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0% for the first time in 40 years

@ Pace outstrips G7 and most of Europe @ Peak forecast at 13% & BoE set to raise rates

CHRIS GILES — LONDON

The UK’s inflation rate, the highest
among G7 nations, entered double-digit
territory inJuly for the first time in more
than 40 years on the back of soaring glo-
bal food and energy costs.

Consumer prices were 10.1 per cent
higher than a year earlier, rising from
the June rate of 9.4 per cent and exceed-
ing expectations that inflation would
remain in the single digits.

With price rises forecast to peak at
more than 13 per cent this year, the toll
on living standards is likely to push the
‘UK economy into recession.

The Bank of England is now expected
to impose another 0.5 percentage point
increase ininterest rates next month.

While all advanced economies have
seen a rise in inflation, it has been
stronger in the UK than in other G7
countries and most European nations.
That reflects the country’s greater use of
gas, the underlying strong growth in
spending last year and a decline in the
employment rate caused by Brexit-
related trade frictions.

Unlike the US and Canada, where the
inflation rate softened slightly in july,
price pressures intensified for most
goods and services in the UK.

However, the Federal Reserve is still
in the midst of raising rates to calm
inflation. In Fed minutes released yes-
terday, officials discussed the need to
keep interest rates at levels that restrict
the economy “for some time” to ensure
theycan contain soaring inflation.

For Liz Truss and Rishi Sunak, who
are ina face-off to become the next Brit-
ish prime minister within three weeks,
the victor's economic inheritance will
resemble the 1970s era, when Britain
was regarded as the “sick man of
Europe”.

Fitch, the rating agency, said yester-
day that “a challenging mix of high infla-
tionand slowingeconomicgrowth in the
UK will constrain policy options for the
next prime minister”.
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» Balkan talks aim to calm Kosovo clashes
Theleaders of Serbia and Kosovo will hold “difficult”
talks in Brussels today after weeks of tension
resulted in border disturbances, stirring fears of a
conflict between the Balkan neighbours.— pace 2

» Polish economy takes surprise hit
Poland’s economy, the largestin eastern Europe,
shrunk an unexpected 2.3 per cent in the second
quarter as Russia’s war in Ukraine looks likely to
trigger arecessionin theregion.— pAGE 2

» English Premier League to net £6bn
Revenue forthe Premier League e =T
isset torise 10 per cent to £6bn whd

this season asa deal to show
top-tier English football on US
TV helps it further outscore
EuropeanTivals.— PAGE 5

S
» Saudi student jailed for retweets
AcourtinSaudi Arabia has sentenced Leeds
university student Salma al-Shehab, a Saudi citizen,
to 34 years in prison for retweeting postsby
dissidents and spreading “fake news” — page &

» Norway fund warns of hard times ahead
The head of the largest sovereign wealth investor,
Norway's oil fund, warned of hard years ahead after
itmade a $174bn first-halfloss as monetary stimulus
policies were cut and interestratesrose.— PAGE S

» Israel and Turkey renew relations

their ties with neighb:
mmthemdd]eﬁastwﬂlseemk&yandmael
appoint for the first time

smcezolaafter years of strained relations.— paGEe 4

» Gas crisis pushes Uniper to €12bn loss
German utility Uniper saysithas become a pawnin
the Ukraine conflict after it reported a€12.3bn loss
inthefirst halfasa dramatic drop in Russian gas

Price pain: food
inflation hit
12.7% in July,
affecting the
poorest most

Nadhim zahawi, the UK’s recently
installed chancellor, said: “Tunderstand
that times are tough, and people are
worried about increases in prices that
countries around the world are facing”

Economists described therise in infla-
tion — the UK’s highest since February
1982 —asbl

“silver linings to this report are few
and far between,” said Sandra Horsfield
of Investec. “The Bank of England will
feel the pressure for further monetary

‘Silver linings to
this report are few
and far between’

Sandra Horsfield, economist

tightening to combat higher prices.”

Bread, dairy products, meat and vege-
tables contributed the most to the
increase in inflation. With chaos at air-
ports and restricted supply of flights,
the price of package holidays also rose
much faster this year than in 2021.

Food price inflation hit 12.7 per cent in
July, the highest rate in the category for
more than 20 years. The core rate of CPI
inflation, excluding energy and food
prices, also exceeded expectations in
July, hitting 6.2 per cent, ahead of econo-
‘mists’ expectations of 5.8 per cent.

Only in 12 per cent of the categories

reflected “near-term momentum” in
price rises rather than falls in prices a
yearago.

UK inflation is expected to moderate
in the next two months as cheaper pet-
rol prices in August feed into the calcu-
lations, but the gap with other G7 coun-
triesislikely to widen furtherin October
when the latest energy prices are fed
into household bills. This will further
lower living standards especially among
poorer households, leading to a likely
recession that the central bank expects
tolastmore than a year.

short-term UK borrowing costs yes-

deliveries pushed it close to insolvency.— PAGE 5

Teens and tech Changes in the

US teens (13-17) saying US social media

they use the site/app (%) landscape are
apparent in the
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that make up the UK index were prices  terday soared to their highest since
rising atan annual rate below the Bank 2008 as investors priced in a rate rise
of England’s 2 per cent target. next month. Two-year gilt yields rose
samuel Tombs, chief UK economistat 0.3 percentage points to 2.45 per cent.
hy ics, said this Markets page8

Garland rides political
storm over Trump probes

‘Garland under pressure » PAGE 3

Japan’s latest advice on alcohol to its
younger generation: please drink more

LEO LEWIS AND KANA INAGAKI — TOKYQ

While most countries would welcome
sobriety among their youth, Japan has
veered in the opposite direction: witha
campaign encouraging them to drink
morealcohol.

The east-Asian nation’s tax agency is
requesting ideas on how to tempt
younger citizens to pick up a tipple as

sumption that began well over a decade
‘before the pandemic.

‘Taxes on alcohel products accounted
for 3 per cent of the government’s tax
revenue in 2011 but had fallen to 2 per
cent by 2020, according to the tax
agency. Japan’s government runs a
chronic budget deficit and has total
debts equivalent to more than twice the
nation’s gross domestic product.

drinking rate — expressed in terms of
pure alcohol — at 8 litres a year, more
than China’s 7.2 litres but less than the
UK's114.

‘Younger Japanese people, in common
with many others of their generation
elsewhere in the world, drink less heav-
ily than their forebears and increasingly
donot drinkatall.

“Sake Viva!” aims to draw out ideas

thefi inistry frets over the fiscal A fall in the volume of alcohol con-  thatacknowledge fundamental shifts in
Australia As700GneGsT) | implications of generational change. sumed in Japan was inevitable once the  lifestyle — not just those caused by the
China. RMEB30 The unorthodox government-backed  indigenous population began to shrink  pandemic but also longer-term factors
HongKang HKSSS | “Sake Viva!” contestiscallingon people  over a decade ago and the proportionof ~ weighing on Japan’s drinking habits. P
India Rup220 | aged between 20 and 39 to help devise  citizens aged over 65 rose to more thana Organisers hope that entrants will
Indonesia Rp&5000 | business ideas to revitalise an industry ~ quarter of the country eight years ago. come up with “new products and
dapan  ¥E0GcKD | hit by demographic changes, the pan- According to the tax agency, Japan’s  designs”, as well as plans to encourage
:"“a - :Mk‘r?sg demic and diminishing average annual intake of booze per  drinkingathome.
Pr‘z" P The planned intervention followsthe ~ adult has dropped from 100 litresper ~ Japan’s health ministry said it had not
p:i;“r:ls ';::1 = failure of Japan’s drinks industry, yearin1995to75litres by 2020. «co-operated with the tax agency on its
S SEEA0GCGST) despite its marketing powers, to stem a The World Health Organization in  contest but was in close regular contact
Taivean NTeio | longtermslidein Japanesealcoholcon- 2018 put Japan's annual per capita  withitoveralcohol and healthissues.
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INTERNATIONAL

Regional tension

Nato seeks Balkan restraint ahead of talks

EU to mediate between
Kosovo and Serbia
after border clashes

HENRY FOY — BRUSSELS
MARTON DUNAI — BUDAPEST

The leaders of Serbia and Kosovo have
warned of difficult negotiations bro-
kered by the EU as Serbia’s President
Aleksandar Vucic accused his opposite
number of “lying” about

northern towards Kosovo

fears of pobenual canﬂ.lct TheEUand  inrespor 2| Kkilling
Nato have si dupp of Kosovan Albani

both sides to de-escalate th ion for Igrade claims that Pristina discrim-
fear of destabilising the wider Balkan inates against the Serbian minority liv-
region and south-east Europe, already  ing mainlyinnorthern Kosovo.

shaken by almost six months of war in
Ukraine following Russia’s full-scale

plansto attackits neighbour.

Vuci¢ and Kosovo prime minister
Albin Kurti will hold rare direct talks in
Brussels today, weeks after disagree-
ments between their two countries
boiled over into border disturbances
and attacks on police officers, sparking

rately afterwards and urged “all sides to
showrestraint and to avoid violence”.
serbia does not recognise the sover-
eignty of its former province, which
declared independence in 2008. That
came nine years after the Kosovo war,
which ended after Nato bombed Serbia

Kurti yesterday reiterated his warn-

invasion. ¢ 1
“We are going to have dl.fﬁculldlsa]s WC eliE gO‘]Ilg to.have
row. We domot difficult discussions
onanything,” Vutié saidaftertallswith ¢ orrow. We do not agree
y-general Jens ..
lgrade’s ltenberg met Kurti sepa-  almost on anything

ings that Serbia posed a threat to his
country, with the encouragement of its
ally, Russian president Vladimir Putin.
“Kosovo's institutions and citi-
zens . . . have reason to be vigilant
about the destructive approach of our

and theregioningeneral,” he said.
Vuéi¢ dismissed those warnings as
“political narrative, a political rhetoric™,
“For 180 days we have been listen-
ing...and it didn't happen,” he said.
“which means they were lying about it.

“Idid not want to cut them off and
cause a crisis, and also give a pretext for
Serbia to intervene or to link the north
with its own power network, but this sit-
uation is not sustainable,” Kurti said.
“We have made an agreement in June
butithas notbeenunplemermed

1

Andthere wasno this narra-
tive from anywhere in the world.”

Highlighting just how far apart their
positions are ahead of the EU-brokered
talks, the countries have been unable to
implement an agreement reached in
June on access to and payment for elec-
tricity supplies.

Inan interview this month, Kurti said
Serbs in the north of Kosovo had not
paid for electricity for decades, partly as
a political protest, adding that this cost
Pristina millions of euros amonth.

apress
conference at Nato's headquarters yes-
terday, Vu¢i¢ said Kosovo and its inter-
national backers must not “blackmail
Serbia, or order Serbia how to act. It
doesn’twork like that.

“When you have been put in the cor-
ner and have no room to manceuvre.
please do not expect Serbs to say they
are enjoying it and having a nice time,”
he added. “We need a rational approach

. .. talks, a compromise solution.”
See Opinion

After poll failure, party is being

pulled in different directions
by Macron and Le Pen

LEILA ABBOUD AND VICTOR MALLET
PARIS

Since defeat in France’s presidential
election and parliamentary elections
this year, the shattered centre-right
opposition has fretted over how best to
rebuild into a credible national force
worthy of founder Charles de Gaulle.

Heirs to the conservative parties that
produced most of France’s postwar
presidents, Les Républicains flopped in
April’s presidential poll, lost nearly half
their seats in the national assembly in
June and areseekingnew leadership.

One consolation, that President
Emmanuel Macron’s centrist alliance
also fared badly and lost its legislative
majority, is proving a mixed blessing.
‘While it gives the conservativesleverage
as Macron needs their votes to pass
laws, it raises the risk that voters will see
LR as ajunior partner ina de facto coali-
tionwithan unpopular presldent

Atth LRfz 1d
ened far-right Rassemblement Nauaml
led by Marine Le Pen, which is now the

Europe. Les Républicains

French centre right struggles for relevance

biggest opposition partyi buildi ber, variousp iti j for  butifIdidn’t ask the question, thenno  “[fwe don't
and believesithasapathtopowerinfive ~ Olivier Marleix,  positionand ingdivisions. oneelsewould,” he said. .
years’ time. centre front, Two of the leadership candidates Ciotti appeared to respond by saying succeed in
For LR the road back will be difficult, ~who heads Les symbolise the party’s extremes. Oneis  everyone would have aplaceifheled the I'Cbllildil’lg
suggests Michel Barnier, an LR elder  Républicains in Aurélien Pradié, 36, who advocates the . “Everything must be rebuilt . . . .
statesman and the man who led Brexit  the national building of a pnpular” party that helps the ability of our party tobringtogether Q credible
negotiations for the EU. assembly. Below, people with their daily different per ities has always been centre
“If we don’t succeed in rebuildinga  Aurélien Pradié gles, and says the right’s obsession w1th itsforce,” he tweeted. .
credible centre right, thereis ariskthat  remiersziu ey national identity and immigration is a LR’s fate hangs in part on how they I'Ight, there
Marine Le Pen will win power,” Barnier distraction. navigate the parliamentary dynamics of isarisk that
said. “We have lost ground everywhere, “The French right has not trans-  Macron’s second term. While a minority N
in urban areas, and although we have formed itself, so while it may seembru-  advocated entering an official coalition Marine Le
held up in rural areas it’s been difficult tal to say this, when we lock at similar ~ with Macron in exchange for a more Pen will
there too, we have lost the young, we parties internationally, we no longer  rightward policy tilt, the party decided R s
havelost the overseas départements.” resemble any of them,” said Pradié, an  to remain in what it termed “construc- ~ W1l POWET

The party’s left and right wings are
being pulled in different directions.
Since 2017, Macron has poached sup-
porters and MPs from the former camp,
while Le Pen and her hardline policies
on immigration and law and order look
increasingly attractive to those on the
rightof the party.

Party members sometimes disagree
on strategy, tactics and even basic poli-
cies such as the best approach to public
spending. Without a leader ahead of a
party conference scheduled for Decem-

MP from the south-west. “Maybe
because we are nolonger coherent.”

By contrast, Eric Ciotti, 56, another
leadership contender, wants to take a
harder line on immigration and crime.
Ciotti, a social conservative, came close
to defeating the more moderate Valérie
Pécresse when the party chose its presi-
dential candidate last year.

At a recent strategy meeting of LR’s
top officials, Pradié raised the possibil-
ity that the party would break apart.
“That’s not the outcome I am hoping for

tive opposition” to the government.
Olivier Marleix, who heads the LR group
in the national assembly and hasbeen a
vocal Macron critic, said the party
would “refuse to be the government’s
tame opposition”.

However, Marleix and his group have
voted overwhelmingly with the govern-
mentonlegislationin the pastmonth.

The government courted LR deputies
to support two bills aimed at helping
people and businesses cope with infla-
tion and rising energy prices. They

adopted some of LR’s proposals, such as
maintaining universal petrol and diesel
subsidies and allowing employees to be
pald for days off not taken. Both bills
mainly because of support from
LR,butLe Pen’s RNalso backed one.
Marleix argued that LR “successfully
arm-wrestled with the government” to
getlower fuel prices for consumers.
Annie Genevard, an MP and the
party’s acting leader, said LR must still
distinguish itself from the government.
“Macron saysheis husmmq friendly, but
‘we have fund. with

Central Europe

Poland’s
economy
contracts as

Ukraine war
takes toll

RAPHAEL MINDER — WARSAW
MARTON DUNAI — BUDAPEST

Russia’s war in Ukraine looks set to
trigger a recession in eastern Europe
later this year, as energy price
increases, dlsnlptmns in supply chains,
low d austerity

measures weigh on output.

The region’s largest economy, Poland,
surprised analysts by contracting in the
second quarter, falling by 2.3 per cent,
according to preliminary data from its
statistics office.

“We see it as a first step into reces-
sion,” said Katarzyna Rzen
chief analyst for Central and eastern
Europe at Erste Group Bank.

“The economic growth in Poland is a
massive surprise to the downside . . .
[it] wiped out expansion from the

inning of the year.”

The economy grew 5.3 per cent
between the second quarter of 2021 and
the same three months of 2022, also a
smaller rise than anticipated.

Consumer confidence in Poland is
now at its lowest level since the first
weeks of the pandemic, while inflation
is at a 25-year high of 15.6 per cent,
driven by soaring food and energy
prices. That has prompted the central
bank to raise its benchmark interest
rate for six consecutive months, to 6.5
per centfromnear-zero in the autumn.

While Poles are struggling with the
higher cost of living, they are also facing
problems with their housing costs. Last
month, the government introduced a
moratorium on mortgage payments to
help ease the pain.

Poland’s economy was likely to con-
tract year on year by late 2022 or early
2023, according to Marcin Kujawski, an
economist at the Polish subsidiary of
BNP Paribas.

Inflation and slowing industrial activ-
ity put “policymakers in a difficult spot”
but the Polish central bank could still
raise the benchmark interest rate by
another 50 basis points this year, Kujaw-
ski said.

Czech manufacturers are also report-
inga downturn, according to surveys in
July, even as domestic demand helped
Czech h positive in th

T,

Other economies in the region, such
as Hungary and Romania, benefited
from the economic momentum that
built up before Russia’s invasion of
Ukraine. Analysts warned, however,
that there was little doubt that the reali-
ties of an economic downturn would
soon setin.

“The region’s exposure to the German
economy, which struggles with its own
problems, will dent growth,” said David
Nemeth, a Budapesl based economist
with

him on the economy;” she said. “He has
raised deficits and public debt, while we
‘want toreduce public spending and reo-
rientit whereit's needed.”

Franck Louvrier, the mayor of La
Baule who unsuccessfully argued for the
LR to join a coalition with Macron, said:
“They think that by being in opposition
they will build something out of Mac-
ron’s defeat. But a defeat for Macron, for
the LR, would push us further into the
abyssand help the far right win.”
Additional reporting by Sarah White
Outlook see Letters page

pKBC.
“Inflation and rising interest rates at
the same time will eat into domestic
demand. A marked slowdown is defi-
nitely coming, and recession is likely as
well.”

Hungary’s annual growth slowed to
6.5 per cent from & per cent in the first
quarter, while quarterly growth halved
to1 per cent in the three months to June,
the Central Statistics office said.

Hungary is the only EU country that
requested but has not yet been granted
an EU post-pandemic recovery subsidy
because of rule of law concerns.
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Covid-19 significantly increases the
risk of developing dementia, psychosis
and brain fog two years after infection,
according to the first extensive study of
the disease’s persistent neurological
and psychiatriceffects.

Long Covid, often defined as symptoms
experienced for 12 weeks or more aftera

e =

control group. For psychotic disorders,
the figures were 0.85 per cent in Covid
patients and 0.6 per cent in controls.
The most significant increased risk
among younger adults aged 18 to 64 was
cognitive deficit, sometimes called
brain fog. Itaffected 6.4 per cent of peo-
ple who had Covid during the previous
twoyears and 5.5 per cent of controls.
“The results have important implica-

Hom e rant St e d T et e

at three-fold increased risk of psychotic
disorder, even though this is rare — 18 in
10,000 in the two yearsafter Covid.”

But the study showed the impact

Covid linked to brain disorders two years after infection

guish between the effects of different
Sars-Cov-2 variants, although there are
inevitably fewer long-term data for

trainsthat emerged par-

of Covid was sometimes shortlived.
“Excess risks of depression and anxiety
after Covid disappear within two to
three months, with no overall excess of
cases over the two years,” Taquet said.
The researchers attempted to distin-

ticularly Omicron.

“The emergence of the Delta variant
was associated with an increase in risk
for several conditions,” said Taquet.

“with Omicron as the dominant vari-
ant, although we see much milder

crrmntrmne Aimnth aftar infackinn cimd
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symptoms from fatigue and breathless-
ness to problems related to the brain,
such as a lack of mental clarity. Scien-
‘tists have estimated it could affect more
‘than 100mn peopleworldwide.

of thi
in any manner is not permitted without the
publisher's prior consent.‘Financial Times'and
T are registered trade marks of The Financial
Times Limited.

it ol

The 1T biect fo

oxford ity ana-
lysed the electronic health records of
1.25mn people diagnosed with Covid
and a matched control group consisting
of an equal number of patients who had
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The data, covering 14 brain disorders,
‘were provided by the US-based TriNetX
global health researchnetwork.

The impact of Covid was most
marked in people aged 65 and over,
among whom 4.5 per cent developed
dementia over the subsequent two
‘'years, compared with 3.3 per cent of the

WL 1L PALEIL Al BCai ST VILES
as they suggest that new cases of neuro-
logical conditions linked to Covid infec-
tion are likely to occur for a considera-
ble time after the pandemic has sub-
sided,” said Paul Harrison, senior
author of the study published in The
Lancet Psychiatry.

