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Family grief
Royal farewell
in Scotland

Queen Elizabeth’s four children, King
Charles, Princess Anne, Prince Andrew
and Prince Edward, follow the hearse
carrying their mother’s coffin in Edin-
burgh, the Scottish capital, yesterday.

Ceremonial guns fired from the ram-
parts of Edinburgh castle as the four led
a procession up the Royal Mile from the
palace of Holyroodhouse to St Giles’
Cathedral for a service of thanksgiving
for the Queen, who died last week. Her
coffin will be flown to London today
where she will lie in state in Westmin-
ster Hall from tomorrow.

King Charles will meanwhile travel on
to Northern Ireland and Wales as he
‘marks his accession to the throne by vis-
iting all the nations of the United King-
dom. It was confirmed yesterday that
US president Joe Biden will be among
heads of state attending the funeral.
London prepares for influx page 3
Sebastian Payne page 15
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Germany lays out goal to assume

leading military role in Europe

e Pivot in strategic thinking @ Ukraine war triggers shift @ More aid expected for Kyiv

GUY CHAZAN — BERLIN

Germany must assume a leading mili-
tary role in Europe, the country’s
defence minister has said, underscoring
how Russia’s war in Ukrame hzs trans-
formed Berli

cal location, our economic power, in
shortwith our heft”.

In comments to the German Council
on Foreign Relations she added: “That
makes us a leading power whether we
like it or not — in the military sense,
too.” Lambrecht said that the US would

Christine Lambrecht made her com-
ments as Ukraine pressed on with its
counter-offensive in the east of the
country and Russia vowed to continue
with the invasion until all its military
goals were met.

The war has increased pressure on
Germany to step up its contribution to
the western alliance, despite historic
reservations over playing a bigger role
after the second world war. Lambrecht
argued that Berlin was doing so for rea-
sons “to dowith our size, our geographi-

remain Europe’s main protector and
there could be “no substitute for the
American nuclear deterrent for the
foreseeable future”.

The UK and France, both nuclear
powers, have been Europe’s strongest

make a decisive contribution to fair bur-
den-sharing.”

Echoeing a speech this year by Chan-
cellor Olaf Scholz, the defence minister
said that Germany had to meet the Nato
goal of spending 2 per cent of GDP on
defence “over the long term”, not just for
the next couple of years.

“Wemustavoid a situation where, ina

few years, we cannot afford to maintain
now;

[ambmdlt sald relteratmg plans to set

up three combat-ready army divisions

military forces for more than 70 years. by the early 2030s.

But Lambrecht argued that the rise in The success of the Ukrainian ccrumerf
tensions between and Bei-  offe which has reclaimed more
jing over Taiwan and a US pivot to the than 3,000 sq km of mrram in the east,
Asia-Pacific region meant “ hasalso i d the

on to do more than before for Europe™.
She added: “Germany is prepared to

‘west will step up weap ons deliveries to
Kyiv. Ukraine’s southern operations

«command yesterday said it had also lib-
erated about 500 sq km of territory
from Russia’s forces.

“The tone has shifted, without a
doubt,” said a senior European diplo-
mat. “You won't really hear anyone talk-

Germany's ing against more weapons now, just a
defence chief chorus of supporters and one or two
Christine stayingsilent”

Lambrecht said L acknowledged that Ger-

her country’s

many’s Nazi-era crimes and its “war of

heft made ita destruction” between 1939 and 1945
leading powerin  had turned “scepticism about the mili-
the military taryinto a kind of virtue”. But she said it

sense ‘whether
we like it or not”

could guarantee peace and freedom for
its people only if Germany defined secu-
rityas “the central task of this country”.
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StS ""by ia’s curbs on gas suppli d
d in in their
spendmg theTfo think-tank says.— pAcE 2

» China currency to suffer its largest dip
‘The renminbiis set for its largest annual decline on
record against the dollar despite Befjing making bold
jtsfall as China-t ypolicy
il bility.— pAcE 8

» US criticised over Covid booster ro]lout
The Biden team’s decision toroll

outnew Covid boosterswithout [
clinical testing on humans risks B
denting public trust and raising
hesitancy overjabs, health
expertshave warned.— PAGE &

» Silicon Valley lay-offs boost Wall Street
‘Wall Street bourses, bank market:

they are recoveringlost ground in the talent war for
computer engineers as lay-offs and hiring freezes
spread through Silicon Valley.— pace 7

» Far-right party makes gains in Sweden
Longostracised because of its neo-Naziroots, the
anti-immigration Sweden Democrats are now the
largest party in the rightwing opposition, which
holdsa thinlead over the ruling bloc.— pace 2

» Twitter whistleblower prepares to talk
‘The ex-Twitter executive whois central to Elon
Musk’s attempt to back outof buying the group is
setto discuss his concerns over the social media
platform’s security ata USSenate hearing.— pAGe 5

» HK office glut forces leasing flexibility

ible Hon ing deall i
formed towoobusinessto the city amid excesslevels
of office space sparked by lockdowns.— PAce 8

US voters’ concerns With anly a couple
% of respondents G iSRG
before midterm
Threats o democracy clections are held
Lobs ':‘:' of Iiving across the US,
o mmigrarion P
Climate change EEEE
Guns become a top
Abortion concern for
Crime American voters,
Other even coming in
Coronavirus. above ‘cast of
0 5 10 15 20 living' and jjobs
‘Source: NEC (Aug 16 2022) and the economy’.

EY’s bosses move to sell
bold demerger to partners

Challenge just beginning » PAGE 7

Tumbling consumer demand in US
and Europe hits top appliance maker

OLIVER RALPH AND ABBY WALLACE

Electrolux, the world’s second-largest
home-appliances manufacturer, has
warned of a steep drop in demand in
Europe and the US, in one of the stark-
est signs yet of the toll that high infla-
tion is having on consumer spending.
The grim outlook prompted the Swed-
ish company to embark on a major cost-
cutting plan.

hard.” Consumers in Europe and the US
face higher inflation and rising interest
rates, triggered in large part by Russia’s
invasion of Ukraine.

‘While economists are divided on
‘whether the US will fall into recession,
few expect Europe, which is battling an
acute energy crisis after Russia with-
drew gas supplies, to escape a prolonged
slowdown. Germany’s economy,
Europe’s biggest, is set to shrink by 0.3

and structural costs, Electrolux said,
with “special attention” on eliminating
inefficiencies in supply chains and pro-
duction. The group will lay out more
details, including a “potential material
restructuring cost”, when it releases
third-quarter results on October 28.
Electrolux’s move to address costsisa
sharp contrast to the summer of 2021,
‘when Samuelson expected inflationary
pressures. then largely driven by the

Australia ASTOXncGSTY Electrolux said yesterday that percentnextyear, tothelfo,a disruption to supply chains,
China. RME30 | demand in the third quarter had fallen  leading think-tank, which in june had  tobegintoease.
HongKang HKSSS | ata “signiﬁcantly accelerated pace”  estimated 3.7 per cent growthin2023. The group’s gloomy forecast came
India Rup220 d with the previous three- Electrolux said the challenge of evap-  hours after Thule Group, a Swedish
Indonesia Rp4S000 | month. period and that it expected sales  orating demand was compounded by — maker of cargo carriers, said that retail-
Japan ¥650GncJCT | o remain weak in the US and Europe  the high levels of inventory that retail-  ershad reduced purchases as a result of
Korea WAS00 | joxtyear. ers held as well as persistent supply-  “consumer uncertainty” and excess
:1'::: R“'::f;g Chief executive Jonas Samuelson said ~ chain curbs. Asaresult, Electroluxsaid ~ inventory. Thule said sales would be hit
Philppines = that he expected consumer confidence  itsthird-quarter earningswould decline  until earlynextyear.
S SsE80GncesTy | Lo stay low in Europe, adding: “Ithink  signi d quarter. Itssh lid 11 per cent:
Taivean Nreo | Peoplewill hold onto their wallets quite Retrenchment would target variable ~ German economy page 2
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GDP data Think-tank warning

UK economy stalls as cost pressures bite

Output flattens in second
quarter as inflation hits
consumers and businesses

VALENTINA ROMEI AND CHRIS GILES
LONDON

The UK economy stagnated in the three
months to July as the cost of living crisis
hithouseholdsand businesses.

Output was flat, according to official
data released yesterday, compared with
economic growth of 0.3 per cent in the
three monthsto April.

The latest data will soon be super-
seded by figures that are likely to show a
relative decline in UK economic per-
formance compared with other leading
economies such as Germany.

d last week by new prime min-
ister Liz Truss, will help support demand
over th i

In yesterday’s data from the Office for y has little and is
National Statistics, the growth rate lost pmbahly already in recession,” said Paul
momentum as rising costs hit consum- istat Capital
ers and businesses. Inflation hit a 40- The GDP data showed services
year high of 10.1 per cent in July, expandmg 04 per cent but production,
the money people have available to ing, falling 0.3 per
spend on goods and services.

The size of the economy in July was no
higher than six months earlier and the
monthly rise in gross domestic product
of 0.2 per cent fell short of the 0.4 per
cent forecast by economists polled by
Reuters. Economists had expected
more of a bounce back from the 0.6 per
cent fall in GDP recorded in June, which
reflected the loss of two working days
linked to the Queen’s platinum jubilee
celebrations.

“The disappointingly small rebound
in real GDP in July suggests that the

‘The small rebound in real
GDP inJuly suggests that
the economy is probably
already in recession’

cent, after a decrease of 0.9 per cent the
previous month. Construction also saw
‘two consecutive sharp contractions.
some analysts believe a freeze in aver-
age annual household energy bills at
£2,500 for the next two years,

James Smith, economist at ING, said
the package of measures “should help
limit the depth of any downturn over
winter”. But with many households and
businesses struggling to keep up with
energy payments, the outlook remains
downbeat. “Households still face a fur-
ther decline in their real incomes during
the second half of this year,” said Martin
Beck, economic adviser at the EY Item
Club. “As things stand, the economy is
unlikely to do more than stagnate over
the coming year.”

Economists expect the Bank of Eng-
land to raise interest rates for the sev-
enth consecutive time on September 22.

Higher borrowing costs are likely to

cause a further slowdown in household
demand, with consumer confidence in
August dropping to the lowest level
since records began almost 50 years ago.

By the end of this month, economists
and policymakers will have to contend
‘with heavily revised GDP figures, which
are likely to show a slower recovery
from the Covid-19 pandemic than the
current set of numbers.

In May, UK economic performance
since the start of the pandemic
appeared to be significantly better than
that of Germany. But revisions to both
countries’ data since then have reversed
the story. The ONS has published new
estimates for GDP up to the end of 2020
that show the level of UK output 2.5 per
cent lower at the end of the period than
the current set of figures.

Scandinavia. Politics

Swedish nationalists celebrate election gains

Anti-immigration Sweden

Democrats prepare to wield

influence on national stage

RICHARD MILNE — STOCKHOLM
The final result of Sweden’s elections
may still be unknown but it is already
clear who the biggest winners are: the
nationalist Sweden Democrats.

Long ostracised by the political main-
stream for their neo-Naziroots, the anti-
immigration Sweden Democrats are
now the largest party in the rightwing
opposition, which holds a slender lead
over the ruling leftwing bloc with a full
preliminary result due tomorrow.

One word was on the lips of many
Sweden Democrats MPs at a raucous
party on Sunday evening on the out-
skirts of Stockholm. “Itis revenge,” said
Henrik Vinge, deputyleader.

Linus Bylund, chief of staff, said: “Itis
revenge because the other parties have
treated us badly —even the three [right-
wing] parties on our side. But time
passes and time heals.”

Victory for the rightwing bloc would
give the Sweden Democrats influence
for the first time at a national level. The
currentgap with the leftwing coalition is
47,000 votes, equivalent to an average
constituency.

Since bringing the Sweden Democrats
in during the past two years by allying
with them on issues such as crime and
immigration, the centre right has said it
would not want the nationalists in gov-
ernment but as supportin parliament.

But the Sweden Democrats are likely
to make greater demands now they
appear to have won more votes than the
Moderates of UIf Kristersson, the likely
prime minister, to become the second-
biggest party. About 95 per cent of votes
have been counted, with the centre-left
Social Democrats coming in first as they
havesince1917.

“we would like to go into govern-
ment,” said Richard Jomshof, party
secretary. “There is alot of pressure
from our voters. I'm not sure they
would settle for being outside gov-
ernment.” He suggested the party
lay claim to the post of prime minister,
a prospect its potential coalition part-
ners are unlikely to support.

The Sweden Democrats’ base is in the
south, the entry point for most immi-
grants and notorious for deadly shoot-

Party mood:
Jimmie Akesson,
Sweden
Democrats
leader, right,
hails poll wins.
Below, prime
minister
Magdalena
Andersson
Mafa Susiny TT Nows Agencyl
PiGetty Images

ingsin Malmé, across the @resund strait
from Denmark, where the Danish Peo-
ple’s party in 2015 became the largest
rightwing group. The Sweden Demo-
crats’ sister group has since been all but
wiped out in opinion polls as Danes
appear to have punished it for refusing
to take office and the centre-left took
many of its policies.

“The Danish People’s party’s biggest
‘mistake was they never dared to take an
active part in government,” said Jom-
shof. “We want to do that. 'm not here
for the sake of the Sweden Democrats. I

‘want tomake change in Sweden.”

Political stability has been elusive
since the Sweden Democrats, led
since 2005 by Jimmie Akesson,
entered parliamentin2010 and the
mainstream tried to deny the

derailed Stockholm’s Nato application.

Kristersson, whose Moderates lost
ground despite promises to tackle crime
and immigration, had said he would
work to unite the nation as it prepared
to join Nato and take over the EU presi-
dencyonJanuaryl.

But he faces a real struggle to cobble
together a viable coalition if the results
are confirmed. A one-seat majority
would test his ability to reconcile the
Liberals and the Sweden Democrats.

Anders Borg, a former Moderate
finance minister, thought there would
bearightwing government. “On the cru-
cial issues like migration, fiscal policy,
energy and investment, 1 don't think the
differences will be that huge,” he said.

Borg, whose wife is of Jewish origin,
played down fears about the Sweden

& Magdalena Andersson, the Social

Democrat prime minister, who has had
to govern twice with a rightwing coali-
tion, quit after seven hours in the job
late last year only to be rescued by a
Swedish-Kurdish MP who nearly

De ’ roots, saying they were now
a “centre-right party”, adding: “I don’t
think people are that worried. Sweden
will be the same.”

The sweden Democrats would join
other anti-immigration parties in the
Nordic region in gaining influence, after

“We are
the party
thathas
changed
the least
over the
past20
years’

chief of staff

1s Bylund,

Progress entered government in Nor-
‘way and the True Finns in Finland. But
neither had their originsina movement
quite like “Keep Sweden Swedish”.

The nationalists argue they are ready
for power, pointing to their experience
in Sélvesborg, a small southern town
where a party member was mayor and
where they increased their share of the
vote on Sunday by 10 percentage points.

They feel they also are reaping the
benefits of having consistently warned
that Sweden’s immigration policies,
which were tightened in 2015, would
lead toariseincrime.

“Consistency helps. This is a trust
business. Since we are conservatives our
voters count that we stand solid. We are
the party that has changed the least over
thepast 20 years,” said Bylund.

As the thumping techno beats from
their party faded, the Sweden Demo-
crats’ euphoria did not. Jomshof said:
“This is an incredible milestone. For the
first time, we are alegitimate partner in
anew government. We are not alone any

more.”

Impact of gas
price surge
expected to
cutgrowth
in Germany

MARTIN ARNOLD — FRANKFURT

Germany’s economy will shrink next
year as soaring energy costs caused by
Russia’s throttling of gas supplies
reduce disposable income and con-
sumers rein in their spending, accord-
ingtoaleadingthink-tank.

The Ifo think-tank in Munich warned
the recent surge in electricity and gas
prices was “wreakinghavoc” on the Ger-
man economy and would lead to a 0.3
per cent decline in gross domestic prod-
uctnext year — a marked deterioration
from an estimate of 3.7 per cent growth
madeinJune.

The main cause was the expected
“decline in private consumer spending”
triggered by energy suppliers “mark-
edly adjusting their electricity and gas
pricesin the light of high procurement
costs, especially at the beginning of
2023", Ifosaid.

The downgrade underlines the mood
of mounting pessimism on the euro-
zone’s largest economy. Last week
another think-tank, the Kiel Institute
for the World Economy, slashed its fore-
cast for German GDP next year by 4 per-
centage points to minus 0.7 per cent,
warning: “With the high import prices
for energy, an economic avalanche is
rolling towards Germany.”

German deputy finance minister Flo-
rian Toncar yesterday warned of an
“increasing risk of stagflation” in the
country, telling the VVW insurance sec-
tor publication: “We are experiencing
supply chain problems, production bot-
tlenecks and price increases the likes of
which wehaven't seen in decades.”

Berlin recently announced a €65bn
relief package to cushion the impact of
the energy crisis on households. But Ifo
said this would “fall far short of offset-
ting” the blow to household disposable
income, which it predicted would drop
sharply. German inflation would aver-
age 9.3 per cent next year, up from 8.1
per cent this year, Ifo said, predicting
consumer price growth would peakat 11
per cent in the first quarter, which
would be a70-year high.

“The cuts in gas supplies from Russia
over the summer and the drastic price
increases they triggered are wreaking
havoc on the economic recovery follow-
ing the coronavirus,” said Timo Wollm-
ershiiuser, senior economist at Ifo.

Europe’s largest economy, which
shrank 4.6 per cent after coronavirus hit
in 2020, rebounded last year with
growth of 2.9 per cent, according to the
‘World Bank. But in the three months to
June, the German economy stagnated.

Carsten Brzeski, head of macro
research at Dutch bank ING, said he
expected the German economy to start
shrinking in the third quarter as high
energy prices hit consumers and busi-
nesses. “It is like watching a train run-
ninginto a wall and you can see the wall
iscoming,” he said.

some of Germany’s biggest energy
users are cutting back on production.
ArcelorMittal, Europe’s largest steel-
maker, said this month it would switch
off one of the blast furnaces at a steel-
works in Bremen, northern Germany.

However, Ifo sounded relatively
upbeat about German industry, predict-
ingthat “manufacturing and the associ-
ated business services providers will

supportthe economy”.
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Energy crisis

French left steps up pressure on Macron over windfall taxes

AKILA QUINIO — VALENCE AND PARIS
LEILA ABBOUD — PARIS

Activists at a rally of the French far left
sported white T-shirts with the slogan
“tax the rich”, while their leader, Jean-
Luc Melenclmn, accused corporate

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

of enriching
themselves”,

The rhetoric at the event in the Rhone
allme: ahevesend hsir i Tonnh Inft afmmo

leftwing Nupes alliance of 147 MPs,
ich became the second-biggest par-
liamentary bloc after elections in June.
The left is trying to win back support
among working-class voters, many of
whom have backed Marine Le Pen’s far-
right National Rally.
But the bid to secure legislative wins
may prove challenging given the parties
donot always agree on policies or strat-

s ©WT et e #hn b nf o

to help consumers and businesses cope
with inflation.

Macron has sought to neutralise the
left’s campaign. Last week, he urged the
EUto createa “contribution mechamsm
on energy op whose prod

“tax” or “super profits”, suggesting his
aim was really to “limit the scope and
ambition” of suchlevies.

“Our group in the European parlia-
ment and the Nupes at the National
will build on citizen mobilisa-

costs are far inferior to the sale price on
markets”. The European Commission
supports the overall idea and member
states asked it to draw up a detailed

e

tion to make sure that big corporations
will at last pay their fair share of tax,”
shesaid.

The left tried to pass a windfall tax in

narlinmant in Tole thot wonld heon
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YTy SHUTEU LU WIE 1 1S I ans
‘to capitalise on Europe’s energy crisis to
assert itself as the most effective opposi-
‘tion to Presid Macron. It

CEye VS LallLaiuiu wiciuAuly uiucisg

a fruitless opposition,” said Philippe

Pidii. DI USITID TYALL LGNS P UpUSALD

s(mnmt]l the aim uf afinal decision by

dofth

Brun, a Socialist MP, adding that Nupes,
which includes the LFI, socialists, com-

is calling for a broad windfall tax, not
just on some energy producers, as
‘Macron urged Brussels to do last week,
‘but on any companies judged tobe earn-

mu.msts and greens, needs to “bring
wins” to keep sid

'Macron’s government has resisted the

calls to impose broad windfall taxes on

companies prospering from the energy
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France Insoumise (France Unbowed)

party.

The party will back labour unions in
national protests over the cost of living
crisis this month and is usmg its new

crisis as it would clash with its pro-busi-
ness, tax-cutting policies. But it has
forced EDF, the state-cont nuclear
operator, to contribute about €9bn to
treasury coffers by imposing a price cap
on electricity, while renewable energy
operatorshave paid €8bn.

Separately, the government has

position on a parli:
to advocate for the mndfa].l tax. The
campaign is a crucial test for the new

pressed ies such as =
gies, the oil major, and CMA-CGM, the
shipping group, to cut prices voluntarily

* FINANCIAL TIMES

Manon Aubry, an MEP for LFI, said
Macron had avoided using the words

Jean-Luc Mélenchon leads the leftist
charge as the cost of living rises

pariamcnt w july war wuu nave
imposed a 25 per cent levy on a swath of
corporations. But they narrowly losttoa
united front of Macron’s party and the
rightwing Republicains after Total vol-
untarily agreed to cut fuel pump prices.

“The big CEOs clearly have their
friends in the assembly, so we must
carry the people’s voice,” Bompard said
inan interview.

