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Future-proofing

How to encourage long-term

thinking — STEPHEN BUSH, PAGE 16

One year on
Taliban trade
on open roads

Taliban fighters chant victory slogans
close to the US embassy in Kabul
yesterday as they celebrate the first
anniversary of their return to power in

The end of the troubled nation’s
20-year war last August hasled to adrop
in violence on the roads, if only because
the Taliban — who as insurgents had
long been the aggressor on Afghani-
stan’s travel routes — are unchallenged

The Taliban’s tight control of the road
network has become a vital way for
them to consolidate their power, from
directing trade and the economy to
enforcing their draconian ideology by
restricting women’s freedom to travel.
Making routes secure page 3
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Sinking chip

The UK is in danger of missing out in

ASIA

Abuse atwork

‘Wakil Kahsar/ AFP

China cuts lending rate as retail
sales and factory output decline

@ Sinking demand rattles Beijing ® Zero-Covid policy takes toll @ Housing sector in ‘free fall’

WILLIAM LANGLEY — HONG KONG
EDWARD WHITE — SEOUL

China has cuta crucial lending rate inan
effort to shore up growth as the world’s
second-biggest economy is buffeted by
repeated Covid-19 lockdowns and a

expected consumer and factory activity

l‘(:hul:a s gmwr_h in [the second half]
willb

and arise in youth toa
record 19.9 per cent, piling more pres-
sure on Xi Jinping’s administration to
reinvigorate the economy.

Retail sales, an important gauge of

property crisis.

The People’s Bank of China

ption, rose 2.7 per cent year on
th 5

made an unexpected reduction to its
medium-term lending rate, for one-
year loans to the banking system, by 10
basis points to 2.75 per cent, the first cut
since January.

The decision highlighted deepening
anxiety in Beijing as it tries to combat a
decline in consumer demand triggered
by its zero-Covid policy, as well as the
fallout from cash-strapped property

Official statistics reflected worse than

yearin July d wi
expectations of a 5 per cent rise, while
industrial production increased 3.8 per
cent against forecasts of 4.6 per cent.
Despite Beijing’s plans to inject hun-
dreds of billions of dollars of stimulus to
boost growth, China’s economy only
narrowly escaped a contraction in the
second quarter. EXperts expect eco-
nomicslowdown to prompt looser mon-
etary policy and fiscal stimulus but
some are pessimistic for the scale and
speed of Beijing’s response.

hindered by its zero-
Covid strategy, the downward spiral of
the property markets and a likely slow-
down of expurt growth,” said Ting Lu,
‘Nomura’s chief China economist. “Bei-
jing’s policy support cauld be too little,
‘too late and too inefficient.”

Analysts said the rate cut was a signal
‘that Beijing would maintain efforts to
stimulate the economy via monetary
policy rather than pivoting to focus on
rising prices, after the PBoC highlighted
‘the risks of growing inflationary pres-
sureinits quarterly reportlast week.

“1would say the [rate] cutis a way to
pledge Beijing’s continued support,”
said Jing Liu, chief economist for greater
China at HSBC, adding that some had
thought last week’s report was “the

beginning of monetary tightening”.

Société Générale described the July
data as “simply bad”, with deceleration
across production, investment and con-

sumption “under the crushing weight of
< the zero-Covid policy” and with the

Indusma] “housing sectorinfree fall”.
production rose “Policymakers have started to com-

3.8 per cent year

municate their concerns about over-

on year in July stimulating the economy, while the real
compared with risk is exactly the opposite in our view:
economists’ too little easing and too weak a recov-
expectations ery,” Société Générale’s analysts said.
of 4.6 per cent. Xingdong Chen, chief China economist
Retail salesrose  at BNP Paribas, added: “China is defi-
only2.7percent nitelyinavery desperatesituation.”
Additional reporting by Gloria Liand
Primrose Riordan in Hong Kong

‘Watchdog probes Evergrande page 6
Day in markets page 11

Who pays the price for sexual

—SARAH O’CONNOR, PAGE 17

» Evergrande unit faces Hong Kong probe
The city’s accounting watchdog has launched an
investigation into Evergrande Property Services
and its auditor PwC over a $2bn loan scheme that
led to an executive clear-out last month.— page &

» Beijing ew Taiwan
Chmahasbmsmdmh]dh)um]meﬂlels]andafmra
visit by a US delegation. Fears are rising that China
seeks to impose a status quo in which foreigners are
dissuaded from engaging with Taipei.— PAcE 4

» Deputy president declared Kenya winner
‘William Ruto has been declared
thevictorin the presidential |

contest but supporters of main -
rival RailaOdinga, and some | ¢ ’
election commissioners, ‘
disputed the result.— pace 4 1)

» Britain approves Omicron-tailored jab
The UK has become the first country to authorise a
Covid-19 vaccine formulated to combat the variant,
setting the stage for boosters using Moderna’s shot
that targets it and the original strain.— pAGe 2

» Andreessen Horowitz backs Neumann
‘The venture capital firm has backed WeWork
founder Adam Neumann's new rea] esme group,
Flow, saying
redesigned the office experlenue” PAGE &

» European office market faces debt test
Rising interest rates and a surge in building costs
have presented the sector with its toughest test
since the financial crisis as owners’ debt servicing
costsise above their rental income.— pace 8

» UK lender licensed for 50-year mortgage
Perenna has been granted a licence to offer home
loans with long terms in a move aimed at helping
borrowers manage soaring inflation. The average
price of a home in Britain is £365,173.— PAGE 8

Global concerns Inflation is the
% of respondents topworry in the
-‘ngm& j:&r:e&vbhm ‘world for the
mm\:‘\'ﬂv = Comuption & scanci fourth monthina
50 — Covid19 row, having risen
for 12 consecutive
= months. Social
30 A~ inequality and
T poverty follows
- as the next most
10 important fear.
Covid-19 has
Jul 2020 2021 2022 gui dropped down
Source: Ipsos (20,000 respondents) the league

Gaming Industry drops
alevel after pandemic

Analysis » PAGE 8

Third Point has second shot at Disney
as Loeb lobbies for sweeping changes

CHRISTOPHER GRIMES — LOS ANGELES
SARA GERMANO — NEW YORK
JAMES FONTANELLA-KHAN — LONDON

Activist |nvestur Dan Loeb is agitating
for Disney, includ-
ing a spm off of spnns TV network
ESPN, a board shalke-up and aggressive
cost-cutting after rebuilding a stake in
the entertainment and media group.

The head of the Tlnrd Point hedge fund
d that

ney’s debt. ESPN broadcastslive sportin
the US including the National Football
League, National Basketball Association
and Major League Baseball.

Disney has invested heavily to build its
video streaming service, Disney Plus,
and is expected to spend roughly $18bn
on content this year. Last week Chapek
said Disney remained on track to reach
its goal of achieving profitability at Dis-
ney Plus by 2024 as the company

as talent-driven enterprises,” it stated.
Third Point previously took a position
in Disney in the second quarter 0f 2020,
notlong after Disney Plus was launched
as a rival to Netflix, and then sold it off
as the stock rose. Shares in Disney
increased 70 per cent from May 2020
until August 2021, when Third Point
firstdisclosed the previous position.
Disney’s shares had fallen 21 per cent
this year, though they have risen 30 per

Australia ) 0T p reported quarterly net profit of $1.4bn. cent over the past month before Loeb
China. RME30 | take full control of streaming service Loeb said he did not mean to single  disclosed his new stake yesterday.
HongKang HKS33 | Hulu by buying a minority stake from  outindividuals to be removed from Dis- The billionaire hedge fund manager’s
India Rup220 | rival Comcast. Disney shares rose ney’s11-member board huu‘hd say that move appeared friendly, as he praised
Indonesia RpS000 | 2.8 per cent to$125early Third Point had identifi Disney’s shift to streamingand its recent
Japan ¥E50inc JCTY Dlsnefs costs are “among the highest Disney said it welcomed “the viewsof  third-quarter results, which topped
:"“a - ;v;ng; inth y»Loebwroteinaletterto  all our investors” but pushed back Wall Street estimates. “Disney’s com-
& l_":' Rucesso | BObChapek, the company’s chiefexecu-  againstLoebs criticism. “Ourindepend-  plex transformation is succeeding and
p:i;;m ';::1 = tive, adding that “a strong case canbe  ent and experienced board has signifi-  our confidence in Disney’s current tra-
ST Sea0GncesTy | Made that the ESPN business should be cant expertise in branded consumer- jectory is such that we have . . . repur-
Taivean NTewo | Spunofftoshareholders” to reduce Dis- aswell  chased asigni stake,” he wrote.
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WITH IMPACT

FTI Consultingis an independent global business
advisory firm dedicated to helping organisations
manage change, mitigate risk and resolve disputes:
financial, legal, operational, political & regulatory,
reputational and transactional.

Are you and your business fit for the future?
Find out more ftiemea.to/insights
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UK first to approve two-strain booster jab

Moderna’s coronavirus
shot will target both the
original strain and BA.1

HANNAH KUCHLER — LONDON

The UK has become the first country to
authorise a Covid-19 vaccine tailored to
the Omicron variant, setting the stage
for an autumn booster campaign using
Moderna’s two-strainshot.

The Medicines and Healthcare prod-
ucts Regulatory Authority, which was
the first in the world to approve an origi-
nal Covid-19 jab, has granted a condi-
tional authorisation to the vaccine,
which targets both the original strain of
the virusand Omicron BA.1.

The vaccine is authorised for use in

people aged 18 or over but the UK plans
to focus its booster programme to pre-
pare for rising cases over the winter on
the over 50s and those at higher clinical
risk of developingsevere Covid-19.

Steve Barclay, health and social care
secretary, said the NHS would begin to
contact people eligible for the booster
from early September.

“This safe and effective vaccine will
broaden immunity and potentially
improve protections against some vari-
ants,” he said.

Stéphane Bancel, Moderna’s chief
executive, said the authorisation high-
lighted “the dedication and leadership
of the UK public health authorities in
helpingto end the Covid-19 pandemic”.

Moderna plansto deliver the first two-
strain vaccines in the next two weeks

because it began manufacturing
months before the authorisation. All of
the remaining doses under its 29mn
vaccine contract with the government
‘willbe of the Omicron-targeted jab.

The Boston-based company submit-

The vaccine ‘will broaden
immunity and potentially
improve protections
against some variants’

ted data to regulators in the UK, EU,
Australia and Canada in early July and
expects other countries to authorise the
vaccine shortly. Darius Hughes,
Moderna’s UK general manager, said
the MHRA was the regulator that

“turned it around the quickest”.

The government hopes that the regu-
lator, newly independent from the EU
after Brexit, will be qmcker and more

It produced 1.75 times more antibod-
ies than people given a fourth booster of
the existing vaccine, and is better at
tackling the BA.4/5 Omicron variants

agile, attracting life

to the UK. The UK also recently signed a
£1bn deal with Moderna to build the
country’s first mMRNA vaccine manufac-

turing centre.

But the break from the EU hasalso led
tojob cutsat the regulator and made the
‘UK market less attractive to some drug-
makers.

The approval of the new vaccine is
based on clinical trial data that showed
it elicited an eight-fold increase in anti-
bodies to tackle the Omicron variant
when given after three doses of the origi-
nal shot, compared with pre-booster
levels.

han the original shot.

The Joint Committee on Vaccination
and Immunisation, the UK govern-
ment’s vaccine advisers, stressed that
getting a booster in good time before the
‘winter season was more important than
the type of shot received. It said thata
shot tailored to BA.4/ 5was unlikely to
e approved and readily available by the
autumn.

The committee said all the vaccines
offered good protection against severe
disease and that the studies of Mod-
erna’s two-strain jab showed it pro-
duced a “marginally higher immune
response”.

Japan and
Thailand in
vanguard of
Asiarebound

KANA INAGAKI — TOKYO
GEORGE RUSSELL — HONG KONG

d Thailand are leading th
nomic rebound in Asia thanks to the
lifting of pandemic restrictions, driving
up consumer spending and tourism.

Growth in Japan in the second quarter
was weaker than expected, according to
preliminary figures released by the
cabinet office yesterday. But Asia’s larg-
est advanced economy has expanded
for the third consecutive quarter after
lagging well behind other developed
nations in recovering from Covid-19
disruptions.

Japan’s gross domestic product grew
at an annualised rate of 2.2 per cent in
the April to June period, followinga 0.1
per cent increase during the previous
quarter. Economists had expected an
expansion of 2.6 per cent.

Growth was mainly driven by a pick-
up in private consumption, which rose
1.1 per cent from the same period a year
earlier as spending on clothes and other
goods increased.

But economists warn the economy
faces major headwinds in the coming
quarters because of a resurgence in
Covid cases at home, rising cost of
import goods and the slowdown in the
Usand otherkey trading partners.

Thailand’s economy also grew at a
slower pace than expected in the second
quarter, as inflation overshadows the
country despite a rebound in tourist
arrivals. South-east Asia’s second-larg-
esteconomy expanded 2.5 per cent year
on year in the three months to June, the
National Economic and Social Develop-
ment Council said yesterday.

That fell short of a 3.1 per cent rise
expected by analysts in a Reuters poll
but exceeded the 2.3 per cent growth in
the March quarter. This was due tomore
tourists as Covid-19 controls were eased.
Private consumption spending also rose
6.9 per cent, up from a 3.5 per cent rise
in the previous quarter. The NESDC
forecast headline inflation this year at
between 6.3 per cent and 8.8 per cent.
Thailand’s current account is projected
torecord a deficit of 1.6 per cent of GDP,
itadded.

Iran denies
links to attack
on writer

Main picture: Hadi Matar in court
on saturday, and above, Nasser
Kanaani in Tehran — cene | puscrme

Iran has denied involvement in last
'week’s attack on Salman Rushdie,
placing the blame on the author for
insulting Muslims.

‘Hadi Matar of Fairview, New Jersey,
‘has denied attempted murder and
assault after the attack on Rushdie on
Friday at a literary event in
Chautauqua county, New York.

Nasser Kanaani, Iran’s foreign
ministry spokesman, said yesterday
that the Islamic republic “definitely
and seriously” had no links with
Matar, 24.

Kanaani told a press conference: “We
‘"ave followed this news and heard
about it in the media like you
[journalists].” He said: “Nobody
deserves to be condemned or blamed
other than” Rushdie and his
supporters. “He insulted the Islamic
sanctities . . . of 1.5bn Muslims.”

Rushdie, 75, is in a critical condition
following the attempt on his life. More
than three decades ago, he sparked
anger in the Muslim world for the
depiction of the Prophet Mohammed in
‘his book The Satanic Verses. In 1989,
Iran’s then supreme leader Ayatollah
Ruhollah Khomeini issued a fatwa on
the author authorising Muslims to kill

Rushdie for his alleged blasphemy.
The Islamic regime cut diplomatic
relations with Britain over its support
for Rushdie, an Indian-born British
national. But in 1998, when reformists
took office in Tehran, Iran said it had
no intention of sending assassins to kill

Bolton, Trump'’s former national
security adviser, on US soil for
$300,000. Bolton had backed
regime change in Tehran and the
tearing up of the nuclear accord.
“These two incidents come at a
time when the nuclear deal’s serious

Rushdie. This helped normalise ties opponents inside and outside the
between Tehran and London. country pursue the same goal of
The attack comes at a sensitive time blocking an agreement even if they
for relations between Iran and the arenot co-ordinated,” said
west. The EU is mediating be‘rween Mohammad-Ali Abtahi, a former
Tehran and the Biden ation reformist vi i “Rushdie
to help revive the 2015 nuclear deal, wasagoﬂdcase [for opponents] to
abandoned by the US under Donald make a deal difficult as Iran cannot
Trump in 2018. oppose the move [the attack] even if
Hossein Amirabdollahian, Iran’s it doesn’t take responsibility for it.”
foreign minister, said he would respond Analysts believe Iran’s diplomats
to the EU’s draft agreement late in the government of president
‘yesterday and said the foreign Ebrahim Raisi are keen to ink a deal
‘ministries of Iran, the US, UK, France, | but hardliners have made clear their
Germany and Russia — initial opposition to an agreement.
signatories of the deal — could meet Many hardliners supported the

soon if Iran’s demands were met.
Hardliners in Tehran and hawks in
‘Washington oppose any nuclear
agreement.

The attack on Rushdie also came
after the US Department of Justice said
last week that an Iranian national was
behind a plot to assassinate John

attack on Rushdie. Although Iran
’has made a diplomatic commitment
not to implement the religious
decree to kil the writer, some state-
affiliated hardline institutions have
collected about $4mn as a bounty
for anyone who carries out the
Kkilling. Najmeh Bozorgmehr

Nigerian
inflation soars
asrising food
and energy
costs take toll

AANU ADEOYE — LAGOS

Annual inflation in Nigeria, Africa’s
largest economy, rose sharply in July
on the back of soaring energy, trans-
port and food costs, along with a fall in
the value of the naira currency.

The National Bureau of Statistics said
that in July inflation rose for the sixth
consecutive month this year to 19.6 per
cent, up from 18.6 per cent in June.

The latest rise means inflation is now
double the Central Bank of Nigeria’s tar-
get of 9 per cent and raises the prospect
of another increase in interest rates next
month.

The statistics agency pointed to an
increase in the price of gas, fuel, air and
road transport costs, along with food
prices. Food inflation rose to 22 per cent,
caused by an increase in the cost of
bread, cereals and food productssuch as
Ppotatoes, yam, meat, fish, oil and faL

In a sign pri
broader, core mﬂahun. which excludes
the changes in volatile food and energy
products, quickened to16.3 per cent.

The central bank has lifted interest
rates by 250 basis points since May to 14
per cent. Policymakers are due to meet
on September 26.

Razia Khan, chief economist for
Africa and the Middle East at Standard
Chartered, a bank, said that Nigeria
might have fewer tools to combat soar-
inginflation than other countries.

“The action [tightening of monetary
policy] remains overshadowed by
greater reliance on the central bank’s
financing of government,” Khan said,
referring to the Nigerian government’s
announcement earlier this month that
it owed $47bn to its central bank,
according to a report by the budget
office.

The money is owed to the central
bank as part of the so-called Ways and
Means Advance, a law contained in the
Central Bank Act which allows the mon-
etary guardian to fund the government
when it experiences a shortfall in
Tevenue.
Nigeria’s official oil earnings have also
not increased, despite the surge in oil
prices following Russia’s invasion of
Ukraine. Theft, pipeline vandalism,
years of under-investment in infra-
structure and the increasing cost of
petroleum subsidies have prevented
Nigeria from profiting.

Nigeria’s economy is import-depend-
ent and heavily relies on the US dollar.
But importers have struggled to access
dollars because of tight restrictions by
the central bank.

The central bank stopped selling dol-
lars to retail forex tradersin July 2021 to
ease pressure on its dollar reserves and
support its artificially low exchange
rates. The naira is reported to be over-
valued by between 10 and 20 per cent
against the greenback. The lack of dollar
funds from the central bank has raised
the cost of importing goods, forcing
businesses to increase prices.

“until official forex markets see
greater turnover, the difficult-to-regu-
late parallel market, itself prone to over-
shooting, will continue to play a dispro-
portionate role in price-setting behav-
iour,” Khan said.

Most importers access dollars on the
black market, where the currency is
freelytraded.
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Kosovo secks western help to further Nato and EU ambitions

MARTON DUNAI — BUDAPEST

Kosovo has urged western powers to
help it achieve its ambition to join the
EU and Nato by convincing reluctant
governments to recognise the coun-
try’s independence and pressing Serbia
to resolve decades-long tensions over

i P ter, Inc,
H10-5,Shinonome, Kofo-Ku, Tokyo 135-0062

KX i ally declared i d-

rn e @avhin in AAAD Cinnn Hhan

violated a peace agreement made at the
end of the Yugoslav wars of the 1990s, in
which Nato intervened, bombing Bel-
grade in 1999. Tension between the
countries regularly threatens to under-
minestability in the Balkans.
Seemingly mundane issues have led
to violent flare-ups, most recently last
month, when Serbs clashed with police
after Pristina said Serbian licence plates

R i N IO PO N A

calling on Serbia to put nationalism
aside, he said: “Here, I think is the prob-
lem with Belgrade. They simply keep on
going with old dreams, which become
nightmares for the neighbours of Serbia
and for Serbian people as well.”

A “symmetry of minority rights” —
the same rights for Serbs in Kosovo and
Kosovars in Serbia — would best combat
nationalism, headded.

Kurti said there was a risk of Russian
involvement in Serbia-Kosovorelations,
elevating the chances of conflict, add-
ing: “We are worried but notafraid. How
the situation develops will depend a lot
on the stance and the pressure of west-
erndemocracies on Belgrade.”

Petar Petkovié, the Serbian govern-
ment’s top official for Kosovo issues,

said in a written reply to FT questions
“indn

thot Dalarndn nina ermine an
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han 100 nations, i theUs
andmmEUmembers,have
yas anind tate, But

several EU and Nato nations — Spain,
Greece, Cyprus, Slovakia and Romania
—have yettodo so.