But he added: “We are not talking
about a tsunami of neurological and
psychiatricillness.”

Max Taquet, who led the analysis,
said two findings stood outin the study’s
185,000 patients aged under 18. Chil-
dren were twice aslikely to develop epi-
lepsy or seizures, he said — 2.6 per cent
developed the condition after Covid
against 1.3 per cent after another respi-
ratory infection.

Second, Taquet added: “Children are

lar rates of neurological and psychiatric
diagnoses are observed as with Delta,”
headded.

Taquetsaid the findings suggested the
burden on healthcare systems might
continue even with variants that were
less severe in otherrespects.

Looking into long Covid more
broadly, the scientists at Oxford univer-
sity stressed that a great deal of research
wasstill needed on all aspects of the con-
dition, from definition and prevalence
to biological causes and possible treat-
ments.

“My sense is that we know much less
than we think we know about long

Sars-Cov-2: study tried ts

Covid,” said Harrison.
“Th

between effects of different variants

FINANCIAL TIMES

answers,” agreed Taquet.

INTERNATIONAL

Garland under
pressure after
taking on Trump
in legal battle

US attorney-general’s decision to probe
former president is loaded with risks

JAMES POLITI — WASHINGTON

on his first day as US attorney-general
last mMarch, Merrick Garland told
employees of the justice department
that he was inspired by Edward Levi, a
Republican whoserved in the same role
under Gerald Ford inthe 1970s.

Levi, like Garland, was a Chicago
native, but more importantly, he was
widely credited with restoring faith in
American justice after the scandal-
ridden presidency of Richard Nixon.

“The only way we can succeed and
retain the trust of the American people
is to adhere to the norms that have
become part of the DNA of every justice
department employee since Edward
Levi’s stint as the first post-Watergate
attorney-general,” Garland said.

“Those norms require that like cases
be treated alike. That there not be one
rule for Democrats and another for
Republicans; one rule for friends and
another for foes,” he added.

Garland is trying to apply those prin-
ciples to Donald Trump, an effort that
has suddenly thrust the former federal
judge and prosecutor into the political
limelight.

Until he authorised the d

mine his chances to run for a second
termin 2024.

“[Garland] is taking on a former pres-
ident of the United States who still hasa
very large following, filled with conspir-
acy theorists. He has had to proceed
with great caution,” said Elaine
Kamarck, senior fellow in the govern-
ance studies programme at the Brook-
ings Institution.

“He’s not talking about it. He didn’t
ask the White House’s permission. He
just played it very, very straight, which
ishisreputation,” sheadded.

The attorney-general had been aware
for Trump i i
documents at Mar-a-Lago from his time
at the White House, including some that
were highly classified. Garland told sen-
ior prosecutors to persuade Trump’s
lawyers to release them, first voluntar-
ily, then through a subpoena.

After those efforts failed, Garland
authorised therequest for a search war-
rant, but refrained from speaking pub-
licly about the Mar-a-Lago swoop on the
day it occurred. He has only done so
once since, although without delving
into the substance of the probe.

“Much of our work is by necessity

ted FBI search of the former president’s
Mar-a-Lago residence last week, Gar-
land had faced frustration from the left
over his perceived hesitancy in investi-
gating Trump, particularly over the Jan-
uary 6attack onthe US Capitol in 2021.
But now, Garland has become a light-
ning rod for conservative fury, accused
by Trump and his allies of spearheading
a politically motivated plot to under-

ds d out of the public eye. We do
that to protect the constitutional rights
of all Americans and to protect the
integrity of our investigations,” he said.
In recent days, however, court filings
by the Department of Justice have
shown the gravity of Trump’s potential
violations of the law, invoking provi-
sions relating to obstruction of justice
and mishandling information critical to
national security under the Espionage

Line of fire:
Merrick
Garland, second
left, attends a
‘Washington
Senate hearing
in April. Below,
supporters of
Donald Trump
outside his

Florida home
Lo Scalz/EPR
Bioomberg Marco Belo/

Act. They have alsorevealed the wide-
ranging nature of the investigation,
whichincludes more than one witness.

Garland, who helped secure the con-
'victions of Oklahoma City bomber Tim-
othy McVeigh and domestic terrorist
Ted Kaczynski in the 1990s as a US
attorney and who served for 24 yearson
Washington DC’s federal appeals court,
will want to ensure the case for pursuing
acriminal indictment of Trump is iron-
clad before he takes the next step, which
would be to seek charges.

“They are likely combing through the
evidence, figuring out what [Trump]
had exactly . . . and figuring out if they

need to go investigate other angles,
other people,” said Kel McClanahan, a
national security lawyer and a professor
atGeorge Washington University. “This
is being run like a mob investigation,
like an organised crime investigation.”

The search of Trump’s home has
made Garland, as well as the DoJ and FBI
generally, villains in the eyes of the
right, adding to public pressure on the
attorney-general and raising safety con-
cerns for the prosecutors, officials and
agents working on the case.

“Impeach Merrick Garland, gut the
DoJ, defund the corrupt FBI, and
Impeach Biden. Weaponized law en-
forcement is communism and has no
place in America,” Marjorie Taylor
Greene, a Republican lawmaker from
Georgia and one of Trump’s closest
allies on the extreme right, tweeted on
Monday.

Other Republicans, including on the
House judiciary committee, have asked
Garland to retain his own documents
related to the search and be ready for a
probe of his actions should they regain
control of the lower chamber of Con-
gressinNovember.

But Garland, who was nominated to
the Supreme Court by Barack Obama
but denied a confirmation hearing by

‘He's gotan
obligation to
uphold the
law, but he
obviously
understood
the huge
political
ramifications
andhe’sa
very careful
person’

Senate Republicans, has so far appeared
to withstand the pressure. “The attor-
ney-general is in an extremely,
extremely difficult position,” said Aziz
Hugq, a constitutional law scholar at the
University of Chicago.

“I think that what the justice depart-
ment and what Garland have tried to
do . ..is to demonstrate the legalistic
bonafides of the justice department ata
time in which those bona fides have
come under tremendous strain,” he
added.

1f Garland shies away from indicting
Trump, either over the classified docu-
ments at Mar-a-Lago or his role in the
January 6 riot, his legacy may end up
being that of the attorney-general who
blinked while challenging a former

ident’s wr ing. But i
ahead with a prosecution, even an ulti-
mately successful one, is not without its
risks in a country as deeply divided as
theUs.

“He’s got an obligation to uphold the
law, but he obviously understood the
huge political ramifications and he’s a
very careful person,” said Kamarck at
the Brookings Institution. “Why would
you open a hornet’s nest like this unless
you had some serious crime in mind?”
Edward Luce see Opinion
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Brands can help in a cost of living crisis by cutting their marketing budgets. Wrong. \We have more

than 40 years of evidence that a short-term reaction is never as effective as long-term investment.
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Mediterranean

Turkey and Israel move to repair relations

Both to reappoint envoys
but Ankara vows to
defend Palestinian rights

AYLA JEAN YACKLEY — ISTANBUL
JAMES SHOTTER — NAZARETH

Turkey and Israel are to appoint respec-
tive ambassadors for the first time in
four years, as both countries seek to bol-

ment of Thety ies

last expelled each other’s ambassadors
in 2018 over the killing of scores of pro-
testers in Gaza by Israeli soldiers on the
anniversary of the creation of the Israeli
state.

But Erdogan is now trying to repair
relations across the Middle East after his
assertive foreign policy put him at odds
with many Arab states, as well as west-
ern allies, exacerbating a long-running

ish y ahead of an election next
year. Erdofan has also reached out to
other foes, including Egypt and Arme-
nia, to mend relations.

Israel and Turkey began talks on
restoring relations this year when Presi-
dent Isaac Herzog become the first
Israeli head of state to visit Turkey in 14

‘years.
The Turkish foreign minister, Mevliit
Cavusoflu, said yesterday that Turkey

ster relati with their nei s, ic crisis as i stayed would the name of its ambas-
acrossthevolatileregion. away. sador to Tel Avivsoon.
Ties between the Mediterranean In recent months he has secured “Reappointing ambassadors isimpor-

neighbours have been strained for more
thanadecade.

Recep Tayyip Erdogfan, Turkey’s pres-
ident, has long criticised Israel’s treat-

pledges of billions of dollars in invest-
ment after reconciling with regional
rivals Saudi Arabia and the United Arab
Emirates. This will help boost the Turk-

tant for developing bilateral relations.
On the other hand, we will continue to
defend therights of Palestine, Jerusalem
and Gaza,” he told reporters.

“Itis important that our messages on
this will be directly conveyed at the
ambassadorial levelin Tel Aviv.”

A statement from Israeli prime min-
ister Yair Lapid said restoring relations
with Ankara would promote regional
stability and economic growth as he
worked to “strengthen Israel’s standing
intheworld”.

Israel has forged diplomatic ties with
the UAE, Bahrain and other Arab states
in recent years, countries that share an
interest in containing Iran.

Saudi Arabia, however, had held out
from joining the 2020 Abraham
Accords, which focused on improved
ties with Israel. The kingdom, which
views itself as the custodian of Islam’s

holiest sites and a leader of the Muslim
world, has insisted that Israel should
settle its conflict with the Palestinians
before it could normalise relations with
Riyadh.

This month, Riyadh opened its air-
space to flights to and from Israel for the
first time.

Erdogan has previously said he wants
toco-operate with Israel on an undersea
pipeline to ship its gas via Turkey to
Europe, which is seeking to diversify its
energy supply away from Russia follow-
ingthe invasion of Ukraine.

Turkey has been at loggerheads with
Israel, Greece, Cyprus and Egypt over
therights to potential natural gas stores
inthe Mediterranean Sea.

Powerful legislators prop up

president in exchange for
funds from ‘secret budget’

BRYAN HARRIS — SAQ PAULO

standing in front of thousands of loyal
supporters at his re-election campaign
launch last month, Brazilian president
Jair Bolsonaro took the microphone and
singled out a dignitary from the
crowded stage.

“We have the outstanding presence of
the Speaker of the [House of Represent-
atives], my longtime friend, Arthur
Lira. He owns the agenda of the House.
If it wasn't for Arthur Lira, we wouldn't
have gotten to this point,” said the far-
rightleader.

It was a frank admission of reality. For
more than a year, Lira and the political
bloc he leads, an amorphous group
known as the Centrio, has propped up
Bolsonaro’s administration, staving off
more than 100 impeachment requests
and pushing big government spending
packages through Congress.

In exchange, Lira and the Centrio,
which means “Big Centre”, have become
immensely powerful and cleaved off big
chunks of public funds for discretionary
use in what is known as the “secret

While the Bolsonaro administration
has lurched from crisis to crisis, includ-
ing its handling of the Covid-19 pan-
i on clai inst the
president’s family, Lira and the Centréo
have become political kingmakers.

“The Centrio rules Brazil, without a
doubt,” said Cire Gomes, a leftwing
former i ing the

Election plea: a
protester holds
a placard saying
“Dictatorship
never again’ in
Sao Paulo this
month. Below,
Arthur Lira, left,
shakes Jair

1 .

Brazil. Centrdo group

Bolsonaro gives thanks to political kingmakers

political scientist at the Getulio Vargas
Foundation think-tank. “It is a group of
parliamentarians who are more con-
cerned with being close to government
resources than to any independent
political orientation or ideology”

As a populist outsider on the cam-
paign trail in 2018, Bolsonaro railed
against the horse-trading and perk

Brazilian leader in the October election.
“Bolsonaro sold out to them com-
pletely”

The Centriio today encompasses a
handful of political parties and 220 out
of the 513 federal lawmakers, known as
deputados. Tt traces its origins to the end
of the military dictatorship in the late
1980s when parliamentarians banded
together to support weak, democrati-
callyelected presidents.

since then, it has become embedded
in Brazilian politics, offering support to
governments of any stripe, left or right,
in exchange for plum political posts and
the resources to support its electoral
machines in home constituencies.

s
hand in July
Amanda PeroteliiReuters
Mates BoromiAnadolu
AgencyfGetrylmages

b
ﬂ

barrel politics of the bloc. But when cor-
ruption allegations against him and his
family surfaced, he quickly forged an
alliance with the group that arguably
saved his government.

-

Despite being booed by the crowd at ‘Lira has the
Bolsonaro’s campaign event, Lira has
single-handedly prevented impeach- SWword of
ment proceedings against the president
by simply shelving the requests. Dachles
Elected Speaker with the backingof ~dangling
Bolsonaro in 2021, the lawmaker from
north-eastern Alagoas has also played a permanently
crucial role in pushing through several ~OVer
pieces of government legislation, .
including a huge spending package that Bolst?nam 2
increases cash transfers to Brazil’s poor- head

estby 50 per cent ahead of the election.

“Lira has the sword of Damocles dan-
gling permanently over Bolsonaro’s
head,” said Filipe Campante, a professor
at Johns Hopkins University, referring
to the Speaker’s control over impeach-
ment proceedings. “The Centrao is as
strong as they’ve ever been and that is
due to the fact that the executive is as
weak asithas ever been.”

In return for its support, the bloc has
claimed crucial government posts, nota-
bly the presidential chief of staff, which
is currently held by Ciro Nogueira, who
was a vocal supporter of consecutive

has been growing influence in the allo-
cation of government funds. With sup-
port from the government, the leaders
of Congress in 2020 created the secret
budget, alegal but opaque mechanism
to transfer funds from the executive to
lawmakers’ constituencies.

Felipe Rigoni, an opposition law-
maker, said the Centrao has “without
doubt become more and more powerful
and the secret budget is proof of that”.

“There has always been this type of
behaviour that today is called the secret
budget, which is the allocation of funds
in exchange for voting in favour of gov-
ernment projects in Congress. Butit was
much more timid, with much less
money. The secret budget is now worth
absurd amounts and this is arisk to the
democratic: ¥

‘While parliamentarians have always
received government cash for public
works projects, the budgets were lim-
ited in size and there was transparency
about who received how much. In the
past two years, the size of th ipend

Human rights

Saudi student
sentenced

to 34 years
over ‘fake
news tweets

SAMER AL-ATRUSH — RIYADH

A Saudi court has sentenced a Leeds
University student to 34 years in prison
for retweeting dissidents and spread-
ing “fake news”, according to rights
groups.

Saudi citizen Salma al-Shehab, a 34-
year-old mother of two, had been
detained during a visit to the kingdom
in 2020 over messages she had posted
on her Twitter account.

A court this month sentenced her to
34 years, including time served, said
ALQST, a Saudi rights group, and the
Freedom Initiative, a US human rights
organisation. After that, she faces a 34-
year travel ban.

The sentence, seen as unusually
harsh, comes amid a crackdown by the
kingdom on dissidents and critics that
has drawn condemnation from western
countries.

The once-ultra conservative kingdom
isundergoing a transformation, with its
day-to-day ruler Crown Prince Moham-
'med bin Salman rolling back decades of

'ALQST is gravely
concerned over al-Shehab
... and the extraordinary
length of her prison term’

religious strictures while shaking up its
oil-reliant economy. The measures have
won him support among many Saudis
but have been accompanied by repres-
sivemeasures.

The sentencing, dated August 9
according to ALQST, has only justbeen
madepublic. It came just weeks after US
President Joe Biden visited the kingdom
and met Prince Mohammed. Biden said
he had pressed the Saudi leader on
human rights.

Biden came to office vowing to turn
Saudi Arabia into a “pariah” over the
2018 murder of Saudi journalistand dis-
sident Jamal Khashoggi. The CIA had

d that Prince Moh: d
ordered the “capture or kill” mission,
something the princehas denied.

However, Biden has since been forced
to backtrack and seek Saudi Arabia’s
help in increasing oil production to
tame energy prices after Russia’s inva-
sion of Ukraine and rampant inflation.

ALQST said al-Shehab had been
charged with supporting “those seeking
to disrupt the public order”, a reference
to her retweeting support for jailed dis-
sidents, and “publishing false and ten-
dentious rumours on Twitter”.

“ALQST is gravely concerned over al-
Shehab for peaceful activism and the
extraordinary length of her prison term,
which goes well beyond the saudi
authorities’ already excessive harsh

group

The sentencing is subject to appeal,
and the government’s media centre did
not immediately respond to a request
for comment.

Prince Mohammed has continued to
face scrutiny over the arrests of activ-
ists, dissidents and bloggers. A Twitter
account said to belong to al-Shehab had
retweeted pleas for the release of activ-
ists, including Loujain al-Hathloul, who

has almost tripled, while the recipients

had campaigned for a woman’s right to
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“More than a specific group, the
Centrio describes a type of parliamen-
tary behaviour,” said Graziella Testa, a
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leftwing administrations before joining
the Bolsonaro administration.
Analysts say the Centriios real prize

‘have been shrouded in mystery.
Liradeclined tocomment.
Additional reporting by Carolina Ingizza

drive in the kingdom before it was
allowed in 2018, and who was released
in2021.

Egypt bank chief quits as economy struggles

ANDREW ENGLAND — LONDON

Egypt’s central bank governor has
resigned as the Arab state struggles
with a foreign currency shortage and
the economic repercussions of Russia’s
invasion of Ukraine, according to state-
run media.

President Abdel Fattah al-sisi had

making tough fiscal reforms to secure
the IMF loan in 2016, including allowing
the Egyptian pound to devalue, with the
currency losing half its value.

But Sisi’s regime has been criticised
for expanding the role of the military
across all spheres of the economy,
putting off foreign investors and crowd-
ing out the private sector.

ists have al d con-

imposed new regulations that meant
importers had had to use letters of
credit. But banks had lacked the capac-
ity to process all the letters of credit,
causing a backlog that had created a
shortage of some imported raw materi-
als and luxury goods, the banker said.

1In a note, Amer said he resigned “to
leave room for new blood to take

accepted Tarek Amer’s and
inted himasa adviser,
Egyptian state media reported. There
was no announcement on his replace-
ment. The bank is due to hold a mone-
tary policy committee meeting today.
Amer had held the post since 2015
and was appointed for a second term
four years later. But he came under
growing pressure after foreign investors
withdrew $20bn from local debt mar-
kets and global food and energy prices
soared after Russia invaded Ukraine.
In March, Egypt turned to the IMF for
zdd.\hom] financial support and those

Itisalready

cern about its dependence on foreign
investor inflows to help finance its cur-
rent account, and the central bank’s
determination to keep the pound stable
toattract portfolio investors.

“Amer has maintained a stable cur-
rency to make sure foreign investors
don’t make any losses, which has cre-
ated a massive moral hazard trade
where investors can just goin and know
they aren’t going to make any FX
losses,” said a banker. “And when things
get tough they just withdraw their
money. Ithappenedin 2018 and in2020

dur irus and again this year.”

one of the fund’s biggest borrowers,
securing a $12bn loan in 2016 and about
$8bn in loans during the pandemic.

The government was credited for
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Greater exchange rate flexibility is
believed to b f the IMF iti

and push forward Egypt’s
successful development process under
the leadership of the presid ent accord-

Four held in Tokyo Olympics bribery inquiry

LEO LEWIS AND KANA INAGAKI — TOKYQ

Japanese prosecutors have made their
first arrests after a summer of raids on
organisations and individuals sus-
pected of giving and receiving bribes
during the preparations for the Tokyo
2020 OlympicGames.

The four arrests included the former
chair of Japan’s largest maker of busi-
Tness suits and a former senior executive
of adverusmg agency and public rela-

The arrests markthe first time crimi-

ing run Al-Ah; tionsheh
Jason Tuvey, an economist at Capml
ics, said Amer’s resi;

dings have been linked with

“points to agmmngtenslonwithinpo]i—
cymaking circles on the best way to
address the country’s external imbal-
ances”. He added: “The fact that talks
‘with the IMF have dragged is probablya
sign that some officials are reluctant to
follow through on the fund’s demands
and would prefer to rely on suppnrl
from the oil-flush Gulf economies.”

Gulf states, including Saudi Arabia
and the United Arab Emirates, have

for a new loan package. The banker
added that the central bank had also

pledged billi f dollars of investment
and financial support to their tradi-
tional ally.

the '[bkyn olympics, an event that cost
almost twice as much as envisaged,
which was postponed by a year because
of the pandemic and was preceded by a
series of scandals and resignations.

Haruyuki Takahashi, a former mem-
ber of the Tokyo 2020 Olympics board
who previously worked at Dentsu and
was seen as one of the mostinfl

Accordingtothe media, Aok told inves-
tigators he did not consider the pay-
mentsmade to Takahashi as “bribes”.