For LFI, street protests matter as
much as its work in parliament, where
its attitude has often been to “radically
oppose anything and everything”, said
Philippe Marliére, a University College
London European politics professor.
The government has repeatedly
accused it of seeking chaos rather than
solutions and vowed not to negotiate
withitor the far right.

INTERNATIONAL

Ukraine’s lightning advance boosts
its case for more weapons from west

Allies express hope that more territory can be retaken but caution Russia’s army is far from beaten

HENRY FOY — BRUSSELS

The rout of Russian troops in north-
eastern Ukraine has raised hopes
among Nato allies that a well-supplied
army could liberate even more terri-

tory, strengthening d

toKyiv.

The unprecedented and widely unex-
pected Ukrainian advance has embold-
ened officials from the US, UK and more
hawkish EU countries, officials told the
Financial Times. They cited private con-
versations over the weekend, given that
the counter-offensive was under way as
western defence ministers met in Ger-
many to discuss maintaining weapons

suj

stayingsilent”

A second official said: “It is 100 per
cent true that more weapons mean
more Ukrainian territory. And less

blood, lesstears”

But western intelligence and defence
officials cautioned that the advance
would not necessarily be repeated all
along the war’s front line and that while
it was likely to force Moscow to reassess
its strategic aims it was unlikely to her-
ald acollapse of Vladimir Putin’s army.

“I'm watching this closely,” a senior
western intelligence official said of the
Ukrainian advance. “[I'm] cautiously

optimistic”

Ukraine’s lightning advance, which
began early last week and in which it
seized critical towns and some 3,000 sq
km of territory, is the biggest military
setback for Russia since it was forced to
retreat from the north of the country in
March after five weeks of failing to

encircle Kyiv.

Oleksii Reznikov, Ukraine’s defence
minister, told the FT that while the
advance had gone “better than
expected”, Kyiv had to be careful not to
be overconfident and allow its front line
supply lines to become overstretched
and risk a Russian counter-attack. “We

have tobeworried,” he said.

Moscow has claimed that the signifi-
cant shift in the war’s front line was the
result of a decision to “regroup” and
move forces further south to repel
Ukrainian attacks in the occupied Kher-

sonregion.

Konrad Muzyka, director of Poland-
based defence analytics company
Rochan Consulting, said it wasnow pos-
sible to imagine Ukrainian forces
advancing to positions they held before
Putin launched his invasion on Febru-
ary 24 —when large parts of the Donbas
region and Crimea were controlled by
Russian proxies and annexation respec-
tively —if western military support was
ma].nuamed and there was no fu]l s&'a.le

of the Russian

ds to rapidly
expand the supply of western weapons

pplies.

“The tone has shifted, without a
doubt,” said a senior European diplo-
mat. “Youwon't really hear anyone talk-
ing against more weapons now, just a
chorus of supporters and one or two

“We are probably now entering the
third stage of this war, where Ukraine
has the initiative and Ukraine gets to
decide what the focus will now be,” said

Mi

harderfromhere.”

uzyka.

“It does not mean that Ukraine will
achieve all that it wants but that now it
gets to choose where the war goes,” he
said, adding: “It is only going to get

Charglng in: Ukmlman service memhers ride mnks dunng a cnunber offensive operation in lecenl days in the Kharklv Tregion —Uissine armed forces/Reuters
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The US, UK and other Nato allies have
pledged to supply Ukraine with weap-
ons worth more than $16bn, but have
only delivered half that so far, according
topublicly available data collated by the
Kiel Institute for the World Economy, a
German think-tank.

‘Western officials have admitted that
weapons shipments have been sporadic
in recent months because of logistical
challenges and concerns among allies
that their own stocks are running low.

The recent advances, which have
involved strategic use of western arms —
particularly high-precision long-range
missiles such as the US-made Himars
system — have supported the argument
of those who say the scale of shipments
and the rate of delivery should increase,
say security officials and analysts. “The
Hunarsalecleaﬂymaklngahuged\ﬁer-
ence,” said the western i

Gabrielius Landsbergis, Lithuania’s
foreign minister, said on Sunday that
allies that had previously dragged their
feet on weapons supplies were guilty of
“appeasement”.

He said the success around Kharkiv
had proved “beyond doubt that Ukraine
could have thrown Russia out months
ago if they had been provided with the
necessary equipment from day one.

“Putin’s genocidal plan to wipe
Ukraine off the map has failed. He is in
no position to negotiate. The war must
end with hisunconditional surrender.”

But other officials cautioned that,
despite the shifting front line, the war
was likely to last for months longer.
Many western capitals believe that the
purpose of increasing Ukraine’s military

istoimprove its position on the
battlefield and thus in any eventual
i

cial. “As has the allied training and
weapons.”

Muzyka said: “If Himars had been
there from Day 1, then the conflict
would have been very different.” He
added that the missile system was likely
to have “annihilated” Russia’simmobile
and exposed supply lines during its
failed assault on Kyiv.

P

“Make no mistake . . . we have to be
prepared for the long haul and be ready
to provide support to Ukraine for aslong
as it takes,” Nato secretary-general Jens
Stoltenberg said on Friday. “Wars are by
nature unpredictable. And we know
that Russia has alot of military capabili-
ties”

See FT View and Opinion

Counter-offensive

Kremlin says
invasion will
goon until all
military goals
accomplished

JOHN PAUL RATHBONE AND
ROMAN OLEARCHYK — KYIV
POLINA IVANOVA — BERLIN

Russia will push on with its invasion of
Ukraine until all military goals are met,
theKremlin hassaid, as it responded to
the counter-offensive in the east in
which Kyiv has reclaimed more than
53,000 sqkm of terrain.

The military setback is the Kremlin’s
biggest since it was forced to reverse
plans to take the Ukrainian capital and
has led to arising tide of recriminations
in Moscow over who s to blame.

President Vladimir Putin had been
fully briefed on the relocation of Rus-
sian forces, Kremlin spokesman Dmitry
Peskov said yesterday. The defence
ministry has acknowledged Russian
troops were pulled back in the Kharkiv
region, but authorities have since
avoided callingita retreat.

“The president is in constant, round
the clock communication with the min-
ister of defence, and with all the military
commanders,” Peskov said.

Asked if Putin still trusted his military
leadership, Peskovreplied that the “spe-
cial military operation” — the name
Moscow gives to its invasion of Ukraine
— will continue, and “will continue until
all the goals that were originally set are
achieved”.

Ukrainian troops yesterday worked
to consolidate gains they had made
since launching the offensive east of
Kharkiv. In Izyum, a key logistics hub
where thousands of Russian troops had
been stationed, Ukrainian soldiers
hoisted the national flag over the central
district government building in the
main square.

Nataliya Humenyuk, spokeswoman
for Ukraine’s southern operations com-
mand, said yesterday that the country’s
forces in the southern Kherson region,
where Ukraine initiated an earlier coun-
ter-offensive, had also liberated about
500 sq km of territory from Russia’s
forces. Towns liberated included
Visokopiylya, Novovoznesenske, Bilo-
hirka, Sukhy Stavok and Myrolyubivka,
shesaid.

Tensions have also risen over artillery
strikes at the Zaporizhzhia nuclear
power plant in southern Ukraine,
which Kyiv and Moscow blame on each
other.

In a phone call with French president
Emmanuel Macron on Sunday, Putin
warned of potential “catastrophic con-
sequences” of what he claimed was
Ukrainian shelling targeting the plant.
Ukrainian officials say it is Russian
forces that are hitting the facility as a
provocation. Macron said it was Russia
that was responsible for tensions at the
site and demanded the withdrawal of its
forces.

Russian media reports appeared to
shiftafter the rapid advances, which fol-
lowed weeks of stalemate.

Over the weekend, Russian state tele-
vision anchors spoke of fierce fightingin
the east, while pro-war reporters and
bloggers wrote frank posts online about
the rout. Other reporters embedded
with Russian troops live-blogged their
experience of the withdrawal and cau-
tioned leaders to learn some lessons
fromthedefeat.
Additional reporting by Ben Hall in London

Queen Elizabeth I1. Period of grief

London prepares for huge influx of royal mourners
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Arrival of millions of visitors

expected to strain security

The mourni
King Charles Il said he wm]ld devnte
hm)self to “the precious principles of
government”, in a cere-

and transport services

JIM PICKARD, DANIEL THOMAS AND ABBY
WALLACE — LONDON
WILLIAM WALLIS — LEWES

London is braced for the arrival this
week of millions of people to mourn the
passing of Queen Elizabeth I1, with some
warned they face queues of up to 30
hours at Westminster to pay their
respects to the former monarch.

The period of mourning, culminating
inthe funeral, is expected to attract vast
crowds, echoing other historic UK
moments including the late monarch’s
coronation in 1953 and the death of
Diana, Princess of Walesin 1997.

The influx is set to strain the capital’s
transport system, lead to shortages of
hotel rooms and pose a security chal-
lenge. Many foreign leaders are due to
attend the funeral on Monday at West-
minster Abbey, including US president
Joe Biden, European Commission presi-
dent Ursula von der Leyen and Austral-
ian prime minister Anthony Albanese.

mony at Westminster that served asa
reminder of the monarch’s constrained
rolein Britain’s democracy.

As Prince of Wales, Charles had called
himself an “inveterate interferer and
meddler”, but the new monarch said last
week that his life “will change” now that
hehasascended the throne.

People will pay their respects by
attending the Queen’s “lie in state”,
when her coffin will be placed on a plat-
form in Westminster Hall, the oldest
part of the houses of parliament, from
tomorrow until the funeral.

Up to 10,000 police will be deployed
in London and 1,500 soldiers will be on
hand to control the crowds.

“It’s a massive challenge for the Met-
ropolitan Police and for me personally.
But we have been preparing for many,
many years,” said Sir Mark Rowley,
head of the Met.

Roads in London will be closed,
patrols visible in key locations, and per-
sonal protection officers will be
stretched as they take care of VIP visi-
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tors. Parm Sandhu, a former chief
superintendent at the Met, said services
would be “stretched”. “The crowds
‘themselves will be a target for terrorists.
The funeral itself will be a target for ter-
rorists,” she told the BBC.

In Westminster Hall, the Queen’s
‘body will be in a closed coffin draped in
the royal standard, the sovereign flag.
Each corner will be guarded by military
units from the Sovereign’s Bodyguard,
‘the Household Division, or the Yeoman

‘Warders of the Tower of London.
Downing Street refused to put an esti-
‘mate on how many mourners are likely
tovisit Westminster Hall, but some gov-
ernment officials privately estimate the
figure could be close to Imn. Number 10
said the numbers would be far higher
than the 200,000 who attended the lie
instate of the Queen’s mother in 2002.
Michelle Donelan, culture secretary,
told MPs on WhatsApp yesterday:
“Queues could be up to 30 hours as we

Paying homage:
the long queue
to Buckingham
Palace in
London
yesterday to
honour Queen
Elizabeth 11,
who died last
week in

Balmoral
Martin Meissner/AP
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are obviously expecting and planning
for unprecedented demand.”

The government said it would lay on
‘water and first aid facilities for mourn-
ers going to Westminster Hall, who will
have wristbands enabling them to visit
the toilet before returning back to their
place in the queue.

The expected large crowds mean
hotels have sold out of rooms in central
London, especially around Westminster
and London’s West End.

One hotel executive said under Oper-
ation London Bridge, the longstanding
plan for the Queen’s death, many rooms
were allocated to police and support
services, others by international media.

This left fewer rooms for visitors from
around the UK and internationally who
‘wanted to pay their respects, she said.

Travelodge, one of London’s largest
hoteliers with 78 sites, said its “hotels in
central London and Windsor are liter-
ally sold out, and demand is growing
strong for our hotels situated near to a
train or tube station throughout Greater
London”.

The average price for a hotel room in
London during the funeral weekend is
almost 40 per cent higher than last year,

according to Trivago, the online book-
ingsite.

Cafes and pubs are getting ready for a
busy week as people come into London,
with some preparing to open immedi-
ately after the funeral ends to capitalise
on demand for food and drink.

After the ceremony in Westminster,
the King flew to Edinburgh, the Scottish
capital, where he attended a thanksgiv-
ing service for his late mother in the
city’s St Giles’ Cathedral, also attended
by the prime minister Liz Truss.

As ceremonial guns were fired from
the ramparts of Edinburgh castle, King
Charles led a sombre procession up
the city’s Royal Mile as the late Queen’s
coffin was transported from the royal
palace of Holyroodhouse to the cathe-
dral.

Thousands of well-wishers lined the

street to watch the procession, many
collecting wristbands that will enable
them to file past the Queen’s coffin
before it is flown to London this after-
noon.
Additional reporting by George Parker, Jas-
mine Cameron-Chileshe in London and
Peter Foster, Lukanyo Mynanda in Edin-
burgh
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Energy

Indonesia says buying Russian oil an option

Widodo considers offer of
discounted fuel in effort
to relieve cost pressures

MERCEDES RUEHL AND JOE LEAHY
JAKARTA

Indonesia needs to look at “all of the
options” as it considers joining other
Asian economies, including India and
china, in buying Russian oil to offset
soaring energy costs, said president Joko
‘Widodo.

The south-east Asian nation has not
imported significant amounts of oil
from Russia for years, but Widod s gov-
ernment is under increasing pressure to
curb rising costs after being forced to
increase some fuel prices by up to 30 per
cent thismonth.

Any muvemlmy Russian oil ata price
above a cap being set by G7 countries
could leave Indonesia vulnerable to US
sanctions as it prepares to host a G20
summit in Bali in November. Widodo
has invited world leaders including Rus-

sia’s Vladimir Putin and Ukraine’s Volo-
dymyr Zelenskyy to the meeting.

“We always monitor all of the options.
If there is the country [and] they givea
better price, of course,” Widodo said in
aninterview with the Financial Times in
response to aquestion on whether Indo-
nesiawould buy Russian oil.

“There is aduty for [the] government
to find various sources to meet the
energy needs of their people. We want to
find a solution,” said Widodo, who is
known as “Jokowi”, at the presidential
palacein Jakarta.

Widodo’s comments underscored the
difficulty many countries face as they
try to navigate geopolitics and the

Indonesia, south-east Asia’s largest
economy, has long followed a policy of
non-alignment with superpowers.
Widodo visited Moscow and Kyiv in
June, justmonths after Russia’s invasion
of Ukraine in February, to personally
invitetheir leadersto the G20 summit.

“Itwould be bad public relations actu-
ally if the government did it [bought

Russian oil] as Indonesia is a non-
aligned nation and was even a founder
of the non-aligned nation movement,”
said David Sumual, chief economist of
Bank Central AsiainJakarta.

Moscow has offered to sell oil to Indo-
nesia at a 30 per cent discount to the

‘We always monitor all the
options. If a country gives
a better price, of course’

Joke Widodo, Indenesian president

international market rate, according to
the country’s tourism minister. Per-
tamina, Indonesia’s state-owned oil
company, said in August it was review-
ingtherisksof buying Russian o

central bank to increase interest rates,
potentiallyhitting economic growth.
“Energy is closely related to the best
interestsof the people,” Widodosaid.
If Inds ia were to join India and

The US last week threatened to
impose sanctions on buyers of Russian
oil that did not observe a planned price
cap and that used western service pro-
viders, such as maritime insurance
companies, in the transactions, increas-
ing the potential risk for those dealing
with Moscow.

China in buying Russian oil, it would
further help Moscow offset much of its
lost income from a fall in shipments to
Europe. An FT analysis of Chinese and
Indian customs statistics showed the
countries imported 11mn tonnes more
oil from Russia in the second quarter,
mmpa:ed with the first quarter.

ia and Russia also have sev-

donesia’s decision to red gy
subsidies this month was spurred by a
threefold increase in the costof fuel sub-
sidies from the original budget, to
Rp502.4tn ($34bn).

The economy has weathered the
energy crisis thanks to strong domestic
consumption and high prices for two of
its biggest exports, coal and palm oil,
with gross domestic product growing
5.44 per cent in the second quarter from
ayear earlier.

Yet the rising fuel prices are expected
to push inflation higher and force the

eral large energy projects planned,
including a $16bn oil refinery in East
Java being built by Pertamina and Rus-
sia’s Rosneft. Russia’s state-owned Zaru-
bezhneft has a half stake in the Tuna oil
and gas exploration block in the souLh
China Sea, an area close to

Blvalent vaccines

US criticised
for rolling out
Covid booster
jab without
human data

JAMIE SMYTH AND CAITLIN GILBERT
NEW YORK

Health experts have warned that the
Us decision to introduce new Covid
boosters without clinical testing on
humans risks denting public trust and
increasing hesitancy about vaccines.

The Joe Biden administration is using
the bivalent boosters, which contain the
original Covid strain and the genetic
code of the Omicron sub-variants BA4
and BAS, to i inst the virus.

maritime border with Vietnam.
Widodo said other leaders expected
toattend the G20 summit included Chi-
nese president Xi Jinping and US presi-
dent Joe Biden. The Ukrainian president
may makeaspeechvirtually, headded.

Africa. Education

Strike weighs on Nigerian university students

Long-running dispute shows no

sign of ending as government

grapples with economic woes

AANU ADEOYE — LAGOS

Social work student Favour Irabor had
been hoping to graduate from the Uni-
versity of Lagos at the end of the year.
Butjustas the 23-year-old began writing
her thesis, the main trade union repre-
senting Nigerian university lecturers
began a four-week “warning” strike
over pay.

More than six months later, Irabor
and the 1.7mn students who attend gov-
ernment-funded universities in Nigeria
— some 95 per cent of those studying for
degrees — remain at home as negotia-
tions between the government and the
Academic Staff Union of Universities
are deadlocked.

“I was hoping the strike would be
resolved in two months,” said Irabor.

The dispute is part of a crisis in educa-
tion that affects students of all ages in
Africa’s most populous country. The UN
Children’s Fund estimates 18.5mn Nige-
rian children aged 5-14 are out of school,
more than anywhere else in the world.
Attacks on schools by jihadis in Nigeria's
north-east and armed kidnappers in the
north-west have compounded a prob-
lem caused by poverty, early marriage
and teen pregnancies. More than 80 per
cent of children who enrol in schools
drop out after the ageof14.

The latest industrial action, in which
the ASUU’s 61,000 members have
walked out, comes at a time when uni-
versity students had barely returned to
classes in the aftermath of 2 10-month
lecturers’ strike and Covid-19-enforced
school closures in 2020.

University funding lies at the heart of
the dispute. Nigeria has subsidised
higher education to redistribute the
nation’s wealth since it began earning
massive oil profits in the 1970s. But the
population has quadrupled to 200mn
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On the march:

union members
rally in support
of striking
university staff
near Lagos in
July — pis Utomi Erpei
AFRIGefly Images

showed Nigeria generated $3.8bn but
spent $4.5bn to service debt. The gov-
ernment borrows heavily from deep
domestic capital debt markets to keep
afloat.

The government missed its revenue
target in the first four months of 2022 by

how best to fund tertiary education.
Nigeria allocated 7.9 per cent of its most
recent budget to education, up from a
decade low of 5.6 cent in 2021, with
N335.4bn ($797mn) going to universi-
ties. Of the 170 universities registered in
the country, 106 are funded almost

49 per cent and oil are 61 per
cent below budget forecasts despite ris-
ing oil prices. Nigeria, Africa’s biggest oil
exporter, is producing well below its

by the federal and stats
ernments.
Government involvement has kept
fees low. In 2019, the most expensive

‘Every sane
country
should find
asolution
when
something
like this

versities will become unaffordable ina
country where more than half of its citi-
zens live below the $2 a day poverty
threshold.

The ASUU, in a said the

It has bought 171mn doses of the
BioNTech/Pfizer and Moderna boosters
for $5bn and fast-tracked their authori-
sation before human trials are com-
plete, hoping that they provide better
protection against the dominant vari-
ants than existing Covid vaccines.

As doses began arriving at pharma-
cists this week, US officials said the roll-
out marked an “important milestone”.
In the future, people would probably
require only annual boosters just as they
takeayearly influenzajab, they said.

But several health experts noted the
boosters had yielded only limited data
from a small number of tests on mice.
They say there is no evidence that they
provide better protection against infec-
tion or severe disease than existing jabs.

“without the data and getting a
human response in at least a limited
number of people you just set it up for
the anti-vaxxers, anti-science [people],”
said Eric Topol, founder and director of
the Scripps Research Translational
Institute. “There are already groups
calling it the mouse vaccine . . . Wehave
a trust problem in this country and we
donotneed tomake it worse.”

The US approach diverges with that of
the EU, where regulators have said they
want to review clinical data before
authorising the latest generation of
bivalent boosters.

Last month, the UK became the first
country to approve a bivalent booster.
But it waited for clinical data to approve

‘There are already groups
calling it the mouse
vaccine. We have a trust
problem in this country’

ashot targeting the original Covid strain
and the BA1 sub-variant, which has
since beensuperseded by BA4/BA5.

Experts say vaccine hesitancy is just
one of several clm]lenges facing the US
booster camp:

Two-and-a-] half Yyears into the pan-
demic, there is growing public compla-
cency towards Covid, as most people
have contracted the virus and been vac-
cinated. The Biden administration has
also failed to secure $22.4bn additional
funding from Congress, which could
restrict its ability to replenish vaccine
supplies.

“people have booster fatigue. They
feel . they are mostly protected and
the; islargely behind them. So

government’s “poor management of the
economy” was the primary reason its
demands could not be met. “There is
wasteful spending, mi fation of

Ithink there will be less interest in these

boosters,” said Paul Offit, director of the

Vaccine Education Centre at Children’s
o F

PRSI

funds and outright stealing of our collec-
tive patrimony,” it said. A presidential

Offit was one of two members of an
Food and Drug Administration advisory
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since the policy was introduced, causing
the cost of tertiary education to soar. A
large number of federal universities
have been established and the govern-
ment has taken over several non-per-
forming state universities, further rais-
ingcosts.

