect that operatmg conditions may

public offering ler. tech stocks,” Repetto said. because like Tasty, Interactive Brokers, Fidelity
l::.:%w e;g‘l"’S R A portion of Robi _‘ d’s binhood has said its competitive- they were and Schwab haven’t hm_l the same kind
placed bets on financial technology and  ness will depend on bringing new prod- . of drawdown as Robinhood is that
crypto-related stocks that have been  ucts to market. But “frustrating” inter- holdmg all crypto is virtually none of our revenue,
among the biggest declinersamidfalling  nal bureaucracy had made it slow to the stocks and virtually all of theirs.”
equity markets this year. The exposure  launch things such as retirement The interest rate rises by the Federal
means they have been hit harder than  accounts, said a staff member with that got Reserve has given brokers a chance to
investors with broader portfolios. directknowledge of the matter. crushed earn interest and investment income on
‘While Schwab’s reported customer Staffhave left as morale deteriorates. 3 money stashed in customer accounts.
assets dropped by 10 per centin thesec-  Before the latest round of workforce the crypto But Robinhood is largely missing out
ond quarter compared with a year  cuts, Robinhood laid off 9 per cent of  ¢¢yckg and on this benefit. Account balances there
before, Robinhood’s assets under cus-  full-time workers in April. Since thena average about $4,500, compared with
‘ further 5 per cent of staff have quit, the fintech $352,764 at Schwab. For every 0.25 per-
Brkinkend according to Robinhood figures. ? centage point rate increase, Robinhood
am Qowne The majority of Robinhood’s reve- stocks says it earns another $40mn in interest
nues are tied to the number of transac- revenue, while Schwab earns another
600 tions that take place on its platform. As $350mn-$550mn.
dine has d doffi g N o o
T A—— Bl Tt el v s
Inferest suffers 75% drop such as cryptocurrencies, so too has PRI o) G s 2 M i
4 400 _the pandemic, the company is focusing
Crypto In the second quarter of 2021, crypto inwards.
trading accounted for half of Robin- “Historically Robinhood has been a
200 hood’s $451mn in transaction-based company thathas focused a lot on new
Options revenue. A year later, crypto trading customer acquisition,” co-founder and
brought in $58mn, accounting for just chief executive vlad Tenev said last
0 -

Q2 2021 Q2 2022 29 per O:zl(t) of transaction revenue that wofrl;‘m —— o the valuable

Source: BrokerChooser “Where did d generate this customers we already have.”

conti
The company also warned that the
ity of the
geopolitical and regulatory” environ-
mentswould probably increase.

Cathay Pacific bullish after easing of curbs

CHAN HO-HIM AND PRIMROSE RIORDAN
HONG KONG

Cathay Pacific expects to stop burning
cash in the second half as it narrowed
losses and delivered its most positive
outlook in years after the city short-
ened its quarantine requirements.

Inresults published yesterday, the Hong
Kong-listed airline reported a loss of
HK$5bn ($637mn) for the first half of
2022, compared with a HK$7.6bn loss
over the same period last year, and said
itwas optimistic for the rest of the year.

“On the expectation that borders will
reopen, our teams have been actively
preparing to meet the rising global
demand for travel,” said Patrick Healy,
Cathay’s chair. The company was confi-
dent that its “airlines and subsidiaries
will see a stronger second-half than first-
half performance”.

Cathay Pacific said it expected “posi-
tive cash flow” in the second half while
HSBC analysts said they believed the

Thursday 11 August 2022

airline returned to profit in July. In
March, the carrier reported that it was
burning up to HK$1.5bn a month
because of quarantine rules for interna-
tional travellers.

The airline has forecast that passen-
ger traffic by the end of the year will rise
to 25 per cent of pre-pandemic levels,
and cargo capacity 65 per cent. As of
June, it was running at 11 per cent of pre-
pandemic passenger capacity and 56
per cent of cargo traffic. Higher cargo
revenues have been a big factor in its
improved performance.

Rival Singapore Airlines, which was
operating at about 60 per cent of pre-
pandemic passenger traffic in June, has
estimated that capacity will reach 81 per
cent by December.

Cathay Pacific has been hit by an exo-
dus of pilots prompted by quarantine
rules, and aims to hire 4,000 staff
including pilots by next year. It has
called on officials to “urgently provide a
clear road-map” on scrapping curbs to

encourage travel and protect the terri-
tory’s aviation hubstatus.

“Hong Kong has fallen far behind
other aviation hubs, and our regional
competitors have recovered much
faster from the disruptions caused by
the global pandemic,” said Healy.

This week the territory cuti

Flight turmoil tips Tui into third-quarter loss

OLIVER BARNES

Flight disruption across Europe stifled
trading at Tui in early summer, costing
the tour operator €75mn and pushing
ittoalossinthe third quarter.

Sebastian Ebel, Tui’s new chief execu-
tive, said thy would “fight” for

tine period for international arrivals to
three days in a hotel followed by four
days of home monitoring, down from
seven daysatahotel.

Achim Czerny, associate professor of
‘transport economics at Hong Kong Pol-
ytechnic University, said 25 per cent of
pre-pandemic passenger levels “is still
low, but it should be feasible given that
travel restrictions have been substan-
tially relaxed recently”.

HSBC has forecast a HK$4bn profit
for theairline for the second half.

Cathay Pacific shares have outper-
formed regional rivals, up 34 per cent
over the past year. Singapore Airlines is
up 6 per cent over the same period.

compensation from airport operators
fonhedamagetobusiness

Tui said the disruption was “mainly
caused by third-party suppliers and air-
ports due to a shortage in ground han-
dling and airports security staff, reliabil-
ity issues with lease-in partners and
supplier maintenance delays”.

Manchester airport in England was
hit hardest by the disruption. Ebel said
thegreater problems facing UK airports
‘were caused in part tolabour shortages.

) said

Ebel, adding “it shmlld be significant”.

Europe’slargest travel group hailed its
“first broadly break-even quarter post-
pandemic” and said that without the
extra cost of flight cancellations and dis-
ruption, adjusted operating profits
would have been €48mn in the three
‘months to June 30. Instead, Tui booked
aloss of €27mn over the period.

Tuisaid about 4 per cent of customers
faced delays of more than three hoursin
May and June. It cancelled fewer than
200 flights in the same period, below
1per cent of its summer schedule.

* FINANCIAL TIMES

across the group, which
includes Tui’s airline, hotel and cruise

Tui said disruption at UK airports
was partly due to staff shortages

businesses, were €4.4bn, five times
higher than the equivalent period last
year but down 6.6 per cent on the same
period in2019.

Shares in the London-listed company
fell 0.2 per cent yesterday to 143.1p.

Despite the travel chaos, the company
said it was “well on track” to deliver
close to pre-pandemic levels of trading
this summer, adding that bocking data
were “encouraging”. Group bookings for
summer stood at 90 per centof2019 lev-
els. In the UK, summer bookings were
up20percent, compared with 2019.

However, Tui said only demand for
winter bookings from the UK market
was at normal levels. Booking volumes
inthe UK were up 16 per cent compared
with winter 2018.

Richard Clarke at Bernstein said Tui
could struggle during a downturn over
winter. “The big concern is that they are
a fully European discretionary con-
sumer stock . . . where people are going
to be facing a cost of living squeeze.”

COMPANIES & MARKETS

EV battery plans hit by surging input costs

Ambitions of Volkswagen and US rivals to expand production are being hampered by China’s grip on minerals supply

JOE MILLER — SALZGITTER
HARRY DEMPSEY — LONDON

In the race to electrify the car industry,
Silvia-Luna Yzaguirre Sanchez’s battery
cell develnpment expertise is in ever
higher demand.

But the Spanlard —armed withadou-
ble degree in engineeringand an MBA —
has spurned silicon Valley and Asian
hubs for the outskirts of the small north
German city of salzgitter, where she is
spearheading a late surge into battery
cell manufacturing by Volkswagen, the
world’s second-largest carmaker.

“If I go somewhere where there are
1,000 like me, what is the point?” Yza-
guirre Sinchez said of VW’s tech rivals.
‘With VW and its partners committingto
€20bn in investments for six European
battery plants, she hopes to get in on the
ground floor of the group’s “global bat-
tery offensive”.

Yet VW, along with most other tradi-
tional car manufacturers, is playing
catch-up. In 2018 — even as Tesla was
producing its own battery cells with the
help of Panasonic in Nevada, and the
largest global battery maker, China’s
CATL, announced it was building a fac-
tory in VW’s back yard — former boss
Matthias Miiller dismissed the idea of
the group doing the same, preferring to
sign procurement deals with mostly
Asian producers.

“This is not one of our core competen-
cies,” he said of battery cell production,
adding that “others can doit better than
we can”. A few months later, VW
invested €450mn in Sweden’s North-
volt, before deciding to bring battery
cell manufacturing in-house after all, as
the EU’s stricter emissions regulations
forced it to build “significantly more”
capacity by 2030.

American competitors GM and Ford
have, conversely, continued to follow
Miiller’s mantra. They have signed deals
with Korean battery producers LG and
SK On respectively to supply parts for
their electric ambitions and, in the case
of General Motors, help build four dedi-
cated plants in the US with a total of 160
gigawatt hours of preduction by the
middle nfthe decades

.
Power struggle: the battery plant in

where Voll like other

I carmakers, is playing catch-up in

the field of production — sebesten porbrierz
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the country’s electrical industry, has
warned.

Yet Ihe conflict has also strengthened
the resolve of western governments to
reduce their reliance on foreign suppli-
ers, The US and Europe have pledged
billions of dollars in subsidies to compa-
nies that build plants in their countries
and will incentivise local sourcing of raw
materials and battery components.

“Not so long ago, many in Germany
believed that battery cells. .. could
always be ordered from Asia,” said Ger-
man chancellor Olaf Scholz during a
visit to Salzgitter last month. “Now we
know better. The coronavirus pandemic
and Russia’s brutal assault on Ulcraule
h de itclear that a reli
bal supply chains in certain strategic
areasisabigrisk.”

The risk was underlined last week by
reports that China’s CATL had post-
poned a decision on a US site slated to
supply Tesla and Ford, following a visit
to Taiwan by Nancy Pelosi, the Speaker
oftheUS House of Representatives.

That move came afew weeks after LG
said it would rethink a planned plant in
Arizona because of “unprecedented
economic conditions and investment
circumstances in the United States”.

Ford’s partner, Korea’s SK On, the
world’s fifth-largest battery maker, will
loseroughly $760mn this year on $5.3bn
in revenue, according to Bush, as the
higher costs of production begin to bite.

Rising costs could also hurt VW’s
standalone plans. A further €10bn
investment would be needed to secure
raw materials for its six factories, chief
financial officer Arno Antlitz said in
March. He did not rule out an initial
public offering of PowerCo or tie-ups
with other companies to help pay for
battery production, as further sites in
Sweden and Spain come online follow-
ing the transformation of Salzgitter.

None of this deters Yzaguirre Sinchez,
who insists the group’s delayed entry
into battery technology need not hold it
back. “We don’t need to be the ones to
invent the wheel,” she said. “We just
h: he ri 5
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stellantis, the group behind Peugeot,
Fiat Chrysler and Jeep, has established
similar partnerships with LG and Sam-
sung SDI.

Ford, which says it has secured 60
GWh of annual cell production by late
2023 for 600,000 electric vehicles, also
placed a bigbet last month on a partner-
ship with CATL to supply lithium iron
phosphate batteries, a cheaper option
with less range than a rival chemistry
thatuses morenickel and cobalt.

Neither strategy guarantees success,
according to Tim Bush, an analyst at
UBS in Seoul. “Even the players who
have been in the industry for 20 years
are struggling to bring scaled facilities
online at greenfield locations,” he said,
referring to the obstacles that the likes
of Korea’s LG and Japan’s Panasonic
faced in Poland or Nevada and Tesla’s
struggles to increase production of its
next-generation 4680 battery cells.

“Right now, 85-90 per cent of materi-
als that go into a battery are coming
from China,” Bush added, and the
incumbents have locked up most of the
available supply. Ford’s recent agree-
ments to secure the minerals and cath-
ode materials for its batteries were
largely non-binding.

The cost of critical raw materials that
remain on the market is soaring. The

price of lithium carbonate hit an all-
time high in April and is still eight times
whatit was at the start of last year.

‘More crucially, availability of miner-
alsis a looming problem for latecomers
VW, Ford and GM, with the latter agree-
ing last week to pre-pay $200mn tolith-
ium producer Livent for supplies.

Scott Yarham of S&P Global Com-
modity Insights predicted that along
with the lithium supply crunch, short-
ages of nickel and cobalt were likely to
follow later thisdecade.

“There’salotof investment in battery
cell manufacturing in Europe and the
US, but not sufficient enough in the raw
materials,” he said. “There’s going to be
abigdisconnect.”

Thingslook no better farther down the
manufacturing chain. Mathias Miedre-
ich, chief executive of Umicore, one of
Europe’s few makers of vital cathode
active materials used in batteries, and a
VW partner, said car manufacturers
were scrambling to build relationships

ith suppliers after the icexp
rience” of semiconductor shortages.

He warned that there would be “a
scarcity of supply” of battery cell com-
ponent manufacturing, even if there
was enough investment in mining and
battery plants, due to the intricacies of
the production process.

At Salzgitter, VW, whose electric
strategy accounts for half of all cars sold
in 2030 being battery-powered, has
added further complexity by choosing
to convert an existing diesel engine
plant rather than build on a new site and
retrain staff there to work on battery

technology.