Takahashi could not be reached for
comment and left Dentsu in 2009.
Dentsu said it was “fully co-operating
‘with this investigation”.

Takahashi has repeatedly denied the

by Takahashi received ¥51mn
($380,000) in more than 50 payments
from an asset management firm linked
to the three former Aoki executives
between October 2017 and March 2022.
Prosecutors also alleged that Aoki’s
ex-chair and its two former executives
paid a total of ¥28mn to Takahashi’s
y via the firm between Septem-

Arrests mark the first time
criminal proceedings

have been linked with

the Tokyo Olympics

allegations, telling state broadcaster
NHK he had “never given special treat-
ment to Aoki regarding the Olympics”.
Aoki produced the suits worn by the
Japanese Olympic team and was one of
an army of corporate backers including
Tﬂyma Panasonic and Nomura that

figures ahead of the Games, was arres-
ted yesterday on suspicion of receiving
bribes from former executives of Aoki
Holdings. Hironori Acki, the company’s
83-year-old founder, was also arrested.

* FINANCIAL TIMES

the most heavily spon-
sored sportingeventin history.
The company said it would continue
o “co-operate fully” with investigators.
The Tokyo District Public Prosecutors
office said it suspected a company run

bemfzo]&andMarch this year.

The arrests were made about three
weeks after prosecutors raided the
offices and homes of Takahashi and
Aoki, as well as the headquarters of
Dentsu and ADK, an advertising agency.

Dentsu was core to Japan's campaign
to securerightsto host the Games and to
amassthe support of bigcompanies.

AFrench investigation into vote-buy-
ingallegations around the bidding proc-
ess for the 2020 Games prompted the
resignation in 2019 of the president of
the Japan Olympic Committee,
Tsunekazu '1'3keda, who stepped down
withoutp nga clear
his declslon. Dentsuhas, spem.nearly six
years denying claims it was involved in
the corruption under investigation by
French prosecutors.

Chips downturn Intel and Micron set to slash capital spending despite passage of US legislation to increase production © pace7
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Norway fund
warns of tough

times after
losing $174bn

e ‘Risk we haven’t seen the worst yet’
@ Chief worries July rally will unravel

ADRIENNE KLASA AND
ROBIN WIGGLESWORTH

The head of Norway’s oil fund has
warned investors of several difficult
years ahead, as the world’s largest sover-
eign wealth fund swung toa $174bn loss
inthe first half of 2022.

“Markets don’t go down in a straight
line and I'm worried that we can have
tough times for an extended period,”
Nicolai Tangen, the fund’s chief execu-
tive, said in an interview with the Finan-
cial Times. “There is a risk that we
haven't seen the worst yet.”

The effects of reversing the monetary
stimulus and low interest rate policies
Lhat had dnmmated from the 2008

term investor so we have to tolerate
these kinds of swings,” Tangen said.
“What was unusual this time is that we
lostmoney both in stocks and bonds.”

Norges Bank Investment Manage-
ment’s equity portfolio was hit particu-
larly hard in the first half, losing 17 per
cent, while fixed income was down
9.3 per cent. Facebook parent Meta was
the single biggest contributor to NBIM's
stock marlket losses in the first half.

The fund’s investments in unlisted
property delivered a 7.1 per cent gain
but they make up only 3 per cent of the
overall portfolio. Its renewable energy
infrastructure investments fell 13.3 per
centinvalue.

tothe
were huge, hesaid.

‘“The best way the market
could steal your money
in July was to rally,

so that's what it did’

“I'm more in the several years [of dif-
ficult markets] camp. I don’t think this
isdone overnight.”

July’s market rally had encouraged
some investors but was likely to be a
false dawn, hesaid.

“The market has got one function,
and that is trying to steal your money
every day. The best way the market
could steal your money in July was to
rally, sothat’swhat it did,” Tangen said.

The $1.2tn fund suffered a 14.4 per
centloss, or the equivalent of $174bn, in
the first half of the year, driven by a sell-
off across all sectors except energy, it
said yesterday. It had gained 14.5 per
cent during 2021 as markets snaredfnl—

of

The ign wealth fund, which
owns the equivalent of about 1.5 per
cent of every listed company in the
world, had inflows of NKr356bn
($36.8bn) in the first half of 2022, while
currency movements bumped up the
fund’s value by NKré42bn. The MSCI
All'World index of global stocks is down
14 per cent this year. The fund said it
had outperformed its own benchmark
by 1.14 percentage points.

Tangen had previously warned that
Russia’s invasion of Ukraine would
make inflation problems worse. In an
interview with the FT in January, he
also described himself as “the team
leader for team permanent” in the
debate on how long high inflation
mightlast.

Tangen reiterated this view yester-
day. “There s a risk that inflation will be
tougher to get down than many think,”
hesaid. “Inflationfeeds on itself.”

The oil fund was set up in 1996 to
invest the proceeds of Norway’s oil and
gas industry and is housed in its central
bank. It is a quasi-index fund, with its

e Jatesethy

lowing the

around theworld.
“The fund is now so big that the sums
become very big . . . But we are a long-

the finance ministry while material
changes tohow the fund invests must be
approved by parliament.

JOSH NOBLE — LONDON

English football has stretched its
financial lead over European rivals,
with Premier League revenue set to
rise 10 per cent to £6bn this season
thanks to the soaring value of inter-
national broadcast rights.

The English top flight is expected to
earn more from its overseas rights
than from its domestic deal for the
first time, following a new $2.7bn six-
year deal with Comcast’s NBC to show

gamesinthe US.
Europe’s other top leagues are
struggling to keep up, ding to

Sales pitch Premier League revenue set to hit
£6bn as global TV rights overtake home deal

Crystal Palace take on leerpcml inthe Premler League, Eurupe 's wealt] est COMPELition — Andrew Yares/EPA EFE/Shuttersiock

season, a slight rise on last year, while
income at Ligue 1 in France is esti-
mated to stay at €1.8bn. Revenue at
both leagues has yet to return to pre-
pandemiclevels.

The widening gap with the Premier
League is partly explained by timing:
some European leagues are locked in
to long-term broadcast deals that are
not up for renewal for a number of
years. The Bundesliga, for example, is
only two years into its six-year US deal
with ESPN.

Oliver Kahn, chief executive of
Bayem Munlch recently told the

Deloitte’s annual football finance
report released today. Revenue at
Spain’s La Liga is projected to remain
flat at €3.7bn, while Germany’s
Bundesliga will enjoy a 16 per cent
boost to €3.6bn.

Of the two smallest of the conti-
nent’s Big Five leagues, Italy’s Serie A
is on track to generate €2.4bn this

l Times that i the
value of German football’s US broad-
cast rights was the priority for thosein
the game. Bayern was one of a
number of big European clubs that
toured the US this summer in an
effort to create a buzz around football
forleagues outside England.

Nevertheless, the latest US rights
deal shows how far ahead the Premier

League isinterms of commercialising
its overseas appeal.

“There is a real sense [at European
leagues] that more can be done inter-
nationally. They want to feel as
though they can catch the Premier
League”, said Tim Bridge, lead part-
ner of the sports business group at
Deloitte. “But the reality is now that
the Premier League is streets ahead of
the competition.”

Despite the booming income at Pre-
mier League clubs, teams in the sec-
ond tier of English football are under
increasing financial pressure. Many
clubs in the Championship have spent
bigsums on players in an effort to gain
promotion to the Premier League.
The financial gamble has resulted in
large debts and high wage bills.

Deloitte described Championship
finances as “perilous” and warned
that “without sustained and collabo-
rative consideration”, the situation
waslikely toworsen.

Uniper on the
brink as it
posts €12.3bn
first-halfloss

OLAF STORBECK — FRANKFURT

German utility Uniper has reported a
€12.3bn first-half loss, saying it had
become a “pawn” in the Ukraine con-
flict, with a dramatic drop in Russian
gas deliveries pushing it to the “brink
of insolvency”.

Theloss by Europe’s biggest importer of
Russian gas is one of the largest by a
German company, eclipsing Bayer’s
€10.5bnin 2020.

Klaus-Dieter Maubach, chief execu-
tive, warned yesterday that Europe
faced a grim winter and that the gas sup-
ply crisis made it “almostimpossible” to
predict the group’s performance in the
second half of the year.

“We do assume that Gazprom, if it
wanted to, could considerably increase
its gas deliveries through Nord Stream
1,” he said, adding that gas prices had
gone haywire because of “concerns
about the reliability of energy supply”.

Germany, which before the Ukraine
war bought 55 per cent of its gas from
Russia, is trying to avoid rationing
energy this winter. Despite the shortfall
in Russian deliveries, its gas storage
facilities have been filled to 77.3 per cent
capacity, in line with Berlin’s plans. The
government aims to bring the level to
95per cent by November.

Uniper, majority-owned by Finnish
utility Fortum, last month received a
€15bn bailout from Berlin, which will
take a 30 per cent stake and provide
loans to prevent a collapse. Uniper’s
share price has lost more than 81 per
cent this year, bringing its market capi-
talisation down to €2.8bn.

A drop of up to 80 per cent in Russian
deliveries since June has forced Uniper
to buy expensive gas on the spot market
to meet contractual obligations to sup-
ply clients including 100 regional utili-
ties owned by municipalities.

From October, Uniper will be able to
pass on 90 per cent of the higher coststo

It warned it would conti;
togenerate operatinglosses for the com-
ing 18 months but hoped it could
“return to positive territory” in 2024.

over the past 12 months, gas prices in
Germany have risen more than fivefold
0 €200 per megawatt hour. Uniper said
it had suffered an average daily loss of
€60mn since the supply through Nord
Stream 1began to dwindlein mid-June.

Ithas also taken a€2.7bn impairment
on its stake in Nord Stream 2, the
defunct Russian pipeline project, and a
€4.9bn loss on its derivatives position.
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lon Musk may regret having
railed against government
subsidies for electric vehicles
last year. Last week the US
regulator agreed with the
principle of his criticism, withdrawing
nearly $900mn in subsidies that had
been granted to his satellite operator
Starlink to bring the internet to 642,000

All pages from Financial Times (Asia), Thursday, August 18, 2022

deliver high-speed broadband from low
earth orbit — where delays in transmit-
ting data are substantially shorter than
from satellites at higher altitudes — it is
Starlink. The company already claims
more than 400,000 users and has
launched nearly 3,000 satellites. Its
spacecraft can hitch a ride on rockets
flown by parent SpaceX, which alsohap-
pens to manufacture the satellites.

But the service is still along way from
qualifying for the FCC’s largesse.
Acknowledging that “Starlink’s technol-
ogy has real promise”, FCC chair Jessica
Rosenworcel indicated that the agency
was not willing to “publicly subsidise its
still developing technology”.

There have been suggestions that the
FCC’s about-face was politically moti-
vated or due to lobbying from the pow-
erful fibre and cable industries — a

Subsidy blow to Musk brings orbital broadband back to earth

such as the US, how will those in less
affluent countries afford it?

Tech is evolving fast and terminal
costs and performance will improve.
But as LEO networks win new subscrib-
ers and average data demandsincrease,
they will also be under pressure to
spend billions more on bigger fleetsand
better satellites to address congestion.

“LEO operators are planning for
larger next-generation constellations
and those new satellites must incorpo-
rate technology advances, all requiring
more and more investment,” said Car-
issa Christensen, chief executive of con-
sultancy BryceTech.

Nathan De Ruiter of consultancy
Euroconsult said: “The challenge that
[they] have is that you need to keep
money pouring in to keep the network
expanding to meet growing customer

= 5
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remote, rural locations. charge the agency ents.

Even if $900mn is a drop in the denies. There was The FCC, in I‘CVCl'Sil’lg a Mega-constellations of satellites are
bucket to a multibillionaire entrepre-  no change in direc- costly to operate and monitor. Roger
neur like Musk (Forbes estimates his  tion, said the FCC, December 2020 grant, Rusch, president of consultancy TelAs-
net worth at around $270bn), that must  “but rather .. . the - called proposals from tra, writing in SpaceNews, estimated
have hurt. Certainly $900mn was key ~ way this process . that the biggest constellations would
anchor revenue for a new satellite was designed to Starlink and another overrun initial budgets “by a factor of

broadband constellation that has to  work”. The initial two or more”. Any government consid-

subsidy candidate ‘risky’

heavily subsidise customer terminals —
priced in most markets at $599 — in
order to expand the service.

But what must have been even more
painful is that the Federal Communica-
tions Commission, in reversing a
December 2020 grant, called proposals
from starlink and another subsidy can-
didate “risky”. It also questioned Star-
link’s ability to deliver a reliable and
affordable offer.

That decision cast a cloud not only
over Starlink, which may still appeal
against the decision, but over the many
satellite broadband hopefuls that are
making a business case out of connect-
ing the world’s 2.9bn unconnected.

1if any group seems equipped to

grant had been
provisional on further due diligence.

The U-turn is a timely warning to
those such as Amazon, OneWeb, Telesat
and others planning LEO broadband
services that the industry remains a
long way from being competitive —
either for the billions still living offline
or those in more populated areas.

once built, the constellations can
deliver connectivity to new areas far
quicker than terrestrial providers. But
the economics of delivering the service
from networks of hundreds or thou-
sands of satellites are not yet consumer-
friendly due to the complexity of the
systems. And if $600 for a terminal is
too much for consumers in a country

ering subsidies for LEO broadband pro-
viders will have to weigh this trade-off
between the cost and sustainability of
an unproven business model and rapid
internet access for the underserved.

Itis a tough decision, made more diffi-
cultby the fact that terrestrial providers
have also often failed to deliver. But in
most emerging technologies, govern-
ment support has a key role. Perhaps
not in the context of this FCC pro-
gramme. But if the dream of bringing
broadband to everyone everywhere is to
be realised, it is unlikely to be accom-
plished withoutaccepting that there will
besomerisk.

peggy-hollinger@jt.com
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Tencent posts fall in quarterly revenue

Slowing China economy
and regulatory crackdown
leave business shaken

PRIMROSE RIORDAN — HONG KONG

Tencent has reported its first decline in
quarterly revenues, with China’s most
valuable group shaken by the slowing
economy and a regulatory crackdown.
The technology business missed ana-
lysts’ sales expectations after posting
quarterly revenue of Rmbil34bn
(US$19.7bn) in the three months to June
30, down 3 per cent from the same
period last year and below forecasts of
Rmb135.6bn. Net profit fell to

Rmb18.6bn, down from Rmb43bn in
the second quarter of 2021 and missing
analyst estimates of Rmb25bn.

The group has slashed staff numbers,
saying it had “optimised our workforce”
in a cost-cutting drive that had reduced
expenses. “During the second quarter,
we actively exited non-core businesses,
tightened our marketing spendjng. and
trimmed operating expenses,” chair
Pony Ma said yesterday. "Lnukmg for-

said it waslooking to roll out advertising
formats to reach social media video
viewers, which it believed would lead to
newrevenue streams.

Fewer big game releases,
lower user spending and
moves to protect minors
are among the challenges

ward, we will focus on the
efficiency of our businesses and launch-
ing new revenue initiatives.”

The slowing Chinese economy has
hurt the company’s quarterly advertis-
ing revenue, which dropped 18 per cent
compared with the year before. Tencent

Tencent has been hit with aregulatory
clampdown on gaming that began last
year, with the government slowing
approvals and restricting children to
aboutthree hoursof play aweek.

Regulators paused approvals for new

gamesin July last year as they soughtto
align the industry with party values and
make games less addictive. While it
restarted approvals in April, Beijing is
yet to publicly sign off on any from
Tencent. “The domestic game industry
is facing transitional challenges includ-
ing fewer big game releases, lower user
spending, and measures to protect
minors,” the company said.

Asit contemplates obstacles closer to
home, Tencent has been looking to
expand abroad and has i d its

digestion period as players resume
offline activities,” it said.

Tencent flagged that it waslooking for
divestment opportunities. James Mitch-
ell, chief strategy officer, said a report
that it was in talks to sell down its Meit-
uan stake was “not accurate”, without

Mitchell said the company had a
listed portfolio worth more than $90bn
and private investments worth $50bn,
and Tencent was focused on returning

investment in foreign start-ups. But it
reported that revenue from its interna-
tional gaming segment fell 1 per cent in
the quarter. “The international games
market s experiencing a post-pandemic

capital tosharehold
Amid a wave of tech industry redun-
dancies in China this year, the company
lost almost 5 per cent of its staff in the
quarter, trimming the number of its
employeesto110,715.

Average pay
for partners at
PwC in the UK
exceeds £1mn

MICHAEL O'DWYER — LONDON

PWC partners in the UK were paid an
average of more than £1mn for the first
time last year, buoyed bya jump of one-
third in the firm’s consulting revenues
and the disposal of part of its business.

The results kicked off what is expected
to be another season of bumper earn-
ings for the Big Four accounting firms,
which also include Deloitte, EY and
KPMG.

But PwC warned that inflation and
rising wages were likely to reduce part-
ner payinthecurrent;

It handed half of its 24,000 UK

Factors such as land-use rules

and import controls threaten

to impede implementation

MYLES MCCORMICK — NEW YORK
The US climate, tax and spending law
signed by president Joe Biden this week
holds the potential to spark an explo-
sion of renewable power projects across
the country. Clean-energy executives,
climate advocates and scholars have
praised it, saying it is the first serious
legislative attempt to tackle emissions
that fuel global warming.

But a host of obstacles may stand in
the way. They range from tariffs and
import controls that are driving up the
cost of solar panels, to state land-use
laws over which the federal government
hasno control.

The new law is “absolutely game-
changing”, said Jos Shaver, chief invest-
ment officer at Electron Capital Part-
ners, a renewables-focused asset man-
ager with $2.8bn under management.
“[But] it’s an energy transition, not an
energy switch. It’s not going to happen
overnight and there’s going to be alot of
bumpsintheroad”

The Inflation Reduction Act will
pump a record $369bn into clean
energy. The Biden administration pre-
dicted that the law would allow the
country to slash greenhouse gas emis-
sionsby 40 per centfrom 2005 levelsby

ORI BV

Energy. Renewable power

Obstacle course awaits Biden’s climate ambition

Sun traps: Ipsun  will expand options for financing The potential for retroactive tariffs  Ji°g oy
Solar panels in projects. almlg with supply cham snags drove

Alexandria, “Itreally opensthe fl thelastquar- €NEIgY
Virginia. Below,  expand the rollout masslvely nf the ter totheir lnwatlevel since the start of transition,
makmgapanel plpelme nf pro]ects mth a plan i ‘the d 3 to Wood Mac- ——

of alocal industry over time. “Whenyou
have critical mass and you need things,
itcomes naturally,” Azagra said.

The development of solar and wind
farms at a scale that decarhomses the

pay rises of at least 9 per cent.
in ]uly in an effort to attract and retain
staffin a hotlabour market and respond
torisinginflation.

“I expect the average partner income
tocomedown next year inline with that
investment,” said Kevin Ellis, UK chair
and chief executive.

Demand for the firm's services would
remain strong because companies
would still need advice on adapting to
changes in technology and supply
chains, Ellis said, warning that he
expected arise in insolvencies.

Reflecting on EY’s plans to split its
audit and advisory businesses, the PwC
chief said: “We are committed to
[being] a multidisciplinary firm. And 1
think I'm going to be quite relieved that
I've still got a very strong insolvency
practice.”

The decision to honour all
job offers throughout the

pandemic was the ‘biggest
driver’ of the firm’s growth

Profits for PwC UK, which includes
the firm’s Middle East business,
increased 19 per cent to £1.4bn in the
12menthstoJune 30.

Profits were more than £1.5bn after
accounting for the UK element of the
$2.2bn sale of PwC'’s global mobility
business, the proceeds of which were
shared among the locally owned firms
that make up PwC’s international net-
work.

Distributable profits for PwC’s 995 UK
and Middle East partners, who own and
run the business, rose to an average of
£1,025,000, with the top earners being
paid significantly more.

The figure included £920,000in trad-
lng pro(m, up! Erom £81& 000 ayear ear-
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HULIZUIL WAL GIVES US CeLlanLy, sau
Tom Buttgenbach, chief executive at
8Minute Solar, one of the biggest utility-

Modelling by think-tanks broadly
lines up with the administration’s esti-
mates of emissionsimpact. For the most
part these do not account for external
forces that could delay projects, how-
ever.

“The models generally assume that if
something is economic, it will get built,”
said Robbie Orvis at Energy Innovation,
a climate policy think-tank. “And we
know that in the real world there canbe
some frictioninthe: "

At the heart of the bill are tax credits.
to spur investment in, and production
of, renewable power. While some of the
credits are not new, they are long-dated
with a 10-year horizon, while previous
versions of credits repeatedly expired,
requiring extensions at the eleventh
hour.