“We need the help of our allies and
partners — the UK, the US, Germany,
France, Italy and others — to help us
‘with non-recognisers,” Kosovo prime
mlmsterAlbm Kurti told the Financial

a self-regulation regime under the FT Ediforial Code
= et ‘Times, ahead of a summitwith
Serblan presldem: Aleksandar Vuéié in
B led for this week.

cormpotsy oo o confact defas rsared Hfraquised
Cminimum order 100 copies). One-off copyright
licences for reproduction of FT articles are also
avaiibla

phono +44 20 7873 4816,

Belgrade continues to view Kosovo,
‘whose population is about 90 per cent

zens, i ic Serbs.
entering Kosovo from Serbia were also
required to use temporary IDs. Kurti
has argued that the clashes bore the
hallmarks of the Serbian government.
Belgrade has denied involvement.

The EU on Sunday said that “both
parties must immediately put an end to
mutual hostilities and dangerous state-
ments and act responsibly” ahead of the
Brussels talks.

Kurti, who spoke to the FT before the
EU called for an end to the use of inflam-
‘matory rhetoric, is due to meet Vudié on
Thursday, when they plan to discuss a
road map to resolve bilateral links. Any

Kurti said Russia’s full-scale invasion
of Ukraine in February had highlighted
«conflicting allegiancesin the Balkans.

‘While Kosovo was among the first
countries to join sanctions against Rus-
sia, Serbia has close ties with Moscow
and the country’s energy sector is heav-
ily reliant on Russian resources. Bel-
grade backed several UN declarations

ethnic Albanian and less than 10 per
«cent Serb, as a province of Serbia. It says

resolution, he said, must be centred on
mutual recognition. “It will not be the

supporting Ukraine’s sovereignty after
Moscow’s February invasion. But it

LA DERgLaUT was pursulg an e
pendent national and security policy, by
co-operating in a balanced manner with
both the east and the west”. Belgrade’s
ultimate goal was EU membership, he
said, but added that Kosovo and Kurti
were pushingan agenda under the “pre-
text” of the Ukraine war.

However, Kurti said: “What Serbia
wants is to get EU funds, Russian weap-
ons, Chinese investments and American

)| If western d ies disal-

low that, a solution will be very easy to
achieve. But if [Serbs] are allowed to
play this game, this tension will con-
tinue.”

The Kosovo leader added he wanted
to show that Nato’s 1999 intervention
had created a lasting state that was a

1SN 025978 "mm" email syndicationgftcom Kosovo's declaration of independence  onlyitem . . . butthecentrepiece.” declined to join western sanctions. loyal westernally.
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Taliban focus on
making roads
safer to help
drive recovery

‘Lifeblood’ of Afghanistan is more
secure but women face travel curbs

BENJAMIN PARKIN — NEW DELHI

Mohammad Daud had not visited his
relatives for about five years. The 32-
year-old in the south-eastern Afghan
city of Jalalabad avoided the long trip to
their rural district, fearing he might be
harassed, kidnapped or killed by
thieves or the Taliban along the way.
Inrecentmonths, however, he hasvis-
ited repeatedly, going to meet his family,
inspecting their ancestral lands or sim-
ply for a day out with friends. “Earlier it

with a mahram, or male escort. A 21-
year-old woman who lives in Kabul
made several trips outside the city alone
or with female relatives after the Tali-
ban’s takeover, only to become increas-
ingly rattled as the militants aggres-
sively questioned her at checkpoints.
“They asked us, “Where is your man?
‘Where is your owner?’” she said.

Before, “security was not good, but we
didn’t have any fear about what we
should wear”, she added. Now, travel-
ling is “hard and it’s terrible to go alone

was impossible . . . People were scared  anywhere”. To avoid scrutiny when

of getting abducted,” hesaid. “NowIcan  travelling by bus or shared taxi, she

travel anywhere” sometimes wears a burka and asks a
The end of i 20-year war dtobe with her.

last August, when the Taliban toppled Landlocked Afghanistan, whichlacks

the western-backed government, has
led to a drop in violence on the roads, if
only because the group — who long
menaced travel routes as insurgents —
arelargely unchallenged militarily.
Amid this change, the Taliban’s con-
trol of the road network has become one
of the most important ways for them to
consolidate power, from asserting con-
trol over trade and the economy to fur-
thering their draconian ideology by
restricting women’s freedom to travel.
“These roads and routes have always
been central” to power in Afghanistan,

railways, has always relied on its roads.
Cities such as Kabul or Herat were
impor ! ient silk Road

trade routes that facilitated the spread
of goods and ideas, from gold and spices
to Buddhism and Islam.

Militant Islamists in southern
Afghanistan formed the Taliban in the
1990s partly to wrest control of the
roads from warlords who used check-
pointsto extortand brutalise locals.

But after they were ousted from
power in a US-led invasion in 2001, the
Taliban adupued similar strategies,

said Graeme Smith, a senior

at Crisis Group. Roads are “the lifeblood
of the country and fundamental to how
Afghans see their owngovernment”.

In addition to barring teenage girls
from school and ordering women to
cover their faces in public, the Taliban
have begun ordering women to travel

using roadblocks to tax
trucks and attack travelling govern-
ment officials, troops or foreigners.

For international organisations in
Afghanistan, travel during the conflict
often involved negotiating with warring
sides to cross battle lines safely with
supplies such as food and medicine.

Postwar rebuild:  Travelling anywhere was d:mgeruus armed clashes, explosions and other “Earlier
locals gather said Philippe Kropf, head of security inci d with the
outside a bread cations for the UN World Food Pro-  same time a year earlier, accordingtoa 1t Was
shop in Kabul. gramme in Afghanistan. “They’d need  June report to the organisation’s Secu- i.l'l‘lp() ssible
Below, trucks to know we're coming with a food con-  rity Council. After a devastating earth- 2
usearoadin voy that needs tobe letdmmgh .that quakeinjune, the WFPwasevenableto  People were
n we're not military,”he. travel at night — previously unthinkable scared of
provi Between January and May, the UN  —tospeedup deliveryofaid. "
T recorded an almost 80 per centdropin  But partsof the country, suchasPanj-  getting
shir province, remain destabilised by an
ami—l')l"a]ihnn insurgency. abducted.
Control of the country’sroadsisalse  INOW [ can
central to the Taliban’s economic
project. Since coming to power, they travel s
have set about dismantling police and anywhere

military checkpoints that were used to
extort traders and travellers. A UK For-
eign Office-funded study last month
estimated that these checkpoints col-
lected about $650mn aywmbnbe&
This has helped

commodities such as coal, boosting tax
revenues for the Taliban’s government.
It has also removed opportunities for
local commanders to accumulate
independent wealth and power through
smuggling, limiting their ability to

challenge the group’s authority. For
traders and truck drivers, checkpoints
“created a degree of uncertainty, with
regards to not just cost [of bribes] but
the potential for violence as well”, said
David Mansfield, an author of the study.
Now “they’re not being shaken
down . . . There is this consistent mes-
sage that the roads are more secure.”

But another, more mundane obstacle
remains: Afghanistan’s poor infrastruc-
ture. Truckers and locals must navigate
everything from potholes to bomb cra-
ters as they travel. The Taliban have
pledged to upgrade the transport net-
works. “Our roads are destroyed all
across Afghanistan,” said Esmatullah
Burhan, speaking for the mining minis-
try. “Firstly, we need to collect the
money tobuild them.”

But it is unclear how their sanctioned
government will find the funds. “The
roads are going to be key to the eco-
nomic revival that is so necessary,”
Smith said. “It’s really a matter of life or
death. They need to fix those roads in
ordertoget those trucksrolling.”
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East Africa

Ruto declared winner of Kenya election

Supporters of main rival
and some electoral
officials contest result

ANDRES SCHIPANI — NAIROBI

Depury presldent William Ruto has
dwinne

cent with all the votes counted, accord-
ingto official resultsreleased yesterday.

The election, a test of Kenya’s stabil-
ity, is widely seen as one of the most
significant on the African continent this

year.

Wafula Chebukati, chair of Kenya's

l.ndependem Electoral and Boundaries
decl:

“1will work with all leaders in Kenya
so that we can fashion a country that
leaves nobody behind,” he added.

In a sign of voter weariness, the [EBC
said that voter turnout dropped to
almost 65 per cent from about 80 per
centinrecent presidential elections.

A former street chicken hawker who

1 of the
election in Kenya, but his main rival’s
supporters and some election commis-
sioners disputed the result.

After a fiercely-fought electoral cam-
paign, Ruto won 50.5 per cent of the
vote, while Raila Odinga, former prime
minister and veteran opposition leader,
who was backed by Uhuru Kenyatta, the
outgoing president, won 48.8 per

ident of
KenTa “inaccordance with the constitu-
tion and the law”.

“It is a wonderful evening,” Ruto said
at the tallying centre after he was
declared winner. “We have raised the
bar in this election, which has been
more about the issues” than “ethnic”

of Kenya's richest business-
men, Ruto alluded to his humble pedi-
gree in his campaign. He sought to con-
‘trast his rise to the top of politics with
that of Odinga and Kenyatta, both sons
of prominent leaders who spearheaded
the independence movement from Brit-
ainin1963.

affiliations, which in previous poll
tributed to post-election violence.

Butth isbeing dby
supporters of veteran opposition leader

odinga. Electoral authorities, interna-
tional observers and diplomats were
whisked out of the room minutes before
Chebukati announced the contested
results, following a fracas between sup-
posed Odinga supporters and the police.

0dinga, who has stoed for election

saitabao Ole Kanchory, Odinga’s chief
electoral agent, told reporters before
results were released, calling the
national tallying centre in Nairobi a
“crime scene”.

Juliana Cherera, deputy chair of the
IEBC, also questioned the outcomeina

five times and has not yet ded
defeat, is expected to appeal to the

p ‘ourt. It could be
a new president is sworn in, spurring
fearsofunrest.

“We have intelligence and reports
that the system was penetrated and
hacked and that some nl the IEBC ﬂﬂi—
cials actually

separate pi fe “As the com-
mission we have done a good job. But
some things need to be put outside
there. This is because of the opaque
nature how the last phase of the general
electionhas been handled,” she said.
About 14mn Kenyan voters went to
the polls to select the president, deputy

offences and some of them ought to be
arrested if they were not arrested,”

bers of parliament against a
backdmp of soaring food prices and
high levels of public debt.

Regional tension
China piles
pressure on
Taiwan amid
US delegation
visit to island

KATHRIN HILLE — TAIPEI

China announced a fresh round of mili-
tary manoeuvres around Taiwan in
reaction to the visit of a US congres-
sional delegation, a move that ratchets
up Beijing’s efforts to isolate the island
nation.

“This is a stern deterrence measure
against the US and Taiwan continuing to
play political tricks and undermining
peace a.ud suhll.lty across the Taiwan

Disruption caused by Covid
and Ukraine war has also
played a partin rising cases

JAMIE SMYTH AND CAITLIN GILBERT
NEW YORK

Public health authorities in wealthy
economies are racing to head off a
return of polio after the virus was
detected in several countries where it
had been all but stamped out.

Polio was detected in samples taken
from New York City’s sewage system on
Friday and last month the first case in
the US since 2013 was diagnosed in a
maninthe suburbs.

In London, vaccine boosters are being
offered to hundreds of thousands of
children after the virus was detected in
waste water. Israel has identified its first
cases since 1988 and there has been a
cluster in war-torn Ukraine.

For much of the 20th century, polio-
myelitis killed and disabled tens of
thousands of people every year. But vac-
cine development in the 1950s and a glo-
bal campaign that began in 1988
reduced infections to 175 cases by 2019
and countries: whereitis endemic tojust
Pakistanand

But its re-emergence in Eurupe and
the US, along with disruption of inocula-
tion programmes by the Covid-19 pan-
demic, and war in places such as
Ulcra.me and Alghanumn have caused

&

I

ouch: a girl
receives her
polio jab in 1963.
Below, a waste
water plant in

Public health. Infectious disease

Polio exploits gaps in rich nations’ jab coverage

i

have set up vaccination hubs, urged
people to get jabs and are considering
offering polio booster shots.

Dr Mary Leahy, chief executive of Bon
Seoou.rs CharltyHealth System, a hospi-

=

klyn. Polio

“Therehasbeenah p in
the routine immunisation coverage, as
countries were engaged in the Covid-19
pandemic response. If you scratch the

has been found
in the New York
sewage system

kland, said 75 per cent of
infected people show no symptoms.
“Only about 25 per cent develop flu-like
symptoms ... lessthan 1 per cent go on

surface, this shows the vulnerability of
countries’ immunisation systems,” said
siddhartha Datta, the World Health
Organization’s regional adviser for vac-
cine-preventable diseasesin Europe.
Last month, the WHO and Unicef
released data showing the largest sus-
tained decline in childhood vaccina-
tions in 30 years, w1th at least 25mn
infants missi; li ngjabs in
2021. Almost 7mn rmssed their third
poliojab last year when compared with
2019, before the coronavirus pandemic.
New York health officials said hun-
dreds of people may have contracted
the virus following the diagnosis of polio
on July 21in an unvaccinated man who
developed paralysis in Rockland

Images; John MinchBolAP

is,” she said.
Geneuc studies have linked the New
York case to the viruses in Israel and

London. Thed vin

ples of vaccine-derived polio, a strain

related to the weakened live poliovirus ~ « 5

contained in the oral polio vaccine. 'The rea'hty

They can cause illness and paralysisif ~ iS that once

allowed to circulate in populations with

unvaccinated people for long enough YOI! gCt

and then mutate. polio, the
Rockland has a jab rate of 60 per cent

for children attwo years of age, againsta treat‘ment

statewide average of 78 per cent. The TNOW ISNO

WHO says 95 per cent jab coverage is

required to provide herd immunity. better.tha'n
Alargeand growing Orthodox Jewish it Was in the

in the area had been sought 19505’

out by anti-vaccine activists, said Dorit
Reiss, professor of law at the University
of California, Hastings College of Law.

“There is nothing in Judaism that is
against vaccines, but some specific Jew-
ish orthodox communities have con-
cerns,” she said. “They live a closed life
in multigenerational homes with large
numbers of kids, soina very real sense it
isanareathatisvulnerable.”

The issue is sensitive after a measles
outbreak in 2018 and 2019 that infected
hundreds of people was centred on

Kland’s ultra-Orthodox

dox, although local health officials have
not confirmed this.

A state senator last month identified
the patient as an Orthodox Jew and
alleged some Jewish schools had a his-
tory of non-compliance with vaccina-
tion regimes. He retracted his claims
after objections from Jewish groups.

“One thing about this polio case isit’s
in Rockland country, which had a mas-
sive measles outbreak two years ago —
so that suggests there is vaccine hesi-
tancy,” said Dr Marny Eulberg, a retired
physician and polio surviver who has

Strait,” ilitary official said.

The annmmaement came after Dem-
ocratic senator Ed Markey and four

b f the US House of
atives from both sides of the aisle landed
in Taiwan on Sunday and met President
‘Tsai Ing-wen yesterday morning.

The Chinese defence ministry said the
visit flagrantly violated previous agree-
ments and China’s sovereignty and ter-
ritorial integrity.

“[1t] sends a wrong signal to the “Tai-
wan independence’ separatist forces,
and fully exposes the true face of the Us.
as a disrupter and destroyer of peace
and stability in the Taiwan Strait,” the
‘ministry said.

Lawmakers from the US and other
democracies often visit Taiwan and Tai-
pei also less frequently receives govern-
ment officials from those countries.

Beijing’s fierce reaction to the latest
US delegation is raising concernsin Tai-
wan and elsewhere that the Chinese
leadership is trying to impose a new sta-
tus quo under which foreign politicians
and officials are dissuaded from engag-
ing with theisland’s government.

The People’s Liberation Army’s new
“multiple services joint combat-readi-
ness patrols and exercises” come barely
five days after it completed week-long
drills that followed US House Speaker
Nancy Pelosi’s visit to Taiwan.

China said last week those drills had
succeeded in “obliterating” the median
line in the Taiwan Strait, an unofficial
buffer zone, and that the PLA would
from now on regularly patrol around the
island.

Since then, PLA aircraft and warships
have been conducting daily manoeu-
vres around Taiwan in numbers far
exceeding those prior to Pelosi’s visit
and in areas close to Taiwan where they
were not frequently active before the
current crisis.

According to the Taiwanese defence
ministry, 96 Chinese military aircraft
were active around the island between
last Thursday and Sunday, after Beijing
had said its exercises were over, but that
it would keep a “close eye” on Taiwan
and the US and conduct frequent patrols
inthearea.

“That they are now announcing
another exercise suggests that those

studied decades.

“These days many young parents
haven’t seen polio, it isn’t part of their
consciousness. And the reality is once
you get polio, the treatment now is no
better than it was in the 1950s, so the
best response is to get vaccinated.”

Health providers in Rockland say
some hesitant people were coming for-
‘ward in the county. Amanda Salzman of
Refuah Health said the clinic had
administered almost 500 polio vaccines
50 far, out of a total of 2,000 across the

bers may go up further and their
behaviour may become more aggres-
sive,” said a senior Taiwanese govern-
ment official.

Taiwan said 30 Chinese military air-
craft and six warships were active near
the island yesterday and that 15 of the
aircraft crossed the median line.

Kurt Campbell, White House co-ordi-
nator for Indo-Pacific affairs, on Friday
said China had used Pelosi’s visit as a
“pretext to launch an intensified pres-
sure campaign against Taiwanand totry
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county, north-west of New York City.
Rockland has one of the lowest immu-
nisation rates in the US. Authorities

All pages from Financial Times (Asia), Tuesday, August 16, 2022

New York Jewish Week and other
local media have reported the man who
contracted polio in Rockland is Ortho-

to change the status quo, jeopardising
peace and stability in the Taiwan Strait
and in the broader region”.

county.
Additional reporting by Donato Paolo
‘Manciniin London

Exploration blocks

Congo oil and gas auction open to start-ups

Climate change

US warned of spreading ‘extreme heat belt’

KENZA BRYAN — LONDON their emissions. “Ifitcan help ourecon-  cryptocurrencies, said the company had | KATE DUGUID — NEW YORK by the National Weather Servicefora  also examined locations by the number
The Democratic Republic of Congowill  °™Y and the country, why not?” contributed staff and resources tn AINENNLIAMS S NG ION DS heatindex —acombination of tempera-  of days the heat index would exceed
P g Budimbusaid. ionDAQ, ture and humidity — of 52C or more,  38C. While five counties — four in Texas
allow carbon credit and cryptocur- . . A quarter of the Us land area, home to . i
h - o “We're not doing this to destroy the  over platforms d h: le, will be sub- that elevates the risk of hemlmke, car-  and one in California — presently have
rency companies to bid inan oil and gas . P " . more than 100mn people, su
licensing round th been criticised rainforest, we're doing it for economic  Discord and founded two days before | jected to perceived es of more than 100 such days each year,
B “fn entalists who say drilling gain .. . With or without oil, what's theauctionlaunched in july. above 52C in three decades, including The number of people in the US  every county in the top 20 would by

in the country’s rainforests and peat-
lands would risk releasing vast quanti-
ties of carbon dioxide.

important isthat we earn [money].”
Congo produces about 25,000 barrels
a day of crude oil from a small number

RedemptionDAO aims to buy at least
one of the blocks in partnership with an
oil company or through crowdfunding,

states with rapid pepulation growth
suchas Texas, a report forecasts.

exposed to such temperatures is
expected to grow from 8mn in 2023 to

2053, says.
The areas adding the most days above
38C will overlap in large part with the

of onshore and offshore blocksalongits ~ and use it to issue “avoided emissions” | The “extreme heat belt”, in which heat ‘Households and Sunbelt, which extends from Florida to
Last month, Congo put 30 oil and gas  Atlantic coast. The government’s long-  carboncredits. indices exceed such temperatures, will ) N southern California. The Sunbelt also
exploration blocks up for auction. Some  held ambitions to produce oil in other It hopes to raise at least $50mn, but | expand from 50 counties in 2023 to businesses continue to contains six of the 10 fastest-growing
of the exploration areas are in Virunga  parts of the country’s interior have pre-  has so far raised $2.57mn and obtained | more than 1,000 by 2053, accordingtoa flock to markets dﬁSpitE states by population, according to Cen-
National Park and the Cuvette Centrale, ~ viously been held back by environmen-  pledges of $74,000, both in USDC, aso- | new report from First Street Founda- | ) ) U sus Bureau data. The south, followed by
the world’s largest tropical peatland,  tal concerns, corruption and alack of  called stablecoin digital currency | tion, a New York-based non-profitcli- 1ncCreasing climate risks the west, has had the biggest increase in

which naturally absorbs carbon from
the atmosphere.

Didier Budimbu, the hydrocarbons
minister, told the Financial Times he
would accept bids for exploration rights
in the rainforest and peatlands from
carbon market start-ups with nolinks to
oil and gas majors as long as they had
solid financial backing.

Rather than explore for hydrocar-
bons, such groups propose keeping any
oil and gas in the ground and instead
generate revenue by selling carbon
credits to companies looking to offset

Tuesday 16 August 2022

export options.

