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Royal family escorts
Queen Elizabeth
tolying-in-state

Thousands of mourners lined the
streets of central Londonyesterday to
watch the procession of Queen Eliza-
beth’s coffin from Buckingham Palace to
the Palace of Westminster, where it will
lie in state until her funeral on Monday.

Mounted onagun carriage pulled
by four black horses, the coffin was
escorted by amilitary band playing
funeral marchesand soldiersinthe
scarlet tunics and bearskin helmets of
the Foot Guards. King Charles, flanked
tohis left by his siblings Princess Anne,
Prince Andrew and Prince Edward,
walked behind. His two sons, princes
‘william and Harry, followed next.

Aftermarchingalongthe Mall, across
Horse Guards Parade and into White-
hall the procession reached Westmin-
ster Hall where the coffin was placed
onahigh catafalque. Justin Welby, the
Archbishop of Canterbury, delivered
an opening prayer at the short service.

At 5pmthe main doors were opened
toallow members of the publicto pay
their respects. Hundreds of thousands
are expected tojoin the queue. The hall
will remain open day and night until
the Queen’s coffin is processed across
Parliament Square to Westminster
Abbey for the funeral on Monday.

US president Joe Biden, whowill join
many heads of state for the final rites,
spoke to the Kingyesterday to offer his
condolences, the White House said.
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Shale bosses warn US

@ Russian exports set to plunge @ West’s 0il embargo will push up prices @ Crude production ‘close to maximum’

JUSTIN JACOBS — HOUSTON

DEREK BROWER AND MYLES MCCORMICK
NEW YORK

The US shale industry has warned it
cannot rescue Europe with increased oil
and gas supplies this winter amid fears
that a plunge in Russian exports will
send crude prices soaring back above
$100abarrel.

Although oil markets have softened in
recent weeks, fears are growing that the
respite will end when an EU embargo on
Russian sales comes into full effectlater
this year. US Treasury secretary Janet
Yellen this week warned the embargo

“could cause a spike in oil prices”. How-
ever, US shale executives sitting on vast
oil and natural gas reserves that could
be used to alleviate a European energy
crunch say they will be unable to step up
supplies quickly enough to prevent win-
tershortages.

“It’s not like the US can pump abunch
more. Our production is what itis,” said
wil vanLoh, head of private equity
group Quantum Energy Partners, one of
the shale patch’s biggest investors.
“There’s no bailout coming. Not on the
oil side, not on the gasside.”

0il and liquefied gas exports from the

US have risen to take advantage of
higher prices in Europe but are now
near a maximum, executives said,
‘warning that crude output growth
‘would fall short of government forecasts
for around Imnbarrels a day thisyear.

Asked about the prospect ofa big pro-
duction increase from the US shale
industry, Scott Sheffield, chief executive
of Pioneer Natural resources, said: “No,
Idon't seeit coming”.

“We're not adding [drilling] rigs and 1
don’t see anyone else adding rigs,” said
sheffield, who runs one of the biggest oil
producers in the US. Crude prices could

cannot ‘bail out’ EU

rise above $120 a barrel this winter as
supplies tighten, Sheffield added.

The International Energy Agency said
yesterday that oil sales from Russia, the
world’s biggest petroleum exporter,
could fall by almost 20 per cent when
the EU embargo takes full effect. Brent
crude prices rose 3 per cent to $94 a bar-
rel following thereport.

Soaring shale production in the past
decade made the US the world’s biggest
oil producer, with pre-pandemicoutput
hitting 13mn b/d, or more than 10 per
cent of global supply. Shale output
growth each year in the boom years on

its own met the rise in global demand,
helping to keepalid on crude prices.

But US output last week had recov-
ered to just 12.1mn b/d. New concerns
about shale’s sluggish supply growth

m ders also grow anxious ab
the Opec producer group’s ability to
raise supply. Last week, the cartel said it
planned to begin trimming its output.

While Chevron and ExxonMobil, as
well as some private companies, are
ramping up US drilling, the overall
number of operating rigs has stalled
recently and productivity per well has
plunged. Ben Dell, chief executive of pri-

wvate equity group Kimmeridge Energy,
said the shale industry’s investors on
‘wall street would not give their blessing
to a big production increase, preferring
alow-production, high-profit model.

“Investors generally don’t want shale
companies to pursue a growth model,”
he said. “The capital availability is
extremely limited.”

Modest supply rises from the US in
coming months would “not move things
at a world scale”, said Matt Gallagher,
head of Greenlake Energy Ventures.
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UK chancellor Kwarteng set to end
post-crisis cap on bankers’ bonuses

GEORGE PARKER, STEPHEN MORRIS AND
DANIEL THOMAS — LONDON

Kwasi Kwarteng, chancellor of the
exchequer, is seeking to scrap Britain’s
cap on bankers’ bonuses, introduced
after the 2008 financial crash, in a
move aimed at boosting the City of
London’s global competitiveness.

Kwarteng argues the step would make
London a more attractive destination

Britain’s finance minister said he
‘wanted to scrap the cap, introduced by
EU legislation in 2014, as part of a pack-
age of City reforms.

The UK has long opposed the EU
‘bonus cap, which limits year-end pay-
outs to twice a banker’s salary. For
example, if a bank wants to pay some-
one £3mn in London, it would need to
pay the person asalary of at Jeast £1mn

‘When the idea was mooted in June,

Kwarteng is delivering a mini-Budget
next week and the Treasury said it
would not comment on speculation
ahead of afiscal event.

Some in the Treasury believe the
chancellor could make a separate
announcement on City reforms at a
later date.

Those briefed on the discussions say
Kwarteng is anxious to boost London’s
competitiveness against New York,
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‘Excess profits’

EU targets €140bn in energy windfall tax

Von der Leyen outlines
scheme to ease impact on
families and businesses

SAM FLEMING AND ALICE HANCOCK
STRASBOURG

The EU plans to raise €140bn from
energy companies’ profits to soften the
blow of record high prices this winter, in
what would amount to a levy in
response to the crisis over Ukraine.

A proposed windfall tax on power
companies that do not burn gas, which
has soared in price, would be accompa-
nied by measures on fossil fuel groups.

“In these times it is wrong to receive
extraordinary record profits benefiting
from war and on the back of consum-

ers,” said Ursula von der Leyen Eum—

Kadri Slmsun energy

pean C

said the level would cover
lmed plans to funnel wmdfa]l pruﬁts the operating costs of lignite, a type of
back to househeldsand coal that is the costliest non-gas fuel.

“Profits must be shared and chan-
nelled to those who need it themost . ...
Our proposal will raise more than
€140bn for member states to cushion
the blow directly,” she said in a State of
the Union address yesterday.

The proposal would set a mandatory
threshold for prices charged by compa-
nies that produce low-cost, non-gas

The proposals need the approval of
member states, which are at odds over

The has g
member states have their own schemes
for limiting price rises, and that they are
able to introduce “more ambitious
measures” limiting electricity produc-
ers’ revenues as long as they don't dis-

ence” of the price of gas on electricity
costs. The markets needed to be rede-
signed so consumers could benefit more
fromlow-cost renewables, she said.
Analternative should be found to the
Dutch TTF, the widely used European
benchmark for gas prices that is dic-

tort mar line with EUlaw.
Tt = Von der Leyen said the EU al: h
Itis Wl‘Ol?g to receive a “crisis contribution” levy from “major
extraordinary profits oil, gas and coal companies [that] are
bCl‘lCﬁtiI’lg from war and also making huge profits”. This would

on the back of consumers’

energy, suchasnuclear and

Companies would have to give EU
states the “excess profits” generated
beyond this level, which the commis-
sion seeks to set at €180/MWh. But
member states would be free to put in
placelower thresholds of their own.

the issue and will discuss it on Septem-
ber 30. But in the wake of the Ukraine
invasion and fears of winter energy
shortages, many states are under pres-
sure to act on concerns Russia will halt
any remaining gas supplies to the EU.

also make up part of the €140bn Brus-
sels wants members to raise.

Both such payments and the windfall
tax would be "emergency and tempo-
rary measures”, she said, and the bloc
meded to cutelecmcltydemand lower

tated largely by pipeli

However, one gas and power trader
said the proposal smacked of “political
jawboning”.

Energy ministersdiscussed a gas price
cap last week and Brussels would now
start talks with specific suppliers, the
president said. The EU and Norway
would set up a task force to reduce the
price of gas, vonder Leyen said.

gaspri ity of supply.
Brussels would work to reform energy
markets to break the “dominant influ-

dditional reporting by David Sheppard
and Richard Milne
See Lex

Military and territorial losses

put conquest of eastern region

further beyond Russia’s reach

ROMAN OLEARCHYK — KYIV

Ukraine’s surprise counteroffensive has
achieved much more than the recapture
of 3,800 sq km in the north-east. It has,
say Ukrainian officials, flipped the bat-
tlefield dynamic in the Donbas region, a
focal point of Russia’s full-scale inva-
sion.

Moscow’s stated aim, after losing the
battle to seize Kyivin March, was to “lib-
erate” the eastern Donbas region by
encircling the cities of Kramatorsk,
Slovyansk and Bakhmut. The plan was
to close in on Ukrainian positions from
the north, south and east. But progress
all but ground to a halt after Russia
made costly territorial gainsin July.

The lightning counteroffensive has
enabled Ukrainian forces to cut off Rus-
sia’s attack from the north, the most
threatening direction. As they push fur-
ther east, Ukraine’s forces will focus on
tryingtooutflank Russian positions and
sever more of their supply lines.

since early last week, Kyiv’s troops.
have swept eastward, retaking Izyum, a
strategically important city in Kharkiv
province used as a staging ground for
President Vladimir Putin’s forces.

“Regaining this region, from Kharkiv
to Izyum, has wiped out the risk of our
troops in Donbas getting encircled. We
have flattened out the frontline,” said
Serhiy Kuzan, an adviser at Ukraine’s
defence ministry.

“Establishing control of Izyum also
opens the door to de facto control of the
northern Donetskregion,” said Kuzan.

“The loss of Izyum dooms the initial
Russian campaign plan for this phase of
the war,” said analysts at the Institute
for the Study of War think-tank.
Advancing in the south and south-east
would no longer be enough for Russia to
seize the last pocket of Donbas under
Ukrainian control, they said.

Ukraine officials say they are target-
ing a string of Donbas towns east of
Izyum along the Siversky Donets river
towards thetwin cities of Severodonetsk
and Lysychansk. The Donbas comprises
the Luhansk and Donetsk regions, large
swaths of which have been held by
Kremlin proxies since 2014.

Military briefing. Counteroffensive

Ukrainians set sights on occupied Donbas

mam oy

Liberators:
Ukraine
president
Volodymyr
Zelenskyy,
centre,
yesterday meets
troops who

retook Izyum
LenCorrea/ip

The capture in early July of what were
then the last Ukrainian-controlled cities
in Luhansk was a symbolic victory for
Moscow after months of grinding and
costly artillery battles.

Serhiy Hayday, the exiled Ukrainian
head of the Luhansk region, said
Ukrainian forces were trying to regain
the Donetsk town of Lyman, 50km
south-east of Izyum. “There are fierce
battles in Lyman now, which I think will
lasta few more days,” Hayday said.

‘Ukrainian soldiers on Monday posted
photographs of themselves in Svyato-
hirsk, claiming they had fully recap-
tured the nearby town.

Hayday said Russian troops had fled
the town of Kreminna, farther east from
Lyman and 25km north of Severo-
donetsk but cautioned they had
returned to Svatovein Luhansk.

After caj Izyum and Kupyansk,
the railway hub toits north, said Kuzan,
Ukrainian forces could cut another
major Russian supply line. This, along
with the capture of towns east of Izyum,

ardy. We can now hit them from their
flank,” he said.

“If they see there is a risk of being
encircled they will 100 per cent flee.
They won't fight. They are demoralised
and exhausted,” Hayday said, though
the Russians have continued to wage
“really hot” battles to capture Bakhmut.

Russian supply lines passing Svatove
and Starobilsk are now within range of
artillery and multiple-launch rocket
systems provided by the west. Ukraine’s
forces have used them effectively in
recent months to hit Russian ammuni-
tion depots and command centres deep
in occupied territory. In the southern
Kherson region, where it recently
launched an offensive, Ulcramewn]l a]su
maintain ’s mili

“We destroyed all three hrldges in
Kherson region and keep all crossings
under fire control,” said Taras Bere-
zovets of the special forces Bohun Bri-
gade. Thousands of Russian troops on
the west side of the Dnipro river are cut
off frmn supplyll.nes stretching south to

imean

“means that R ied Lysy-
chansk and Severodonetsk are in jeop-

“It
lnnks like Russian troops will soon face

‘If they see
thereisa
risk of
being
encircled
they will
100% flee.
They won't
fight’

ammunition and food shortages,” said
Berezovets. The southern offensive
‘would be stepped up “as in Kharkiv, at
theright time and the right place”.
Ukrainian officials say 500 sq km of
territory has been regained around
Kherson, though at a slower pace than
in Donbas, from where Russian troops
were repositioned after weeks of
rumours that Kyiv's big counteroffen-
sivewould begin in the southern region.
Aswinter approaches, Kyiv’s military
gains put itin agood place to continue to

D Titory from d Rus-
sian forces.
“The current situation is the msult of
a ination of thorough

and preparation, disciplined execution,
deception, skilful employment of west-
ern-provided weapons and a Russian
force that is exhausted and which has
lost the will to fight,” said retired Lieu-
tenant General Ben Hodges, former
commander of the USarmy in Europe.
“It’s too early to plan avictory parade
but it seems that Ukraine now has irre-
versible momentum,” he added.
See Opinion

Sanctions

Bloc embargo
to cut Russian
oil production
by 17%, says
IEA report

TOM WILSON — LONDON

Russian oil production is forecast to fall
by 17 per cent by February compared
with prewar production once an EU
embargo on Moscow’s exports comes
into full force, according to the Interna-
tional Energy Agency.

Although the drop of 1.9mn barrels a
day is smaller than the 3mn b/d losses
the IEA predicted in March, the forecast
points to the impact the EU ban on Rus-
sian crude and refined petroleum prod-
ucts could have even if significant vol-
umes arererouted to other markets.

Russia, which s one of the world’s big-
gest oil producers, pumped almost
11mn b/d of crude and products in
August, only marginally down on its
outputbefore it invaded Ukraine in Feb-
ruary, the Paris-based IEA said. It
expects that to fall to 10.2mn b/d in
December and to 9.5mn b/d by Febru-
ary 2023. Last month, the IEA warned
that western sanctions had so far had
“limited impact” on Russian oil output
sincethestart of the war.

Despite a 2mn b/d drop in exports to
Europe, the US, Japan and Korea since
the invasion, the rerouting of flows to
India, China and Turkey had “mitigated
upstream losses” for the Kremlin, it
added yesterday. But once the EU
embargo comes into full force, the IEA
expects a further 1.4mn b/d of crude
and 1mn b/d of products will need to
find anew home.

Although total Russian oil exports
actually rose in August by 220,000 b/d,
Moscow’s estimated export revenues
fell by $1.2bn to $17.7bn because of
lower crude prices worldwide, the IEA
said.

The ultimate impact of the EU sanc-
tions will depend on the effect of a price
cap proposed by G7 members to limit
the price countries outside the embargo
can pay for Russian oil. The G7, led by
the US, wants to reduce the revenue
Moscow earns from oil sales but avoid
pushing up prices further by removing
millions of Russian barrels from the
market.

The initiative, blcked by G7 flmnce

i will hinge
tem whereby 1mpum=_rs of Russian oil
seeking insurance cover and shipping
services from companies based in G7
and EU countries would need to observe
the price ceiling,

The IEA said some third countries
were unlikely to agree to the price cap,
which would result in a further rerout-
ing of some Russian oil exports.

The IEA's latest Russian forecast came
asthe group, which advises OECD mem-
bers on energy policy, lowered its fore-
cast for 2022 global oil demand by about
110,000b/d.

“Growth in global oil demand contin-
ues to decelerate” due to aslowdown in
developed economies and the contin-
ued impact of Covid-19 lockdowns in
China, it said.

However, “large-scale” gas to oil
switching for power generation,
because of record prices for natural gas,
meant total demand growth had slowed
only “marginally”, the IEA added.

World oil demand is forecast torise by
2mn b/d in 2022 to 99.7mn b/d, it said.
Nextyear, it expects demand toincrease
by another 2.1mn b/d and exceed pre-
pandemiclevelsat101.8mn b/d.
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Uniper is discussing an equity increase
with the German government that
‘would leave Berlin owning more than
50 per cent of the struggling energy
group.

The company, which has received about

was signed, Europe’s energy crisis had
“escalated further” thanks to the Sep-
tember 3 indefinite suspension of gas
shipments through the Nord Stream 1
pipeline between Russia and Germany.
Gas and power prices had been “ex-
tremely high and volatile” and “finan-
ciallosses due to the higher gas prncure—

mentcosth

€19bn in state support, said y
‘that talks with Fortum, the Fm.nlsh uul—

t4ar rd 3o manine charahaldar and tha

“The delenuraung operating envi-

e A T

I

France yesterday said it would cap
electricity and gas price rises for con-
sumers at 15 per cent in 2023, asitseeks
to protect households from spiralli

Energy group Uniper in nationalisation talks with Berlin

government owning a significant major-
ity stake.

Itsaid-ﬁnanciallmsfromhighergas
T costs had significantly

energy market prices. The government
said it would also extend energy
cheques of €100 to €200 to vulnerable
households.

Uniper said the parties involved in the
talks on its future were checking “alter-

TRV SVERE S SRR T

L
increased. But so far, no decision
beyond what was agreed in the July sta-
bilisation packagehad been made.