The 10-year credits will give develop-
ers an unprecedented ability to make
long-term plans for new projects, while
a “transferability” mechanism that
allows the credits to be bought and sold

P
Some developers fret that other eff-
ortstocatalyse a domestic green energy
manufacturing industry may slow the
torrent. A Department of Commerce
repurtmm tariff circamvention by parts
uth-east Asia, th of

most panels, is due this month. While
Biden has said any tariffs would not be
enacted for at least two years, a lack of
clarity makesithard to plan ahead.

R, 4 CUNSULALLCY.
“Ineed to know what my supply chain
looks like in four to five years,” said
Buttgenbach. “And the current environ-
ment is tariffs this week and investiga-
tion next week. It's just a nightmare
when you're working on these billion-
dollarinfrastructure deals.”

Another new USlaw that bars imports
linked to forced labour in China, a lead-
ingsource for solar panels and parts, has

1 d i

agent:

have impounded some compenents.
Executives in the nascent offshore Us
wind power sector are anxiously eyeing
aseparate piece of legislation that would
require them to use only domestic ves-
Isand wheni
That is a “real issue now”, said Pedro
Azagra, chief executive of Avangrid,
which owns utilities and one of the big-
gest US wind developers. “It’s some-
thing that is not realistic. You do not
have them and it will take some time to
build them, to train the crews.”
But most develupers supportthe new
limate for
buying locally rather than forcing the
issue. That will allow the development

turbine:

energy
switch. It’s
notgoingto
happen
overnight
and there’s
goingtobea
lotof bumps
in the road’

EUULIULIY WL LEYULLE CULISU UG ULL
vast stretches of land. A Princeton anal-
ysis found that meeting Biden’s goal of
netzero emissions by 2050 would entail
wind farms with a “visual footprint” on
aland area equal to Illinois and Indiana
combined. For solar farms, an area the
size of C ded

LLEL, PIUS 411 AVE1AEE UL £1UD,UUY per
partner from the sale of the mobility
business, which advises companies on
immigration and other matters when
they move their staff internationally.
The rest of the sale proceeds was
retained for investment in the business.
reached £5bn for the first

Already, states such as New York that
have big renewable electnclty targets
some
people living near energy projects. In
©Ohio, lawmakers last year passed a law
empowering counties to block solar and
wind farms, with one saying that wind
turbines “ruin the character” of a place.

A recent study in journal Energy Pol-
icy found that 53 utility-scale wind,
solar and geothermal projects had been
delayed or blocked from 2008 to2021.

Building long-distance transmission
lines will be needed to deliver electricity
from remote wind and solar farms to
urban areas. However, states alsu have
power to block i ..

time, including £1bn in the Middle East.
The rise was helped by a 33 per cent
increase in sales by the consulting busi-
ness, which overtook audit as the big-
gestdivision.

The decision to honour all job
offers throughout the pandemic was the
“blggest driver” of the firm’s growth,

lis said.

“1 was able to carry on recruiting
people in consulting [which suffered
a 6 per cent fall in revenues in the
2021 financial year before rebounding
in 2022], because. . .1 had an audit
business, deals business and other
things that ‘were perfor]mng he said,

projects. A $1bn project to deliver Cana-
dian hydroelectricity to Massachusetts
recently stalled after Maine blocked it.
See Opinion

] with EY’s plans to
breakitselfup.

The surge in the consulting business
was driven in part by an increase in
managed services contract.

Sanofi drops breast cancer drug after trial fails

LEILA ABBOUD — PARIS

sanofi has abandoned development of
a breast cancer drug after a second
failed clinical trial, dealing a blow toits.
pipeline of new treatments.

The French pharmaceutical group said
yesterday that it had s‘tupped all studles
of

late-stage trial data that showed it did
notmeet the efficacy threshold.

Its shares closed almost 6 per cent
lower, making it the seventh-worst per-
former onthe blue-chip CAC 40 index.

“This was a flagship drug in pipeline
and important oncology asset,” said Jo
‘Walton, a Credit Suisse analyst.

Analysts said the setback raised ques-
tions about the strength of Sanofi’s pipe-
line and risked leaving it too dependent
on Dupixent, the blockbuster eczema
and asthma drug. Strong sales of Dupix-
ent prompted the group to raise its
annual profit target in late July when it
reported second-quarter results.

Thursday 18 August 2022

The failure of amcenestrant com-
pounds the setback Sanofi suffered with
tolebrutinib, the experimental multiple
sclerosis treatment. The US Food and
Drug Administration in July asked the
company to pause recruitment of new
patients for studies on the drug after
reports of side effects affecting the liver.

Sanofi had listed amcenestrant and
tolebrutinib as priorities for develop-
ment, as among six “potentially trans-
formative” treatmentsin its pipeline.

David Risinger, analyst from SVB
Securities, lowered his price target on
Sanofi from €121 to €102 as a result of
ending the development of amce-
nestrant. d

this outcome, our research will further
the scientific understanding of endo-
crine therapies in people with breast
cancer;” he added.

Paul Hudson, chief executive, has
made oncology a focus of research
efforts as part of his five-year turnround
plan for the group that began in 2019,

While there have been some suc-
cesses during Hudson'’s tenure, includ-
ing acquisitions in vaccines and immu-
nology, Sanofi’s shares have lagged
peerssince he joined. They are upabout
8 per cent since September 2019 com-
pared with a 35 per cent rise for the
MSCI World Phar icals, Biotech-

China drought hits Toyota and Foxconn plants

WILLIAM LANGLEY, GLORIA LI
AND PRIMROSE RIORDAN — HONG KONG

Toyota and Apple supplier Foxconn
have suspended plant operations in
south-west China as the region suffers
hydropower shortages caused by
droughts and heatwaves.

£84:

Sichuan,ap

tion was “not significant so far”, the
company added.

Chinese media reported that electric
vehicle battery maker and Tesla sup-
plier CATL closed its Sichuan plant for
the same period. CATL did not immedi-
atelyrespond to arequest for comment.

“Laptop and iPad or tablet makers,

generates the bulk of its. elecmmty from
hydropower, announced it would sus-
pend energy supplies to factories in a
number of cities as it braced for a week
of temperatures forecast to hit highs of
more than 40, according to a govern-
ment

nology and Life Index.

“We previously exp a
2025 launch for amcenestrant and esti-
mated €1.6bn in annual sales by 2030,”
he wrote, adding that earnings per share
would be up to 7 per centlower.

John Reed, Sanofi’s head of research
and development, said cancer treat-
ments remain a “priority area” for
sanofi. “While we are disappointed by

The shares were also hit last week by
investor worries about US lawsuits
relating to Zantac, the heartburn drug
that was withdrawn from the market in
2019.

sanofi had been one of several compa-
nies that sold the over-the-counter
‘treatment.

Toyota said it had suspended opera-
tions in the province from Monday until
Saturday, in line with the provincial
Testrictions.

Foxconn, the largest contract elec-
tronics manufacturer, also confirmed it
had closed its Chengdu plant, which
manufactures Apple Watches, iPads
and MacBooks. The impact on produc-

* FINANCIAL TIMES

The south-west province
is braced for a week of
temperatures forecast to
hit highs of more than 40C

there is a lot in Sichuan and what we
heard was [the eastern province of]
Jiangsu was also facing some restric-
tions,” said Dan Nystedt, vice-president
at TriOrient Investments, an Asia-based
private investment company.

sichuan is a hub for lithium mining
and the production of solar panels.

The power rationing has led to pro-

duction halts at about 20 steel mills,
while energy-intensive aluminium and
zinc smelters have curtailed output,
according to data provider Shanghai
Metals Market.

The Yangtze River, China’s largest and
most important waterway, last week
notched its lowest level on record for
this time of year, according to a water
resources ministry pressrelease.

The ministry said rainfall in the Yang-
tze basin was 40 per cent lower than it
normally was since July and that in
some areas there had been more than 20
dayswithout significant rainfall.

China Three Gorges Corporation,
operator of the largest power station,
declined to comment on how water
shortages were affectingits dam.

The operator declared on its website
that it would seek policy support to
mitigate the adverse impact of “the
fluctuation of water inflow” on its
operations.

Additional reporting by Harry Dempsey
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US chipmakers stunned by sudden downturn

Intel and Micron set to slash capital spending despite passage of landmark US legislation to increase production

RICHARD WATERS — SAN FRANCISCO

After dealing with booming demand
and global shortages since the start of
the pandemic, the semiconductor
industryis facing a sudden downturn.
Even for an industry accustomed to
frequent cyclical slumps, this one has
defied easy analysis and left researchers
struggling to predict how it will play out.
The sudden glut in memory chips, PC
processors and some other semiconduc-
tors has come at a time when manufac-
turers in many automotive and indus-
trial markets stilllack a reliable supply.
It has also forced some of the biggest
US chipmakers to slash billions of dol-
lars off planned capital spending at the
very moment Washington has passed a
law to subsidise a huge increase in

The speed of the turn and the conflict-
ing forces at work are unprecedented,
said Dan Hutcheson, chief executive of
VLSI Research, who has analysed chip
cycles since the 1980s. “I've never seena
time when we had excessive inventory
and we had shortages,” he said.

The immediate cause has been a rapid
build-up in inventory since early this
year. Compared with February, when
there were enough chips on hand to sup-
port 1.2 months of production, global
inventory levels jumped to 1.4 months
in June and then 1.7 months in July,
accordingto VLSI Research.

Tumbling PC sales and weaker smart-
phone demand have been the main
causes, as consumers retrench. But with
fears rising of an economic slowdown,
makers of a wide range of equipment,
which had been building inventory to
guard against supply pressures, have
reversed course. Meanwhile, it is
unclear how much weakening chip sales
reflect supply chain problems rather
thanany fall-offin demand.

The suddenness of the turn has rico-

eted through the sector since late July,
when Intel stunned Wall Street with the
news that revenue in its latest quarter
had fallen $2.6bn, or 15 per cent, short of
expectations. Pat Gelsinger, chief exec-

| Chip sales

Gartner, which had expected growth
in global sales this year to halve from
2021’s 26 per cent, revised its forecast to
7 per cent and isnow predicting a 2.5 per
cent contractionin 2023 to $623bn.

Wall Street has taken events in its
stride. The Philadelphia semiconductor
index, which comprises the 30 largest
uUs compames involved in the deslgn,

and sale of semi

tors, fell back nearly 40 per cent as the
stock market corrected this year after
rising three-fold following the early
pandemic stock market slump. But
since early July, despite mounting evi-
dence of the chip slowdown, the index
has rebounded 24 per cent.

Nvidia’s shares this week climbed
back above the level they were trading
at before its earnings disappointment,
even though it disclosed a savage 17 per
cent shortfall in revenue compared with

But after the severe inventory and
supply chain stresses of the past two
years, few analysts are confident they
can judge how an economic slowdown
will feed through the industry. Hopes
that the slide would belargely restricted
tothe PC and smartphone markets have

Nvidia said sales of data centre chips
had risen 1 per cent from the preceding
quarter mmpared with Wall Street

A technician

bathed in yellow
light takes

notes in the
photolithography
room at Micron’s
Manassas plant
in Virginia

Steve Helber AP

utive, blamed it on the kind of inventory
adjustment that hits only once in a dec-
ade, although Intel also admitted to
errors of its own.

Nvidia, the biggest maker of grap}ucs

smartphone and other

p units
and machine learning systems. last
week pre-announced a bigger revenue
miss, as sales of its gaming chips fell 44
per cent on the preceding quarter. And
Micron, another large maker of mem-
ory chips, said free cash flow was likely
to turn negative in the next three
months, after averaging $1bn in recent
TS

The stresses have also been felt

through Asia. Late last week, the chief

The slide has left

of closer to 10 per cent. It
blamed supply shortages rather than
falling demand, though other indica-
tions, including a fall-off at Intel, have
fed the suspicion the booming cloud
computingmarkethas cooled rapidly.
In recent days, the signs of retrench-
ment have broadened. Mark Murphy,
Micron’s finance chief, said last week
that industrial and automotive custom-
ers were the latest to cut chip purchases.
“It’s a very recent development,” he
said. It was too early to tell whether
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turing International Corporation of spendmgformerestofﬂusyearbut said
China said demand had slowed from it was still committed to a “strongand S€EN A
i dividend” fori hold .
tmmcs makers, some halting orders Micron, which marked the signing of time when
her. A month before, Taiwan the law last week by sayingit plannedto  We had
Semiconductor Manufacturing Com-  invest $40bn in the US this decade, was excessive
pany said it was expecting aninventory  forced a day later to say it would cutits
correction lasungum:lllabenextyeal capital spending “meaningfully” next 1NVE ntory
inthe year fth .
US trying to manage a decline just as For now, most supply chain experts and we ha,d
they were preparing to boost output  predict a relatively shallow downturn, Shortages

because of the $52bn in state support
provided by this month’s Chips Act.

On the same day that Congress
the law, Intel, which is expected to be
the biggest beneficiary of government

provided the global economy is heading
for a soft landing. But the speed of
events has left them scrambling to
understand the complex dynamics at
play.

these customers were adjusting after a
rapid inventory build-up or responding
to falling demand from customers.
Either way, said Murphy, the result
has been the same: “We’re seeing clear
signs of weakness in those markets.”
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COMPANIES & MARKETS

Fixed income. Borrowing costs

Gilts sell off as hot inflation
lifts rate rise expectations

af A%,

Darkening skies: the Bank of England will draw little comfort from the easing global inflation situation because of greater domestic pressures on prices, analysts say —creriesooy

Yield curve inversion deepens | UK short-term borrowing costs surge Expectations for Bank of England rate Yield curve inversion worsens |

e z 3 Two-year gilt yield (%) rises push higher Difference in two- and 10-year gilt yields
in sign of growing worries that
- - 7 Implied bank rate in May 2023 () (CEEEEER )
BoE may trigger a recession 1 . 26 —dh——— 3

Pension fund
CDPQ admits
it went into
digital assets
‘too soon’

SCOTT CHIPOLINA
AND JOSEPHINE CUMBO

Canada’s second-largest pension fund
manager has written off its $150mn
investment in crypto lending platform
Celsius Network and conceded it went
intocrypto “toosoon”.

Charles Emond, chief executive of
Caisse de dépdt et placement du
Québec, said its investment in Celsius
last October marked the end of its foray
intothe digital assetindustry.

Celsius became one of the biggest
names to be caught by the sharp
collapse in the price of digital assets in
thespring.

In June, it froze customer withdrawals
and weeks later filed for Chapter 11
bankruptcy protection in New York, a
move that revealed a $1.2bn hole in the
company’s balance sheet.

CDPQ, the $304bn investment firm
that manages pension plans and
insurance programmes in Quebec, said
yesterday that the stake in Celsius was
written off “outof prudence”.

“Forusit’s clear when we lookatall of
this, even if the last chapter has notbeen
written, that we went in too soon
into a sector that was in transition, with
a business that had to manage
extremely quick growth,” Emond said.

‘Whether itis Celsius or
any other investment,
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ADAM SAMSON, IAN JOHNSTON
AND NIKOU ASGARI — LONDON

Short-term UK borrowing costs surged
to the highest level since 2008 as

blistering inflation data heigh d
expectations that the Bank of England
will need tolift borrowing costs sharply
toslow price growth.

Two-year gilt yields, which are sen,slf

2005 10 15 20
Sources: Refinitiv; Bloomberg

tive to monetary policy exp
soared as much as 0.3 percentage points
yesterdayto2.45 per cent.

Longer-term bonds came under
slightly softer selling pressure with the
10-year yield rising as much as 0.19
percentage points t0 2.32 per cent.

The moves cascaded to other global
bond markets with German, Italian and
Usgovernment debtunder pressure.

The intense selling in short-dated UK
debt highlights how many investors
increasingly view the BoE as lagging
behind in its efforts to fight inflation,
which is running at its highest level in
more than 40 years. Worries are also
mounting that these efforts will tip the
country into a prolonged recession.

Rising two-year gilt yields are “telling
us the market thinks the [BoE] bank
rate needs to go higher”, said james
Athey, investment director at Abrdn.

Athey added that the positioning of
some investors, who had hoped
inflation was near peaking, had
“exacerbated” the moves since they
were now having to shift to a more
hawkish outlook for menetary policy.

In currencies, the pound slipped
0.4 per cent lower against the dollar to
$1.20 and also 04 per cent against the
euroto€1.18.

Tradingactivity in fixed income and
currency markets tends to slow during
August with many market participants
on holiday, something that may amplify
the scale of price fluctuations.

Yesterday’s moves come after fresh
data showed the UK’s annual inflation
rate rose to 10.1 per cent in July — up
from 9.4 per cent in June and greater
than economists’ forecasts of 9.8 per
cent.

The Office for National Statistics
noted that a “wide range of price rises”
had pushed up the inflation rate in July
with food leading the way. “The main
problem was the breadth of price
increases,” said Silvia Dall’Angelo,
senior at Federated Hermes.

Goldman Sachs economists added
that they expected prices “to remain
elevated throughout 2022 and 2023 due
to supply chain disruptions, strong wage
growth and higher energy prices”.

The UK data contrasted with the US
inflation report this month, which
showed consumer price growth in the
world’s largest economy slowed to 8.5
percentinJulyfrom9.1 per centin June.

The easing US cost pressures had
increased hopes that global inflation

©
A 2 2
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Based on frading In overnight Index swaps
could be at or near peaking. “The Investors typically demand higher
encouraging evidence that the upward borrowing costs for the risk of buying
pressure on underlying inflation from bonds maturing long into the future,
global factors has started to ease will be meaning yield curves normally slope
of little comfort to the Bank of England, upwards.
given the signs that this is being An inverted curve is a strong signal
replaced by more persistent domestic that markets are expecting a more
inflationary pressures,” said Ruth aggressive BoE will deal a strong blow to
Gregory, senior UK economist at Capital the country’s economy.
ECOnomics. The yield curve inversion signals that
Trading in money markets suggested markets are anticipating a short-term
that traders are braced for the BoE to tightening in BoE monetary policy,
raise its main interest rate by 2.05 per- followed by a recession and then a “bit
centage points by May 2023 compared of easing” from the central bank, said
‘with 1.67 percentage points on Tuesday. Dall’Angelo.
Gregory noted that she expected the The central bank this month warned
BoE to raise rates by 0.5 percentage that the UK would slump into a 15-
points next month after raising them by monthrecession later in 2022 with gross
‘the same margin this month in the Two—year domestic product shrinking by more
‘biggestrise in 27 years. than 2 per cent from peak to trough.
The central bank has already yieldsare “We're almost getting to the stage that
increased its main interest rate from telllng us central banks are almost going to have
0.1 per cent in November 2021 to 1.75 to engineer an unemployment market
per cent this month. the market  thatsdosetothe financial crisistobring  Our global
The hawkish pivot in market pricing thinks the inflation back under control,” said Craig team gives you
left two-year gilt yields trading around Inches, head of rates and cash at Royal market-moving
0.15 percentage points above their bank rate London Asset Management — pointing news and views,
10-year counterparts, the most signifi- needs to to the BoE and other global counter- 24 hours a day
cant “inversion” of Britain’s yield curve R , parts such as the US Federal Reserve  ft.com/markets
since the 2008 global financial crisis. go higher’ thatarealso battlinghot inflation.

when we write it off,
we are not happy’

The group’s comments mark a sharp
contrast to October when it said its
Celsius investment was a sign of its
“conviction” in blockchain technology.

The write-off of its Celsius holdings —
a small slice of its overall portfolio —
came as the fund manager reported a
C$28bn ($22bn) fall in assets in the six
months to the end of June this year.

CDPQ said its portfolio was hit by a
“rare and simultaneous” fall in both
equity and bond markets, whichled toa
7.9 per cent hit on its portfolio.

“The first six months of the year were
very challenging,” said Emond, adding
that its portfolio had still performed
better than its benchmark, which was
down10.5 per cent.

Responding publicly for the first time
since Celsius’s bankruptcy, Emond said:
“Whether it is Celsius or any other
investment, needless to say that when
we writeit off, we are disappointed with
the outcome and nothappy.”

Emond said he was aware there
were challenges regarding crypto
investments, but said “perhaps we
underestimated the challenges”.

Emond said he felt “alot of empathy”
for Celsius investors and that the fund
manager was “reserving our comments
and exploring our legal options” related
tothesituation.

Asked if he regretted the Celsius
investment, Emond, said: “As an inves-
tor it is a constant and never ending
learning process, you learn and make
sure you don’t repeat the mistake”

Crypto

Genesis chief to join departing staff
in fallout from Three Arrows collapse

JOSHUA OLIVER

Crypto broker Genesis will cut a fifth of
its staff and replace its chief executive
asitcounts the cost oflending $2.4bn to
hedge fund Three Arrows Capital.