Nigerian universities should be allo-
cated the equivalent of $1.2bn a year
under an agreement reached between
trade unions and government in 2009.
Theunion wants that torise to $2.6bn.

The government has said it cannot
afford the bill for funding universities. A
fiscal report for the first quarter of 2022
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daily Opec targets because of pipeline
vandalism and poor infrastructure.
Expensive petroleum subsidies have
prevented it from benefiting from high
crude prices.

Cheta Nwanze, partner at SBM Intelli-
gence, a consultancy in Lagos, said terti-
ary education had become a “burden”
that the government could not ade-
quately fund. He said the government
was responsible for too many tertiary
institutions and should focus on
improving basic education to make a
greater impact on people’slives.

Policymakers and unions disagree on

tuition fee at a federal university cost
the equivalent of $200 a year, whereas
private universities charge as much as
$5,000.

Some experts have called for institu-
tions to increase tuition fees to levels
charged in other so-called middle-
income countries. In South Africa, the
continent’s most industrialised econ-
omy, tertiary institutions earn more
revenue from tuition fees and other
sources than they get from the govern-
ment.

But the Nigerian teachers’ umon
opposes raising student fees, i

happens.
This is not
normal’

spokesman declined to comment on the
accusations, and Adamu Adamu, edu-
cation minister, did not respond to
requests for comment.

Disruption of the academic calendar
has left students in limbo. Sodiq Mus-
tapha, a second-year dentistry student
at the University of Lagos who has been
filling time tutoring secondary school
students, said the situation was dis-
heartening and students felt neglected
bythe government.

“Every sane country should find a
solution when something like this hap-
pens,” he said. “Thisis not normal.”

panel to vote against asking Pfizer and
Moderna to develop the bivalent vac-
cine without clinical data showing it
performed better than the existing jab.
“What bothers me in this is that we
are willing to move forward with a vac-
cine with no human data? I just think
that’salotto ask people;” he said.
Vaccination and booster rates in the
US lag behind other developed coun-
tries. Authorities said the threat posed
by waning immunity and the potential
for a wave of infections in the autumn
justified its decision to roll out bivalent
boosters without clinical data.
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US economy

Consumers’ inflation and home price expectations ease

LYDIA TOMKIW — NEW YORK

US consumers’ economic outlook
eased furtherin Augustas inflationand
home price growth expectations
declined, an improvement that is still
unlikely tolead the US central bank to
loosen monetary policy at its next
meeting.

C ’ inflation
the next 12 months fell to 5.7 per cent in
August from 6.2 per cent in July, while
the three-year inflation expectation
measure fell to 2.8 per cent from 3.2 per

Perceptions about huusehuld.s cur-
rent financial situati
ayear ago improved, the bznks ecuno-
mists said, with fewer h

sumer sentiment is probably still not
enough to deter the Federal Reserve
from impl athird

reporting a worse situation than a year
ago.

The improving outlook comes ahead
of today’s release of the closely watched
consumer price index for August, which
is expected to report a second consecu-
tive monthly decline in the annual rate
of inflation.

Analysts polled by Reuters expect
August’s consumer price index to regis-

075p tits pol-

Federal Reserve
chalr Jay Powell
has sald the bank
will act so Inflation
does not become
entrenched

icy meeting later this month, as Fed
chair Jay Powell said last week that the
US central bank would act “forth-
rightly” to make sure elevamd inflation

doesnotb

Consumers are more optimistic that
petrol prices and home prices, two big
drivers of inflation over the past few
months, will not increase significantly
in the year ahead. Expectations on
home price growth fell to the lowest
reading since July 2020, with median
home price expectations down 1.4 per-
centage pointsto 2.1 per cent.

Home prices soared during the pan-
demic as a lack of inventory and low
interest rates fuelled strong demand.

High prices, as well as the Fed’s policy
tightening campaign. mortgage
rates to their highest level since 2008,
have since tempered demand from
potential

cent, to the Federal Reserve  terareadingof 8.1 per cent year onyear,

Bank of New York’s survey of consumer ~ downfrom 8.5 per cent in July.

expectations. But the recent imp: in con-
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Chain reaction Uranium price powers ahead as nations increasingly turn to nuclear option during energy crisis © MARKETS, PAGE 8

Companies & Markets

Goldman set to
fire hundreds
as dealmaking

activity slows

e Annual jobs cull returns after Covid
o Fears over growth in US and Europe

JOSHUA FRANKLIN — NEW YORK

Goldman Sachs is planning to imple-
ment a round of lay-offs in the coming
weeks that threatens to result in hun-
dreds of job losses among the bank’s
employees, according to a person
briefed on the matter.

In a sign of the dealmaking slowdown
on Wall street, Goldman will restart its
annual cull of underperforming bank-
ers, which it paused during the Covid-19
pandemic at a time when banks were
struggling to keep pace with their work-
load.

The process typically results in
between 1 and 5 per cent of company-
wide employees losing their jobs, with
the impending review set to result in

The move reflects the
feast-or-famine nature of
the banking industry after
ablockbuster year

The planned lay-offs are indicative of
broader concerns in finance of job cuts
amid a drop-off in dealmaking activity
and a slowdown in economic growth in
the US and Europe.

The move reflects the feast-or-famine
nature of the banking industry, with the
planned cull coming after a blockbuster
year of profitsin 2021 for the sectorasa
whole.

In investment banking, Goldman's
revenuesin the first six months of 2022
were down 38 per cent year on year, a
smaller drop than at peers JPMorgan
Chase and Morgan Stanley.

Revenues have fallen 83 per cent in
asset management while the bank is
a review of its

consumer division.

The drop-off has been particularly
acute on equity capital markets desks as
stock market listings have dried up.

One bright spot has been Goldman’s
trading division, where revenues are up
15 per cent year on year and accounted
for almost three-quarters of the bank’s

lay-offs towards the lower end of that
range, the person said.

At the end of June, Goldman had
about 47,000 employees across invest-
ment banking, trading, asset and wealth
management, consumer banking and
operational functions.

A Goldman spokeswoman declined to
comment. The lay-offs were first
reported yesterday by the New York
Times.

Goldman finance chief Denis Cole-
man had telegraphed the job losses in
July when he said the bank was looking
at ways to cut costs, including reintro-
ducing the year-end performance
reviewof itsemployees.

The Financial Times previously
reported that Goldman had paused hir-
ing some replacements for departing
bankers.

totalnet: in the first sixmonths
of 2022

Compensation and benefits are the
biggest expense item for banks such as
Goldman. For its revenue-generating
employees, the bulk of pay typically
comes in the form of year-end bonuses,
giving the bank flexibility to lower costs
inafallowyear.

However, adjustments in variable pay
are often accompanied by laying off
employees who are ranked poorly by
managers.

AtGoldman, compensation and bene-
fits were down 31 per cent year-on
year-in the first six months of 2022, a
steeper drop than the 25 per cent fall in
netrevenues.

Morgan Stanley chief executive James
Gorman said in July that the bank’s
“ultimate weapon” to manage a slow-
down s pay.

MARK WEMBRIDGE

Rupert Soames is to retire as chief
executive of Serco after leading the
London-listed contractor for more
than eight years, saying it was now
“time to outsource myself”.

Soames, who steered the company to
recovery after it teetered on the brink
of collapse in 2013, will step down as
chief executive and from the board at
the end of the year. He will be replaced
by Mark Irwin, head of Serco’s UK and
Europe division.

“It has been the privilege of my
working life to lead Serco for the last
eight years. My respect and admira-
tion for the wonderful team of people
at Serco . . . is unbounded,” Soames
said ina statement.

Sharesin Serco fell nearly 7 per cent
to 168p yesterday, below the roughly
270p price when Soames took over in
May 2014. That year, Serco posted a
£990mn loss from revenues of
£3.95bn. In 2021, the group reported
pre-tax profit of £192mn from reve-
nuesof £4.4bn.

Soames, a grandson of Sir Winston

Journey's end Soames ‘outsources himself”
after eight years steering contractor Serco

a

Twitter
whistleblower
will testify to
Senate panel

HANNAH MURPHY — SAN FRANCISCO

The former Twitter executive ulrned
histlebl e T

to Elon Musk’s attempt to back out Df

buying the social media company is

set to discuss his concerns over the

platform’s security in a US Senate

hearingtoday.

‘Twitter’s ex-chief security officer, Peiter
“Mudge” Zatko, will appear before the
Senate Judiciary Committee in a session
that will thrust Twitter’s cyber security
practices into the spotlight — and could
shape the future of Musk’s high-stakes
legal battle with the company.

Zatko, who was fired by Twitter this
year, filed a complaint to US authorities
in early July alleging that Twitter had
misled users and regulators about itslax
cyber security practices, and raised con-
cerns aboutbots on the platform.

The accusations were seized upon by
the Tesla founder, who is already suing
Twitter in order to get out of his $44bn
deal by arguing that it underestimated
the number of bots on the platform and
‘misled regulators on that matter.

On Wednesday, a Delaware judge
agreed to consider Zatko's allegations as
part of that case after Musk’s team
asserted that, if true, they would consti-

=~ e o
On line: Serco’s Caledonian sleeper, which Rupert soames used to visit his

Churchill, became chief executive
when the outsourcer was weighed
down by scandals involving the
manipulation of data for out-of-hours
healthcare services, and for charging
the UK government for electronic tags
on prisoners who had died or were
back behind bars. He was poached
from power supplier Aggreko with a
remit to turn the group round.
Soames narrowed Serco’s focus to

Rupert Soames, r B
who led Serco 1o % &
recovery after R dz:‘
taking charge as é &f}
It teetered on the -

brink A

government contracts, during a
period in which rivals Interserve and
carillion collapsed while Capita has
struggled to rebuild after a series of
rofit warnings.
The FTSE 250 group, which runs
prisons, immigration facilities, secu-
rity and transport for governments
across the world, was one of the pro-
viders of the UK’s much criticised

L
estate —rober

Covid-19 testing programme. Serco
also operates the Caledonian Sleeper
— the train service between England
and Scotland that Soames has used to
visit his Highlands estate —which was
hit by strikes over pay and conditions
last year.

He kept what he called a “shit-o-
meter” on his desk — a lavatory brush
to remind him of the gravity of the
problems a company focused on pub-
licsector contracts could face.

Soames drew the ire of corporate
governance groups when he received
a pay package of almost £5mn in
2020, a year when the outsourcer
attracted controversy over its role in
the Covid test and trace programme.

Irwin will be paid a basic salary of
£800,000, below Soames’s £850,000,
as well as pension contributions and
short-term and long-term perform-

ancel the deal.

Zatko has also been subpoenaed by
Musk’s team to testify at the trial, which
is set for early October. Separately on
Friday, Musk’s lawyers said in a letter to
Twitter that the company’s $7.75mn sev-
erance payment to Zatko in June was
made in breach of the merger agree-
ment, and therefore constituted “an
additional basis toterminate” the deal.

According to Musk’s lawyers, the pay-
ment violated a clause in the merger
agreement stating that the company
should not make severance payments
outside of the “ordinary course of busi-
ness” without consulting Musk first.

Musk was not notified nor asked for
consent, his lawyers said, but only
found out about the payment on Sep-
tember 3 through legal filings. Yester-
day Twitter’s lawyers dismissed the
accusations on the payment as “invalid
and wrongful”, adding it “intends to
enforce the Agreement and close the

He joined Serco in 2013 and previ-
ously ran the group’s Asia-Pacific divi-
sion. Before Serco, he worked in pri-
wvate equity roles in the US and China,
and for GEinthe US and Australia.
SeeLex

tr ion on the price and terms
agreed upon with the Musk Parties”.
Twitter’s lawyers earlier said Zatko’s
allegations that the company misled its
risk committee on cyber security mat-
ters were investigated internally and
“found to be without merit”.

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F 13&ts=20220912194618&uq=20220804103507
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INSIDE BUSINESS

tis a measure of quite how jittery

the world feels right now that we

have been awash with “Lehman

moments” in recent months. The

implosion of China’s Evergrande
late last year was portrayed by many
observers as a potential Lehman
moment for the overleveraged Chinese
property sector. The crypto collapse in
Marchwas another.

Yet it is noteworthy, alarming even,
when a government minister makes the
analogy. Last weekend, Finnish econ-
omy minister Mika Lintili compared
today’s energy crisis in Europe with
Lehman Brothers’ role in the financial
meltdown of 2008 as he unveiled a
€10bn loan and guarantee package to
safeguard his country’s energy sector.

Hyperbole or not, he was almost right
on one point. Without intervention, an
existential crisis loomed for many
energy companies, putting pressure on
the banks that lend to them or the clear-
ing houses known as central counter-
party (CCP) exchanges that intermedi-
ated those finance contracts.

Such are the sky-high prices and
the market dysfunction, triggered by
Vladimir Putin’s invasion of Ukraine
and his curtailment of gas supplies to
Europe.

Though Finland and Sweden were
alone in acting a week ago, others have
followed. European leaders gathered in

All pages from Financial Times (Asia), Tuesday, September 13, 2022

Prague on Friday to discuss a co-
ordinated bailout package, including
state guarantees, and a range of other
measures. “The world should remem-
ber Lehman,” I wrote back in March,
“and brace for a global financial and
economicshock”

Financial policymakers insist that
they have absolutely been braced —not
justfor this shock but for many others.

They point to the robustness of the

ing system in the face of Covid and
now in the face of the energy meltdown
and rampantinflation.

This, they say, proves the success of
post-2008 financial regulation when
bank capital and liquidity rules were
toughened. Elaborate mechanisms
were put in place then to allow authori-
ties to put failing banks into orderly
wind-down and most derivatives trad-
ing was routed

monitored
CCPs, rather than
being executed in
obscure over-the-
counter deals.

The banking sys-
tem has indeed
been robust —
though largely thanks to state interven-
tions before economic stress could
reach the banks.

‘Wwithout Finlandsrescue package and energy pricing and hedging is damn-
a similar one in Sweden the day before, similar to the oversight of flawed
the local Nasdagq clearing house, or the funding models of poorly supervised
banks that are its members, would have banks in the run-up to 2008.

been left to bear the stress.

Similarly in 2020 and 2021, vast
Covid relief packages granted to busi-
nesses around the world staved off the
risk of mass bank loan defaults.

It is tempting to dismiss such events
as unavoidable and exceptional, and
deserving of exceptional government
intervention. But more could still be
done pre-emptively to mitigate their

Energy crisis should spur a banking-style regulatory overhaul

Finland’s economy
minister compared today’s
energy crisis with Lehman
Brothers’ role in the 2008
financial meltdown

impact. The 2008 financial crisis high-
lighted the critical nature of the banking
system and triggered a regulatory
restructuring to safeguard it better. But
the policymaking was blinkered.

CCPs were consciously turned into
systemically important structures in
that post-crisis crackdown but regula-
tors accepted the exchanges’ argument
that tough collateral management ren-
dered high capital levels as buffers for
risk unnecessary. The Nordic experi-
ence raises further doubts about that
assumption.

In the core energy market itself, cues
could and should have been taken from
post-crisis financial regulation. Around
2008, Libor and Euribor, the borrowing
benchmarks that sometimes had been
casually calculated on the basis of imag-
inary ions, proved
manipulable and artificially costly for
banks that had products tied to them.

In a similar way now, the so-called
TTF benchmark hasbeen proventobea
flawed gas price metric for electricity
markets — manipulated in effect by
Putin. Given the dominant role of Rus-
sian gas in that mechanism, its manipu-
lation could have been foreseen.

Yet only now are EU policymakers

a

More broadly, the weak regulation of

‘We are being punished now for not
understanding the fragility of our
energy systems. As well as tackling this
crisis, p must be p i
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in ensuring that all our cnhcal infra-
structure — energy, water, the internet
— is as robustly regulated as the banks
were after 2008.

patrick jenkins@ft.com
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Property

Office glut forces HK developers to be flexible

City records high vacancy
rates after lockdowns and
exodus turn the tables

PRIMROSE RIORDAN

AND CHAN HO-HIM — HONG KONG

MERCEDES RUEHL — SINGAPORE

Hong Kong’s property developers are

having to construct more flexible leas-

ing offers to attract businesses as the

city faces more than 246 football fields

of excess supply of office space by 2025.
With Covid-19 isolation policies tip-

ping Hong Kong’s economy into reces-

sion, companies such as Société Géné-
rale and Deutsche Bank have downsized
inthe mrritury over the past WO years.

dan

ply ... which means rental will be
under pressure.”
The lugher vacancy rates are already

exodus of foreign and local residents

lopers, which had become
accustomed to easy profits over the

and paused the return of mai d Chi-
nese groups, which had been expected
totake upspace.

“The leasing market, if [it's] not at the
bottom, it’s reaching the bottom and
will remain [there] for some time,” said
Paul Yien, executive director of office
leasing advisory at JLL in Hong Kong.
“There’s a lot of space to absorb and
digest. There is a lot of new sup-

y

Henderson Land Development, one
of Hong Kong’s biggest property devel-
opers, reported a 34 per cent drop in
first-half profits year on year to
HK$5.1bn ($650mn).

1In a rare move in a city where land-
lords have long ruled, some tycoons are
introducing more flexible contracts to
attract tenants. New World Develop-

ment, run by Chow Tai Fook’s Cheng
family, is offering a six to nine-month
cooling-off period for its new 11 Skies
Pproject near Hong Kong airport, two
people familiar with the matter said.
Hong Kong has consistently had the
world’s most expensive property mar-
ket due toits limited space and strategic
locmun near the Chinese manu.(acl:ur
-hnology hubin

ble. According to property agency Col-
liers, the prime office vacancy rate had
grown to 12.3 per cent as of August.

savills, the real estate firm, estimates
there will be a total of 17.2mn sq ft of
available grade-A office space over the
next four years with an expected annual
take-up rate of 1mn sq ft per year, lead-
ing to an oversupply amounting to
nearly 250 football field.

CBRE Group, the real estate invest-
ment firm, estimated vacancies in the
city hit 11.9 per cent at the end of the
first half, the highest since the third
quarter of 2003, with 9.8mn sq ftavaila-

Panasonic, Nielsen, Deutsche Bank,
standard Chartered, Nomura, UBS, BNP
Paribas, Société Générale and National
Australia Bank have all downsized in
thecity over the pasttwoyears.

Some mainland banks are still
ling in Hong d gl

over the Chinese economy am‘] burder
restrictions. In August, China Interna-
tional Capital Corporation leased floors
in Sun Hung Kai’s International Com-
merce Centre in Kowloon. Deutsche
Bank gave up space in the same building
ayear before.

Office rents have dropped 27 per cent
from mid-2019, according to Cushman

& Wakefield Research.

Atth time in Si savill:
is forecasting top-graded ufﬁce rents
will rise 3 per cent in 2022.

HMRC claims it was misled

ahead of £141mn payments

from flagship property fund

KADHIM SHUBBER AND
GEORGE HAMMOND — LONDON

Property tycoon Jamie Ritblat is battling
the UK’s tax authority over tens of mil-
lions of pounds that HM Revenue & Cus-
toms claims is owed by him and his real
estate investment firm, Delancey.

HMRC claims income and employ-
ment-related taxes are owed on £141mn
of profits from Delancey’s flagship fund
that was paid froma trust to 24 employ-
ees, incdluding Ritblat.

The payments began months after
HMRC accepted just £400 in a 2015set-
tlement that barred the agency from
collecting further taxes from the trust’s
beneficiaries or Delancey. HMRC now
alleges the deal was agreed on the basis
of misrepresentations made by
Delancey and the trust through advisers
EY and law firm Olswang during the set-
tlement negotiations.

The dispute threatens to cast a
shadow over one of the UK’s best known
property investors, whose portfolio
spans several of London’s biggest regen-
eration projects, such as the Earl’s Court
development.

Ritblat and Delancey have asked the
High Court to hold HMRC to the 2015
deal, which would leave the £141mn in
effectuntaxed apart from the £400 set-
tlement payment. HMRC has sought to
tearup the agreement.

[ SN PR Y

Financials. Court battle

Ritblat in tax fight over employee trust

Delancey,
launched by
Ritblat, below,
in 1995, sealed

Anaioelanar

Olympic Athletes’ Village in Stratford,
eastLondon, in partnership with Qatar’s
sovereign wealth fund. In 2019, along-
side Dutch pension ﬁmd APG, De]anoey

-3

butions had been made, according to
HMRC. In January 2016, the trust paid
£10mntoRitblat.

In the tax years 2015 16 to 2018-19,

P I DR O

tal position of £125mn. The court filing
quotes from a summary of “key facts”
provided by EY that refers to the DV4
Trust uwesung;_l,nun intoa“BVI Tpart-
Salaan

e L? et

‘HMRC
have been
challenging

Dickins & Jones building on Regent
Streetin central Londonin2006.

The scheme involved transferring the
property to a BVI partnership on the
same day that DV3 bought it for the
same price. HMRC lost twice in the tax
courts before finally winning at the
Courtof Appeal in 2013.

The trigger for this latest tussle was
Ritblat’s 2015-16 tax return, filed in Jan-
uary 2017, accordingto the HMRC filing.
The return disclosed the £10mn pay-
ment from the DV4 Trust in January
2016. The tax authority opened an
inquiry into his tax return in December
2017, beginning years of legal wrangling.
In January 2018, Ritblat’s representa-
tives gave HMRC a letter from Harbour
statingthat it as trustee had exercisedits
discretion to award him £10mn.

In February 2020, Ritblat’s lawyers
provided HMRC with accounts for the
BVI partnership and the DV4 invest-
ment fund entity, prepared by EY the
HMRCfil The partner:
ried interest shares in the fund entity as
of March 2015 were worth £133mn, and
the DV4 Trust owned 95.5 per cent of
the partnership.