“1t’s both a blessing and a curse,” said
Frank Blome, chief executive of
PowerCo, VW’s newly formed battery
production unit. “The change is stress-
ful because we still have to mass pro-
duce, develop and update the combus-
tion engines. And we're doing batteries
in parallel. On the other hand, we have

ing here at the site to build a new
plant, all the infrastructure, all the
»

VW hopes to start production at
Salzgitter in 2025 and scale up to 40
GWh of annual production at the site,
enough for about 500,000 electric vehi-
cles, and reach a total of 240 GWhacross
sixlocations five years later.

It comes at a time when Europe’s
industrial competitiveness is under
threat, with energy supplies increas-
ingly constrained by the war in Ukraine.
‘Were Russia to cut offall gas supplies to
Germany this winter, battery plants
‘would be forced to cease production
immediately, ZVEI, which represents

Travel & lelsure

Judge denies golfers’ request to play PGA Tour
event after defection to Saudi-backed circuit

SUJEET INDAP — NEW YORK

A US judge has denied a request from
three professional golfers to play in a
PGA Tour event this week in Memphis,
Tennessee, after they defected this
summer to the LIV Golf circuit, a
start-up league backed by Saudi Ara-
bia’s sovereign wealth fund.

The golfers are among 11 who last week
sued the PGA Tour, alleging that the top
US golf league had violated antitrust
laws by expelling them as punishment
forjoining the rival organisation.

Talor Gooch, Hudson Swafford and
Matt Jones additionally asked the fed-
eral judge in SanJose, California to issue
a temporary restraining order allowing
themto play in the first event of the PGA
Tour playoffs, which begin on Thursday.

They argued they would face “irrepa-
rable harm” if they were not allowed to
tee off while the main case wound its
way through the court.

The players’ lawyers described the
forthcoming tournament as part of the
“Super Bowl” post-season of the PGA.
Tour, whose spoils include the ranking

points needed to play in the four annual
majors, including the Masters and Brit-
ishOpen.

The LIV Tour has not been awarded
world golf ranking points, leaving most
ofits players with few chances to com-
petein the four major events unless they
are granted access to the PGA Tour or
Europe’s DP World Tour.

The new tour has shaken up profes-
sional golf as many star players have
joined the league, which boasts large
tournament purses and guaranteed
contracts from the billions that the

e
Talor Gooch is one of the players to
challenge the tournament organiser

saudi fund has dedicated to the project.
LIV’s critics have accused it of “sport-
swashing”, or using its cash to improve
the kingdom’s reputation.

The PGA Tour has argued that it has
‘the exclusive right to its members’ alle-
giance as that arrangement allows it to
maximise media rights deals, which
then flow into player prize money.

In court papers, the PGA Tour
accused Gooch, swafford and Jones of
‘wanting to take the LIV riches and keep
a toe in the PGA Tour, even as they
undermined it. “The antitrust laws do
not allow Plaintiffs to have their cake
and eatittoo.”

PGA Tour commissioner Jay Mona-
‘'han said: “With today’s news, our play-
ers, fans and partners can now focus on
‘what really matters over the next three
‘weeks: the best players in the world
competing inthe FedExCup Playoffs”

The judge separately said that the
trial for the main case would begin in
September 2023.

The LIV Tour’s fourth event is sched-
‘uled for Boston in September after the
PGA Tour playoffs finish this month.
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Global Appointments

InvestH€

The Government of the Hong Kong
Special Administrative Region

INVEST HONG KONG

Rusi D P o

(Family Office) (Non-civil Service Vacancy, 12-month contact)
Salary: HK$47,820 per month
InvestHK is looking for a passionate professional to join its Global Family Office Team

Duties

(i) To attract foreign direct i including the id ion of and hing out to Mainland and
overseas family offices which plan to establish an office or expand in Hong Kong;

(i1) To facilitate family offices in setting up/expanding businesses in Hong Kong, including engagement
of its stakeholders such as financial services sector, air/ship leasing companies, regulatory-related
organisations and industry associations, conducting market research, answering enquiries from clients,
preparing marketing materials, etc.;

(iii) To organise and attend prc 1 activiti such as P d events
and duty visits to promote Hong Kong's financial services and family office sector and build rapport
‘with stakeholders;

(iv) To lead projects independently and ensure Key Performance Indicators (KPIs)/reporting are met on a
timely basis;

d-tabl

(v) To update the information stored in dedicated FO website, pitchbook and/or captive
insurance and related marketing materials; and
(vi) To perform other administrative tasks and ad hoc duties as required.
Entry Requirements
(a) A Bachelor’s degree from a Hong Kong university, or equivalent, preferably in finance, business
iministration or related

(b) Minimum three years of relevant full-time work experience gained in business development, event
management, public relations and/or marketing;

(c) Good knowledge of digital and social media marketing is an advantage;

(d) Advanced level in Microsoft PowerPoint, proficiency in the application of common business software
(including Microsoft Word and Excel) as well as Chinese and English word processing; and

(e) Excellent English and Chinese written communication skills. Fluency in English, Cantonese and
Putonghua is a must. Pi 'y in anether 1. will be an ad ge.

How to Apply
Applicants must submit the following items on or before 18 August 2022, 5:00 p.m. (Hong Kong time):

(i) an application letter setting out in detail why the applicant considers himself/ herself suitable for the
position; and
(ii) a full curriculum vitae (CV) to the email address: job@investhk.gov.hk; and
(iii) an on-line application by using the G.F. 340 On-line Application System at the Civil Service Bureau’s
website (http://www.csb.gov.hk).

Applications without any of the above or late submission will not be processed.

Please visit GovHK at https://www.gov.hk or download “Government V ** Mobile Appli
at Google Play/Apple App Store/HUAWEI AppGallery for information about the position.

Thursday 11 August 2022
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Fixed income. Subprime borrowers

Investors watch for cracks in
US consumer loan industry

Americans weighed by record

amount of debt as Fed prepares

et Tk b e Tt

‘ Recent delinquencies on US
consumer loans are ticking up
Quarterly (%)

30-plus day delinquent ‘
balances by loan type
Quarterly (%)

Coinbase
racks up
$L1bnloss in
trading slump

RICHARD WATERS — SAN FRANCISCO

Cryptocurrency
its revenue had plummeted 61 per cent
in the latest quarter as crypto prices fell
and trading volumes shumped.

The San Francisco-founded company
reported an after-tax loss of $1.1bn
compared with the $1.6bn net profit that
it registered in the middle of the crypto
boom a year ago.

Itsaid $446mn of the loss reflected an
impairment charge on its crypto and
venture investments.

Coinbase shares fell more than 5 per
cent in after-market trading after the
announcement late on Tuesday, having
lost nearly 11 per cent earlier in the day,
but were up 5.2 per cent to $92.2 by
lunchtime in New York yesterday.

The collapse in bitcoin and other
crypto prices sent the company into the
red in the first quarter, leadingit to lay
off 18 per cent of its staff in June.

with trading volume down another
30 per cent compared with a weak first
quarter, it suffered a $647mn operating
loss before the impairment charge and
its net cash position fell by about

$400mn, to $2.8bn.
In an attempt to ease Wall Street
concer i cial ditionin

the middle of what it called a crypto
“winter”, Coinbase published extra
information about its cash burn and

Higher bills: Us June at 2.7 per cent, up 0.8 percentage

shoppersareset  pointsfromayearago, datacompiled by 1 .

to face bigger ‘Moody'sshow. lIt said its aﬂa!YSlS

debt payments While that trend is still well below suggests retail customers
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KATE DUGUID
Investors are watching closely for
hairline cracks in the US consumer loan
market as lower income borrowers feel
the squeeze of high prices and rising
interest rates.

US household debt levels have
skyrocketed this year as Americans
borrow more to pay for increasingly
expensive homes and cars.

It’s not just big-ticket items: rising
rents as well as higher prices at the
petrol pump and in the grocery store
have pushed consumers to rely more on
credit cards.

Research from the Federal Reserve
Bank of New York showed that US
households held a record-breaking
$16tn in debt as of the second quarter of
this year, an increase of roughly $2tn
sincebefore the pandemic.

For now, overall delinquencies —
debts past their due date — remain
historically low at about 2.7 per cent and

. 30 days late Total -
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credit card and car loans where
delinquencies are picking up in
lower income areas and among
subprime borrowers.

Analysts and economists warn that
these problems could proliferate as the
US Federal Reserve rapidly lifts interest
rates to rein in price growth that
continuestorun at 40-year highs.

The central bank’s tightening has not
yet hit the US labour market with the
unemployment rate at a half-century

low but economists expect it tD do so
d

biglendersincluding banks have not yet hiring.
registered a significant uptick in losses Tighter monetary policy is also
onconsumer loans. expected to make new credit harder to
Unemploy'ment has been steady at  access — all as borrowers face higher
d Amer hav ditcards and other

cnntmued to feel the benefit of early
pandemic stimulus. But while overall
delinquencies did not rise in the second
quarter and are still 2 percentage points
lower than they were pre-pandemic, the
composition has changed.

A growing share are now in the early
stages of delinquency, according to the
New York Fed data, which could signal
developing problems.

These are particularly notable in

debt pay
variable-interest loans.
Figures from Dv01, a market data

platform that tracks consumer loans
h

defaults, dels
added to their file.

The trend was driven by borrowers
with low credit scores but Dv01 data
also indicated rising impairments
among households that earned up to
$120,000 ayear.

The pool of loans outstanding that is
‘tracked by DvO1 sits atroughly $30bn.

That is a much smaller number
compared to credit cards or mortgages
‘but still notable because these fintech
loans are likely to be “charged off” —a
delinquentloan flagged by the lender as
unlikely to be paid off — faster than
more traditional consumer loans, said
Jason Callan, head of structure products
at Columbia Threadneedle, potentially
revealing problems in the sector sooner.

“Most high-level data still looks
incredibly low;” said Callan. “But these
And a:

offered by financial logy
companies such as SoFi, LendingClub,
Prosper and Marlette, showed that new
credit impairments that were not fixed
within 30 days exceeded pre-Covid
levels for the first time in May.

An impairment occurs when negative
information about the borrower — late

you tighten lending standards, you cut
off access to credit, you charge more for
that credit, which leads to worse and
‘WOTse outcomes.”

Delinquency rates have begun to pick
up in car loans as well, driven by
subprime borrowers — with the rate in

on credit cards
due to tighter

monetary policy
Victor | Blue/Boomberg

“You cut off point increases injune and July.
However, a strong jobs report
access to released last Friday showing a contin-
B oo ued rise in wages across sectors has
cred &, YO changed the outlook for now.
charge I think that weare very likely tosee a .
more for sustained period of very slow growth,”
said Eric Winograd, an economist at
thatcredit,  AllianceBernstein. “In that sort of  Ourglobal
whichleads environment, I would expect tosee m team gives you
increase in ket
to worse suspect that the labour market WIll news and views,
weaken. And as the labour market 24 hours 3 day
and worse weakens, people are going to struggle to ft.com/markets
outcomes’ stay current (on their debt payments).”

historical averages, those rates are
expected to continue torise as the last of
the Covid stimulus savings are drawn
down, the Moody s report said.

The rise in delinquencies so far has
been too low and limited to signal
growingrisk of recession.

But each of these data points suggests
that, despite an unemployment rate
that s at 3.5 per cent and a still-robust
consumer, economic strains are
building for lower income households.

Those strains began as inflation
eroded pandemic savings and will
worsen as the Fed tightens monetary
policy in a deliberate effort to cool the
'US economy.

The Fed is due to raise interest rates
by between 0.5 md 0. 75 percem;age
pointsatitsnext

Evidence of a slowdown in the world’s
largest economy — asecond consecutive
quarter of contraction in gross domestic
product reported in July — had initially
prompted investors to bet that the Fed
would slow its pace of rate rises in
September after two 0.75 percentage

are not leaving the
Coinbase platform’

said it had not experienced any credit
losses, despite the financial stresses
hitting some other crypto companies.

Chief financial officer Alesia Haas said
that, along with long-term debt taken
out when interest rates were lower,
Coinbase believed its $6.2bn in available
capital would enable it to keep investing
through the downturn.

She added that Coinbase could
maintain its plan of keeping this year’s
loss on earnings before interest, taxes,
depreciation and amortisation to no
more than $500mn.

However, the company also faced
questions from analysts about its
mounting non-cash losses, with its net
loss of $1.52bn in the first six months
equivalent to 77 per cent of its revenue.

Stock-based awards to employees
equalled 49 per cent of revenue in the
latest quarter and Coinbase projected
that they would continue at the same
level in the current quarter before
droppingoff next year.

At $46bn, the volume of trading on
behalf of retail customers was down
more than two-thirds compared with
the year before.

Itsaid the downturn was part of a typ-
ical cycle in the cryptomarkets and said
its analysis “suggests [retail] customers
arenotleaving the Coinbase platform”.

Coinbase reported net revenue of
$803mn in the quarter and a loss per
share of $4.98. wall street had
been expecting a loss of $2.65 a share on
revenue of $832mn.

Record outflows from commodity
ETPs obscure long-term demand

EMMA BOYDE

Investors pulled record amounts of
money out of commodity exchange
traded products in July but industry
observers said the rush for the exits
ignored some long-term factors.

About $11.2bn was pulled from
commodity ETPs globally, surpassing
the combined outflows of $9.7bn
recorded in May and June and marking
the third month in arow of net outflows,
according todata from BlackRock.