The news the government may raise
its stake to more than 50 per cent was
reported by Bloomberg, which said Ber-

Bin mmo anan tn fally notannlicine the
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government were continuing over a
“long-term solution”.

Uniper shares were down about 17 per
cent at€4.02 yesterday afternoon.

The company has been driven to the
‘brink of insolvency by Russia’s decision
‘to choke off gas to Germany, forcingit to
‘buy more expensive gas on the spot
market to meetits supply contracts.

]n]u]y, Berlin agreed on a €15bn res-
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d took a 30 per cent stake
in the company Even so, Uniper
requested more help in August, raising
‘the bill for its bailout to €19bn.

Berlinhasbeen desperate topreventa
collapse, fearing it might trigger a Leh-
man Brothers-style meltdown across
‘the German energy sector.

Uniper said that since the July deal

JUALICHL @ VIS S Luaaar siuas
tion have to be taken into account while
Fortum, the German government and
‘Uniper continue their discussions on a
long-term solution for Uniper,” itsaid.

since the start of the year, European
gas prices have tripled to trade at €211a
megawatt hour. The rally has acceler-
ated since supplies via Nord Stream 1
were first reduced in June, more than
doubling as traders searched for alter-
native supplies. Electricity prices have
also soared, tracking gas, owing to its
use in power generation.

RTE, the French electricity operator,
has urged its consumers to cut energy
use. While ruling out total blackouts,
RTE said some localised, temporary
power cuts could be needed in extreme
scenarios.
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equity increase” that would lead to the

State bajlnut a Umper smrage
facility in Etzel, Germany, last week

111 wad UpTH W uNy BauIAUSLEY, WS
company. The government declined to
onth i that

P ying
talks were continuing.

Klaus-Dieter Maubach, chief execu-
tive, warned last week that losses sus-
tained in replacing Russian supplies
might reach a €7bn limit this month,
which would oblige the government to
step in again.

Under the bailout agreed in July, the
company was given access to as much as
€7.7bn in government support, as
required, while a credit line from Ger-
man state-owned development bank
KfW wasincreased from €2bnto-€9bn.

In late August, Uniper said it had uti-
lised the €9bn KfW credit facility in full.
Additional reporting by Sarah White and
Leila Abboud in Paris

INTERNATIONAL

UN human rights agency wracked by
internal conflict over Uyghur report

OHCHR staffare believed to have clashed with high-level officials before release of anti-Beijing findings

YUAN YANG — LONDON
HENRY FOY — BRUSSELS

Itwas 12 minutes to midnight in Geneva
on thelast day of UN human rights chief
Michelle Bachelet’s tenure when her
office released a landmark report con-
cluding that the Chinese government
had committed “serious human rights
violations” in Xinjiang.

The August 31 report described
“large-scale” arbitrary detention of
Uyghurs and other Muslims in the
north-western region of China and said
Beijing’s actions could consti-
Ime ‘crimes against humamty It set

prol
C'hmas conduct at the autumn session
of the UN’s Human Rights Council,
which opened on Monday.

But human rights experts and activ-
ists who engaged with the Office of the
High Commissioner for Human Rights
said its working-level staff had to over-
come resistance to publishing the report
from Bachelet herself, who did not want
to alienate China, believing engagement
was more likely to improve conditions
inXinjiang, the expertssaid.

Bachelet, a former Chilean president,
was under pressure from Beijing to
block publication of the report, which it
denounced as “disinformation and lies
fabricated by anti-China forces”.

“The office staff were the ones trying
to get [the report] out despite all the
barriers. Without them, it would not
have been released. Bachelet was the
gatekeeper, delaying it,” said Rushan
Abbas of the Campaign for Uyghurs,
who gave evidence to the UN on her sis-
ter’s disappearance.

Another activist who spoke to Bache-
let’s office said some OHCHR staff
wanted the report to be published
sooner. “There was a lot of willingness
from the team to actually do something
right, but the delay was coming from a
higherlevel,” said the activist.

The activists’ accounts highlight Bei-
jing’s growing influence in multilateral
organisations, as well as the UN’s diffi-
culty balancing tension between China
and other member states.

Asked about the claim that she
resisted publication of the report,
Bachelet said: “I had pledged to put it
out before the end of my mandate and 1
didso. The report human

Captive
audience:
agroup of
Xinjiang
detainees watch
aspeechbya
senior official in
May. Below, UN
human rights
chief Michelle

Bachelet
The Victimsof Communism

right foritself’

The OHCHR’s conduxmm werealong
time coming. News reports of massive
abuses in Xinjiang emerged around
2017. In September 2018, Bachelet, in
her maiden speech to the Human Rights
Council, referred to “deeply disturbing
allegations of large-scale arbitrary
detentions”, reiterating her predeces-
sor’srequest tovisit China.

Evidence gathered by the UN’s inde-
pendent experts was also mounting. In
August 2018, UN committee co-rappor-
teur Gay McDougall referred to “credi-
ble reports™ that China was treating Xin-
jiang’s Muslim minorities as “enemies of
the state”. Chinese delegates denied the
allegations. Months later, independent
UN experts wrote to China’s UN dele-
gates concerned over new “de-extremi-
fication” regulations that legalised det-
ention centres for Muslim minorities.

As early as May 2019, Beijing invited
Bachelet to visit China, including Xin-
jiang. No UN human rights chief had

Reuters

successfully negotiated a visit since
2005. But one human rights worker who
engages with the OHCHR believes this
and later invitations were in bad faith.
“The Chinese government would pro-
vide the invite, staff would respond then
the government would say, ‘Are you sure
you want to visit after all?”” the worker
said, adding that this delayed the report.
The Chinese said Beijing had
“engaged and co-operated with the

In September 2021, she said the
report was being finalised and in Dec-
ember her office announced it would be
published within weeks. But in March
this year, with work on the report “well
advanced”, Bachelet finally reached
agreement with Beijing for a visit.

“The visit was crucial for me that we
engage with the government and work
constructively to try to help effect real
change on the ground,” said Bachelet.

OHCHR with the sincerity”.

By the end of 2019, OHCHR working-
level staff were stepping up research on
Xinjiang, according to a human rights

visited China in May.
“There was general frustration within
the OHCHR about the trip, dismay that
it even happened and that it was under-

expert. In March 2021, Bachelet talmnwnhuutguaranwesofummpeded

that an independent assess-  access or 7 said a

ment i Xinji ded. personmthlmowledgeo(mmaloon-
versations.

After her return, Bachelet’s office con-
tinued to review the report and Beijing
heightened its campaign to bury it. Ina
joint statement to the Human Rights
Council, China and 68 other countries
urged Bachelet not to interfere with
“Xinjiang, Hong Kong and Tibet-related
issues”. Bachelet later confirmed that
China and other member states had also
directlyasked hertodrop thereport.

1n her final press conference six days
before her term ended, Bachelet said
she had “been under tremendous pres-
sure to publish or not to publish”, but
her office was “trying very hard” to
release the report. European officials
also stepped up a push for her to pub-
lish, people involved in the talks said.

I

‘Inthe UN,
China’s
influence is
massive.
They are so
powerful
there. They
know how to
work the
system’

HHJI-
4.2

European nations saw the report as key
leverage in efforts to respond to the
human rights violations.

Commission

Slow reaction
on Covid led
to ‘millions of
preventable
deaths’

DONATO PAOLO MANCINI — LONDON

Governments and the World Health
Organization acted too slowly to stem
coronavirus pandemic infections
which led to millions of preventable
deaths, according to a report in the
Lancetmedical journal.

Widespread failures in prevention,
basic public health practice and interna-
tional solidarity resulted in 17.7mn
deaths, including those not officially
counted, the Lancet Commission said
yesterday after releasing its two-year
studyinto the pandemic.

The report concluded that the WHO
“acted too cautiously and too slowly on
several important matters”, including
the human transmissibility of the virus
and giving the outbreak the highest
international health emergency status.
The WHO started calling the outbreak a
“pandemic” in March 2020 to raise
awareness of the issue, about three
months after the firstrecorded infection
in China, though the term has no legal
implication.

The global health body was also slow
to support travel restrictions to curb
transmission, endorse the public use of
face masks, and to recognise the air-
borne transmission of the virus, the
report said. Its authors also concluded
that co-ordination among governments
was slow. “The result was millions of
preventable deaths and a reversal in
progress towards sustainable develop-
ment for many countries,” it said.

The WHO said it welcomed the
report’s “overarching recommenda-
tions” but said there were “several key
omissions and misinterpretations”,
including on the speed of its actions.

“Many of the commission’s recom-
mendations align with those received
over the past two years from review
bodies setup by WHO itself,” it said.

Columbia University professor Jeffrey
Sachs, who chaired the commission,

“In the UN, China’s i is mas-
sive. They are so powerful there and
more sophisticated than, say, the Rus-
sians, who are only really able to spoil
things. They know how to work the sys-
tem,” said a senior European diplomat.

The OHCHR mandate is conflicted.
Some obligations, such as diplomacy,
require working with member states.
Others require the high I:ummissiuner

saidit -hard truths”.

“Too many governments have failed
toadhere to basic norms of institutional
rationality and transparency,” Sachs
said. “Too many people have protested
basic public health precautions . . . and
too many nations have failed to pro-
mote global collaboration to control the
pandemic.”

The pandemic has exposed “major

tospeak outon serious right

After the report was released, Bache-
let said dialogue and engagement were
about trying to build trust. “The politici-
sation of these serious human rights
issues by some states did not help,” she
said. “Iappeal to the international com-
munity not to instrumentalise serious
"human rights issues for politit ds”

in the UN-based multilat-
eral system”, according to the report. It
said those failings stemmed from issues
including excessive nationalism, a lack
of flexibility around intellectual prop-
erty regimes and “the erosion of politi-
cal support for multilateral solutions by
themajor powers”.

Vaccine nationalism was a major

Marc Limon, executive director of the
Universal Rights Group think-tank, said
Bachelet had struggled to shift the
OHCHR fmm the “campaigning and

h of her pred
sor, Zeid Ra'ad Al Hussein, tnwards
“engagement and diplomacy”.

China’s envoy to the UN said last Fri-
day the report meant Beijing would not
co-operate with the OHCHR.

theme in the early stages of the pan-
demic, with poorer nations accusing
wealthier ones of hoarding doses amid a
supply squeeze. Though supply beganto
exceed demand earlier thisyear, access
to drugs and vaccination rates remain
une

“Our most basic recommendation is
the strengthening of multilateralism in
all crucial di political, cul-

high commissioner Volker Tiirk in-
herits the rift and many in the Uyghur
diaspora fear for the families still there.
Additional reporting by Edward White in
Seoul

tural, institutional, and financial,” the
authors said in the report. “We call for
all countries, especially the richest and
‘most powerful, to support, sustain, and
bolster the work of the UN system.”

Monarch’s death. Coffin procession

Queen Elizabeth makes final journey from Buckingham Palace
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Route to Westminster Hall
flanked by tens of thousands

who had queued for hours

PETER FOSTER, JASMINE CAMERON-
CHILESHE AND MILES ELLINGHAM
LONDON

After five days of mourning for Queen
Elizabeth I1, in which King Charles 1T
travelled the length and breadth of the
UK, the procession of the late monarch’s
coffin down the Mall yesterday was a
momenttostopthe dlocks.

The usually busy streets of central
London came toa standstill at 2.22pm as.
the Queen began her final journey from
Buckingham Palace, the route flanked
by tens of thousands of members of the
public who had queued for hours fora
glimpse of the cortege.

After days of making speeches and
signing documents, the new King
appeared lost in thought as he followed
his mother’s coffin, marching steadily to
the beat of a funeral drum. His two sons,
‘william, Prince of Wales, and Harry,
Duke of Sussex, followed.

For 38 minutes the procession wound

its way past London’s landmarks, turn
ing from the Mall through Hor:
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s]lence Some shed tears. Others broke

Parade and then into Whitehall, past the
Cenotaph before reaching Westminster
Hall, where the late Queen will lie in
state for four days.

On Monday, the 73-year-old King had
joined a procession for the Queen along
the narrow street of Edinburgh’s Royal
Mile, but yesterday’s display of pag-
eantry was of an entirely different order
of magnitude, returning the focus of the
final period of mourning back to the UK
capital.

More than 1,000 soldiers, their weap-
onsreversed and pointing to the ground
out of respect for the Queen, marched
alongside the coffin, which was placed
on a gun carriage drawn by seven black
horses.

For those unable to see the proces-
sion, its progress was marked once a
minute by the firing of a ceremonial
artillery gun in neighbouring Hyde
Park, and the tolling of Big Ben at West-
minster.

Along the Mall, which only three
months ago had beenfilled with jubilant
crowds celebrating the Queen’s plati-
num jubilee, people watched mostly in

At a souvenir kiosk off Trafalgar
Square, Dave Choo had done brisk busi-
ness selling white flags bearing an image
of the Queen for £10, but he said it was
nothing like the platinum jubilee. “It’s
not the same,” he added.

“People were so happy then. They
‘bought flags with a big smile. Today the
facesaresad.”

Those with a good vantage point on
the Mall had queued for long hours,
many catching dawn trains as they
came from all corners of the UK for a
chance to be physically present at the
procession.

Asked why she had been moved to
make such an effort, Paulette Worsey, a
retired school counsellor from Dudley
in the West Midlands, said the Queen
had always treated her responsibilities
seriously and her public with immense
respect. “It’s our way of giving alittle bit
of that respectback,” she added.

Since his mother’s death, the new
Kinghasundergone a transformation in
‘the British public’s imagination, starting
with a pitch-perfect address to the
nation last Friday that blended the

political and the personal, including a
touching encomium to his “darling
mama”,

Polling by YouGov last weekend
found the proportion of the British pub-
lic that think Charles will make a “good
king” has doubled, from less than a
third in May, to almost two-thirds today.

Despite social media zooming in on
the King losing his temper with mis-
placed blotters and leaky fountain pens
when signing official d over

of the public on the Mall were quick to
defend the new monarch. “There’s
always some that want to nitpick, but
he’s only human. He'll be a good king,”
said Catherine Dixon, a 67-year-old
retired shopkeeper from Warrington,
north-west England, who last attended
such an event in 1977, when she came to
London for the Queen’s silver jubilee.
Itwasjustafter 3pm when the Queen’s
mﬂm, topped with her crown and a

the past week, the self-selecting sample

Sombre: King Charles and his son
Prince William at the Mall yesterday

* FINANCIAL TIMES

p flavender, rosemary
and pine taken from her castles at
‘Windsor and Balmoral, was laid on the
catafalque at Westminster Hall inside
the Housesof Parliament.

The King and his wife, Camilla, the
Queen Consort, stood with heads bowed
as Justin Welby, the Archbishop of Can-
terbury, held a short service to receive
the coffin, reading a passage from the
Gospel of St John. “Let not your heart be
troubled,” he began.

The King and Queen Consort left
shortly after to shouts of “God save the
King” from some of the assembled
crowd: the final formality before four
days of lying in state that will cualminate
in a state funeral on Monday to be
attended by political leaders and other

dignitaries from around the world.

Before I.hen, some 550 000 members
ofth le through
Westminster Hall to pay their respects
to the Queen, or nearly double the
number that queued to do the same
withthelate Queen Mother in2002.

The government said it was prepared
for the queue for Westminster Hall to
stretch up to 10 miles, from Albert
Embankment near the Londen Eye to
Southwark park near Bermondsey.
More than 1,000 officials are on hand to
assist people struggling with waiting
times of up to 30 hours as they seek to
say goodbye tothe Queen.

When Westminster Hall opened to
the public at 5pm, the queue was 2.8
miles long but spirits were high, with
people often stopping te applaud and
show their appreciation for police offic-
ers and members of the army involved
in themassivesecurity operation.

ke of a sense of
spirit, WIth groups of strangers forming
friendly bonds, and keeping an eye on
each other’s belongings as they per-
formed coffee runs or visited one of the
500 toiletslaid onfor the occasion.
Robert Shrimsley see Opinion
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Monetary policy

Fed watchers predict run of big rate rises

Market fears demand for
higher wages would force
companies to lift prices

COLBY SMITH — WASHINGTON

br d for

Open Market Committee] hawks so far

continue to have the story right and they

arein charge” He added: “Whatever the

recession odds were before CPI, even if

that’s srmtynurbase msescmanu those
ities have taken a si

leap forward.”

aggressive Federal Reserve interest rate
increases to continue beyond Septem-
ber after an unexpected jump in
monthly inflation reignited fears over
the US central bank’s grip on persistent
price pressures.

US consumer price growth acceler-
ated once again in August, defying
expectations for a 0.1 per cent monthly
decline, as a steep slide in energy prices
failed to offset rising costs elsewhere.
Meanwhile, “core” inflation, which
strips out volatile items such as energy
and food, registered a 0.6 per cent
increase for the month.

“To call this a disappointment would
be an understatement,” said David
Rosenberg, chief economist and presi-
dent of Rosenberg Research. “All we're
left with is the view that the [Federal

Most xpect the FOMC to
implement a third consecutive 0.75 per-
centage point rate rise at the very least
at its meeting later this month, in a
move that would lift the federal funds
rate to a target range of 3 per cent to 3.25
percent.

But on Tuesday, traders in fed funds
futures contracts also raised the odds of
a full percentage point increase in Sep-
tember to roughly 30 per cent, accord-
ingto CME Group.

Stocks plummeted as a result, with
the S&P 500 down 4.3 per cent in its
worst trading day of the year. The Nas-
daq Composite dropped by more than 5
per cent. Yields on short-dated US gov-
ernment bonds, which rise as prices fall
and are highly sensitive to changes in
the policy outlook, alsosurged.