Those challenges mean it remains
uncertain how many oil and gas compa-
nies plan to participate in the licensing
round. France’s TotalEnergies, which
has a project in neighbouring Uganda,
and Italy’s Eni, which is active in other
parts of Africa, have both told the FT
they will notbid.

Flowcarbon, a start-up co-founded
earlier this year by WeWork co-founder
Adam Neumann, is among the carbon
credit groups to have expressed inter-
est. Phil Fogel, Flowcarbon’s head of

pegged tothe dollar.

Venture capitalist Thomas Annicq
said he had contacted the Congolese
government separately on behalf of
another coalition of carbon market
companies that wanted to mount ajoint
‘bid on the blocks.

Companies have until February to
submit bids. However, there is at
present no official methodology for
‘bringing credits from forgone oil and gas
exploration to market and analysts say
that developing one could take
up totwoyears.

mate risk research group.

The findings point to an increasingly
severe impact on US population centres
and property markets as the planet is
warmed by greenhouse gas emissions.
Temperatures have risen 1.1C globally
since preindustrial times.

Heatwaves have hit much of
the US this summer, with record
temperatures in Texas and near-record
levels from the Pacific Northwest to the
north-east last month, said the National
Oceanic and Atmospheric Administra-
tion. “Extreme danger” is the term used
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107mn in 2053, First Street said. The
increase in extreme heat above 52C
would be concentrated in the central
US, stretching from northern Texas to
states such as Indiana, Illinois and Towa
that are far from the cooling coasts, the
reportsaid.

The cities most vulnerableto extreme
heat days were St Louis and Kansas City,
Missouri; Memphis, Tennessee; Tulsa,
Oklahoma and chicago, 1llinois, the
report said, incorporating government

single-family home and apartment sales
volumes since the start of the coronavi-
rus pandemic, according to data from
the National Association of Realtors.

“The Sunbelt continues to experience
the fastest growth among major US mar-
kets,” said Abby Corbett, a senior econo-
mistat CoStar, a commercial real estate
research company. “Households and
businesses alike continue to flock to
markets throughout states like Texas,
Florida, Arizona, Georgia and the Caro-
linas, despite the nation’s ever-increas-
ol risksand

dataand iic research. The report
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The 5,000% question Obscure Hong Kong business AMTD under the microscope after its stock’s spectacular Wall St rise © pace 9

Companies & Markets

HK regulator
launches fresh
Evergrande
and PwC probe

e Focus on $2bn loan plan at subsidiary
e China group has $300bn of liabilities

TABBY KINDER — HONG KONG
THOMAS HALE — LONDON
Hong Kong’s accounting watchdog has
launched an investigation into Ever-
grande Property Services, a major sub-
sidiary of the embattled Chinese prop-
erty developer and its auditor PwC over
a$2bnl hatled
tive clear-outlastmonth.

The investigation will put more scru-
tiny on Evergrande, the world’s most
indebted real estate developer, after it

after an internal probe found they had
allowed $2bn in deposits that belonged
to the property services unit to be
pledged as collateral to lenders. The
sum was later seized by banks when the
unit did not meet its obligations, wiping
outmost of the subsidiary’s net cash.
The seizure threatened to hit the
remaining value of Evergrande’s inter-
national bonds, which are trading ata
fraction of their value following the
company’s default late last year.

failed tomeet a self-i d deadline to
restructure its $300Im in liabilities at
the end of July.

It also adds to pressure on Big Four

Th pany said at the time that the
loans secured by the pledges “were
transferred and diverted back to the
group via I_hlrd parties and were used

auditor PwC, which r dly gave forth fthe group”.
Evergrande's accounts a clean bill of Evergrande has about $300bn of ].|a-
health before the develop bilities, including $20bn of interna-
tional bonds. andis expected toundergo
the largest corporate restructuring in
The probe adds topressure < & o

on PwC, which repeatedly
gave Evergrande a clean bill

of health before its default

on its international debts late last year.
Hong Kong’s Financial Reporting Coun-
cil said yesterday that it had identified
potential concerns in the 2020 accounts
of Evergrande Property Services, which
islisted in HongKong.

The investigation is connected to how
the Evergrande subsidiary and PwC
classified “restricted bank deposits and
other loans”, the guarantees provided
on those loans, and the disclosure of
related party transactions, the FRCsaid.

The FRC also said yesterday that it
had “extended the scope” of a probe
announced last October into Ever-
grande’s group accounts and PwC’s
audit work on them after it had identi-
fied “questions about the adequacy of
reporting on going concern”. The FRC
has expanded the October probe to
include the impact of the $2bn transac-
tion at the group. PwC signed off Ever-
grande’s 2020 accounts as a going con-
cern, an accounting term that shows a
company has the resources to continue
operating for atleast 12 months.

Butin Evergrande’s interim financial
statements for the first half of 2021
released in August last year, the devel-

The FRC said it would i i th

Bt et et o $ho et

oper said it risked onitsdebt.

e, PR

Mine blow Rio Tinto rebuffed in plan
to take control of Mongolia copper project

NEIL HUME — LONDON

RioTinto’s plan to take direct owner-
ship of a copper mine in Mongolia
has hit the buffers after its $2.7bn
buyout proposal was rejected.

Turquoise Hill Resources said a spe-
cial committee had “terminated” its
review of Rio’s C$34-per-share cash
offer, saying it did not “fully and fairly
reflect” the value of its holding in Oyu
‘Tolgoi. “A transaction at the price pro-
posed by Rio Tinto would not fairly
compensate minority shareholders
for the long-term value

The Oyu Tolgoi copper mine at the centre of Rio Tinto’s failed bid to take direct

year. Itis one of several projects Rio
chief executive Jakob Stausholm is
trying to develop as he looks to posi-
tion the group for the shift to a low-
carbon econor

Although Rio operates Oyu Tolgoi
and is overseeing the underground
expansion, it does not have a direct
stake init. It holds a 51 per cent stake
in Toronto-listed Turquoise Hill,
which owns 66 per cent of Oyu Tolgoi.
The government of Mongolia owns
therest.

‘Turquoise Hill said yesterday that
between the parties had

of the company’s interest in Oyu Tol-
gm, said Maryse Saint-Laurent, chair

e 2l et

“not resulted in a consensus on value
and price orin. any]mprwed proposal

PR

Ex-WeWork
boss secures
$350mn for

Flow start-up

ANDREW EDGECLIFFE-JOHNSON AND
LYDIA TOMKIW — NEW YORK
RICHARD WATERS — SAN FRANCISCO

Adam Neumann has won the backing
of Andreessen Horowitz, the Silicon
Valley venture capital firm, for Flow,
the residential property company that
he has been building since resigning as
‘WeWorlcs chief executive.

One person familiar with the matter
said that Andreessen Horowitz had
invested $350mn in Flow. It is the big-
gestexternal investment that Neumann
has garnered since January 2019, when
Masayoshi Son’s SoftBank put a $47bn
valuation on WeWork, the office space
company thathe co-founded thatisnow
wvalued at $4bn.

Andreessen Horowitz in May
invested an undisclosed sum in Flow-
Carbon, another group backed by Neu-
mann and his wife thatis trying to make
carbon credit markets more transpar-
entusingblockchain technology.

In a blog post yesterday, co-founder
Marc Andreessen heaped praise on
Neumann as “a visionary leader who
revolutionised the second largest asset
class in the world — commercial real
estate” —and now stood to shake up res-
idential property, the onlylarger class.

“It’s often under-appreciated that
only one person has fundamentally
redesigned the office experience andled
a pmdlgmfharmglobal companyin

Adam 7 hesaid.

posal. At the time, Bold Baatar, head

of Rio’s copper division, said the offer,

which was pitched at a 32 per cent

premium, would create a “simpler
d effici " P’

In a nod to Neumann’s WeWork
history, Andreessen added: “We love
seeing repeat-founders build on past
successes by growing from lessons
learned. For Adam, the successes and

p”str
Oyu Tolgoi. The price of copper has
since fallen to about $8,000 a tonne.
When Rio reported half-year
results last month, holm was

plenty:
Neumann, who left WeWork a billion-
aire, has disclosed few details of how
Plnw intends to change the residential
its website featu 1)

asked about the buyout offer, which
he described as a “full-priced pro-
posal”. He also noted copper assets
had fallen 40 per cent since March.
Saint-Laurent said the committee
would now support Turquoise Hill in
its efforts to raise at least $650mn in
new equity by the year-end to shore
et B A et Al

the words “live life in flow” and “coming
2023”. Neumann’s representatives
declined tocomment.

Butin an interview with the Financial
‘Times in March he said he was tappi
into housing supply and affordability
crises that were forcing more young
Amencanstorentratherthan buy.

A i
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services unit for the year ending Decem-
ber 312020 and the six months ending
June 30 2021, as well as PwC’s audit on
the 2020 annual accounts of Ever-
grande Property Services.

In July, Evergrande replaced its chief
executive and chief financial officer

IUSIALLEU 1SS IR 1L st
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its international bonds in November.
Evergrande’s Hong Kong-listed shares

p from tradi
March after it failed to file its overdue
annual report.
PwC and Evergrande did not respond
toarequest forcomment.

vruresp

Located in the Gobi desert, Oyu Tol-
goi is one of the world’s biggest copper
deposits. Once an underground
expansion project is completed, it will
be one of the world’s biggest copper
mines, with production in its early
years of about 500,000 tonnes per

nUm KL LW .

‘The company launched its offer for
Turquoise Hill in March just as the
copper price hit a record high above
$10,600 a tonne. Turquoise Hill
responded by establishing the special
committee of independent directors
to review and consider the Rio pro-

U 1S LUANIGES 211U CULIPICLE Uevep-
ment of the mine, where first produc-
tionis due nextyear.

“While we are disappointed by this
decision, we will continue to work
constructively with the board of Tur-
quoise Hill to advance the Oyu Tolgoi
Pproject,” said Baatar.

AEsaw  UeIeIuUUS UPpULULIILY 11
providing a greater sense of i

in multifamily accommodation, he said
at the time, and was targeting cities such
as Atlanta, Austin, Miami and Nashville
which combine growing populations of
young people with buoyant job markets,
cultural attractions and good weather.
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decade or so on from the
financial crisis, the singular
sense of purpose that drove
afrenzy of regulatory inter-
ventions hasfaded.

Banks and insurers are so much safer
now that regulators seem nonplussed
about their resilience even as countries
including the US and the UK flirt with
recession, and the fallout from Russia’s
invasion of the Ukraine threatens
untold damage.

For regulators trying to recapture the
relevance and adrenalin of the post-cri-
sis era, crypto and climate are tantalis-
ing. The wild west of crypto offers regu-
lators a platform to save hapless con-
sumers from scams and idiocy, while
protecting underlying tech that could
improve all our lives. Climate offers the
more legacy-minded regulators the
chanceto, literally, save the world.

But the two Cs that have replaced cap-
ital in regulators’ hearts and minds are
fraught with difficulties.

is an area that many financial
regulators cannot avoid getting
involved in. There are rules prohibiting
most individuals from putting their
money into various bonds and complex
products; it's hard to argue that the
same logic should not apply to volatile
cryptoofferings.

There are also anti-money laundering
issues that most regulators, and their

FINANCIAL TIMES

THE LONGLIST

The Financial Times is delighted to announce the
longlist for the Business Book of the Year Award
2022. We will select up to six finalists for a shortlist,

to be announced live on FT Live Twitter on
Thursday 22 September.

governments, must address to make it
harder for crypto to be used by crimi-
nals, tax dodgers and terrorists. And
there are efforts to lay down parameters
for the use of crypto in the mainstream
markets world.

The challenge for regulators is that
crypto is moving so fast it’s almost
impossible for them to keep pace.

In Europe, the long awaited Markets
in Crypto-Assets Act legislation govern-
ing EU crypto activity is still being ham-
mered out and will not come into force
until 2024. European Central Bank
president Christine Lagarde is already
privately pushing officials to start work
on a second iteration to capture recent
developments outside Mica’s scope, like
the digital collectibles known as non-
fungible tokens.

Doing something but not enough to
prevent catastro-

phe risks popular- - Every minute being spent

ising crypto by

offeringaveneerof 0N things nothing can
respectability. Reg- o1 should be done about

ulators could also

be held accounta- 1S @ minute not being
ble for a crypto spent on their core jobs

blow up that the
broad

K I
Climate change presents different
challenges. In banking, the most that
1t doto protect th i
ment is to discourage lenders from
backing “brown” polluting projects, and
encourage the support of greener ones.
But the effectiveness of this is far from
clear — banks are not the only sources of
One of the tools regulators have been
using to drive behaviour is stress test-
ing. A construct that hit its stride in the
Ppost-crisis era, stress testing is a “what
if?” exercise that examines the impact
of imagined crises. The problem with
climate stress tests is the wide range of

%
e
e 1 e s 2
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Climate and crypto fraught with challenges for watchdogs

scenarios is infinite and the timelines
stretch out for decades, so the outcomes
depend entirely on where in the air the
scenario-setters choose to stick their

s,

The ECB recently found that 41 of the
eurozone’s biggest banks could be
underestimating their short-term cli-
mate impact by €70bn. They could just
as easily have come up with a number
of€170bn.

The Bank of England ran its climate
stress tests assuming that banks
changed nothing about the composition
of their lending for three decades, as
seas rose, temperatures soared and
industries were obliterated, an assump-
tion so divorced from reality it made it
easy to dismiss the exercise.

with such limitations in mind, José
Manuel Campa, chair of the European
Banking Authority, told the Financial
Times he was arguing against quantita-
tive outcomes in the EU’s first-ever cli-

sincethe dol
would notberobust.

Aformer regulator says Campa’s view
is the right one, and not just to prevent
the climate stress tests results being
mocked. The bigger danger is that a
flawed climate stress test could under-
mine the normal stress tests the EBA
runs to reassure investors about Euro-
pean banks’ resilience.

The former regulator, along with one
of his crisis-time peers, see an even
more important risk. That danger is the
opportunity cost — every minute being
spent on things regulators cannot and
should not do anything about is a
minute not being spent on their core
jobs. And those collective minutes could
becomeimportantifit turns out that the
financial system is not as safe as regula-
torsthinkitis.

laura.noonan@ft.com
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¢ The Long Shot: The Inside Story of the Race to Vaccinate Britain, by Kate Bingham and Tim Hames - Oneworld

Publications (UK & US)

« Butler to the World: How Britain became the servant of tycoons, tax dodgers, kleptocrats and criminals, by Oliver

Bullough - Profile Books (UKD, St. Martin’s Press

us)

* Dead in the Water: Murder and Fraud in the World’s Most Secretive Industry, by Matthew Campbell and Kit Chellel -

Atlantic Books (UK), Portfolio (US)

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F08%2F 16 &ts=202208152334 19&uq=20220804103507

7/20



2022/8/16 23:55

All pages from Financial Times (Asia), Tuesday, August 16, 2022
The Price of Time: The Real Story of Interest, by Edward Chancellor - Allen Lane (UK), Atlantic Monthly Press (US)
Influence Empire: The Story of Tencent and China’s Tech Ambition, by Lulu Chen - Hodder & Stoughton (UK & US)
Power Failure: The Rise and Fall of General Electric, by William D. Cohan - Allen Lane (UK), Portfolio (US)

Talent: How to Identify Energizers, Creatives, and Winners Around the World, by Tyler Cowen and Daniel Gross -
Nicholas Brealey (UK), St. Martin’s Press (US)

Slouching Towards Utopia: The Economic History of the Twentieth Century,
(UKD, Profile Books (US)

J. Bradford Delong - Basic Books

The Rise and Fall of the Neoliberal Order: America and the World in the Free Market Era, by Gary Gerstle - Oxford
University Press (UK & US)

Direct: The Rise of the Middleman Economy and the Power of Going fo the Source, by Kathryn Judge -
HarperBusiness (UK & US)

The Power Law: Venture Capital and the Art of Disruption, by Sebastian Mallaby - Allen Lane (UK), Penguin
Press (US)

Chip War: The Fight for the World’s Most Critical Technology, by Chris Miller - Simon & Schuster (UK), Scribner (US)

Flying Blind: The 737 MAX Tragedy and the Fall of Boeing, by Peter Robison - Penguin Business (UK,
Doubleday (US)

Disorder: Hard Times in the 21st Century, by Helen Thompson - Oxford University Press (UK & US)

Nomad Century: How to Survive the Climate Upheaval, by Gaia Vince - Allen Lane (UKD, Flatiron Books (US)

The winner’s ceremony will take place at the V&A Museum on Monday 5 December.
Further details on how to register for this event, the Award, the judges and previous
winners, can be found at businessbook.live.ft.com. For news and features about the

Award, please visit ft.com/bookaward.
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Europe’s office market under pressure e secure
u p u p U lender secures
.

licence to offer

Interest rate rises threaten according to an analysis by Bank of ~ European groups, calculations from  tougher when buyers have torefinance  the estate agents, surveyors and con- 5 0 ﬁX d
deb - ‘America. Rising base rates have added  BofA show, indicating that bond inves-  the debt they used to buy buildings. sultants from across Europe and the US -year (s
recovery as det t SCIVICING ¢4 office owners’ debt servicing costs. tors are increasingly anxious about the “Look at the financial crisisand what ~ who responded “view the market as
costs outpace rent income  Butthatis merely thetipof theiceberg,  companies” creditworthiness. happened: the pinch points were the having slipped into the downturn phase l’a_te m Ortga_ges
according to Marc Mozzi, areal estate  The deterioratingoutlookcomesafter  refinanci that’s where the

GEORGE HAMMOND

Europe’s office market faces the tough-
est conditions since the financial crisis,
experts have warned, as rising interest
rates and a surge in building costs
threaten to choke off its recovery from
the pandemic.

Higher interest rates and a broader
tightening in financial conditions have
driven the cost for office owners of serv-
icing their debt above the rental income
they recei ime since 2007,

analyst at BofA.

“When people are talking about inter-
est rates, that represents only about a
quarter of the cost of borrowing for
European real estate companies. The
credit spread is the hidden part of the
iceberg,” said Mozzi, referring to a
measure of how much more a company
has to pay to borrow compared with a
sovereign issuer.

over the past 12 months, credit
spreads have doubled for UK-listed real

and almost tripled for

‘the Bank of England earlier this month
made the biggest rise in its key interest
rate in more than a quarter of a century,
asit steps up the fight against inflation.
The office markethad a buoyant start
to the year but has sunk since. In Lon-
don, the value of deals completed in the
first quarter of the year was 105 per cent
above the 10-year average; but in the
second quarter it was 27 per cent below
that level, according to Mark Ridley,
chiefexecutive of estate agency Savills.
Executives say the challenge could get

squeeze can come,” said Adam Goldin,
head of the UK business for CC Land, a
Chinesedeveloper.

“If you simply don’t have the money
to refinance then you don’t have the
money . . . Thereare plenty of organisa-
tions out there, [such as] funds that are
closed-ended and can’t put more money
in, so their one direction is to sell. we
will then find out how much capital is
there to buy,” headded.

A survey by the Royal Institution of
Chartered Surveyors found about half of

of the property cycle”.

Office landlords are also contending
with ajump in the cost of building mate-
rials, the persistence of hybrid working
and the additional costs required to
meet environmental regulations.

Nevertheless, they say the level of lev-
erage in the sector today is far lower
than it was before the financial crisis,
and that other investors and buyers will
step in once prices fall further.

But Mozzi is sceptical. “Why would
anyone buy something that returns less
than they are paying for it?” he said.

Return to real-world activities

after lockdowns hurts console

makers and software groups

ANNA GROSS
Gaming companies have been hit with
weakening sales and engagement in
recent months, as players returned to
real-world pursuits post-pandemic and
began cutting back on their spending
amid the cost of living crisis.

Console producers, video game pub-
lishers and gaming-chip makers have
reported a fall in demand in the latest

https://digital.olivesoftware.com/oli

Technology. Entertainment

Players press pause on video game demand

ve/odn/ftasia/printpages.aspx?doc=FTA%2F2022%2F

8%2F16&ts=20220815233419

EMMA DUNKLEY

A new lender has been granted a
licence by UK regulators to offer mort-
gages with fixed rates of up to 50 years
in a move aimed at helping borrowers
manage soaring inflation.

Specialist lender Perenna is initially
planning to provide home loans that
lock in rates for 30 years, before rolling
outproductswith even longer terms.

Its approval comes as the Bank of Eng-
land raises rates in an attempt to tackle
risinginflation, which hasreacheda 40-
year high of 9.4 per centin Britain.

Longer-term mortgages have been
mooted as a way to help younger people
on to the housing ladder as property
prices remain high.

Boris Johnson, the outgoing prime
minister, last month explored plans for
longer mortgages that could be handed
down between generations.

House prices in the UK reached a
record last month, although data from
property site Rightmove yesterday
showed the average value had dipped
1.3 per cent in August to £365,173.

Banks typically provide mortgages
with rates fixed for up to 10 years, with
the most popular products lasting two
and five years, accordingto Ray Boulger,
senior manager at broker John Charcol.

Perenna could offer rates of 4-4.5 per

‘Normal people can’t buy a
house. This is not the case

in atharmnrl-ate cuich ne

&uq=20220804103507
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quarter, challenging the belief that gam-
ing is one of the most recession-proof
forms of entertainment.