The previous record was set in April
2013 when investors withdrew $9.5bn.

However, Alessandro Sanos, global
director of sales strategy and execution
for Refinitiv, a data pmvlr]er. said large
investors were actu:

“In commodities, you always have
two views,” he added. “Someone will be
going short and someone will be going
long. At the moment, institutional
investors are increasing their capital
allocationto commodities.”

Sanos, who also serves on the CTA
Commeodity Trading Advisory board
and the Climate Neutral Commodity
board, said institutional investors were

thinkinglong-term.

Thursday 11 August 2022

“If you really want to go down the
path to a low-carbon future, it will take
decades to rewire the economy and the
entire industrial complex as we know
it,” heargued.

Bob Minter, director of exchange
traded fund strategy at abrdn, an asset
manager, said the outflows were an
indication that investors tend to suffer
from “recency bias”.

The broad-based Bl berg

Like Sanos, Minter said the energy
transition was going to be a driver for
commodity price increases because
there was likely to be a shortage of the
commodities needed to create the
transition. It can take decades for a
copper mine to move from approval to
production, for example.

Commodity ETPs include gold prod-
uctsand broad-based funds often havea

1 p the preciousmetal

Ccommodity Index fell nearly 20 per
cent from its peak on June 9 but has
recovered slightly since then.

Refinitiv’s Alessandro Sanos said
large investors were actually buying

Data from RBC Capital Markets indi-
cated that $18bn was withdrawn from
ETPs focused on precious metals in July,
against only $600mn from base metal
‘vehicles and $2.6bn from energy funds.

“On the bearish side is recession,”
Minter conceded. “Our view of the
recession is that it is a short-term issue
that is affecting sentiment but, after
‘that, we should see metal supplyis atall-
time lowsand no oneislong”

However, Minter was firm in his belief
‘that money would eventually flow back
into the vehicles.

“If you think that we're getting a mas-
sive multiyear recession, then I'm
‘wrong. Butif it’sa run-of-the-mill reces-
sion then we're going to have a problem
withsupply,” he said.

Pakistani bonds shunned after energy
and food price surge raises default fears

JOHN REED — NEW DELHI
NIKOU ASGARI — LONDON

Investors are on alert for Pakistan to
follow Sri Lanka into default as it
struggles with soaring commodity
pricesand tighter credit conditions.

Pakistan’s foreign bonds due to mature
in 2024, 2025 and 2026 are trading
firmly in distressed territory, at
about 71, 65 and 63 cents on the dollar,

svel ding to Bloomberg

data.

1ts debt has been among the worst-
performing this year of any issued by
emerging market countries, signalling
investors’ concerns over the pressures

economist at Capital Economics. “The
explosion in commodity prices has led
to a rapid deterioration in its current
account and rising government
spending”

The discount on the country’s bonds
remains smaller than for other
emerging markets. This is due to
expectations that an IMF bailout
coupled with bilateral financing support

the dollar over the past three months,
although it has come off a recent low
of Rs240 last week to trade at about
Rs224.

Fitch, Moody’s and S&P, the rating
agencies, have downgraded Pakistan's
outlook to negative in recent weeks.

Its credit ratings are deep in non-
investment grade, or “junk”, territory.

Some market participants have

dorsed the view of Pakistani officials

‘“The explosion in
commodity prices has led
to arapid deterioration in
Pakistan’s current account’

The surge in global energy and food
Pprices since Russia’s invasion of Ukraine
in February has fed inflation and
widened Pakistan’s trade deficit,
drainingitsreserves.

‘with its foreign exchange reserves
falling to about $9bn, enough for
another two months, a liquidity crisis
looms.

“Going into the Ukraine crisis,
Pakistan wasn't in a good place to start
with,” said Gareth Leather, senior

* FINANCIAL TIMES

may help Pakistan avert a default this

Ghana, which as with Pakistan is
contending with spiralling prices and is
seeking help from the IMF, has bonds
maturing in 2026 trading at roughly 68
cents on the dollar.

Those of Sri Lanka, which defaulted
in May, are trading at about 32 cents.

Even so, in a sign of investors losing
faith in Pakistan’s economy, the rupee
has fallen more than 15 per cent against

that allies including the US, China, and
Arab countries will help keep it afloat by
may offer financial support, deeming
the nuclear-armed state’s economy too
important to fail.

The IMF isset to hold a board meeting
late this month to discuss a $1.2bn
disbursement to Pakistan, “once
adequate financing assurances are
confirmed”, Esther Perez Ruiz, its
resident representative in Pakistan, said
lastweek.

“Pakistan has a combination of
Chinese and IMF support likely to come
together unlike, say, Sri Lanka or El
Salvador,” said Kevin Daly, emerging
market debt portfolio manager at
Abrdn. “They don’t have the same level
of support that Pakistan has.”
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The day in the markets

at you need to know

» US stocks and bonds rally after
Inflation In July rises less than expected
® Consumer price index reading lifts
hopes of slower pace of Fed

‘ ‘Wall Street’s ‘fear gauge’ returns to levels last seen in April ‘

Vix volafility index

» Stoxx Europe 600 and Dax bounce
back after losses In previous session

US stocks and government bonds rallied
affer dafa showed inflation in the world's
largest economy had steadied, raising
hopes that the Federal Reserve may
temper ifs aggressive rate rises fo subdue
soaring prices.

The consumer price index dafa
published yesterday showed that prices
in the US rose 8.5 per cent year-on-year
in July, a slower increase than in June and
below economists’ forecasts of 87 per
cent.

The figures also showed that,ona
month-on-month basis, there was no
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increase in the CPlin July with
213 per cent rise in June.

The blue-chip S&P 500 gained 1.8 per
cent by afternoon trading on Wall Street
while the tachnology-heavy Nasdaq
Composite rose 2.4 per cent.

Encouraged by the improved economic
outlook, investors piled into consumer-
focused stocks. Meanwhile, Facebook
owner Mefa and Tinder owner Mafch
Group were among the highest risers on
the Nasdaq 100.

The S&P 500 has climbed more than 14
per cent since mid-June and the moves
put it on track fo snap four consecutive

I I I I
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Criticism of BoE
policy is largely

misplaced

Bruna Skarica

Markets Insight

ithinflation higher than
it has been in decades,
there is no shortage of
critics of the Bank of
England. still, the bulk
of the blame seems largely unfounded.

The BoE has been criticised for being
too slow to raise rates and deing too
little since but it was dealt a particularly
‘bad macroeconomic hand to play.

An earlier, tighter policy regime
would have had only a limited effect
in damping inflation and, under the cir-
the UK central bank’s mon-

“Inflation has been expected to peak
over the summer for some time so it was
reassuring for markets that there are
clear signs that this locks fo be
happening,” said Oliver Blackbourn,
portfolio manager af Janus Henderson
Investors.

In government bond markets, the yield
on the 10-year US Treasury bond, which
moves with inflation and growth

The US dollar, a haven for investors in
‘times of uncertainty, also fell back in
reaction to the bond data, sliding 1.3 per
cent against a basket of six currencies.

“While peak inflation is welcome news,
it's probably not enough fo allow the Fed
‘o ease off Ifs fightening or to put
recession fears to bed,” said Mike Bell,
global market strategist at JPMorgan
Asset Management.

etary policy course might be the best
choice amonga set of difficult options.

On our forecasts, higher food and
energy bills will directly account for
60 per cent of the anticipated peak
inflation figure in October. Non-core
inflation is not something monetary
policy canimpact.

In December last year, the BoE made
the point that, given the drag of
monetary policy, to address a build-up

reduction. Instark contrast, the Fedand
the ECB were then still purchasing
assets under their QE programmes.
Even the UK’s labour market tight-
ness is probably more a supply than a
demand story. Employment is still well
below its pre-Covid peak by 210,000
jobs with labour supply down by
290,000 workers asrecently as May.
Apart from reduced migrant inflows,
the lower domestic participation rate is
a problem, too. For example, the UK has
never had as many potential workers
outside the labour market due to health
issues. The BoE can impact labour
demand by slowing growth but there is

Fiscal policy action should
be aimed at low-income
households that have seen
weaker wage growth

when the sterling-dollar exchange rate
fell after the BoE’s bold 0.50 percentage
point rate rise, as traders focused on
weakening growth.

Facing a more difficult employment
and inflation trade-off than for other
central banks, BoE action has been
largely gradual in its approach in the
first half of this year. Given it is forecast-
ing amedium-term inflation rate of well
below 2 per cent, there is an argument
that the current pegging of Bank Rate
may already have reached the level con-
sistent with the BoE's remit of returning
mﬂamnmzpementwernme

elevated and another imported infla-
tionary shock on the horizon as gasand
electricity prices are settorise again, the
Monetary Policy Committee opted for a
more Ioroeful approachlast Thursday.
rates by 0.50 p

points while forecasting a prolanged
recession demonstrates the MPC’s
intent to act against any and all
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days of losses.

The Vix volatility index, which serves
as a measure of expected swings in US
stocks, fell below 20 for the first time
since April.

expectations, dropped 3 basis points fo
2.77 per cent.

The yield on the two-year note, which
moves with interest rate expectations,
dipped 1bp to 316 per cent.
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Across the Atlanfic, the Stoxx Europe
600 closed up 09 per cent and
Frankfurt's Xefra Dax index gained 1.2 per
cent after losses in the previous session.
lan Johnston and Willlam Langley

Markets update
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Social media platform Twitter rallied on
news that Tesla chief Elon Musk had sold
$69bn worth of shares in the electric-car
maker.

Musk is currently embroiled in a legal
battle with Twitter, having backed away
from buying the platform following the
acceptance of his offer.

Musk tweeted that, in the “event that
Twitter forces this deal to close and some
equity partners don't come through, it is
important to avoid an emergency sale of
Tesla stock”.

A revenue miss senf Roblox lower with
the online gaming platform posting
second-quarfer bookings of $639.9mn, off
4 per cent year-on-year and below the
Refinitiv-compiled estimate of $644.4mn.

Roblox peer Take-Two Interactive and
chipmaker Nvidia both reported
disappointing sales this week owing, in
part, to weaker gaming demand.

Some clinical developments liffed
biotech group Aethlon Medical.

Given the outbreak of monkeypox, the
company said that it had commissioned a
test-tube experiment 10 assess its
Hemopurifier therapy to capture the
current strain of the virus.

The Food and Drug Administration had
been contacted by Aethlon about the
possibility of providing its Hemopurifier
to doctors for single-patient emergency
use. Ray Douglas

Danish wind furbine maker Vestas Wind
rallied after delivering better than
expected pricing on new onshore orders,
said Cifi.

For the second quarfer, the broker
noted that onshore revenue of £253bn
was 6 per cenf above consensus, helping
to offset softer offshore sales.

Buoying shares also was an average
price per magawatt for orders of
€960,000, up from €840,000 a year
earlier, highlighting Vestas’ potential to
pass on price increases to cusfomers.

Germany’s Heldelberger
Druckmaschinen surged off the back of a
solid update for its fiscal first quarter.

The mechanical engineering group
posted a 20 per cent year-on-year jump
in sales to €530mn, which was largely
down to a rise in the number of new
machines delivered, particularly in Europe
and North America.

Profitability was also expected fo
improve, with Heidelberger forecasting a
profit margin of at least 8 per cent for the
2022-23 financial year, up from 7.3 per
cent a year earlier.

‘An upgrade to its full-year guidance
lifted Ahold Delhaize, the Dutch
supermarket chain.

It expected underlying earnings per
share fo grow at a mid-single digif rafe
versus a “low- fo mid-single digif decline”
previously stated. Ray Douglas

Insurer Aviva rallied on signs that it was
“doing well in a difficult backdrop”, said
Citigroup.

Following a 14 per cent year-on-year
rise in half-year operating profit fo
£829mn, Aviva increased Its interim
dividend by 40 per cent and anticipated
launching a share buyback with its full-
year 2022 results.

Rival insurer Admiral also advanced
after delivering a pre-tax profit of
£2513mn for the half year, which was in
line with consensus.

Meanwhile, its customer numbers rose
‘o 911mn, up from 8.02mn for the same
period in 2021,

Interdealer broker TP ICAP Jumped
affer the release of results that were
“more confident and upbeat than we
have seen in some time”, said Shore
Capital.

Recent volatility across markets
supported frading volumes at TP ICAP,
‘which reporfed underlying operating
profit of £142mn in the first half of this
year — 5 per cent ahead of Shore's
£135mn estimate.

Digitalbox, which owns such websites
as Entertainment Daily and The Daily
Mash, sank after warning of “challenging
macroeconomic conditiens” that were
“likely o adversely impact advertising
revenues” in the second half of this year.
Ray Douglas

in imported inflation even before the
Ukraine invasion, it would have had to
have stamd a fairly aggressive policy
wave of
the pandemic in early 2020. That was
just as the UK economy was about to be
battered by a near-20 per cent quarterly
contraction due to the first lockdown.

Implementing such atight policy may
have limited inflation to the BoE’s goal
of 2 per cent by early 2022 but unem-
ployment would have shot up by about
800,000, according to its modelling.

In fact, compared with its peers, the
UK central bank’s reaction was rather
timely. As early as last September,
it acknowledged that inflationary
pressures might not be transient; and by
February, it had raised rates twice and

the start of its bal. h

doto

nothingit NHS

Further, the relatively lacklustre
post-pandemic recovery in the UK
belies the argument of monetary policy-
driven inflation. Business investment
growth has been very subdued and
consumption growth is slowing too,
despite the simplistic read of real rates
of negative 8 per cent after taking fore-
castinflation for Augustinto account.