More likely, however, is that the Fed

chooses instead to extend its series of
0.75 percentage point rate rises beyond
this month and maintain interest rates
at alevel that restrains economicactiv-
ity for longer. “This [CPI] number is
more about December than it is about
anything else,” said Tim Duy, chief US
economist at SGH Macro Advisors.
“We're not seeing enough of the results

| Unexpected jump in
consumer price growth
pressures Fed
Year-on-year % change In consumer
price index for all urban consumers,
across items, unadjusted

15
Food

10
All ifems

— .
All items less food
and energy
o
May 2021 2022 Aug
Source:US Bureau of Labor Statistics

of monetary tightening showing up in
the economy to think that the Fed's job
isanywhere near done.”

Futures markets point to the bench-
mark policy rate rising to above 4 per
cent by year-end, before peaking at
about 4.3 per centin March 2023.

“The more likely outcome here is that
we get big hikes for longer,” said
Jonathan Millar, a former Fed econo-
mist now at Barclays.

However, economists’ primary con-
cern is that expectations of future infla-
tion could spiral out of control, setting
off a feedback loop whereby workers
demand higher wages and businesses
are forced to continue raising prices,

leading tohigher overall inflation.

Diana Amoa, chief investment officer
at Kirkoswald, warned that outcome

h 5 lausible thel

past. Fed governor Christopher Waller
vowed last week not to repeat previous
mistakes, pointing to a temporary dipin
inflation last summer that went on to
become the worst problem the central
bank has seen in four decades.

“The consequences of being fooled by
atemporary softening in inflation could
e even greater now if another misjudg-
ment damages the Fed’s credibility,” he
said. “So, until I see a meaningful and
persistent moderation of the rise in
core prices, I will support taking signifi-
cant further steps to tighten monetary

licy™

policy-

More specifically, Roberto Perli, a
former Fed staffer who is head of public
policy at Piper Sandler, said monthly
inflation figures would need to fall to a
level that amounts toa less than 5 per

P
inflation remained elevated.

‘While the jump in inflation figures
comes as a blow to the Fed, it vindicates
officials’ decision to set a high bar for
reconsidering their approach to mone-
tary pO].lCY. not least because they have

by price rises in the

cent d pace on a

Growth data

Eurozone
factories post
biggest output
fall since
April 2020

MARTIN ARNOLD — FRANKFURT
JUDE WEBBER — DUBLIN

Industrial groups in the euro area suf-
fered their biggest monthly fall in pro-
duction for more than two years in July,
underlining the impact of surging
energy prices and supply chain bottle-
necks on theregion’s growth prospects.

Factory output in the 19 countries that
share the euro dropped 2.3 per cent
from the previous month, its biggest fall
since April 2020, Eurostat, the Euro-

‘basis. Monthly core CPTi
6.4 per cent. “We’re just not even
remotely close to what the Fed wants to
see,” said Perli. “The more reports like
this we get, the farther out the possible
pause or pivotis goingto go.”

See Markets Insight

War cleric
Pope criticises
Russia’s Kirill

Pope Francis arrives for a Mass in
Nur-Sultan yesterday on the second
day of a three-day trip to
Kazakhstan. Earlier, addressing the
seventh Congress of Leaders of World
and Traditional Religions, Francis
made an implicit criticism of Russian
orthodox Patriarch Kirill, who backs
Russia’s invasion of Ukraine, saying
God does not guide religions towards
‘war. Kirill was to have attended the
conference but pulled out.

“God is peace. He guides us always
mthe way of peace, never that of
war,” Francis said.

The Pope, who this year said Kirill
could not be Russian president
Vladimir Putin’s “altar boy”, told the
conference: “The sacred must never
be a prop for power, nor power a prop
for the sacred.” Reuters, Nur-Sultan

Ancrew MedichinifAP.

Tallban takeover

US fund set to disburse some of $3.5bn frozen Afghan reserves

JAMES POLITI — WASHINGTON
BENJAMIN PARKIN — NEW DELHI

The US has set up a fund in Switzerland
to disburse some of the $3.5bn of
Afghan central bank reserves it froze
after its military withdrawal and Tali-
ban takeover, amid fears about eco-
nomic conditions in the country.

The Treasury ion of

ment, one representative of the Swiss
government and two Afghan i

families of the victims of the 9/11 terror-
istattacks, whil inuing to withhold

erts.

US officials said any release of that
money would be directed towards bol-
stering Afghanistan’s macroeconomic
stability, including paying for electricity
imports and covering arrears atinterna-
tional financial institutions, rather than

for itarian aid.

the “Afghan fund” yesterday, saying it
would have an account at the Bank for
International Settlements in Switzer-
land. Decisions about possible disburse-
ments would have to be made by con-
sensus, viaa board of trustees composed

The move follows months of uncer-
tainty and controversy over the fate of
$7bn in Afghan central bank reserves
that were blocked by the US after the
Taliban took control of the country in
August 2021. In February, US president

‘the remaining $3.5bn, provoking out-
ragewithin Afghanistan.

The UN Development Programme
estimates that the Afghan economy
contracted 20 per cent last year and will
shrink a further 5 per cent this year.
About half the population, or nearly
20mn people, are experiencing acute
food insecurity. Efforts to improve ties
between the Taliban and the interna-
tional community have had limited suc-

has exacerbated the humanitarian cri-
sis. “The private sector cannot move
money. This is why unemployment is
up,” an official from Afghanistan’s cen-
tral bank said, speaking before the
announcement. “Why is the interna-
tional community pumshmgthe public?

In a letter to the central bank this
‘week, Adeyemo laid out the conditions
it would have to meet for its reserves to
be returned. Those included “demon-
strating independence from Taliban
political influence and interference”
and a return to anti- money laundering

Thepr ?7Small b

Wally Adeyemo, US deputy treasury
secretary, blamed the Taliban for the
cnuntry"s economic woes, saying its

and
ment” had made the return of the

cess.No y has: d Afghan-
istan’s new rulers.
But for Afghan and international crit-

reserves “ ble” and saying the
creation of an Afghan fund would allow
the use of its assets “to improve lives of

and anti-terror
‘were in place before the US exit.

The two Afghan economic experts
selected to sit on the board of the fund
are Anwar Ahady, a former finance min-
ister and former governor of the central
bank, and Shah Mehrabi, a professor at
Montgomery College in Maryland. An
external auditor is expected to monitor

peanC statistics office, said
yesterday. It was a larger decline than
the 1 per cent expected by economists
polled by Reuters, and was partly
explained by asharpdrop in Ireland.

Economists expect the higher cost of
jpower to continue to hit manufacturing
and consumer spending in the coming
months. “Further contractions in indus-
try are on the horizon,” said Rory Fen-
nessy, an economist at Oxford Econom-
ics, adding that companies would be
“forced to cut back production even if
hard rationing is to be avoided”.

Many economists, including Fen-
nessy, believe the region’s economy will
shrink in the third quarter and not grow
again until the opening months of 2023.

While monthly production fell in Ger-
many, France and Spain, the decline in
the eurozone figures was exacerbated
by a plunge in Irish output. Excluding
Ireland, industrial output in the bloc fell
about 0.6 per cent.

“There’s a trend here, Irish dau is
so volatile, it’s i

affecting eurozone aggregate numbers,”

said Conall Mac Coille, chief economist

at stockbrokers Davy in Dublin. “We're

seeing moves of this order all the time

and they seem to be getting worse.”

The biggest drop for the eurozone was
in the production of capital goods, such
as buildings, machinery and vehicles.
But production of durable consumer
goods, such as laptops and jewellery,
and intermediate goods including steel
and wheatalso fell.

The decline would have been bigger
without increases in the production of
energy and non-durable consumer
goods, such as clothes and food. “Ener-
gy-intensive industries in particular are
struggling more than most, with output
almost 4 per centlower than at the start
of the year,” said Jessica Hinds, an econ-
omistat Capital Economics.

Some of Europe’s biggest energy
users, from steel to chemical compa-
nies, are cutting production, and busi-
ness leaders warn soaring prices risk
eroding the region’s competitiveness.

Yesterday, VCI, the German chemi-
cals and pharmaceutical industry asso-
ciation, forecast its production would
fall 5.5 per cent this year due to the high
cost of energy and raw materials. But it
said revenues had so far proved resil-
ient, rising 21.6 per cent year on year in
the second quarter thanks to a 24 per
cent surge in factory gate prices.

The July fall in eurozone industrial
output ended three consecutive months
of growth and meant it was 2.4 per cent
lower than 12 months earlier. Output is
now below pre-pandemiclevels.

Ireland’s 18.9 per cent drop was due to
the often lumpy export activity of the
multinational pharmaceutical groups

b
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of one representative of the US govern-

Joe Biden directed half of thatamount to
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ics, western policy towards the country

ordinary people” in the country.

the fund, which will be based

| that!

ir EU operations there.

South America

Washington imposes sanctions after crime surge in Paraguay

LUCINDA ELLIOTT — BUENOS AIRES

Paraguay has long been a haven for

i ything from ci to
luxury goods. But US sanctions against
two of its top politicians, alongside a
surge in assassinations and narcotics-
related violence, have sparked concern
that organised criminal gangs have
penelratstl the top ]evels of power in
oneof  alli

message to the government thatitneeds
to clean up public life ahead of the 2023
election, says Eduardo Nakayama, a
Paraguayan opposition politician.
“Paraguay is a major supplier of
cocaine to Latin America and
Europe .. There are criminal gangs
enteri ics at aregional,
and judiciallevel,” he said.
A]and]ncked soya andbeefaponmg

‘With the South American nation pre-
paring for presidential elections in
April, Washington last month black-
listed vice-president Hugo Velazquez
and former president Horacio Cartes for
alleged corruption. Velizquez was
expected to run as a ruling party candi-
date in the polls and Cartes retains sig-
nificant influence over national politics
and business. The sanctions mean the
men, who have both denied the allega-
tions, will be barred from the US.

The move reflects rising concern in
‘Washington that Paraguay could be
destabilised if its institutions and elites
fall under the influence of organised
crime, observers say.

By publicly naming the pair, who are

located in the
of South America, Paraguay has long
been a staging post for both legitimate
trade and smuggling. But this year, ithas
suffered a surge in assassinations and
gang violence that has alarmed US law
forcement.

‘Marcelo Pecci, a lead prosecutor in a
high-profile investigation into cocaine
trafficking and money laundering ear-
lier this year, was shot dead by hitmen in
May while honeymooningin Colombia.

A week later, José Carlos Acevedo,
mayor of the city of Pedro Juan Cabal-
lero, was killed outside a municipal
building, months after his niece, Belén
Acevedo, was assassinated. Local media

record 16 tonnes worth up to $4.2bn
seized in Hamburg last year came from
‘Villeta, near the capital Asuncién.
Jimena Blanco, head of Ameri-
cas research at Verisk Maplecroft, a UK
risk consultancy, said there had been
“an expansion of gang operations from
Brazil” to traffic cocaine through Para-
guay ascartels extend their markets.

Horaclo Cartes: the
former president
retains significant
Influence over
national politics
and business

In a statement outlining the move
against Veldzquez, the US state depart-
ment accused the vice-president af
offering a $1mn bribe to a public offi

some levels nf private enterprise and
public instif .Hesaid his ministry
ing its i igations into the

links between them.

Cartes continues to wield influence in
the ruling party. The US singled out a
bank owned by Cartes as an alleged
money-laundering centre in a 2009
state department cable published in

Senate race

Super-Pac takes control of
Republican advert spending

CAITLIN GILBERT — NEW YORK
COURTNEY WEAVER — WASHINGTON

A super-political action committee
linked to Senate minority leader Mitch
McConnell has taken control of his

2010 by WikiLeaks. In 2019, Brazil
sought his extradition in connection
with a money-laundering probe. The
request was later dropped. Cartes
denied all allegations.

A spokesperson for Cartes, who is
running to become Colorado party
chair, blamed criticism on rivalry ahead
ofthe 2023 polls.

The vice-president is considered an
ally of Cartes and is repumedly]ux pre-
ferred i

‘to obstruct aninvestigation. Cartes, who
governed from 2013 to 2018, allegedly
participated in “significant” corruption,
including uhm'uchng a Cross-| Imrder
criminal i

mentsaid inJuly. TheUngvennﬁmher
details of th

attributed both killings
some of the biggest hauls of cocaine

of the governi vative

Colorado party, Washington is sending a
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d in Europe since 2019 have
been traced to Paraguayan river ports. A

René Ferndndez, Paraguay’s anti-cor-
ruption minister, admitted that mm.l
nal or ions had

the US move, Velizquez said he wnuld
resign. But he has since backtracked,
arguing the Washington designation
had no criminal consequences.

However, Paraguay attorney-general
sandra Quinonez late in August
announced thather nfﬁce hadopen:d a
criminal

party’s adverti: pending in crucial

ads since the beginning of August,
ing to FEC filings of independ
expenditures. The new figures highlight
growing concerns about the financial
state of the NRSC under the stewardship
of chair Rick Scott, the Florida senator,
whose fund strategy focused on

Senate racesamid i i ns
about the Republican Senate

arm, which has already spent more
than it hasraised this year.

Since the start of August, the McCon-
nell-affiliated Pac Senate Leadership
Fund has spent $25.5mn in ads, nearly
$20mn of which has been disbursed
since August 31, according to Federal
Election Commission filings reviewed
by the Financial Times. In addition to
the latest FEC filings, the Pac has
announced $23mn in new ad spending
targeting New Hampshire senator Mag-
gie Hassan. The ads will run from Tues-
day, the day of the sme’sprimary,umjl

small donors has put the committeeina
precarious position. Despite raising
nearly $60mn this year, the NRSC has
already spent $86mn. It has just about
$23mn left to spend as of the end of July
thanks to strong fundraising last
November and December.

Chris Hartline, NRSC communica-
tions director, said the FEC numbers did
not reflect a full spending picture of the
organisation because it only included
the independent expenditure arm of the
NRSC and not any of the group’s co-or-
dinated and hybrid ads with campaigns.

Hartline said the NRSC'’s financial
posmon was the result of a “strategic

investigationinto: quezto
pmbe IheUSa]legahnn.\L
by Michael Stott

* FINANCIAL TIMES

d heavily early, knowing
By contrast, the National Republican  that [the SLF] and the other outside
Senatorial C which typically  groupsalwaysspendlate”.
leads efforts to get Republicans elected The SLF declined to comment.

to the Senate, has spent just $7.5mn on

Edward Luce see Opinion

ROLEX SWAN CUP

NEVER STRAIGHT

Itis said the shortest distance between two points
is a straight line. But at sea, charting any course
comes with a slew of uncontrollable factors. The
winds, the currents, the swell... Only the strongest
will, the keenest experience and a sharp intuition

can overcome such overwhelming powers. Only by
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#Perpetual

keeping the highest expectations and harnessing the
deepest resources can one chart a course between
where one is and where one aims to be. There is very
little chance it will ever be a straight line. Yet more
often than not, it will be the right one.

OYSTER PERPETUAL YACHT-MASTER 42
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Energy burst Bullish investors hope Ethereum’s switch to a greener system will help ether tokens supplant bifcoin © markeTs

Companies & Markets

Amazon sued
by California
for penalising
other sellers

o Ecommerce giant accused of coercion
o State alleges its policy drives up prices

DAVE LEE — SAN FRANCISCO

California has sued Amazon over claims
that it punishes third-party sellers who
offer their products more cheaply on
other websites, in the latest legal action
against the tech giant by prosecutors
and regulators in the US and Europe.
Rob Bonta, the state’s attorney-gen-
eral, accused the ecommerce group of
violating the state’s competition law by
“severely penalising” sellers through
reducing their prominence on product
listing pages and search results if they
offered lower prices on other platforms.
The complaint, which follows an
investigation lasting more than two
years, alleges that Amazon is able to
strong-arm merchants into accepting

‘Amazon coerces
merchants into
agreements that keep
prices artificially high’

onerous terms and higher selling fees
duetoits dominance of US ecommerce.

Bonta said the practice led to artifi-
cially higher prices across the board, on
stores such as Walmart and eBay,
thereby protecting Amazon from the
threat of increased competition.

Thelawsuit is the latest in a number of
complaints against Amazon, several of
which focus on the alleged control it has
over the millions of third-party sellers
that list products on its marketplace. It
also faces scrutiny over recent acquisi-

Strme e m #ln b e oo o

European Commission official told the
Financial Times that Amazon’s compli-
ance with strict incoming competition
laws was a “work in progress”.

In a statement accompanying Califor-
nia’s lawsuit, filed in San Francisco
Superior Court yesterday, Bonta said:
P Fr

agr
ments that keep prices artificially high,
knowing full well that they can’t afford
tosayno.”

california’s action follows a similar
lawsuit from Washington DC attorney-
general Karl Racine last year. In that
case, a judge threw out the allegations,
saying Racine had not done enough to
prove anti-competitive effects of Ama-
zon policies. Last month, supported by
the Department of Justice, he filed an
appeal in a bid torevive the action.

Prosecutors in California told the FT
they were confident that its 84-page fil-
ing, using information gathered by
more than a dozen investigators, would
back up its claims enough. The investi-
gation involved interviews with current
and former Amazon employees.

The suit calls for the court to impose
an order that would prohibit Amazon
from punishing sellers who offer lower
prices elsewhere online. It asks for
unspecified damages to be paid to com-
pensate consumers affected by
increased prices and for Amazon to
“return its ill-gotten gains and pay pen-
alties” in order to deter other online
retailers from pushing similar policies.