The slowdown comes after the sector
saw a surge in demand and bumper
profits during the pandemic, as global
lockdowns drove a spike in consumers’
appetite for virtual entertainment,
which, in turn, saw dealmaking rise
sharply within the industry.

Console makers Sony and Microsoft
were the harbingers of a downturn in
gaming, posting sales declines from
their gaming businesses. Last month,
Sony reported a15 per cent drop in Play-
Station engagement year-on-year.

Nvidia, aheavyweight in gaming-chip
production, alsoreported lower secnnd-

quarter revenue by
its gaming business. Gammgrevenue in
the second quarter fell 44 per cent from
the previous quarter and 33 per cent
fromayear earlier to $2.04bn.

Strauss Zelnick, chief executive of
Take-Two Interactive, the company
behind Grand Theft Auto, hassaid thathe
does not believe “the entertainment
business is recession proof or even nec-
essarily recession resistant”. His com-
pany’s sales forecast for the second
quarter and the full year fell short of
analysts’ estimates, causing its share
pricetodrop 5 per cent.

“If you are feeling the pinch of infla-
tion, specifically with regard to non-
discretionary expenditures like fuel and
food, you could imagine that if you're
playing a game, you might choose to
spend a bit less or spend a bit less fre-
quently;” said Zelnick.

Activision Blizzard, which is being
bought by Microsoft for $63bn, posted a
15 per cent drop in adjusted sales in the

dquarter Jwithth
period last year, driven in large part by
weaker demand in the console and PC
marketand a poor response to the latest
release of its Call of Duty shooter game.

Electronic Arts, famous for its Fifa
franchise as well as Sims, gave a revenue

All pages from Financial Times (Asia), Tuesday, August 16, 2022

Appetite has forecast for the second quarter that  EA, said that there was one “open ques- “We are still
reduced for ‘missed analyst estimates. tion” the industry was facing: “In a A
games includi; The biggest post-pandemic impact  world where you can engage deeply Walting for
“call of Duty’ appears to be on the mobile segmentof ~ without spending, how will we see the next
and ‘Grand the gaming market, which hasbeenthe  spending through this period?”
Theft Auto’, as focus of dealmakingin recent years. Roblox, the game-making platform must-have
users spend less Take-Two completed a$13bnacquisi-  behind Jailbreak and MeepCity, saw its blockbuster
time on their tion of Zynga this year, while EAbought  shares slide more than 12 per cent after N
PlayStations. a3Dmobilegaming company calledGlu  itreporteda 4 per centdropinnetbook- gaIMe
Chipmaker for $2bn last year. EA said mobilebook-  ings and a slowdown in daily user
Nvidia has also ings were down 2.5 per cent from the .
experienced previous quarter, with legacy titles — Ithaslost more than 50 per cent ofits
falling demand excluding Fifa Mobile — performing  valuesince the start of the year.
EL’L‘;;?WB‘“"W quite poorly. David Baszucki, chief executive, dis-
Andrew Wilson, chief executive at  missed the impact of a gaming down-
turn on thy p ‘s results, however,
Valuations asserting that it was more of i:"lutu.re
T human experience platform” than a

Microsoft deal announced

Activision
Blizzard

Electronic Arts

Roblox

Source: Refinitv
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gaming company and adding: “We’ve
been through these cycles before, and
we've been relatively inmune to them.”
Some groups have been let down by
weak game releases — normally the cat-
alyst behind stellar growth figures — in
part because the pandemic unsettled
pipelines. EA is still suffering from the
lukewarm reaction to its hotly antici-
pated Battlefield 2042 game in Novem-
ber, while Take-Two pushed back one of
itsmostsignificant title releases.
Activision Blizzard has struggled after
its flagship Call of Duty title received a
lacklustre reception late last year, which
it attributed to the choice of a second

‘world war setting that failed to resonate
withitsaudiences.

“For growth to accelerate in the indus-
try, you need compelling games,” said
Neil campling analyst at Mirabaud
Equity Research, noting that audiences
had become more selective now that
they had a more options for leisure. “We
are still waiting for the next must-have
blockbuster game.”

Patrick O’Luanaigh, chief executive of
NDreams, a virtual reality publisher,
said there had been a “marked slow-
down in big releases”, adding: “It’s rela-
tively sparse, which is frustrating for
some people.”

Nonetheless, executives are positive
about mid to long-term prospects,
pointing tosteady growth in the number
of gamers worldwide.

‘Wilson highlighted how an expansion
into mobile gaming, irrespective of
‘whetherusers are opting for free games
right now, “represents a way for us to
access players in markets that our tradi-
tional business does not”, pointing toan
estimated 3.5bn players worldwide.

Zelnick said evidence suggested the
next generation of gamers would be
“more and play more”.

“So I have to believe that interactive
entertainment will continue to grow dis-
proportionately to the rest of the audio-
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the US and Denmark’

cent on the 30- to 50-year loans,
although this would be affected by gilt
yields at the time of launch.

Arjan Verbeek, chief executive and
founder of Perenna, said longer-term
rates should help borrowers during the
cost of living crisis and in an environ-
ment of rising interest rates.

“Rates are going up and if you have a
household budget to manage, you need
to know what you’re paying on your
mortgage every month. With inflation
running high, this will take a chunk of
the stress out. Mortgages are broken in
the UK because normal people can’t buy
a house. This is not the case in other
markets such as the US and Denmark,
where stability is bemg provided by
long-term mortgages.

Gerard Lyons, an economist and
former adviser to Johnson, wrote in a
paper for think-tank Policy Exchange
last week that “one of the critical areas
for a new prime minister is to address
the challenges in the housing market,
and to help turn Generation Rent into
Generation Buy”.

Unlike banks, which fund much of
their mortgage lending through cus-
tomer deposits, Perenna will issue cov-
ered bonds to pension funds and insur-
ersforlonger-term financing.

Fewlenders have issued such lengthy
home loan deals, with the longest fixed
offer stretching to four decades. Last
year, specialist lender Kensington
launched a 40-year fixed rate mortgage
withinsurer Rothesay.

Boulger said: “This is a major event
for borrowers interested in longer-term
mortgages. A player coming into this
market will clearly enhance awareness
and increase competition.

“The fact Perenna is using covered
bonds for funding, while Kensington is
using pension annuities, is also positive
for ion in the market.”

Mining

Thungela lines up large payout amid coal boom

NEIL HUME

Investors in South Africa’s largest
exporter of thermal coal will enjoy a
bumper payday amid a boom in prices
for the highly polluting fossil fuel.

Thungela Resources, a spin-off from
Anglo American, declared a dividend of
R60 a share as profits for the six months
to June surged more than 3,000 per cent
on the back of record coal prices and
premiums.

The payout is nearly three times
higher than Thungela’s share price onits
first day of trading 14 months ago and
underscores the huge profits being gen-
erated from coal.

Glencore, the world's biggest exporter
of thermal coal, this month revealed
earnings from its coal business had
surged almost 900 per cent to $8.9bn in
the first six months of the year. Chinese
and Indian preducers have also
reported soaring profits. The results are
the latest evidence of a remarkable

Tuesday 16 August 2022

turnround for an industry shunned by
many investors and banks amid a global
push towards cleaner fuels.

Thungela said demand for “afforda-
ble” energy sources had escalated fol-
lowing Russia’s invasion of Ukrame,
which hassentsh
bal energy markets. “Coupled with sup—
ply constraints in major coal-producing
regions, this resulted in the price of ther-
mal coal increasing to unprecedented
levels,” said chief executive July Ndlovu.

South African coal shipped from
Richards Bay istrading at almost $320a
tonne, according to Argus Media, up
from $140 this timea year ago.

A full ban on Russian coal shipments
has just come into effect in Europe,
boosting demand for alternative
sources of supply. It comes as Germany
fires up coal-fired power stations ahead
of the winter after Russia cut gas sup-
pliestothecontinent.

“We expect an even larger dividend of
R67 per share at the full-year results,

assuming there isno merger and acqui-
sition activity,” said Ben Davis, analyst
atLiberum.

In the six months to June, Thungela
reported net income of R9.6bn
($578mn), up from R351mn in the same
period a year agoonrevenue up 160 per
centtoR26.1bn

1t also lowered guidance for ship-
ments as rail constraints continue to
hamper its ability to move coal from its
mines to Richards Bay, one of the big-
gestcoal terminals in the world.

Thungela expects to export
13mn-13.6mn tonnes of the fossil fuel
thisyear, up from an initial projection of
14mn-15mn.

The company also approved the R2bn
Elders project, a proposed underground
coal mine in Mpumalanga province,
although Ndlovu said that it would not
add incremental tonnes to its produc-
‘tion profile but replace production from
another mine that was reaching the
end of itslife.

Financials

Saudi prince bet big on Russia as war kicked off

SAMER AL-ATRUSH — RIYADH

Kingdom Holding, the Saudi investor,
poured hundreds of millions of dollars
into Russian energy groups about the
time of the invasion of Ukraine, the
company has disclosed.

Majority-owned by Prince Alwaleed bin
Talal, Kingdom made the investments
as western leaders sought to increase
pressure on Moscow and threatened
sanctions, which they began imposing
inlate February.

The roughly $500mn investments
included $364mn in Gazprom in Febru-
ary, with the rest going into Rosneft and
Lukoil that month and in March.
Vladimir Putin ordered the invasion on
February 24.

Prince Alwaleed was detained in 2017
ata Riyadh hotel with other tycoons and
Toyals. Critics said it was a power play by
Crown Prince Mnhammed bin Salman

i againstan old

guard. The state said it retrieved $100bn

* FINANCIAL TIMES

in funds. Prince Alwaleed was freed
after reaching a deal with the govern-
ment; he has not disclosed the details.
Other tycoons were released after trans-
ferring funds or partially ceding control
of businesses to the government.

saudi Arabia's sovereign wealth fund,
the Public Investment Fund, said it
acquired a 16.8 per cent stake in King-
dom in May, months after the invest-
ments. It would be unlikely for a large
Saudi company to conduct big invest-

Investor gl;oup Kingdom is majority-
owned by Prince Alwaleed bin Talal

ments in Russia without the govern-
ment’sblessing.

Other investments disclosed includea
$220mn investment in Phoenix, a UK
pensions and savings company, and
$221mnininvestment manager M&G. It
made investments in Uber, Lyft, Ali-
baba and BlackRock TCP Capital. King-
dom said these were part of a three-year
strategy totalling $3.4bn. The company
has investments in the Four Seasons
hotel chainand owns a stake in Twitter.

Saudi Arabia has fostered ties with
Russia, co-operating in Opec+.

Its ties to Washington have been
strained since Joe Biden came to office
with the vow to turn Saudi Arabia into a
pariah over Jamal Khashoggi’s murder.
The CIA said Prince Mohammed was
responsible for the operation to “cap-
ture or kill” Khashoggi. Biden hashad to
backtrack: he visited the countryin July,
meeting Prince Mohammed as he
pushed for more oil production.

Seelex
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Riddle of HK minnow’s 5,000% Wall Street rise

AMTD Digital, led by a former banker facing a two-year watchdog ban, at one point exceeded Goldman’s market value

MERCEDES RUEHL — SINGAPORE
PRIMROSE RIORDAN — HONG KONG
For an ex-banker facing a two-year ban
by Hong Kong’s watchdog, Calvin Choi
is riding high. Two weeks after the
founder of AMTD Digital rang the open-
ing bell on the New York bourse, his
obscure Hong Kong-based group made
history. It had the fastest share pricerise
of a Us-listed company after an IPO,
accordingtodata from Dealogic.
Afterlistingat$7.80 on July 15, AMTD
Digital hit$400 on July 29, up more than
5,000 per cent. The stock touched a
peak of 2,555.30 in August. Its market
value at one point exceeded that of
Goldman Sachs, despite revenues of
$21.5mn for the 10 months to February
2022 and withonly 50 employees.
AMTD Digital said it had no idea
about the reason for the surge. Analysts
said there was no clear factor, with
debate over whether it could have been
ameme stock rally. The group’s low free
float — 19mn out of 185mn shares were
offered in the IPO — meant the stock
was open tomanipulation, they said.
AMTD Digital’s rise is the more
remarkable for coming amid a crack-
down on China groups listed in the US,
with over 200 mainland and Hong Kong
groups facing delisting in 2024 if they do
not comply with audit requirements.

| World-famous for 15 minutes
Market capitalisation ($bn)
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ary this year, decided to ban him from
the industry for two years. The SFC did
not disclose the nature of Choi’s alleged
relationship with L.R. But shortly after
the Morgan Stanley sale, he took over as
chair of AMTD Group. His appeal is
scheduled for December.

AMTD Group claims to be a “leading
investment firm”, underwriting 16 US
initial public offerings since Choi joined
and raising $13.4bn, according to figures
from Dealogic. Shares in all of those
companies are trading at an average of
75 per cent below their IPO price.

AMTD Group has had to restructure
$718mn in bonds raised since 2019, with
bondholders in February agreeing to
extend the notes’ maturity by three
years and reduce interest payments.
One of AMTD’s bonds was originally due
in March. Its $500mn bond is trading at
46 centsonthe dollar.

CK Hutchison disavowed the com-
pany this month, saying it had no deal-
ings with AMTD Digital and was selling
the “lessthan 4 per cent” of sharesit had
in AMTD Group. Other projects appear
stalled. Together with Xiaomi, AMTD
won a digital banking licence in Hong
Kong in 2019 but industry insiders are
confused by the bank’s strategy.

“They are the most inactive of the vir-
tual banks,” an adviser to Hong Kong’s

https://digital.olivesoftware. com/ol|ve/odn/fta3|a/pr|ntpages aspx?doc= FTA%2F2022%2F08%2F16&ts 20220815233419&uq 20220804103507
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AMTD Group was founded in 2003 by
Hong Kong tycoon Li Ka-shing’s CK
Hutchison and Commonwealth Bank of
Australia. With its subsidiaries AMTD
1dea and AMTD Digital, it offers invest-
ment banking, asset management,
insurance brokerage and digital finan-
cial services. AMTD Digital’s main prod-
uctisits “SpiderNet”, which it defines as
a “superconnector ecosystem”.

Choi joined AMTD Group in 2016 as
chair after five years at UBS. He set up
AMTD Digital and became involved in
charitable foundations and trusts. A
regular attendee at events such as the
‘World Economic Forum in Davos, Choi
cultivated ties with companies includ-
ing Xiaomi, and business families.
Andrew Chiu, grandson of the late Hong
Kong magnate Deacon Chiu, was previ-
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ously vice-chair of what is now AMTD
Idea. Choi praises the Communist

and XiJinping’s goal of the “great rejuve-
nation of the Chis ion”.

|

Jul

was rejected by Hong Kong's bourse.
The group is facing regulatory scrutiny
over the stock rally. The Singapore
b id a subsidiary wasin commu-

AMTD Digital’s July IPO was the third
international listing of a group company
that Choi has engineered in as many
years. The group’s investment bank,
AMTD Idea — formerly AMTD Interna-
tional, the main stakeholder in AMTD
Digital —was listed on the NYSE in 2019
before completing a secondary listing in
Singapore the following year.

The New Yorlklisted shares of AMTD
Idea rose 525 per cent after AMTD Dig-
ital’s listing. A 2017 application to list
insurance unit AMTD Strategic Capital

nication with NYSE on the volatility.
“Choi is a master marketer. He gets

i Singa-
pore’s Monetary Authority and political
figures such as [ex-Hong Kong leader]
Carrie Lam, but it was always style over
substance,” said a person involved in
due diligence on AMTD. Choi and
AMTD did not respond to requests for
comment.

Choi is battling regulators in Hong
Kong. He is appealing against a ban by
the city’s Securities and Futures Com-

2022 Aug

mission related to a share sale at AMTD
Group in 2015. Choi was still at UBS,
which was the financial adviser for the
sellers including Morgan Stanley Pri-
vate Equity Asia, then a big shareholder
of AMTD Group. The SFC found Choi
was involved “in the business” of one of
the buyers, L.R. Capital, according to an
AMTD website. He “directed the deci-
sion-making” at L.R. inconnection with
the sale and “exceeded the scope of a
typical coverage banker”. This was not
disclosed to Morgan Stanley or UBS,
placinghim in potential conflict of inter-
est, the SFC said. The regulator accused
him of a conflict of interest again involv-
ing L.R. inan IPO in 2014 and, in Janu-

‘Choiis
amaster
marketer
but it was
always
style over

substance’

virtual banks said. “They have no real
marketing in Hong Kong. People in the
industry wonder what they are doing.”

AMTD’s share price has begun to fall,
but analysts said regulators should look
more closely at the company. Nate
Anderson of Hindenburg accused the
NYSE of ignoring “glaring issues” and
focusing on collecting listing fees over
protecting the integrity of US markets.
The NYSE declined to comment.

The US Securities and Exchange Com-
mission’s “antennae should have been
up”, said Mak Yuen Teen, a professor of
accounting at the National University of
Singapore. Having so many shares held
by the parent was a red flag. “All consid-
ered, why were they allowed tolist?”
Additional reporting by Hudson Lockett
and Tabby Kinder in Hong Kong
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#supportjournalism

journalistscharity.org.uk

War without
journalism?

| Inthinl/ahla

Journalists & their crews are risking their lives to bring you
the facts about the war in Ukraine. A free & fair press to
shine a light on truth has never been more important.

Journdlists’ Charity

Supperting journalists nationwide
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Fixed income. Riskier assets

Junk bonds rebound strongly
on easing inflation worries

Galaxy Digital
commits to
Nasdagq listing
after ending
BitGodeal

SCOTT CHIPOLINA

Galaxy Digital, one of the biggest
investment managers in the
cryptocurrency market, is to press
on with a planned listing on Nasdaq
even as it called off plans to buy digital
asset custody platform BitGo for $1.2bn.
The Canadian-listed group said
yesterday that it was pulling out of the
cash and shares deal, citing BitGo’s fail-
ure to provide audited financial state-
mentsfor the year to December 2021.
The deal’s failure is a blow to Galaxy,
which had hoped to interest more

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F08%2F 16 &ts=202208152334 19&uq=20220804103507
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Amount of US debt trading at

distressed levels tumbles in

unprecedented recovery

US junk bond spreads have fallen back from recent highs

High-yield index (percentage points)

6.0
n 55

IAN JOHNSTON — LONDON
ERIC PLATT — NEW YORK

One of the riskiest corners of global
financial markets has made an
unprecedented recovery in the past
month with prices of junk bonds
rebounding as investors bet that the
Federal Reserve’s efforts to tame
inflation will avoid triggering a deep
recession.

The amount of US bonds trading at
levels signalling severe investor concern
has dropped rapidly over the past five
weeks, in a reflection of increased
optimism from investors about thestate
of the US economy.

Just 6.2 per cent of high-yield bonds
are now trading at distressed levels
compared with 11.6 per cent on July 5,
according to analysis by Marty Fridson,
chief investment officer of Lehmann
Livian Fridson Advisors.

Investors had backed away from US
high-yield corporate debt earlier this
year, fearing that aggressive interest
rate rises by the Fed would force
the world’s largest economy into a
protracted slowdown — hitting the
country’sweakest companies hardest.

But signs that the pace of price growth
may be steadying — with inflation data
last week coming in lower than forecast
— have contributed to a recovery in the
price of those assets.

“Over a strikingly shortinterval, high-
yield investors [have come] around to
believing inflation is sufficiently under
control that the Fed [will] not have to
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correct in changing their views on that
matter,” headded.

Alack of demand before the bounce-
back in junk bond prices had pushed up
the premium investors received for
holding high-yield bonds relative to
government benchmarks, also known
asthe spread.

The amount of bonds trading with a
spread of 10 percentage points or above,
a sign that they are distressed, more
than doubled from January to May.

“credit, like equities, is a simple
animal,” said Michael Hartnett, chief
investment strategist at Bank of
America Global Research. “As interest
rates were going up and corporate
earnings were going down, the first six

hs of this year

h dswidened

The rocky conditions pmmph:d some
companies to postpone planned
borrowings as central banks withdrew
their support for debt markets and
inflation damped demand.

But several data releases have
suggested that mﬂahonhas sbablhsed in

hike interest rates dr enough
to trigger a deep recession,” said
Fridson.

“Time will tell whether they were

theUs

that the Fed w111 brmg m a third
consecutive 0.75 PEI'CEI!TBEE pﬂ].[l[ rate
risein September have eased.

A renewed sense of optimism about
the economic outlook has sent traders
‘backinto debt markets.

Money has been pumped into
investment grade, high-yield and
emerging market debt funds in recent
‘weeks after sustained outflows since
January, according to flows tracked by
EPFR.

With banks delaying planned junk
bond sales until after the summer
holiday in the US, investors keen to
increase their holdings have instead had
‘togobble up existing debt.

Yields on junk-rated US corporate
‘bonds have fallen from an average of
8.94 per cent at the end of June to 7.45
per centon Friday.

That fall has been driven largely by a
drop in the premium investors demand
to lend to lower rated companies
compared to the borrowing costs
secured by the US government, rather
‘than by abroader decline in yields.