The departure of Michael Moro after six
years is one of the most high-profile
casualties so far from the collapse of
Three Arrows, which has reverberated
through the digital asset sector.

Genesiswill also cut about 20 per cent
ofits 260 employees, it said.

The US group was among the compa-
nies hardest hit by the failure of Three
Arrows, the Singapore crypto hedge
fund that filed for bankruptcy in July
when its bets on bitcoin and other

focurrencies soured in the heavy
sell-off of digital assets this year.

Many of the industry’s best-known
names, including Voyager Digital,
BlockFi and Deribit, were also forced to
liquidate some of Three Arrows’s
positions when the investment shop
failed to meet margin calls.

Court documents showed that
Genesis had lent Three Arrows $2.4bn
inundercollateralised loans.

Genesis’s parent company, Digital

Thursday 18 August 2022

Currency Group, founded by investor
Barry Silbert, has taken over the trading
firm’s liabilities related to Three Arrows
and lodged a $1.2bn claim in the US
bankruptcy case.

Moro said in July that Digital
Currency Group had “assumed certain
liabilities of Genesis related to [Three
Arrows] to ensure we have the capital to
operate and scale our business for the
long term”.

Genesissaid its new leadership would

Michael Moro is a high-profile
casualty of the Three Arrows failure

focus on “strengthening the company’s
overall risk management”.

1t added that the changes would
enable the company “to emerge from
‘this period even stronger than before”.

Chief operating officer Derar Islim,
who joined Genesis in 2020 after
‘working for San Francisco venture
capital firm Hard Yaka and Bank of
America, will replace Moro on an
interim basis. It has begun the search for
afull-time successor.

Genesis also announced new
appointments to senior positions in the
firm’s governance, compliance and risk
positions.

‘Tom Conheeney, who was the presi-
dent of Steven Cohen’s former hedge
fund SAC Capital and its successor
Point72 Asset Management, has been
appointed as a senior adviser.

“Ithas been an honour tolead Genesis
for nearly a decade and Ilook forward to
supporting the company’s next phase of
growth,” said Moroin

Fixed income

European banks restart Russian bond
trading as clients look to exit positions

OWEN WALKER

European banks have joined Wall
Street in allowing clients to trade
Russian debt once again after the US
Treasury gave the green light last
month for investors to wind down their
positions.

The global market for Russian sovereign
and corporate bonds froze in June after
US investors were banned from buying

according to people briefed on their
decisions. The Wall Street bank moves
were first reported by Reuters and
Bloomberg.

other banks, including Credit Suisse
and HSBC, have so far held back from
re-entering the Russian debt market
because of their lower risk tolerance,
according to people with knowledge of
theiractivities.

debt trading is symbolic as it is one of
the few key international markets that
has reopened since Moscow was hitby a
barrage of western sanctions.

All the banks declined to comment
but people briefed on their moves said
the decisions were not motivated by
trying to profit from the market
reopening but were about allowing
clients to wind down thelr exposure in

Almost $40bn of Russian

Russian securities on the dary
market as part of the west’s sanctions
against Moscow following itsinvasion of
Ukraine.

But the Treasury’s Office of Foreign
Assets Control, which enforces
sanctions in the US, opened a three-
month window on July 22 for banks to
helpinvestors who had been left holding
Russian bonds to wind down their
positions.

European regulators have also made
it easier for banks to help clients reduce
their

Other big companies, including Coin-
base, Crypto.com and Gemini, have
announced job cuts after being caught

UBS, rBan:lays and Deutsche Bank
have all resumed allowing clients to sell
their Russian debt holdings, in line with

outby the sharp drop in cryptocurrency | similar moves from JPMorgan, Bank of
prices. America, Jefferies and Citigroup,
* FINANCIAL TIMES

“This is chiefly for clients
who continue to want to
unwind. The volumes
aren't that remarkable’

with Tules.

“This is chiefly for clients who
continue to want to unwind,” said one
employee of a bank that has restarted
Russian debt trading. “The volumes
aren’t thatremarkable.”

Western banks had been helping their
cllents cutback their exposure to Russia.

debt was outstanding when Moscow
began its invasion of Ukraine in
February with about half held by
foreign investors.

The Ofac licence allows banks to
facilitate, clear and settle trades made
by US citizens to wind down their
Russian exposure, even if that involves
buying further securities.

‘While each bank’s exposure to Russia
is relatively small, the resumption of

ng the start of the war but bonds
proved hard to shift because of a lack of
buyersleading to falling values.

Several banks have also been
attempting to sell off their operations in
Russia.

French lender Société Générale took a
€3.3bn hit when it agreed to sell its
Rosbank subsidiary to oligarch Vladimir
Potanin’s Interros investment company
in April and HSBC has agreed tosell its
Russian subsidiary to Expobank.

COMPANIES & MARKETS

The day in the markets

at you need to know

® Retaller Target misses earnings
forecasts as concerns over growth rise
® Stocks and bonds under pressure also
from gloomy UK Inflation data

* Rout for glls ricochets across other
countries’ debt markets

Stocks and bonds came under pressure
yesterday after disappointing earnings
from US retailer Targef weighed on
sentiment already darkened by worse
than expected UK inflafion data.

Wall Street's S&P 500 share Index was
down 11 per cent by midday in New York
with travel companies among the biggest
fallers.

Target's shares slid affer the US retailer
missed earnings expectations for the
three months to July 30 as its chief
executive spoke of a “very challenging
environment”.

The group’s figures were posfed just a
day affer earnings reporfs from refail
bellwether Walmart and do-It-yourself
chain Home Depot indicated some
resilience in consumer spending.

The technology-heavy Nasdaq
Composite gauge lost 1.7 per cent.

Those moves came as invesfors
assessed higher-than-feared inflation
figures for the UK.

The couniry’s consumer price index
registered a 1011 per cent year-on-year
increase for July, greater than June's
figure of 9.4 per cent and above
economists’ consensus forecast of

‘ German short-term bond yields follow UK higher ‘

Two-year Bund yield ()

Beijing is tanking its
domestic economy
but helping the world

a quarter dsspltethe expecled tailwind
of

Covid-related restnctmns Chinese

o= | Matthew C Klein
o» | Markets Insight
v 063 hina’s crackdown on
property developers and
its draconian zero-Covid
0.60 policies are bad news for
most of its people as well as
businesses abroad hoping to make
055 money from Chinese customers.

But China’s internal troubles have an
upside: lower demand for imported
mel:a]s energy, lm)d anr] capital goodsis

T 0.50 inthe

Source: Refintitv

Wed

estimates of how high the Bank of
England would lift borrowing costs fo
curb rapid price growth.

That selling ricocheted across other
countries’ debf markefs with Germany's
two-year Bund yield rising as much as
17 basis points o 0.75 per cent. The
equivalent US yield also jumped, adding
10bp to 3.35 per cent.

The yield on the 10-year US Treasury

less likely to blink in the face of declining
growth prospects than the market is
priced for™

Elsewhere in equity markets, the pan-
regional Stoxx 600 Europe slid 0.9 per
cent while Frankfurt’s Xefra Dax slipped 2
per cent. In Asla, Japan’s Topix Index
gained 1.3 per cent while Hong Kong's
Hang Seng rose 05 per cent.

Investors were due later yesterday to

rest of the world. For the first time in
decades, the country’s enormous trade
surplusis a boon for workers elsewhere.

The downturn in the housing market
began last summer in response to
government restrictions on mortgage
borrowing and developer leverage.

Homebuilders sold an average of
156mn sq m amonth of residential floor
space from April to June 2021. This year
in the same period, Chinese developers
‘have sold just 106mn sq m a month.

The plunge in demand has flowed
through to new building with the

lated green
investments in the US and Europe.

This has broader ramifications. Resi-
dential real estate is also the only asset
class broadly available to Chinese savers
outside of bank deposits, dwarfing the
value of Chinese stocks and bonds.

Until recently, Chinese consumers
‘borrowed from banks to buy new homes
— which had yet to be built — as invest-
ment properties. Now, developers are
failing to finish their projects for lack of
cash, some would-be homebuyers
arerefusing to pay their mortgages and

Tocal bank i 3

In the past, the imbalance
between China’s exports
and imports was a drag
on the global economy

in the first half of
2022 was barely higher than in the first
half of 2021 after accounting for infla-
tion and is now running more than 10
percentbelow the pre-pandemic trend.
Chinese oil refiners have been
processing 10 per cent less crude oil
since April compared with last spring
hankstothe ol i 1d d

Electricity consumption, which had
been expanding by about 7 per cent a
year before the pandemic, is now rising
just 2 per cent. China’s weakness has
been a potent counterweight to the
strain on global energy supplies caused
by Russia’s invasion of Ukraine.

China’s domestic weakness is crush-
ing demand for goods from the rest of
the world. In dollar terms, spending on
imports has been flat since the end of
last year. Factor in rising prices and
China’s real import demand is down
about 8 per cent since the lockdowns
began, according to estimates from
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a 98 per cent rise.

The UK figures sparked a rout in the
country’s short-dated debf, which Is.
sensitive fo changes In Interest rate
expectations, as investors raised their

note, a proxy for borrowing costs
worldwide, rose 9bp fo 2.92 per cent.

Lyn Graham-Taylor, rates strategist at
Rabobank, said bond markets could sell
off further, adding: “The central banks are

All pages from Financial Times (Asia), Thursday, August 18, 2022

scrutinise the minutes of the US Federal
Reserve's latest monetary policy meeting
for any further clues about the central
bank’s strategy for tackling inflation.

lan Johnston

Markets update
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Retailer Target sank after a big earnings
miss blamed on efforts fo whittle down its
stock levels.

Earnings per share come in at 39 cents
in the second quarfer, sharply below the
72 cents Wall Street had estimated.

Brian Cornell, chief executive, said
Target had been “rightsizing” inventory
goals, which was placing “significant
pressure on our near-term profitability”.

Better than expected results sent
Agllent Technologles rallying.

The lab instrument manufacturer
posted a 22 per cent year-on-year rise in
quarterly earnings of $1.34 per share,
topping the Refinitiv-compiled estimate
by 14 cents.

Agilent also raised its full-year
guidance, foracasting revenue in the
range of $6.75bn to $6.78bn, up from the
$6.67bn to $6.73bn target stated in May.

Bank of America said Agilent's sector
was in much befter shape than many
expected, benefiting from lower
cydlicality, higher recurring revenues and
more exposure to faster growing markets.

Manchester United rallied affer Tesla
chief Elon Musk announced he was
buying the football team on Twitter, only
to recant hours later saying it was a joke.

Bloomberg later reported that the
team’s owners, the Glazer family, were
open fo selling a minority sfake. Talks
were ongoing. Ray Douglas

Forecast-beating results alongside an
upgrade to ifs outlook lifted Switzerland's
Tecan, the provider of lab instruments.

Sales grew almost 30 per cent to
SFr584mn ($613mn) in the first half of the
year, comfortably beafing the UBS
estimate of SFr542mn.

Underscoring this revenue growth was
strong demand for automation solutions
for non-Covid applications and
“significant price increases for products
and services”, it said.

Tecan said its full-year revenue would
now grow within the mid- to high-teens
range, up from the “mid-teens” forecast
stafed in March.

Finland's Marimekko fell sharply affer
its second-quarter results failed to deliver
the large beats of its more recent
updates.

‘Operating profit climbed 17 per cent
year-on-year fo €5.7mn, which was 3.6
per cent ahead of what analysts had
expected, buf was not as as

Theatre chain Cineworld plummeted to a
record low after warning that ticket sales
‘were sfill “below expectations™

‘Worrying investors was the group’s
response to ensure balance sheef
strength, which may include a
deleveraging that would “likely result in
very significant dilution of existing equity
inferests in Cineworld”, said the company.

Revolution Beauty surged on news
‘that Boohoo had made a “strategic
investment” in the personal care product
group.

The fast-fashion refailer’s 71 per cenf
stake made it Revolution’s fourth-largest
shareholder, according to Refinitiv data.

Shore Capital said the “Investment
appears logical given the existing
commercial relationship and the potential
for full ownership in due course”.

Boohoo already sells Revolution
products through some digital channels.

A slide in half-year profits weighed on
which posted

the 47 and 27 per cent beats achieved in
the previous fwo quarters, respectively.

Higher than expected costs weighed
on Danish pharma group Lundbeck,
which reported core operating profit of
DKr&89m (5121mn) against DKroQom
Jefferies had estimated.

Additional investments in marketing
and sales costs were in part to blame for
the squeeze on profits. Ray Douglas

pre-tax profits of £4397mn for the six
months ending June 30, down from
£4801mn for the same period a year
earlier.

AJ Bell said it was “easy to understand
‘why the market is being cautious” about
property groups, not least in light of
mounting mortgage costs and UK house
price growth slowing in June. Ray
Douglas

amount of “residential floor space
started” in April to June 2022 down by
nearlyhalf compared with last year. The
pace of homebuilding has not been this
slow since 2009.

The result is extra supply for Lhe res'l
of theworld. Iron ore,

On top of that, China’s provincial and
local governments had relied on
revenues from land sales to cover about
athird of their spending. That moneyis
no longer coming in. According to
China’s ministry of ﬁnance lncal

and copper are essential materials fnr
making construction steel, h hold

government
farlh]syearwereslpercentlnwer than
ths of 2021,

appliances and electrical wiring.

Before the recent downturn, China
consumed about two-thirds of the
world’s iron ore and metallurgical coal
and about 40 per cent of the copp:

While 10(:31 government bond
issuance is soaring, this mostly reflects
cash flow shortfalls rather than new
investment spendmg Desperation is
lea 1 gover toraise

Lower demand means lower prices.
Compared with the recent peak in July
2021, iron ore futures are down by half

money at about 9 per cent yields from
household savers even though the
central government issues 10-year

while Chinese metallurgical coal prices  bondsatyields below 3 per cent.
aredown by aboutathird. Thelmpacl of China’shousing crash is
Global copper prices havedroppedby b p d by the government’s

the Netherlands Bureau for Economic
Policy Analysis.

But China’s exports continue to rise,
providing foreign consumers and
businesses with the goods they need.

In the past, the massive imbalance
between China’s healthy exports and
weak imports was a drag on the global
economy, depriving workers elsewhere
of the incomes they would have earned
selling goods and services to Chinese
customers. But now that inflation
and commodity shortages are bigger
concerns than underemployment,
China’s troubles may be just what the
restof the world needs.

Matthew C Klein is the founder of The
Overshoot and the co-author of Trade Wars
AreClass Wars
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ARTS

All-singing, all-swimming Edinburgh Fringe

Despite setbacks and
obstacles, this year's Festival

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F08%2F 18&ts=20220817192951&uq=20220804103507

through the most modern of settings.
Jessica Lazar’s direction is urgent and
pacy. while Clark’s central performance
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Fringe is staging a wealth
of theatrical experiences,
writes Alice Saville

his year’s h Fringe

has an embattled but cau-

tiously hopeful atmos-

phere. It began with storms:

the Fringe Society sparked
anger with its decision to scrap the Half
Price Hut and the official Fringe App,
both valuable ways for performers to
sell tickets. Train strikes and soaring
accommodation costs piled on the pres-
sure for artists and audiences. But still,
the streets filled up with unexpected
sunshine, face-painted flyer distribu-
tors and thick crowds of tourists, in a
welcome, if fragile, return to form. Here
are some highlights from its teeming
line-up.

Truth's a Dog Must to Kennel
According to acclaimed theatremaker
Tim Crouch, continuing to love theatre
after all the havoc of the past two years
is “like fucking a corpse”. His solo
performance is an affectionate but
despairing dialogue with the art form he
has made his career in. Its central trick
is a good one. While he pretends to
decry this moribund medium, he actu-
ally shows its power, by using the audi-
ence’s imagination to paint th

of a pricey West End theatre where
King Lear is playing, or to flesh out
an obscene reality TV scenario whose
details he cloaks with a coy “you know”™.
It’s an emotive, filthy love letter to
the almost-lost art of being in a
room, together.

ek A

Lyceum Studio to August 28

Head Set

Fringe regular Victoria Melody is one
of life’s enthusiasts, known for hurling
herself into the worlds of pigeon
fancying or beauty pageants or funeral

Rebekah Hinds, left, and Bronté Barbé in the musical “Kathy & Stella Solve a Murder” — Maseis oo

directing and making funny, astute
shows about the results. But could
her whole career just be a symptom —
a way of coping with undiagnosed
ADHD? After getting her diagnosis,
she turns scientist, exploring why
performers seem disproportionately
likely to have ADHD. Her hypothesis is
that the risk-taking involved in
stand-up comedy delivers dopamine
hits that it’s hard to get elsewhere.
‘What follows is daffy and dark in equal
measure. Melody dives into her investi-
gation with a charisma that defies
scientific classification.

Fokok

Pleasance Courtyard to August 28

All pages from Financial Times (Asia)

(e)Pain

Most fringe venues smell of sweat
and damp. But Jean-Daniel Broussé’s
show is full of the delicious aroma of
baking bread, thanks to an onstage
oven, which he uses to recreate
the atmosphere of the rural French
bakery where he grew up. As a three-
year-old, he sat on a bag of flour to
‘watch his dad at work, mesmerised.
Now, he's queer, gluten-intolerant and
longing to make a life on stage. (Te) Pain
is full of the ache that comes from
being forced to part ways with long-
held traditions. But it’s also full of
‘wit and life: in sequinned baker’s garb,
hetumbles over a flour-dusted counter-
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top with a joy that won’t be pummelled
into submission.

Feedeet

Assembly Roxy to August 28

Brown Boys Swim

sSchool’s nearly over and Kash and
Mohsen can’t wait to make a splash at
the end-of-term pool party. Just one
snag: they can’t swim. Karim Khan’s
moving, witty play explores the pains of
assimilation through the story of two
Muslim teenagers who are afraid of
floating away from their white class-
mates. Kash (Varun Raj) is all bravado,
launching himself into joyful bhangra
dance routines and swimwear shopping
with equal abanden. But Mohsen
(Anish Roy) is warier, seeing the way
that security guards eye up the pair, and
worried about the quiet sacrifices that
«come with fitting in. The story is given
bags of atmosphere by James Button’s
ingenious swimming pool set and Sita
Thomas’s movement direction, which
means the boys seem to float as they
navigate unfamiliar waters.

Fokeker

Pleasance Dome to August 28

Kathy & Stella Solve a Murder

Paines Plough’s Roundabout venue is
‘havinga very, very good year, servingup
some of the Fringe’s best shows. Among
them is this offbeat gem of a musical
about Kathy and Stella, two true-crime
obsessives with a failing podcast who
(plot twist!) find they’ve got a real-life
murder to solve. Writers Jon Brittain
and Matthew Floyd Jones fill this show
with catchy songs and witty, perceptive

, Thursday, August 18, 2022

Haley McGee in ‘Age Is a Feeling’

lines, sketching the ironic contrasts
between the language of feminism and
thehorribleness of the murders this pair
are building their careers around. “I
can’t see any danger in linking all my
self-esteem to the approval of stran-
gers,” announces Kathy as their podcast
finally takes off online. Of course, things
take a dark turn. Of course, there are
‘bonkers, gory plot twists. But what’sless
expected is the warmth this musical
shows towards its weird, nerdy, wonder-
ful heroines as they mess up their inves-
tigation —but build their friendship into
something that’s bloody marvellous.
ook

Roundabout to August 28

Sap

Rafaella Marcus’s play is a thriller in
miniature, gathering strength from the
complex web of ideas it touches on over
its 70-minute span. It subtly reveals the
stigma attached to bisexuality as
Daphne (Jessica Clark) is forced to con-
ceal her past from her new girlfriend. It
modernises Ovid's Metamorphoses,
turning a nymph'’s transformation intoa
tree into a linguistically rich metaphor
for the paralysing shame that comes
with sexual assault. And it builds to an
agonisingly tense pursuit through soul-
less apartment blocks, showing how
ancient power dynamics can rip

melts poignantly from naive confidence
to abject terror. An unsettling hour or
50, but a worthwhile one.

koA

Roundabout to August 28

AgelsaFeeling

The Fringe is a place that makes you
acutely aware of the passing of time:
each day divided into precious one-hour
segments, and, for regular attendees,
each familiar location overlaid with
memories. In her wonderfully ambi-
tious solo show, Haley McGee wrestles
time and fate to the ground. Shesitsona
high umpire’s chair to see into her own
future, with almost unbearably poign-
ant results — imagining heartbreak,
infertility, the arrival of the first grey
pube. Her nimble storytelling skills turn
a performance that could feel mawkish
into something strange and agile, full of
an awareness of the impossibility of
encompassing a life. It’s a welcome
moment of pause and reflection in a
hectic, speeding fringe.