‘Amazon has previously pushed back
against claims that its terms are unfair.
Responding to the DC case, it said mer-

At e B b et b e oo e

Swiss backlash Aston Martin faces £150mn
lawsuit from dealers over Valkyrie hypercar

PETER CAMPBELL

Aston Martin is facing alawsuit from
two former dealers who claim they
are owed about £150mn for under-
writing the development of its
Valkyrie hypercar.

The luxury carmaker revealed that
Nebula Project AG —a Swi: p

theslightly cheaper Valhalla supercar
and a third model.

The Valkyrie was designed to be a
racing car that could be driven on the
road, and Aston’s chair Lawrence
stroll has described it as the “most
complex vehicle ever made in the his-
tory of cars”. But production has been
delayed, only beginni lastyear.

owned by Andreas Baenziger and Flo-
rian Kamelger — had filed a case
against AstoninLondon.

Details are not public because it is
private arbitration but the dispute
centres on a deal to underwrite the
development of the £2.5mn Valkyrie
hypercar, according to two people

A —
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The dealers were guaranteed roy-
alty payments of about 3 per cent,
worth about £150mn, once the cars
were on sale, according to three peo-
ple with knowledge of the arrange-
ment atthetime.

However, last year Aston claimed
the pair had withheld valkyrie cus-

At A e e —

-

An Aston Martin Valkyrie rolls off a production line at the company’s factory in Gaydon, England — pincsieieuers

In the prospectus, it stated the suit
from Nebula was “retaliatory and
without merit”. It said: “The arbitra-
tion proceedings are at an early stage
but the group is of the view that it can
defend the claims brought by Nebula
Project AG and assert valid counter-
claimsin the arbitration.”

stroll said in a statement: “Aston
Martin is working with our affected
customers to ensure they receive
delivery of their vehicles. We are con-
fident in our legal position.”

Nebula declined to comment, citing
confidentiality.

Aliability, whether of £150mn or of
a lower amount, would be a signifi-

2
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Microsoft’s
Activision
takeover faces
deeper probes

JAVIER ESPINOZA — BRUSSELS
KATE BEIOLEY — LONDON

Microsoft’s $75bn acquisition of video
game maker Activision Blizzard faces
in-depth probes in Brussels and the UK
following concerns the deal is anti-
competitive and will exclude rivals
from accessing the blockbuster game
Call of Duty.

It comes as the UK’s Competition and
Markets Authority is expected to launch
an in-depth probe this week after
Microsoft decided not to offer any reme-
dies at this stage, according to two indi-
viduals with knowledge of the situation.

This month, the CMA became the first
global antitrust regulator to sound the
alarm over the deal, giving Microsoft
five days to come up with undertakings
that would resolve its worries or face an
extended “phase 2” probe.

The companies have been in talks
with regulators in Brussels since the
deal was announced eight months ago.

Regulators and others involved in the
deal expect a prolonged EU investiga-
tion once Microsoft officially files its
case in the coming weeks. People famil-
iar with the EU’s thinking say regulators
will take their time to examine this deal
because of its size, the nature of the
buyer and the rising concerns from
rivals, including Sony.

“Itis abig deal, a difficult deal,” said a
person in Brussels familiar with the
transaction. “It needs an extensive
investigation.”

It comes after Sony last week accused
Microsoft of misleading regulators
about its commitments to keep Call of
Duty on its PlayStation consoles. It said
Microsoft had only offered to keep
releasing Activision’s hit game on Play-
Station for a limited number of years.

The US tech giant is hoping to close
the deal by the end of next June but
must clear regulatory hurdles in coun-
tries from New Zealand to America.

The Activision deal comes at a time
when regulators around the world are
concerned they have not been as inter-
ventionist as they should have been
with ious Big 1

Gaming rivals say they fear that
: . 3 -
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healthcare company One Medical.

In July, Amazon offered to stop using
the huge troves of data it gathered from
third-party sellers to benefit its own
retail business as part of a deal with
Brussels to end two of the most high-
profile EU antitrusti ions. Buta

GULILS WELE LLER LU SEL UIEL UWHL PLIGES,
but that it reserved the right “not to
highlight offers to customers that are
not priced competitively”.

But Californian prosecutors argue
that Amazon’s market share “leaves
merchants with few options other
than detoi "

All pages from Financial Times (Asia), Thursday, September 15, 2022
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‘When the carmaker began develop-

ing the Valkyrie in 2016 it turned to

Baenziger and Kamelger, who ran an

Aston dealership in Switzerland and

dealtwith many of the company’stop-
et 3 3

WILIEL UEpUSILS, AU SUEU W 1w
the £15mn it said it was owed. At the
same time, it cancelled the contract.
Aston confirmed the existence of
the London case by Nebula in its pro-
spectus for its £576mn rights issue,

blished last week, but did not

anL vy 101 e Wi uner n
wrtllcash. Tllecase could easily “wriggle out of ”.
islikely torun for several years. Microsoft has said it will continue to

The group is raising £653mn by
bringing in Saudi Arabia’s Public
Investment Fund as an investor, and
through the rightsissue to shore up its

The project covered the valkyrie,

include the details.

finances and pay down debt.

make Call of Duty available on other
companies’ gaming consoles, such as
the Playstation, rather than turning it
into an exclusive title on the group’s
own Xbox.
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New Italian leadership will face two familiar corporate dilemmas

Silvia
Borrelli

INSIDE BUSINESS

hatever government

-emerges from the frac-

tious coalition building

likely after Italy’s

national elections,
there will be two familiar tests for the
F— I A

Like anumber of its predecessors, the
government still has to resolve the
future of lender Monte dei Paschi di
Siena and of ITA, the restructured
national carrier formerly known as Ali-
talia. Both will involve difficult political
choices for the government, most likely
acoalition led by the hard-right Broth-
ersof Italy party if polls areaccurate.

How it deals with a dilemma that has
bedevilled a series of Italian govern-
ments will bea sign of whether the likely
coalition partners can keep their eco-
nomic d.lrlgsme I.endencles in check
and resi:
ailing cumpames for narrow political

ost of their

1f the issues were easy, they would
have been resolved long ago, but jobs
and strategic interests are at stake. And
ITA and Monte dei Paschi have a partic-
ular hold on Italians.

“Fm sorry Alitalia will [rebrand], it’s
been like a family for all these years, an
expensive family but, nevertheless, a
family,” prime minister Mario Draghi
said last year as he announced privatisa-
tion plans for Italy’s chronically loss-
makingairline.

Chair Alfredo Altavilla said last year
that the new, shrunken version of Alita-
liawould be on the hunt for a deal witha
larger airline before the end of this year
because it is too small to fly on its own
wings. Rome has now entered exclusive
talks with a consortium made up of US
fund Certares, Delta Air Lines and Air
France-KLM to sell the airline, despite
political opposition

during the general TTA and MPS should be

election campaign.

According to S€ton anew, financially
officialsinvolvedin - gystainable path, which

the negotiations,

the offer would must be neutral for
give Rome two Jgljan taxpayers

board seats and a

crucial role over corporate governance
and would therefore be easier to digest
for politicians than a competing offer
fmmLulﬂlama. Both offers have valued

ties have

“Alitalia and MPS haven’t been profit-
able for decades yet they were lcept a]we
with public funds and politi

warned this is not a matter for a care-
taker government to deal with. Eco-

strategies,” said a fnrmer memher of
gmremmeuL l"1'he risk here is that the

thy listleft
continues to implement these vote-
catching strategies, which have done
nothing but harm to these businesses
and the country’s reputation among
investors”

FINANCIAL TIMES

Giorgetti, a member of the populist
League party who was not involved in
the talks, said the private equity-led
offer is wurrying because it lacks
industrial partners
'I‘ransporteconormstnnd.rea Giuricin
added: “The problem with the Certares
offer is that Air France and Delta Air

Lines would not immediately become
shareholders and ITA is too small to
remain alone on the market.”

A similarly politically charged busi-
ness saga is Monte dei Paschi, which cost
investors and taxpayers more than
€30bn since the 2008 financial crisis.
After scandals and hiddenlosses, Siena’s
largest employer underwent a govern-
ment bailout in 2013 and a nationalisa-
tion four years later. It is now about to
embark on its seventh cash call in 14
years. It hopes to raise €2.5bn. The
Treasury has vowed to contribute at
least €1.6bn.

some politicians fear privatising the
bank might lead to massive job losses.
Lawmaker Maurizio Leo, a member of
the Brothers of Italy, told Bloomberg
this week “any decision must safeguard
jobs and an asset that is strategic for
Italy’s economy”.

Chief executive Luigi Lovaglio — a
turnround specialist appointed this
year by Draghi’s government — said this
week the bank has found several inves-
tors for the capital raising and that it has
“enormous potential”. Despite the chal-
lenging economic conditions, Lovaglio
confirmed the bank’s profit before tax in
2024 was expected to be €700mn, more
than double 2021’ result.

The Italian Treasury hasindicated the
planned paths for ITA and Monte dei
Paschi will avoid collisions with the
European Commission over state aid
policies for the EU. Reversing them
would agitate the commission and
investors at a time when the Italian
economy needs support.

ITA and MPS should be set on a new,
long-term, financially sustainable path,
which must be neutral for Italian tax-
payers. Political compromises on that
point could be costly.

silvia.borrelli@ft.com
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EY split raises fears for audit expertise

Big Four accountant’s plan
for separate advisory arm
is questioned by rivals

MICHAEL O'DWYER — LONDON
STEPHEN FOLEY — NEW YORK.

EY’s radical plan to break itself up risks
stripping its audit business of the exper-
tise needed to vet the complex accounts
of the world’s largest multinationals,
industry executives have warned.

Partners at the Big Four firm will start
voting in November on EY’s proposal to
spin off and publicly list its advisory
arm, a move designed to drive growth
by eliminating conflicts of interest.

But EY and its rivals — Deloitte,

KPMG and PwC — rely on their advisory
arms to provide the expertise in tax and
asset valuation often needed to sign off
on companies’ accounts.

“The [audit and consulting] skills are
complementary,” said Sandy Peters,
senior head of global advocacy at the
CFA Institute, the professional body for
the investment industry and an oppe-
nent of splitting up the Big Four during
deliberations by the UK competition
regulator in2019.

Regulators, who will have to rubber
stamp the demerger, and companies
should be asking how EY would replace
the experts needed to carry out quality
audits, said Peters, a former partner at
KPMG. “There’s $5tn of goodwill on the
books of US public ies that

needs to be impairment tested. Are
those skills all staying on the audit
side?” he asked.

Abreak-up by EY will mark the big-
gest change to the accounting industry
in two decades, but Deloitte, KPMG and
PwC have so far stood by their model of
combining audit and consulting opera-
tions. KPMG has said that model “drives
innovation and the hlghest quality
standards” acrossits entire

Some of EY’s competitors quesnnned
‘whether a newly separated audit firm
could attract the tax and valuation
experts needed to check the books of
large companies because the top earn-
ers would want to remain in the advi-
sory business, where the financial

ds are high

“Anyone who sits there saying ‘you
can have an audit-only firm with a few
tax experts in it and that’s brilliant for
audit quality” [has] completely missed
the point,” said a senior partner at
another Big Four firm.

There are few tax experts capable of
working on the most complex corporate
accounts and an audit-dominated firm
would struggle to pay enough to retain
them, he added.

EY’s new audit-dominated business
would include teams that generated rev-
enues of $20bn last year, a figure the
firm predicts will grow by 7to 8 per cent
annually following the split.

But, like its competitors, EY is strug-
gling to hire enough auditors to meet
demand in several countries, with some

‘blaming increased regulatory scrutiny
and lower pay than at law firms or
investment banks.

As a result, EY’s newly independent
audit business would have to rely on
selling more advisory services to meet
its growth targets, said a person familiar
with the matter.

Under the planned split, the separate
advisory business would begin with rev-
enues of $25bn and earnings before
interest, tax, depreciation and amorti-
sation of $4.4bn, according to figures
shared with partnerslast week.

‘The firm’s current audit business will
account for almost two-thirds of the
standalone group, with the rest being
advisers, some of whom would help on
audits, EY told partnerslast week.

US bank hopes prospect of sun

and eight-hour workdays will

help it stand out from rivals

STEPHEN MORRIS — BANKING EDITOR
Citigroup has opened its new hub for
junior i ‘bankers in the beach:
side Spanish city of Malaga, insisting
the move is more than a gimmick as
‘wall street lenders battle for young
lalent amid criticism of burnout in
b:

The US bank selected 27 analysts

Financials. Battle for talent

Citi opens Malaga hub to woo junior analysts

Fosuns sliding
shares put
debt levels of
Guo's empire
under scrutiny

CHENG LENG — HONG KONG
EDWARD WHITE — SEQUL

Fosun International shares have lost
nearly a fifth of their value this month
since the announcement of the divest-
ment of a core unit, putting the nearly
$40bn of debt amassed by Chinese bil-
lionaire Guo Guangchang under
increased scrutiny.

Fosun International’s Hong Kong-listed
shares closed at their lowest point since
December 2012 yesterday after losing
18 per cent since September 2, the day
the group announced the partial
divestment of a core Chinese pharma-
ceutical unit.

The Shanghai-based tycoon had made
aggressive acquisitions to build an
expansive business empire that
includes English football club Wolver-
hampton Wanderers, Portugal’s biggest
bank Millennium BCP and French
resort group Club Med.

But Fosun has been subject to increas-
ing scrutiny from rating agencies and
investors over its debt in the past few
months. The Financial Times reported
in July that Moody’s estimated Fosun’s
total consolidated debt stood at
Rmb260bn ($38bn), though the com-
pany maintained at the timeitwasina
“sound and healthy” financial position.

Market sentiment deteriorated ear-

‘Fosun is a company

rooted in China, and
Thina will faravar ha
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from than 3,000 appli for the
two-year programme, which started
yesterday. Promising eight-hour days
and work-free weekends, it aims to dis-
tinguish itself from the punishingseven-
day working weeks common for young
staffin London and New York.

By locating it in Malaga — a sunny,
culture and food-orientated city on
Spain’s southern coast that is far from
the world’s biggest financial hubs — Citi
is also seeking to offer a more alluring
lifestyle and a different path into bank-
ing for those lesskeen toreturn toa city-
centre office in Canary Wharf or Man-
hattan after the pandemic.

However, some rivals have dismissed
the idea as a stunt that could ultimately
hamper the careers of those who decide
to spend their initial years working less
than half the hours and earning about
half the starting salary of their peers in
Citi’s main offices.

“This is not a gimmick, itis a reality:
the incredible reaction internally and
from our competition has confirmed
that the project is off to a good start,”
said Manolo Falcé, global co-head of
investment banking.

“We suffer from alot of churn like the
restof the industry, we lose talent to pri-
vate equity and tech, so we are eager to
understand if we can stop that by offer-
ingabetter work-life balance.”

Falco added: “We don’t agree there
will be any stigma at all. Citi has a pres-
encein 95 countries with many different
businesses and there are no second-
class citizens.

“We want to open other ways to
attractthe best talent, and the quality of
the CVs shows there is a trend from this
generation that they want more free
time.”

The debate over junior burnout was
reignited last year when exhausted
Goldman Sachs analysts circulated a
slide deck detailing brutal hours and
allegations of workplace abuse, exacer-

Brighter future:
Citigroup hopes
the sunny climes
of Malaga,
above, will help
it retain young

recruits, below
Jon NazcarReuters

e

bated by the isolation of homeworking
during the Covid-19 pandemic. Similar
complaints have echoed from the legal
and consultancy sectors.

Banks responded by bumping first-
year salaries to $100,000 or more —
with big bonuses on top — as well as
offering perks such as free Peloton exer-
cise bikes. However, few pledged to
reduce working hours.

This year, the dealmaking surge

X

N |

driven by booming stock marketsand ~ ©

the era of cheap money has faded as Weare

inflation soars and recession fears €ager (o

deepen. Banks, including Goldman

sachs, are already planning job cuts as .underStand

activity dwindles. if we can
“Revenues in the industry are signifi- sto

cantly down and that will obviously P

havean effect,” said Falcé. [churn] by
“I am not surprised that some are o

starting to send those messages. We are Off(‘l'll’lg 2

monitoring the situation so far, butwe ~ better

have hired more juniors than ever and i

remain committed to offering them a work: llf:€

long-term career.” balance’

The 27 banking, capital markets and
advisory analysts in Milaga — most of
them under 25, with one 32-year-old —
represent a small proportion of Citi’s
graduate workforce.

The banking, capital markets and
advisory division recruited 160 people
in the Europe, Middle East and Africa
region this year and about double that
number in New York.

“Inother crises the industry made the
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mistake of reducing graduate intake
dramatically, so when markets
rebounded we didn’t have enough peo-
ple and were missing entire genera-
tions,” said Maria Diaz del Rio, chief of
staff for the unit in Malaga.

“Sometimes banks burn out our ana-
lysts, so we want to prove they can work
limited hours and still add value,” she
added. “When they are working on
M&A deals, maybe we will ask them to
work longer, but will compensate
them with more holidays. They will be
the fresh ones on live transactions, they
will have more time to think and be
creative.”

After two years, those who have per-
formed well will have the opportunity to
apply for jobs in New York, London or
elsewhere.

“There is obviously a question about
how many will choose to go into a full-
time, mainstream investment banking
career,” Falcd said. “If you wantto go all
the way, you have to move from Malaga
eventually”

CllIa WL IVIL VL UL

the citadel of Fosun’

lier this week after Bloomberg reported
that Chinese securities regulators asked
some large Chinese lenders and state-
owned companies to examine their
businessexposure to Fosun.

Fosun denied that banking regulators
had made such aninstruction.