Inits filing, HMRC said that if it had
had the full picture of the DV4 Trust at
the time, it would not have agreed to the
£400settlement.

The stakes for Ritblat and Delancey
are significant. Ritblat initially went to
the tax tribunal to force HMRC to close
its inquiries into three years of his per-
sonal tax returns from 2015-16 to
2017-18. He succeeded, but the closure
notices HMRC issued in September
2020 claimed he owed income taxes on

IR,
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11 JUIE COULL IR, FMKL Sai 1
was not “at this stage” alleging the
claimed 2015 misrepresentations were
made fraudulently or recklessly.
Delancey said: “Unfortunately, pro-
ceedings had to be brought against

uears ey
for the 2012
Olympic
Athletes’ Village
in stratford,
east London

it
HMRC as they have breached the terms
of an agreement in respect of an
employee benefit trust settlement
opportunity which they publicly initi-
ated and offered tohundreds of employ-
ersand trusts.”

The company added: “We believe that
this agreement is valid and strongly
rejectthe allegation that misrepresenta-
tions were made by the trust, its profes-
sional advisersand Delancey.”

HMRC said: “We are committed to
ensuring that everyone pays the right
taxunder thelaw.”

Law firm CMS, which merged with
Olswangin 2017, said: “HMRChas made
no allegations of wrongdoing against
CMS (formerly Olswang) and thereisno
basis for their doingso.”

EY said: “We strongly refute any sug-
gestion of wrongdoing by EY.”

The son of Sir John Ritblat, who grew
British Land into a multibillion-pound
landlord and developer, Jamie Ritblat
has carved out his own reputation since
launching Delancey in 1995.

Ritblat’s landmark deals came in the
wake of the financial crisis: Delancey
took rival developer Minerva private
in 2011 and spun off the company’s
assets, before purchasing the 2012

All pages from Financial Times (Asia), Tuesday, September 13, 2022

UUUZLL LIE RALLS LOULL EAIIUILULL a1y
surrounding land in west London for
£425mn.

‘The firm has donated £350,000 to the
Conservative party since 2011, includ-
ing a £100,000 gift in 2020. The com-
pany operates as an adviser to funds
thatinclude outside investors.

The battle between Ritblat and HMRC
centres on a trust set up in 2007 as
Delancey raised €1.5bn from investors
for its flagship client fund, known as
DV4 Limited.

The DV4 Trustis an employee benefit
trust and held the Delancey employee
profits, also known as carried interest,
from the DV4 Limited investment fund.
sitting between the two entities was a
British Virgin Islands partnership. The
DV4 Trust owned most of the partner-
ship, and the partnership in turn owned
shares entitling it to 20 per cent of DV4
Limited’s profitsif the fund achieved at
leasta7 per centannual return.

DV4 Limited did not beat the 7
per cent hurdle rate until the finan-
cial year ending March 2014,
according to the June HMRC court
filing, which cites the DV4 Limited
and partnership accounts. Carried
interest then began accu-
mulating, totalling
£133mn by March
2015.
At the time of the
£400 settlement in
July2015, no distri-

WIE LYE 11USL ILEUE WSLIUULOLS W
Delancey employees totalling £141mn,
of which £63mn went to Ritblat person-
ally, according to HMRC.

Employee benefit trusts were once
widely used as tax avoidance vehicles.
Companies would receive tax deduc-
tions on payments into EBTs, but the
employee beneficiaries would not have
an immediate corresponding tax liabil-
ity. HMRC has cracked down on EBTs
formore than a decade and in 2011 laws
wereenacted to further curtail abuses.

“HMRC have been challenging EBTs
for some years and nearly always win,”
said Catherine Gannon, founder of the
law firm Gannons.

Between 2011 and 2015, HMRC
invited employers to resolve any liabili-
tiesrelated to such trusts through nego-
tiation rather than litigation. In 2015,
the DV4 Trust entered the settlement
programme.

DV4's trustee was Harbour, a Cayman
Islands-based fund services company.
Harbour did not respond to arequest for
comment. The trustee’s tax and legal
representatives were Delancey’s long-
time advisers EY and Olswang. HMRC
says both advisers were also acting on
Delancey’s behalf in settlement talks.

HMRC in its June court filing alleged
EY played down the significance of the
DV4 Trust during the settlement negoti-
ations by referring to just £1,000 in
assets it had in 2008 and not telling
HMRC that by March 2015t had a capi-

LELSIIP  AWLESIUE WIIU-pPaILy ves-
tors who made equivalent investments.
The portions quoted in the filing do not
describe the partnership being a vehicle
for carried interest rewards from the
Delancey fund.

HMRC alleges the document gave the
false appearance the partnership was an
army’slength commercial investment.

The trust in 2008 allocated portions
of its ownership of the BVI partnership
tospecific Delancey employees. EY pro-
posed asettlement of £400 to be paid by
Harbour on the basis that in 2008 the
value in the trusthad not changed since
the initial £1,000 invested by the trus-
tee.

“It is considered unlikely that there
would have been any change in the
value of the investment [the trusthasn’t
received any return whatsoever]. Also,
as a third party paid an equivalent
amount and since that also represents
100 per cent of the trust assets, we con-
sider that this is reasonable in the con-
text of avoluntary settlement,” EY part-
ner Jim Wilson wrote in an email to
HMRC in June 2015. HMRC accepted the
offer and agreed the £400 settlement
with clauses blocking it from seeking
additional taxes from Delancey or the
trust’s beneficiaries.

Delancey is no stranger to fights with
the taxman. Ritblat’s previous fund,
DV3, had attracted HMRC's ire over a
scheme to avoid £2.6mn worth of stamp
duty tax on its £65mn acquisition of the

EBTs for

some years
and nearly
always win’

SLOEII UL PAYLLIEILS 11ULL LIE LIV
Trust in those three tax years. The
notices were accompanied by side let-
ters noting that HMRC could make fur-
ther arguments that he owed other
taxes on the payments that would make
hisliability much larger.

Ritblat has appealed against the clo-
sure notices in the tax tribunal. He also
sued HMRC in the High Court in 2021,
seeking a declaration that the 2015 set-
tlement precluded HMRC from making
the “threats” he claims it did in the side
letters.

HMRC has denied making threats and
issued a counterclaim in that case in
June this year. The tax authority has
argued that if the 2015 settlement is
upheld, then it should be entitled to
damages from Delancey and Harbour
forlosttax revenue.

Ritblat and Delancey are due to file
their response to the counterclaim by
theend of this month.

The HMRC counterclaim noted other
Delancey employees had sought to use
the 2015 settlement to avoid taxes on
DV4 Trust payments, including manag-
ing director Paul Goswell, a member of
the council atKing’s College London.

This year, HMRC opened a new front,
suing Delancey for £32mn of national
insurance contributions it claims is due
onthe £141mn of total distributions the
DV4 Trust made between 2016 and
2020. The lawsuit has been stayed pend-
ingresolution of the other cases.

Employment

Part-time jobs and cost-of-living pressure bring record number of UK over-65s back into work

DELPHINE STRAUSS

Arise in part-time work drove employ-
ment among Britons over the age of 65
toarecord high of almost 1.5mn in the
second quarter of 2022, the Office for
National Statistics revealed yesterday.

The increase in people working past
what was until recently the state pen-
sion age could reflect rising cost of living
pressures forcing some out of retire-

Both therate of increase and the level
of employment were the highest on
record, according to the ONS.

Working lives have over time length-
ened in the UK as life expectancy
improved and the government imple-
mented successive increases in the state
pension age, which rose to 66 at the end
of2020.

The latest figures mark a return to
this long-term trend, following a dip

ers in the 50-64 age group, many of
‘whom dropped out of the workforce
during the pandemic and have yet to
return.

Their inactivity rate is a significant
concern for the Bank of England,
‘because the reduction in the size of the
labour force is making it harder for
employers torecruit and adding to infla-
tionary pressures in the economy.

The ONS noted that while payroll

ment, d inthe US.
In the three months to June,
1,468,000 people aged over 65 were in.
work, ajump 0f174,000 from the previ-
ous quarter, taking the employment
rate for this age group to 11.9 per cent.
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duringth ic, when
many older people were furloughed or
chose to stay away from workplaces
amid health concerns.

There has, however, been no such
rebound in employment among work-

p. among the over-65s had
returned to its previous steady upward
trend, the rebound in self-employment
hadbeen much sharper.

older people who had recently joined
the labour market also tended to work

s

In the 3 months to June, 1,468,000
people aged over 65 were in work

relatively few hours, the ONS added,
reducing the average working week for
that age group.

This could suggest that people are
turning to contract work to top up their
incomes as prices rise and stock market
falls erode the value of retirement sav-

ngs.

‘Wworkers could also be attracted by
rising wages in sectors where labour
shortages have led employers to hire
froma widerpool.

The health and social care sector is
the biggest employer of workers
over the age of 65, but the ONS noted
that the sharpest quarterly increases
had been in the hospitality and leisure
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sectors, as well as in education.

Emily Andrews, deputy director for
work at the Centre for Ageing Better, a
charity, last month said that the fact
some older people were returning to
employment was “hardly surprising,
given the severity of the cost of living
crisis whichmay have forced sometore-
evaluate their financial position”.

But she also pointed to more positive
drivers of the trend, noting that employ-
ers such as McDonald’s, the fast-food
chain, were now actively recruiting
older people, while others that faced
acute labour shortages were doing more
to rethink their offer and introduce poli-
cies on flexible working.
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EY’s break-up challenge is only just beginning

Big Four firm’s bosses sign off on historic split of audit and advisory arms but must now convince thousands of partners

MICHAEL O'DWYER — LONDON
STEPHEN FOLEY — NEW YORK

A year since EY’s global chief executive
Carmine Di Sibio began plotting a
potential break-up of the Big Four firm,
its 13,000 partners will finally get to
have their say on the plan.

Partners will begin voting in Novem-
ber on whether to split EY’s advisory
and audit arms, a bold gamble that the
businesses can forge a brighter future on
their own but one also laden with risks.

The blueprint for the break-up
was signed off by the group’s top bosses
last week after a fraught summer in
which EY's member firms duelled over
the possible structure of a split and bat-
tled to minimise potential mammoth
tax liabilities from a deal designed to
free the businesses from restrictions
created by conflicts of interest.

But selling the deal to partners and
keeping more than 300,000 employees
happy will be just as difficult as winning
the backing of the firm’s leaders proved,
industry veterans say.

The demerger “is the most complex
transaction ever undertaken in the
world of professional service firms”,
said Paul Raleigh, former global head of
advisoryat Grant Thornton.

Reaching the point at which it can
even be put to partners involved tack-
ling thorny obstacles, including elimi-
nating a potential $13bn tax liability
that EY initially believed would be trig-
gered by the split but has been seen off
by additional work, according to people
familiar with the matter.

The possibility of an alternative
restructuring plan was also discussed
among EY’s global executive team and
bosses of some of its largest member
firms after EY’s US leaders initially
resisted signing off on the deal over the
summer, said people with knowledge of
the talks.

The plan agreed by EY’s bosses last
week would result in the audit business
remaining in a partnership structure
while most other service lines, including
consulting, deal advisery, managed
services and most of the tax operations,
would be spun out and publicly listed,
almast certaintvin New vark:

I

A new path: EY’s offices on the Thames in London. Bosses have already had to work hard to agree a deal to put to partners across the world — sc Tayioretty images

astrategy that echoes EY's rebuilding of
its consulting business after the $11bn
sale of its IT consulting unit to French
group Capgemini in 2000.

But EY is betting that the advisory
business it intends to spin off will fare
better than the one it sold to Capgemini,
which struggled to integrate the unit.

Unlike that disposal, the current sepa-
ration plans were not a trade sale, avoid-
ingthe risk of culture clash if the consult-
ing business were sold to another organi-
sation, said Di Sibio. He insisted that his
plan also differed from other troubled
spin-offs, such as KPMG’s flotation in
2001 of its consulting business Bearing-
Point, which ended in bankruptcy in
2009. “Our size and scale is very differ-
entthan BearingPoint,” said DiSibio.

The mathematics of a split also
threatens to pit generations of EY
employees against each other or push
senior staff below partner level to con-
sider their options.

“You might be thinking T am two
years away from partner”or Tam on the
partner track’ but that track looks dif-
ferent now,” said Kevin McCarty, chief
executive of West Monroe, a 2,200-per-
son consulting firm in Chicago.

EY’s plan to recruit 740 external part-
ners in the next 15months will dolittle to
reassure consultants who fear their
career path will be less attractive when

‘ EY’s non-audit businesses have grown rapidly over the past decade
Global revenues ($bn)
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thea y business is listed. A person
briefed on the matter said the figure was
not signifi higher thant

of partners hired externallylast year.

Di sibio argues that the aggressive
growth targets of the newly separated
businesses will create unparalleled
opportunities for prometions.

But even if EY comes close to deliver-
ingits ambitious revenue targets — 21.5
per cent annual growth in advisory for
three years and 7 to 8 per cent in the
audit-dominated business — Raleigh
suggested doubts might remain on both
sides about whether a better deal could
have been done. “As in most divorce set-
tlements there is usually some lingering
resentment that your former partner
did better than you did,” he said.

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F 13&ts=20220912194618&uq=20220804103507
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The transaction has thrown up a
series of challenges for the 2,000 inter-
nal and external executives and advis-
ersworkingonit.

The difficulty of managing the split
across the roughly 150 countries where
EY operates means only the biggest 70
to 75 member firms will be included,

40 per cent of the group’s $45bn in
annual revenues, was unthinkable to
many. But as leaders at the US firm
delayed signing off because of concern
over how the break-up would address
billions of dollars of unfunded pension
liabilities, the prospect of an alternative
restructuring loomed into view.

according to people with of
the plan. Consultants and auditors in
the smaller firms, accounting for justa
fraction of total global revenues, will
remain in their existing national part-
nerships and will be tied to the audit-
dominated business globally.

Aswellas the technical lexity, Di

to two people familiar with

the talks, the fact that other member

firms were prepared to examine a differ-

ent structure helped to focus the minds

of EY’s US leaders because it made clear
h stk o ch
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former PwC partner who teaches audit-
ing at the University of Texas at Austin.
“They have occurred in China, inthe UK
and in Germany with Wirecard.”

As EY'’s leaders now seek to sell the
split, they will need to convince both
audit and consulting partners that it
makes sense to Tip up a structure that
hasjust helped to deliver a record $45bn
inannual revenues.

“Normally you drive change when
‘you're in the shit, and we’re not,” said

pp for D Euro-
pean member firms, which have faced

Sibio is having to manage competing
interests within EY. Like its Big Four
rivals — Deloitte, KPMG and PWC — EY
is made up of a network of national
member firms in about 150 countries.

“Unlike the parent company in a cor-
porate group that can mandate its sub-
sidiaries to do as it desires, EY [Global]
cannot order the member firms to do
whatit wants,” said Raleigh.

Getting “hundreds of leaders on
board . . . took a few months longer
thanwe anticipated”, Di Sibio admitted.

Forginga consensus became so taxing
over the summer that EY global execu-
tives and bosses of several national
member firms explored whether they
could press ahead with a break-up even
if EY Us, its largest member firm,
refused to back the split, according to
three people close to the talks.

Engineering a separation without the
backing of EY US, responsible for about

‘[1t] is the most complex
transaction ever
undertaken in the world of
professional service firms’

more pressure to change their structure
after a series of audit scandals at the Big
Four, felt more urgency to devise a radi-
cal overhaul, said another person with
knowledge of the talks.

While US regulators are looking at
potential conflicts of interest arising
from the Big Four auditing companies
that their consulting arms have also
advised, the idea of breaking them up
has not featured on the political agenda
in the way it hasin Europe.

“1f you look at the last 10 years, there
have not been any highly publicised fail-
ures in the US,” said Jeffrey Johanns, a

one person with knowledge of the plans,
i le don’t like change”.

Audit partners are being asked to
accept cash windfall payments of two to
four times their annual earnings in
return for the likelihood of becoming
the only large audit firm with limited
consulting expertise. The audit-focused
firm would have about 6,200 partners
and 120,000 staff globally, according to
figures presented to partners last week.

At the same time, consulting partners
‘will get shares in the new advisory busi-
ness and take a hefty cut to their annual
pay, which will be more severe for more
senior partners. Whether they ulti-
mately benefit financially from a split
‘will depend on how shares in the busi-
ness have performed by the time they
are allowed to sell down their stakes in
fiveyears.

Under the plan, the standalone audit
‘business will retain some tax and advi-
sory capabilities, which will initially
generate about one-third of its reve-
nues. The aim is to quickly grow the
advisory capacity of the audit business,

Technology

Wall St benefits from Silicon Valley lay-offs

NICHOLAS MEGAW — NEW YORK

After years of fighting to attract com-
puter engineers who would rather
work for big tech groups or crypto
start-ups, Wall Street firms say they are
recoveringlost ground in the talent war
as lay-offs and hiring freezes spread
through Silicon Valley.

With exchanges, banks and market
makers continuing to expand through
the recent market downturn, executives
say their relative stability has made
them moreappealing destinations.
“We definitely have seen an influx in
candidates coming from big tech,
, and top-tier start-ups,” said Josh
‘Woods, head of systematic trading tech-
nology at Citadel Securities, where
applications for tech roles have jumped
more than 50 per cent quarter on quar-
ter. “Candidates are looking at the job
market more realistically now, similar
to how investors in downturns really
lookat value and fundamentals.”

Tumbling stock and cryptocurrency
prices, rising interest rates and fears of a
recession have brought a reversal in for-
tunes since the start of the year for the
previously booming technology sector.
More than 75,000 job cuts have been

d so far in 2022, ing to
tracking site Layoffs.fyi, and even com-
panies such as Apple and Alphabet have
paused or slowed down hiring.

fuelled trading volumes at companies
such as Intercontinental Exchange,
which owns the New York Stock
Exchange, and Cboe Global Markets,
‘which has increased the size of its tech
‘teams by more than a quarter this year.
ICE said its “stability through mam:
with [candidates]
For those who’ve had more experiences
at start-ups and crypto companies,

downtur

In contrast, market

ity has

Applications for tech roles are up
50% quarter on quarter at Citadel

they’re appi the ‘all-weather’
nature of our business”.

As traditional financial firms have
‘become increasingly reliant on technol-
ogy, intense competition for skilled
employees has driven up costs. A senior
executive at a large bank said the chal-
lenge became particularly acute
because of the spread of remote work
during the pandemic. One industry
executive said salaries for new recruits
‘were not yet in decline, but said the
recent rapid rises were decelerating.
Additional reporting by Joshua Franklin in
New York
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Uranium rallies as energy crisis
puts nuclear power in focus

Commodities. Bullish bets

Price surges but fuel source still ‘ Uranium prices push higher on bullish outlook for nuclear power ‘

vulnerable to squeeze on supply

$ per pound

70

Running hot: The country only accounts for 5 per
shares in centofglobal uranium production but is
Canada’s responsible for more than two-fifths of
‘Cameco, the active worldwide enrichment capacity,

Renminbi
on course for
record annual

decline against
the dollar

HUDSON LOCKETT — HONG KONG

The renminbi is on course for its largest
annual fall on record against the dollar
despite Beijing taking its strongest
steps to stem the currency’s decline as
growing monetary policy divergence
between China and the US piles
pressure on exchange rate stability.

The sharp weakening of the renminbi
comes at a pivotal moment for China’s
Communist party, which is gearing up
for a leadership summit in October
where President Xi Jinping is expected
to secure an unprecedented third term
inoffice.

The drop of 8.7 per cent against the
dollar this year to Rmbé.96 puts the
renminbi on track for its biggest annual
fall since China abandoned its long-
standing currency peg and moved to a
managed floating exchange rate in
2005.

Jit have
more vocally to the sell-off this year,
which began when Xi’s harsh Covid-zero
policy plunged the financial hub of
Shanghai into a two-month lockdown in
April, and accelerated in recent weeks
asthe dollar gained against a number of
global peers.

Analysts and economists warned that

further depreciation was probable as

‘Tdon't think authorities
are going to mount any

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F 13&ts=20220912194618&uq=20220804103507
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HARRY DEMPSEY

Uranium prices have surged to their
highest level since Russia’s invasion
of Ukraine sent convulsions through
commodities markets as the European
energy crisis fuels bullish bets on the
future of nuclear power.

The material known as “yellowcake”
has jumped 7 per cent since mid-August
to breach $50 a pound, a price last seen
when many commodities were pro-
pelled higher by supply fears in spring.

Many market participants expect
uranium to rise even further with Bank
of America predicting that it will hit $70
apound next year.

Looking past the sharp spike
triggered by the war in Ukraine,
uranium last traded at such levels a
decade ago, according to UXC, a nuclear
fuel marketresearch and analysis firm.

Uranium has been lifted in recent
weeks by a flurry of positive news
around nuclear power as utility
companies move to shore up supplies
against the backdrop of a worsening
energy crunch in Europe and improving
sentiment towards the divisive fuel in
other regions.

Late last month, Japan signalled its
plans to accelerate the restart of
reactors and explore the construction of
new plants for the first time since the
Fukushima nuclear disaster in 2()11
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“Germany and California have been
two of the most negative jurisdictions in
the world on nuclear and both of them
are coming around,” said Per Jander,
director of nuclear and renewables at
'WMC Energy, a commodity merchant.
“1 would say hell would freeze over
before that would happen. It will have
animmediate impact onthe market.”

Uranium was on a tear last year, rising
more than 30 per cent as investors
wagered on nuclear energy becoming a
central feature of the shift away from
fossil fuels and the electrification of the
global economy.