Instead, it can be argued that a Brexit-
related reorientation of imports away
from the EU is a possible culprit in surg-
ing prices. UK manufactured goods
inflation was at its recent peak over
4 percentage points higher than in the
euro area. Even the conventional view
that higher rates alone can help prop up
thecurrency and thus damp inflationon
imported goods was undone last week

inflationary p
In our view, fiscal policy action should
be aimed at low-income households
that have seen relatively weaker wage
growth and probably have little to no
excess savings from the pandemic.

Such targeted support would shield
the most vulnerable while having a
limited impact on inflation.

Easing labour supply shortages could
also lower inflation, so supporting the
NHS in a faster reduction of its waiting
listsisagood option.

The BoE has a difficult task and no
easy policy nhuwes. Fiscal policy shuuld

already
task even more complicated.

not

Bruna Skarica is UK economist at Morgan
Stanley
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ARTS

Heroines facing
different directions

Cocteau, those for Les Mamellesby
Guillaume Apollinaire. Pelly,
French. has both directed and
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Francesca Martinez (Jess, left) and Francesca Mills (Poppy) in ‘All of US’ — Helen burrey
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Frank drama explores tough themes

THEATRE

Allof Us
National Theatre, London
ok

Sarah Hemming

“Do you wish you were normal?” The
blunt question is put to Jess, the thera-
pist at the heart of Francesca Martinez’s
All of Us. 1t prompts a sharp intake of
breath around the auditorium. What a
question to ask of anybody, and what
assumptions it contains — who is to

define “normal”? Moreover, this is a
man with a mass of problems who has
arrived at Jess’s door asking the question
because she has a visible disability.

All of Usis a state-of-the-nation play:a
frank, often funny, often shocking
drama about what it is to be disabled or
have a chronic condition in contempo-
rary Britain. It’s the latest in the
National Theatre’s cumulative exami-
nation of who we are, which has roved
from Andrea Levy’s Small Island to
Alecky Blythe’s Our Generation, which
brought ’ voices to th

actors on stage can be notonly inclusive
‘but also expansive and enriching, often
revealing new dimensions to a play.
When Nadia Nadarajah, a deaf actor,
played Celia in As You Like It at Shake-
speare’s Globe, it intensified the inti-
macy between Celia and Rosalind;
Arthur Hughes, who has radial dyspla-
sia, is finding new depths in Richard 111
at the RSC; Daniel Monks, who is par-
tially paralysed, brings fresh intensity to
Konstantin's desire for change in Jamie
Lloyd’s staging of The Seagull. Amy

1t's also the latest drama to demon-
strate that having differently abled

Trigg, in a wheelchair because of spina
bifida, lit up the stage with her brilliant
'Reasons You Should(n't) Love Me.
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At the National, Martinez’s Jess,
played with great warmth and wit by the
author in Ian Rickson’s staging, has cer-
ebral palsy (though Martinez prefers to
describe herself as “wobbly”). This
means that Jess has a PhD in psychology
and an important job as a therapist but
needs help to open a packet of cereal or
doupher buttons.

‘When an inexperienced official reas-
sesses Jess’s Personal Independence
Payment, she ends up losing her Mota-
bility car, her work and her patients.
Her friend Poppy, played by the excel-
lent, ebullient Francesca Mills, is a
sweary, sexy, funny 21-year-old who
wants, like so many people her age, to
live alittle. But cuts mean that she loses
her night-time carer and so is put to bed,
inanappy, at 9pm.

The humiliation of this, the reduction
of vibrant people to statistics and prob-
lems, the “othering” and the “us and
them” thinking, come bursting across
the stage. Martinez’s Jess refuses to get
angry; her play, on the other hand, is
very angry. It is at its best when it sticks
tightly with its characters, showing us,
rather than telling us, the details of the
grim impact of government policies,
cuts and shortages.

‘Where it goes astray is in trying to
encompass a whole raft of issues: there
are sections of dialogue that become
more political rant than political play,
which undercuts its impact. Some char-
acters feel very sketchy. Thisis a shame,
aswhat the play has to say isserious and
importantand concerns allof us.

To September 24, nationaltheatre.org.uk
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La Voix humaine/

Les Mamelles de Tirésias
Giyndebourne, UK

ey

Alastair Macaulay

The sociologies of Glyndebourne
Festival Opera, onstage and off,
remain fascinating. The social
order of each audience, the social
order of each opera and the social
order of each (often revisionist)
production have often worked
together with subversive tensions.
True, the Glyndebourne dinner

gramme, the topic is womanhood.
But the heroines of this double bill
of one-act works by Francis Pou-
lenc (1899-1963), in new produc-
tions directed by Laurent Pelly,
face in opposite directions. The
ist of La

designed the costumes. The sole
singer of La Voix humaine is the
mezzo Stéphanie d’Oustrac
(French) — who happens to be
Poulenc’s great-niece. A high pro-
portion of the Les Mamelles soloists
are French, too.

The set designer, Caroline Ginet,
has created utterly unalike stage
worlds. La Voix humaine occurs on
adisconcertingly shifting plateau.
only the woman and her tele-
phone occupy the stage, which at
first seems to be herroom but later
seemstobe her mind. Les Mamelles
is one cartoon upon another. Our

interval can still seem an embodi-  first view of thousands of babies, in

ment of social privilege —butthe  serried rows, is the most hilarious

fare onstage has often raisedissues  moment of many.

thatrattle complacency. Although lucid diction used to
In this summer’s final pro-  be thesine quanon of French oper-

atic style, it's been many years
since I've heard opera singers
deliver French words so clearly as
here. The soprano Elsa Benoit
(Thérése/Tirésias) and baritone
Reégis Mengus (her husband) both

passive, neurotic pre

towards suicide.

is

Voix humaine (1958) is one we rec-
ognise without often meeting
these days: the woman who lives
only for the love (and telephone
calls) of one man, and whose
needy existence is pathetically
defined by that love. As she real-
ises hes been cheating, she moves

By contrast — after dinner —
arrives the world-changing hero-
ine of Les Mamelles de Tirésias
(1945), Thérése announces that
she’s a feminist with plans to do
work usually exclusive to men. So
she becomes the trans man Tiré-
sias! She loses her breasts; she
gains a beard. Her husband, a
reluctant trans woman, devises a
laboratory for mass-breeding
babies without mothers. Les
i surreal,

set peak

The vibrant brightness of their
voices is what once seemed the
basis of French opera; Imarvelled
to hear it again. They act as they
sing: ebulliently.

D’Oustrac, though not lodging
words in the audience’s ear with
the same skill, has the artistry to
take the La Voix humaine mono-
logue into a kind of expanding
love-death morbidity. Robin Ticci-
ati, conducting, finely contrasts
the two: La Voix becomes a post-
Debussy study in changing har-
mony and fragmented melody,
while Les Mamelles, Stravinskian at
first, is all brio and buffo élan.

How remarkable that Poulenc
created women so utterly unalike!
Next season, Glyndebourne
presents his full-length tragedy

energetically bonkers.

Almost everything in these
Glyndebourne productions is a
tribute to la belle France. The words
in La Voix humaine are by Jean

des Carmélites (post-
poned from 2020), with some of
the greatest women'’s roles in all
20th-century opera.

To August 28, glyndebourne.com

Sri Lankan family ties pulled taut

THEATRE

Counting and Cracking
The Lyceum, Edinburgh
Hokohok

the origins of Sri Lanka’s civil war, seen
through the story of Radha’s family. The
grandfather she knows as Apah (Pra-
kash Belawadi) is a leading Tamil politi-
cian in a nation where the balance of
power is rapidly shifting towards the

Alice Saville

A transporting fug of incense fills the
auditorium during S shakthidharan’s
epic play Counting and Cracking, which
draws onthe stories of his own family in
both Sri Lanka and Australia. Hailing
from Sydney’s Belvoir St Theatre and
now playing at the Lyceum as part of the
Edinburgh International Festival, thisis
rich, heady, bl iff, mad

by political struggle and the unignora-
ble tug of family ties.

InSydney in 2004, 21-year-old autho-
rial stand-in Siddhartha (Shiv Palekar)
is scattering his grandmother’s ashes in
the river, guided through this Sri
Lankan ritual by his frustrated mother,
Radha (Nadie Kammallaweera). She’s
bewildered by this thoroughly Austral-
ian child she’s raised and by his media
studies degree: “What does that mean,
studying studies?” she asks. But sid-
dhartha’s attention is monopolised by
Lily (Abbie Lee Lewis), an Indigenous
Australian Yolngu law student he woos
by starlight.

Inher own modest way, Radha is also
embracing Sydney life, cautiously flirt-
ingwith the Turkish engineer whois fit-
ting her air conditioning unit. Then a
phone call comes that drags Radha and
siddhartha back to the past, to the Sri
Lanka they thought they’dleft behind.

A pacy succession of scenes set
between the 1950s and 1980s sketches

* FINANCIAL TIMES

majority. He rails against the
rise of nationalist sentiment on both
sides, becoming a political island as the
Tamil Tigers marshal their forces
againstan authoritarian government.
The contours of this story are com-
plex but its emotional appeal is simple.
In one memorable scene, the young
Radha (animpassioned Vaishnavi Sury-
aprakash) interrupts her family’s com-
plex political debates by handcuffi

stay, cowering among the wreckage of
her dreams of a harmonious, multi-
cultural sri Lanka? Or should she go,
leaving everything she knows behind?
Director Eamon Flack’s multilingual
(English, Tamil and Sinhalese) produc-
tionuses a mixture of splendour and wit
to keep its audience’s attention as the
characters and complications multiply.
Sri Lankan musicians play at the side of
the stage, soundtracking the action in
rich, juddering waves of sound. sid-
dhartha and Lily escape their struggles
to hurl themselves joyfully across the
stage onagiant foamy slip-and-slide.
Asboth Australia and the UK become
ever more ] ing to refugees,

herself to her grandfather’s chair, refus-
ing to abandon her protest until he
allows her to marry for love, not politi-
cal alliance. As violence surges, Radha s
left with a painful choice. Should she

Counting and Cracking offers a gentle
but insistent plea for humanity. It’s
impossible notto listen, rapt.

To August 14, eif co.uk

Sukania
Venugopal (left)
and Vaishnavi
Suryaprakash in
“Counting and
Cracking’

ey Ean
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After two of the most destructive years of wildfires in the state’s history, private groups

and local businesses in the Napa Valley are stepping up to mitigate fire risk.

By Dave Lee

ost people driving
through Napa County,
california’s famed wine
region, see only beauty.
Steven Burgess sees
£ ttine cl E

Spol
juniper along the edge of a multimillion
dollar property, he calls out the combus-
tible shrub’s local nickname: “green
gasoline!”

The 49-year-old volunteer firefighter
and former vintner is giving the Finan-
cial Times a history tour, pointing out
the scars of mega blazes thathave inten-
sified here and around the world over
the past decade, capturing global atten-
tionand concern.

That’s where the Atlas fire started,
Burgess says, pointing up at the winding.
Atlas Peak Road, where a blaze burnt
50,000 acres in 2017. Elsewhere we see
remnants of the LNU Lightning Com-
plex fire, which covered 360,000 acres
in 2020, part of the most destructive
year on record, when 4mn acres were
scorched.

The tour takes us right up to the
present. So far in 2022, more than
180,000 acres have burnt in more than
5,000 fires, according to statistics pub-
lished by Cal Fire, the state’s fire fighting
agency. That’s less activity than at the
same point in 2021 and 2020, but
drought conditions and hot weather
suggest a highly active remainder to the
season, experts havesaid.

Burgess wants to do what he can to
prevent this. He works with the Napa
Communities Firewise Foundation as a
wildfire mitigation specialist. It's anon-
profit, funded by grant money and pri-
vate donations, which has earmarked
325 preparedness projects across the
county at an estimated cost of $550mn,
includi i of Titad

areas.
So far, only $23mn has been commit-
ted, mostly from state and federal
grants. Napa Firewise sees it as an
unpredictable source of income that
hinders the ability to plan ahead.

“It’s personal,” adds Burgess, who
grew up in Napa County. “If I wasn’t
somehow internally motivated to save
this Valley’s ass, I would not be here
right now. I want to help save it. I think
it'ssave-able”

As our planet gets warmer, and our
summers get hotter, wildfires are
becoming more frequent and more
intense across the northern hemi-
sphere. Extreme heat in the Mediterra-
nean region this summer helped create
large wildfires in France, Spain, Portu-
galand Greece.

In California, a state with 33mn acres
of forest that has been in drought for
much of this century, the past two years
have seen fires reach unprecedented
levels, according to Cal Fire. The state
government has announced plans to
mitigate the risk with fuel reduction
projects, working with the US Forestry
Service. The target, as set out by Gover-
nor Gavin Newsom, is to treat up to Imn
acresof forest every year by 2025.

Yet evenifit can meet that goal, it will
represent just a fraction of the state’s
forested areas. Theres now an increas-
ing realisation among local businesses

Workers clear vegetation in
Napa to form afire break to
protect homes earlier this
sunimer— T

How to stop
California
burning

stay “done” for long. There's a three- to
five-year cycle in which the work is
essentially reset by regrowth.

Napa Firewise goes to great lengths to
emphasise that their work does not
remove the area’s natural beauty;
merely tames it. The aim is to create a
landscape that is “parklike” but safer,
improving access for firefighting teams,
particularly on the winding roads that
act as the main arteries in and out of
affected areas.