In a statement to the FT, the group
played down the checks from the state-
owned Assets Supervision and Adminis-
tration Commission as “routine infor-
mation collection work by the Beijing
Sasacsystem, without any specificity”.

The scrutiny over Guo’s business
empire comes at a time the relationship
between President Xi Jinping’s govern-
ment and China’s business leaders is
strained. The Chinese Communist party
depends on businesses to reignite sput-
tering economic growth, but has simul-
taneously reasserted itself over corpo-
rate leaders through a years-long anti-
corruption crackdown and sweeping
new regulations to promote greater eco-
nomicequality.

Inarare public post on Chinese social
media platform Weibo, Guo wrote on
Tuesday he had returned to Shanghai
after a months-long tour of nearly 40
cities in more than 20 countries.

Despite the fact that more than half of
the company’s assets and staff are sta-
tioned overseas, “Fosun is a company
rooted in China, and China will forever
be the citadel of Fosun”, Guo said.

Earlier this month, Fosun entities dis-
closed their intention to pare back their
holdings in key listed healthcare unit
shanghai Fosun Pharmaceutical by 3
per cent. The unit’s stock price in Shang-
hai has since fallen 16 per cent.

Gong Ping, chief financial officer of
Fosun International, defended the
moves as part of a normal “financial
strategy of balancing investment and
divestment”.

Transport. Labour dispute

US businesses warn Congress of ‘economic disaster’ if rail strikes go ahead

TAYLOR NICOLE ROGERS — NEW YORK

Shippers of goods from animal feed to
electronics have urged the US Congress
to intervene in a labour dispute that
could freeze freight service on the
nation’s railwaysas soon as this weel.

More than 100,000 rail workers will be
free tostrike for the first time since 1992
if contracts are notagreed when afeder-
ally mandated cooling-off period
expires today, unless Congress takes
action. They include employees of the
largest carriers in North America, such
as Union Pacific, CSX and BNSF, a busi-
ness owned by Warren Buffett’s Berk-
shire Hathaway.

Ten of 12 labour unions in talks with
the railways bargaining committee had
struck tentative deals as of late Tuesday.
But two were holding out after almost
three years of unsuccessful negotia-
tions, and members of a third yesterday
voted to reject their agreement. The
unions have threatened to strike even if
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one remains without an agreement.

The impasse presents a challenge to
President Joe Biden, who has made goals
of strengthening supply chains and sup-
portingorganised labour.

The White House was “working with
other modes of transportation, includ-
ing shippers and truckers, air freight, to
see how they can step in and keepgoods
moving in case of this rail shutdown”,
press secretary Karine Jean-Pierre told
reporters on Tuesday. Congress has the
power to force the unions and railways
into bindingarbitration.

Urgent appeals by industry groups
have heightened the pressure at a time
when inflation is running hot. Business
groups warned that a strike could crip-
ple supply chains, raise food prices and
make it impossible to restock store
shelves and operate factories.

The US Chamber of Commerce
described itas a “national economic dis-
aster”. The American Petroleum Insti-
tute, the country’s main oil lobby group,

said railways informed energy compa-
nies last week that hazardous materials
shipments would be curtailed to clear
tracks ahead of a potential stoppage.
API warned of “catastrophic” disrup-
‘tions to the rail network if no settlement
‘wasreached.

Ammonia, a main ingredient in nitro-
gen fertiliser used in agriculture, was
also among the hazardous products
sidelined from the rails, according to the

It is estimated a rail strike could cost the

Fertilizer Institute, a trade group. A
strike would have “swift and severe”
effects on farmers’ ability to ship crops
for export as Russia’s i ion of

“Jobs will be lost, and costs will go up as
shortage of raw materials and consumer
goods ripples throughout the economy
—itwill be 7" hesaid.

Ukraine curbed food supplies from the
Black Sea, National Grain and Feed

president Mik tsaid.

Brian Dodge, president of the Retail
Industry Leaders Association, which
represents big box stores, said the pros-
pect of a strike was having an effect.

- =
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Amtrak, the national passenger rail
service, cancelled some long-distance
trips starting on Tuesday because it
operateson tracks owned by freight rail-
‘ways outside the north-east. Commuter
rail systems in Chicago, northern Vir-
ginia and southern California also said
they would suspend their services dur-
inga freight rail strike.

Scott Group, an analyst at Wolfe
Research, said the chances of a full-
blown strike “remain low” because
“Congress would very likely intervene”,
but some impact was unavoidable.

The National Carriers’ Conference
Committee, which represents the rail-
waysinthe iations, said it was will-

Despite the pleas from business
groups, the two holdout unions urged
Congress not to intercede. The Sheet
Metal, Air, Rail and Transportation
‘Workers — Transportation Division and
the Brotherhood of Locomotive Engi-
neers and Trainmen have said they will
not accept any proposal from the rail-
ways that does not change attendance
policies to make it easier to schedule
unpaid time off for medical appoint-
mentsand family emergencies.

Members of another union, the Inter-
national Association of Machinists and
Aerospace Workers, yesterday voted to
reject the tentative deal their leaders
reached with the railroads. But they
agreed to continue talks for another
week before triggering a strike.

A rail workers’ strike could cost the

ing te accept contract terms recom-
mended by an emergency board
appointed by the White House, includ-
inga 14 per cent raise for workers.

us more than $2bn a day,

toareportby the i
of American Railroads, a trade group.
Additional reporting by Myles McCormick
inNew York

FTWeekend
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Expéfts cast doubt on whistleblower’s
impact in Twitter-Musk legal battle

Social media platform bruised but defiant after US senators hear claims of inept security practices

HANNAH MURPHY — SAN FRANCISCO

Testimony from Twitter’s former secu-
rity chief to US senators on Tuesday was
undoubtedly bruising for the social
media company. But it is unlikely to
have a significant impact on Elon
Musk’s legal battle to terminate his
$44bn takeover deal, according to
experts.

Over the course of a two-and-a-half-
hour Senate judiciary committee hear-
ing, former Twitter executive turned
whistleblower Peiter “Mudge” Zatko
painted a portrait of a company with
woefully inept security practices to the
point that national security was threat-
ened, and with no desire to address

#

aden il

Upmarket
concierge
group warns
on its future

DANIEL THOMAS, MICHAEL O'DWYER
AND KADHIM SHUBBER

Quintessentially, Ben Elliot’s upmarket
concierge company, has been forced to
warn over its business as a going con-
cern after having had to rely on aloan
provided by a US shareholder to help
trade through the pandemic.

Delayed financial statements for 2020
filed this week showed the recently
resigned UK Conservative party co-
chair’s business was in a precarious
position during the pandemic.

In April 2020, Quintessentially had
just £173,000 in the bank, the accounts
said, following extensive impairments
to its subsidiaries and a costly restruc-
turing of its sprawling empire from art
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Instead, Zatko argued, Twitter’s lead-
ership chose to prioritise “profits over
security”, fostering “a culture of ‘only
reportgood and positive resultsup™.

But the allegations, coming as share-
holders on Tuesday voted in favour of
the takeover ahead of the October trial,
were unlikely to have an impact on the
case, ex] said.

“It’s definitely serious for any social
media company to face privacy issues,”
said Anat Alon-Beck, assistant law pro-
fessor at Case Western Reserve Univer-

sity.

“gutfor thistoaffectthetrial, ithasto
amount to a material adverse effect or
fraud, which is a very high standard. rm
not sure it will amount to that unless
more egregious violations come out of
the investigation.”

Appearing before the Senatejudiciary
committee, Zatko made two big accusa-
tions tolargely sympathetic lawmakers.
The first was that thousands of employ-
ees at the company had unbridled
access to reams of sensitive user data,
raising grave privacy concerns. He also
alleged that Twitter struggled to moni-
tor how employees used that data,
which left it vulnerable to infiltration by
foreign spies.

Zatko said the FBI had told the com-
pany there was at least one Chinese
intelligence agent working “on the pay-
roll” inside Twitter. He also said that
when he raised concerns with another
executive that there was a foreign agent
in the company, the person responded:
“Well, since we already have one, what
doesit matter if we have more?”

Zatko also claimed that, beyond
unwittingly allowing infiltration, Twit-
ter was also successfully pressured by
India to allow Indian government oper-
ativesto work inside the company.

Zatko placed the blame squarely with
Twitter’s leadership. “This starts at the
top,” he said, adding that he believed
chief executive Parag Agrawal was
aware of the issues.

The hearing thrust the unlikely — and
polarising — figure of Zatko into the
unfolding Twitter-Musk legal saga. Last
week, Musk’slawyers noted Zatko's dec-
orated career — as part of an elite hack-
ing group and later in senior cyber secu-

Whistleblower:
Peiter ‘Mudge’
Zatko, former
head of security
at Twitter,
testifies before
the Senate
judiciary
committee in

washington
Kevn Distsch/Cetry Images

internet security.

rity positions at Google, Stripe and the
US Department of Defense. Zatko had
testified before the Senate in 1998 on
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security practices.

Butin the wake of the hearing, several
former senior staffers at Twitter took to
the platform to complain that Zatko had
never bothered to communicate with
them during his tenure, and poured
scorn on his claims.

‘Twitter, which fired Zatko in January
citing poor performance before paying
him a $7.75mn severance package, said
that his allegations were “riddled with
inconsistenciesand inaccuracies”.

Musk has already jumped on the alle-
gations Zatko filed in his initial whistle-
blower complaint to bolster his
attempts to back out of the deal. He has
successfully requested that they be

Insider.

added to the case alongside his argu-
ment that the company misrepresented
the number of bots on its platform — an
issue that was not addressed during the

David Kennedy, chief executive of  hearing.
cyber security consultancy TrustedSec
and a former NSA hacker, described
Zatko as havinga reputation “second to
none” in the cyber security world.

“He showed Twitter was in firefight
mode all the time and . .
that information under the rug,” he
said, adding that it appeared from the
teshmﬂny that Twitter failed to have in
pk the most “foundati

His lawyers also argue that Zatko’s
$7.75mn severance package constitutes
fresh grounds to terminate the merger
agreement, because it was “out of the
ordinary course of business” and not
signed off by Musk.

But experts noted that Zatko did not
appear to provide concrete evidence
durmg the hearing to prove Twitter’s
were deliberately fraudu-

‘It's hard to
imagine
that this
will be a
real nail in
the coffin’

ent.

“Twitter might be breathing asmall
sigh of relief right now,” said Jasmine
Enberg, rmﬂpal analyst at Intelligence
“zatko doesn’t provide hard
evidence that Twitter knowingly mis-

represented user numbers — rather that

Qver eve

ateadeal”

they were disinterested in removing

bots. It’s mostly his characterisations of

the company cu.lbure and prmrlhsmg
else.”

She added: “It’s hard to imagine that
this will be a real nail in the coffin. A
likely scenario is that he will be able to
use some of this information to negoti-

Either way, the allegations mark just

the latest crisis for Agrawal, who irked
some senators when he declined to
attend the hearing on the basis that it
might jeopardise the litigation with
Musk.

“The business of this committee and
protecting Americans from foreign
influence is more important than Twit-
ter’s civil litigation in Delaware,” Sena-
tor Charles Grassley said.

He added that Agrawal would have to
step down if the allegations were accu-
rate.

Musk aside, the hearing also has
‘wider implications for the company —

CONSUILNG [0 AN STATe agency.

Quintessentially has attracted scru-
tiny in part owing to the high profile of
Elliot, its founder, who is a close ally of
Boris Johnson and the nephew of the
new Queen Consort.

The concierge firm had in the past

contracttof
Wlmehall officials to wealthy individu-
als. Ithas been hit with allegations over
its working culture, the Financial Times
previously reported, whichit denied.

In accountsin the year to April 2020,
filed ‘than a year late, Quil
tially UK said revenues fell to £44.7mn,
from £50.4mn. It reported a reduced
loss after tax of £3.1mn, from £4.4mnin
2019, with both blamed on the costs of
therestructuring.

Group net liabilities were reported at
£18mn, from £8.7mn in 2019, with
£2.1mn of bad debts written off. The
group reported an impairment charge
of £16mn from subsidiaries that were
either no longer trading, trading at
reduced levels or sold, wiping out half
thevalue of its investments.

Quintessentially said it could trade
within its existing facilities and meet its
liabilities as they fall due under current
cash flowforecasts.

But it added that “given the level of
uncertainty” following the pandemic,
“there is arisk that the pace and level at
which business returned could be mate-
rially less than forecast, requir-
ing . . . external funding which may be
forthcoming and therefore create a
material uncertainty that may ulti-
mately cast dmlht about [lLs] ability to

continue as

and the social media sector — ig
ating debate around privacy and secu-
rity regulation.

In his testimony, Zatko said that Twit-
ter had misled the Federal Trade Com-
mission about its security controls, in
violation of a 2011 consent order requir-
ingittoimprove practices.

But he also laid blame on the FTC,
claiming that the agency was “a llttle

and “1

However, the dlrecmrs added that
should this need arise, “they could
obtain the necessary funding and hence
have prepared the financial statements
on agoingconcern basis™.

The group secured additional financ-
ing from its largest shareholder, US fuel
supplier World Fuel Services, in both
August 2020 and 2021, which allowed it

Tidateb ingsi facil

over their head”
grade their own homework”.

In response, Senator Richard Blu-
menthal suggested that there needed to
e a new agency to enforce privacy and
national security issues, while other
senators called for further regulation.

ity. The company owes a total of £12mn
to that shareholder through a fully
drawn facility, with some of this partly
used to buy out the minority interest in
the Quintessentially Media subsidiary
for £6mn.

Google loses appeal against
record EU antitrust penalty

JAVIER ESPINOZA — BRUSSELS

Google has lost its appeal against a
record €4.34bn EU competition fine
for using the dominance of its Android
mobile phone operating system to
thwart competition.

The European General Court in Luxem-
bourg yesterday ruled mostly in favour
of Brussels’ decision to impose a record-
breaking antitrust fine on the US tech
giant, but reduced it slightly to €4.125bn
in order to “better reﬂect the gravlty

competition chief, issued a decision
accusing Google of imposing illegal
restrictions on Android device makers
and mobile network operators “to
cement its dominant position” in inter-
netsearch.

Yesterday, the General Court said it
confirmed the “commission’s decision
that Google imposed unlawful restric-
tions on manufacturers of Android
mobile devices and mobile network
operators in nrder to consolidate the

fits h

Byju's reveals widening losses
after 18-month results delay

CHLOE CORNISH — MUMBAI

Education technology giant Byju’s,
India’s most valuable start-up, has
revealed that it spent almost three
times the revenue it brought in during
the financial year ending March 2021.

The $22bn Chan Zuckerberg Initiative-
backed company has become a bell-
‘wether for the edtech sector, which was
‘boosted by school and college closures
during the pandemic butis now fighting
‘to justify its elevated valuation as stu-

and the duration of the infri;

The fine is part of a trio of cases
against Alphabet-owned Google in
Brussels, which has seen regulators fine
the company a total of €8bn over the
pastdecade.

The win provides a boost to the Euro-
pean Commission at a time when Brus-
sels is seeking to enforce tough new
rules aimed at holding Big Tech compa-
nies to account.

The EU has already won an appeal
against Google after the General Court
upheld a decision last year to fine the
tech giant €2.42bn for favouringits own
comparison shopping service ahead of
rivals. Google has appealed against this
decision before the European Court of
Justice. The US tech company is also
appealing against a €1.5bn fine from
2019 for blocking competitors in the
onlineadvertisingmarket.

The Android case dates back to 2018
when Margrethe Vestager, the EU's
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In respt the ruling, le said

it was disappointed that the court did
notannul the decision in full.

“Android has created more choice for
everyone, not less, and supports thou-
sands of successful businesses in Europe
and around the world,” said Google. The
company is expected to appeal against
the decision before the ECJ.

The European Commission said it
took note of the judgment and would
“decide on possible next steps”.

The win will come as a relief for EU
regulators, who recently lost major and
lengthy antitrust probes against Intel
and Qualcomm.

Markus Ferber, a German MEP, said:
“Today’s ruling is a clear sign for fair
competition in the digital realm. Com-
petition rules also apply to the giants of
the internet. However, the case also
illustrates that.

m;
‘With operational fRs24.3bn

panies to expand its international pres-
ence and dominate the market in India.

The edtech giant, founded as a testing
Ppreparation company in 2011, says that
an auditor-advised change in account-
ing practices for the long-delayed
results masked strong growth.

It claimed “there was significant busi-
ness growth in [financial year 20]21
over [financial year 20]20”. Butitadded
that “new revenue recognition started
because of a Covid-related business
model change”, meaning that “almost
40 per cent of the revenue was deferred

($305.8mn) set against expenses of
Rs70.3bn, Byju’s registered a loss of
Rs45.6bn for its 2021 financial year,
according to filings obtained by the
Financial Times yesterday.

The loss was 13 times greater than the
previous financial year, when it was
Rs3.6bn. Neither Byju’s itself nor
founder and chief executive Byju
Raveendran responded to questions
about the filings, which were presented
some 18 monthslate.

Byju’s “got given money like it was
‘water, so they spent it”, said Deepak
shenoy, founder and chief executive of
research consultancy Capitalmind.

Fuelled with venture capital from
investors including Tiger Global, Silver
Lake and Owl Ventures, which have col-

including all their appeal pmcedureS,
take far toolong.”

lectively d nearly $6bn into the
company, Byju’s acquired 10 businesses
in2021. Ithas bought other edtech com-

years”.

Byju’s had previously booked reve-
nues for multiyear education packages
upfront, although many clients pay in
instalments. The company said it now
had more than 50,000 employees glo-
bally, and that new acquisitions were
boosting revenues.