Fkkkok

Summerhall to August 28

We Were Promised Honey!

There’s more time travel on offer in Sam
‘Ward’s performance: with the energy of
an eerily charismatic alien, he sends us
soaring into an apocalyptic future. This
is climate change theatre, without the
hand-wringing and papier-miché
sculptures of doomed rainforest ani-
mals. Instead, Ward points to the power
of choice. The audience must decide at
each point whether to carry on with the
doomed narrative of a man who steals a
plane, then crashes it — echoing human-
ity’s own disastrous hijacking of the
Earth. Strangers are called on stage to
declare their love for each other, deepin
abunker under the Earth’s superheated
surface. It's an apocalyptic, strange hour
of theatre that makes you feel grateful to
be alive, grateful to be part of a commu-
nal gathering of people, even as it erodes
the very ground you're standing on.
Fkkhk

Roundabout to August 28

edfringe.com

Anish Roy, left, and Varun Raj in ‘Brown Boys SWim' — cerantLews

Between perfection and purgatory

CLASSICAL MUSIC

Ruhrtriennale
Jahrhunderthalle, Bochum
Aok

Shirley Apthorp

The sound sets your teeth on edge.
Gérard Grisey’s music calls for micro-
tonal deviations from standard pitch.
The musicians of Klangforum Wien
play them with such delicious preci-
sion that you squirm in your seat. The
human ear is seldom capable of discern-
ing microtones exactly — even a
quarter-tone pushes our limits — so
when the Viennese ensemble applies
itself to finer deviations, you feel rather
than hear them.

1t is this perfectionism in impossible
demands and unplayable scores that
makes Klangforum Wien such a thrill-
ing ensemble to hear. They, along with
the similarly obsessive vocal ensemble
Chorwerk Ruhr, form the core of Ich geh
unter lauter Schatten (I Walk Beneath
Many Shadows), which opened this
year’s Ruhrtriennale.

The Rubhr festival’s “creations” call
for multimedia experiments in vast
industrial spaces. This is no exception:
set designer Hermann Feuchter has
devised an extraordinary set in
Bochum’s vast Jahrhunderthalle, with
five sloping steel ramps reaching
across each other from the floor to the
upper galleries.

Stage director Elisabeth stéppler and

Peter Rundelh
an evening of music by Grisey, Giacinto
Scelsi, Iannis Xenakis and Claude Vivier
around the cheerful theme of death.

* FINANCIAL TIMES

Grisey’s Quatre chants pour franchir de
seuil (Four Songs to Cross the Threshold)
form the centrepiece, interleaved with
other works. Stippler and her team
have dressed the choir and orchestra in
rough grey overalls, ghosts of the hall’s
former workers, functionaries of the
afterworld, with the four female soloists
and an actor moving through the twilit
space in their final journeys.

It is hard to imagine a more lavish
treatment for this music. Ulrich Schnei-
der’slight and Thomas Wegner’s sound
design are artworks in themselves,
‘weaving a sensual, all ing magic

replace one. Characters dress and
undress, the chorus strews paper across
the floor, a singer circles the perform-
ance space on roller skates and the audi-
ence sits in the sauna-like heat, growing
weary. The final applause is polite, but
thereis nospark of passion.

Thisisa pity, because the musical per-
formances are extraordinarily good.
The four songs are divided between four
sopranos, and Sophia Burgos, Kerstin
Avemo, Kristina Stanek and Caroline
Melzer deserve special mention for
their unearthly, polished performances.
Allth, really misses s a sense of

inthe cavernous space.

From the visceral first notes of Scelsi’s
Okanagon, we are captivated. But as the
evening’s hour and 40 minutes unfold, a
purgatorial feeling encroaches. Thereis
no real narrative, and the directorial
‘team’s series of disjoined events fail to

momentum, but that is a major omis-
sion. Our collective journey from life to
death becomes bogged down in the mid-
dle. Perhaps they should sell indul-
gences at thedoor.

To August 21, ruhrtriennale.de
Ruhrtriennale’s

“Ich geh Unter
lauter Schatten’

FT BIG READ. US BANKS
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After almost four years as chief executive of Goldman Sachs, David Solomon’s grand plan to diversify
and open up the bank to outside investors has not been as transformative as many had hoped.

By Joshua Franklin

ot long after becoming the
chief executive of Goldman
Sachs in 2018, David Solo-
mon asked for a private
plane.

It was a controversial request. Gold-
man bankers traditionally eschewed
ostentation and when the chief execu-
tives used private aircraft they rented
them from NetJets. Solomon reckoned
that his lost time from flight delays
cost the bank money and the Goldman
team conducting a cost-benefit analysis
ended up seeing things his way. The
bank wound up ordering two Gulf-
stream jets. Solomon even had a hand in
choosing the decor, says one person

iliar with the matter.

Goldman’s new boss was sending a
signal. He wanted to do things differ-
ently and in his own way. The company
that Solomon inherited was still among
the créme de la créme of investment
banking and trading, but it needed to be
more. Its stock market valuation lagged
behind peers such as Morgan Stanley
that earned a greater portion of their
revenue from steadier, fee-generating
businesses like fund management.

Solomon’s mission was to develop
new income streams and “drive more
durable revenue” in the process, mak-
ing it easier for outside investors to
understand a still enigmatic bank that
had been structured as a private part-
nership until its initial public offeringin
1999. Yet despite Solomon ploughing
billions of dollars into businesses such
as consumer banking, asset manage-
ment and transaction services, little
has changed in Goldman's revenue mix
since the days of his predecessor, Lloyd
Blankfein. Trading and investment
banking still make up the lion’s share.

Goldman’s challenges are particularly
pronounced in retail finance. Six years
after setting up its own online consumer
bank, called Marcus, Goldman has yet
to say when the operation will turn a
profit and people familiar with the
matter say management is currently
conducting a review of the division’s
spendingplans.

A growing number of Wall Street ana-
lysts wonder whether the only way for
Solomon to really change Goldman is
through acquisition — perhaps by fol-
lowing the lead of Morgan Stanley,
which shifted its business mix after the
2008 financial crisis with the purchases
of wealth manager Smith Barney, online
trading platform ETrade and asset man-
ager Eaton Vance.

“True transformation will be hard
organically,” says Christian Bolu, bank-
ing analyst at Autonomous Research.
“And we know that from looking at
Morgan Stanley, you don’t have to go

it far”

So far, Solomon has nibbled on the
acquisition front, with deals including
paying $2.2bn for Atlanta-based con-
sumer finance company GreenSky and
€1.6bn for the investment management
armof Dutch insurer NN Group.

Bigger deals would be harder to bring
off. Goldman has an idiosyncratic cul-
ture and — despite its history as an
adviser on big deals — little record of
making major acquisitions itself. When
Goldman recently surveyed investors,
some of whom owned its stock and
others who did not, about what it should
do with excess capital, they rated acqui-
sitions as the lowest priority, behind
reinvesting in its business, dividends
and share buybacks, accordingto a per-
sonwith knowledge of the survey.

By most measures, Solomon’s tenure
so far looks like a success: Goldman has
delivered record profits and seen its
share price hit a record high last year.
But these milestones were largely on the
back of the bank’s legacy trading and
investment banking businesses putting
upstellar numbers.

On one of the key measures by which
‘wall street keeps score — its price to
book ratio, a metric which compares a
company’s stock price against the value
of its assets to give a sense of its true
valuation — the bank’s performance
remains stubbornly static and well
behind itsmajor USrivals.

If Solomon’s strategic goal is to con-
vince outside investors that Goldman is
a steady bet, he still has some work left
to do. After almost four years in charge,
his new Goldman still looks a lot like the
old one.

Thesong of Solomon

Solomon, 60, made his name in lever-
aged finance and came into the top job
with a reputation as a cost-cutter and a
blunt manager.

He was an unlikely figure to take
charge of Goldman. Solomon and the
bank’s president, John Waldron, 53,
both came to the company more than
two decades ago from Bear Stearns, a
less prestigious investment banking
rival

Despite the passage of time, some
members of Goldman’s fabled alumni
network still refer to him and Waldron
as “the guys from Bear”. Solomon’s

Solomon’s
flamboyant
character —

flamboyant character — typified by his
well-publicised stints as a music festival
DJ and appearances on the TV show
Billions and in Jennifer Lopez’s recent

P
stints as a music
festival D] — is
seen by some as.
an incongruous
fit to lead a bank
once known for
its inscrutability
rage

“True
transformation
will be hard
organically.
And we know
that from
looking at
Morgan
Stanley, you
don'thave to
go that far’

Netflixd ary — is also an incon-
gruous fit tolead abank once known for
itsinscrutability.

At the bank’s first investor day in
January 2020, Solomon and waldron
outlined the new diversification strat-
egy. While building up legacy busi-
nesses, he outlined a focus on four
growth areas: consumer banking, trans-
action services, asset management
(raising funds from investors and man-
aging them for a fee) and wealth man-
agement (advising well-heeled clients
on their investments). Solomon has also
cut $1bn in costs and promoted more
internal collaboration under the
“OneGS” mantra.

The expectations for change at Gold-
‘man are particularly high in asset and
wealth management, where it has about
$2.5tn in assets under supervision,
i money managed by Gold
as well as other client assets. Goldman
hopes to boost its annual fees in those
areas to more than $10bn by 2024, up
from about $6bnin2019.

Solomon’s strategy has been to build
on Goldman’s historical strengths. In
asset management, Goldman has long
made big money with its own equity

previously worked at Uber and Ama-

zon. Under Solomon, Tucker York and

Stephanie Cohen serve as co-heads of
and wealth

with Cohen overseeing consumer opera-

tions and York spending more time on

the wealth business.

The consumer business has at least
succeeded in amassing more than
$100bn in deposits, giving Goldman
low-cost funding that the bank esti-
mates saves it tens of millions of dollars
a year. In 2021, sources including
savings accounts, retail loans and
credit card partnerships with Apple
and General Motors brought in $1.5bn
in revenues, a figure the bank hopes
could top $4bnby2024.

But Goldman was snubbed by Apple
and only given a minimalrole in the tech
giant’s new buy now, pay later product.
Goldman had been afinancial partner to
the iPhone maker since 2019, providing
the credit underwriting and much of the
financial infrastructure behind Apple’s
creditcard.

The bank is still in talks with Apple
to play a role in possible expansion of
the latter’s buy now, pay later offering,
according to one person familiar with
the matter. Unlike Apple Pay Later,
which s interest free, would

To some extent, Goldman suffers
from an embarrassment of riches: the
past two years have played to its hist-
orical strengths. Rock-bottom interest
rates, market volatility and the rush of
pandemic dealmaking helped push
Goldman’s profits and share price to
record highsin2021.

Goldman veterans who cut their teeth
when the bank was a partnership ques-
tion whether its reliance on its tradi-
tional areas of strength is really a prob-
lem. They argue that fee-based bus-
inesses such as asset management can
be volatile in downturns, and maintain
that Goldman’s trading operations can
churn out massive profits regardless of
the environment.

Their point was underscored last
quarter when the trading division pro-
duced more revenues than Goldman's
three other units combined. In the
second quarter, Goldman earned more
money from investment banking and
reported a bigger jump in trading reve-
nues than anyrival.

Investors disagree. Analysts note
that running a giant trading business
requires Goldman to set aside huge
amounts of capital, making it harder for
the bank to boost its return on average

1

be charged interest for longer-term
BNPL loans funded by Goldman if the

in areas like private equity.
To smooth out the resulting earnings
volatility, Solomon is scaling back
private investments using the bank’s

place.

Goldman remains unsure when its
consumer operations will move into the
black, leading to the current review of

capital and prioritisin third-
party funds, which promise more stable
feeincome.

In transaction banking — the business
of helping companies move their money
around — Goldman is hoping to tap into
its vast corporate contact book to grow.
Although its revenue target of $750mn
by 2024 is meagre, transaction banking
promises stable returns and does not
require Goldman to hold large quanti-
ties of capital.

“You’ve got to give [Solomon] five
stars for the vision and the outlook on
what hewantstodoand how he wantsto
change the bank,” says Gerard Cassidy,
a banking analyst at RBC Capital Mar-
kets. “But we’ve always maintained with
any bank, not just Gold: to really

pending plans, according to people
familiar with the matter. This has
included cost review meetings between
Cohen and the bank’s president. “Wal-
dron has been holding Stephanie’s feet
tothe fire,” one source says.

Dealer’s choice

The emphasis on change has not made
much of a difference in terms of how
the business makesits money. The year
Solomon took over, Goldman earned 62
per cent of its revenues from investment

ing and global markets. In 2022,
analysts forecast that those two divi-
sions will provide almost 69 per cent of
revenues, dropping back down to about
62.per centin2023.

incorporate that kind of change, it’s
impossible to doit organically.”
The weakest link in Goldman’s diver-

| ‘Goldman remains reliant
on trading and

sification strategy i banking,
the only one of its four growth pillars
that remains unprofitable. Goldman
launched the consumer business in
2016, naming it Marcus after the bank’s
founder, Marcus Goldman.

Marcus has cycled through a series of
leaders. Harit Talwar, the first head of
the consumer division and the former
US cards boss at Discover, was replaced
in 2021 by his longtime deputy Omer
Ismail, but he abruptly departed Gold-
man for a Walmart-backed fintech.
Marcus is now run by Peeyush Nahar,
who joined Goldman last year, having

Share of full-year revenues (%)
Asset management

== Consumer & wealth management
Investment banking

== Global markets

I NI
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Numbers for 2022 and 2023 are estimates
Source: Bloomberg

tangibl equity, akey measure
of profitability. Goldman’s current Rote
target lags behind competitors Morgan
stanley and JPMorgan Chase.

Itis also the case that Goldman stock-
holders have had to deal with their fair
share of nasty surprises from its wheel-
ing and dealing. In 2010, Goldman paid
a $550mn fine to settle US regulators’
allegations that it misled investors in
a complex mortgage-backed security
called Abacus. In 2020, it agreed a
$2.9bn global settlement with regul-
ators over its role in the IMDB money-
laundering scandal in Malaysia.

Making so much of its revenue from
unpredictable activities such as trading
in financial markets and advising com-
panies on deals has not impressed
investors, judging by Goldman’s price-
to-book ratio.

Goldman now trades at about 1.1
times book value, slightly ahead of its
average multiple over the past five years
of 1.06. Morgan Stanley, by comparison,
trades at about 1.7 times book, ahead of
its five-year average of 1.3.

A millstone around Solomon’s neck
since he assumed command, the price-
to-book ratio also presents a hurdle to
Goldman using its stock as an acquisi-
tion currency to buy any company with
ahigher valuation.

“The traditional capital markets busi-
nesses are perceived to be very cyclical
interms of those revenues. The cyclical-
ity of revenues tends to get a pretty
healthy discount in the market,” says
Devin Ryan, banking analyst at JMP
Securities.

Part of Solomon’s task has alsobeento
modernise Goldman’s culture and move
on from the bank’s macho “masters of
the universe” reputation. It has made

“You've got
to give
Solomon
five stars for
the vision
and the
outlook on
whathe
wants to do,
and how he
‘wants to
change the
bank’

more diverse promotions to its coveted
partner ranks, for example, and intro-
duced a morerelaxed dresscode.

However, the new outward-facing
corporate image to accompany its push
into consumer banking are not to every-
one’s taste at Goldman — and nor is Solo-
mon’s own flashy personal style.

Once the quintessential behind-the-
scenes firm, Goldman is now sponsoring
McLaren’s Formula 1 team as part of a
branding effort by Fiona Carter, the
bank’s chief marketing officer whom
Solomon recruited in 2020. Spending
money on the partnership has dis-
pleased some at the bankin a year when
it has warned of potential job cuts.
“Doing the McLaren partnershipis tone
deaf,” saysone Goldman Sachs banker.

Managing the bank’s talent — a job
some at Goldman liken to serving as
a Hollywood producer — has proved
challenging for Solomon. Although
Goldman has long boasted of its deep
bench, it has been hit by several signif-
icant departures — including senior
bankers Gregg Lemkau, Stephen Scherr
and Eric Lane. Complaints have also
been made to Solomon about his return-
to-work policies, with the company
looking to get many of its bankers back
to the office five days a week, according
to people familiar with the complaints.

Theguy from Bear

Solomon's ostentatious style has grated
on some at Goldman. His DJ career —a
passion he developed while working on
afinancing deal for a Las Vegas hotel in
2008 — has attracted scrutiny from the
board of directors, according to people
familiar with the matter.

Some members of Goldman’s board,
which Solomon chairs, told him they
were uneasy about his decision in 2019
to perform at Tomorrowland, a Belgian
music festival, one of the people says.
Board members noted an article in the
New York Post that described the event
as being known for its “throngs of
naked, sweaty, drug-fuelled revellers”.

Solomon also apologised to Gold-
man’s board after DJing at a 2020 event
in the Hamptons resort area of New
York that was criticised for flouting
social distancing rules during the Cov-
id-19 pandemic, another person famil-
iar with the matter says.

But the attention hasn't slowed him
down. This summer, Selomon, who
has promised to donate earnings from
his DJ efforts to charity, hit the road
to perform at Lollapalooza, a four-day
music festival in Chicago attended
by thousands of people. Goldman
declined to comment on whether Solo-
montook the company jet to Chicago.

Solomon hit the stage in Grant Park
on July 29 after holdinga town hall with
Goldman's Chicago staff and meeting
some clients. Clad in a black T-shirt,
Solomon was joined by OneRepublic
singer Ryan Tedder to perform a 2021
collaboration. The track’s title: Learn
To Love Me.
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“Without fear and without favour’

Morrison’s ministerial grab holds lessons beyond Australia

ft.com/opinion

Vigilance is needed in
shoring up processes and
institutions of democracies

“That’s not my job” was uttered so often
by Scott Morrison in his final months as
Australia’s prime minister that the
phrase became a running joke. As it
turns out, he had far more jobs thanvot-
ers, parliament, or indeed some of his
own Cabinet realised. While in power,
Morrison quietly appointed himself to
five other ministries during the pan-
demic — in some cases without the
knowledge of relevant ministers —
ostensibly to ensure continuity of gov-
ernment should ministers become ill or
even die of Covid-19. The revelations
this week have ignited a firestorm, rais-
ing questions of accountability, trans-
parency and the concentration of
power. They are questions not just for
Morrison but also for Australia and
other democraciesaround the world.

The pandemic provided the perfect
fig leaf for strongmen in more authori-
tarian systems to amass power. Hun-
gary’s Viktor Orbédn wasted no time dur-
ing the pandemictogain the right torule
by decree, with no time limit. China’s Xi
Jinping has relentlessly tightened his
grip after overseeing some of the strict-
est and widespread controls on move-
mentthe world has ever seen.

Even established democracies have
not been immune to power grabs over
the past two years, most flagrantly that
of Donald Trump. The Morrison affair
may seem tame in comparison, but it is
areminder of the need for vigilance in
shoring up the processes and institu-
tions of a democracies.

It is right that extraordinary times
require extraordinary measures. Faced
with what was their biggest crisis out-
side wartime, many countries adopted
emergency measures during the pan-
demic that greatly expanded state pow-
ers. But it is imperative that democratic
checks and balances agree and define

those powers before they are exercised.
The fact that some of Morrison’s own
ministers were unaware that he held
parallel powers to them beggarsbelief.
Anthony Albanese, Morrison’s suc-
cessor, has indicated he is opentoaroyal
commission to investigate the matter.
An inquiry is merited. Albanese has
accused Morrison of undermining
democracy, convention, and Australia’s
“Westminster” parliamentary system,
modelled on that of the UK and its cabi-
net system of government. (Outgoing
UK premier Boris Johnson, too, has
played fastandloose with convention.)
It is unclear if Morrison broke any
laws in taking on the health, home
affairs, resources, finance and Treasury
briefs in 2020-21. David Hurley, the gov-
ernor general — who acts as Queen Eliz-
abeth’s representative in Australia —
su_med off on the shadow appointments;
aid they were i
W'lth section 64 of the constitution. But
if it is right that a head of government
can secretly amass portfolios legally

and constitutionally, that presents a
thornier question for Australia.
Arguments that Morrison mostly did
not exercise his acquired powers are not
particularly helpful. What happens ifa
future prime minister, even more
heavy-handed and accountability-
averse than Morrison, follows his exam-
ple? And Morrison did once use his
extra powers to over-rule his resources
minister, blocking a controversial gas
exploration project — a matter com-
pletelyunrelated to the pandemic.
Australia’s constitution is hard to
amend. Butsimple steps could help pre-
ventanother secret sweep of portfolios,
including a public register of ministerial
appointments that would have to be
updated by the government. Lessons
also need to be learned. Convention
'matters, even for countries with written
constitutions; complacency over flout-
ing convention is insidious —a message
that should reverberate in democracies
half a world away from Canberra,
including in the original Westminster.