But no tinderbox bursts into flame
without a spark. And while wildfires
can be started by arsonists or lightning
strikes or bizarre accidents, the major-
ity are ignited by electrical infrastruc-
ture. In the areas it protects, Cal Fire
‘has said 74 per cent of wildfires between
2018 and 2020 were caused by issues
with electrical power, such as vegetation
blowing on to cables due to strong
winds.

For thatreason, the work of

and private or; ions like Napa
Firewise that the private sector must
step up — from the utility companies
burying cables underground, to the
vineyards funding private fire fighters,
to the insurers and homebuilders being
encouraged to work together to make
more resilient communities.

“The [government] can’t do it alone,
it’s overwhelming,” says Mike Wilson,
director of Napa Firewise’s wildfire fuel
mitigation programme. “A built-up
environment of fire suppression over
100 years, now in combination with cli-
mate change, drought conditions. The
whole thing has come together.”

Clearing the fuels

Beside Highway 128 one June day, a
team of half a dozen men from Napa
Firewise worked in the sweltering sun,
chopping off low branches and dragging
the brush down a hill and into a chipper.
It’s a painstaking, dangerous task, sur-
rounded by poison oak and the occa-
sional rattlesnake.

Wwilson says the work Firewise does
with private funding rather than grant
money has an upper hand as it allows
themto cut out the “green tape” thatcan
delay treatment projects by many
months, while environmental and
archaeological approvals are sought.
“We can do privately funded projects
much more efficiently,” Wilson says,
“and still provide protection for the
environment.”

However, private funds make up
onlya fraction of the revenue Napa Fire-
wise has at its disposal — about 6 per
cent. Wilson wishes deep-pocketed
businesses based in California would
step up. “Google, Facebook, Apple,”
he says. “We should be tapping into
those funds.”

Asit stands, the team can treat areas
atarate of abouta milea month. it won’t

‘ Napa County has been hit hard by
California wildfires in recent years

Areas burnt
2000-2022

Cartography: Niko Kommenda, Sam L earner

Napa CounTV

Source: Callfornia Fire and Resourca Assessmert Program (FRAF)

groups like Napa Firewise, mitigation
work is also being undertaken by Pacific
Gas and Electric, the largest utility pro-
viderin thestate.

The publicly traded group, responsi-
ble for powering the homes and busi-
nesses of up to 16mn Californians, has
been pinpointed as a culprit in many of
the largest fires. Ageing or poorly main-
tained equipment has typically been to
blame.

In 2018, the failure of a badly main-
tained steel hook, which was holding a
high voltage cable, provided the spark
for the Camp Fire — a blaze that
destroyed the town of Paradise and
killed at least 84 people, the deadliest on
record. PG&E later pleaded guilty to 84

‘buried 175 miles of electricity cable, ata
cost of $3.6mn per mile. it hopes to
reduce that cost by 2026 to $2.5mn —
with the capability to bury 1,200 miles
per year by then, on its way to its ulti-
mate target of 10,000 buried miles.

the environment around the winery
change dramatically as a result of the
growing wildfire threat. “The fire con-
cerns have become much more real,
much more intense than we’ve ever
seenbefore,” hesays.

since 2017, when the ferocity and fre-
quency of fires began to escalate, he has
invested about $300,000 per year on
fire mitigation efforts. “You don't really
have a choice. If we don’t save our prop-
erties and protect our properties from
burning, there will not be the Napa val-
ley as we knowittoday.”

The expensive work has also become
necessary if Chappellet is to be able to
insure his property. To receive his cur-
rent coverage, Chappellet had to show
evidence of what fire prevention meth-
ods they were using, indluding a video
submission.

Even with this effort, Chappellet says
he can only now afford to cover a frac-
tion of what needs protecting, with huge
deductibles, or excess. “I'minsuring less
than a fourth of our insurable assets,” he
says. “And I'm paying four times the
price that I used to pay to have full
insurance for the whole property.”

Socripplingare the costs, he says, that
other vineyards have opted to leave
their properties uninsured — resigning

ply
should theworsthappen.

It means many are turning to private
fire fighting forces in order to protect
their investment. These private fire-
fighters have become the source of con-
siderabl Duri firein
2020, Cal Fire began investigating con-
cerns that a private company had ille-
gally set backfires asa way of protecting
a property they had been hired to
defend.

Backfires are intentionally lit, small
fires that serve the purpose of removing
fuel, creating a fire break. Cal Fire uses
the technique regularly, but private
services are not permitted to use the
strategy.

Chapp says private
must be allowed to supplement the
work of the state authorities. “Cal Fire
has ajobto do and I am completely sup-
portive of it,” he says. “But it’s really
important that we have private fire-
fighting companies to come protect us
because the resources for the state and
CalFire are minimalistic.”

Using the land more responsibly

Chappellet’s frustration over insurance
costs are by no means isolated. Indeed,

In addition to ding”, the
company is engaged in multiple projects
to install stronger poles — wrapped
in heat resistant fibreglass — and coat-
ing smaller power lines in plastic to
prevent sparking. The cost of PG&E's
programme comes in at $5.96bn for
2022alone.

PG&E’s work may be of unprecedented
scale, but some question whether mean-
ingful enough progressis beingmade by
the state and utility companies.

‘IfTwasn't somehow
internally motivated to
save this Valley, [ would

not be here right now’

In astinging letter to the governor ear-
lier this year, california’s state auditor
described wildfire mitigation plans,

«counts of i Y

The company was forced into bank-
ruptcy in 2020 due to what bordered on
an almost incalculable liability from its
equipment being a leading cause of
major fires.

Now restructured and today valued at
around $27bn, the utility has embarked
on a programme to bury cables in areas
of high fire risk, such as Pope Valley, an
off-the-beaten-track part of Napa
‘County.

The frontline in that work is precisely
f

luding PG&E’s, as “seriously defi-
cient” in tackling the issue of power
lines in high fire threat areas. The gover-
nor’senergy infrastructure safety direc-
tor Caroline Thomas Jacobs said shehad
some “differences of opinion” on some
of the report’s points, but said, “we wel-
come the input” of the audit report.

‘Wine country at work

‘While they are sympathetic to the enor-
mity of the state’s task, patience is wear-
ing thin among some of Northern Cali-

that: aline, dug into the road, ipl fornia’s most p business own-
feetwide and upto5ft deep. ers — particularly in the industry that
Along Pope Valley Road, makes th famous: wil kil

are burying the cables in the soil sur-
rounded by blackened tree stumps
sticking up like burnt matchsticks.
Often, space restrictions mean diggi
up the road surface. Despite this, says
one worker, “We're doing about 500 or
600 feetaday”.

‘About a month after the work is done,
the cables become live. The process
reduces the risk of ignition by 99 per
cent, saysPG&E.

By Sep PG&E aims to have

There are 475 wineries in Napa
County alone, producing 9mn cases of
‘wine every year. Almost all are family-
owned, according to data from the Napa
Valley Vintners trade association.

One of the most celebrated wineriesis
Chappellet, which for more than 50
‘years has been producing award-win-
ningwines.

Cyril Chappellet, the company’s pres-
ident and chief executive — and son of
its founders, Donn and Molly — has seen

the tension holds the key to
a future which doesn’t rely solely on the
unending task of removing fuel and
thinningtrees.

One shared characteristic of many
communities devastated by wildfire has
been a susceptibility to blazes thanks to
the materials used to build houses, and
often a lack of will or foresight in hard-
eningthose locations.

More than 11mn Californians live in
the wildland urban interface, known as
the WUI, where risk of losing homes —
and lives — to wildfires is greatly
increased. In these areas there exists an
inconsistency on standards and

fc of buildi des, meaning
many properties are rebuilt without
adequate fire protection. Most insurers,
facing huge losses, have pulled out.

Preventing wildfires requires rethink-
ing urban planning and land use, say
Dave Winnacker and Donnie Hassel-
tine, two fellows at the Hoover Institu-
tion at Stanford University, where they
have studied wildfire mitigation.

“The future will be hotter, it will be
drier, and it will continue to have
destructive wildfires,” says Winnacker,
who is also fire chief of the Moraga-
Orinda Fire District. “The question is
how destructive.”

The researchers are calling for insur-
ance companies, using input from gov-
ernment and climate scientists, to bet-
ter assess risk over future years; and
then, using that insight, offer financial
incentives to encourage stronger home-
building in return for lower premiums
inthelongrun.

It would mean two neighbours could
be paying vastly different rates depend-
ing on their investments in protecting
their homes. Early discussions with
insurers and other industry groups had
been positive, Winnacker says.

“Iam moving beyond cautiously opti-
mistic to just optimistic that we're get-
ting close. People are willing to talk in
ways that would have been just politi-
cally not possible three, four or five
yearsago.”

Itis hoped the approach will move the
burden of tackling the fire problem to
the population at large, rather than rely-
ing on the slow-paced, expensive work
of state and federal agencies.

“Going the government route is kind
of a Hail Mary,” says Hasseltine, refer-
ring to a last-gasp, hopeful long pass in
American football. “It depends on alot
of time, a lot of bureaucracy and a lot of
money — which we can’t ensure is going
tobe there for the future.”
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“Without fear and without favour’

Turkey’s Erdogan is playing a risky double game

ft.com/opinion

Closer co-operation with
Moscow could trigger
retaliation from the US

Russia’s invasion of Ukraine opened an
opportunity for Turkey’s Recep Tayyip
Erdoiian to play statesman and power-
broker. The Turkish president deserves
credit for brokering a deal with Kyivand
Moscow that has allowed grain ship-
ments to resume from Ukrainian ports.
But he has been careful to safeguard
important economic ties with Moscow.
After his cosy-seeming four-hour meet-
ing with Russian president Vladimir
Putin last Friday, western capitals worry
Erdogan is deepening links with Mos-
cow when its Nato partners are doing
the opposite, and the Kremlin is looking
for ways to bypass western sanctions.
The Turkish leader is playing a complex
butrisky game.

Erdogan has had a bumpy relation-
ship with Putin, a fellow strongman and

litical rival, notably over the Syr-

ian conflict. In Ukraine, Ankara courted
Moscow s wrath by providing Bayraktar
attack drones to Kyiv’s forces. But Tur-
key hasn’tadopted US and EU sanctions
on Moscow, is buying Russian oil and gas
asnormal and kept its skies open to Rus-
sia’s commercial planes — keen to hold
ontothe lucrative Russian tourist trade
itlost in 2015 after Turkey shot down a
Russian fighter over Syria. Exactly what
Erdogan and Putin agreed in Sochi
remains unclear. A joint statement
talked of increasing trade and energy
ties and deeper collaboration in sectors
including finance, transport, industry
and construction. A Russian deputy
prime minister said Turkey would start
paying for gas partlyin roubles.

Turkey’s president was later quoted
as saying five Turkish banks would
adopt Russia’s Mir payments system —a
boon for Russian tourists in Turkey
after Visa and Mastercard suspended
Russian operations. Western capitals
worry the Mirlink could also be used to

skirt sanctions, though there wasno evi-
dence Erdofian had accepted supposed
Russian proposals, leaked by Ukrainian
intelligence, for deeper banking and
energy co-operation that might help
Moscow evade western restrictions.

Erdogan has good reason to woo Rus-
sian financial inflows as he tries to win
re-election next year amid an escalating
debt and currency crisis, caused largely
by his own economic mismanagement.
Inflation hit a 24-year high of 79.6 per
cent in July and the lira has halved in
wvalue against the dollar over 12 months.
Despite Turkey’s Nato membership, it
has no legal obligation to impose US and
EU sanctions against Russia.

Any deepening of economic ties with
Moscow, however, is likely to inflame
frictions with the west when Turkey is
already dragging its feet over sweden
and Finland’s Nato membership.
Erdogan'’s position also provides a test of
the western alliance’s ability to make
sanctions stick globally. Failure to pre-
vent sanctions leakage via Turkey

would make it all the more difficult to
restrain other emerging markets such
as China — which has so far been cau-
tious about providing help to Russia.

One senior official has suggested
western countries might call on compa-
nies and banks to pull out of Turkey if
Erdogian follows through with the inten-
tions he signalled on Friday. But Turkey
is simply too important geopolitically
and for western businesses. Europe frets
over Ankara’s ability to flood the conti-
nentwith the 37mnrefugees from Syria
and elsewhere that Turkey ishosting.

Yet the US has imposed punitive
measures on Turkey before — for exam-
ple, over its purchase of a Russian air
defence system — and secondary US
sanctions are a risk. Though these
would have to be calibrated to avoid cre-
ating a domestic backlash that Erdogan
could exploit, they could still do damage
that would offset the benefits of co-op-
eration with Moscow. In his game of
geostrategic poker, Erdogan should be
wary of overplaying his hand.

Society

In praise of the bearable
lightness of boredom

Ben Hickey

Jemima
Kelly

A

he last time I was truly,
painfully, bored, in the
way that I remember
from childhood — watch-
ing the minutes tick by as
if they were hours; desperately crav-
ulg stimuli other than the contempti-

that, despite the embarrassment of
digital distractions available these
days, boredom had been on the rise
among US adolescents for several
years, and had increased especially
markedly among teenage girls. This
mirrors the rise in teenage depression
and suicide that has been recorded
over the same period, and is widely
attributed to the rise of social media.
The study did not examine the root
causes of the boredom, nor its precise
nature, instead simply asking teens to
rate how much they agreed with the
smtemem. 1 am often bored” on a

offer; feelingan
urge to somehow vent the frustration
physically, vocally, or preferably both
—was almost exactly a year ago.