Edtech bellwether: the Indian group
was helped by Covid school closures
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South Korea fines US Big Tech
groups for privacy breaches

BY SONG JUNG-A — SEQUL

South Korea yesterday slapped record
fines on Google and Facebook’s parent
Meta over violations of privacy laws,
amid growing concern about a lack of
personal data protection in the highly
digitalised society.
The state-Tun Personal Information
Protection Commission said it fined
Google Won69.2bn ($50mn) and Meta
‘Won30.8bn for collecting personal
information without users’ prior con-
sent and using it for customised online
advertisements.

The privacy watchdog said the US
companies’ business practices could

The world’s biggest tech groups,
including Apple, Google, Amazon,
Microsoft and Meta, have agreed to
comply with a content law in Indonesia
that campaigners warn threatens free-
dom of expression, in the latest compro-
mise by the sector to retain access to an
importantmarket.

South Korea's communication watch-
dog is also investigating Google and
Apple over potential violations of the
country’s in-app payments rules. Last
year, South Korea became the first
country to attack the lucrative commis-
sions charged by Google and Apple’sapp
stores, after passing a law that allowed
mﬂhlle plmne users to pay software

cause serious privacy infri as
they did not properly inform users nor
obtain their consent for collecting and
analysing behavioural information
fromtheir online activities.

The fines were the highest yet
imposed for privacy law violations. The
privacy panel ordered that there should
e an “easy and clear” process provided
for gaining consent from users, by ask-
ing them if they wanted to share infor-
mation about their onli ies.

for their app:

Gungle and Apple have agreed to
adhere to therules, but the Korea Com-
munications Commission now suspects
thetwo companies might have breached
the landmark telecoms act by refusing
to comply with it in practice.

Meta objected yesterday to the pri-
wvacy decision, saying: “We do not agree
with the commission’s decision, and will
be opentoall nphnn& m(:ludmgseekmg
arulingfr rt.”

The action comes as countries around
theworld are pushing torein in Big Tech
companies, amid growing accusations
of abuse of power. Google and Facebook
paid Australian media companies about
A$200mn ($134mn) in the past year
because of new regulations that readjust
thebalance between techand media.

it disagreed with the panel’s findings.
“We've always demonstrated our com-
mitment to making ongoing updates
that give users control and transpar-
ency, while providing the most helpful
products possible,” it said. The compa-
nies can appeal through administrative
lawsuits within three months.

Make it

Matter
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Investors scoop up options on

ether tokens ahead of switch

togreener blockchain system

LAURENCE FLETCHER AND
JOSHUA OLIVER — LONDON

The looming switch of the Ethereum
blockchain to anew, greener system has
sparked a frenzy of trading by hedge
funds racing to place bets ahead of one
of the biggest events in the short history
of cryptocurrencies.

Traders have been scooping up
options on ether tokens — the flagship
crypto coin trading on Ethereum — bet-
ting on price volatility or protecting
themselves against sudden sharp moves
ahead of the Merge.

The Merge has been long-awaited
event in the crypto industry and will
change how new transactions are veri-
fied onthe Ethereum blockchain.

A clutch of traders are wagering that
the switch to a new system will slash the
network’s energy consumption by as
much as 99 per cent, opening up ether
tokens to mainstream investors who
have until now been wary of a network
with an energy usage roughly equiva-
lenttothatof Finland.

“This has been one of the most
crowded trades in crypto history,” said
James West, chief executive of Globe
Exchange, a crypto derivatives

ange.

Many of the trades have been placed
in the options market, where West said
“alot of smart money [is] buying”, with
many expecting that a successful switch
will push ether prices higher.

The total number of outstanding
option contracts on exchange Deribit,

i
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which accounts for 97 per cent of ether
options open interest on exchanges, has
risen from 1.2mn at the start of the year
to more than 4.6mn by yesterday.

‘Around 80 per cent of these contracts
are call options — a bet on a higher price
in which an investor has the ability to
buy ether at a fixed price for aset period
— while the remainder are puts, or bets
on lower prices. It’s a sign of “massive
bullish sentiment”, according to Deribit
chief commercial officer Luuk Strijers.

some even believe the Merge could
help ether supplant bitcoin as the
world’s biggest cryptocurrency. The
total value of bitcoin in circulation is
$390bn, compared with less than
$200bn for ether, according to the FT
‘Wilshire Digital Assets Dashboard.

“The mere anticipation of ether over-
taking bitcoin” could become “self-ful-
filling and unstoppable”, said Anders
Kvamme Jensen, co-fund manager of
the AK]J Digital Assets fund, who said
fundsin which he invested were betting
on the Mergeusing options.

Some investors have been construct-
ing options trades to try to profit from

potentially huge price volatility from
the Merge, regardless of whether that
price move is up or down, according to
Strijers.

But such has been the industry hype
around the Merge, other traders had set
up strategies that bet the price of ether
‘would rise sharply before the event but
then sell off if the Merge happened. Asa
result, some bought shorter-term call
options paying out if ether hit $2,500
and funded that by selling longer-dated
calls paying out at $3,000, according to
Ed Hindi, chief investment officer at
hedge fund Tyr Capital, who acts asa
market maker in crypto options.

But that trade has so far not played
outas expected. While the price of ether
hasrallied from less than $1,000in June
to $1,600 this week, that is still some
‘way short of where the shorter-term
options would pay out. Fearing that they
could now be hit if ether rises sharply
after the Merge and trigger the options
they sold, traders have been racing to
cover their positions, according to
Hindi.

The market had been “way too bull-

Welcome toa
new world: the
Merge will
change how
transactions are
verified on the
Ethereum
blockchain

Beata Zawrzel/NurPhoto

ish” ahead of the Merge, and “way too
bearish beyond the Merge”, he said.

Many investors who have already
been holding ether have tried to protect
themselves from a sell-off if the Merge
does not pan out, for instance if it is
delayed or thereare technical problems,
by also using futures contracts to bet
thatits price will decline.

This type of trade, known as shorting,
effectively protects them from price
movements.

According to Kaiko Research, the so-
called funding rate, a measure of the
direction of traders’ collective futures
positions, in ether is at its lowest level in
more than a year, averaging minus 0.6
per cent. Thatusually signals that inves-
tors are focused ongoingshort.

Traders are alsohoping that this bet of
holding ether while shorting the futures
could allow them to pick up some extra
tokens, while protecting them from
market volatility.

Investors who hold ether when the
Merge occurs are entitled to tokens that
are still based on the older transaction
processing system, known as proof of
work.

While the Merge is set to move
Ethereum to the more energy efficient
proof of stake model, some market par-
ticipants who oppose the change will
continue operating on the old system —
something known as a “fork” — mean-

s
This has ing those coins may hold some of their
been one of VE}“E-J S —
jay Janer, founding partner of
the most Arbitrage Manageme[f; inthe Cayman  Ourglobal
crowded Islands, is running this trade because he team gives you
N . believes trading the options has become market-moving
tradesin too expensive. “If the fork occurs, we news and views,
crypto would get the proof of work token for 24 hours a day
hi - free,” he said. fr.com/markets
story Additional reporting by Philip Stafford

trading rules

STEFANIA PALMA — WASHINGTON
KATE DUGUID — NEW YORK

‘Wall Street’s top regulator has put for-
ward new rules to push more Treasury
deals by high-speed traders and hedge
funds through clearing houses in one of
its most assertive attempts to shore up
the$24tn market.

The Securities and Exchange Com-
mission was voting yesterday on pro-
posed guidelines adding safeguards to
the cash and repo markets, which trade
billions of dollars a day to set the price of
US government debt, but have had their
resilience tested.

Authorities have become concerned
by the fragility of the US government
bond market, notably by a “flash rally”
in 2014, the repo market crisis in 2019
and the early pandemic meltdown in
March 2020, which required interven-
tion by the Federal Reserve.

Inrecent weeks, traders’ ability toget
deals done in the Treasury market has
deteriorated to its lowest level since
2020 and traders worry the Fed’s exit
from crisis-era policies will place fur-
ther strains on the market.

Reports from the Bank for Interna-
tional Settlements, the Financial Stabil-
ity Board and the Fed have blamed
hedge funds and high-frequency traders
for pullingback from the Treasury mar-
ket duringmoments of stress.

Gensler said the new rules
would help to make the
market ‘more efficient,
competitive, and resilient’

Last year, the Treasury cash market
traded about $3tn a week and the repo
market, where traders borrow cash
short term in exchange for collateral
such as Treasuries,about $4tna day.

SEC chair Gary Gensler has made
Treasury market reform one of the key
themes of his tenure by proposing to
increase the oversight of lightly regu-
lated market participants such as hedge
funds and proprietary traders.

The SEC wants to send more trades
through central clearing and reverse the
decline of recent years. A clearing house
sits between the two parties in a deal
and demands insurance, or margin, to
prevent a default by one party from cas-
cading through the market.

At present, only 13 per cent of Treas-
ury transactions are centrally cleared,
according to research from the Treasury
Market Practice Group. That is a sharp
decline from 25 years ago.

The SEC wants clearing houses to
accept more Treasury and repo deals
from hedge funds and high-speed trad-
ers registered as broker-dealers. It also
wants to change the rules around banks
holding and netting the margin that is
put up to backstop the trade, to encour-
age both banks and high-speed traders
tostay inthe market.

Gensler said the new rules would help
to make the market “more efficient,
competitive, and resilient”.

If the SEC votes in favour of the pro-
posals, they will be opened to public
comment beforeit drafts a final rule.

South Koreamoves to arrest co-founder
Kwon after collapse of Terraform Labs

SONG JUNG-A AND CHRISTIAN DAVIES
SEOUL

A South Korean court has issued an
arrest warrant for Do Kwon, co-
founder of collapsed cryptocurrency
operator Terraform Labs, over alleg-
edly violating capital market rules
after the $40bn implosion of the terra
and luna tokens earlier this year.

The court yesterday also issued arrest
warrants for five others connected to
Terraform Labs staying in Singapore,
the Seoul Southern District Prosecutors’
Office said. Daniel Shin, co-founder of
Terraform Labs, was not among them.

Prosecutors have accused Kwon of
financial fraud, arguing that his terra-
USD stablecoin was a kind of invest-
ment security under South Korea’s capi-
tal marketsact. They believe Kwon is in
Singapore.

A spokesperson said prosecutors
were exploring “many ways” to arrest
and extradite him from Singapore,
including co-operating with Interpol or
nullifying his South Korean passport.
Singapore is not on South Korea’s list of
bilateral extradition treaties.

Terraform Labs and Kwon could not

Thursday 15 September 2022

be reached for comment. The crypto
entrepreneur said last month hehad not
been in contact with South Korean
authorities. The 31-year-old told crypto
media start-up Coinage it was “kind of
hard” to decide whether to return to
Korea as “we've never been in touch
with the investigators”.

Shaun Leong, partner at international
law firm Withersworldwide, said the
Mutual Assistance in Criminal Matters
Act allowed authorities in Singapore to
help if requested by Korea. If the Korean

Do Kwon: in’s

authorities placed Kwon on the Interpol
“red notice” he “would likely face seri-
ous difficulties travelling outside Singa-
pore as he may be detained at interna-
tional borders during travels”, he added.

South Korean prosecutors and police
are investigating Kwon and his com-
pany after two complaints were filed on
‘behalf of 81 investors over allegations
thatthe business deceived investors.

Kwon went to an elite school in Seoul
and studied computer science at Stan-
ford University. In 2018, he co-founded
Terraform Labs in Singapore with Dan-
iel Shin, founder of South Korean ecom-
merce unicorn Ticket Monster.

The pair launched the terraUsD sta-
blecoin in 2020. The stablecoin had an
algorithmic relationship with the luna
cryptocurrency that peaked at $116 in
April but collapsed to zero in May. The
meltdown affected thousands of inves-
‘tors, many of whom were drawn in by a
scheme in which clients could lend out
‘their terra for a 20 per cent yield. The
so-called Anchor Protocol, through
‘which the 20 per cent yield was offered,
is of interest to investigators.

hit thousands of investors in May

dditional reporting by Mercedes Ruehl in
Singapore

Bankman-Fried’s $45mn gamble on
SkyBridge comes with crypto strings

MADISON DARBYSHIRE AND
ORTENCA ALIAJ — NEW YORK
JOSHUA OLIVER — LONDON

Sam Bankman-Fried paid about
$45mn for a 30 per cent stake in Sky-
Bridge Capital, the vast majority of
which was immediately invested in
cryptocurrencies as part of a deal to
shore up confidence in Anthony Scara-
‘mucci’s fund business.

The agreement valued SkyBridge at
about $150mn, said two people familiar
with the terms, but was made on the
provision that $40mn of the proceeds
were put towards the crypto bets. The
fund of funds manager was valued at
about $200mn in 2017.

Scaramucci said the cash injection
from Bankman-Fried’s FTX Ventures
proved SkyBridge had a long-term
future after it suffered losses linked to
the plungingprice of digital assets.

“If you have $50mn in liquid assets on
your balance sheet, people don’t think
you're going out of business,” he said at
his conference on Monday. “It was very
important to me to say that SkyBridgeis
setup for the next 20 or 30 years.”

Scaramucci would not discuss the

* FINANCIAL TIMES

exact terms of FTX’s deal with Sky-
Bridge, but said it provided Bankman-
Fried’s vehicle with a three-year option
toacquire 85 per cent of his fund group.

Scaramucci said the FTX deal was a
product of poor performance in a poor
market and that SkyBridge, which has
$2.8bn in assets under management,
‘was down 25 per cent this year.

The investment ties together two

Scaramucci said the
cash injection from FTX
proved SkyBridge had a
long-term future

high-profile figures in markets. Scara-
mucci briefly served as White House
communications director under former
president Donald Trump and hosts the
Salt financial conference, which gath-
ered this week in New York.

The billionaire Bankman-Fried runs
FTX, one of the world’s largest crypto
exchanges, and has recently deployed
his fortune as a saviour of struggling
businesses in the crypto sector.

SkyBridge has historically invested in

hedge funds, but Scaramucci pivoted to
cryptocurrencies as he became a public
proponent of digital assets. Sixteen per
cent of the fund wasin crypto before the
2022 sell-off, he said, a figure that has
dropped to8 per cent as the value of dig-
italtokens has fallen.

“Bear markets suck,” Scaramucci
added. “If 1 was doing super well right
now — our performance is mediocre,
lacklustre — who knows if we would be
doing the transaction.”

Scaramucci said the FTX transaction
was decided over lunch at a hotel in the
Bahamas, where Bankman-Fried is
based. He said he was initially looking to
selljust 15 per cent of his fund group.

skyBridge holds the newly purchased
cryptocurrencies on its balance sheet,
rather thaniniits funds.

“We didn’t need Sam’s money . . . to
run the business,” Scaramucci said. “We
aren’t using the proceeds for anything
other than balance sheet commitment.”

He said the deal with the crypto entre-
preneur had a three- to five-year hori-
zon and that if Bankman-Fried fully
exercised the option to increase his Sky-
Bridge stake, Scaramucci would hold
theremaining15 per cent.

COMPANIES & MARKETS
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The day in the markets

at you need to know

® Dollar slips 0.3% against a basket of
six other currencles

» Fed’s main interest rate to peak at
about 4.3% in March 2023

» Europe's regional Stoxx 600 share
Index drops 0.9%, extending losses

Us stocks steadied yesterday affer the
worst sell-off on Wall Street since June
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‘ Hot US inflation data boost expectations for Fed rate rises
Implied federal funds rate in March 2023 (%)

The Fed must

avoid Volcker’s

inflation error

Frederic Mishkin

Markets Insight

2020, as hotter than expected inflation V‘ v 35
data fuelled bets of more aggressive
interest rate rises by the Federal Reserve. BC aul Volcker is considered to  centage points. This action was taken  pened during1979-82 with what the Fed
The broad S&P 500 and the be a Goat (greatest of all  despite the fact thatinflation reacheda  is facing now. The Fed’s credibility to
technology-heavy Nasdag Composite 25 time) central banker as he  peakof14.7 per centin April. keep inflation under control was weak-
were up 0.3 and 07 per cent respectively )r and the US Federal Reserve The Fed had blinked and Volcker’s  ened by its policy mistakes, abandoning
by the early afternoon in New York. The 20 broke the back of inflationin  credibility as an inflation fighter tooka  apre-emptive policy to control inflation
dollar slipped 0.3 per cent against a W the early 1980s. However, less talked  hit. Inflation expectations stayed stub-  in 2021 and the flawed execution of a
basket of six other currencies, following about is the serious policy mistake the  bornly high and actual inflation new strategy framework targeting an
gains in the previous session. 7 T 1.5 | volcker Fed made in 1980. The result ~remained above 12 per cent throughto  average inflation rateinlate 2020.
Those moves came after the broad S&P ‘was amore prolonged period of highin-  theendof1980. The Fed has now appropriately
gauge posfed its steepest drop since T T T T T T 1.0 flation that required even tighter mone- With the recession ending in July reversed course and is raising the fed-

early in the pandemic, falling 4.3 per cent
on Tuesday on the back of a higher than
forecast inflation reading for August. The
Nasdaq had closed 5.2 per cent lower.
Consumer prices in the world's largest
economy rose 01 per cent in August from
the previous month, official data showed,
ccompared with expectations of a decline

2022

Data derived from frading in federal funds futures
Sources: Refintiry; FT calculations:

federal funds futures. A move of such
magnitude would follow two consecutive
increases of 0.75 percentage points.

Europe’s regional Stoxx 600 share
index dropped 09 per cent, extending
losses from Tuesday’s session. London's

tary policy, which then resulted in the
most severe US recession since the sec-
ond world waruptothat time.