The spread has tightened from 5.99
percentage points on July 5 to 4.25
percentage pointson Friday.

Most striking is the pace of this

“extraordinary” turnround, said
Fridson. It has previously taken at least
four months for the spread on the Ice

In the long run:
the US Federal
Reserve’s efforts
to beat inflation
are being viewed
in more upbeat
fashion by

debt markets

Al Drago/Bioormberg

‘Thisis

the tip of
the iceberg
of what
credit can
do.The
levels were

crazy’

Data Services high-yield index to move
from 6 percentage points to the current
level of 4. Therecent drop has taken just
over one month, Fridson’s data show.

“Without a sense of inevitability of a
near-term recession, investors are
predisposed to take a bullish view of any
good news,” he said, although some
traders remainreluctant.

Gabriele Foa, a portfolio manager at
Algebris Investments, said conditions
for the corporate bond market are likely
toimprove further. “Thisis the tip of the
iceberg of what credit can do . . . the
levels were crazy and priced for a very
big storm. Now they’re not priced for a
very big storm but they’re still quite

cheap.”

still, Adam Abbas, the co-head of
fixed income at Harris Associates,
cautioned that, when debt issuance
accelerates later this year, pressure
could once again build on junk bonds
just as investors are confronted with
we ing economic data.

“There needs to be a fair degree of
scepticism built into credit analysis,” he
said. “A dovish pivot from [Fed chair
Jay] Powell, one good employment
report and [softer than expected rise in
consumer prices], those are certainly
good. But the verdictis still out for us.”

Further inflation and jobs data will be
published before the Fed’s rate decision
next month. Signs that inflation is
creeping up again or a larger than
expected rate rise could push more
bondsbackinto distressed territory.

The longer term outlook means that
analysts are wary of predicting a new
bull market for credit.

“If you believe corporate earnings are
going up and interest rates are going to
come down — winner, winner chicken
dinner. If, like myself, you think it’s not
going to be easy as that, the expected
returns don't look as attractive,” said
Hartnett.

Our global

feam gives you
market-moving
news and views,

24 hours a day
fi.com/markets

Iuna managers In INe Denerts
of digital assets and blockchain
technology with the deal for BitGo,
which specialises in securely holding
cryptoinvestors’ assets.

The value of crypto assets has
tumbled in the period since the deal was
initiated with the price of tokenssuch as
bitcoin down by two-thirds since
November. Galaxy recorded a $555mn
lossin the second quarter.

The agreement between Galaxy and
BitGo was one of the industry’s largest
deals whenit was announced in May last
year, in part contingent on Galaxy
Digital receiving regulatory and
shareholder approval to reorganise asa
Delaware-listed company.

“We are still full steam ahead with

Crypto assets tumbled
since the deal was initiated
with bitcoin down two-
thirds since November

listing,” Mike Novogratz, founder and
chief executive, said in an interview.

However, Galaxy did not provide a
specific timeframe for when it intends
tolist on the Nasdaq. A listing will still
require approval from the Securities
and Exchange Commission for its
reorganisation in Delaware.

“We haven’t given any guidance on
when the process will be completed,”
Galaxy Digital said.

But the tie-up began to hit hurdles
when Galaxy did not receive regulatory
sign off from the SEC to reorganise as a

1 ed entity inth i
it expected. By March 2022, some deal
terms were renegotiated including the
number of Galaxy shares to be received
by BitGoshareholders.

BitGo did not respond to a request for
comment. Galaxy will not have to pay a
termination fee, which could have
topped $100mn, the company added.

The digital assets investment firm has
also thus far been unsuccessful in
convincing the US markets watchdog to
approve its application for a bitcoin
exchange-traded fund, first filed in
April2021.

Galaxy Digital is not the only com-
pany in the crypto industry having to
push back an intended public listing.
Pending SEC approval, crypto exchange
Bullish has also delayed plans to list on.
the New York stock Exchange through a
deal with a special purpose acquisition
company Far Peak Acquisition Corp.

Chinese state-run groups to delist from
Wall Street amid rising Sino-US tension

HUDSON LOCKETT, CHENG LENG AND
TABBY KINDER — HONG KONG

Five Chinese state-owned companies
have announced plans to delist
voluntarily from Wall Street before the
Us forces them out in 2024 over an
audit dispute, marking an escalation in
the financial decoupling of the world’s
two largest economies.

The announcements by state-owned
groups including PetroChina, Asia’s
largest oil and gas producer, and China
Life Insurance Company, one of the
country’s biggest state insurers, come as
Beijing and Washington struggle to
reach a deal that would halt the delisting
of about 200 US-listed Chinese
companiesworth more than $1tn.

Other state-run companies that
announced plans to delist from the New
York Stock Exchange included
Aluminium Corporation of China, the
country’s largest aluminium producer,
China Petroleum & Chemical Corp, or
Sinopec, and Sinopec’s petrochemicals
subsidiary.

The listings have a combined market
capitalisation of more than $318bn,
although analysts said most trading in

Tuesday 16 August 2022

the companies’ shares already took
placein HongKong ormainland China.

“Thisisa tactical, political move,” said
Dickie Wong, head of research at King-
ston Securities in Hong Kong.

Wong said that other Chinese state-
owned companies were likely to delist
as tension between Washington and
Beijing worsens.

“But for the privately owned compa-
nies like Alibaba, we'll have to wait and
see,”headded.

The US has demanded that Chinese

|
B

PetroChina is among the mmpames
stepping back from Wall Street

companies and auditors make their

financial audits available for inspection

every three years by the Public

Company Accounting and Oversight

Board, the audit watchdog, or face a ban

ontrading in their US-] llsmdsecunues.
Ina released i di

Inflation cheer alongside clean energy
hopes boost meme and thematic ETFs

STEVE JOHNSON

Meme and thematic stock exchange

traded funds have made significant

gains in recent weeks, buoyed by signs

of a possible peak in inflation and

legislation paving the way fora boomin
1

after the delisting announcements, the
China Securities Regulatury Commis-

The meme stock ETFs that were

sion said the question had
“strictly abided by the US capital
market rules and regulatory require-

e growth stock-fuelled
market rallies of 2020 and 2021 have
surged with the Roundhill Meme ETF

ments since their hsung inthe country, | up 24 per cent since its low on July 26,
and the delisti deout | after plunging 60 per cent since its
of their own business considerations”. December launch.

Beijing has typically resisted allowing
Chinese companies to provide data to
foreign regulators on national security
grounds buthas made some concessions
over its data-secrecy rules in an attempt
‘o prevent the mass delisting.

In April, it modified a decade-long
rule that restricted the data sharing
practices of overseas com

The Financial Times repurted in July
‘that Chinese regulators were examining
a categorisation system for companies
‘based on the sensitivity of their data,
‘which would result in some voluntary
delistings.

The VanEck Social Sentiment ETF is
up 17 per cent, partially reversmg a49

ulative valuations, has also gained 14.8
per cent since July 26, recovering a slice

for passive strategies at Morningstar.
The prlmary calalyst appears to be

of its 65 per cent loss since

‘The funds all undershot the S& 500's
slide on the way down but have beaten
its 7.4 per cent rise since late July, living
up to their billing as sentiment-driven,
high-beta investments beloved by the
Reddit WallStreetBets crowd.

Several renewable energy ETFs have

that runaway
US inflation i l.S close to peaking or has
already done so, potentially allowing the
Federal Reserveto ease up onitsinterest
rate-raising cycle this year and begin
cutting ratesin 2023.

Thisin turn feeds through into alower
interest rate used to discount the future

xpected for high h

‘Investors are more
comfortable that the US
Federal Reserve is going to
be able to avoid recession’

“Investors are more comfortable that
the Federal Reserveis going to be able to
slow the economy and avoid recession
and these investors are willing to take
on more risk heading into the fourth
quarter and 2023,” said Todd Rosen-

per cent slide from its
and the SoFi Social 50 ETF up 16 per
centafter a43 per cent slump.

The optimism buoying meme ETFs
has alsolifted those targeting renewable
energy stocks, housing, infrastructure
and robotics, which have enjoyed strong
inflows, in many cases after having
endured chunky outflows since equity
markets late last year.

Ark Invest’s Innovation ETF, a
barometer of enthusiasm for a swath of
technology stocks often trading at spec-

* FINANCIAL TIMES

also ridden the same wave, with the
Invesco Solar ETF jumping 21 per cent
since July 26, the iShares Global Clean
Energy ETF rising 20 per centand the
First Trust Nasdaq Clean Energy Index
Fund firming 22 per cent.
“These funds tend to be high beta soit
shouldn’t be too surprising that as the
US equity market has ticked up again,
that these funds too have recovered
some ground over recent weeks,” said
Kenneth Lamont, senior fund analyst

bluth, head of atVettaFi.

A second driver appears to have been
US Senate approval of the Inflation
Reduction Act, which among other
things clears the way for the largest
single investment in clean energy and
climate programmes in US history.

“Legislation supporting clean energy
efforts has been a benefit to related
stocks, perhaps tempting tactical or
growth-oriented investors off the
sidelines,” said Lois Gregson, senior ETF
analystat FactSet.
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The day in the markets

at you need to know

& Crude oll slides after weaker than
expected data weighs on riskier assets
« Disappointing economic reports from

‘ New York factory activity contracts sharply in August |
Empire State general business conditions index

Us and China provoke fears I 40
«US Treasurles gain as government
debt affracts haven buyers

20
Oll prices fell yesterday as disappointing
economic data from the US and China
complicated the economic outlook, 1]

driving a shift away from riskier assets.
International oil benchmark Brent
crude dropped as much as 5.5 per cent fo

$92.78 a barrel as gloomy economic
ranarte fram tha wrdde - lnadine

|l
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Fed may already
be at ‘neutral’ on

monetary policy

Edward Yardeni

Markets Insight

ost Fed watchers seem
to spend more time
criticising the US Federal

Dacarwa than untchine it

deeds than the European Central Bank
and the Bank of Japan. Both of their offi-
cial interest rates are still at or nearzero.

Acaracnlt thawalua nftha dallar hae

That would happen by swapping the
Fed’s MBS for Treasuries in addition to
letting them run off as they matured

wndar AT Thic wnnld hawva frthar
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U
economies added fo worries that a
slowdown in global growth will hit
industrial and consumer demand.

US marker West Texas Intermediate
slipped as much as 5.7 per cent to $86.82,
iits lowest level since early February —
before Russia invaded Ukraine. Both
indicators lafer frimmed their losses.

“The oil markets struggle fo catcha
break as weak macro dafa confinues fo
put downward pressure on [them],” said
analysts at Oilytics.

Yesterday's moves came after Chinese
economic dafa showed that refail sales
rose 2.7 per cent year-on-year in July
while Industrial production was 3.8 per
cent higher. Economists had forecast
larger increases of 5 per cent and 4.6 per
cent, respectively.

Analysts at Goldman Sachs said the
data indicated that the growth recovery
since lockdowns in April and May spurred
by the Omicron Covid variant “stalled and
even slightly reversed in July”.

In a bid to boost growth, China’s central
bank yesterday cuf its medium-ferm

S ——
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lending rate, through which it provides
one-year loans to the banking system, by
011 percentage poinfs to 2.75 per cent.

Fresh data from the US added fo the
sense of gloom.

A New York Federal Reserve survey of
manufacturers registered minus 31.3 for
August, from 111 the previous month.
Economists polled by Reuters had
forecast a reading of 5.

The unexpected slump in the Empire
State gauge marked the second-largest
monthly fall for the index on record.

On Wall Street, US stocks made muted
gains after starting the session lower. The

S&P 500 was up 0.2 per cent at midday in
New York while the fechnology-heavy
Nasdaq Composite rose 0.3 per cent.

In bond markefs, the yield on the
10-year US Treasury note fell 7 basis
poinfs to 2.78 per cent as the price of the
benchmark instrument rose. US
government debt is typically seen as a
haven asset in fimes of economic siress.

The dollar gained 0.6 per cent against a
basket of six leading currencies.

Across the Atlantic, the pan-regional
Stoxx Europe 600 share index gained 03
per cent. lan Johnston, Harret Clarfelt
and Myles McCormick

Markets update

us Eurozone Japan UK China
Stocks S&P 500 Eurofirst 300 Nikkel 225 Shanghal Comp
Level 428849 173672 28871.78 750915 3276.09 112833.56
% change on day 0.19 036 114 on -0.02 0.06
Currency S Index (DXY) Sper€ Yen per & Sperf Rmb per § Real per $
Level 106114 1.020 132.985 1208 6763 5092
% change on day 0.457 -0.488 -0.538 -0.330 0.427 -0.028
Govt. bonds 10-year Treasury 10-year Bund 10-year JGB 10-year 10-year 10-year bond
Yield 2779 089 0182 2013 2658 12646
Basls poinf change on day -8240 -8.800 -0.230 -9.600 -7.600 -17.900
World Index, Commods FTSE All-World Ol - Brent oIl -wTI Gold Metals (LMEX)
Level 43381 9441 88.60 179210 20.27 390230
% change on day 0.09 -3.82 -4.29 -0.26 -134 -181
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Main equity markets
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Gllead Sciences 432 Deutsche Boerse 304 London Stock Exchange 303
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Tesla 292 Unicredit 266 Admiral 230
Walt Disney (the) 287  Casino Guichard 250  Int Consolidated Airlines S.a. 210
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Rivian Automotive sank on news that
Iinvestor George Soros had cut his stake
in the electric-fruck and van maker.

SEC filings revealed in February that he
had bought almost 20mn shares in the
Californian group during the quarfer
ending December 30 last year. That
holding had now been frimmed to 178mn,
according to the most recent filings.

Slot-machines group PlayAGS rallied
after disclosing that it had received a
non-binding cash offer of $10 per share
from a “third party”, thought to be
Inspired Entertainment.

PlayAGS said that it had rejected the
bid but that it remained in “preliminary”
talks with the suifor. On Friday, when
Reuters first broke news of a potential
takeover, PlayAGS leapt more than 25 per
cent.

A strong revenue performance
alongside a cost-cutting scheme lifred
Weber, the grill manufacturer.

It generated sales of $528mn for its
third quarter, edging past the Refinitiv-
compiled estimate of $526mn, while a
new management plan promised to result
in “at least $110mn of cash benefit, net of
restructuring cosfs, in fiscal year 2023", it
said.

Mefal miners fracked a slide in tha
price of copper, leaving Freeport-
McMoRan and Teck Resources lower.
Ray Douglas

Scandinavian Airlines owner SAS rallied
on news that it had secured $700mn in
bridge financing from Apollo Global
Management, the US private equity firm.
Carsten Dilling, chair of the group that

Positive frial data lifted drugmaker
AstraZeneca.

Results from a late-stage study showed
its experimental drug Enhertu
demonstrated a “clinically meaningful

f

filed for Chapter 11

in July, said: “With this financing, we will
have a strong financial position fo
confinue supporting our ongoing
operations throughout our voluntary
restructuring process in the US™

'SAS warned in May that it would “not
be able to support its existing capital
structure and current liquidity levels” if its
furnround plan was nof successful.

‘Some positive remarks regarding its
outlock liffed Germany’s HelloFresh.

Chief executive Dominik Richter
reportedly fold analysts that the meal-kit
delivery group could possibly hit its
December guidance.

HelloFresh cut its full-year revenue and
earnings outlook in July owing, at the
time, fo “accelerating inflation . . . the war
in the Ukraine and a material reduction in
consumer confidence”.

However, Reuters reportfed that Richter
was now “cautiously opfimistic for the
second half” of this year.

In a quarterly

survival in patients with advanced breast
cancer.

The trial also met its kay secondary
target of improved overall survival

RS Group, formerly Electrocomponents,
rallied following rumours it could be a
‘takeover target.

The Times said there was “chat that
‘there may be a £15-a-share bid coming”
for the supplier of industrial and
electronic products. That would represent
238 per cent premium on Friday’s closing
price.

A cut to its guidance sent fragrances
and flavouring manufacturer Treatt
plummeting.

It expected pre-tax profit of between
£15mn and £15.3mn for its fiscal full year,
down from £21.7mn stated in May.

Treatt said it was contending with
several headwinds, including a
deferioration in consumer confidence in
‘the US, input cost inflation and a “rapid
of sterling against the dollar™.

yesterday, Richter said HelloFresh was
“largely mitigating inflation effects
without passing on the higher costs in full
o our customers”. Ray Douglas

Treatt also disclosed that two of ifs
directors — chair Timothy Jones and
chief executive Daemmon Reeve — had
purchased shares. Ray Douglas

o v wasi e nsag s
U It’s easy to do. Anyone
can play the game and attacking the Fed
is like shooting at sitting ducks: officials
at the central bank can’t respond
directly given their publicrole.
Recently, Fed chair Jay Powell has
been skewered by his critics for claim-
ing that the federal funds rate was now
at “neutral” at his July 27 press confer-
ence just after the policy-setting Federal
Open Market Committee had voted

to raise its b k
federal funds rate range by 0.75 percent-
age points to 2.25t0 2.50 per cent.

His suggestion that the Fed is on the
borderline of restrictive territory and
therefore closer to being done tighten-
ingwas well received by both bond and
stockinvestors but not by Fed critics.

Former Federal Reserve Bank of New
York president William Dudley said on
‘Wednesday that, given the level of
uncertainty, “I'd bea bit ptical”

o r ey e veast s as s saae
soared by 10 per cent this year. In my
opinion, that is equivalent to at least a
50 basis point rise in the federal funds
rate. Furthermore, the Fed has just
started its “quantitative tightening”
programme to unwind its massive asset
purchases to support markets and the
economy in recent years.

During June through August, the Fed
will reduce its balance sheet by running
off maturing securities, which will drop
its holdings of Treasury securities by

QT and the strong dollar
are equivalent to at least
al percentage point rise
in the federal funds rate

$30bn a month and its holdings of
debtant

raised the supply of MBS for the market
to absorb, adding upward pressure on
mortgage rates relative to Treasuries.

Nowonder that the 30-year mortgage
rate jumped from 3.30 per cent at the
startof this year to a high of 6 percenton
July15and 5.46 per cent currently.

Iconclude that the peak in the federal
funds rate during the current monetary
tightening cycle will be lower than
otherwise because the combination of
QT and the strong dollar are equivalent
to atleast a 1 percentage point increase
inthefederal funds rate.

In addition, the extraordinary jump
in both short-term and long-term
interest rates in the fixed income
markets has already accomplished
much of the tightening for the Fed.

The markets have already discounted
apeak federal funds rate of 3 to 3.25 per
cent — which is where it soon will be

ing that the Fed raises the rate by

in saying policymakers had reached
neutral.

Two days later, former US Treasury
secretary LawTence SUMIMErs was more
critical. He accused Powell of engaging
in “wishful thinking” similar to the
Fed’s delusion last year that inflation
would be transitory.

He accused Powell of saying things
“that, to be blunt, were analytically
indefensible”. He added: “There is no
conceivable way that a 2.5 per cent
interest rate, in an economy inflating
like this, is anywhere near neutral.”

Infact, there is a conceivable way that
Powell might be right after all. The Fed’s
critics are ignoring that the central bank
has been more hawkish in words and

government
‘backed securities by $17.5bna month.

So that’s a decline of $142.5bn over
those first three months of QT.

Starting in September, the runoff will
be set at $60bn for Treasury holdings
and $35bn for agency debt and MBS.
That’s $95bn a month or $1.14tn
through August2023.

There’s no amount set or termination
date specified for QT. Inmy opinion, QT
is equivalent to at least a 0.50 percent-
age point increase in the federal funds
rate too. Furthermore, in the December
2021 minutes of the FOMC released on
January 5 of this year, investors learnt
that “some participants” on the
committee favoured getting out of the
mortgage financing business entirely.

0.75 percentage points again at the end
of September as widely expected.

By the way, on October 1 2020,
Dudley when he was at the Fed justified
a second round of quantitative easing
amounting to $500bn of securities
purchases saying it was equivalent to a
0.50 to 0.75 percentage point cut in the
federal funds rate.

The Fed undoubtedly has some esti-
mates from its in-house models on the
equivalent rate risesrepresented by the
strong dollar and QT. If so, they should

mation with the publi

Edward Yardeni is president of Yardeni
Research and author of Fed Watching for
Fun& Profit
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of adults

worldwide are
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The FT-backed Financial Literacy and Inclusion Campaign
will help tackle the scandal of financial illiteracy. FLIC will
develop and distribute educational content, lobby for

policy change and track progress towards financial literacy.
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Coppelia 2.0: now comes with Al

Coppélia
Festival Theatre, Edinburgh
ook

Laura Cappelle

Ballet has found a vehicle to tackle the
allure of sentient robots. In three years,
two companies have reinvented
Coppélia, an 1870 comedy inspired by
automated dolls, for that purpose. After
Jean-Christophe Maillot's Coppél-i.A. for
Les Ballets de Monte-Carlo, it is Scottish
Ballet’s turn to delve into artificial intel-
ligence, with an Edinburgh Festival
world premiere masterminded by
Morgann Runacre-Temple and Jessica
‘Wright, also known asJess and Morgs.