Society

Beware of patronising
the marginalised

Ben Hickey

Jemima
Kelly

y

ow would you feel if you

were told, by someone

who knew very little

about you or your

upbringing, that because
of one of your immutable physical
characteristics you must have been
the victim of oppression?

For Jane Bradbury — who identifies
herselfas “Latino”, though she doesn’t
actually know her ethnicity as she was
brought up by white adoptive parents
— being told, by a white colleague,
words to the effect that she must have
been subjected to oppression simply
because of the colour of her skin left
her feeling “very upset” and “dis-
tressed”. An employment tribunal
recently awarded the former Sky Tele-
vision engineer £14,000 in compensa-
tion on the grounds that this assump-
tion was “a form of stereotyping” and
amounted to racial discrimination.

Bradbury told her manager after the
conversation that “I have never felt
oppressed in my life”. And she didn’t
appreciate her colleague — who, like
her, was a designated “inclusion advo-
cate” — assuming she had, “without
even knowing anything of my back-
ground ethnicity orupbringing”.

In a world preoccupied with victim-
hood inwhich we are encouraged tobe
active “allies” to those who don’t share
the privilege that we have — though
the advantages conferred by class are
often ignored — we appear to be
removing what was once considered a
transgression, being patronising
(treating someone in “a way that is
apparently kind or helpful but that
betrays a feeling of superiority”, as the
Oxford Dictionary has it), from the
‘moral sinbin.

You can see this shift in the number
of times the word “patronising” is
used in newspapers. According to Fac-
tiva’s database — an archive of more
than 2bn articles from the 1940s tothe
present day — its use, spelt in both the

Meanwhile, the use of “allyship” —
the practice of advocating and
“actively working” for groups consid-
ered marginalised — has soared, and
was Dictionary.com’s “word of the
year” for 2021. Is this new virtue com-
patible with an outlook in which pat-
ronising is regarded as a vice, or are
the two ideas mutually exclusive?
Afterall, one of the core tenets of being.
anally, repeated widely, is to “amplify
voices of the oppressed before your
own”. Who gets to decide who is and
isn't oppressed?

Furthermore, is automanmil’y

lifying the voices of those d

“oppressed” agood idea, even if some-
one sees themself that way? Glenn
Loury, an African-American econo-
mistat Brown University and a promi-
nent public intellectual, doesn’t think
s50. He has been vocal in his criticism of
“the soft bigotry of low expectations”,
particularly in education, arguing that
changing admission standards in
order to improve racial diversity is not
only counter-productive, but also
“reeks of racism”.

Loury distinguishes between what
he calls “titular equality”, which he
says is simply “a formal kind of bean-
counting equality”, and “substantive
equality”, which he describes as an
“equality of respect, an equality of
standing and dignity”. We spend too
much time focusing on the former,
and notenough on the latter.

As Loury says, treating those who
are marginalised — whether that be
because of their skin colour, gender,
sexuality or disability — as victims
takes away their agency, and obscures
individual differences within those
groups. “Being the subject of such
deference as the minority is [means]
all the moral agency in that situation
goes to the powerful . . . observer,
who either can or cannot elect to be
anally”

While I have not experienced being
“othered” or patronised on the basis of
my skin colour, Thave felt quite disem-
powered when well-meaning men
have jumped in to accuse other men
criticising me on public forums (usu-
ally in the theatre of Twitter) of sex-
ism. I've also felt quite disheartened in
the past when recruiters — who I
thought had approached me for a role
on the basis of my own merits — have
told me they specifically wanted to
hireawoman.

I don't want to suggest that being
more sensitive to those who are sub-
jected to discrimination is not a good
thing — it certainly is — and there are
some specific circumstances when
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Why falling birth rates are not a cause for economic concern

Ian Goldin (“Demography is not
destiny”, Opinion, August 9) rightly
notes that today’s ageing populations
are created by the combination of
longer lives and smaller families. The
former undoubtedly increases the need
for the working-age population to
dedicate some of the fruits of their
labour to the members of society who
are unable to provide for themselves.

The latter has the reverse effect —
that there are far fewer dependent
children.

Indeed the slow increase in the total
dependency ratios, which includes
both the old and the young, suggests
much less cause for economic concern
than Professor Goldin seems to think is
necessary.

For example, the 69 per cent total
dependency ratio of Japan in 2020, the
highest of any developed economy, was
only slightly higher than the 66 per
cent ratio of the US in 1960, according
to World Bank data. The UK ratio is
still below its peak in the early 1970s.

Considering the vast increases in the
productivity of labour over the past
five decades, there is certainly enough
to go around as total dependency
ratios rise towards the current levels
in sub-Saharan Africa.

Nigeria’s ratio, for example, was 86
per cent in 2020.

Problems only arise in developed
economies because they use very
different systems to share incomes.
Basically, parents pay for their children
and the community pays for its elders.

It s fair to worry about the political
willingness of employed people to
share their incomes with a growing
number of unrelated unemployed old
people.

Itis also fair to wonder why people
are so reluctant to have children, but
this unexpected cultural development
should not be confused with what is
basically an economic non-problem.
Edward Hadas
Research Fellow, Blackfriars Hall
University of Oxford, Oxford, UK

US climate bill aids private

equity but not EV owners
Thanks to Senator Kyrsten Sinema
(“Democratic senator defends stance
on private equity tax perk”, Report,
August 8; and “Is political donation
hedge fund ‘deal of the century’?”,
Letters, August 12) there will be no
change to carried interest rules for
‘America’s uber rich.

Yet 1and others apparently stand to
lose the $7,500 EV tax credit because
my pre-ordered 2023 vehicle carries an
inflated price above the new threshold.

Pity that the senator had not ordered
one herself.

Nigel Jacques
Las Vegas, NV, US

Tory leadership race has

" Hol ARE WE SUPPOSED To
REFIL THe RIVERS?'

Rushdie attack exposes
the weakness in UK law
Your leading article (“Attack on
Rushdie underlines threats to free
speech”, FT View, August 17) rightly
claims that Britain must protect
freedom of expression at all cost.
However, Britain cannot fully protect
freedom of expression unless it chooses
to protect freedom to offend too, just as
the US First Amendment does.

Britain’s current laws protect
freedom of expression, but they place
severe restrictions on freedom to
offend, and it is this legal dichotomy
‘which has empowered extremists in
minority communities to ask for bans
011 lllegedly controversial plays and

Freedom of expression and freedom

Court rulings on elections

bolster trust in democracy
Andres Schipani writes about the
Kenya presidential election dispute
and candidate Raila Odinga’s

that he would chall
the results in court (“Kenya’s political
hustler faces tough in-tray as new
president”, Report, August 17).

Austria, Switzerland, Slovenia,
Iceland, Kenya and Malawi are just
some countries where courts have
recently invalidated national elections
or referendums.

To accept election results, voters
often need to see that the candidates
and the authorities follow the law.

The courts’ involvement hugely
benefits democracy. It can remove
voters' doubts, remedy violations,
increase trust and, when needed,

- B to offend are closely related. Any
Gilbert & Sullivan echoes compromise on the right to offend will | invalidate flawed elections and defend
The comic opera that is the state of UK | Park Opera last week, struck a chord. inexorably lead to compromise on the the integrity of the electoral process.
politics currently was beautifull The First Lord at one point sings: “T right to free expression, culminating It is essential, however, that
captured in the excellent letter by grew so rich that I was sent/By a pocket | eventually —as the demand for the politicians and opinion leaders ask
Penelope Visman (“Tory leadership borough into parliament./I always ‘banning of the film The Lady of Heaven wvoters to remain calm and let the
race has ingredients of comic opera”, voted at my party’s call/And I never last month and the play Behztiin 2004 | courts do their job.
August 12) when she referenced Gilbert | thought of thinking for myself at all.” amply demonstrated —in regulation of | Jurij Toplak
and Sullivan’s folanthe. Comic opera or tragicomedy? opinions and hence censorship. Visiting Professor, Fordham University
In similar vein, WS Gilbert’s lyricsin | JoJacobius Randhir singh Bains School of Law
'HMS Pinafore, which Theard at Holland | London Né, UK Gants Hill, Essex, UK New York, NY, US
thas been a target for destruction | la Tour Eiffel (Sete), embarked three I can confirm that the views across
by terrorists with hijacked planes | years ago on the 20th repaintingjob Paris and beyond are magnificent, and
since before 9/11. It hosts an since it was built. that the rust is real. In some places, it's

PARIS

France’s
magnificent
rusting
giant

annual summer concert and

extravagant fireworks display on
the French national day. President
Emmanuel Macron celebrated there
on the night of his re-election in April.
And itis being dolled up with fresh
paint for the 2024 Paris Olympics.

The Eiffel Tower remains the pre-
eminent symbol of Paris and of
France. But it’s rusting.

on the face of it, the corrosion is not
a surprise. Like any structure made of
iron or steel — it is composed of 18,038
pieces of “puddled iron” held together
with 2.5mn rivets — the tower built in
1889 for the World Exhibition is prone
to oxidation. The same is true of the
Forth bridge, a steel rail bridge built at
the same time in Scotland that needed
constant repainting and became a
byword for a labour without end.

No one knew this better than the
engineer Gustave Eiffel who designed
it, and who wrote in his book La Tour
de 300 métres (The 1,000-ft tower):
“One cannot emphasise enough that
paint is the essential element to
Ppreserve a metal structure and the
care taken with the painting is the
ﬂnly guarantee that it will
last . . . What’s most important is to

The painters, attached to a skein of
climbing ropes for safety, can be seen
clambering about the lower reaches
slathering on the luminous yellow-
‘brown colour favoured by Eiffel.

But in June, the French magazine
Marianne sounded the alarm about
the state of the tower, citing
consultants, engineers and former
employees who said that rust was
eroding the structure and that the new
paint job would be cosmetic and
mostly useless because only the
decorative arch facing the Champ de
Mars would be first properly cleaned
of rust and old paint.

“In some places, a coat of paint is
simply brushed in a hurry on to the
existing layers which are flaking off
and detaching,” one anonymous
‘whistleblower told the magazine. “It’s
heresy”

Patrick Branco Ruivo, Sete’s

ing director, insisted that the
tower had “never been so well
preserved” and “will continue to stand
with this flawless iron” — a response
‘to Marianne’s alarming headline that
asked, “will the Eiffel Tower fall2” He
said some of the old paint and rust

‘was being stripped for the first time

bursting out from behind the paint,
leaving brown streaks down the metal
beams. In others, the paint has fallen
off completely, exposing the bare
metal. Anyone can see this from close-
up by walking down the stairs from
the top.

Askt.d about the nature of the job,
one of the painters col
cheerily: “In a few places we scrape
away, but mostly we just paint over.”

The original plan was to scrape
away much more old paint — 30 per
cent of the tower’s surface instead of
the 5 per cent being treated now — but
the danger posed to the public by the
lead used in earlier coats and the
necessary safety measures made that
difficult and expensive. Already the
cost of this repainting has risen from
€50mn to more than €90mn.

“We want a clear assessment of the
situation to tell us exactly where we
are,” says Jean Laussucq, a Paris
councillor from the 7th
arrondissement where the tower is
located. “If you want to de-rust the
tower, you have to take off all the lead
paint . . . But the constraint is 2024 —
the city must be absolutely ready for
the Olympic Games.”

https://digital.olivesoftware.com/olive/odn/ftasia/printpages. aspx’7doc FTA%2F2022%2F08%2F 18&ts=20220817192951&uq=20220804103507
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British way and the American
“patronizing”, peaked in 2015, and
has fallen quite markedly since.
Google’s handy “Ngram viewer”,
which charts the frequency with
which words or phrases are used in
digitalised books between 1800 and
2019, shows a similar pattern.

Thursday 18 August 2022

allowances should be made. But to
assume others feel oppressed and need
special treatment, without finding out
how they feel first, is, well, patronis-
ing. Far from giving them power, that
takesitaway.

Jjemima. kelly@ft.com
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by Victor Mallet

stop the rust before it starts.”

Eiffel made sure that every part of
'his tower, then the world’s tallest
building, was accessible so it could be
repainted. To prepare for the 2024
Olympics, the Paris city company that
Tuns it, the Société d’Exploitation de

* FINANCIAL TIMES

and that the puddled iron underneath
‘was in perfect condition.

‘Who to believe? 1 went to look for
myself, shrugging off the persona of
the cynical Parisian and joining the
25,000 tourists a day who visit
France’s most famous attraction.

In short, while Gustave Eiffel turns
restlessly in his grave, the tower will
have to wait until the 2030s for a full
round of maintenance to eliminate the
rust and secure its future.

victor.mallet@ft.com

Opinion

Climate is a supply chain problem that cannot be ignored

Helen
Thomas

fter weeks of scorching
heat, it was possible to take
astroll on the parched bed
of the Loireriver.
Low water levels in the
Danube have forced countries in eastern.
Europe to start dredging to keep barges
moving along the critical waterway. The
Rhine, at a key choke point, has fallen
below levels that make it uneconomical
for many vessels to operate. In terms of
the looming challenges, this may simply
be the warmup.

The Intergovernmental Panel on Cli-
mate Change is clear that extreme
weather events, like drought, flooding
or powerful storms, will beoome more
common and
changes. The implications for the pro-
duction, manufacture and distribution

of food and goods around the world are
almost bafflingly wide-ranging and
complex. Companies’ first concern
might be which of their plants, or their
suppliers’, are exposed to the rising
risks. Governments are focused on the
threats to food supply. But this year’s
drought highlights the danger that the
waterborne infrastructure of global
trade itself will dry out or shut down as
climate change intensifies.

Examples abound: most of Argen-
tina’s crop exports pass along the Parana
river, where water levels have dwindled
over several years, disrupting the han-
dling of soyabeans, of which the country
is the world’s third largest exporter.
Flooding in Malaysia last year damaged
the Port Klang, upending supplies of
Tai de nd: d e

tors, many of which are packaged there
before being shipped globally. Trade on
the Rhine, last year also threatened by
too much water, is suffering from the
second serious drought in five years. In
2018, cargo stopped, knocking 0.4 per-
centage points off Germany’s fourth-
quarter economicgrowth.

Despite this, says Mark van Konings-

veld, professor of ports and waterways

is plmal luadmg n( wvessels, or running

at Delft University of Technol
“There has been a lot more attention on
the impact of shipping on the climate
than on the impact of the climate on
shipping.”

About 80 per cent of global trade is
carried at some point by ships, with sea-
‘borne trade up nearly threefold in the
30 years to 2020. Changes, climate

There's a danger that the
waterborne infrastructure
of global trade itself will
dry out or shut down

aside, have made the system more sus-
ceptible to disruption. Vessels have
‘become progressively larger, and more
difficult and costly to rescue when
‘thingsgowrong.

There is also no easy alternative when
drought strikes. One inland shipping
vessel is the equivalent of about 100 to
150 trucks, so road or rail simply can’t
‘take up the strain. The typical response

morejourneys fips.

Not only does this mean a vicious
emissions cycle, especially as low water
levels mean more resistance and more
fuel —italsohas effects in cost and con-
gestion terms around the waterways
and port system. Plus, it doesn’t always
work well: despite best efforts, total
cargo volumes dropped about 60 per
cent at the peak of Llle 2018 drought,
according to van K 1d.

The trouble is that “the risk from cli-
mateis so distributed across all aspects
of the system, it’s hard for specific enti-
ties to have the incentive to try to
addressit,” says Austin Becker, at Rhode
Island university, who studies the
impact of climate change on the world’s
3,800 coastal ports. Most immediately, a
third are in locations prone to tropical
storms, where small changes in average
storm intensity can translate into large
increases in port downtime.

Individual adaptation, such as Ger-
man chemicals group BASF’s work to
develop barges that can handle lower
water levels, islikely to hit limits of tech-
nical or cost feasibility, say experts,

given the scale of the problem. More
generally, these weather events tend to
be treated as discrete emergencies,
rather than as part of a worsening sys-
temic problem. That creates what the
UN’s office for disaster risk reduction
calls a cycle of disaster-response-recov-
ery-repeat. The same may be true inthe
corporate world, already under pres-
sure toinsulate supply chains from pan-
demic-style disruption and overhaul
them in the face of rising geopolitical
risk. But calls for simpler supply chains
could concentrate climate risk. Resil-
ience may come at the expense of effi-
ciency through dual-sourcing, geo-
graphic diversity and higher inventory
and require investment in disaster-
proofed assets. That beats “delay and
pay”, says Patrick Verkooijen, head of
the Global Center on Adaptation, who
argues that spending on climate resil-
ience stacks up financially at the
national and corporatelevel.

For governments and companies,
climate is another supply chain risk
that mustnow be factored in.

helen.thomas@ft.com

Good leaders
dont worry
about unity

Robert
Shrimsley

ehave reached the stage

in the Conservative

leadership contest

where, with everyone

confident Liz Truss will
defeat Rishi sunak, handy advice is
being dispensed among the political
class.

First came the warnings “not to
underestimate Liz Truss”. Well, of
course. You willnot get close to Number
10 without guile, talent, determination
and political stamina. While we should
not misjudge Truss, nor should anyone
underestimate the scale of the chal-
lenges she faces — many of them driven
by factors beyond her control. The next
prime minister will have no money, an
energy priceshock; highinflation, rising
interest rates, a tax-cutting agenda and

ing publicservices.

A more accurate way to phrase the

is that we should not overesti-

pledges made to rightwingers and mak-
ing room in her cabinet for people who
did not support her, her defeated rival,
hisallies and moderate Conservatives.

This is a terrible idea. WhllE Truss

should not seek di

buy unity. And what purpose is served
by putting Sunak in her cabinet? He dis-
agrees with her economic strategy and
were he to take a job it would be only
because he sees another shot at the lead-
ership in two years’ time. Truss must
look beyond her own camp but her min-
isters must commit to her policies.

This is not an argument against prag-
matism. But the skittish and rebellious
Tory party does notrespect weakness or
token efforts to find consensus. John-
son’s dishonesty was his undoing but his
underlying flaw was making unforced
errors and constant U-turns which led
MPs to doubt his ability to lead. The odd
retreat is sensible but you cannot give
the impression that you can be pushed
around.

Parties are united only by clear lead-
ership and electoral momentum, the
first is the midwife to the second. The
most effective recent leaders did not
pander to defeated rivals or ideas.
Thatcher, Blair and initially Johnson,

mate Labour. Keir Starmer has yet to
show the strategic clarity needed to seal
the deal with voters. This remains the
new premier’smain hope.

Itleads to the second wise saw. After
an internecine leadership contest, runs
th Truss must
her party. This means trimming on the

ded by setting a course and pur-
suing it. Ministers had to sign up to the
strategic goals. Critics were purged as
soon as practical.

The prospect of success at election
time s all that will unify the Tories. And
since the economic situation is deterio-
rating, Truss’s only hope is that MPs see
voters responding to what looks like

effective government. This demands
calculated boldness. Of course it also
requires her policies to be the right ones
and there are strong reasons for doubt
about both her economic strategy and
hard line on Brexit. But she will not be
‘better off for being tremulously wrong.
You do not smash the prevailing eco-
nomic orthodoxy — as Truss insists is
necessary — by being halfhearted.

This does not remove the need for
competent leadership in major depart-
ments. There isnothing, forexample, to
suggest that Suella Braverman, the
attorney-general, is ready to run the
Home Office, a job for which she is
‘widely tipped. Braverman played a key
role in delivering the right for Truss and
has to be rewarded but she has never
run a serious ministry and the Home

A prevailing economic
orthodoxy isn't smashed —
as Truss insists is necessary

— by being halfhearted

Office is one of the most

ERie Forarman-Peck

politically dangerous wings of govern-
ment. Loyalty matters but strong lead-
ersneed effective ministers.

Truss is, in any case, a prisoner of
the campaign she fought. Having made
mainstream thinking her avowed
enemy she has little room to revert.
There is no choice but to double-down
on her core beliefs; that Brexit offers
economic opportunities; that lower
taxes will rapidly deliver growth; that
thesize of the state can be reduced.