It was during a seemingly never-
ending church service held to cele-
brate the feast of the Assumption in
a sleepy village in northern France.
The service being led by a man dis-
tinctly lacking in charm, not tomen-
tion priestliness, and my understand-
ing of ecclesiastical French leaving
something to be desired, every long
minute beyond the first 30 or so
became more and more torturously,
tantrum-worthily boring.

This was the kind of stretching-out
of time that modern life only rarely
affords. But it was only once the ordeal
was over —and memories of the Cath-
olic masses I'd been dragged to as a.
teenager had subsided — that its unu-
sualness struck me, and I noticed that
my feelings of pleasure were now
intensified. How the river glistened in
the morning sunshine! How wonder-
ful tobe alive and free and on holiday!

This had been an unadulterated
form of boredom — the kind that can
find its way into minds used to con-
stant stimulation when the stimulants
are taken away. While it can be painful
for a period, this is the kind of bore-
dom that can end up creating the
space for reflection, creativity and a
renewed sense of enjoyment and
motivation.

Butitis notthe sort most of us expe-
rienceon aregular basis. Thereisa dif-
ferent, rather more listless strain of
boredom that our always switched-on
lives lend themselves to. This is the
one you might experience while fran-

t scale. But its lead author,
Ehza'beth Weybright, did note the link
between increasing levels of boredom
and depression and, more specifically,
“sensation-seeking”.

This somewhat directionless “seek-
ing” evokes Tolstoy’s description of
the boredom in Anna Karenina — “a
desire for desires” — that afflicts Vron-
sky, whois notcontent despite having
had his most burning desires fulfilled.

The French translation from the
Russian, ennui, allows for a more
nuanced characterisation of Vronsky’s
feelings — indeed, our use of the word
in English suggests it captures some-
thing that “boredom” does not. Patri-
cia Meyer Spacks, a literary scholar,
differentiates between the two mental
states in her 1995 book, Boredom: The
Literary History of a State of Mind, thus:
“Ennui implies a judgment of the uni-
verse; boredom, a response to the
immediate.”

The mind that is suffering from
ennui is not one that is desperate for
stimulation, or to be freed from its
current constraints; its problem is that
itisn’t desperate for anythingatall —it
has total freedom and yet it cannot
find anything to satisfy it. This is not
the kind of boredom a child repeat-
edly asking “Are we there yet?” on a
long car journey is experiencing — this
child knows exactly what it desires.

And it is this latter kind we should
spend more time trying to create the
conditions for. James Danckert, pro-
fessor of cognitive neuroscience at the
University of Waterloo and co-author
of out of my Skull: The Psychology of
Boredom, tells me that the argument
that boredom itself begets creativity is
misguided. And indeed, it has been
linked to far more destructive behav-
iour and violence. But creating space
in the mind for at least the possibility
of boredom s vital.

Only boring people get bored, goes
the old aphorism. These days, it might
be more true to say that only boring
people do not get bored — at least not

Letters

Email: etters editor@ft.com
Include daytime telephone number and full address
rrections: corrections@ft.com

If you are not satisfied with the FT's response fo your \:mela\m 'you can appeal

to the FT Editorial Complaints Ce

UK reliance on the charity state is an indictment of Tory rule

Tim Pitt says the Conservative party’s
economic policies have had four tenets
(“Tories risk forgetting a rich economic
tradition”, Opinion, August 8).

He says the party has been
“pragmatic, sceptical of ideology and
grounded in realism”, has “welcomed
economic change”, has believed in “the
need for prosperity and opportunity to
‘be shared broadly”, and has believed in
“the state as an enabler”.

But is it pragmatic in 2022 to assert
that “a plan to maximise [economic
growth] is an absolute priority”?

This column by a former senior
adviser to two chancellors, Philip
‘Hammond and Sajid Javid, does not
mention the environment once. A
strategy of maximising economic
growth in the 21st century would be an
absolute disaster.

‘What was pragmatic and
non-ideological about selling the
playgrounds of England’s state schools?
‘What was pragmatic in slashing
benefits for the poor and unemployed,
as has happened since 2010 under
successive chancellors and as shown in

avivid graph in Peter Foster’s piece
“Charities play greater role in social
safety net” carried in the same FT
(Report, August 8)? Mass dependency
on charities is hardly indicative of an
“enabling state”.

Similarly, what is pragmatic and
geared to share prosperity broadly in
implementing a regime of 1,190
selective subsidy schemes that have
been predominantly regressive and not
subject to government evaluation? For
instance, why should landlords be
given full tax breaks for their

gardening expenses when ordinary
householders are not? What is
pragmatic about slashing inheritance
tax on wealthy property owners? And
is it non-ideological to cut funding for
local councils, forcing them to reduce
social services for the poor?

The growing tragedies of the
overburdened charity state is a
testament to a decade of failure on the
part of the Conservative party.

Guy Standing
Professorial Research Fellow, Soas
University of London, London WC1, UK

This is what the China-US

communiqués did not say
Stephen Roach (Opinion, August 5)
calls Nancy Pelosi’s visit to Taiwan “a
direct affront to the *One China”
principles of reunification stipulated in
the 1972 Shanghai Communiqué”,

He echoes claims often made by
Beijing that the US is not sticking to the
three joint communiqués.

Both claims are false.

In the text of the 1972 communiqué
the US “acknowledges that all Chinese
on either side of the Taiwan Strait
maintain there is but one China and
that Taiwan is a part of China. The
United States Government does not
challenge that position. It reaffirms its

“IT'S NoT FuST THE CoST

How Lukashenko bullies
Belarus trade unionists

Tony Barber’s column on Belarus
(Opinion, August 8) cites the 1981 call
by Poland’s Solidarity for workers in
eastern Europe to establish free trade
unions. Belarus workers have done just
that, like working people around the
‘world where democratic rights are
repressed. The Belarusian Congress of
Democratic Trade Unions comprises
independent sectoral unions
accountable to their members, not to
the Lukashenko regime.

In recent weeks, a campaign to
repress the BKDP and deny the right to
strike has culminated in the banning of
independent trade unions and the

Higher rates can avoid
rocketing unemployment

Carol Wilcox asks someone to explain
why “increasing interest rates
decreases inflation except via recession
and unemployment” (Letters, August
8). Easy. It happens because higher
interest rates reduce inflation
expectations thereby allowing markets,
especially for labour, to clear without
the need for price rises.

For two years now, central banks and
others have been saying that the higher
inflation we have will soon go away. If
they are right, and expectations adjust
downwards accordingly, economies
will not experience the skyrocketing
unemployment of the 1970s and 1980s.

interestina eful settlement of the .. o | detention of many of their leaders, Paul Hallwood
Taiwan ques?]e::hy the Chinese OF LIVING - IT'S THE LIVING dozens of whom face politically Professor of Economics, University of
‘themselves.” The US also used similar motivated trials. Connecticut, Sterrs, CT, US
‘wording to acknowledge Beijing’s one The regime has been repeatedly
China policy in the joint communiqués | “Taiwan question” should be settled called to account by the International | Don't bank on NHS reform
0f1979 and 1982. peacefully. The US has stuck to this Labour Organization, while public
‘While the US did not challenge the position. Of course, the people of resentment in Belarus at Alexander There will never be reform of the NHS
one China position held by Mao and Taiwan, suffering under Chiang’s Lukashenko’s bullying dictatorship (FT View, July 29), for what on earth
Chiang Kai-shek, it also did not corrupt and brutal dictatorship at the continues to grow. would politicians talk about should it
specifically agree with it, and neither time, had no say in this themselves. Sharan Burrow ever happen?
said nor implied anything about Alan Watson General Secretary, International Trade Mark Peaker
“reunification”; it just affirmed that the | Taipei, Taiwan Union Confederation, Brussels, Belgium London W1, UK
OUTLOO t has been nearly 40 years since ‘blown famine by next month. The — which seek to end poverty and
Band Aid and Live Aid, but Sir situation is also grave in the Horn of ensure peace and prosperity for all by
Bob Geldof is back with another Africa and Yemen, according to aid 2030 — “sound boring, but the mind-
FOOD SECURITY wake-up call to the world. groups. deadening bureaucratic title belies the

Irish history
warns on perils
of ignoring the
faminein
Somalia

e

The activist musician, who once
called himself a “loudmouth twat with
hair”, wants us all to stop worrying for
amoment about how the Ukraine
war-fuelled cost of living crisis will
affect us and start focusing on the
famine that is devastating Africa again.

The 70-year-old Boomtown Rats
frontman made his appeal after a visit
to a village in County Cork in his native
Ireland, whose plight alerted the world
in 1846 to the scale of devastation in
the country’s potato famine.

Just like Band Aid’s infamous
Yuletide appeal to “feed the world”, a
letter published in The Times on
Christmas Eve 1846, written by
Nicolas Cummins, a local justice of the
peace, urged London for help. 1t
described the “famished and ghagtly
skeletons”, frozen corpses di

Tlmugh the west dug deep to help
its populations through Covid or to
support Ukraine, a cash drought has
compounded the misery: relief efforts
have so far secured less than half the
funding needed for Somalia, the Food
and Agriculture Organization says.

Besides famine, Russia’s Black Sea
blockade paralysed grain shipments
from Ukraine for months, putting
47mn people globally at risk of acute
hunger, according to the World Food
Programme. Only recently have the
first vital cargoes since the invasion
‘been able to depart.

In the video, wearing a bright blue
shirt, white jeans and shades, Geldof
looked a far cry from the scruffy
rocker of his youth — but his message
had not lost his songwriting punch.

by rats and “demonic yells” of these
“delirious, either from famine or
fever” that he witnessed on a visit to
South Reen.

Such “absolute horror . ... is
‘happening this second in countless
thousands of devastated farmlands all
over this fragile world”, Geldof said in
a statement after appearing at a

“Itis dable that people
live their own lives full of their
immediate concerns. And today we
are all fearful of [Russian president
‘Vladimir] Putins filthy illegal murder

vital necessity of their aims, and we
need to maintain our commitment to
them”, he added.

Ireland understands what happens
if you look away. Rural communities
in the south and west were the most
devastated after blight in 1845 struck
the potato crop on which thousands
relied — at that time, men would
typically eat a staggering 6.35kg of
potatoes a day. When early reports
were deemed exaggerated, people like
Cummins went to see for themselves.

An Gorta Mdr — the Great Hunger —
killed more than a million people and
forced some 1.2mn more to emigrate.
Irish language and culture was lost
and the country’s population only last
year rose above smn for the first time
since 1851.

‘With a 21st-century double
whammy of war and climate change,
Geldof fears the world is turning away
from the “newly Forgotten Ones of
our time”.

Ire]and knows all about that. Many

and its oonsequences the price Df
everything, and

blame fficials in London
‘world outlook,” he sald at the time for abandomng the
But he insisted: “Developmentisn’t | starving Irish to their fate.
some feel-good function of virtue- Statistics in an exhibition on the
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tically flitting from app to app on your
phone, perhaps with the TV on in the
background, while also stuffing some-
thing into your mouth — maximum
stimulation in order to attain
. .. something.

A study by Washington State Uni-
versity published in late 2019 found

Thursday 11 August 2022

in boredom’s more constructive form.
By turning to digital devices in order
to avoid one of the great taboos of
modern times, uncomfortable feel-
ings, we end up sufferinga much more
profound sense of malaise.

Jjemima. kelly@ft.com
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By Jude Webber

history festival in West Cork viaa.
video filmed in Reen, where he read
Cummins’ letter.

The UN has warned that parts of
‘Somalia, facing food shortages as
drought has killed 3mn animals and
caused crops to fail, could see full-

* FINANCIAL TIMES

signalling liberal democracy, itisa
critical necessity of humanity and
politics. Otherwise the spores of
poverty find fertile ground in the
poisonous fields of ethnicity, populism

UN

famine in Dublin spell it out in chilling
detail: Irish famine relief from 1845 to
1852: £7mn. The cost of sending
troops to keep the peace in Ireland
during the famine years: £10mn.

jude.webb ft.com

and nationalism. Ask Putin.”
- il

Opinion

Germany is now the fulcrum for Putin’s pressure

Constanze
Stelzenmiiller

1 a strong bid for least surprising

prediction of the year, Germany’s

Commerzbank said last week that

Russian cuts in natural gas supplies

«could trigger “a severe recession”
and possibly even an economic crisis
like “the one that occurred after the
financial crisis in 2009”. Gas rationing
would “probably be inevitable”.

Wwell . . . yes. Courtesy of Vladimir
Putin, most Germans have just learnt
from the evening news what a gas tur-
bine looks like: sort of like a rocket
engine, and a lot larger (and heavier)
than German chancellor Olaf Scholz.

Germany’s national turbine drama
began months ago when Gazprom, the
Russian state-controlled operator of its

i pply line, 1,sent
the Siemens-made piece of machinery

to Canada for maintenance. Ottawa
refused to send it back, citing Ukraine
sanctions; in response, Gazprom sus-
pended all deliveries to Germany. Berlin
had to beg the Canadians for the tur-
bine’s return, so as not togive the Krem-
lin excuses for keeping the gas tap
turned off.

When the behemoth landed in
Germany, Gazprom first sent the gas
supplyback up to 40 per cent, and then
throttled it back down to a fifth of the
pipeline’s capacity; gas prices jumped
20 per cent. The company says the
missing turbine is to blame. But it
refuses to take it back without “guaran-
tees”, said Kremlin spokesman Dmitry
Peskov, alleging that otherwise the
turbine could be placed under sanctions
or turned off remotely. German indus-
try and policymakers say the former
assertion is untrue and the latter

undless.