There are similarities between these
two new Coppelias, starting with sterile
a!l white sets and the notion that

id. th frontier for mad
inventors. In keeping with the theme,
however, Scottish Ballet’s version is
technologically more ambitious than
Maillot’s. Jess and Morgs specialise in
dance films, and they’ve woven pre-
recorded scenes and live filming into the
show, projected over the sets.

Dr Coppélius, once a lonely doll
maker, is recast here as a baby-faced
tech guru in a turtleneck, founder and
chief executive of a company called
NuLife. He gets a visit from journalist

‘who questions him about his
ethical negligence. Their conversations
happen in voiceover while the dancers
attempt, and don’t quite manage, to act
them out credibly. Soon enough, Swan-
hilda finds herself wandering the halls
of NuLife, encountering the company’s
many lab creatures and, at one point,
turning into one. (How? Don'task.)

Does it make for a truly augmented
ballet? Yes and no. The action is clear
and fast-paced, helped along by Mikael
Karlsson and Michael P Atkinson’s
propulsive mix of orchestral and elec-
tronic music, which features witty nods
to Léo Delibes’ scintillating 1870 score.
Live filming tricks are already overused

in contemporary theatre but they are
relatively new to ballet, and camera
operator Rimbaud Patron followed
the fluid but somewhat repetitive
choreography seamlessly.

It’s lo-fi dramaturgy that trips up this
Coppélia. In the 19th-century libretto,
Swanhilda had a fiancé, Franz, who

simon Schligen and Claire Souet in
Scottish Ballet’s ‘Coppélia’ — axyros

became obsessed with a doll. Jess and

Dya festival
Toyen Park, Oslo

Richard Milne

City festivals are becoming ever
more popular, allowing the music
fan to watch several days of con-
certs while sleeping in the comfort
of their own bed. @ya festival,
which ran August 9-13, is one of
the best established: it has long
since left the island it was named
after and is now held in a park in
Oslo. This year it touted its pro-
gressive credentials with a 50-50
male-female bill.

‘Three acts from London outside
the festival’s usual rock and pop
focus provided some of the high-
lights. Sons of Kemet may nomi-
nally be jazz, but their other influ-
ences, from dancehall to grime,
mean they are perfectly suited to
rousing a drowsy, sun-soaked
audience. Their unusual but
inspired line-up of two drummers
(one of whom, Tom Skinner, now
plays in The Smile with Radio-
head’s Thom Yorke and jonny
Greenwood), tuba player Theon
Cross and saxophonist Shabaka
Hutchings soon had the crowd
bouncing along. Hutchings plays
almost guitarlike riffs on his saxo-
phone and, propelled by the inter-
play between the twin drummers,
the music has a frenetic, relentless
quality that makes them one of the
fewjazz bands capable of sparking
upamoshpit.

‘The @ya crowd, bunching up in
shady spots under trees on Nor-
way's hottest day of the year sofar,
was welcoming but also overly
talkative. Conversation didn’t
stand much chance against Sons of
Kemet, whose material was mostly
drawn from their two last albums
Black to the Future and Your Queen
Is a Reptile, with Cross igniting
things every time the crowd’s
altemmn started to drift. The
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Morgs have contrived an imp this tour will
storyline to keep him around: the 21st- betharlastmﬂlﬂrmrrenlfnrm,
century Franz shows up with his jour- if so, it was a fitting lap of honour
nalist girlfriend to her work event, hold- for a band at the heart of jazz’s
ing her hand throughout. The two open recentrejuvenation.
and close the ballet, but their relation- Another crucial figure in the rise
shiphasno context or substance. of London’s jazz scene is saxo-
Constance Devernay-Laurence, a phonist Nubya Garcia. She is less
dancer of p ing dramatic intelli- raucous than Sons of Kemet, using

gence, has more to say as Swanhilda
opposite Dr Coppélius. As NuLife’s
founder, Bruno Micchiardi leans at
times into evil-genius comedy, in a
way the production could have
explored further.

His creatures are saddled with plastic
diapers and assorted crop-tops, but the
scenes in which they come alive are the
most inventive from a choreographic
standpoint, with eerily distorted classi-
cal steps for Scottish Ballet’s fiercely
committed dancers.

Despite its inconsistencies, this
Coppelia is an ambitious effort on the
company’s part —and shows that ballet
is perfectly capable of 21st-century
theatrical experimentation.

To August 16, then touring Scotland,
scottishballet.co.uk

a more conventional keyboard-
bass-drums backing trio and
imbuingseveral of her songs with a
Latin feel. Songs such as “Pace”
and the title track of her most
recent album Source highlighted
thebeautiful, clear tone of her sax-
ophone asthe evening sundipped.
“It’s so hot, I don’t know how to
deal withit,” she said at one point.

There may have been no direct
sun in the nearby circus tent but
the packed crowd for rapper Little
Simz made the ture soar.
Rap at festivals can be hit or miss,
but she putinone of the most pow-
erful performances I've seen. She
washelped not just by a five-piece
live band, who were far better than
the backing tracks many rappers
rely on, but also by the strength of
hersongs.

Starting with the fabulous and
symphonic “Introvert”, Little
Simz was soon spitting her thymes

Shabaka Hutchings, sax player
with Sons of Kemet, at @ya

at a breakneck pace. Her confi-
dence was sky-high: “I'm Jay Z on
a bad day/Shakespeare on my
worst days,” she rapped on
“Offence”. Little wonder sheis one
of the favourites for this year’s
Mercury Prize.

she showed impressive stage-
craft, too, engaging the audience
and even getting them to sing
happy birthday in Norwegian to
her bass player. On “101 FM” she
jumped into the audience and
wandered around, lappingup their
energy, before finishing with a
fiery “Venom” that underscored
her growing status as one of the
mostimpressive of UK musicians.

oyafestivalen.no

i
Stagecraft: Little Simz at Oslo’s @ya festival — tege sreste

Harpist with an earthbound touch

Brandee Younger
Ronnie Scoff's, London
ke

Mike Hobart

Brandee Younger is the go-to harpist of
her generation, with credits ranging
from veteran saxophonist Pharoah
Sanders to John Legend, Drake and
/producer Makaya McCraven.
At this intimate first-house set, she
held the audience in her spell with a
well-worked and original blend of subtle
R&B and soulful modal jazz. Songs from
her highly praised Impulse! album
Somewhere Different dominated, along-
side covers of songs by the two pillars of
jazz-harp lineage, Dorothy Ashby and
Alice Coltrane.
Yuungerptzysmtheharpsmngths

venuonal jazz mx‘l:rumeuts and steers
ial ripple:
ﬁ.rml'ytuwardx earth. At this perform-
ance her melodic snippets, glistening
Tuns and artfully placed modal voicings
were accompanied by close-worked trio
support. seremty was maintained, and
i tOO Butwlth d
Allan Mednard e and
chatter of urbanlife, mnodswemmoted
more in the day-to-day world than in
fantasy or escape. It was like being

angles while cymbals hissed. Younger’s
“Love & Struggle” came next, with bass
and harp playing a unison line; as the
song evolved, sparse hip-hop acquired
stabbed modal chords and a bass solo
raised the crowd.

The two-part “Unrest”, written in
2020 and inspired by the protests
‘Younger witnessed from her Harlem
apartment, conjoined an ded fea-

Younger dampem the harp s slark
witha:

made more eﬁechvehyhermn‘sempa—
thetic support. Bassist Douglas is a
master of the funky riffs and vamps the
holding role demands and Mednard
adds percussive cut and thrust.

The balance, drive and understated
panache cnmmued when Dcmglas
switchedtob itar for hi:

ture for solo harp with a groove-switch-
ing scamper of funk and fast walking-
bass swing.

As the perlormance prog'ressed
“Younger’s clarity of vi

tion “Spirit U Will”, the first of three
originals to end the set. The slow-
burning “Tickled Pink” was the closer
mthsoiosfora]l,anmslsmutnﬂanda

changed Ashby’s “Afro-Harping” Emm
sixties soul to a hip-hop groove, trans-
posed the decorative twists DfAIme Cuif
trane’s “Turiyaand

perfect nding.

It took time to coax an encore from
the trio. The polyrhythmic pulse of an
Alice Coltrane cover only left the audi-

plannmhar;)andmadaboﬂl ieelhkea
naturalshift.

ronniescotts.co.uk
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invited into an urbanrooftop garden.
The evening opened with Younger
gently swaying in time as she trans-
ported the orchestrated detail of Alice
Coltrane’s “Rama Rama” to jazz-trio
harp. Melodies got a rippling response,
double bassist Dezron Douglas under-
pinned with ariff and rimshots came at

Rippling: Brandee Younger on stage at Ronnie Scott’s — Monkas skubowsia
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FT BIG READ. TECHNOLOGY

The takeover of Newport Wafer Fab by a Chinese group has forced the government to reconsider how
best to protect the semiconductor industry at a time of economic nationalism and supply chain woes.

By Andrew Hill

ichard Rogers’ buildings are
known for their inside-out
architecture. The Inmos
microprocessor factory in
Newport, South Wales, com-
pleted in 1982, is no exception. Like the
Pompidou Centre in Paris and the
Lloyd’s headquarters in the City of
London, the factory’s services run on
the building’s exterior through multi-
coloured pipework, freeing the chip-
‘making “clean rooms” of columns.

It does not take much imagination,
though, to see the ageing factory as an
expression of the UK’s inside-out,
upside-down policy onsemiconductors.

It belongs to Britain’s largest semicon-
ductor producer, Newport Wafer Fab,
which was bought last July by Nexperia,
a semiconductor maker controlled by
China’s Wingtech Technology. The com-
pany’s fate has sparked debate over
whether a policy to support the British
semiconductor industry with grants,
takeover protections or direct invest-
ment is necessary.

At a time of renewed economic
nationalism and supply disruption, the
global chipmaking industry has been
caught in a geopolitical storm, affecting
the production of smartphones, cars
and computers. The US, EU and China
are all scrambling for what may be an
illusory goal of chip resilience.

Semiconductors range from ubiqui-
tous silicon chips, of which the most

Kwas! Kwarteng, UK
business secretary,
has fo decide If the
Newport Wafer Fab
takeover is arisk to
national security’

47

advanced are made by big companies
such as Taiwan Semiconductor Manu-
facturing Co, South Korea’s Samsung
and Intel of the US, to chips made
from other materials and used in
products such as electric cars or solar
panels.

The UK fight for the chi

ip industry

Tensions between the US and China  Newport Wafer bucket of sand or you can start with  partiallyin Londonand has considered  now a senior fellow at the Institute for ‘A lot Andrew Rickman, founder of Rockley
have intensified since former US presi-  Fab laboratories ~ what you've got.” invoking the new national security leg-  Government think-tank. “There wasn't d d Photonics, whose chips process, trans-
dent Donald Trump blackdisted the Chi-  in south Wales. islation to convinceit to doso. Butafter  a settled methodology for tradingsecu- U€PENASON  mit and sense information optically,
nese telecoms group Huawei in 2019  Britain’s largest Buckets of sand Boris Johnson’s resignation as prime  rity against investor certainty,” he says. how poliljcs told a recent parliamentary committee
citing national security fears, a move semiconductor The original Rogers-designed factoryis  minister caused political turmoil, Soft- The National Security and Invest- evolve in this that the UK was “not going to catch up
that resulted in aban onglobal chipsup-  producer was now mostly empty. Newport Wafer Bank put the London IPO of Arm on  ment Act which came into force in Jan- ) any time soon” with advanced silicon
plies to the company. This month Chi-  bought last July Fab’s production of delicate silicon hold. ile, some chi P dstryingtoestab-  COUNLTY in chipmakers such as TSMC. It would
nese military drills around Taiwan, by Nexperia, a sheets that are chopped up lnmmdmd- including America’s Qual and l]sh that methodology. It ientifi S&V- the next six makesense, he suggested, to instead use
home to TSMC, which accounts for 90 company ual chips takes place in a neij Intel, have d an interest in eral “sensitive areas” of the economy — Newport Wafer Fab as an open-access
per cent of the world’s cutting-edge chip ~ controlled by building staffed by some 500 techm forming a consortium to buy shares from advanced materials including [O 12 foundry to scale up next-generation
capacity, have underlined therestofthe  China’s cians in protective glasses and full.  when Arm is floated, to maintain its  semiconductors, to artificial intelli- months. Are ips.
world’sdependency onafewlargeman-  Wingtech length white “bunny suits”. neutrality and safeguard part of their ~ gence and quantum technologies — in L “Let’s not look in the rear-view mir-
ufacturers mostly based in Asia. hnol Yetinside th building, informa-  supply chain. whichbuyerswill have tonotifythegov- W€ 0Ing to ror,” he said. “What is coming up next?

Western countries have sought to tion panels still trumpet its potential as Tugendhat describes the sale of Arm  ernment about acquisitions. shift From my perspective in the field of pho-
boost domestic manufacturing in an “innovation village” — an open-  to SoftBank as one of “the two worst The Newport decision (which fell .. tonics . . . the future is extraordinary in
response. In July, the US passed the access facility that UK start-ups could ~ strategicmistakes” madeby thegovern-  under the retroactive provisions of the dec151vely thingslike quantum computing.”

Chips and Science Act that included usetoscaleupthe next-generationcom-  mentinthe pastdecade (the otherbeing  act) will be an early test of the govern- away from Political uncertainty also complicates
$52bn in grants to support advanced pound semiconductors that underpin  that of DeepMind to Google). He ment’sinsistence thatit willuse the leg- the policymaking. Both of the current can-
chipmaking and research and develop- power systems, self-driving cars and  believes the UK should buy a “golden islation to safeguard national security € Open didates to be the next prime minister,
ment. The EU hasits own Chips Act —a. quantum computers. share” in the group toallow it to defend  rather than as an industrial policy tool market for Liz Truss and Rishi Sunak, have talked
€43bn plan to subsidise production in The debate over the future of New-  againstanunwanted future bidder. toprotect broader economic interests. forei tough on the threat posed by China, rais-
the trading zone. That plan was in the port Wafer Fab reflects a broader con- Hermann Hauser, veteran technols Aselect ittee of MPs is conduct- gn ing the prospect of a redefinition nf
spotlight last month after STMicroelec- Cemabout the destiny of another Brit- enlrepreneur was closely involved in  ing aninquiry into the UK semiconduc- takeoversor  trad policy. Yet the interdepend:

tronics and GlobalFoundries combined ipany: the internati known  th of Arm and objected toits ~ tor industry and supply chain. The > those chains makes it impossible for any
to build a semiconductor factory in chlp designer, Arm. sale in 2016. He says the golden share  Department of Digital, Culture, Media . one country or trading bloc to become
France, with hefty government support. It is generally agreed that Arm —at ~ idea may be “a little ambitious”, but  and Sport is also running areview of the self-sufficient in semiconductors.

In the UK, political attention has the opposite end of the chip supply  adds drily that he is “quite impressed  sector, to be published later this year, Any UK policy seems bound to
focused on the Nexperia takeover chain from Newport Wafer Fab —isa  thatthetechnologicallyilliterate [politi-  examining how to ensure areliable and involve other friendly partners, notably
of Newport Wafer Fab, one of four valuable asset. It operates a high-mar-  cal] class has finally woken up” to the  trusted supply of chips. the Us and the EU. Since Brexit, though,
companies that made up the Welsh gin business model, licensing its intel-  threatstotheindustry. Industry figures agree that it makes the UK has adopted a semi-detached
compound semiconductor “cluster”, lectual property to some of the world’s For decades, he says, mnmg during  sense for the government to uke the relationship with the EU’s semiconduc-
alongside IQE, SPTS Technologies and largest mobile phone companies. Its Margaret Thatcher’s ipinthe  tim h coherent i tor programmes. The link survives
Microchip. A government inquiry designers could as easily work outof Sil-  1980s, “wereally screwed thingsuproy-  strategy: Buylngl]me would beasensi- because of mutual mleresl in the UK’s
into the deal decided in April that it icon Valley as Silicon Fen, the technol-  ally”. Thatcher brought in an era of  ble option while constructing a consist- strength i
should be allowed to stand — only ogy cluster near Cambridge where Arm  openness to international takeover ent policy,” says James Lee, chief execu- Intensifying mllaborahnn with the
for a retrospective probe under new isheadquartered. activity based ona freemarketindeals.  tive of Wave Photonics, a Cambridge- EU is “an open goal” for the govern-
national security legislation to be set Yetin2016, daysafter the UK votedto  Domestic semiconductor manufactur-  based start-up that wanted to use New- ment, says Wyn Meredith, director of
in motion that could yet unwind the leave the EU, Japanese tech investor ers such as GEC, Plessey, Ferraml and port ‘Wafer Fah s faclllty tohelp develop the Compound Semiconductor Centre, a
agreement. SoftBank swooped into buy Arm. Atthe  Inmos d or failed chips. joint venture between IQE and Cardiff

Last month Kwasi Kwarteng, secre- time, Theresa May’s government 1tisimpossible to tell whether mmnss But there are risks. One is that the university. Yet both Truss and Sunak
tary for business, enterprise and indus- seemed more relieved than preoccu-  innovative “transputers” could have delay drives companies to decamp and have tied themselves to the Brexit mast,
trial strategy, extended that inquiry. pied, heralding it as a vote of d been part of a powerful British chip  invest elsewhere. Anke Lohmann, makingalliances with the EU difficult.
He must rule by early September on in post-Brexit Britain. But many cham-  industry had the governmentnot priva- ~ whose company, Anchored In, advises Afinal risk to a more muscular indus-
whether there is a reasonable suspicion pions of British technology countered  tised it in the 1980s. But the allergy to  business in the quantum computingand trial policy is that overzealous security
that the takeover “may giverise to arisk thatthat attitude was a mistake. subsidising or protecting “national  photonics chip sector, says the govern- concerns could impede the cross-border
to national security”. The UK government now sees a  champions” helped inform the attitude ~ ment needs to decide what it wants. investment deals that are the lifeblood

Americo Lemos, chief executive of chance to correct course. Facing trou-  to Arm’ssalein2016. “Just sitting on the fence is neither one of many early-stage companies.
IQE, which makes semiconductor mate- bles ofits own, SoftBank first tried to sell As one former UK security official  thing or the other,” she says. “The big- TechUK, the industry lobby group,
rials in Wales, says that while “every Arm to Nvidia of the US. That deal met  points out “the Americans, Frenchand  gest problem isif you just buy more time warns that use of the NS&I act has
government has started to put opposition from competition authori- ~ Germans would have stoppedit”. and don’t make a decision.” already led to “the cancellation of what
measures in place to support the indus- ties and was abandoned earlier this Th ils of f s ili should be considered low-risk invest-
try . . . the UK is behind, and I'm sure year. Now, SoftBank hopes to float Arm he perils of fence-sitting Boiling frogs ‘I ments, with projects being moved to
they know that, in terms of coming out on the stock exchange, keepingamajor-  Thegovernment’s decisioninrelationto ~ “There is a certain amount of frustra- you want European competitors”,
with concrete policies to support the ity stake. Defendersof Armwanttopro-  Newport Wafer Fab’s purchasebyaChi-  tionabout policy inconsistencyandlack  to have a Hauser, too, detects an “anti-China

= tectit better thistime. nese-controlled company could mark  of policy clarity,” says the former secu- domestic hysteria” in the British approach. “My

Tom Tugendhat, chair of the UK par- The UK government is tryingto per-  theend of thatera of non-intervention. rity official. He points to the risk of a feeling is that the only sensible strategy
llamem s fnrelgn alfalrs select nomlmt— suade SoftBank to list Arm at least A lut depends on huwpolmcs evalve lrI)ol]ulg frog” uutoome whereby Chma m.iCl‘OCh.ip wn.h the Chmese as long we have the
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tee, nas 1agged the risk that Newport
‘Wafer Fab’s new Chinese owners could
close it down. But Nexperia, which also
operates a semiconductor plant in Man-
chester, has said itis “here tostay”.
Tugendhat concedes that Newport
‘Wafer Fab is not a cutting-edge silicon
chlpmaker Even the most ardent
of British i

‘ How market share varies according to type

of chip production

Market share by fab type and location of firm headquarters (%)
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design and manufacture do not believe
the UK will ever be able to match Asian
giants TSMC or Samsung in silicon chip
manufacture. It may even be a stretch
for the US and EU to scale up to that
level.

But, he says, “If you want to have a
domestic microchip capability, you
have to start somewhere. You can start
with a couple of 18-year-olds and a
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1N TNIS COUNLry In the Next SIX 1o 12
months,” says Sir Geoffrey Owen,
former editor of the Financial Times
and author of a recent report on the UK
semiconductor industry for Policy
Exchange, the think-tank. “Are we going
to shift decisively away from the upen
market for foreign

gradually OUISITIpS Its FIvals Without the
UK feeling the need, or having the capa-
bility, torespond.