This is not an argument for being
stubborn. Truss should remember that
Thatcher matched her conviction with
calculated caution. One early test will be
her own legislation as foreign secretary
giving the UK unilateral powers to tear
up large parts of the Northern Ireland
protocol. She dare not resile from this
but, given the trade risks of a new Brexit
confrontation, she could hold off using
those powers. The one area where she
must move swiftly and dramatically is
on a significant package of support for
household energy bills, aimed at the
least well off. Since this nettle has to be

dsh ellbei diatel
buld Mls]udgmem here will doom
either prime minister.

Voters recognise that the pandemic
and Ukraine crisis have derailed the
government. Truss does not have long
enough to change the fundamentals of
her unwelcomemhentance but, against

someonewho

Serbia and
Kosovo must
dial down
Balkan tensions

Misha
Glenny

t’s hardly a secret that there’s not.

‘much chemistry between President

Aleksandar vudi¢ of Serbia and

Albin Kurti, Kosovo’s prime min-

ister. But each was expected to
receive the same tough message from
Nato and the EU on a two-day trip
to Brussels starting yesterday: “Get over
it, tone down the rhetoric and, for
God’s sake, negotiate, negotiate and
negotiate!”

The pair were due to have separate
meetings with Jens Stoltenberg, Nato’s
secretary-general, before joint discus-
sions today with Josep Borrell, the EU
foreign policy chief. Both Nato, which
has 4,000 troops stationed in Kosovo,
and the EU have shown signs of losing
patience with the two Balkan leaders.
But behind the irritation lurks a real
trepidation.

At the start of August, the govern-
ment in Pristina said members of the
Serbian minority in northern Kosovo
must swap their Republic of Serbia vehi-
cle registration plates for Kosovo ones.
This was in line with agreements
reached in 2013 and 2015. But Kurti
decided without warning to bring the
rulingforward by a menth. In response,
Serbs in northern Kosovo put up road-
blocks and brandished firearms, leading
toarapid rise intensions.

Belgrade and Pristina traded insults
and dark hints of war. Vucic accuses the
Kosovo government of blocking the
formation of an Association of Serbian
Municipalities in Kosovo, which was
part of the normalisation accords. Kurti
counters by calling Vuéic a “little Putin”,
bent on invading Kosovo just as the

T'he longer the dispute
festers, the greater the
risk of a destabilisation
of south-eastern Europe

Russian leader invaded Ukraine.

Belgrade often stands accused of fos-
tering close ties with Moscow, influ-
enced by the historical friendship
between Serbs and Russians. The his-
tory is more complicated. Vuéic has
resisted EU and US pressure to join
sanctions on Russia. But at the UN, Bel-

A Russia’s invasi

d d

projects confidence may persuade vot-
ers that she should be given more time
tocomplete the task.

But the next prime minister has few
happy options. Even before one consid-
ers whether her ideas are viable, the
economic problems may simply be too
overwhelming for anyleader.

But given her argument that Britainis
sinking in a mire of unmet challenges
and economic orthodoxy, the best and
only hope for the next Tory leader is to
drive forward her plans with total con-
viction. There is no room for compro-
mise in the name of an illusory party
unity. Itmay not be enough but, as they
sayinpoker, sheisallin.

robert.shrimsley@ft.com
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Edward
Luce

\ A/ hether it is Michael

The truth that set Cheney free

sion can become a platform for rebirth.
Itis worth recalling that in spite of their
attempts to ingratiate, Dukakis and
Kerry each lost their presidential con-
tests to a Bush. That was the end of their
White House hopes; there is no return
from panderings that fail. Cheney, on
the other hand, has laid down a marker
that could define the fate of US conserv-
atism. If Republicanism is Trump and

only” as they are peji called —as
any of her colleagues.
Cheney’s defenestration thus begs the

question: what defines today’s Republi-
canparty? Its grassroots is driven by two
passions: who it loves and who it hates.
The party’s base idolises Trump. Every-
one in Washington knows the same is
not true of many if not most elected
Republicans. Figures such as Florida’s

C ional parties manage their
extremes. Inthe case of today’s Republi-
«cans, however, the extreme sets the nar-
rative. In another time, Marjorie Taylor
Greene, the congresswoman from Geor-
gia, would be dismissed as a political
freak. Greene openly avows the QAnon
theory that America’s establishment is
run by paedophiles. The more offensive
her stances, the more money she raises.

urban America. The more ignorant you
sound, the more contemptuous the
cultural elites, which is worth its weight
inelectoral gold.

Itisunclear how a Cheney could break
through this morbid dialectic. Cheney
believes she stands for timeless Republi-
can values like integrity, character and
courage. She is amply endowed with all
three. But none of these qualities seem

It took combined pressure from the
EU, US and UK to defuse the flare-up in
northern Kosovo. But alarm bells were
setoffat Nato and EUheadquarters. The
backdrop is a growing disaffection in
parts of the western Balkans caused by
the EU’s failure to live up to its promise,
first made 20 years ago, to integrate the
regioninto the 27-nation bloc.

This disaffection has not gone unno-
ticed in Moscow, which for years has
gently stoked divisions within and
between Bosnia and Herzegovina, Mon-
tenegro, Serbia, Kosovo, North Macedo-
nia and Albania. In an unhelpful devel-
opment, Croatia and Bulgaria have lev-
eraged their status as EU members to
apply unwarranted pressure on Bosnia
and North Macedonia, respectively.

All these processes have intensified
since the war in Ukraine, which is test-
ing European resilience and unity. The
EU is hosting millions of Ukrainian refu-
gees. It faces a winter energy crunch.
‘Wildfires rage across Europe. Inflation
is soaring. Brussels needs instability in
the Balkanslikea hole in the head.

It might look as though Serbia and
Kosovo will never overcome their differ-
ences. Yet on important issues, includ-
ing the integration of Kosovo Serbs into
the country’s legal system, real progress
hasbeen made. Both sides have showna
quiet willingness to compromise. Nei-
ther has flagged up these successes for
fear of a backlash from nationalists in
their own ranks.

Western diplomats worry that the

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F08%2F 18&ts=20220817192951&uq=20220804103507
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DUKAKIS IN 1988 domng a
photo-opupinatankor
John Kerry in 2004
dressed in goose-shoot-
ing camouflage, US democracy is rich
with pandering moments. It is less
generous with examples of politicians
alienating voters on principle. When
Liz Cheney, who was ejected from her
‘Wyoming district on Tuesday night,
opposed her party leadership in early
2021 she quoted at them from St John’s
gospel: “The truth shall set you free”.
Her fixation on bringing about Donald
Trump’s demise — possibly in the form
of a jail sentence — has turned Cheney
into America’s most celebrated electoral
suicide.
Unlike the real thing, the political ver-

LTUmp 1s RepublicamISIm, the party and
the country are heading for a reckoning.
“We stand at the edge of an abyss,”
Cheneyrecently said.

What does her defeat tell us about the
future of US democracy? The clearest
message is that the Republican party
has become an authoritarian cult.
Cheney is among the most conservative
lawmakers in the US. She voted 93 per
cent of the time with Trump during his
term in office. She is for every tax cut,
against every abortion, and in favour of
every new weapons system on offer.
Much like her father, Dick Cheney, the
former vice-president, Liz Cheney is as
close as a politician gets to personifying
the Stars and Stripes. She is as far from
being moderate — “Republican in name

All pages from Financial Times (Asia), Thursday, August 18, 2022

Marco Rub10 and 1exas’s led Cruz were

speaking their minds in 2016 when they
depicted Trump as a low life con artist.
Harriet Hageman, the Trump-endorsed
Republican who unseated Cheney, was
probably sincere in 2016 when she
called Trump a “racist and xenopho-
bic”. Ambition, and fear of the mob,
have turned all these figures into hollow
mini-Trumps.

Last week she goLTousIng applause at a
party event when she said she opposed
solar panels because they only work
when the sun is out. “I want to stay up
later at night,” she said. “Idon’t wantto
have togo to bed when the sunsets”
Today’s Republican party belongs to
Greene not Cheney. It is even more
strongly motivated by what it hatesthan
by admiration of Trump. T have no idea
whether Greene is as stupid as she
sounds. She could also be highly savvy.
The key to success in today’s conserva-
tive movement s to provoke those who
look down on it. It guarantees media
notoriety that can be monetised. Trump
devised the model. But he s not the last
word on it. The key is to enrage the
overeducated moralisers in bicoastal

* FINANCIAL TIMES

10 COUNt IOF MUCH among her Tellow
Republicans today. It is possible that she
is planning to play the spoiler against
Trump in the 2024 Republican prima-
ries. she could again sacrifice herself for
a larger cause. A loftier bet is that in
2025 or beyond she will be ready to pick
up the pieces of a party suffering from
post-Trump stress disorder. But this
may be to overstate the degree to which
the pathology is solely about Trump.
“There will come a day when Donald
‘Trump is gone, but your dishonour will
remain,” Cheney told fellow Republi-
cans. This is an uplifting thought but
also a truism. The pressing question is
‘whathappens between now and then.

edward luce@ft.com

sirens of Nauonanst populism may be
seducing some members of both gov-
ernments and that the Serbian minority
in Kosovo is becoming restless, believ-
ing Belgrade has already conceded too
much to Pristina.

Kurti and Vuéié need to overcome
their personal and political differences.
Equally, the EU must revitalise its strat-
egy of absorbing the western Balkans.
The longer the Kosovo dispute festers
and the region’s states remain outside
the EU, the greater the danger of a cata-
strophic destabilisation of south-east-
ern Europe. That’sin nobody’s interests.
Except MOSCOW's.

The writer is rector of the Institute for
Human Sciences (iwm.at) in Vienna

Thursday 18 August 2022

Le

Twitter: @FTLex

Yangtze/climate change:
river weak, emissions high

‘water levels in the Yangtze hit a record
low this week. Southern Chinais
battling a drought with temperatures
around the river exceeding 40C since
last month. That spells trouble for
Chinese hydropower and a tilt towards
coal that will raise carbon emissions.

The world’s great rivers have been
arteries for commerce and culture for
millennia. Some of them are in trouble.
‘Water levels in the Rhine, Danube, Po
and Colorado are unusually low. The
effects range from supply route
disruption to crop failures. In parts of
China, energy supplies are threatened
as water used by hydropower plants
dwindles. Water available from the
main Three Gorges reservoir is already
at half average levels.

Japanese carmaker Toyota, Taiwan’s
Foxconn and Chinese battery maker
Contemporary Amperex Technology
are among businesses that have closed
factories this week due to the resulting
power crisis. Important provinces such
as Sichuan, China’s third-largest, made
the switch to hydropower as a key
energy source more than seven years
ago. At that time, Beijing was pushing
aggressively for more renewables.

Friendly policies and fat subsidies
helped utilities such as China Yangtze
Power to increase market share rapidly.
Operating margins have exceeded 50
per cent for more than a decade. China
Three Gorges Renewables, which also
has china Three Gorges Corporation as
its parent, has comparable margins.

Despite enviable earnings, shares of
Three Gorges Renewables are down
15 per cent this year and trade at 20
times forward earnings, half the level
of a year ago. Strict policy mandates to
cut coal usage and increase renewable
power capacity are weakening.

severe droughts are occurring more
frequently in China. Last summer, the
hydropower hub of Yunnan province
was hit, causing power cuts that
disrupted factories for months.

The current heatwave in Southern
China is forecast to last another two
weeks, the longest since records began.

Beijing is prioritising the fight to
support economic growth over the
push for renewables. Average daily
consumption at coal-fired power
stations was 15 per cent higher than a
year ago in the first two weeks of

August at 8.16mn tonnes. Persistent
droughts would damage the status of
hydropower as a reliable source of
energy. In a painful irony, they would
also increase China’s already substantial
contribution to climate change.

Meme stocks: the
fundamental things apply

Are meme stocks still a thing? Very
much so, if the 400 per cent surge in
the stock of US home goods retailer
Bed Bath & Beyond over the past
month is anything to go by.

Conventional wisdom dismisses
these as detached from fundamentals.
A more accurate view is they are
detached from their fundamentals but
not from those of the market.

Reddit’s WallStreetBets crowd laid
low during the worst of this year’s rout.

A sustained rally on Wall Street since
June, fuelled by a stronger-than-

ected corporate earnings season,
has lured them back.

Meme stocks, like bitcoin, are useful
gauges of animal spirits that depend on
evidence of decent, old-fashioned
earnings somewhere else in the
financial system. Bed Bath & Beyond
was the third most bought stock by
retail investors on Tuesday, according
to Vanda Research. Trading volume hit
nearly 400mn compared with an
average of less than 12mn. The stock
was only behind Tesla for bullish call
options traded among retail investors.

GamesStop, the video game retailer
that became the original meme stock
last year, has almost doubled in value
since May. Movie theatre operator
AMC, another Reddit favourite, has
gained 40 per cent over the past
month. This week’s buying frenzy in
Bed Bath & Beyond appeared to have
been triggered by news that the vehicle
of investment influencer Ryan Cohen
had bought call options betting the
stock can rise as high as $80 a share.

None of that justifies the stock’s
valuation of 70 times forward earnings
— not given the retailer’s shrinking cash
position and struggle to revive sales
growth. Second-quarter profits among
S&P 500 groups are expected to have
risen 10 per cent from a year earlier,
according to Refinitiv data. This is
unlikely to last given high inflation and
shifting consumer habits. Reappear-
ance of meme stock traders should hint

Ally/Warren Buffett: shifting out of neutral

The pandemic boom in used car prices lifted shares in consumer lending group Ally Financial. Lower demand
and tighter financial conditions have led to a retreat in both since. A return to pre-pandemic provisioning or
higher levels of consumer debt should not yet be reasons for concern

US used car prices boosted Ally shares : Loan loss provisions have returned
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It does not have quite the same lustre
as the Golden Age of Athens. But
2020-21 will be remembered as
halcyon days by US used car
merchants, if no one else.

‘Warren Buffett does not think the
good times are quite over. Filings
show Berkshire Hathaway tripled its
stake in Ally Financial, an auto
lending mainstay, to $1bn during the
secol T.

The world’s most famous investor
evidently believes lending margins
will remain robust and default rates
low in consumer credit.

In the two pandemic years, shares
in Ally rallied 57 per cent. The stock.
was buoyed by consumers flush with
cash flocking to buy used vehicles.

£
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to meet demand for new cars. Ally
shares have fallen by a quarter so far in
2022. Wall Street is worried about the
finances of the US consumer as well as
anormalisation in the auto market.

Ally says those worries remain
overstated, a view that now has the
implicit endorsement of a legendary
investor.

Between the end of the 2019 and the
start of 2022, the Manheim Used
Vehicle value index increased by a
vertiginous 70 per cent.

Higher used car prices supported
bigger loans at a time when there were
virtually no concerns about immediate
credit losses.

Net interest revenue increased
substantially in the current quarter

Auto were unable

‘to the Fed that inflationary pressures
are still ballooning — which means
expected rate rises may be too low.

Housebuilders/windfall
taxes: Wimpeying out

Politicians are imposing, or at least
proposing, windfall taxes on energy
groups. One justification is that profits
are “too high”. But politicos weaken
their argument by declining to follow it
‘to its conclusion, that any mature
‘business with fat profits should pay
extra taxes. Consider Persimmon.

The housebuilder posted first-half
results yesterday. Profit margins, as
defined by ebita, were 26 per cent,

according to S&P Capital IQ, against a

d with 2021. However, Ally

figure for BP of 24 per cent over the
period. Persimmon and three other
housebuilders — Taylor Wimpey,
Barratt and Berkeley — have all made
fatter profits on this measure than BP
and Shell over the past 12 months.
You could argue that the case for
windfall taxes is stronger. UK
housebuilders have received heavy
indirect government support via
subsidies for homebuyers. New
housing supply is artificially
constrained by a restrictive planning
system. Both factors keep prices and
margins high. Persimmon has returned
£3bn in dividends in the past five
years, more than three times as much
as in the preceding five-year period.
This year’s payment is expected to
match last year’s record £750mn.
There are several reasons UK
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was forced to accrue credit loss
provisions so big that pre-tax income
fell 40 per cent year on year.

The company insists those
Pprovisions are simply a natural
reversion to ordinary levels.

Ally’s internal models forecast used
car prices falling 30 per cent over the
next couple of years. still, lower
prices are not a death knell and could
lead to even steeper volumes of sales
to buyers sidelined by elevated
prices, according to Ally.

The company’s share price has
fallen far enough to trade at near
‘book value. This must have grabbed
Berkshire's attention.

Buffett’s bet is a vote of confidence
in consumer banking broadly as well
as auto loans.

housebuilders evade calls for excess
profit taxes. It would mean indirectly
taxing new homebuyers, some
receiving subsidies, for example. But
energy groups are candidates for
special punishment for cognitive as
much as practical reasons. The sting of
higher energy bills is felt by all
CONSUMETs, even as energy groups’
profits rise. In contrast, paying steep
prices for new homes afflicts a
minority intermittently. Subsequent
house price gains mollify the victims.

In both cases, the case against
‘windfall taxes is the same: they stifle
investment, cut supply and lift prices.

There is an argument that
persistently high profits are a symptom
of market failure. The solution would
e reform. But many will prefer lashing
out selectively at business.

Endo/opioids:
emerald wiles

So much for the luck of the Irish. Endo,
amaker of speciality drugs officially
headquartered in Dublin, has filed for
bankruptcy protection, citing an
unsustainable debt load of $8bn.
Endo’s Irish roots are shallower than
those of many other US visitors. The
group landed in Ireland a decade ago
through a tax inversion merger. Its
ing home is in ¥ ia.
It prospered for a while. In 2015, its
market cap exceeded $15bn. But its
fortunes eroded. Top drug Vasostrict
unexpectedly lost patent protection.
Endo’s projected 2022 ebitda is set to
be halfits level last year, leaving its
debt to cash flow ratio at 10 times.
Endo previously sold opioid
painkillers which are the subject of
lawsuits by alleged victims as well as
governments. Bankruptcy courts will
seek to resolve those claims efficiently.
The Chapter 11 process has been
widely used by overleveraged
companies. Increasingly, it is the place
to resolve product liability fights, too.
The group says it has a deal in which
senior creditors would exchange $6bn
in claims for assets of the company. At
the same time, a trust would be created
with $550mn of cash to compensate
opioid sufferers over the next decade.
This deal is only an opening bid.
Other investors may offer to buy the

will have to agree to what they think is
an actionable payout.

Like peers Purdue and Mallinckrodt,
Endo believes the power of the
bankruptcy process to funnel opioid
litigation into a single, binding forum is
the cleanest way to resolve its liability.

This point is controversial among
lawyers of plaintiffs. Some critics think
Chapter 11 is used as a sanctuary for
unethical businesses pursued by
legitimate claims. But, for now, there is
no obviously better alternative.

Endo’s creditors include hedge funds
and others who hope a tidy resolution
will snap investments back into the
‘money. This will take a bigger helping
of luck than the purchase of an Irish
company registration affords.
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ACROSS
1 Keep quiet about little Ifalian restaurant by
river steps at Aviemore? (10)
7 Wrong ... o, in time, ulfimately right 4)
9 Notice loss of resistance in circuit ()

10 Condition restricting movement is secured
by finance provider following discharge
0

11 Refuse o join woman out with feacher on
the rebound (6)

12 Look at Botiom —— unconstrained, asinine,
and beginning fo heehaw. Would a fairy
call for this? G5)

13 European once in prison needs
exceptionally large place for business (8)

15 Rustic claims he's the unidentified homed
beast (4)

17 Its not good of the French fo ake on very
loudly &)

19 Serve the lof right o impose silence (8)

22 Unfortunately, corn here's run short
around 1st April. One must keep stock (8)

23 Drink first couple of beers affer author's
declaration of personal impartiality (6)

25 They establish connections and maintain
them without revealing the point (64)

26 Supply eats? &)

27 Lament line finally adopted by
Livingstone? (&Y

28 Electronic data gathered about people
going west. In these? (64)

DOWN

2 One of St Paul's letters describes clever

dramatic effect (7)
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3 Perhaps bend Hamlet's ear every now and
then (5)

4 Insensitive promotion in marketing firm
leads to some embarrassingly lengthy
litigation (44

5 One such as Betjeman recollected patriots
In verse (15)

6 Rabbif novel sent up to occupy youngster
on vacation (6)

7 Inca by profession's a needlewoman? (9)

8 Prize pupils bored by mindless repetition?
On the contrary (7)

14 Actor's base offence In play involves son in
real life G3-6)

16 Potential guide for TES production line
found In loft? (5.3}

18 Slege-gun: a war engine used o some
extent in the dark (7)

20 | could be in deep water, having given
criminal a fresh start (7)

21 Spooners drink ready? Correct! (63

24 Like “fundamental” irs tetrasyllabic, bu

not latterly used in franslation (5)
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