There are many parallels between the
current situation of Jay Powell’s Fed and
what happened then, so it is imperative
we learn from history to avoid repeating
theerror.

1980, the Fed got back into the inflation
fighting business and started toraise the
federal funds rate again. But this time,
to re-establish its credibility, the Fed
had to raise the federal funds rate toa
crushing level of nearly 20 per cent by

eral funds rate at the fastest pace for
more than 40 years. The Fed’s loss of
credibility, I think, will lead it to raise
rates much more than Fed projections
or market forecasts suggest. The likeli-
hood of a soft landing is therefore quite
low and a recession is increasingly
likely.

of 01 per cent. The annual rate came in at Markets are now expecting the Fed's FTSE 100 lost 1.5 per cent, even as UK By the time Volcker became Fed chair Theloss OfCl'ﬁd.lb]]l[y from So far, the rhetoric from Powell and
8.3 per cent, down from July's figure of main interest rate to peak at about 4.3 inflation data for August came in cooler in July 1979, the central bank’s credibil- I'EVel'Sil'lg pOllC’y before the his colleagues is encouraging, with most
8.5 per cent but above economists’ per cent in March 2023, arise of about 0.3 | than expected. In Asian markets, Hong ity on inflation had been destroyed by . flation task hieved of them saying that a recession will not
estimates of 81 per cent. percentage points since Monday. Kong’s Hang Seng index closed down the disastrous policies of the previous Mo UERECINET deter them from keeping interest rates

The inflation report prompted US government bonds were also 2.5 per cent, while Japan's Topix fell chairs, Arthur Burns and G William requjred afar larger Cost high until inflation is heading back

Investors fo crank up their expectations
of how aggressively the Fed would hoist
borrowing costs, with markets now
pricing in a one-in-three chance that the
US central bank will lift rates by a full
percentage point this month, according
to CME Group data based on frading in

steadier after the yield on the policy-
sensitive two-year Treasury note rose
sharply to its highest level since October
2007 in the previous session. The yield
added 0.03 percentage points to 379 per
cent, as the debf insfrument’s price
edged lower.

2pper cent.

Fresh data yesterday showed that the
UK’s rafe of inflation eased back info
single digits in August, coming in at a
lower than expected 99 per cent year on
year versus July’s figure of 101 per cent.
lan Johnston and Hudson Lockett

Miller, with inflation climbing to more
than 12 per cent by October 1979.

At a surprise press conference on
‘October 61979, Volcker announced that
the Fed would allow the b kfed-

the middle of 1981. Volcker finally had
the courage to take out the baseball bat
toslam th and slay inflation.

eral funds rate to “fluctuate over a wider
range”. The federal funds rate climbed
tomore than 17 per cent by April 1980.
Pressure on the Fed to reverse these
rate increases began to build, with farm-
ers blockading the Fed headquartersin
‘Washington with their tractors and car

The ensuing recession that started in
July 1981 became the most severe down-
turn since the second world war.

Only after clobbering the economy,
and keeping the federal funds rate near
15 per cent until the middle of 1982, did
inflation expectations and the inflation

towards the 2 per cent inflation target.
However, it is easy to take this stance
when the economy is doing well and
when political pressure to lower interest
rates remains moderate. This is likely to
change when workers can’t find jobs and
interest rates on mortgages and car
loans rise even further.

‘When the going gets tough, the Powell
Fed needs to stick to a plan of keeping
interest rates sufficiently high for long
enough to achieve their inflation objec-

=] H [®] <] | = dealers sending car keys in little coffins  rate start a steady, but slow;, decline to  tives. It must continue to raise rates to
us Eurozone Japan UK China Brazil to the Fed. Politicians of both parties  about the 3 per cent level in1983. uncomfortable levels and maintain
Stocks S&P 500 Eurofirst 300 Nikkel 225 FTSE100 Shanghal Comp Bovespa then piled on and strongly urged the Fed This review of history tellsusthatthe  them there.
Level 3947.20 1649.08 2781862 7277.30 323754 110716.89 toscalebackinterestrates. loss of credibility from reversing policy The mistake that the Volcker Fed
% change on day 037 -0.80 -278 147 -0.80 -0.07 With the unemployment rate rising  before the inflation task was completed ~ madein 1980 mustnotbe repeated.
Ccurrency $ Index (DXY) $per€ Yen per & $pere Rmb per § Real per § by more than a percentage point to  required much higher interest rates and
Level 109.593 1000 142625 1158 6962 5174 more than 7 per cent in May after a  a far larger cost to the economy of lost  Frederic Mishkin is the Alfred Lerner Pro-
% change on day 20202 20200 1 0347 44T 0177 recession began, the Fed decided to  output and high unemployment thanif fessor of Banking and Financial Institu-
Govt. bonds 10-year Treasury 10-year Bund 10-year JGB 10-year Glit 10-yearbond  10-year bond reverse course and sharply lower the  the Volcker Fed had stuck toits guns. tions at Columbia Business School and is a
Yield 3307 17 0253 3130 2665 1267 federal funds rate by more than 7 per- There are many parallels towhathap- former governor of the Federal Reserve
Basis point change on day 4140 -1500 1280 -3.400 1500 8500
World Index, Commods FTSE All-World Ol - Brent Oll-wTI Gold Silver Metals (LMEX)
Level 40134 9523 89.46 1704.85 19.93 3751.80
% change on day -030 322 349 -125 370 -031
Vesterday'scose spart From Cirrencies = 0D GHT: SE5. Bovespa, Al Word O = Siver = London pu T Tl Brabon.
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A disappointing forecast sent Nucor fo
the bottom of the S&P 500 benchmark.

German company Klon, a supplier
of forklifts and warehouse equipment

The steel products

and logy, warned about a

expected third-quarter earnings o land
between $6.30 and $6.40 per diluted
share, falling short of the Refinitiv-
compiled estimate of $7.49.

This miss was blamed, in part, on
weaker earnings af its steel mills, which
were facing “mefal margin coniraction
and reduced shipping volumes”, if said.

The announcement of some bullish
projections sent Starbucks rallying, with
the coffee chain expecting earnings
growth to span 15 fo 20 per cent annually
through to 2025, up significantly from its
previous range 10 fo 12 per cent.

Underpinning Starbucks’ growth was
the rollout of redesigned stores, said
Bank of America, and new equipment
that allowed “for greater throughput and
increased time for customer inferaction”.

Healthcare group Johnson & Johnson
climbed on news it would be returning
money to investors through a $5bn share
buyback pregramme.

Energy corporation APA was among
Wall Sireet's best performers following a
rise in Brenf crude and a prediction by
the International Energy Agency of
robust demand for crude because of
“large-scale” switching from gas fo oil for
power generation in response fo record
prices for natural gas. Ray Douglas

“substantial impact” to its third-quarter
profits yesterday — sending the
group's shares tumbling by about a
quarter.

The group pointed to “infensifying
supply chain shortages™ and “significantly
higher cost increases for materials,
energy and logisfics”

Shares in Norway-based AutoStore, a
warehouse robot technology company,
also lost more than a fenth.

Uniper’s shares fell more than 18 per
cent, yesterday after it said that it was in
talks with the German government
about an equity increase that would
leave Berlin holding more than
50 per cent of the struggling energy
group.

Uniper’s chief executive Klaus-Dieter
Maubach warned last week that losses
suffered in replacing missing Russian gas
supplies might reach a €7bn limit this
month.

Zara-owner Inditex has accelerated
its sourcing of clothes from Asia, inan
effort fo sfockpile invenfory ahead
of possible supply chain issues in the
next six months.

‘Shares in the fashion group rose almost
& per cent yesterday.

Harriet Clarfelt

Shares in Naked Wines fell by about fwo-
fifths yesterday after the company said it
was working on plans to step up profits.

In a statement after the market closed
on Tuesday, Naked Wines said it would
shift its focus to “developing plans
demonstrating increased profitability,
cost restraint, and improved payback™.

The online wine refailer is battling
pressures associated with the higher cost
of freight and marketing needed fo
affract new customers. The company also
announced that non-executive director
Pratham Ravi had stepped down from the
board without giving a reason for the
departure.

Shares in Ocado fell more than 8 per
cent yesterday, extending losses from the
previous session after the online refailer
said on Tuesday that grocery sales will
fall this year for the first time in its
history. The group also said profitability
would come “close fo break-even” as it
faces high operating costs and customers
cutting back on orders.

Shares in water utility Severn Trent fell
by more than 3 per cent yesferday after
‘the company announced that its group
general counsel and company secrefary,
Bronagh Kennedy, would retire.
Kennedy's role will now be splif in two,
with her successors taking up their new
positions in December, the company
added. Abby Wallace

Sponsored by

CS Global

The Citizenship by Investment (CBI) industry is changing, and its players must
look to the next generation to see how it will evolve in the future,

The 2022 CBI Index provides analysis of the world's active CBI programmes based
on research sourced and commissioned by CS Global Partners.

Sponsored features from CS Global Partners:

* The future of Citizenship by Investment

* Due diligence and its vital role for the CBI industry
* The new investor’s global search for opportunity

* Financing stronger, more resilient economies

Plus an independently written overview of industry developments from PWM.

Download the special report
pwmnet.com/cbi2022
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ARTS

Sarah
Hemming

riefhas given ussome of the

most moving plays in the

dramatic canon and this

week’s London openings

bring new works about loss,
all of them tying personal grief into a
highly charged political milieu.

Who Killed My Father at London’s
‘Young Vic (in association with Interna-
tionaal Theater Amsterdam) is a reck-
oningnot so much with a death but with
adeath-in-life, asa man strugglestorec-
oncile his conflicting feelings about his
dying father and the poverty that
robbed him of a better life. Adapted and
directed for stage by director Ive van
Hove from the autobiographical book
Quiatué mon pére by Edouard Louis, it’s
a one-man show. But in Hans Kesting’s
superb performance, there seem to be
constantly two people on stage as he
slips with a dancer’s precision from
father toson.

A slight shift of the shoulders, leaning
against the doorframe sucking on aciga-
rette, and Kesting becomes the father,
old before his time, hunched over,
wreathed in smoke, weighed down by
deprivation. A lift in energy and a
bounce of the feet and he is the son in
childhood, desperate to please his
father with a dance routine, pained
when his efforts are pointedly lglmred

We expect anger towards a father
who, conforming to a stridently macho
expectation of masculinity, rejected his
homosexual son. We get that anger, but
it is tempered with insight and fierce
condemnation of the system that
shaped his father’s life and thinking.
There’s a stark assessment of the work-
ing-class orthodoxy that conditions his
father and limits his prospects: school is
a place to leave early; work is poorly
paid and causes, in his father’s case, an
accident that wrecks his health. We seea
man hardened by circumstance, but
Louis and Kesting offer flashes of gentil-
ity: the father who defends his son to the
police, the father who buys him a collec-
tor’s edition of the film Titanic.

Politicians and a political system that
condemns some to an early death are
the real focus of Louis’s wrath. The shift

War without
journalism?

| lnthinkbahla

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

#supportjournalism

Above: Hans Kesting in
“who Killed My Father’.
Left: Maynard Eziashi
and Donna Berlin in “The
Clinic” — san Versweyved Marc Brerner

inregister as the son starts to voice that
criticism feels a bit stilted, given how
subtle and powerful the rest of the work
has been. That message is already built
into van Hove’s taut production and into
Jan Versweyveld’s sparse, dark, prison-
like set. Above all, it is built into Kest-
ing’s performance. Sturdy yet light, raw
yet controlled, it'’s a beautifully exe-
cuted physical demonstration of the
empathy at the heart of theatre, bring-
ing an undertow of love to a furious
account of a blunted life.

To September 24, youngvic.org

Death is closely bound up with politics
too in The Clinic at the Almeida. Here a
‘young black man has died of endocardi-
tis, his symptoms not havingbeen taken
seriously by the medical establishment.
So horrified is Ore (Gloria Obianyo), an
already disillusioned young black doc-
tor, that she invites Wunmi (Toyin Aye-
dun-Alase), the traumatised widow, and
their infant child round to her parents’
swish home for respite.

‘You're expecting a drama about racial
inequalities in healthcare (and we doget
shocking statistics) but playwright Dipo
Baruwa-Etti delivers something much
more expansive and unpredictable. The

arrival of exhausted political activist
‘Wunmi in this well-off British-Nigerian
family disrupts an already shaky set-up.

They seem, at first glance, to be the
epitome of success and a sign that Brit-
ain is putting structural racism behind
it. Ore’s father, Segun, isa wealt]ly psy-
chotherzplsl. his wife Tiwa

Who Killed My Father
Young Vic, London
skt

The Clinic
Almeida, London
Fedekfrd

in a women’s shelter, his son Bayo is a
police officer and his daughter-in-law
Amina, a Labour pulltlclan their jobs
deliberately Together,

Antigone
Open Air Theatre, London
ko fok

suggests Tiwa, they make up a sort of
“clinic™: a sanctuary for Wunmi that can
offer help and support.

But the doubts and accusations are
already breaking through. At a 60th
birthday dinner for Segun (Maynard
Eziashi), arguments rage about effec-
tive change, about class, about superfi-
cial improvements and deep structural
inequalities. And Wunmi’s arrival sets a
blazing question ripping through the
piece: can you reform the system from
‘within or doyou need to burn it down to
start again? Will she break apart this

In Hans Kesting's superb
performance, he slips
with a dancer’s precision
from father to son

metaphorical “clinic” or will it seduce
‘herinto accepting the status quo?

1t’s a thrilling set-up, with echoes of
both JB Priestley’s An Inspector Calls and
Jackie sSibblies Drury’s Fairview.
Baruwa-Etti writes with zip, wit and
elastic energy, switch-backing
styles and plot twists so that you keep
losing your footing. The brutal comedy
of a domestic squabble takes on a sur-
real edge as the electricity crackles;
‘Wunmi’s enigmatic behaviour draws us
into magical realism then thriller terri-
tory; fi recurri

At the Open Air Theatre in Regent’s
Park, Inua Ellams reaches back more
than 2,000 years to bring us a burningly
topical play. Antigone is the first Greek
tragedy this theatre has staged — sur-
prising, given how good a fit the space
is —and Ellams makes good that match
by bringing Sophocles’s great tragedy
blazing into the present day.

Again deal.h becomes political; again

and principle, expedit

lnd experience fight it out on stage;

again prejudice looms over the action.
A.mignne’s family are modern British
Muslims: her uncle has become the
country’s first Muslim prime minister,
her sister Ismene is a political aide, her
brother Eteoclesis a police officer.

But her younger brother Polyneices
has beenradicalised. When he commits
an atrocity, both brothers die: Eteocles
(Abe Jarman) is buried with full official
honours; Polyneices (Nadeem Islam) is
stripped of Pritish citizenship and his
body detained in a secure facility. Antig-
one (Zainab Hasan), horrified at this
contravention of holy law, determines
towash and bury him.

It’s a great premise, bringing the
issues in Sophocles’s play to immediate
political and spiritual life. The script
bristles with topical references and run-
nmgthmughll is a plea for nuance and

dingin a world of loud, clash-

Monique Touko’s darting, funny, pro-
duction handles these changes of regis-
ter skilfully and the performances are
razor-sharp, particularly Obianyo's qui-
etly raging Ore, Ayedun-Alase’s charis-
matic Wunmi and Simon Manyonda's
defensive Bayo. But the second actloses
its way. Rather than dig more deeply
into the issues by bringing us closer to
the characters and their huge and com-
plex dilemmas, Baruwa-Etti introduces.
a whole new subplot that is hard to
believe and it all starts to feel stretched
and splintered, the symbolism over-
whelming and upending the drama.
That’s a pity as this is fiercely political,
ambitious writing.

To October 1, almeida.co.uk

Zainab Hasan,
front, as

Antigone
Helan Murray

ing opinions.

Less good, however, is characterisa-
tion: individuals tend to tell you rather
than show you their dilemmas; relation-
ships between them lack depth and sub-
tlety. The writing too is uneven: richly
poetic and profound in places; awk-
wardly polemic and stiff in others.

Max Webster and Jo Tyabii’s staging is
most potent in its choral work, match-
ing Ellams’s lyrical gift with stark and
often beautiful movement (choreogra-
phy by Carrie-Anne Ingrouille) and
bringing great care for spiritual ritual
and astill sense of love, loss and contem-
plation to the centre of this whirling,
highly-charged play.

To September 24, openairtheatre.com

Basque and Caribbean combine in Biarritz

Le Temps d’Aimer la Danse
Biarritz

Laura Cappelle

Festivals love to tout their world pre-
mieres, but the best of them also know
how to channel their local roots. Le
Temps d’Aimer la Danse (Time to Love
Dance), a yearly event in the French
resort of Biarritz, has plenty to work
with in thatregard.

The Basque country, which extends
onbothsides of the French-Spanish bor-

Asr has lnnmhad a livaly cnsial Annea

contemporary dance into the mix.

Itwas performed at Biarritz’s casino,
and when audience members re-
emerged from the theatre inside,
they were greeted by a small army of
Basque dancers from a group named
Oinak Arin. As they moved from num-
bers featuring batons to large circle
dances, some locals joined in and
whirled along cheerfully — before the
Caribbean dancers returned to teach
some of their own dances.

Basque choreographers also threw
their hats into the ring. Martin Har-
riague, a local favourite, faltered with
his attempt at dance biography,

Ballet Biarritz's associate artist, stunned
with Eta orain zer? (Basque for “And
now?”). There were no seats in the con-
cert-like venue, Atabal. Instead, the 10
dancers and a small group of musicians
deftly wove their way into and around
the standing crowd — and physically
nudged people to create audience for-
mations, too.