Nuclear energy generates consistent
baseload power without producing
carbon emissions, leading the EU to
classifyitas “green” earlier thisyear.

That rapid price surge in 2021 marked
a significant turnround after the
uranium mining industry was plagued
by mrersupplypn?t Pu]mshlma.

California decided in early Sep
to extend the life of its last operating
nuclear plant and days later Germany
put its plants on standby to keep
running ifneeded beyond the end of this
year.

Industr d

¥
to other factors bo]stemlgﬂielong—menn
prospects of nuclear, which will take
longer to feed through into uranium
prices.
The US Inflation Reduction Act

included tax credits for existing
reactors, which are likely to lead to
extensions to the lifetime of the coun-
try’sfleet.

In South Korea, nuclear energy policy
underwent a U-turn under the new
Yoon Suk-yeol administration, which
took power in May and wants to expand
‘the industry instead of phasing it out.

Publicly listed uranium mining
companies lmve also ridden the wave of
investor o]

Shares in Canadas Cameco, the
world’s second-largest uranium
producer, are close to arecord high after
rising almost 30 per cent since the
middle of August.

“We’re on pace to have the biggest
contracting year since Fukushima,” said
Grant Tsaac, senior vice-president of
Cameco. “We're seeing this balanced
energy policy translating into legislative
action. It’s nolonger just words.”

But even as the uranium price
surges on improving sentiment, the
commeodity remains vulnerable to a
squeeze on supplies from Russia, which
is the largest builder of new nuclear
plantsglobally.

world’s second-
largest uranium
producer,

are closetoa
record high

D Stobbe/Reuters

‘Germany
and
California
have been
two of the
most

negative . ..

hhouse nb

To create effective nuclear fuel,
mined uranium must be converted and
then enriched.

“The removal of Russia from the
global nuclear fuel chain has the
potential to be a source of disruption
and price volatility,” Berenberg
wrote inareport.

In August, the world’s biggest
uranium miner, Kazatomprom, raised
its 2024 output target on expectations
of greater demand for nuclear fuel
as utilities seek to diversify energy
supplies away from Moscow.

Askar Batyrbayev, chief commercial
officer at the Kazakhstan-based
company, said that a decision by
western powers to sanction Russian
nuclear fuel would trigger great
upheaval inthe uranium market.

“If we need to replace the entire
Ruman o pply,then it mlght requ]Ie an

This is half of our a]mual producmm in
Kazakhstan,” he said. “It’s quite a
challenge but it could be achievable if
we have these requestsin advance.”

Nuclear industry executives also fear
that the ballooning momentum behind
atomic energy could be punctured once
again if its safety credentials are
called into question. Ukraine houses 15
reactors.

“Should there be a nuclear accident,

onnuclear  then all of this will be wiped out,” said  Our global
and both of Patrick Fragman, chief executive of team gives you
‘Westinghouse, a US nuclear power market-moving
them are company, speaking at the World news and views,
comin g Nuclear Symposium in London. “Public 24 hours a day
4 opinions will go back to the dark ages ft.com/markets
around andbe an openavenue for coal”

stroung. line-in-the-sand
type of defence’

the US Federal Reserve continues to
raise interest rates at the same time
that China’s central bank maintains
loose policies to help steady a reeling

economy.

“Idon’t think authorities are going to
mount any strong, line-in-the-sand
typeof defence of the renminbi but they
don’t want to see undue volatility,” said
Mansoor Mohi-uddin, chief economist
atBank of Singapore.

Last week, authorities took the
strongest steps this year to stem the
renminbi’s decline with the People’s
Bank of China setting the midpoint for
the renminbi’s dollar trading band at
the weakest level in two years.

Italso cutthe level of foreign currency
holdings banks must maintain, making
itslightly more attractive to bet against
thedollar.

Such cutsare typically deployed when
Beijing wishes to discourage widespread
wagers against the renminbi without
launchinga directintervention.
During previous stretches of

keni Beijing has i I}
used a variety of indirect measures to
boost the exchange rate, making it diffi-
culttoprofit from the renminbi’s fall.

Liu Guogiang, vice-governor of the
PBoC, told reporters at a briefing in
Beijing last week that the renminbi’s
“exact exchange rate is hard to predict
and I would advise you all against
gamblingonit”.

Additional reporting by Cheng Leng in
Hong Kong

US inflation expectations ease in boost
for Fed's policy tightening campaign

LYDIA TOMKIW — NEW YORK

US consumers’ inflation expectations
are easing in a welcome sign for US
Federal Reserve policymakers who
have been sharply raising borrowing
coststo cool the country’s most intense
bout of price growth in 40 years.

Inflationis expected to clock inat 5.7 per
cent a year from now compared with
expectations of 6.2 per cent the previous
month, according to a survey by the
New York branch of the Fed.

The figure would mark a significant
pullback from July’s consumer price
indexreading of 8.5 per cent.

Expectations around house price
growth also fell to the lowest reading
since July 2020 with forecasts for
median price rises easing by 1.4 percent-
age pointsto2.1percent.

Home prices soared during the height
of the pandemic as a lack of inventory
and low interest rates fuelled strong
demand.

High prices, as well as the Fed’s
monetary policy tightening pushing
mortgage rates to their highest level
since 2008, have since tempered
demand from potential homebuyers.

Tuesday 13 September 2022

The decline in inflation expectations
highlights how the Fed’s increases
this year in borrowing costs and other
factors such as declines in petrol prices
at the pump are beginning to feed
through to consumers.

Market-based measures of inflation
expectations also suggest investors are
now pencillinglower rates of inflation.

The 10-year break-even rate, which
is derived from trading in inflation-
protected US government bonds,
registered about 2.4 per cent yesterday
from ahighabove 3 per centin April.

The Fed has boosted interest ratestoa
range of 2.25 to 2.5 per cent from
0to 0.25 per centat the start of this year
initseffort to combat inflation.

The central bank targets an inflation
rate nfzpercemwerthelong Tun.

Fed monetary policy tightening
helped push up mortgage rates

kers are forecast to raise the
federal funds rate to a high of about
4 per cent early in 2023, according to
tradinginth ket.

Busson’'s LumRisk suffers exodus of
senior staff as itattempts fundraising

LAURENCE FLETCHER

A risk analytics company chaired
by multi-millionaire financier Arki
Busson has lost a number of senior
managers as it tries to raise capital and
repay bondholders including Louis

firm, Moore Capital.

LumRisk, a small Switzerland-based
fintech that offers risk analysis to global
institutional investors, has lost four top
staff including its head of risk and oper-
ations, its head of IT and a board mem-
ber in recent months, according to peo-

with the details and internal

The central bank is widely expected
to raise its main interest rate 0.75
percentage pnmts alone at its
September m¢

Investors say inflation data, due to be
released today, will help provide
direction on how aggressively the
Fed will need to lift rates in coming
months.

‘Wall Street economists expect the US
consumer prices to have declined
0.1 per cent in August from the previous
month, pushing the annual inflation
rate down to 8.1 per cent, accordingtoa
Refinitivpoll.

il ‘the Times.

LumRisk is a subsidiary of LumX, an
investment firm run by Busson, who
'was a hedge fund industry pioneer.

In an internal email sent to LumRisk
staff in May, Busson wrote that the
pandemic, inflation and Russia’s
invasion of Ukraine had affected its
business and meant that growth, while
“continuing to progress, did so at a

The email mentioned the departures
this summer of head of risk and
operations JensJanke, head of IT Regino
Alonso and head of data Lucas
Buenahora.

Another recent departure was board
member and senior managing director
MarcFisher.

In addition, Eric

will join us by the end of the year. Allkey
positionsin the company are filled.”

It added that its client base had
doubled since 2020, prompting it to
open offices and recruitin Madrid.

The departures come as the firm
looks to raise additional financing
through an equity fundraising,

summer relinquished the role of head of

‘Some of our colleagues,
due to their high talents
and work ethic, have been
offered other positions’

this to people with of
the details, having unsuccessfully tried
toraise money last year.

In 2019, LumRisk raised SFr7.5mn
($7.9mn) from investors in convertible
debt, which matures this year. Lum-
Risk’s total debts are approximately
SFri5mn.

While the identity of the debt

multi asset product, although he
remains an external consultant.

Of the 23 people shown as working for
LumRisk or being on its board in an
internal document from last year seen
bythe FT, atleast nine have left.

“Like any business, LumRisk has

slower pacethan we had

“In this context, some of our
colleagues, due to their high talents and
work ethic, have been offered other
positions,” headded.

* FINANCIAL TIMES

‘turnover,” th pany said.

“Butth
the firm continues to grow . ..
in 2019 to 23 today and we are actively
recruiting an additional five staff who

has not previously been dis-
closed, one of them is investment firm
Moore Capital, said people familiar with
the fundraising. Moore boss Louis
Bacon is one of the most successful
macro traders of all time and a friend of
Busson. Moore declined to comment.

Janke, Buenahora and Fisher also
declined to comment. Bissonnier said
he is now chief executive of another
fintech but still works independently
for LumRisk. Alonso did not respond to
arequest for comment.
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The day in the markets

What you need to know

® Dollar slips ahead of closely watched
US inflation report

® Euro rises as traders assess monetary
policy outlook

» Stocks boosted with gains for both
‘Wall Street and European Indices

The dollar kicked off the week on a
downbeat note and stock markefs rose as
traders priced in a narrowing of policy
divergence between the US Federal
Reserve and other big central banks.

An Index measuring the dollar against
six peers slid 0.6 per cent, trimming
steeper declines earlier in the session.

The euro rose 1 per cent o frade above
parity with the US currency at $1.013. The
pound also climbed by 1 per cent to $117.

The US Dollar index is up about 13 per
cent this year, propelled higher by
agaressive inferest rate rises and hawkish
messaging from the Fed about the future
path of monetary policy.

The European Central Bank last week

‘ Euro climbs back above parity
Against the dollar (5 per €)
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lifted costs by 075
points to 0.75 per cent, and pointed to
further increases to come — signalling a
more assertive approach fo fackling
inflation in the common currency region.
The catalyst for the decline of the
dollar, which also edged lower on Friday,
“seems to be the ongoing hawkishness of
the ECB and the rebound in risk appetite”,
wrote Jonathan Petersen, a senior
markets economist at Capital Economics.
The dollar has historically been seen as

at Toscafund Asset Management Hong
Kong. “That means there are a lot of
people who are nervous about the dollar
turning”

Wall Street shares advanced by the
afternoon in New York with the broad
S&P 500 and fech-heavy Nasdag
Composite both gaining about 1 per cent.

“You have a strong negative correlation
between the dollar and the US sfock

AAcross the Atlantic, the pan-regional
Stoxx Europe 600 index closed up 1.8 per
cent.

Meanwhile, Frankfurt’s Dax index
finished the day up 2.4 per cent and
London's FTSE 100 added 17 per cent.

Investors will scrutinise fresh US
inflation data due today for clues about
‘the future path of rate rises in the world's
largest economy.

A painful era of
‘spend but don’t
tax’ faces investors

Philip Coggan

Markets Insight

tis now clearer than ever that we
have entered a new era of financial
and economic policy. In this new
permd governments are far less

In 1980, the average OECD country
spent 14.5 per cent of its GDP on social
spending. By 2019, this average had
increased to 20 per cent, with the US

illing to incur the ity of
raising taxes, or cutting spending, in
ordertokeep theirbudgetsin check.

There could be no better symbol of
this change than the sight of a British
prime minister, who campaigned for a
smaller state, announcing a massive
intervention in the energy market to
cap prices at a cost that may reach
£150bn.

By the same token, western
governments adopted a “shock and
awe” approach to fiscal policy in the
face of the Covid pandemic.

Budget deficits passed 10 per cent of
gross domestic product in several coun-
tries, includingthe US and the UK.

Governments felt free to borrow this
much because, in most cases, the
markets placed no apparent constraint
on their deficits — interest rates and

and Britain he global trend.

The more striking thing about the
past 40 years has been the dominance of
meonetary policy and the low levels of
inflation and interest rates. This era
‘was, by and large, very good for risky
assets and those who trade them.

‘When the 2008 crisis hit, central
‘banks felt obliged to break an old taboo,
using newly created money to buy
government bonds — so-called
quantitative easing. The experience of

If politicians are relying
on central banks to keep
supporting them, they
may be disappointed

now, after more than a decade, are
central banks starting to unwind their
lated bond portfolios. Politici

have got used to cheap finance and have
come to believe that deficits don’t mat-
ter — a view that seemed all the more
pertinent since 2016 when the election
of Donald Trump as US president
seemed to show that voters were tired of
“orthodox” economic policy.

Conservative politicians may mouth
the mantra that cutting tax rates will
lead to increased revenues. But look
what happened after the Trump tax cuts
of 2017, which focused on business and
the wealthy. In 2016, under Barack
©Obama, the US budget deficit was
$587bn or 3.2 per cent of GDP. By 2019,
before the pandemic, the deficit had
risen to $984bn or 4.6 per cent of GDP.
The Republican party stopped talking
about balancing the budget.

Rightwing politicians criticise their
leftwing rivals for “tax and spend” poli-
cies but their alternative seems to be
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a haven assef during fimes of economic
siress. “We have a lot of tradifional
Investors hiding in dollar assets; the
stronger it bacomes, the more they hide,”
said Mark Tinker, chief investment officer

market with lots of multinationals having
lower earnings when the dollar
appreciates,” said Bastien Drut, chief
macro strategist at CPR Asset
Management.
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Analysts polled by Reuters expect
August’s consumer price index to register
areading of 81 per cent year on year,
down from 8.5 per cent in July. lan
Johnston and Hudson Lockett

bond yields stayed verylow.

The response to the 2008 financial
crisis was rather different. True, there
was a brief period of Keynesian fiscal
stimulus in the immediate aftermath of
thecrisis.

monetary financing of government
spending in Germany in the 1920s was
so calamitous that it had become
anathema until that point. When the
rules of the euro were set up in the
1990s, the German auﬂmrmes tried

“spend but don’t tax”. There is no appe-
tite for renewed austerity and any politi-
cal leaders who shift in that direction
maysmnﬁndthemselvesoutn(nﬂice

ntral

banks to keep supporting them, they

But austerity programmes followed  hard torule out monetary may be disappointed. Inflation is now
Markets updafe when deficits grew so large that politi- QE dld not lnvolve the di rect well above target and central banks
cians became nervous, especially when of govel bythecentral  are tightening policy quickly. Nor are

the bond markets’ willingness tofinance

bank; the bm]ds were bought in the

central bankslikely to returnto QE.

[ - ] = EE Greece's deficitevaporated in 2010. secondary market. But the distinction ~ So instead of tight fiscal policy and
us Eurozone Japan UK China Brazil Central banks bore the brunt of was fairly technical especially once loose monetary policy, financial
Stocks S&P 500 Eurofirst 300 Nikkel 225 FTSE100 Shanghal Comp Bovespa supporting the economy in the 2010s,  central banks started returning the —markets may face an era of the reverse.
Level 409450 1686.54 2854211 7473.03 3262.05 13585.93 just as they had in much of the perlod interest on their accumulated bond Thismaymeanhigherinterestrates and
% change on day 0.57 170 116 166 0.82 114 since 1980. This was the piles to their resp Treasuries. lower valuations for risky assets. The
Currency $ Index (DXY) $per€ Yen per § $perf Rmb per § Real per § trend in what was often dubbed the Hyperinflation did not occur, as  adjustment maybe extremely painful.
Level 108.1 1013 142375 17 6918 5124 “neoliberal” era. some feared, and QE appeared tobe the
% change on day 0818 089 20053 1123 0.000 20488 In theory, neoliberalism was about  only means of keeping the developed  Philip Coggan is a financial journalist
Govt. bonds 10-year Treasury 10-year Bund 10-year JGB 10-year Gilt 10-yearbond  10-year bond open markets and a smaller state. In  economies from a deflationary shump. and author of Surviving the Daily Grind:
Yield 3301 1850 0246 3.080 2643 12301 practice, states didn’t shrink that much. But the habit was hard to break. Only  Bartleby’s Guide to Work
Basis point change on day 0.870 -4.300 0.010 -1100 0.000 -4.600
World Index, Commods FTSE All-World Ol - Brent ol -wTl Gold Siiver Metals (LMEX)
Level 414.80 95.00 8872 1713.40 1877 370210
% change on day 104 348 319 024 075 102
Yesterday'scose spart from: Currencies ~ W00 CMT; S&P, Bovespa, All Word, 01 — Siver - London pm et Prebon.
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lifted Bristol Myers Squlbh, the
biopharma behemoth.

It said the US Food and Drug
Administration had approved Sotyktu, ifs
treatment for adults suffering from
psoriasis, a skin rash condition.

More importantly, said UBS, “the much-
debated label had no black-boxed
warning”, a high safety-related marker
that FDA-approved medicines can have.

News of this green light pushed rival
'Amgen lower because ifs psoriasis
medication, Otezla, would face added
competifion from Sotykiu.

consumer-focused stocks as Thule, the
maker of bike racks, roof racks and
strollers, was among the biggest fallers,
while retail group Inditex enjoyed a bump
In its share price.

The gloom af Sweden's Thule was
down to a profit warning released on
Sunday evening.

‘The company said there had been a
build-up of inventory at bike retailers
around the world so they were cutting
back on their purchases.

Chief execufive Magnus Welander
predicted that it would be “a femporary

group M

in the bike refail sector's

climbed on news that it would be
returning more money fo investors by
boosting its stock buyback programme
from $75mn to $87.5mn

The announcement of another stock
repurchase buoyed Yum Brands, home to
KFC and Pizza Huf, which said it would be
buying back up fo $2bn worth of stock
through fo June 2024.

Twitter slid after rebuffing Elon Musk's
claims that his agreement to buy the
social network had been violated because
he had not been informed about the
$7.75mn settlement with its former
security chief.

Peiter Zatko alleges Twitter misled
regulators over ifs security precautions
and fake accounts. Ray Douglas

purchases”.

A build-up of stock at retailers was also
partly behind a profit warning from
Thule's compatriot, Electrolux, although
its shares did not react so badly.

After falling more than 6 per cent at
the open, the appliance manufacturer had
frimmed losses by lafer frading.

Inditex had a beffer day as shares in
the Spanish fashion retailer jumped
ahead of first-half results, which are due
tfomorrow.

In June, the company reported a “sharp
recovery in store footfall” but investors
will be watching this week's statement for
any sign that inflation is denfing
consumer willingness to spend.

Oliver Ralph

250 outsourcer said Rupert Soames
would refire as chief execufive af the
year-end.

His replacement is Mark Irwin, head of
Serco’s UK and Europe division.

Soames, 63, joined the company eight
years ago when it was teetering on the
brink of collapse following a series of
scandals.

Entain Group was in the spotlight as
Australia’s financial crime watchdog said
it was investigating whether the betting
company had complied with anti-money
laundering and counter-terrorism
financing rules.

The Australian Transaction Reports
and Analysis Centre said the probe into
Entain, which owns sports betting brands
Ladbrokes and Coral, followed “an
extensive” examinafion of bookmakers.

Entain Australia said it was “co-
operating with the investigation”. Entain
Group shares edged lower.

Supermarket chains and DIY retailers
saw their shares jump as inflation and
pressure on households” disposable
incomes were expected to ease following
last week’s government intervention on
gas prices.

Marks and Spencer, Tesco, Kingfisher
and J Sainsbury were among the sector
names to benefit during yesferday’s
‘trading. Mark Wembridge
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ARTS

Samson Kambalu's sculpture Main, from left: Samson

f Ti f 1 . Kambalu’s Fourth Plinth
ord] ﬂ ar :Qqual:e L proposal; the last photo of

memorial to liberation hero John Chilembwe (on the
left), taken in 1914, which

John Chilembwe. By Joseph
Cotterill and Golden Matonga

inspired Kambalu — smes0
Jenkns: Aty

I ohn Chilembwe poses with a

white friend in a 1914 photo- Sauare. While Chorley will be the same
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graph, his wide-brimmed hat

worn jauntily sideways. A year

later, the Baptist pastor led an
uprising against British rule in Malawi
that, while defeated, has gone down in
history as a symbol of the African
nation’sliberationstruggle.

From later this autumn, that photo-
graph will be restaged in bronze on Tra-
falgar Square’s Fourth Plinth in a work
by Malawian artist Samson Kambalu. It
will mark afigure who “can be described
as the father of Malawian modernity”,
Kambalu says, but will also encompass
the complexity of the colonial past in
art. The other three stone plinths in the
central London square are filled with
statues of British notables; the fourth
was left empty and has been occupied
by rotating artworks in a scheme run by
the mayor of London since 2005.

Kambalu received the plinth commis-
sion last year. “I had the photograph of
Chilembwe on my phone when the
mayor’s office got in touch with me,”
says Kambalu, an associate professor at
Oxford university’s Ruskin School of
Art. “There was something numinous
aboutit.”

Chilembwe, who was killed as troops
suppressed his rebellion in 1915, will
appear larger than life on the plinth. But
he will share the space with John Chor-
ley, his missionary friend, in what Kam-
balu, speaking on Zoom from Oxford,
calls a “tango for recognition” between
twosides of the colonial encounter.

Britain is in the midst of a fierce
debate about colonial legacies in the
nation’s public art, with igns to

From Malawi to Fourth

church, the Providence Industrial Mis-
sion, on his return. His rebellion was
also focused on British exploitation of a
farm labour system known as thangata,
with the mission becoming a locus for
the rebellion. In Malawi Chilembwe
adorns bank andish d with

take down statues that are seen as
whitewashing imperial history versus
government policy to keep them up.

But Chilembwe’s story reflects that
“colonialism was a series of negotia-
tions, tricks and concessions on both
sides”, says Kambalu. “It’s not just con-
querors versusvictims.”