Chancellor Scholz gave a snap tele-
vised press conference in front of the
colossal piece of kit, still awaiting its
onward journey in a factory hall. 1t was,
he said, in perfect working order and
ready to travel; Gazprom’s (and the

Kremlin’s) cynical feints were just
a“bluff”.

But Putin, of course, is not bluffing.
His message to Berlin is simple: turn on
Nord Stream 2, or your economy getsit.

Toits credit, the “trafficlight” govern-
ment has been labouring to wean Ger-
many off Russian fossil fuels for
months. Coal imports have been
stopped. 0il imports are scheduled to

end by December. But decoupling from
gas, Berlin says, will take until the end of
2024 — chiefly because key German
industries (chemicals, paper, glass)
depend on it, and because most private
households heat withiit.

Some companies have been nimble
enough to adapt: for example, SKW in
Saxony Anhalt, a producer of fertiliser
‘that was being priced out of the market,

switched tomanufacturing a water-urea
mix that is much in demand to reduce
diesel engine pollution. Mayors are
announcing that they will turn off build-
inglights at night, and stop heating pub-
lic pools. The government is promising
energy allowances to companies hit par-
ticularly hard by rising gas prices.

The coalition might even give up its
refusal to extend the life of Germany’s
last three nuclear plants. (In which case
1 will have been wrong in my previous
column.) By way of bait, the opposition
has dangled a speed limit — and this
despite the fact that Germans consider
tearing up and down the Autobahn at
200km per hour as a sacred and inalien-
able birthright, comparable only to
Americans’ second amendment rightto
bear arms.

still, lowering consumption, switch-
. 3 Kl

will not stop insolvencies, offshoring,

The latest polls still show strong sup-
port for Ukraine, and for decoupling
from Russian fossil fuels; but it is dimin-
ished, and shows a clear east-west
divide. Easternmayors and state legisla-
torshave warned of “massive social ten-
sions”. The minister president of Sax-
ony wants the war in Ukraine to be “fro-
zen”, his Bavarian counterpart calls for
“thinking of our own people”. The
frictions between the three govern-
ment coalition partners are beginning
toshow.

A bizarrely self-congratulatory Rus-
sian propaganda video that recently
went viral said: “Winter is Coming
[Time to Move to Russia].” But conced-
ing to the Kremlin by pushing Ukraine
towards an armistice and putting Nord
Stream 2 into operation would be politi-
cal suicide. Putin is waging war not just
against Ukraine, but against the west.
‘And Germany is the fulcrum where he

and loss of jobs — or gas And
50 Germans are bracing themselvesfora
possible recession, with continuing
inflation, a marked drop in consumer
spending power and a darkening busi-
nessclimate.

must apply force to breakup
Europeand the alliance.
Hard timeslie ahead. Sobeit.

The writer is Fritz Stern Chair at the Brook-
ings Institution

Tory terror
Spurs new war
with the state

Robert
Shrimsley

f only Britain had had a Conserva-
tive government for the past decade
instead of the crypto-socialists who

has lost the big political argument. He
may not speak for Truss, but his pam-
phlet does speak for those on the Tory
right who will have helped win her the
top job and it offers a good sense of her
own point of departure. Truss has
declared implausibly that there will be
no “handouts” to help with energy bills.
The phrase is nebulous — is targeted
help a handout? — but it shows her

world view.
Frost’s charge is that Tories have been
licit 1 hing the role of an

botched everything, includis
Brexit. Ever since his 1

over and i state. From

last year, David Frost, Boris Johnson’s
Brexit negotiator, former cabinet minis-
ter, peer and latterly ferocious evange-
list of the lost creed of true Toryism, has
been compiling a charge sheet against
the government in which he served.

He has now published an essay which
isthe latest salvo in the ever shortening
cycle of di: which ch ises

in-work benefits to increased labour
regulations to the pursuit of net zero
goals, the Tory right sees a leadership
which pursued policies that create
dependency and elevate crises only the
state can solve. Meanwhile, artificially
depressed interest rates have under-
mined market economics, preserving

Tory politics. Naturally the problem is
not too much conservatism but too lit-
tle. Forget austerity or Brexit, Frostsug-
geststhepast 12 years were an era of sur-
render to the New Labour consensus of
Blair and Brown. Such is the party’s
malaise that he opens with Orwell: “We
have now sunk to such a depth at which
restatement of the obvious is the first
duty of intelligent men.” Crikey.

These are not just the musings of
someone who used to be somebody.
Frost was an early backer of Liz Truss
and with her ascent to the premiership
looking ever more likely, heis tipped for
a big role. More important, he captures
the terror and rage of a party that fears it

“zombie” and inflating asset
prices. Too much political ground has
been ceded, too many people are being
sheltered from the harsh, clarifying
winds of capitalism.

The Tories must again fight back
against the statist orthodoxy. The essay
isinfused with the spirit of Thatcher and
the language of Hayek, replete with
warnings of sleepwalking towards
“more collectivism, more socialism™

This argument handily connects the
diverse grievances on the Tory right. It
reflects the disappointment over Brexit
which was meant to be the catalyst for
lower taxes and deregulation but has
morphed into a Conservative Gaullism:
protectionism, interventionism and

higher taxation. The pandemic lock-
down was a midwife to big government
and the net zero targets are seen as a
‘back door to socialism. The same is true
of social reforms which Tories argue
have been used by left-leaning cam-
paigners to take the state deeper into
the private realm. Notably, the labour
regulation Frost targets for priority
repeal is the anti-discrimination Equal-
ity Act. One does not have to share this
outlook to recognise that the Tories
under Johnson and Theresa May aban-
doned the case for a smaller state
(defenders might note it has adapted to
the prevailing need).
Anditisimportant that Conservatives
make some of these arguments. The
state should not be the first resort for
any problem and the lure of regulation is

often too strong. Frost is not a libertar-
ian. Progress for him s to take tax down
to the levels seen under Blair. Public
services, the NHS and the police espe-
cially, are crying out for serious reform.

The dilemma for Truss is that while
her heart will be with Frost, the political
head that got her here, on the brink of
entering Downing Street, knows she
must contain these tendencies. For they
are a challenge to the electoral coalition
builtand held together by Johnson — an
active state was part of the deal.

And we may not be in a small-state
moment. Many of today’s challenges,
especially energy security and climate
change, require government. Discom-
forting as it is to the right, the centre-
ground of politics has shifted towards a
belief in a more active state — if not nec-
essarily in the taxes to fundit.

The logical stance is for a victorious
Truss to talk the smaller-state talk,
while picking her battles carefully. She
can set the course with promised tax
cuts and some deregulation. It is hard,
though, toseeany premier choosing this
moment to slash in-work benefits. And-

Elie Foreman-Peck

for all the bravura, Truss knows there
will need to be a new support package
for energy bills. Public service reform
takes time. Hence the appeal of totemic
steps like cutting civil service numbers
and confronting politit Tectness.

Why the Fed is

to blame for the

boom in zombie
companies

Andrzej
Rzonca

ombie companies — busi-

nesses whose operating

profits are persistently lower

than their interest payments

— have something in com-
mon with high global inflation. Surpris-
ingly, the root cause of both is the Fed-
eral Reserve.

How did we find ourselves in a
situation where, according to a 2021
report, roughly 10 per cent of public
companies in the US are zombies? The
2008 financial crisis scared policymak-
ers. US and European central banks
introduced unconventional monetary
policies — ultra-low interest rates and
large-scale asset purchasing pro-
grammes. When Lawrence Summers,
former US Treasury secretary, claimed
that the “natural” interest rate was neg-
ative, and thus conventional policies
were ineffective, this was an excuse for
monetary policymakers to keep their
feet on the accelerator pedal. Focused
on boosting demand, policymakers for-
got about supply and started zombify-
ingtheeconomy.

Sohow can the Fed change a perfectly
sound company into a zombie? It can’t.
But it can create an environment where
zombification is possible. Wheninterest
rates are at zero, creditors are encour-
aged to renew financing to unproduc-
tive companies. When interest pay-
ments are low, not much is needed to
keep a zombie stumbling along. Moreo-
wver, weak companies pay slightly higher
interest — an important fact for inves-
tors desperately hunting returns in an
ultra-low-rate environment.

It makes sense for creditors, but why

do zombie companies not restructure?
This is simply unnecessary when rates
are low and interest payments pose no
threat. Riskier projects usually reap
higher profits so limited risk-taking
di future productivity — but

Get the balance right and she can bor-
row tomaintain spending until ageneral
election while goading Labour to walk
into a sucker punch of calls for higher
taxes. The risk is that a cost-cutting
party is out of step with the public
mood. Labour victories come when vot-
ers think key services are not working.
Even temporary caution may disap-
point Truss’s right flank but, while the
ideological direction has been reset, the
path runs through an economic down-
turn and an election intwo years.

Frost is not wrong to say Tories have
surrendered the argument but it cannot
e re-won overnight. Thatcher built her
case while out of power. It’s a strong
agenda in opposition. But overdo the
zeal now, and it may become a prescrip-
tion for getting there.

robert.shrimsley@ft.com

those effects happen beyond the aver-
age chief executive’s career horizon.
Such behaviour turns healthy compa-
nies into zombies and perpetuates exist-
ingones.

Creditors and managers are fine with
zombies when rates are low. What about
shareholders? Our research suggests
that by allowing zombies to live, inves-
tors may increase their expected
returns. As a result, neither creditors,
‘managers, nor owners have any incen-
tive tokill zombies when rates are ultra-
low, so once they emerge they keep
going. In countries such as the UK, Bel-
gium, Spain, Greece, Portugal, and Italy,
zombie companies control more than
40 per cent of all assets.

Why is this a problem? Zombies trap
assets and employees, making life
harder for start-ups, slowing innova-
tion. Moreover, their existence lowers
margins, making investing in healthy

i less attractive.

Chinese technology in the Internet of Things poses a threat to the west

Alexi
Drew

T

he UK’s move to ban Hua-
wei from its 5G telecoms
networks has brought the

evolved from niche industrial applica-
tions to being ubiquitous in homes,
offices and some vehicles. They are also
a critical component of our national
infrastructure. This is the technology
that will automatically turn our lights
on when it gets dark, or power domestic
surveillance cameras capable of facial
and object recognition. But the same
data collected and used by [oT devices—

number of Chinese companies includ-
ing Huawei, Hikvision and DJI, which
have been linked to the repression of
Uyghurs in Xinjiang (although the three
companies have disputed these ties).
While the products of these latter three
companies are already either under
scrutiny or actively restricted in either
the US, UK, or Europe, the same under-
lying cellular IoT modules are also used

the presence of workers or changes in
the weather. Taken separately, these are
relatively innocuous episodes in your
day. But collectively, and over a longer
period of time, this data provides a rich
and deep impression of your lifestyle
that could be highly lucrative to a pri-
vate company, or a powerful tool for
the Chinese government seeking to
shape the behaviour of its overseas

and at worst has been intentionally
designed with “bug doors” through
‘which manufacturers can gain access if
they wantto.

‘When challenged over poor coding or
product quality, the response from Chi-
nese companies is often conciliatory.
They make promises of improvements
and investment in training to ensure
that the problems are fixed. But, as

All these effects directly distort the
crucial process of “creative destruc-
tion,” defined by Joseph Schumpeter as
an innovation mechanism “by which
new production units replace outdated
ones”. When it fails, resources (capital
and people) are inefficiently allocated.
This in turn is a significant cause of
slowing productivity growth, as
observed in western countries over the
pasttwo decades.

Productivity increases are crucial for
economies and explain around 70 per
cent of their growth. In Europe, ultra-
low interest rates — through zombifica-
tion and resulting misallocation — low-

ered productivity, slowing GDP growth
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1 (depate aDout the Security
threat from Chinese equip-
ment into the mainstream. There are
increasing concerns about western
exposure to potentially risky technol-
ogy: only last month, British MPs and
peers called on the government to crack
down on the use of surveillance equip-
ment from two Chinese companies,
Hikvision and Dahua, which have
already been blacklisted by Washing-
ton. However, there is one threat
that has gone under the radar: the
tiny components made by Chinese com-
panies in devices connected by the
Internet of Things.
IoT products, which are fitted with
data-transmitting sensors and con-

0N INAIVIAUAIS MOVements, 10F mstance
— could easily be used by a hostile
state such as China to influence, pres-
sure or threaten an adversary, company
orindividual.

Allthese connected functions are ena-
bled by tiny cellular 10T modules.
Unlike semiconductors or 5G base sta-
tions, they are rarely marketed as com-
plete products, which goes some way to
explaining why the risk appears to have
beenlost onLondon and Washington.

In a clear parallel with the market
domination of telecoms suppliers such
as Huawei and ZTE, three Chinese man-
ufacturers hold over 50 per cent of the
global market share of cellular IoT mod-
ules. Between them Quectel, Fibocom,
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by western producers including Tesla,
Intel, Dell and Parrot.

This is of concern because we are
interacting with IoT devices increas-
ingly regularly: the smart plug on your
coffee machine comes onjust before you
‘wake up in the morning, and the power
usage is collected and quantified by
your smart meter. The lighting and

(1aspora, DIACKMAll esplonage targets,
or to exertinfluence.