The government says it is committed
to supporting the industry and “build-
ing on its global strengths in areas such
as design”. It says it is reviewing UK

There are plenty of pnfallsmtrymgtu
select industries, let alone indi

“so we can protect and grow
our domestic sector and ensure greater
supplychain

companies, to ringfence. “I used to use
semiconductor manufacturing as [an
example of] the sort of thing where the
government could have made a gigantic
industrial strategy mistake,” says Giles
Wwilkes, a former adviserto May.
Treasury officials once objected that
any state intervention could undermine
inward i says Wilkes, who is

FINANCIAL TIMES

Thesouth Wales mmpuund semicon-
ductor companies are lobbying for sup-
port for their specialised subset of the
industry. Chips made from compounds
such as silicon carbide or gallium nitride
have many advanced applications and
compound semiconductors offer an
opportunity for more cost-effective
investment, they argue.
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capability,
you have to
start
somewhere.
You can start
witha
couple of
18-year-olds
and a bucket
of sand or
you can start
with what
you've got’

Tecnnology lead In Some areas, 1s to use
that as a bargaining chip — if you want
the wafer, you have to build the factory
in the UK, employ a certain number of
people,” he says. “If you don’t allow the
Chinese [to invest in Newport Wafer],
the company withers on the vine and
then, in the end, you have got nothing™

Meanwhile, as the UK’s reviews and
probes continue, businesses in the sec-
tor are looking for other ways to grow
and sustain their supply chains, even if
thatinvelvesinvesting overseas.

“I would suggest [the government
accelerates] this process, because
there’sawindowby which we have to get
things done,” says Lemos of IQE. “Oth-
erwise, the business would take a differ-
entcourse.”

Tuesday 16 August 2022
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“Without fear and without favour’

For parties in government,
replacing the leader should
be a job for MPs

Britain’s cost of living crisis is deepening
by the day. Millions worry about how
they will pay their winter heating bills.
The UK government, meanwhile, is fro-
zenininaction as it waits for theresult of
a two-month, presidential-style cam-
paign to elect the next Conservative
party leader and prime minister. The
two candidates have sparred in national
TV debates, yet only 150,000 or so Con-
servative party members — 0.32 per
cent of the 46.5mn electorate — will
vote. After Boris Johnson’s elevation in
2019, this is the second time in three
yearsthat a UK prime minister has been
chosen this way. It would be better not
torepeatit.

On the face of it, rank-and-file votes
seem preferable to MPs’ conclaves in the

ft.com/opinion

smoke-filled rooms of Westminster

lore. Until 1981 and 1998, respectivel

Labour and Conservative leaders were
elected by their MPs. Before 1965, Tory
leaders simply “emerged” from discus-
sions among party grandees.
Party-wideleadership pollsaresaid to
enhance internal democracy and entice
members. Parties in parliamentary
democracies such as Canada and Aus-
tralia have also introduced them,
though in some cases MPs’ and mem-
bership votes are given a 50-50 weight-
ing. The UK Labour party’s shift to an
v

did to put to the bershi;

candidates must then spend weeks
pandering to a narrow and deeply
unrepresentative slice of voters. A 2020
study found Tory members are older
(39 per cent are over 65}, richer, more
male, more southern-based and far
more predominantly white than the
general population. The longer the cam-
Ppaign goes on, the more the leadership
contenders are sucked into populist
pitches aimed at this micro-electorate.

Liz Truss has doubled down on the

entirely te system
in 2014 was billed as removing trade
unions’ disproportionate power under
its previous electoral college model.

But in the UK serious flaws have
emerged. Asin 2019, nearly two months
will pass this year between one Tory
premier’s resignation and the naming
of the next — far longer than the 25
working days stipulated for a general
election. Yet Tory MPs both times
took less than two weeks to whittle
down a dozen or so hopefuls to two

h: d-eat-it tax cuts she
has been promising since the MP voting
stage. Rishi Sunak, who initially pre-
sented himself as the voice of economic
reason, has become more reckless as he
found “doomster” messages played
badly. In a sign of the extent to which he
has been drawn into playing to the
grassroots, Sunak has proposed widen-
ing the definition of “extremism” to
include people who “vilify Britain”.
similar objections would hold true
whichever party were in power, and

This is not the way to choose Britain's next prime minister

whoever the candidates. A long hiatusin
government is damaging. Aside from
the bounce in Labour’s numbers before
its 2015 poll elected Jeremy Corbyn as
leader, moreover, party-wide votes have
in reality done little to reverse the dec-
ades-long decline in party member-
ships. And Labour’s 2015 vote produced
a leader who struggled to command a
majority amonghis own MPs.

Parties in opposition may be entitled
to use a party-wide vote to choose a
leader, who will then face the broader
electorate. For a party in government,

h hashb dorsedin
ageneral election, the job of replacing a
leader midterm should be returned to
MPs. Party members could be given a
say by requiring MPs to consult local
associations. Butin Britain’s parliamen-
tary democracy, MPs are elected by con-
stituents to take decisions on voters’
behalf. 1t is logical and consistent that
they decide who should lead them —
allowing the government quickly to get
back to managing the crises of the day.

Society

Persuading people about
longtermism is not easy

Evan White

Stephen
Bush

f1 scatter broken glass on the

ground and someone else walks

«over it and cuts their feet, does it

‘matter “when” they cut their feet?

That’s the thought experiment at
the start of the philosopher William
MacAskill’s forthcoming book, What
We Owe The Future.

MacAskill’s argument is that harm
is harm, whether my littering causes
cut feet later today, next week or in
10,000 years. He believes that we
should consider harm to future people
as equal in severity to that inflicted
upon the living. And because the
potential number of future people is
far greater than those who are cur-
rently alive, this should change how
we think about problems and risks in
the present day.

MacAskill wants to make the case
for “longtermism”: to guard against
catastrophic risks that may either

eliminate human life or permanently
reduce human flourishing. If we con-
sider the rights and safety of future
people, how we think about risk in the
shorter term changes. A 1 per cent

rhanea in any mivan vase af 2 nata

That MacAskill does not draw this
conclusion tells us something impor-
tant about the usefulness of his
thought experiment. We should, of
course, care about long-term risks.
But the problem with MacAskill’s
approach is that we know it doesn’t
work very well. Many people hear that
there is, say, a one in six chance of a
catastrophicrisk and they either think
they’ll take those odds or they sink
into despair. Comparatively few peo-
ple hear it as a call to arms. Far from
being inspired by a greater sense of
human potential, the prospect of cen-
turies of possible catastrophes can
make people feel as if they might as
wellgiveuphereandnow.

Longtermism’s intellectual ances-
tors are utilitarianism and so-called
effective altruism. MacAskill’s
thought experiment recalls the work
of the Australian philosopher Peter
Singer, who aimed to show that mere
distance should not influence our con-
cerns aboutdoing harm.

But the success of effective altruism
hasbeennot in persuading people that
they ought to give to charity or to care
about harm, but in convincing them
that, if they are giving money to char-
ity, they will do more good by handing
over their cash for things that work —
like malaria nets or deworming.
Thinking long-term, however, inevita-
bly involves being more open to miss-
ing gaps in information and to accept-
ing that we can’t know for sure what
will work or what won't.

Furthermore, to secure the long-
term future requires persuading peo-
ple who don’t already subscribe to the
belief that it matters. It’s true to say
that the world’s current trajectory on
climate change is a lot like playing

Duceian ranlatta. tha lanmar wnn nlas
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Time to unlock investment in community enterprises

Peter Foster cites evidence to show that
England’s poorest areas are those least
supported by charities (Report, August
8). That's just one of the reasons why
the work of social enterprises is so
vital. Analysis by the Social Investment
Forum finds that 43 per cent of social
investment deals have gone to so-
called levelling up priority 1 areas,
‘totalling £520mn across nearly 2,000

The government has recently
launched a consultation on how best to
use the almost £1bn of dormant assets
residing in the UK financial system.
The scheme has already brought to life
over £800mn of investment in positive
change across the UK and recipient
organisations are delivering jobs —
growing staff numbers by 50 per cent
on average within three years — while

economic problems in their

social enterprises and trading charities

communities. taking entrepreneurial approaches to
Alongside investment in a tackling social problems.

community wealth fund to more A new prime minister will soon be

aggmsslvely tackle regonal trying to tackle a formidable range of
i anew Putting dormant assets to

enterprise growth plan would create optimal use through social enterprises

further jobs, boost growth and support | would be a smart place to start.

levelling up by unlocking new Nick Hurd

investment for community enterprises
it basad busi

Chair, Access — The Foundation for Social

deals. addressing complex social and —the London EC4, UK

How America’s zoning laws | ./, UK has reputation to keep | Biden is right to stay aloof
retard social intermingling | - - on financial regulation of any Trump indictment
Kudos to Anjana Ahuja for highlighting -, . In response to the financial crisis, On whether to prosecute Donald

the benefits of intermingling the lives L governments made a co-ordinated Trump, Edward Luce pens a thoughtful

of rich and poor (Opinion, August 10).

In the US, a large barrier is the
zoning laws; they essentially segregate
by income. Rich and poor get separated
in daily lives, especially in schools.

Jane Jacobs, author of The Death and
Life of Great American Cities, talked
about the need for old buildings,
arguing they are cheaper and hence
attract a more diverse set of income
classes. In typical suburbs, this would
translate to mixing of lot sizes, housing
types and commercial locations; all of
‘which zoning laws typically don’t allow.

1t’s not just the poor that benefit. 1
‘would argue that exposure to those less
‘well off helps children of these well off
understand the world better and —
going by my teenager’s attitude at
times — appreciate what they have.
Abigail Perez
Edinburgh, UK

Drax biomass plant is
‘bonkers’ on both counts

Your Lex note “Drax/Kwarteng: wood
‘you believe it” (August 12) states that
ransacking forests in America’s south-

effort to enact regulatory reforms.
some of these reforms are good, some
not so good. A lot of it was rushed; a lot
made sense in theory but has less
practical utility and consequently
should be removed. Regulators should
‘be democratically accountable but a

column about precedent (Opinion, July
30). Yet the idea attorney-general
Merrick Garland would have to ask Joe
Biden for permission to indict Trump is
reckless at best, and a potential
obstruction of justice at worst.
America’s chief lawman needs no

L)
(R ) B proposal (“New powers to override green light, and if Biden gave one for
- City regulators win Truss’s backing”, the recent raid by federal agents on
L Report, August 10) to allow the UK Trump’s Mar-a-Lago home or fora
[ & | government to override regulators if future incursion, he would stand
L ~ | theyhold back on post-Brexitreformis | accused of the same sort of
. x deeply misguided. interference as Nixon and Trump.
w The UK is fortunate in having world- | Denald WF Conkey
6 :‘:5 :::Zif,,‘:i::,ﬁ;; ’L’:SE | class regulators that understand the Wilmette, IL, US
complexities of the post- ﬁ.nanmal cns]s
regulatory landscap .
that reforming regulation can have Correction
east, as the US pellet maker Enviva unintended consequences.
does, to ship the product to Europe for The City of London is dish tr ‘Volvo AB has

burning is “bonkers”. It becomes even
more bonkers if the UK business
secretary Kwasi Kwarteng, and other

precisely because (unlike lr:any other
countries) UK regulators have a degree
of autonomy and freedom to act which

backers, factor in the pollution —at sea | is mdependent of the political

and in the air — that th y It ‘Why sacrifice all of this
of ships cause getting the pellets from to allow the government to intervene
the US to the UK’ Drax power station. | for reasons of political expediency?
James Hanshaw James Godwin

Zurich, Switzerland

London TW1, UK

borrowed €500mn via a corporate
bond, not the Swedish carmaker volvo
asincorrectly stated in anarticle on
August13.

OPINION ON FT.COM

Fact-checking SBF's circle Jerk

FTX's Sam Bankman-Fried's latest thoughts
www.ft.com/alphaville

INDIA

Delhi’s
drinkers face

g rfrrr CITMMmor

inner parties in the Indian | country dealing with weightier issues.
capital tend to start late But Delhi’s booze bust is a sign of the
and end late, sometimes perennial struggles between the states
stretching into the wee and Narendra Modi’s central
hours. In the posher government.
households, the seemingly endless Attitudes towards alcohol vary
rounds of snacks are ty]m'a]]ywashed mdely in] India: the cmmlry‘s
down with generous mention: ionasa
premium booze. “directive principle” of the republic,
But Delhi, one of India’s megacities though not a requirement. Some
(population more than 18mn) is Indian states, such as Bihar and Modi’s

Tunning short of places to buy wine

and enivits Timunr chane ara rlncine

former bailiwick Gujarat, are officially

HArm? Dast wrhila enma Indinn cnmial

Indian state. It is run by the Aam
Aadmi party (AAP), an up-and-
coming opposition party. But last year
the central government watered down
the city administration’s powers by
passing an amendment in parliament
that gave supremacy to a lieutenant-
governor. He has a say over how the
capital region’s government conducts
its business — including, apparently,
how it sells booze.

In today’s liquor brawl, some facts

ava dierrtad hart ot tha and af ek
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Camanc many grvon poas vs a caa
strophic event — such as our climate
hitting an irreversible tipping point or
a full-blown nuclear exchange — may
feellike an acceptablylow level of risk,
but when we take into account the risk
to future generations, it becomes
intolerable. Or sothe theory runs.

But does it work? One inevitable
problem here is reproductive free-
dom. Macaskill rules out limiting
access to abortion, much less mandat-
ing people to have children.

But from an actuarial standpoint,
it’s hard to argue that my choice to
remain childless so that my partner
and I can fritter away our disposable
income on fancy restaurants, watch-
ing Football Club or nice holi-
days is anything other than immoral
when you consider the potential bene-
fits to future generations of our having
children.

Surely every top-rate taxpayer
ought to have to adopt or have chil-
dren themselves, given that, statisti-
cally speaking, those children will be
given better opportunities and these
opportunities will last longer than my
alternate life plan?

Tuesday 16 August 2022

ISR L. I S U ey,
the more likely you are to lose.

But perhaps a better way to get peo-
ple to stop playing Russian roulette is
to explain that there is a good chance
they will blow their heads off today
rather than that thereis an even better
chance that they will blow their heads
off eventually.

with climate change, itis a problem
for future generations, yes, but also a
problem here and now for many peo-
ple all over the world, near and far.
Thelong-term risks we can actually do
more to address are, almost by defini-
tion, the ones whose contours are the
mostobvioustousinthe present.

Giving greater weight to the rights of
those yet to be born doesn’t really illu-
minate these problems any better
than illustrating the real risks they
carry today.

A better way to convince people to
tackle long-term problems is to point
out the short-run risks — not try to sell
them on a thought experiment that
even its author doesn’t wholly
endorse.

stephen.bush@ft.com
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under new
alcohol rules

by John Reed
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left and right. conservatives — including in the

The city’s local government is ruling Bharatiya Janata party —
rol]ing back a liquor licensing set-up H(‘JIEW liquor, governments of all

duced last year, which liberalised ical stripes like the tax revenue

alcohol sales and expanded the from booze. The current BJP
number of licensees. From September | government, for example, this year
1, the capital’s region will move back signed a free trade agreement with
to an old excise regime, under which Australia, the benefits of which
state-controlled shops will wrest back | include cheaper imported wine.
the alcohol trade until a new licensing “The Indian state has a very
arrangement takes effect. ‘unhealthy dependence on alcohol

In the first few days of this month, ‘because of taxation,” says Yamini
126 liquor “vends”, as Indians call Aiyar, CEO of the centre for Policy
them, closed down as shop owners Research, a think-tank. “And state

sought to cut their losses as licences
neared expiry. By one count, the cull
left Delhi with just 342 liquor shops
open.

Some of Delhi’s drinkers have been
flocking to stores just over state
borders, such as Gurgaon, in
state, or Noida, in Uttar Pradesh. “The
cross-border trade is growing as we
speak,” says Rajiv Singhal, editor of
Fine Wine and Champagne India.
“People need to consume their
alcohol, and their parties can’t wait.”

This matter might seem trivial for a

FINANCIAL TIMES

governments have a large dependency
on sin taxes, which has created a lot of
perverse incentives.”

In India’s federal structure, liquor
laws are set at the local level, and
excise duties are collected by states.
Taxes are high: a bottle of mediocre
Chilean wine that might cost $8 in
Europe or the US can easily set you
‘back by Rs1,200 ($15) or more.

Delhi presents a special case. It is
classified as the “national capital
territory”, with its own government
‘but a status that falls just short of an

s wapu
Delhi’s deputy chief minister Manish
Sisodia announced a rollback of the
current policy, introduced in 2021,
under which both private and
government-owned liquor vendors
could sell alcohol.

BJP officials in central government
say that the state’s revenues from
alcohol went down, despite the
expansion of licensed stores, and are
describing what happened as a “scam”
— the lieutenant-governor VK Saxena
last week suspended 11 officials over
what he called “serious lapses” in the
implementation of excise policy.

The outcome for Delhi residents is
that, for now, there are fewer places to
buy liquor. Indian Express, a national
newspaper, sent a reporter to comb
the capital. Out of the 15 stores she
visited, just two were open. Pity the
bourgeois Delhi residents deprived of
their tipple as they complain of having
to stock up on Prosecco between
flights at Terminal 3 of the airport —
one of the few places it's on sale.

john.reed@ft.com
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[t's not always the perpetrator who pays for sex harassment at work

EMPLOYMENT

O'Connor

he #MeToo movement has

made people pay much

‘more attention to the prob-

lem of sexual harassment

and violence at work. The

stories that hit the headlines are often

about powerful men who managed to

avoid career repercussions for years.

Now, economists are beginning to use

real-world data to study incidents of

everyday harassment and assault in

ordinary workplaces which never make

the news. As with the rich and famous,

they are finding that it’s not always the
perpetrators who pay the highest price.

One study by academics in Sweden

d a

Swedish government survey with
employment data to study workplace
sexual harassment. They found that

about 13 per cent of women and 4 per
cent of men reported sexual

trators? On that question, anew work-
ing paper offt

in the previous 12 months. The more
male-dominated the wnrkplan:e the

1t links information on every police
report in Finland between 2006 and
2019 to istrative records on

morelikely female workers
been harassed. Conversely, the more
female-dominated the workplace, the
more likely male workers were to have
been harassed.

The highest rates for women were in
industrial jobs, while the highest rates
for men were in service and sales jobs.
Power dynamics seem to play a role
here: both men and women self-re-
ported more sexual harassment when
their supervisor was of the opposite sex.

Women who self-reported harass-
ment were more likely to switch to new
workplaces with more female col-
leagues, where the pay tendstobe lower.
Interestingly, male victims didn’tswitch
to more male environments where pay
tends to be higher. The researchers con-
clude that sexual harassment is helping
to perpetuate gender segregation in

employment, income and demographic
characteristics.

Abi Adams-Prassl, an economics pro-
fessor at Oxford, and her co-authors
identified over 5,000 cases of violence

A study finds that when
wrongdoers are more

senior, they suffer fewer
career consequences

‘between colleagues who shared a work-
place. The vast majority of the perpetra-
‘tors were men, while victims were
evenly split between men and women.
Following a violent incident, both per-
petrators and victims suffered drops in
i dempl

parts of the labour market by disi

tivising people from working in places

where they areinthe gender minority.
What of the consequences for perpe-

But there was a strikingly different
pattern depending on the gender of the
victim. After a male-on-male incident,

employment rates fell by 10.6 percent-
age points for the perpetrator on aver-
age and 4.2 percentage points for the
victim in the subsequent five years.
But after a male-on-female incident,
employment rates fell only 5.2 percent-
age points for the perpetrator and 8.4
percentage points for the victim. (As for
incidents where women were the perpe-
trators, Adams-Prassl said there were
toofew of them to analyse.)

In common with the Swedish study,
an imbalance of power helps to explain
what is going on. The study on Finland
finds that when perpetrators are more
senior in the workplace, they suffer
fewer career consequences. The
researchers find that victims of male-
female violence are relatively young and
low-earning compared with their perpe-
trators. This is not the case for male-on-
male violence, which tends to occur
between relative equals in terms of age
and income.

The impact of these incidents also
spills out into the rest of the workplace.
After a male-on-female incident, the
gender composition of the workforce
‘becomes significantly more male (there

is no change after a male-on-male inci-
dent). This is driven both by more
‘women leaving and fewer women join-
ing. Yet there do seem to be ways to stop
these spillovers from happening. Work-
places with more female managers
(defined as a higher-than-average share
of women in the top 20 per cent of earn-
ers) don’t suffer a fall in the share of
‘women in the workplace after an inci-
dent. They don’t protect the victims”
careers any better, but they do seem to
punish the perpetrators more effec-
tively, based on the fact they are more
likely to suffer a fall in employment.
The authors sum up: “Female managers
do one important thing differently: fire
perpetrators.”

Much of this might sound intuitive,
but having the hard data matters. The
bad news is that harassment and vio-
lence between colleagues can have seri-
ous and uneven repercussions which
spread well beyond the individuals
involved. The good newsis that weare at
least beginning to calculate the scale of
thecostand who paysit.

sarah.oconnor@ft.com

South Africas
fear of

state failure

OBAL AFFAIRS

Gideon ¢
Rachman

oramanwhohadbeenheld up
at gunpoint the previous
evening, Mmusi Maimane was
on surprisingly good form,
when Imet him in Cape Town
this month. Maimane, one of South
Africa’s leading opposition politicians,
was in a suburban restaurant when
armed men entered, forced all the din-
erstolie onthe floor and robbed them.