Cl worked with ies
to study as a Baptist in an American
seminary and to develop his own

an annual public holiday that often
involves pilgrimages to Sanjika Rock, a
place where he studied and meditated.
His body was never found, though, and
there is no designated burial site, nora
public memorial in Mkwaila, his home
village, where his mother and sister are
buried and his descendantslive.

The Trafalgar Square sculpture is
“great news — we welcome it warmly”,
says Daniel Muwotcha, Chilembwe’s 77-
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Artist Samson Kambalu — jeemy tsobert

e

year-old grand-nephew, when we meet
in Mkwaila. “He did not fight for a fam-
ily or a village, he fought for the whole
nation. He deserves recognition.”

The plinth sculpture will combine
Malawian tradition and modernity
by reflecting Kambalu’s engagement
over his career with the Nyau
masked dances of the country’s Chewa
culture, which have satirised Chlefs

d th

Plinth

ewa, Malawi’s most widely spoken lan-
guage. “Old Africa, the new Africa, the
‘west — these are the three worlds I have
to contend with and that inspire me,”
Kambalu says.

Kambalu believes that Chilemb

size as figures on the square’s other
plinths, Chilembwe, at about five
‘metres, will rival Nelson on his column.
Trafalgar and the Napoleonic wars
might seem a long way from Chilem-
bwe’s liberation struggle, but Britain’s
acquisition of the Cape Colony during
those wars opened up southern Africato
colonisation over the next century.
Malawi came under a British protector-
ateinthe 1890s.

Even Chilembwe’s orientation on the
plinth will play a visual pun on the
square. The “antelope” will stare down
Sir Edwin Landseer’s bronze lions and
gaze on the figures of Sir Henry Have-
lock and Sir Charles Napier, Victorian

‘Old Africa, the new
Africa, the west — these
are the three worlds
have to contend with’

commanders of the empire’s wars and
occupants of other plinths in Trafalgar
Square. “Iwanted detail, rather thanan
anonymous, clever sculpture,” Kam-
balu says.

These subversive allusions and ambi-
guity go against the grain of many offi-
cial attitudes to colonial monuments
inthe UK today.

Faced with both campaigns to take
statues down and “retain and explain”
legislation by the Conservative govern-

ment, many other bodies
are ch to “r ualise”

himself drew on Nyau traditi f sub-
version — such as donning his hat in the
1914 photograph alongside a European,
in defiance of a colonial taboo. “1 knew
this had to have a focus on

colonial iini ang n
face of capitalism in one of the world’s
poorest countries.

Kambalu evokes the Nyau masquer-
ade by calling the bronze “Antelope”, the
animal that is a vital figure in the satiri-
cal art form — and which is also the
meaning of Chilembwe’s name in Chich-

the hats [and] these two men had to be
on the plinth,” Kambalu says. “I saw
Chilembwe rise up, becoming big-
ger . . . Itjust looked right. There wasa
truthinit”

The proportions will have particular
resonance in the context of Trafalgar

works, such as by placing notes nearby
that counter their version of the past,
sometimesawkwardly.

But “if you have to prop up asculpture
with a note, it has already fallen”, Kam-
balu says. “I am not against monu-
ments, so long as the artist is allowed to
bring art to them. The art that is made
for propaganda perishes with politics.”

london.gov.uk
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John Adams unites with Shakespeare

fi Dotage of the opera’s singers. Constance

director, shapesthe smrepemuaslvely
the

Adam:

mix time periods
frmnanmentEgypth)Lhe]S!Os second of the two 80-minute acts asit
Antony and Cleopatra The castistop-notch. Gerald Finley becomes softer. The firstacthastoo
‘War Memorial Opera House, San Francisco (Oppenheimer in Dector Atomic) as much stuttering, punchy parlando.
kst Antony offers a fine blend of fading There isanicelove duetin the firstact,
nobility and lovesick The and the final death are moving.
John Rockwell pregnant julia Bullock, for whom the Butone misses the musical
role of Cleopatra: d,hadto fthe third act of Adams’s
Thesan penedits ithdraw, but her replaci the Nixon in China and John Donne’s “Batter
centenary season Samrdaym,ghlwnh ‘young Amina Edris, does superbly:a My Heart” in Doctor Atomic. As Adams
theworld premiere of John Adams’s bright, tireless soprano. Paul Appleby’s  said inarecent interview, whena
Antony and Cleopatra. The text, credited  Octaviansoundedalitleunderpowered  successful composer reaches a certain
tothe composer with “libretto but cameinto his ownlater on. All the age (he 1575) onestops being compared
consultation” from the stage director lesser roles are well handled, especially with dstartsbeing
Pulitzer and the ge Alfred walker as Enobarb us, Antony’s compared with oneself.
Lucia Scheckner, isa credible who!
adaptation of Shakespeare’s play. Eun Sun Kim, the company’s music To October 5, sfopera.com

Thisiswell-travelled ground, already
the source of countless operas. Yetin
tossing aside subsidiary characters,
eliminating Pompey and reducing
Octavian’s role, the concentration on

hetitle ch . d s call

ovei:

effective. Some scenes are shuffled or
invented but mostly this is Shakespeare
inhis own words.

The production by Pulitzer issmart,
with astriking set by Mimi Lien of black
sliding panels openingup to various
apertures and serving as backdrop for
projections. Mostly these are from the
1934 film Cleopatra, withits hints of
Italian fascism cleverly blended with

Lovesick
‘weakness:
Amina Edris and
Gerald Finley in
the title roles of
John Adams”
‘Antony and
Cleopatra’ —coy
Weaver/San Francisco Opera

Arcade Fire

02 Arena, London
Aokl

Ludovic Hunter-Tilney

‘What an odd tour this is proving to be
for Arcade Fire. Just before it began,
Pitchfork, the online bible of US indie
music, published testimony from three
‘women and a gender-fluid person alleg-

doubton notions of aboyeott

this, the band d. dto

the Pitchfork report, whose claims are
disputed by Butler.

He made no reference to the contro-
versy during the show. But the band’s
initial grouping, standingin a tight hud-
dle on an island stage in the auditorium,
emphasised the nine musicians’ togeth-
erness. They opened with the first two
songs from their debut album Funeral. It
‘was a statement of continuity with their
earlier selves, the youthful idealists who
emerged from Montreal in the early
2000s with ardent vocals and a right-

blaze of instrumentation.

ing episodes of sexual duct on
the part of the band’s lead vocalist, Win
Butler. Their support act, the singer-
songwriter Feist, quit amid calls for the
tour’s abandonment. The Canadian-Us
ensemble have ploughed on — only to
find themselves taking to the stage in
London’s 02 Arena hours after the
announcement of the Queen’s death.
The showbegan with a hastily assem-
bled tribute: a recording of a funeral
march by Louis Armstrong followed by
amoment’s silence. The 20,000-capac-
ity venue wasn’t sold out: Arcade Fire’s
popularity has waned since 2010, when
they played two nights at the 02. But the
arena was sufficiently populated to cast

* FINANCIAL TIMES

Singer Win Butler — s CingiRedterns

the arena’s main stage. Butler su)od aut
front, joined as a focus by multi-instru-
mentalist and vocalist Régine Chassa-
gne, who co-founded the band with But-
ler and is married to him. They shifted
to the present with tracks from their lat-
estalbum WE. It seeks to recapture their
classic sound, but the songs do so in fits
and starts. “Age of Anxiety II (Rabbit
Hole)” built into a gripping anthem,
with Butler making an excursion into
the audience with his microphone.
“Unconditional I (Lookout Kid)” reca-
pitulated themes of childhood that run
through their work while “End of the
Empire I-11I” was a pompous plodder.

Around the new numbers were well-
performed reminders of how forceful
those powers once were; the dance-rock
of Reflektor’s title track was a highlight.
They finished with a signature anthem,
Funeral’s “Wake Up”. Chants rang out as
the band filed off the stage and up one
sideof the arena’s raked seating. Butler’s
back was slapped heartily by audience
members as he passed by. Arcade Fire
are a once formidable band suffering a
slow puncture, not cancellation.

arcadefire.com

FT BIG READ. TECHNOLOGY
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Ethereumss switch to a greener system is seen by enthusiasts as a historic moment that will take
crypto mainstream. To critics, it represents a betrayal of the network’s fundamental characteristics.

By Scott Chipolina

At the Blockchain Futurist Conference
in Toronto in early August, the
Ethereum co-founder Vvitalik Buterin
stood before an excitable audience to
deliver some big news. “The Merge is
coming,” he told the crowd, “this effort
that we have been working on for basi-
cally the last eight years . . . Ethereum
will finally become a proof-of-stake
system . . . Yay!” The audience cheered.

If there is one thing the crypto com-
munity hasin good supply, it's promises.
In the relatively short history of digital
assets — starting with bitcoin in 2009 —
evangelists have trailed a list of innova-
tions that, they say, could solve infla-
tion, revolutionise business, or provide
afinancial lifeline to people living under
authoritarian regimes. Inresponse, crit-
ics of the largely unregulated industry
have highlighted its links to criminal
activity and huge carbon footprint, not
to mention the financial ruin it has
brought to many vulnerable people.

The faithful now have an opportunity
to prove their critics wrong. On the hori-
zon is arguably crypto’s most ambitious
project yet, known as “the Merge”. The
term describes the moment when the
Ethereum blockchain will merge with a
system called the Beacon Chain.
Ethereum is the most popular platform
for parts of the Web3 — or “new inter-
net” —world that have tried to enter the
mainstream, such as NFTs and decen-
tralised finance.

When the Merge happens, probably
sometime this week, the stage will be set
foryears”worth of potential innovations
intended to address some of the harsh-
est attacks on the industry. These are
high stakes for a project that most peo-
ple outside the crypto world have never
heard of — and that many who have only
vaguely understand. If the fusion goes
off without a hitch, Ethereum will shift
from a “proof-of-work” system to one
known as “proof of stake”.

Proof-of-work systems such as the
bitcoin and Ethereum blockchains are
kept secure by powerful computers.
These “nodes” race against each other
24/7 to solve complex mathematical
calculations to validate each new block
of transactions added to the chain. The
system defends against individual
nodes being able to corrupt the block-
chain, but it also demands an immense
amount of energy to run. That trans-
lates to a carbon footprint too big for
many to stomach.

Ina proof-of-stake system, such as the
one Ethereum is moving to, the block-
chain doesn’t need powerful computers
for its security. Instead, individuals or

ieact an he valid staking
their own ether tokens (the native cur-
rency of the Ethereum blockchain) as
collateral against bad behaviour. They
are incentivised to do so by rewards,

tidine the oh irn fresh eth

Some see the Merge as a historic
moment that will take crypto main-
stream by drastically reducing the
industry’s levels of energy consumption
— the Ethereum blockchain’s annual
levelis at present estimated to be ashigh
asthatof Finland. “This is a pretty criti-
cal step for the infrastructure to actually
scale, in order for Ethereum to become
what it can become — a 24/7, global
permissionless capital market,” says
Avichal Garg, partner at the early stage
venture firm Electric Capital.

Noam Hurwitz, a software engineer at
the Web3 development platform
Alchemy, describes it as “the biggest

The Merge: blockchain
revolution or more hype?

vitalik Buterin,
above,
co-founded
Ethereum and
says the Merge
shift has been
years in the
making; if it
goes as planned,
Merge will put
pressure on
bitcoin, whose
blockchain
mining
activities, below,
have been
criticised for
high energy

consumption

in coin prices wiped about $2tn off the
total value of cryptocurrencies and
blockchain-based ventures have been
caught in its wake. Some of the biggest
companies in the sector declared bank-
ruptcy, including hedge fund Three
Arrows Capital and lending platform
Celsius. Tumbling valuationsin the tech
world have also threatened to reach
deeperinto crypto and fintech.
Ethereum is not the only blockchain
in town. Others — such as the bitcoin
blockchain — will still use proof-of-work
systems after the Merge. Estimates by
Cambridge university show the bitcoin
blockchain consumes so much energy
thatif it were a country, it would rank in
the world’s top 35 energy consumers.

milestone to date of proof [the devel
ers] can execute on their road map”.

But to others, the shift represents a
betrayal of the blockchain’s fundamen-
tal characteristics — to be an open,
transparent and decentralised network,
self-policing by design and controlled by
no group of individuals. The Merge will
not revolutionise the whole Web3
world, and it will not directly solve
many of the biggest problems facing
Ethereum, such as high transaction fees
and slow transaction speeds.

still, after years of talk, a successful
Merge at least sets the scene for future
innovation, particularly by allowing the
Ethereum blockchain to scale and han-
dle heavier workloads. This is good
news for the applications that build
their busi the blockchain, such
as the NFT marketplace OpenSea, or
decentralised crypto exchanges like
Uniswap. Charles Storry, head of growth
at the crypto index platform Phuture,
who works in decentralised finance and
‘Web?3 tech, is full of optimism.

It “is massive for Ethereum and the
wider crypto community, because it
unlocks new applications which
wouldn’t be possible in the existing sys-
tem, increases scalability and radically
improves Ethereum energy efficiency,”
he says. “Werejust getting started.”

Gas guzzlers

Despite the hype, whether the Merge
really heralds the mainstreaming of
crypto projects is a matter of serious
doubt. This year’s turmoil in crypto
markets has tainted the mood: a crash

P

FT g
Dresmstime: Lars Hagberg/
AFRYGetly

Sowhy does the Merge matter if other

i il ozl ]
harming the environment? Alex de
Vries, founder of the website Digicon-
omist, claims the Merge could shed
about 99 per cent of Ethereum’s energy
consumption.

Evenifbitcoin’s dirty climate recordis
set to continue, de Vries argues any
progress greening the industry
is better than none: “You can’t say we
have cleaned up cryptocurrency when
the biggest polluter is still out
there . . . but I would say this is a mas-
sive step forward at the very
least . . . the outside world also needs to
see that thisis possible.”

Many of the “second layer” projects
that are built on the Ethereum block-
chain (such as NFTs and decentralised
finance platforms) will also be affected.
“It makes Ethereum greener, which is
important because that has actually

been a stumbling block to adoption,”
says Alkesh shah, crypto and digital
asset strategist at Bank of America.
“Many people [who would] use digital
assets don’t because of the energy use
and the negativesfor the environment.”

“It’s going to dramatically reduce the
carbon footprint for the whole indus-
try,” saysIlan Solot, a partner at venture
capital firm Tagus Capital.

should the Merge successfully inocu-
late Ethereum against criticism, pres-
sure will grow on its main rival, bitcoin.
If one of the two most prominent block-
chains can ditch its dirty reputation,
why not the other?

Ethereum’s core developer Preston
Van Loon, who co-founded Prysmatic
Labs, a team of: i dedi

cant engineering feat,” says Edward
Machin, a senior lawyer in Ropes &
Gray's data, privacy and cyber security
practice.

Even if the big moment does come off
without a hitch, there are plenty of risks
that lie in wait. The first is a theoretical
one: dubbed the “51 per cent attack”.
Post-Merge, the Ethereum blockchain
will be secured by a group of individuals
by virtue of the ether tokens they have
staked. That means, in theory, that any
group orindividual who gains control of
51 per cent or more of the staked ether
on the blockchain would effectively
control the system.

It is an unlikely scenario — not least
because it would probably be prohibi-
tively exp to own over half the

cated to building the Ethereum block-
chain, says the Merge cannot come soon
enough. “Proof of stake has been com-
ing soon since 2016 . .. it’s almost a
meme at this point,” he says.
Changing engines mid-flight
The carbon footprint problem has been
a persistent hurdle to efforts to push
I tethnelony to mat
users, says Ryan Wyatt, former head of
gaming at YouTube who now runs the
blockchain gaming company Polygon
Studios. The Merge “really does away
with that in its entirety,” he says. “You
can then focus on what the other points
of friction are for onboarding the next
billion users into Web3.”

Others in the industry say Ethereum’s
problems with slow transactions and
high fees will continue to disqualify the
blockchain from driving any kind of
Web3 “I don’t und, d

staked ether on the blockchain. But also
because an attacker would lose their
staked holdings if they tried to meddle
with the chain.

still, the danger is there and crypto
sceptics have witnessed enough hacks
and collapses not to dismiss it. “It’s a
high stakes test . . . The hackers aren't
going to come out until it’s live,” says
crypto critic and angel investor Liron
shapira. Another critic, software engi-
neer Stephen Diehl, says it is dangers
such as these that make people who are
considering investing in crypto markets
think twice, because “there is this
underlying platform risk where, unlike
[with] physical commodities, crypto
assets can simply cease to exist due to
technical black swan events.”

Amore immediate problem is the tail
risk of a whole series of market mecha-
nisms that have yet to be tested in the
wild. “Hi are pretty bad at pricing

this insistence of using something
[Ethereum] that at its core, doesn’t
work very well,” says Lars Seier Chris-
tensen, co-founder of Saxo Bank who
now runs a proof-of-stake blockchain
called Concordium.

‘What is more, there is no guarantee
the Merge will work from a technical
perspective. The process has already
been setin motion and will happen once
a pre-determined target on the block-
chain is reached — expected to happen
as early as Tuesday. The Merge will be
gradual, more like the sun coming up
thanswitchingon alight.

“I1t’s almost like changing the engines
on a plane whilst flying it . . . a signifi-

tail risk. I think most people are prob-
ably not thinking about [it], and there
are a lot of risks here,” says Garg of
ElectricCapital.
Existential angst
The most urgent concern for many
Ethereum backers is the existential
question that proof of stake presents to
“decentralisation” — a sacred tenet
among advocates of blockchains.
According to DeFi Llama, a popular
analytics website, the Ethereum block-
chain holds over 50 per cent of the total
value of the decentralised finance
industry, which champions direct peer-
to-peer transactions and is meant to

‘Thisisa
pretty
critical
step for
Ethereum
toscale. ..
to become
what it can
become —
a24/7
global
capital
market’

‘ Ether has recovered slightly
from recent sharp falls
% per digital token
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remove all need for third-party inter-
mediaries such as banks or brokers.
Like other blockchains, Ethereum is
meant to be censorship-resistant. Its
design is supposed to hold out against
powerful individuals or entities seeking
to exert control over other participants.
But inits new guise, safeguarded by a
collection of individuals or companies,
Ethereum loses that autonomy. “You
have what is a shining beacon of decen-
tralisation but in a new model it will be
more centralised than people think,”
Machin.

This problem has become clearer
since the US Treasury’s Office of Foreign
Assets Control last month imposed
sanctions against Tornado Cash, an
Ethereum-based platform that the gov-
ernment accused of facilitating billions-
worth of laundered crypto. The
staunchest of crypto’s libertarian army
had said the heavy hand of government
would prove ineffective against the
kinds of “smart contracts” — computer
software designed to automate transac-
tions — that run on decentralised plat-
forms. Yet, sanctions have proved effec-
tive after all. Inthe weeks since Tornado
Cash was targeted, transactions on the
platform nosedived.

That worry is bound to cross the
minds of Ethereum’s future guardians,
including the exchanges Binance and
Coinbase, and staking platform Lido
Finance. According to Nansen data,
these companies are already some of the
biggest Ethereum staking players
around, and thus will be trusted to
secure the network post-Merge. Last
month, Coinbase chief executive Brian
Armstrong said his exchange was likely
to quit the staking business before cen-
soringthenetworlc.

As guardians of the Ethereum net-
work, these entities will have to decide
whether or not to validate and process
blocks of transactions that may contain
transactions coming from entities
under sanctions such as Tornado Cash.
That sounds like th hip-
resistant utopia envisioned by the ideal-
ists — although critics of bitcoin point
out that the concentration of miners
(who are overwhelmingly based in cer-
tain countries such as the US and
Russia) in that blockchain also amounts
toacentralised system.

1f the Merge does usher in a new era of
centralisation, those idealists may have
to pack their bags and leave. “If people
are worried . . . OK, great, go some-
where else,” says Jeff Dorman, chief
investment officer at the asset manage-
ment firm Arca.

There s another reason for optimism:
since July, the price of ether — as well as
of other popular cryptocurrencies — has
partly rebounded, giving investors
some respite following a turbulent few
months. When BlackRock, the world’s
largest asset management firm,
launched a bitcoin private trust last
month, it signalled that the beleaguered
industry might already be repositioning
itself for the next bull market cycle.

If the price of digital assets — and,
more specifically, ether —should revive,
then it is likely that the post-Merge
Ethereum blockchain will be one of the
biggest beneficiaries of another crypto
bull run. “Ilike to call it the lazy man’s
ETE,” says Dorman. “By owning ether,
you now have exposure to stablecoins,
you have exposure to NFTs, you have
exposure todecentralised finance.”

Even so, Dorman is not convinced
that wider interest in decentralised
finance will necessarily follow from the
Merge. That, he feels, is “a separate con-
versation”. “Do [people] want to take
loans through [DeFi] rather than walk-
inginto abank? Do people want to trade
digital collectibles rather than trad-
itional baseball cards or stamps? All
those factors, user growth, transaction
growth, volume growth, those are inde-
pendent of the Merge,” he says.

Ultimately, answers to these ques-
tions will become clear once the Merge
happens. Plenty of dry-run merges have
taken place on “testnets” — essentially
non-live blockchains —the mostrecent
just last month. But there’s nothing
quite like thereal thing.