Some IoT devices are increasingly
being shown to be insecure, not neces-
sarily by design but by dint of poor
manufacturing. Recently, CISA, the US
cyber security agency, warned of critical
vulnerabilities in Chinese-made GPS-
enabled 10T devices in cars and motor-
cycles. They were found to contain
hard-coded admin passwords and other
flaws that would not only allow Chinese
suppliers to monitor the location of
these devices remotely, but to poten-
tially cut off the fuel supply while vehi-
cleswereinmotion.

‘We in the west are beginning to rely
on technology that at best fails to live

Teports Irom the UK's Huawel Cyber
Security Evaluation Centre show, these
changes are often slow in coming and
rarely solve theunderlying issues.

Individuals should educate them-
selves about how their data can be used,
where it is stored and processed and
‘who has access to it. Governments in the
US, UK and Europe should take action.
The use of these devices and the data
they can collect poses a clear risk to
national and economic security — and
threatens to undermine the commit-
ment to human rights and privacy
thatwehold dear.

The writer is director of Penumbra Analy-
sis, a consultancy spemahsmg in geopolit-

Dy up [0 three Per centn the years ol-
lowing the financial crash, further dent-
ing stagnant European economies.

For more thana decade, central banks
chased elusive lost demand. By loosen-
ing monetary conditions they not only
zombified countless companies and
slowed output growth, but also precipi-
tated rising inflation. We do not know
whether demand was missing, but the
proposed remedy certainly hurt supply.
It is high time central banks stopped
feeding zombies and returned to con-
ventional policies.

The writer is a_former member of the
Monetary Policy Council in Poland. His co-
author, Grzegorz Parosa, is head of equities

nected over WiFi networks, have and China Mobile providemodulestoa  heating systems in your office adaptto  up to our high cyber security dard icalrisk and at AXAi armin Poland
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Rhine/drought: river dread
Water levels are extremely low for this time of year. That is making it difficult for vessels fo navigate the
Rhine, espedially at shallow points such as Kaub, west of Frankfurt. The river plays a crucial role transporting
. raw materials for industrial production.
Water levels for August are very low
Twltter: @FTL -
er: @FTlLex 100km | Rhine river index, metres
rorthses NETHERLANDS o .
_Rnrrerdam
Nord Stream 1: B ] Elon Musk/Tesla:

pipeline is no lifeline

decision-making is hardly legendary.

Diisseldorf

For German utlities, writing down Y GERMANY liquid preference
Russian energy asset stakes therefore BELGIUM Celogne 73;9
Gas pipelines were safe infrastructural | represents the end of a delusion rather Koblens' L., Kaub . Tesla chief Elon Musk insists that he
investments once. That was before than of a beautiful friendship. LuxerBourd N N Y should not be forced to complete his
Russia invaded Ukraine, throwing the (LUERLRC N Mainst L vain $44bn deal to buy Twitter. The social
future of Nord Stream 1 into doubt. BEENCE Ludwigshafen®)-. network repeatedly breached the

German utility Eon has written down i 3 & ) merger agreement, he claims.
the value of its indirect 15.5 per cent. Si ng apore/food. g S Tuttgart Musk says it failed to give him the
stake by three-fifths. That implies a an unclucky break Barge clearance level s information he needed to evaluate its
€4.5bn plunge in the value of the whole —_— m  Aug10 Necka fake account and bot problem.
asset to €3.2bn. The move means odds | A “chicken rice crisis” has sparked lepth J Musk says Twitter has so many bots
are lengthening against a return to gastronomic panic for many Diisseldorf 37 51 they compromise the business. still, he
Europe’s prewar reliance on Russian Singaporeans this year. The de facto Koblenz 28 43 SWITZERLAND appears to be making preparations for
energy. Just as well. national dish of the city-state consists Kaub 33 46 T TT T T T T T T T T 0 defeat.

Russia has been trying to blackmail of poached, preferably fresh, chicken ! £ 2007 10 15 20 22 Musk’s fight with Twitter will be up
the west using the pipeline, which is on a bed of rice. This has been scarce e e to a Delaware court to decide later this
controlled by Gazprom. it should only since Malaysia halted chicken exports year. But Musk is on the defensive. This
get one chance to do that. in June. The ban is expected to lift later Aheatwave and drought are draining | already getting difficult to pass at policies. This is a kind of rapid- week he sold $6.9bn of his Tesla shares.

Russian gas and crude oil pipelines this month, says Reuters, but a quick the Rhine. Barges must sail when certain points. response cover that pays in full when Their price had rallied as much as 47
have been Europe’s energy lifeline. improvement to supply is unlikely. only part-loaded, disrupting the Utility Uniper last week warned of a pre-determined trigger is activated. per cent off the lows reached in July.
Supply squeezes are now testing Chicken is the most widely delivery of raw materials. limited output from a coal-fired power Broker Jefferies suggests that water In a tweet on Tuesday night, Musk
European political relations. The consumed meat in Singapore. The The blow to German industry station east of Frankfurt owing to a levels might need to reach 30cm- acknowledged he might be forced to
southern branch of the Druzhba oil limited land area of the island means it could be even worse than in 2018 shortage of coal supplies. It blamed low | 35cm, about 15cm lower than current close the Twitter deal and some of his

transport system, which passes via
Ukraine, recently stopped pumping.
Russia refuses to pay transit fees. That
causes serious problems for Hungary.
National oil company MOL has decided
to pay Ukraine on behalf of Russia.
Russia has done the most damage to

imports nearly all its supplies, a third
from its neighbour, Malaysia. For
decades, that proximity has meant that
every month 3.6mn live chickens have
crossed the border. Malaysia is also one
of the world’s largest consumers of
chicken. 1t has been hit by a severe

Europe with gas. German gas storageis | shortage resulting from world supply
just over 72 per cent full this week, the | problems, rising input costs and
Federal Network Agency says. With clumsy state intervention in markets.
Nord Stream 1 running at only a fifth of Hopes that chook consignments to
capacity, the hdog fears Germany ipore will resume have bolstered
will miss a target of filling three- shares of chicken suppliers. Lay Hong

quarters of capacity by September 1.

Eon’s impairment slashes the value
of its stake, held via its pension fund,
by well over half to €500mn. It is not
the only one giving up hope on Nord
Stream 1. Its cut roughly aligns with
that of fellow minority shareholder
Engie. The French energy group, which
holds 9 per cent, made a slightly
gentler impairment back in May.

Asyet, Nord Stream 1’s other
German shareholder, Wintershall DEA,
which also has 15.5 per cent, has not
adjusted its own valuation.

The German utility picked agood
time to take this hit to its pension
fund’s investments. Rising interest
rates have reduced pension liabilities
by over €3.7bn. Most of us know that a
‘minority stake in a private company
rarely amounts to a hill of beans. The
controlling shareholder calls the shots
when it matters.

In the case of state-owned Gazprom,
that chain of command extends to the

is up 15 per cent year to date, QL 8 per
cent and CCK Consolidated 5 per cent.
Chicken prices are strictly controlled
by the Malaysian government. Th at
limits scope for poultry

when water levels fell to the lowest
since the 1920s. Four years ago
1.5 per cent was knocked off
industrial production in November
alone, according to the Kiel Institute
for the world Economy. Chemicals
giant BASF suffered a €250mn hit.
The river remains about 50 per
cent higher than its 2018 low. But it is
almost a quarter lower than in
August that year. Levels should
subside further. The river, fed in part
by glaciers, normally reaches its
lowest point in the autumn. It is

profit from sharp spikes in dema.nd
Meanwhile, feed prices have soared
because of the Russia-Ukraine war. The
Malaysian ringgit is at a five-year low.
After domestic consumers have
extracted their pound of poultry,
Malaysia has a surplus of less than 10
per cent, about half of the historic
levels. Food inflation hit over 6 per cent
in June, the biggest increase in over a
decade. That means the government
may tighten price controls. Further
export bans cannot be ruled out.
Longer term, Singapore should seek
security of chicken rice supply via ties
to other neighbours. Poultry is
Thailand’s biggest food export.
The amount rose a tenth last year to
arecord 4.6mn tonnes. Shares of local
producers are up a quarter in the past

year. ks may just have
to embrace chilled chickens in place of
live or recently deceased birds.

Aviva:
strides ahead

Looks like they have the right woman
for the job. Half-year results from
Aviva were not an intentional riposte to
‘baffling, Ron Burgundy-style gibes
against the chief executive at May’s
annual meeting. You might still read
them as such.

The UK insurer’s shares are on a tear.
They have risen 1 per cent thlsweek

Rhine levels. Though inland waterways
account for only about 6 per cent of
overall German transport volumes,
they are used to ship about 30 per cent
of the coal, crude oil and natural gas.

Researchers from Kiel estimate that
30 days of low water levels on the
Rhine cuts inland water transportation
by about a quarter and industrial
production by about 1 per cent.

Insurers will take some of the strain,
particularly if there are claims on
Pparametric insurance, a relatively new
way of filling gaps in traditional

Cevian, while avoiding the worst effects
of inflation. The figure that matters is
Aviva's 213 per cent coverage of
regulatory capital. The business has a
self-imposed target of 180 per cent.
The difference between the two figures
is equivalent to £2.3bn. That surplus
could pay for business investment,
acquisitions or payouts to investors.
The running total for the latter this
‘year is £4.75bn. Aviva is now promising
an additional buyback. The amount
will send an intriguing signal. If it is
£250mn, the insurer will have covered
the total mooted by Cevian. Better,
perhaps, for Aviva to exhibit greamr

levels, to trigger policies. That could
result in sizeable, but manageable,
claims for the likes of French insurer
Axa, which has a parametric
business, AXA Climate.

Companies that were hard hit in
2018 have tried to prepare for a
recurrence. Measures include using
ships with lower drafts, making
greater use of rail and building up
inventories in response to early
‘warning signals. Given the frequency
of extreme weather events, expect
more of such self-help investment.

the six months amid mind-bending
swings in the value of assets and
liabilities owing to interest rate rises.

Cash remittances — the surplus sent
to corporate HQ by divisions — are a
better proxy for profit. The amount fell
to £800mn, down £260mn on a prior
period when divisions were releasing
pandemic buffers. That is still enough
to keep Aviva on track for a total of
£5.4bn in remittances for 2022-24.

The insurer is raising prices enough
to compensate for inflation.

Bosses of complex businesses must
produce a simple output: returns that.
meet or exceed expectations. Blanc is

to a three-year
say. Amanda Bla.m: is dellverulgbetiﬂr
returns to investors, including activist

agency and exceed that
Turn to Aviva’s statutory i umume
o see how su
P&Ls represent insurers.

This shows a £1.4bn pre-tax loss for

this. Years ago, Lex might
have said investors were trousering the
proceeds. Enough fund managers and
chief executives now wear skirts for
this to be an anachronism.

equity co-investors may not put up the
$33.5bn he agreed to pay. The October
trial is not far off. The world’s richest
man knows that he needs cash, pronto.
Musk has ditched a lot of Tesla stock.
In April, he sold $8.5bn worth of stock
as the Twitter buyout plan unfolded.
This followed $16.5bn of sales last year,
largely for tax payments due on the
exercise of options. Musk’s ownership
of his electric-vehicle group has fallen
015 per cent. According to the group’s
most recent proxy statement, more
than half of the shares he owned have
been pledged for personal loans.
Musk is no longer relying on margin
loans to fund a portion of the $33.5bn
in equity he committed for Twitter. But
banks have put in place a $13bn debt
package against Twitter’s future cash
flows. Amid the digital ad slump that is
plaguing social media companies, those
loans look increasingly precarious.
Twitter shares, like Tesla’s, have been
inching up too. They are up a third
from their lows a month ago, though
still 20 per cent below the deal price.
Baked into the stock value is the
chance the parties will settle for a lower
deal price or a multibillion-dollar
damages payment. Musk may be
raising the cash he needs; whether he
will need to raise more is unknown.

Lex on the web
For notes on today's stories
go fo www.ft.com/lex
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An anniversary puzzle

ACROSS
1 About a hundred damaged trees are
hidden (6)
4 Capital stimulus a kangaroo
pproduces (&)
8Mean to state the fime (7)
9 Last incomplete exam penned by
firm 7)
11 Following triathlon, exhaustion’s
starting fo be replaced (2,3,5)
12 Order members’ pigeons (&)
13 Eat a lot or nothing preserving
energy (5)
14 With canteen opening early,
Protestants made a mistake (6,2)
16 Congratulations for charitable
actions (&%)
18 Sign over letter after removing a
terrible detail (5)
20Light flame of passion in sack (4)
21 Succeed by following beat (3,7)
23 Heavens! Trick preduces bird (7)
24Wolves' leaders to count on yellow
outfits to excite supporters (7)
25 Forca fo turn into don (6)
260rder NY team to return after story
_ends (6)
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DOWN
1 First Lady points out sins count (5)
2 Spies seizing port with tip-off for

JOTTER PAD treecreepers (7)
3 Why | get fo change number (6-3)
5 Normal to find saunas odd in mid-
July 5
6 Loan leading to progress (7}
7 Exploit coming over the river (9)
10 Bill creating frouble for short Malawi
Solution 17,169 leader (9
13 Had fun finding “wet” in French
dictionary (9)
15 Bit of maths problematic for the
oyster (3,6)
17 Little bit of excitement in rather
beoring fighter (7)
19 Beware of guard (7)
21 Labour's compositions (5)
22 Brilliance of jungle ambush (5)
A PAIR OF GEORGE Il WALNUT LOW-BOYS
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