“Ididn’t sleep too well last night,” he
conceded, before pointing out that
poorer South Africans are the main
victims of crime. “On an average day
67 South Africans are murdered and
the conviction rate is below 15 per cent,”
henotes.

Ahigh crime rate is not surprising in a
country where the official rate of unem-
ployment is 34.5 per cent and youth
unemployment is over 60 per cent.
Power cuts are a part of everyday life
and reached up to nine hours a day in
Johannesburg, the commercial capital,
this summer. After cross-country riots a
year ago, thereis a fear that south Africa
is primed for further civil unrest. Thabo
Mbeki, a former president, recently
warned that South Africa could soon

agree that South Africa is now a failed
state, his reply was carefully phrased,
but quietly devastating: “It’s an incom-
petent government leading a state that
isabout to fail.”

The grim mood in South Africa
reflects disappointment with the presi-
dency of Cyril Ramaphosa. When he
took over in 2018, there was hope that
he could rescue the country from the
depthsit had descended into during the
nine-year presidency of Jacob Zuma,
when corruption was rampant.

But Ramaphosa himself has now been
implicated in graft, after the alleged dis-
covery of millions of US dollars, stuffed
into sofa cushions on his game farm.
Even those who are reluctant to believe
that the president is personally corrupt
often accuse him of laziness and an ina-
bility toget thingsdone.

Ramaphosa talks eloquently about
the need to repair the damage left
behind by Zuma. But many key state
institutions — from power generation to
the police and railways — are still highly
dysfunctional. Rich South Africans can
often find a way around a crumbling
state, relying on private electricity gen-
erators, private security and even pri-
vate fire engines. But Siya Khumalo, a
prominent writer, expresses a common
view when he says that under Ram-
aphosa, “things are falling apart, faster
than they are being fixed”.

Ramaphosa clearly has his flaws. But
he ishedged in by the corrupt and dys-
functional volitical party that he leads.

described as a “criminal organisation”
by Songezo Zibi, aleading political com-
mentator. Herman Mashaba, a former
mayor of Johannesburg who leads the
new political party Action SA, dismi:

attached to their democracy. They
know that most African dictators are
the unenlightened variety, like the late
Robert Mugabe who brnught neigh-
bouring Zii

Crypto poses
serious
challenges for
regulators

Eswar
Prasad

hatever the fate of

decentralised crypto-

currencies like Bitcoin,

other forms of crypto-

currencies and block-
chain technology are here to stay.
Decentralised finance can create inno-
wvative ways of delivering and broaden-
ing access to financial products and
services, while the added competition
forces traditional institutions to
improve their efficiency.

This creates clu]lenges for regulators
who recognise the potential benefits.
How to facilitate innovation while keep-
ing risks contained? Answering a few
basic questions would help to harness
the technology and improve the inevit-
able benefit-risk trade-offs.

First, is blockchain technology the
best answer to extant deficiencies? Dig-
ital payments in the US, for instance,
remain beset by high costs due toregu-
latory and other barriers. International
payments everywhere are still costly,
slowand difficultto track.

Blockchain technology is hardly the
only or optimal solution. Mobile phone-
based and other technologies are en-
ablingbroad and easy access to low-cost
digital payments. Regulators should
favour simpler technologies that best
address the real needs of consumers and
businesses, rather than those that
promise speed and efficiency but make
it harder to trace payments and facili-
tateillicit commerce.

Second, how to protect investors and
consumers? Regulators cannot always
constrain how much risk an investor
should take on. But they must protect

The industry has an
interest in muddving the
waters, heightening the
need for expeditious action

investor: k

central bank and judiciary,

wnnderful scenery that make the coun-
try a magnet for tourists.

The fear remains that those real

‘the ANC, saying: “I can’t work with a
criminal organisation.”

The fact that Zibi and Mashaba can
say this sort of thing is both goed and
bad. Itis bad that the ANCis now so dis-
credited. It is good that South Africa
remains a free country, where opposi-
tion politicians can speak out without
fear of retribution.

‘With crime so high and infrastructure
crumbling, there are those in the middle
class who mutter about the need for an
enlightened dictator — a South African
equivalent of Rwanda’s Paul Kagame.
But, in general, South Africans remain

Ramaphosa is hedged
in by the corrupt and
Liinl

Avofanctianal

South Afncalsnnwthuughlm behost
to more than a million migrants, who
have fled Zis ing econ-

could yet be frittered away.
As confidence in Ramaphosa declines,
many reformists are looking forward to
thenational electis duein2024.

omy and brutal government. This is a
source of increasing tension in South
Africa, with vigilante groups and popu-
list politicians blammg melgranls Ior
crime and

It is widely anticipated that, for the
e heid, the

chains are transparent and accessible,
but that is no substitute for disclosure
that renders downside risks compre-
hensible, backed up by steps to bolster
financial literacy.

Third, how to prevent any one prod-
uct or protocol from infecting the
bmader ﬁmmmal system? Stablecoins

dby:

ANC’sshare of the vote will slip below 45
per cent. That would open the door fora

ingmass expulsions.

The influx of Zimbabweans is both a
warning for South Africa and a kind of
compliment. It demonstrates the
depths to which a “post-liberation”
country can be brought. But it is also
shows that South Africa, despite itshigh
unemployment, remains the regional
powerhouse and a magnet for those
seeking work.

Despite his fears about state failure,
Maimane can also tick off the strengths
of South Africa: a strong financial sector.

Tment.

The real pessimists argue that a coali-
tion will be more chaotic and not neces-
sarily more effective — pointing to the
mixed results of such administrations
that have already taken power in cities
and provinces around South Africa.

But continued stagnation and decline
under the current arrangementsisnota
viable option. The ANC has done great
things for South Africa in the past. The
best thing it could do for the country’s
future would be to lose the next election
and leave power.

-government bonds and
high-quality securities might not face
panic-driven runs. still, a wave of
redemption requests could trigger
large-scale liquidations of collateral,
disrupt underlying securities markets
and have a cascading effect across the
financial system. Regulation should
account for systemic risk that rises as
thesector expands.

Fourth, how to avoid regulation that
simply entrenches established players
and intensifies market concentration by
raising the cost of entry? Simpler, more
transparent rules would enable newer
and smaller firms to compete on alevel
plaving field. Some deeree of churn
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face the equivalent of an Arab Spring.
When I asked Maimane if he would

The Afric;n Nltic;rnl ‘Cong;ress. the
party of Nelson Mandela, is now bluntly
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party that he leads

good roads, lots of quahhed pn)fesslon-
als, well-run private an

gideon.rachi ft

Andrew
Adonis

hat do a huge reservoir

at Abingdon, new

nuclear power stations

in Anglesey and Cum-

bria, the electrification
of the Transpennine inter-city railway
and England’s largest onshore wind
farm, on Scout Moor in Lancashire, have
incommon?

All four are big, vital pieces of
national infrastructure proposed in the
last 15 years. But all four were rejected
or deferred, victims of “Nimby” opposi-
tion upheld by the government, and /or
of the hostility of the Treasury and its
utility regulators to major infrastruc-
ture projects, particularly those requir-
ingsignificant publicinvestment.

Poignantly, the first two projects are
now being revived, faced with the

ives of net zero, climate ch:
and Russia’s attack on Ukraine, and

Short-term politics hobbles UK infrastructure projects

with one of the hottest and driest
summers on record. Rationing of both
water and electricity — or self-rationing
because of sky-high energy market
prices — are the reality of the months
ahead.

It is 30 years since a new reservoir
was opened in England. Thames Water
is secking to revive the Abingdon
project, rejected by the Cameron gov-
ernment in 2011 on the pretext that
there was “no immediate need” for it,
after a decade-long planningbattle. Two
more reservoirs are now planned for the
south-east alone, and are set for lengthy
planning battles. Yet even these huge
storage facilities will make good only a
third of the projected shortfall of water
in 20 years’ time, and they presuppose
dramatic progress on reducing usage
and leakage.

On nuclear power, the last Labour
government had plans for 10 new power
stations to replace 11 ageing nuclear
reactors, the last of them also opened
nearly 30 years ago. France, by compar-
ison, has 56 nuclear reactors, providing
three-quarters of its electricity —
though much of it is offline at the

moment for mai Anglo-S,

“wisdom” that the French nuclear
power programme was Gaullist statism
run riot is no longer so obvious, in the
face of Vladimir Putin’s aggression as
‘well asnet zero.

1t is farcical for Boris Johnson to
suggest that the UK could now open
one nuclear power station every year

HS2 shows it is possible to
execute large schemes
provided there is strong
rnment leadership

after a short planning process. Hinkley
Point C, the UK’s one current nuclear
power project, was initiated more thana
decade ago and won’t be commissioned
for at least another five years. The
complex £25bn private financing pack-
age, led by French energy giant EDF,
took years to negotiate and has kept
changing in a forlorn Treasury bid to
limit risk. It is not replicable for future
projects, yet no new blueprint either

for fi or for accelerating the
planning process is proposed for further
projects.

As for renewables, which are central
to the UK’s net zero ambition given the
lack of nuclear capacity, politicians say
and do entirely different things. Not
only is Scout Moor still beyond the pale:
both Liz Truss and Rishi Sunak have
pledged in leadership hustings with
Tory party members that there will be
no new onshore wind farms of any size,
yet they are among the most cost effec-
tive of renewable power sources.

The saga of “northern powerhouse
rail” to link the cities from Liverpool
and Manchester to Leeds, York and
Hull is equally fraught. A decade
after its announcement, there is still
no proper scheme, let alone any
construction.

It needn’t be this way. HS2, currently
under construction from London to
Birmingham and Crewe just 12 years
after the plan was first proposed, shows
that it is possible to execute major
schemes in Britain, provided there is
strong government leadership and
cross-party support. The same was true
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of the motorway system, built in the
1960s and 1970s, and the electricity and
gasgridsupon which westill rely.

The problem is that short-term poli-
tics, and a never-ending planning sys-
tem, too easily subvert even the best
proposals. Tellingly, HS2 is proceeding
by way of parliamentary legislation con-
ferring the planning consents directly,
not through the conventional planning
system. The same should happen with
other national projects of strategic
importance.

The establishment of the National
Infrastructure Commission, to identify
strategic priorities independently of the
government, is another step in the right
direction. But under the patronage of
the Treasury, it is subject to some of the
very forces it needs to counteract. Its
biggest intervention of late was to
recommend cutting the eastern leg of
HS2 to Leeds in return for a bigger rail
scheme in the north. Now, neither will
happen.

The writer was founding chair of the UK’s
National Infrastructure Commission (2015-
2018) and aformer transport secretary

among financial institutions is not nec-
essarily harmful, so long as it doesn’t
<damage confidence in the system.

And finally, how to maintain market
integrity? Decentralised architectures
and governance, while appealing and
secure in principle, open up vulnerab-
ilities such as front-running of certain
protocols. Technology hardly elimi-
nates the need for effective oversight.

Definitional issues are also important.
Isastablecoin issuer anarrow bank or a
money market mutual fund? Is
Ethereum a commodity or a security?

The answers to such questions are
crucial for determining what, whom
and how to regulate. The crypto indus-
try has an interest in muddying the
waters. This heightens the need for
expeditious action, recognising that
some innovative technologies are
merely improving the packaging and
delivery of existing products. Defini-
tions also matter for emergencies. Clas-
sification as a bank would give a stable-
coin issuer access to central bank liquid-
ity facilities, for instance, but this
should trigger capital requirements.

‘When an industry clamours for regu-
lation, it typically craves the legitimacy
that comes with it while trying to mini-
mise oversight. That is the biggest risk
regulators must guard against — giving
the crypto industry an official imprima-
tur while subjecting it to light-touch reg-
ulation.

The writer is the author of “The Future of

Money: How the Digital Revolution is
Transforming Currencies and Finance”
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Saudi Aramco:
behold now Behemoth

The Total Perspective Vortex, invented
by writer Douglas Adams, tortured
victims with their own insignificance.
Saudi Aramco fulfils that function for
oil supermajors.

It has just announced quarterly net
income of $48.4bn, more than double
Exxon’s figure. The group is worth
$2.4tn, six times the market
capitalisation of the US company.

The comparison has implications
beyond rubbernecking amazement.
Saudi Aramco is the leading leviathan
ina pod of national oil companies
(NOCs), including PetroChina, Rosneft
and Petrobras. High energy prices have
strengthened the financial muscle they
bestow on their controlling
governments. The susceptibility of the
latter to environmental lobbying is low.

Saudi Aramco hasbeen talking up
renewable energy plans, even so. These
include ramping up blue hydrogen
production. But the surging capital
expenditure target of the state-run
business, up by half from 2021 to
$40bn-$50bn, underscores its likely
position as one of the last oil producers
in the energy transition. It spends more
than ever on hydrocarbons. The figure
for upstream oil and gas output rose 11
per cent year on year in the first half.

Meanwhile, the sum of upstream
capex of the world’s independent
producers, including Chevron and
Shell, will not exceed 2019 levels before
atleast 2025, says RBC.

High oil prices buoy Saudi Aramco’s
profits less than at supermajors.
Riyadh extracts higher royalty rates
from revenues as prices rise. The take
jumps from 15 per cent to 40 per cent
above $70 per barrel and doubles again
when $100 is exceeded. You could call
ita windfall tax. The thinly traded
shares lag accordingly. The free float of
just over 5 per cent includes the Saudi
sovereign wealth fund. But the
valuation of more than $2tn, decried
by Lex a few years ago, looks more
believable now that oil is dear.

While Saudi Aramco trumpets its
bounty of free cash flow — more than
$65bn in the first half —a dividend
yield of just 3.1 per cent looks skimpy.
Given the largesse, it will probably
have to lift its dividend, says Bernstein.

Most foreign investors will continue
to steer clear of Riyadh-listed Saudi

Aramco. Apple, valued at almost
$2.8tn, will appeal more.

But the profits of the group and other
NOCs matter to the fate of nations and
the planet. In comparison, the US
device maker is a sideshow.

Digital advertising:
Apple takes a bite

Apple’s digital advertising business has
turned the App Store into prime real
estate for ads.

Like Google and Amazon, top search
results tend to be paid for. Apple’s
advertising goals coincide with its
crackdown on third parties who track
users to show them personalised ads.
That move has cost groups like Meta
billions of dollars in lost ad revenue.

The contrast is awkward. But across
the tech sector, many companies are
attempting to add digital ads to their
revenue stream. Ride-hailing groups
Uber and Lyft now sell ads. Netflix is
adding a subscription tier with adverts
to its streaming service. So is Disney+.

Apple claims that its ads business is
hitting new quarterly earnings records.
Amazon’s successful introduction of
advertising suggests there is enough
business to go around. But the only
winners will be groups able to collect
large amounts of data that can be used
to match adverts to audience. In the
second quarter, Amazon’s ad sales rose
18 per cent on the year-ago figure. That
is far faster growth than ads-led groups
such as Twitter, Meta and Pinterest —
all of which rely on third-party data.

Apple has 860mn users paying for its
services and close to 2bn devices in use.
That means it has a lot of data to
employ. For now, advertising is limited
to the App Store, news and stocks apps
and during baseball games streamed
via Apple TV. But it would make sense
for ads to appear in other services, such
as payments. The caveat is that this
would not damage the user experience.

Apple’s decision to position itself as a
privacy-centric ad platform helps in
this regard. Internet users are unhappy
at having their movements tracked
online and sold to shadowy buyers.

Apple hopes to make its services
activities equal contributors to group
profits alongside hardware sales. These
businesses are reliant on fees charged
to app creators, something regulators
criticise. Replacing some of those fees

M&G: resist the splittists

Rising prices for insurance assefs are one reasen for calls fo break up M&G, the UK investment manager.
A back book sale, however, would probably lead fo smaller dividend payments. Fund inflows and
outperforming shares suggest that a turnround is bearing frut.

UK insurance back book deals
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valuation for a while. After this, Pru
slipped on China worries and M&G
moved sideways.

‘Some investors are now mooting a
further break-up of the UK savings
and investments group. Schroders
mulled a bid for M&G at the start of
last year. It would have hung on to
asset management while disposing of
the life and pension units.

‘The deal foundered over concerns
about a culture dash and slumping

‘with another source of high-margin
revenue should be a priority.
Advertising fits the bill

Reinsurance/natural
disasters: not secondary

Despite the hurricane season getting off
‘to a slow start, there is a 60 per cent
chance of an above-normal, June-to-
November Atlantic hurricane season
‘this year, says the US National Oceanic
and Atmospheric Administration.

The period causes jitters with
reinsurers and their investors. Shares
typically underperform in the spring
and summer, picking up in the autumn
‘when the probable earnings impact
from the US hurricane season is

forward earnings is well below 14 times
for Schroders. M&G’s lower rating
reflects slower growth and its reliance
onunfashionable savings and pension
products. These include a large back
book of annuities and with-profit
insurance policies, along with the
flagship PruFund, which remains open
to new business.

The with-profits businesses might be
worth 20 per cent of own funds, or
£3bn. Other insurance units could

clearer. Reinsurers can take the strain.
Munich Re has historically taken the
‘highest share — 3.4 per cent — of the
industry’s hurricane losses, says
Berenberg. But its balance sheet shows
it can cope. In the worst-case scenario,
its excess capital of $16.2bn would be
cut only by a third, say the analysts.

The focus on hurricanes reflects the
extraordinary damage that ultra-high
winds can inflict. Hurricane Katrina in
2005 still holds the record as the most
expensive hurricane ever, costing the
industry $87bn in 2020 prices.

But a focus on big events can
mislead. The costs of less severe
storms, fires and floods quickly add up,
given that global warming increases
their frequency and severity.

In 2021, secondary perils, including
floods, accounted for more than 70 per
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M&G’s fund managers have backed investment flows. These turned attract £4.5bn, including net debt,
numerous corporate demergers in positive in the first half of this year for equating to 76 per cent of own funds,
the name of unlocking shareholder the first time since the demerger. A think analysts at RBC. Add in £2.4bn
value. Indeed, the same logic was ‘higher price for the group’s most for the asset management business
part of M&G’s from Asia- luable division should be warranted. | ona 14 times multiple and any
focused insurer and savings group At £5.6bn, M&G’s market value is savings a consolidator might find.
Prudential at the end of 2019. just a hair below its listing value. A That implies 40 per cent upside from
That move popped the joint group valuation multiple of 10 times a break-up over the current price.

However, a deal would have to be
all or nothing. A partial sale of the
back book, for example, would
scupper a dividend currently yielding
over 8 per cent. Meanwhile, M&G is
tipped to benefit from Solvency 11
rules. Its shares have outperformed
peers this year by nearly 40 per cent.

Investors should wait and see
‘whether a new chief executive can
squeeze more value from M&G with
lower risk than a break-up.

cent of all insured losses, says the Swiss
Re Institute. It was the first year that
two separate secondary peril events —
Winter Storm Uri in the US and July’s
floods in western and central Europe —
each caused more than $10bn of losses.

There is a big unmet need for
insurance. Over the past decade, 83 per
cent of global economic losses from
flooding were uninsured. But they are
hard to model and predict, given that
there is less data than exists for
hurricanes or earthquakes.

That is changing, according to Swiss
Re, which says that modelling
capabilities have improved covering
over half its secondary perils exposure.

That confidence needs testing.
Climate change makes extreme events
more likely. That trend, in turn, should
‘bring opportunity for these insurers.

NYT/ValueAct:
Times are a changing

Maybe getting subscribers is not the
only hard part. Last week, investment
fund ValueAct announced that it had
bought 7 per cent of the common stock
of the New York Times Company.

Shares in the business are down
around a third this year. But the stock
price has nearly doubled over the past
five years. It now boasts more than
8mn digital subscribers. The venerable
media group has done better than
'many competitors in coping with the
switch online.

ValueAct is at the gentler end of the
activist spectrum. Even so, it is less
worried about how many users the
NYT has accumulated than how much
can they wring out of them. The NYT
has a widening portfolio. Management
is already focused on pricing its
“bundle”. This includes the core news
business alongside sports coverage, the
‘Wirecutter gadget review site as well
cooking and games offerings.

The NYT news product now costs
roughly $17 per month while the entire
menu can be had for $25. It says there
are more than 100mn people
worldwide who are theoretical NYT
subscribers. The balance it needs to
find is to tap as many as readers as
possible at the highest optimal price.
News websites themselves are bundles
of coverage on politics, business, sports
and society. The NYT has doubled
down on sports, buying The Athletic
for $550mn even though its annual
operating losses were around $50mn

In television streaming, the likes of
Netflix and Disney have seen user
growth moderating and resorted to
raising monthly prices, betting that
consumers will still see the value. The
NYT, a general interest newspaper, is
still relatively inexpensive compared
with more specialised media.

But ValueAct should think twice
before pushing for price rises. Gannett,
the largest US local news provider,
announced lay-offs last weelc. Tts mix of
subscriptions and advertising is little
match for a time of high inflation and
slowing growth. That is a signal to
ValueAct to tread carefully at the NYT.

Lex on the web
For notes on today's stories
go to www.ft.com/lex
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