Additional reporting by Richard Waters
in San Francisco and Joshua Oliver in
London
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‘Without fear and without favour”

Kyiv’s troops turn the tables in north-east Ukraine

Putin is under pressure

over what the Kremlin

calls a ‘regrouping’
Breakthroughs in conflict can come
when least expected. Just when Russia
and Ukraine seemed locked into a grind-

ing war of attrition, Ukrainian forces’
rout of | the l.nvaders around north-east-

devolving more decision-making to
lower levels. Moscow’s more hierarchi-
cal forces, where decisions are pushed
up the line, struggle to handle events
happeninginmultiple places at once.
Despite its far bigger population and
overall armed forces, Moscow faces seri-
ous troubles over manpower and moti-
vation. The forces it now has in eastern
and southern Ukraine appear too thin-
ly spread todefend a1,300km frontline.

Ukrainian forces to get into close com-
bat for which, as has been clear in past
days, the Russians havelittle appetite.
Far from simply prolonging a war
Ukraine can never win — as the Kremlin
has repeatedly tried to claim — high-
tech arms have been shown capable of
tipping the balance. This bolsters argu-
ments for accelerating what has been
promised — only half of the $16bn of
physlcll weapons pledged have been

ern Khark heir most strik-
ing success since Russia withdrew from
around Kyiv in March. It does not mean
aswift end to the conflict is in prospect,
even if it is not impossible; most likely
the two sides will still be facing off come
the European spring. Yet it shows that
Ukrainian forces have the capability to
drive the Russians back. The ramifica-
tions for both sides are far-reaching.
Ukraine’s advance sends important
messages about the strengths and
morale of the two armed forces. Tt shows
Kyiv’s army | has the mpaﬂty for ulLe].I.l—

has in effect dits entire
country to fight an existential war its
forces cannot afford tolose. Russian sol-
diers are in a conflict foisted on them by
the Kremlin that many would rather
have nothing to do with. Reports from
Kharkiv suggest many Russian troops
fled as Ukrainians advanced, dumping
their equipment.

Kyiv’s forces have demonstrated, too,
the difference western weapons can
make, and their ability to operate and
integrate them into strategy. High-pre-
cision arms are helping to remove Rus-

d for

Too much of the aid pmvlded so far,
moreover, has been based on what hap-
pened to be available. Supplies should
be better tailored to Kyiv’s strategy.
Ukraine has provided a success that
western leaders can point to as they
steel their populations for the privations
of the coming winter, when President
‘Vladimir Putin clearly hopes that send-
ing energy prices spiralling by turning
off the gas taps will sap resolve.

Caution is still merited. Kyiv has to
take care not to allow its supply lines in

ft.com/opinion

gent

as well as fl

sia’s ady

in artillery — allowing

the Kharkiv region to become over-

stretched. Its forces’ counteroffensive in
Kherson to the south — vital to secure
access tothe Black Sea — is making much
slower progress, even if it drew Russian
troops away from Kharkiv. Russians are
better dug in here, where irrigation
channels make ready-made trenches,
and the quality of the forces backing up
its conscript frontlines is much higher.

Moscow has displayed a readiness to
wreak vengeance in weekend strikes
around Kharkiv aimed at depriving the
civilian population of water and heat.
The situation around the Russian-held
Zaporizhzhia nuclear power station
remains ominous. Putin is under pres-
sure from nationalist bloggers, and even
pro-Kremlin TV pundits, to get a grip
after what Moscow has euphemistically
called a “regrouping”.

The danger that he might seek tolash
outor up the ante is one western capitals
must bealert to, and prepared for. But it
should not deter them from continuing
a support strategy to Ukraine that is
showing signs of bearing fruit.

Society

‘Success sequence’ must
be treated with caution

Stephen
Bush

ant to get ahead in
life? In the rich
world, there are three
supposedly foolproof
steps: graduate from
secondary school, get a full-time job
and get married before you have
children. The “success 5

hard to say with confidence that com-
pleting it is all that important. That
said, the finding does feel a lot like
basic common sense. As the econo-
mist Bryan Caplan puts it, saying
“dropping out, idleness, and single
parenthood make you poor” is on a
par with asserting that “burning
moneymakes you poor”.

There are a couple of other prob-
lems with the theory, however — not
least the issue of who, exactly, is the
“you” we are talking about here. Is
someone who raises a child in a
loveless malnage really better off
thanif

term popularised by Clinton- era
American official Isabel Sawhill and
her co-author Ron Haskins in their
book, Creating an Opportunity Society,
hasbecome the watchword of much of
the thinkingrightin the US.

Their thesis appears to be statisti-
cally robust: if you control for educa-
tion and social class, you are more
likely to be better off if you complete
the success sequence, whether gemng

they raised a chlld ‘happily alone? 1sa
child born into a single-parent family
really worse off than a child who isn’t
bornatall?

While it is trivially true that you are
better off financially raising a child in
along-term two-parent household, it
isfar from clear that you are better off
financially or socially raising a child
with a partner who doesn’t want to
stick around than if you are alone. Not
all social can or should be

your secondary school
the last thing you do before enLermg
work or you go on to collect a slew of
tertiary qualifications too.

But just because a correlation is
robust, it doesn’t follow that it is
meaningful. One of the most reliable
and consistent findings in political sci-
ence is that university graduates are

reduced to the question of whether or
not a household is better off, finan-
mally speaking. A self-interested
hold would never h: hild

— but not everyone is happy that way
and in the long term it wouldn’t work
out for anyone.

Nur isit clear what the actual policy
i ions of the success
should be. A man who impregnates a
woman and then disappears into the
sunset to focus on his career may well
be better off, economically speaking,
than if he stuck around and took a job
that allowed him to focus on childcare.
Supporters of the success sequence
are divided on whether the correct

more liberal than people h

gone on to higher education. But a
series of studies, most recently a fasci-
nating study of sibling outcomes from

pumy hi mar-
riage” or increase access to reproduc-
tive healthcare. But part of the prob-
lem with the idea i is that its implica-

the University of has
found that it is not that going to uni-
versity makes you more liberal — itis
that being liberal makes you more
likely to go to university.

The same may well be true of the
success sequence. 1, for instance, have
“completed” it: I finished secondary
school, I work full-time and I'm mar-
ried. My partner and I tied the knot for
alot of reasons, but one of them is that
Iam morbid. I'm the kind of person

tions for p her arid.
States are ingeneral pretty bad at set-
ting cultural expectations or mores;
where they shine is in their ability to
solve collective difficulties or to hand
out cash.

of course, one reason why some
people on the American right like the
success sequence is that it is an excuse
for governments not to spend money.
What's the point of welfare spending
when the best thing for outcomes is

ho thinks a lot about end-of-lif
narios and my partner’s ability to
make medical decisions for me.
Although the evidence on whether
morbidity is a helpful or unhelpful
way to build resilience is patchy, it’s

work and marriage?

But the hard truth for libertarians is
that in most democracies they have
failed to win the argument for reduced
state spending. A much better starting
point, whether or not you support
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What the Queen can teach business leaders

Person half her age would
have balked at the request
Very few members of the public will

As an executive headhunter, reflecting Her Majesty was thoughtful in her seamless as possible — it could come at | know of an amazing act of selflessness
on the Queen’s incredible reign, it is communication and cared deeply an unexpected moment when already shown by Her Majesty in November
hard to think of a better embodiment about the l.mpactnfherwnrdsun in the midst of a crisis. 2010 when she was already into her
of the leadership values all business others; she was a reassuring and As we celebrate her life and eighties.
leaders should aspire to: consistency, uplifting voice in good times and bad. immeasurable contribution to the The director of the Sheffield Institute
reliability and a constant presence As along reigning monarch, she ‘world, 1hope other leaders can take for Translational Neuroscience,
all could depend on (“The grace, deftly managed the evolution of her inspiration from the timeless Professor Dame Pamela Shaw, invited
humanity and fortitude of organisation within an ever-changing leadership qualities. our honorary patron, the Duke of
Elizabeth II”, FT View, September 9). cultural context. ‘We look forward to King Charles 111 Devonshire, to open our new building.
she had a prodigious work ethic and Shy \b d modernity and leading by the incredible example he The Duke said that he had a much
‘brought the i and ile stayi hentic to has been set. better idea — Her Majesty. And so it
verve to the daily grind of reviewing the royal brand. Rest in eternal peace Queen happened.
dispatch boxes and opening leisure The Queen recognised that, however | Elizabeth and God save the King! Her Majesty and the Duke of
centres as she did to prestigiousevents | difficult to envisage, succession must Sam Gordon Edinburgh endured the doubtful
such as hesting world leaders. always be planned for and shouldbeas | London E9, UK comfort of an overnight journey to
Sheffield in the Royal Train, spent the
whole day at SITraN, including a
Don't forget Scotland’s role | gawx A Commonwealth official | formal lunch, and at AMRC (Advanced
0 0 . . Metals Research Centre), another
in preserving the Crown applauds her contribution | pnch of sheffield University. Such a
Gideon Rachman says “the British KE @ Her Majesty Queen Elizabeth IT demanding visit would have fazed
empire and the union with Scotland are oversaw the transition from a British many half her age, but she showed the
just episodes, in the much longer empire to a multicultural fortitude for which she became
history of England” (“Elizabeth IT was. Commonwealth of 56 equal states. renowned and was in excellent humour
Global Britain personified”, Opinion, As a Commonwealth official for throughout — amazing!
September 10). Confusing the British almost 40 years, 1 witnessed the crucial | Jonathan Stone
empire with the history of the role she played behind the scenes, Founding Patron, SITraN, Sheffield, UK
relationship of Scotland and England is especially in her support for a free,
misleading, the issue of the Crown non-racial South Africa, including in Elizabeth II was a Daoist,
‘being a prime example. conflict with the then-British prime . P
Rachman forgets the Crown has been minister, Margaret Thatcher. but without kl'l()W'l]‘lg it
entwined with Scotland since its The outpouring of tributes from In all the commentary on our late
medieval origins and that were it not around the world, not only from Queen, one point has been missed: she
for Scotland the Crown might have Commonwealth countries, but those was a Daoist, without knowing it (“The
disappeared. A like Germany and Norway who, like grace, humanity and fortitude of
1t was Scotland's James VI who SHE MADE You FEEL LIAKE | the UK, interrupted and changed their | Elizabeth I”, FT View, September 9).
unified the Scottish and English ;’” CZals i Ly regular TV and radio schedules in her The way she lived proved the truth of
Crowns in 1603, becoming James I. And &R ors RS (T honour, bears evidence to this. a central teaching of the Dao De Jing,
it was Scotland that kept the The late Queen was a remarkable the Chinese classic text written around
alive for more than a decade during the and dedicated British monarch; she 400BC and traditionally credited to the
period of England’s Commonwealth April 23 1661 was simply a ‘was also a truly inspirational head of sage Lao Tzu: “The Way never acts, yet
(1649-1660), after James’s son, recapitulation of an event that had the Commonwealth and a much loved nothulg is leftundone.” In other words:
Charles I, was executed. originally been performed in Scotland and respected global leader. “By doing nothing, you do everything,”
His son, Charles II, was proclaimed 10 years previously at Scone Abbey on carl wright or even: “By saying nothing, you say
King in Scotland the year Oliver January 11651 Secretary-General Emeritus, everything”
Cromwell took over in 1649. His Kate Robinson Ccommonwealth Local Government Forum | Roger Garside
coronation at Westminster Abbey on Glasgow, UK Canterbury, Kent, UK London SW16, UK
OUTLOO t was when I saw the tattoo that said that his time in custody, some of free-for-all. But the revelation that
the penny dropped. The man it in solitary confi had been ima Begum — the British
TURKEY sitting two rows behind me onmy | “very hard”. schoolgirl who joined Isis in 2015 —
Ankara to London flight last Davis, who had picked up excellent was smuggled across the border by a
month, flanked by two Turkish and a muscular physique man who was also working for
plainclothes officers, had the letters during his seven-and-a-half-year jail canadian intelligence, shows how
o A-I-N-E running vertically down his sentence, said he wanted to “justlivea | murky this whole period was.
My ﬂlght leftarm. normal life” back in the UK. The sensitivities ivolved in
1t’s Aine Davis, I thought. 'm ‘When T asked if he was expectingto | repatriating people like Davis is one of
. sharing my Sun Express flight withan | be arrested, he replied: “I've no idea, the reasons the UK is eager to
home mth an alleged member of an Isis jihadi cell after the things they’ve written about | maintain good relations with
o . g known as the “Beatles”. me in the media.” President Recep Tayyip Erdogan’s
Is IS B e a tl e My suspicions were first ra]sled Upto tlus point, t.he 'l'urklsh gua:ds government.
when my husband saw a man in accompanying Davis had paid little Turkey has deported 9,000 alleged
handcuffs beingled on to the planeas | attention to me. On seeing the stain- foreign terrorist fighters since 2011,
we waited to board. When we took our | ridden “human highchair” look I sport | the interior ministry has confirmed.
seats, I discovered we were two rows. ‘when travelling with a toddler, they Though the pace of deportations has

in front of the detainee: a bald 30-
something bearded man who was
‘wearing a white Puma T-shirt.

After take-off,  walked past him a
few times under the guise of
entertaining my 17-month-old
daughter. I angled for information
from the cabin crew.

My husband rolled his eyes and
wished I would just sit down. Then T
saw the tattoo.

Davis is suspected of having been a
member of an Isis cell that captured
and killed western hostages in Syria.
The Beatles nickname was given to
them by captives: a black-humoured
reference to the men’s British accents,

must have assumed I was harmless.
After discovering I was a journalist,

they panicked and shooed me away

‘before I got the chance to ask Davis

anything more.

But for the rest of the flight, 1 had
‘the strange experience of playing with
my daughter within touching distance
of a man accused of terrorism
offences. Our fellow passengers were
completely oblivious.

In some ways, this was the final
chapter of a story that began a decade
ago. After the 2011 Syrian uprising, it
‘was common to see young men flying
from Britain to Turkey, intending to

cross into the war-torn country. Some

slowed in recent years, 20 people were
sent back to EU countries in the first
seven months of 2022.

An estimated 360 Britons who

joined extremist groups in Syria and

Iraq were “still somewhere in the
region”, according to a UK
government estimate in 2019.

Britain has subsequently stripped
some of them of their citizenship to
prevent their return. But Ankara has
said, quite rightly, that it will not
serve as a “hotel” for foreign terror
suspects. Davis needed to be sent.
home.

After our plane landed at Luton, my
family and I walked down the steps on
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certainly possible that what makes me
better off is not that I have completed
the success sequence, but that I plan
ahead and am fairly good at dealing
with bad situations, because I think
about them ahead of time.

The absence of useful sibling studies
about the success sequence makes it

Tuesday 13 September 2022

state spending, is to focus on things
statescanreliably achieve, rather than
things they can’t. Once someone
leaves school, the success sequence is
firmly on the list of things over which
statescan’t have any influence.

stephen.bush@jft.com
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by Laura Pitel

and a way of telling them apart.

The 38-year-old Davis had been
detained in prison in Ankara — [ knew
he was due to be deported home to
the UK.

still, I wanted to be sure, so I asked
him. He confirmed his identity and

FINANCIAL TIMES

had genuinely good intentions. Others
less so, especially after Isis captured
large parts of Syria and Iraq in 2014.
The porousness of the Turkish-
syrian border in those years is still a
‘bone of contention between Turkey
and the west. It was undoubtedly a

to the tarmac and made our way
through the airport to be greeted
warmly by my in-laws. Davis’s
welcome party consisted of three
British policemen.

laura.pitel@jt.com

Opinion

The term ‘quiet quitting is worse than nonsense

EMPLOYMENT

Sarah
OConnor

‘mployers have been trying to
get inside their employees’
heads for more than a cen-
tury. In 1920, Whiting Wil-
liams, a former personnel
director in a steel even went

problem. An articlein Harvard Business
Review urged managers to ask them-
selves: “Is thisa problem with my direct
reports, oris this a problem with me and
my leadership abilities?”

Idon’t thinkit's a problem at all. First,
the Gallop survey data suggests this is
neither new nor a trend. Just under a
third of US workers were “engaged” anc
almost a fifth were “actively disen-
gaged” inthe second quarter of this year
(Gallop defines “quiet quitters” as the
group which is neither). The propor-
tions have wobbled a little over time but

undercover as a labourer before pen-
ningabook called What's on the worker’s
mind: by one who put on overalls to find
out.
This year, a popular video on TikTok
about “quiet quitting” has sent
1 A e

in line with the average
since 2000.

second, I would suggest that if your
staff turn up every day and do exactly
what you ask of them, they aren’t “quiet
quitting”, they’re “working”. Some peo-
ple will always be dnven by ambition,

drive. According to Gallup, about half of
Americans are “quiet quitters”, which it
defines as people who are “not going
above and beyond at work and just
meeting their job description”. HR spe-
cialists and consultants have been quick
to jump in with advice on how to fix the

or insecurity
to do more than]s asked of them, but if
you expect everyone to do that, by defi-
nition it isn’t “above and beyond” any
more.

Indeed, companies which have built
their business model on people con-
stantly going “above and beyond” their

job descriptions are on dangerous
ground. Some of the rail disruption in
the UK this summer was a case in point:
operators like Avanti relied for years on
staff voluntarily working extra shifts on
their days off; when staff withdrew their
goodwill, the service fell over.
similarly, many companies in the
video games industry have relied on
“crunch” (a period of very long working

If your staff turn up
every day and do exactly
what vou ask of them,
theyre ‘working’

hours) to meet deadlines. Some in the
industry say this has evolved intoa per-
manent “crunch culture”. According to
a survey by the International Game
Developers Association in 2018, 42 per
cent of developers said crunch time
‘was expected at their workplace and
only 8 per cent were paid for overtime.
shaun Rutland, chief executive of
games company Hutch, says there can

be camaraderie in extreme hours when
you're young, but it also damages peo-
ple’s health and relationships to the ulti-
mate detriment of the firm. He remem-
bers having to work from 8am to 8pm
for months as a youngster. “I was so
grateful to get the job working in games,
Twas like: ‘thisisit, I'm going to do eve-
rything can’, [but] it made me soill.”
Nor is it productive to overwork peo-
ple. A study by Erin Reed, a manage-
ment professor at McMaster University
in Canada, found managers could not
tell the difference between those who
worked 80-hour weeks, and those who
justpretended to.
Implicit in the corporate panic over
“quiet quitting” is something deeper as
well: the idea these people are “psycho-

My advice to employers is to get out of
employees’ heads, stop worrying about
‘whether they love you or not, and focus
on their output. Are they doing a good
job, or aren’t they? That’s not to say
there is no point in asking workers how
they feel. But if you must do “engage-
ment” surveys, my experience of speak-
ing to workers over more than a decade
would suggest you only need to ask
three questions. Doyou think your work
is harming your health? Do you have a
decent line manager? And do you think
‘you're paid fairly?

At its heart, the “quiet quitting”
kerfuffle speaks to an unhealthy under-
standing of the relationship between
companies and their staff. Employers

logically ” totheir emp
because their “engagement needs are
not being fully met”, as Gallup puts it.
But this is mushy ground to wade into.
‘What if someone loves their work, but
not the organisation they do it for, or
vice versa? What if “purpose” matters
for some people but not for others?
‘What if some only do their job for

money but they’re still really good atit?

1 need, and

don’t need to be passionate about
their employers. How about a simple
contractual relationship of mutual
respect and clearly defined obligations?
I'mgoingto callit “work for grown-ups”.
Now I just need to make a TikTok video
aboutit.

don't need to caterto employees every
P

sarah.oconnor@ft.com

Russias war
hasreached a
turning point

JOBAL AFFAIRS

Gideon
Rachman

he sight of Russian troopsin
headlong retreat in Ukraine
is st\mnmg but it should
not be surprising.

This war has gnne badly
for Russia from the outset. Vladimir
Putin failed to achieve the lightning vic-
tory that he was aiming for on February
24. By April, the Russians had been
forced into a humiliating retreat after
making incursions towards Kyiv.

The limited gains Russia has made
over the past six months have comeata
terrible cost. The original invasion force
mustered by the Kremlin was around
200,000 troops. The US estimated last
month that 70,000-80,000 of that force
has been killed or wounded since the
beginningof the invasion.

Unwilling to acknowledge that Russia
is at war, Putin has refused to institute
conscription. By contrast, Ukraine has
mobilised its entire adult male popula-
tion. As a result, Ukraine now probably
has more troops on the battlefield than
Russia.

long-range missiles — means they are
now better equipped than the Russians.

The prospect of Russian defeat is real
and exhilarating. But Ukraine’s
advances also open a new and danger-
ous phase in the conflict.

The pictures of weeping civilians
embracing Ukrainian soldiers as they
liberate towns and villages from the
Russians underline what this war is all
about. Permanent Russian occupation
would snuff out political freedom and
would be enforced with killings, torture
and deportations.

An easy Russian victory in Ukraine
would also have opened the door to fur-
ther jonagainst its nei
including Moldova and perhaps even
Nato members Estonia, Latvia and
Lithuania. That prospect was alarming
enough to persuade Fm.hnd and Swe-

Crimea, which was occupied in 2014
amid much rejoicing in Moscow?
Rather than accept defeat, Putin may
try to escalate. His options, however,
look limited and unappealing. The
refusal to call a general mobilisation
must reflect nervousness about the
opposition that could stir in Russian
socjety Calling up troops, training and
will take

den to apply for

If Russia is defeated, the i invasion
threat hovering over the rest of Europe
will recede. The global political atmos-
phere will also change. Russian defeat
will go down badly in Beijing and Mar-a-
Lago. In the weeks before the invasion,
China announced a friendship “without
limits” with Russia. Donald Trump
chortled that Vladimir Putin was a “gen-
ius”. That judgment now looks not just
immoral, but stupid.

But some caution is in order. Almosta
fifth of Ukraine is still occupied. The

The Ukrainians also have the advan- Russlans will try to regroup and the
tage in morale and munitions. They are 1d over-reach.
fighting to defend their own country. The The really complex question is what
supply of advanced weaponry fromthe  happens if Russiais facing a humiliating

Us and Europe — in particular, accurate

defeat — perhaps including the loss of

many weeks —
and the war is moving fast.

From the beginning of the conflict,
Putin has hinted that Russia might use
nuclear weapons. The White House has
always viewed this possibility seriously.
As the war has dragged on and gone
‘badly for Russia, fears that Putin might
resort to nuclear weapons have receded
alittle, but they have not gone away. As

i i putitto

western p

The prospect of Moscow’s
defeat is real. But Kyiv's
advances open a dangerous
phase in the conflict

VT

me last week: “We have to remember
thatalmost every Russian military exer-
cise we've observed has involved the use
of nuclear weapons.”

Using nuclear weapons in Ukraine
would, however, create the obvious dan-
ger that Russia itself would be contami-
nated by the fallout. The global political
reaction would be very negative and a
western military response, probably

lear, would be all but inevitabl

Like Russianleadersin the past, Putin
is hoping that winter will come to his
Tescue. Russia’s recent announcement

So the Russian leader’s position looks
perilous. From the start some western
leaders have quietly hoped that Putin
‘would lose power as a result of the war.
PresidentJoe Biden even blurted it out.

But if Putin is deposed, perhaps by a
palace coup, his replacement is more
likely to be a hardline nationalist than a
liberal. The most vocal dissent being
expressed in Russia is from militarists
and nationalists — calling for escalation
of the war. One theory doing the rounds
in western intelligence circles is that the
murder of Daria Dugina, a nationalist

that it will stop almost all lies to
Europe is clearly intended to freeze the
western supporters of Ukraine into sub-
mission.

But Putin needs alot to go right for the
gas gambit to work. A very cold winter
or asurgein political protests in the west
would help. Neither can be relied upon.
The German government says the coun-
try “is now better prepared for a halt to
Russian supplies” and that the total gas
storage level is almost 87 per cent.
Energy price subsidies are being rolled
out across Europe.

journalist, d by the Russian
security services as a warning to Putin’s
ultra-right critics.

A defeated Russia would not disappear
off the map. And it would still possess
large numbers of nuclear weapons, as
well as a replenished stock of grievances.

So many dangers clearly lie ahead.
But sometimes good news has to be rec-
ognised for what it is. Inwhathasbeena
bleak year, the Ukrainian military victo-
ries of the past week are certainly that.

gideon.rachman@ft.com

Kingand PM

face challenge

of upholding
Britishness

Sebastian
Payne

cin

he celebrations of Queen

Elizabeth II’s life are chiefly

focused on her place as a

symbol of apolitical duty.

But there is another value
that the monarch imbued above all oth-
ers: Britishness. The Queen’s long life of
publicservice was devoted to, and inter-
twined with, the bonds of the United
Kingdom.

Her death at Balmoral, the Highlands

home cited as her happiest place and

tages of mourni

bolise how she spanned the dlvlde
between Scotland and England. From
the tractors lining the Aberdeenshire
countryside to the vast crowds greeting
the arrival of her coffin in Edinburgh,
there have been abundant signs of what
she meant to many Scots.

Scottish nationalists will argue that
Elizabeth was the Queen of Scotland
too; that in the case of independence,
she would remain head of state. But that
is to overlook how keenly she felt
aboutthe presence of Northern Ireland,
‘Wales and Scotland, as well as England,
inthe UK.

During the 2014 referendum on Scot-
tishindependence, the Queen took what
may have been the greatest political risk
of her life when she urged bystanders
outside a church service to “think very
carefully about the future”. It was a
carefully choreographed intervention,
planned for months, and carried more
weight than any politician’s. Without
doubt, she helped save the union.

Saving Scotland’s place
in the UK will be more
difficult than most
politicians like to admit

But the threat of a break-up has not
gone away. The governing Scottish
National party may be struggling in the
polls, butits march towards another ref-
erendum goes on, with an impending
court challenge on the holding of a vote.
King Charles will not wish to be the
monarch who sees his country fall
apan yet the matter will probably arise
again within three years.

The Westminster pu]mcal situation
has exacerbated tensions. Brexit high-
lighted the diverging politics of the four
nations. And Boris Johnson was an espe-
cially unpopular prime minister in Scot-
land. Before the end of his premiership,
his net unpopularity was-71, compared
to +12 for Scotland’s first minister
Nicola Sturgeon. Under his leadership,
the Scottish Tory party slumped to third
place in opinion polls.

Even without Johnson, Truss and the
King must grapple with the long trend
towards independence. Scotland’s
demographics heavily lean towards
secession, which is favoured among
younger voters. And from its parlia-
ment to its police force, a de jure inde-
pendent Scottish state is being formed

Ukraine’s economy urgently needs more international support

Kyrylo
Shevchenko

Qi

ix months ago, Ukraine woke
up to the reality of a full-scale
war belng waged agamsl 1[

expanded by 6.5 per cent or nearly $1bn.
In addition, we have avoided mone-
tary destabilisation. In August, year-on-
year inflation in Ukraine stood at 23.8
per cent. Other countries have had far
worse inflation during or immediately
after a war. Think of Germany after the
first world war, South Korea in the early
1950s or Serbia in the early 1990s. Tak-
ing mtu accoum the glubal IIend af

ing reforms in monetary policy and
finance, Ukraine faces a huge wartime
‘budget deficit. This is inevitable for a
country fighting a defensive war. To
cover the gap, the government needs at
l&ast $5I1n amonth in funding, accord-

‘ministry. By the end of
7.071, the deficit may reach 25 per cent
of gross domestic product, excluding
international grants. History suggests

Modern European history is full of
lessons of the dire political conse-
quences that can follow.

As an EU membership candidate,
Ukraine knows that such action would
hobble its prospects. The EU’s founding
treaty expressly prohibits national cen-
tral banks from financing their govern-
ments. Ukraine needs other sources of
ﬁnanﬂal support] for itseconomy.

in aid. We expect another $12bn by the
year’send.

The launch of a new co-operation
programme with the IMF will send an
important signal to creditors. The IMF
has always stood by Ukraine in times of
crisis. A four-year programme worth
$17.5bn was set up in 2015 after the Rus-
sian occupation of part of Ukraine. This
IMF support was part ol a package of

before a de facto vote enshrines it.
D icch 1 -
thebonds of Britishness. Since Elizabeth
ITacceded to the throne, Scotland’s pop-
ulation has risen by about 7 per cent.
During the same period, England’s has
risen by 37 per cent.

All Britons are facing whiplash. This
time last week Elizabeth It and Johnson
led the UK. Now, it is Charles 111 and Liz
Truss. The new prime minister is
scarcely more popular in Scotland than
her predecessor, but she arrives with
less baggage. Her diligent governing
style may find more favour than
Johnson’s chaos. At the very least, she
must highlight the shortcomings of the

SNP srecord
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X J Wenhave been forced to ngnt
Lhe enemy on two fronts at

accelerating Nanion, UKFAINE's rate of
price growth can be considered an

i and in finance
— 5o that we can secure the resources to
fightuntil we win.

Survival and victory require Ukraine
to have a strong economic backbone
and a reliable financial system. Thanks
to tremendous efforts, we have man-
aged to ensure the stable operation of
the banking system. Customer pay-
mentsare beingmade without interrup-
tion. We have prevented deposit out-
flows. In fact, hryvnia retail deposits
have risen by 31.7 per cent, equivalent to
almost $3.7bn, since the outbreak of
hostilities. Lending to strategically
important sectors continues. The hryv-
nia corporate loan portfolio has

Yetitistoo early torelax. Ukraine has
benefited from a safety margin accumu-
lated before the war. However, interna-
tional reserves have shrunk by almost
18 per cent since the beginning of the
year. These have allowed us to bolster
the economy, but they will not last long
if we continue to burn through them.

As winter draws near, it is time for
the state’s economic policy priorities to
shift in a way that can accommodate
a protracted war effort. This requires
effective redistribution of domestic
resources and strong financial support
from abroad. After years of pursuing a
balanced fiscal policy and implement-
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A simple solution would
be to print money vet
history shows dire political
consequences can follow

‘there are limited ways to finance state
expenditure in a war. National eco-
nomic stability depends on how suc-
cessfully the authorities combine these
limited methods.

A simple solution would be for the
central bank to issue money. But this
‘would erode household savings, deepen
crisis trends in the economy, fuel infla-
tion and undermine social stability.

‘whatare they? FIrst, UKrame snould
revitalise domestic borrowing by issu-
inggovernment debt on market-driven
terms. The purpose is to shift the bur-
den of financing the deficit to postwar
times. However, this process should be
structured so as to prevent public debt
from continuing to rise in peacetime.
Second, Ukraine should curtail the defi-
cit by slashing non-priority expendi-
tures and raising taxes. And third, inter-
national financial support for Ukraine
should increase.

Russia’s i listo mine
Ukraine’s economic resilience. Finan-
cial assistance from our partners is
therefore almost as important as mili-
tary support. They have already pro-
vided Ukraine with more than $17bn

* FINANCIAL TIMES

apout $40DN 1N INternatonal nnancial
aid for Ukraine.

Coupled with powerful sanctions
against Russia, a similar assistance pro-
gramme will help Ukraine endure and
thwart the aggressor’s ability to bank-
roll its war machine. What is more, we
believe the free world’s weak response
to Russia’s annexation of Crimea and
military aggression against Ukraine in
2014-2015 encouraged this year’s full-
scale invasion. Had the global commu-
nity introduced an adequate sanctions
package in 2015, this war might never
have broken out and our current and
future losses would not be so huge.

The writer is governor of the National Bank
of Ukraine

New natonal and poltical leadersnip
is an opportunity for renewal. Saving
Scotland’s place in the UK will be harder
than most politicians like to admit. It
requires a positive message of domestic
reform and a coherent case that the
challenges nations face are best met as
part of a bigger entity.

With the death of the Queen, thereisa
risk that Britishness goes with her. No
other event in modern times has
brought Scotland and England closer.
But there is a glimmer of hope that new
bonds of unionism could emerge and
that Scots may prove receptive to the
offer of something new. The onus isnow
on the Trussgovernment to find it.

sebastian.payne@ft.com

Tuesday 13 September 2022

Philips: suspect device
The Dutch company has lost ground in treatments for sleep apnoea after a product recall. Market share will
not recover until next year at the earliest. But potential litigation costs are the main reason that the shares
trade at a wide discount. For the moment, free cash flow is healthy

ex.

Twitter: @FTLex ...as has its earnings multiple

Forward earnings discount to European medical devices

Philips’ market share has suffered...

Market and sales outlook (€bn)
and services sector (1)
; . . B Sleep system market size Philips Respironics sleep systems sales —Discount ~ 3-year average = 5-year average

Reinsurance: The prospect of less capital chasing 50 Serco/Rupert Soames:

business is set to restore much needed A ko
cover sfory pricing power. That should cheer e 50 | goodsteer

finance directors at reinsurers as they 2012 — ig
Participants in the world’s reinsurance | pay chief executives’ hefty o Highland cattle are tough. Perhaps that
industry are meeting in Monte Carlo.In | claims for jaunts to Monte Carlo. 2017 19 20 7 22 was why Rupert Soames displayed a
the pricey principality, the talk is of Source: Refint, portrait of a namesake bull behind him
higher premiums. Hannover Re said it ...but at least free cash flow looks in Zoom calls during a bumpy
would seek double-digit rate increases De La Rue: e health: pandemic. Critics lambasted Serco, of

Y which he is chief executive, for its

in2023. Swiss Re and Munich Re have

€mn

Forecast

also forecast higher rates. accession lesson A handling of a UK government test-and-
That is good news for the industry " trace contract. When Mark Irwin
but bad for businesses and consumers. | Charles Ill became king of Great Britain 1,000 succeeds Soames in the new year, he
Reinsurers provide crucial financial and Northern Ireland at the weekend 2025 will need to be just as robust.
protection to insurance companies, following the sad death of his mother. 500 The reason is that Soames has
wlncharehkelympas.sonﬂ]e His likeness will in time replace hers on & 75 i e ® stabilised and simplified Serco, in part
d cost in their p UK Shares in currency : : ; 2021 2022 2023 by specialising in public sector jobs.
The hardening of Lhe market printer De La Rue have risen sharply in Source: Philips Source: S&P Global These indlude managing aspects of the
partly reflects surging demand. The anticipation. But it will take more than UK and Australian immigration
natural catastrophe reinsurance this to revive the fortunes of a business Dutch company Philipshad a exploded, bankrupting those groups. operating profits halved last year to services. That brings economic
market is forecast to grow 37 per cent with a deep structural problem. lightbulb moment years ago when it Philips’ problem involves its medical €845mn. While analysts forecast protection, recognised by buoyant
to $48bn over the next four years, The royal image is found on 4.7bn decided to move away from devices that deal with sleep apnoea, a those rebounding back to 2020 shares. But it does so with special risks
Swiss Re said yesterday. Soaring British banknotes and on legal tender consumer electronics towards pricier | disorder that can mean sufferers levels, Philips still trades at 12 times. attached. Governments are critters
inflation is driving up costs and the across the Commonwealth. New notes medical devices. Until recently, the simply stop breathing at night. its forward earnings, more than a even tougher than outsourcers, which
value of assets insured. featuring Charles ITI will appear within move worked a treat. But a big recall Philips recalled its devices, worn third below its three-year average. tend to come off badly in any dispute.
Price rises also point to declmmg monl.hs But these will probably enter of a product to battle sleep disorders | over the face, in April 2021 in the US Clearly the market frets more Soames’ previous business, portable
capacity. Some ion as old notes wear out. has knocked its share price badly. after years of complaints. In November, | about billions of dollars of costly US power group Aggreko, was a stellar
Axis Capital, Axa and Scor, have The run-up in the shares therefore The architect of the healthcare the US Food and Drug Administration product liability litigation. Philips has success. His move to basket case Serco
dropped or scaled back their exposure | seems misplaced. The group’s market strategy, Frans van Houten, left issued a report blaming Philips. Its so far only put aside €880mn to puzzled observers. His achievement
to natural catastrophes. That shows value is just £200mn compared with Philips last month. Litigation from shares have lost more than 60 per cent | cover recall charges. Claims there may perhaps be represented
how badly reinsurers have been £1bn 10 years ago. This reflects several afflicted US patients looms. A letter since the recall, worth about €30bn. escalation caught out Bayer and BP in counterfactually by the absence of a
affected by such claims and the impact | failed turnround attempts. A profit from Dutch shareholder group VEB Its sleep apnoea busi take | their ive litigation battles. carillion-style bankruptcy. Inflated
of Covid-19. Over the past five years, warning in May signposted further yesterday threatens more lawsuits. all the blame. Before the recall, these The: FDA said complaints had contract values merited big write-offs.
the average combined ratio of trouble ahead. Inflation is pushing up Medical claim liabilities can be devices generated only about 4 per accelerated since May with 168 Total shareholder return from
reinsurers — claims and costs as a costs and postponing profitability. hard for companies to grasp. Hopeful | cent of group revenues, as one of its deaths blamed on these devices. Soames’ 2014 start date is a negative 38
percentage of premiums — was about The efforts of chief executive Clive early estimates by AH Robins overits | muost profitable units, according to Philips admits it does not know yet per cent, or a positive 37 per cent from
101 per cent. That denotes an Vacher have borne fruit operationally. Dalkon shield contraceptive Barclays. Covid-19 lockdowns in China | the extent of the US legal claims. the date of a rescue rights issue.
underwriting loss, says Moody’s. He has been streamlining a business intrauterine devices and Purdue shut factories that provide important Until more news arrives, investors The stock had rallied around a third
Rising interest rates have also already diminished by the loss of the Pharma over opioid saleslater parts, a fifth of its supplies. Group should steer clear of the shares. this year, before dipping 6 per cent in

affected capacity. Higher bond yields
have reduced investor appetite for

contract to print UK passports and the
sale of an identity division. He has cut

salute to the outgoing chief executive
yesterday morning. The public sector

insurance-linked securities. The fallin | the number of sites but higher input focus protects Serco from a consumer
Lhe malket value of bonds is crimping prices and supply shortages have offset | printers willing to sell at cost price or all the rage. Investment bank Lazard lofty remuneration to follow. Sculptor’s | spending downturn. A proportion of
’ capital. losse: much of the benefit. ‘below. That is an intractable difficulty, | recorded 126 new activist campaignsin | share price has tumbled 25 per cent contracts have inflation proofing.
are the main reason this fell by 11 per As previously, De La Rue hopes to ‘whoever features on its notes. the first half of 2022, a 34 per cent since Levin took the helm, shedding Healthy US earnings benefit Serco via
cent to $647bn in the first half of the benefit from higher margin services increase from the same period last more than half their value this year. the strong dollar.
year, according to broker Gallagher Re. | and sales of banknote polymers. year. A deteriorating macroeconomic Assets, which once exceeded $50bn, The shares trade at about 14 times
That said, in the medium term higher Banknotes may be losing ground as a Hedge funds, 'l Daniel Och: | backdrop has drawn out a historic have fallen to $36.9bn. Levin blamed forward earnings, in line with US rivals,
rates should benefit reinsurers, partly medium of exchange but production . . . number of first-time activists. underperformance on a list of inflation, imcordmg o S&P CIQ. This is
by increasing investment returns. volumes are still growing. What the Un|lke|\l activist Och, who holds a 14.4 per cent stake rising interest rates, supply chain ive, given structural weak
Unlike US and Bermuda reinsurers, investors really want to know is when in Sculptor, has requested access to disruptions and the war in Ukraineina | in the yield-driven UK market.
the European sector has continued to this literal money-printing operation Carl Icahn softened his image as a records relating to the board’s decision | call with investors this menth. Levin’s Irwin’s task is to keep that advantage.
struggle in the first ha]f of this yezr It will spit out snmel]]mg for them. ruthless corporate raider to challenge to award Sculptor CEO James Levin pay is a symptom of a broader malaise. | Controversies have engulfed every big
has heavier exp: Having d the dividend in2019, | McDonald’s on animal welfare. $145.8mn in 2021, in a lawsuit filed at He does not stand out among hedge UK outsourcer. Public sector contracts
floods, European v\nndsmrms and the areturn next year is possible. Free cash | Following hislead, hedge fund magnate | Delaware Chancery Court. Sculptor fund managers for taking home about are particularly exposed, as indicated
war in Ukraine. Shares have lost flow should turn positive again in the Daniel Och has also been trying called the filing “misleading and full of | four times as much as the bosses of by the mauling G4S got over Olympic
ground. They trade on multiples close year starting next March to the tuneof | activism for size. Last month he falsehoods that present a grossly Goldman Sachs and JPMorgan Chase security. Irwin should acquire his own
to their 10-year average. £19mn, according to consensus, accused the chief executive of the fund | distorted view of board governance at last year. shaggy cattle picture as a talisman.
Reinsurers are at the sharp end of equivalent to a 10 per cent yield. manager he founded, Sculptor quiul the company”. It is ironic that Och is 0Och is an unlikely advocate for pay
disasters. But unless catastrophe losses. However, De La Rue would need to of extracting “ever-escalating pay claiming Levin’s pay has become restraint. He may not be a lone voice e
are unexpectedly bad, profitability pay regular dividends to regainitslost | packages” despite what he m]led “less | excessive. Och used his own money to for long, The hedge fund industry is For notes on foday’s stories
should rise on the back of improved status as a UK mid-cap. It competes in ‘than mediocre performance”. award Levin a $280mn pay package in headed for one of its worst years in go to www.ft.com/lex
investment yields and higher prices. an industry dominated by central bank Dabbling in shareholder activism is 2017, setting a precedent for years of recent history.
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The voice of the

CROSSWORD
No 17198 Set by FLIMSY

ACROSS
1 South American writers beginning fo
exhibit anxiety (8)
5 Caught working with radical novelist
(O]

9 This displays data about deer going
affer food 3,5)
10 Meal in the open air breeze (6)
12 Regret accepting front of last
Republican leader (5)
13 A trip never recovered missing navy
vessel (9)
14 Bouncy, loud and hairy (6)
16 Oddly cool after vehicle reversed on
animal (7)
19 A trifle tight in thong (7
21 Saw remaining blunt, ultimately
discarded (6)
23 Tailor can fail in business (9)
25 Male wearing formal attire for ages (5)
26 Tense after religious leader’s falk (6)
27 Opening grip (8)
28 Worries about eating English
puddings (&)
29 Abandon aircraft with relative affer it
refurns (8)
DOWN
1 Gorgeous drink he grabs on a regular
basis (6)
2 Alarms let criminal suspect something
(5,1 3)
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3 AIr base In that location ulfimately - - -
dismissed (5}

& Turkey, drenched outside, getting

cantankerous (7)
JOTTER PAD 6 Charily go off political system (9)
7 Group of mountains — get someone’s

goaf right fo the top (5)
8 Medic almost attempts to restrict

==l budget was
comr ol a good idea

entomologist? (9)
[oJm[RATo]E]s JSTTIOTLTEN] 17 Baubles or stars around tops of

]
IR

d Norwegian trees (9)
EIHEEE 18 Clothing documents for students? (8)
EW%EEWEW 2 20 Benefit from adult swallowing alcohol?
BDERE EE| ©On the contrary (4)
VI 21 Priest’s upset with new church, sill (7)

ERIREDE 22 A small bird's behind (6)
EIE!EEEI Em 24 Peer inside piano, blearily (5) o . . .
[0} (] 25 Sallor over limit on credit card (5) Brands can help in a cost of living crisis by cutting their
R marketing budgets. Wrong. We have more than 40 years
HOEEED o . . . .

of evidence that a short-term reaction is never as effective

as long-term investment. For brands or the economy as
a whole. Find out more at #EffWorks
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