At one point, a group of onlookers
even found themselves gently trapped
in a blue laser tunnel, with disquieting
choreography to match on both sides.
The second half of Eta orain zer?, which
cleared a cemral space for e tradi-

Starlight. Born in 1986 he, like many
dancers, grew up an avid fan of Michael

Tarlrean Whila Harrinmia man mann_

den t qulte build on the tension Maya
had carefully engineered. Yet his com-

manr Balesi Nantrs avarcha Anurad hin
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e, ma s - way ausa
culture, and its fleet-footed, high-kick-
ing steps are taught in many schools.
This year, Le Temps d’Aimer, led by

TR
‘walk with the best of them, more dram-
aturgical introspection would be
needed for Starlight’s moments of bril-

Ly, Tt e, UV SLa T g
ger productions from the likes of Ange-
lin Preljocaj (also in town with the une-
wven Mythologies) and clearly has much

the company Malandain Ballet Barritz, liance to cohereintoawhole. togive outside the Basque country.
attempted an intriguing rapproche- On the other hand, Jon Maya, who
ment with the traditions of another  took over from Harriague as i ToSep 18, .com

fiercely independent French region:
the Caribbean islands of Guadeloupe
and Martinique.

over the opening weekend, in a series
of public panels, Basque and Caribbean
artists compared notes about every-
thing from protecting their choreo-
graphic identity from — or with — the
French state to the health of the qua-
drille. This form of square dance, popu-
lar in the 18th and 19th centuries in
France, has survived only in a handful of
regions, and in the Caribbean, thanks to
the black population’s reinvention of it.

It was an absorbing introduction to
the productions on offer in Biarritz.
Chantal Loial, a choreographer from
Guadeloupe, brought her smart 21st-
century spin on the quadrille — shown
onstage by older couples — in Cercle égal
demi-cercle au carré. In it, younger
dancers reprise its steps and patterns
while throwing hip-hop, vogueing and

Journalists' Charity

journalistscharity.org.uk Supporting journalists nationwide
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FT BIG READ. INVESTMENT

Fund managers are adapting to a new reality, nursing heavy losses after a golden age of returns. Many
remain outwardly bullish but have shifted their strategies, placing greater focus on short-term profit.
By Harriet Agnew

rowth investors are, by

nature, optimistic. They

believe we are living

through a once-in-a-gener-

ation wave of technology-
led change and that a small group of out-
lier companies can make exponential
gains by shaping the future. The role of
the successful investor is to identify
these businesses.

It is an approach that in some cases
has delivered spectacular returns over
the past decade, as cheap money
flooded economies and the prices of a
string of tech companies soared.

But over the past year, the same
investment philosophy has run into the
buzz saw of rising interest rates, infla-
tion, war and the prospect of alooming
recession. Many of these once high-fly-
ing names have beenleft nursing heavy
losses, as tech stocks were sold off and
the easing of lockdowns led so-called
Covid-19 winners such as Zoom and
Peloton to fall back to their pre-pan-
demicvaluations.

Inthe US, T Rowe Price’s Global Tech-
nology Equity Fund is down 45 per cent
in the year to date, the flagship hedge
fund run by Chase Coleman’s Tiger
Management lost 50 per cent through to
the end of July, and Cathie Wood’s flag-
ship exchange-traded fund Ark Innova-
tion has dropped about 55 per cent this
year to date. Ark Investment Manage-
ment has lost almost half of its assets
under management since December.

Among UK-based managers, Baillie
Gifford’s FTSE 100-listed Scottish Mort-
gage Investment Trust is down 40 per
cent this year to the end of August, while
the Polar Capital Technology Trust has
dropped 22 per cent through July. In
Japan, plunging technology valuations
and a weak yen drove Masayoshi Son’s
conglomerate SoftBank into a record
¥3.1tn ($23bn) quarterly net loss in the
second quarter.

Faced with such a humbling reversal,
few prominent growth investors have
abandoned their approach — and some
believe the setbacks represent a cau-
tious buying opportunity. “Some great
growth businesses appear to be on sale
right now,” says Kirsty Gibson, an
investment manager in US equities at
the Edinburgh-based Baillie Gifford.
“That makes now a really exciting time
to be a long-term growth investor. It
doesn’t mean that it's a comfortable

growtl; investors kep the faith?

of earnings growth, revenue growth and
free cash flow growth” over a five-year
period and within a high-interest rate
environment.

But some other investors are giving
short shrift to far-off promises of profit-

From left,
Cathie Wood,
Masayoshi Son,
Chase Coleman
and Philippe
Laffont

because we don’t want them to impair
theirlong-term opportunity.”

The macro-driven sell-off in tech
stocks hasbeen indiscriminate, with the
market not distinguishing between
growth stocks with strong cash flow gen-
eration and those without. This is

education-tech company Duolingo and
food delivery platform DoorDash.

“The problem is the next year'

Yet while some see the sell-off in growth
stocks as an attractive entry point, not

Coleman’s Tiger Global has not made a
new private investment in more than a
year, has dramatically cut its overall
exposure to stocks and increased the
prominence of its short book in its
hedge fund, according to people ck

time, butit’san excitingtime.”
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ability. “We reduced the duration of the
investments in our portfolio,” says Ben
N

throwing up oppertunities for investors

everyone is jumping in headfirst.
“It feels to me like there’s definitely

the fund. SoftBank’s Son —who personi-
fied the expansive style of the tech

Ark’s losses do not appear to have Rogoff, co-head of the globaltech to both sell 1y increase existing  value in the public markets over the ‘Some great boom — is also in “defensive mode”, pil-
dimmed its founder’s relentless confi- team at the £19bn asset manager Polar  positions where a sell-off in the stock  next five years,” says Philippe Laffont, gTOW'th ingup and retaining cash. “Many of our
dence. “Innovation solves problems, Capital in London. Half of his technol-  price has overshot a decrease in earn-  founder of the New York-based Coatue 4 most exciting opportunities are coming
and the world is facing many more prob- ogy trust is invested in software and  ings, and to add new holdings. Management and one of the so-called businesses from the public markets because the
lems today than two years ago,” Wood semiconductor names, among them Polar’s Rogoff says that there has  Tiger cubs who trained at JulianRobert-  appear to be sell-offhas been dramatic,” says Gibson.
tweeted on September 8. “Innovation is Nvidia, TSMC and ASML Holding. been a convergence in valuations son’s Tiger Management. “The problem ) gale, That A frothy market for tech valuations
key toreal growth!” “You may well have the between next ion “softwareasa  isthe nextyear” followed by a sharp sell-off inevitably

But behind the outward bullishness that’s going to address a very large mar-  service” stocksand legacy internetcom- Laffont is among the more bearish makes now prompts some market watchers to look
about technological transformation, ket, you may well change the world,”  panies, which provides a compelling  voices among the community of growth 4 rea]]y for parallels with the dotcom boom and
many growth investors have introduced Rogoff says. “Butit’sreally hard tohave  chance for investors to snap up the investors. Following the market sell-off exdn'ng time  bustofthe1990s. Butinvestorssaid that
significant changes to their strategies, conviction about that rightnow.” former because of their higher growth  earlier thisyear, Coatue liquidated posi- b while both timeframes included periods
placing a greater focus on short-term Investors are placing greater scrutiny  potential. tions in its hedge fund. In May, the tobea of irrational exuberance, the similari-
profit potential and cash generation, on a company’s path to profitability, sSeveral investors say that they are  hedge fund was sitting on more than 80 long—ter m ties were outweighed by differences.
and searching for new ways to support agrees Carmignac’s Older, who says  bullish about defensive themes within  per cent cash, according to investors. gTOW'Lh “The technology sector itself is vastly
early-stage tech companies through a timelines for returns have plummeted  tech such as high-quality semiconduc-  This decision, and strong performance . T more mature than it was in the late
downturn. from 10 years to two. “It’s clear the mar- on the short side, helped its flagship mVeSEOL t 1990s, the earnings numbers feel much

“We're not going back to the way ket just isn’t going to finance open- hedge fund contain losses to down 17.6 doesntmean  more robust than they did at the time
things were,” says David Older, head of ended growth stories anymore unless $67bn per cent through August. thatit’s and there s a profoundly different valu-
equities at the €33.2bn asset manager they can really prove out the economics Valuationlevel “The world is getting worse, not bet- comfortable ation starting point,” says Polar’s Rogoff.
Carmignac. “Regardless of how high you of the business and generate cash flow towhichtechgroup ter,” says Laffont, listing the macroeco- " ” n fdoing things'
think interest rates will go, this change quickly” headds. KlarnafellinJuly, nomic headwinds he worries about: the ~ DULILS DERNFVOCOTE CIREY
from basically free money to cost of cap- Potential growth companies need to from $46bn war in Ukraine; global energy and food ex(j[j_ng’ In July, Klarna, a Swedish company

ital is going to have some ongoing nega-
tive effects for growth companies.”

‘Whereis the cash?

Bln thonnn
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It feels to me

survive the present pressures — among
them supply-chain disruption, inflation
and tougher fundraising conditions — to
make good on their lone-term potential.

tor companies like ASML and Synopsys
as well as cloud computing and enter-
orise software such as the database pro-

crises; rising interest rates to combat
soaring inflation; geopolitical tensions
between the USand China, and between
China and Taiwan.

that pioneered the “buy now, pay

later” business model, had its price tag

slashed from $46bn to $6.7bn when it
d an $800mn fundraisi
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Prominent growth investors say the
macroeconomicenvironment has made
them short-term cautious, but they still
have faith that the technological revolu-
tionisonly beginning.

Some funds employ a so-called
“crossover” strategy of backing private
companies as well aslisted ones. Several
growth investors emphasise their multi-
year strategy to backing companies,
which helps them ride out short-term
market volatility. Tech stocks are seen
asespecially susceptible torises in inter-
est rates that diminish those potential
futurereturns.

But rather than trying to second-
guess where interest rates might go,
they say they are doubling down on try-
ing to understand whether the competi-
tive landscape of their portfolio compa-
nies has altered. And they largely
reckon the change in the macro land-
scape has not damaged the long-term
potential of many of them.

Baltimore-based T Rowe Price’s
approach is to imagine where a tech
company might get to in three or five
years’' time, and looks for those that can
growbetween 30.and 40 per cent a year.
Five of the top 10 holdings in its global
technology equity fund are in the soft-
ware sector: Atlassian, MongoDB, Hub-
Spot, ServiceNow and Snowflake Com-
puting.

Julian Cook, a US portfolio specialist
at the $1.39tn US asset manager, sait
that while rising interest rates hit tech
company valuations, a better question
is “what does the fundamental perform-
ance of that business look like in terms.
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definitely
value in the
public
markets over
the next five
years. The
problem is
the next year
. The
world is
getting
worse, not
better’
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Just as corporate execuhves are revisit-
ing their business models, investors are
trying to ascertain how their portfolio
companies might cope in a downturn. In
favour are cash-generative groups with
market share, pricing power and less
exposure to a decline in consumer
spending — namely those they believe
are more than just pandemic winners.

“A focus on resilience and adaptabil-
ity of those businesses is even more
important than it's ever been,” says Bail-
lie Gifford’s Gibson. The fund manager’s
overall assets under management
dropped to £231bn on June 30, a
decrease of more than a third from 12
months earlier.

“Some companies will emerge
stronger,” she adds. “We welcome the
businesses who can cut fat —but we are
cautious of businesses cutting muscle

grlm MongoDB. When faced with mﬂa—
tion, enterprise software helps compa-
nies reduce costs, improve

Baillie Gifford, one of the biggest bulls
on China in recent years, has warned of
the ing risks to foreign i

and is typically a subscription model
whichis not cyclical.

Long-term structural trends are con-
tinuing, they argue. “The digitalisation
of the economy and migration of work
processes to the cloud are still happen-
ing,” says T Rowe’s Cook, adding that
consumer-facing companies who over-
earned during Covid were due a “get
real” moment.

Growth bulls also say that the techno-
logical revolution has barely scratched
the surface of huge swaths of the global
economy, such as energy, gene sequenc-
ingand synthetic biology.

Baillie Gifford’s US team has added to
its positions in software names such as
HashiCorp and Snowflake, as well as the

‘Grow?h Investors’ easy climb

runs Into frouble
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in China, both from future US sanctions
and how the Chinese administra-
tion may try to limit the upside in stock
prices for the breakthrough winners.

Other investors say that while some
individual tech names look like good
value, the market is not as cheap as it
was in 2003, at the end of the dotcom
bust, and 2009 — and caution that try-
ingto call the bottom s afool’s errand.

“1 think there are some really good
opportunities emerging but when the
forward valuation of a software stock
has gone from 25-times sales to 10-
times sales, it's really difficult to know if
it’s going to stop at 10,” says Polar’s
Rogoff. “If tomorrow war ended in
Ukraine, we could say with some cer-
tainty that this would be the low, but the
range of outcomes remains wide so we
should tread carefully.”

Another dynamic giving would-be
bulls pause is that while public markets
have repriced, many investors have yet
to publish writedowns on their private
holdings. Baillie Gifford’s Scottish Mort-
gage offers a glimpse of what this might
look like: the investment trust said that
during the first half of this year, it per-
formed 351 revaluations on the private
companies in its portfolio and marked
them down by 27.6 per cent on average.

A market pullback has made private
investments relatively less attractive
thln their public counterparts, and

i picky venture i
are sitting on a record cash pile. Chase

“You may
well have the
technology
that’s going
toaddressa
very large
market, you
may well
change the
world. Butit's
really hard
to have
conviction
about that
right now’

round. It was one of the starkest signs of
what many see as the trouble still to
come in private markets.

With this in mind, some investors are
trying alternative approaches. Coatue is
raising $2bn for a structured equity
strategy, the Tactical Solutions fund,
which can lend money to cash-strapped
private companies who do not want to
ralse dilutive eq\uty fmancmg lt

has debt and. eqlutycharacmnmcs, and
generally includes convertible debt,
senior equity or debt plus warrants.

“I felt that we needed to use the crisis.
to think of a new way of doing things,”
says Laffont. “Structured transactions
are a way for us to play offence and to
provide a solution to founders during
a downturn . . . There are many new
financing capabilities that can be used
to support founders without them hav-
ing to take huge markdowns”

Atreides Management, set up by
former Fidelity Investments portfolio
manager Gavin Baker, is also raising
money for an opportunistic venture
fund. It will invest in structured equity
transactions to take advantage of dis-
tressed situations in venture and it will
also take public companies private,
according to a July investor letter.

“Itis easy to say, ‘Be fearful when oth-
ers are greedy and greedy when others
are fearful’, but much harder to do in
practice,” wrote Baker, referring to War-
ren Buffett’s famous advice. “Webelieve
the next 9-12 months will be one of the
best times in history to be greedy and
deploy capital within venture.”

Thursday 15 September 2022
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China and west should co-

It is in Beijing’s own
interests to work together
with international creditors
For atleast a couple of years, it has been

clear that the wheels are coming off
China’s Belt and Road Initiative, the

This type of credit is very different
from the infrastructure loans that domi-
nate the BRI Itis intended to save coun-
tries from default on their foreign debt,
including that borrowed from Chinese
institutions and used to build ports, air-
ports, roads, railways and other BRI
infrastructure.

In onerespect, such istobe

operate on emerging market debt

tors such as China to “prevent difficul-
ties from arising”. What can and should
China do? In the first instance, Beijing
should co-operate with IMF-led rescue
packages, as it has done in the case of
Zambia and provisionally for Sri Lanka,
under the auspices of a debt relief
framework drawn up by the Group of 20

largest:

The Covid-19 pandemic has

$838bn launched by Beijing
in 2013 to build infrastructure in about
160 mostly developing countries. Yet as
Beijing seeks to contain the fallout from
stalled projects and non-performing
loans, it risks complicating matters with
asurgein “emergencylending”.

New data from AJdDala a US based
research lab, ha:

hit many emerging markets hard and
driven more than 100mn people into
extreme poverty, according to World
Bank estimates. If it were not for Chi-
nese rescue loans, it is likely that finan-
cial crises would have erupted in more
countriesleast ahlem dealwith them.

Chinese rescue loans to Pakistan,
Argentina, Sri Lanka, Mongolia, Kenya,
Venezuela, Ecuador, Laos, Angola, Suri-
name, Belarus, Egypt and Ukraine.
Three of the largest recipients, Pakistan,
sri Lanka and Argentina, have together
received as much as $32.83bn since
2017, AidData has found.

Butabroad ket debtcri-
sisremains a distinet ity. Krista-

But the next stages present areal test.
Chinese creditors will have to put aside
their longstanding aversion to recognis-
ing losses on their loans. What is more,
such creditors will have to allow the
terms of their lending, which have long
remained largely hidden, to be exposed
to public view. Such transparency will
be necessary if all creditors are to be
inced they are carrying a fair share

lina Georgieva, the IMF’s managing
director, said this month that about a
quarter of emerging countries and more
than 60 per cent of low-income coun-
tries face difficulties, sometimes severe,
in paying their debts.

Georgieva called upon major credi-

of the likely haircuts.

However, the number of different
Chinese creditors, which include the
central bank, policy banks, state-owned
commercial banks and others, may
complicate the task of reaching early
resolutions. With speed of the essence,

such institutions should move quickly
toagree on issues of seniority so as notto
holdup proceedings.

Over the longer term, the G20 is the
best forum in which China can co-oper-
ate with other bilateral creditors over
debt restructuring in emerging mar-
kets. Beijing has long favoured this
forum in international affairs because
its membership combines large emerg-
ing countries as well as wealthy western
nations.

Ultimately, however, it will be in eve-
rybody’s interests — including those of
Beijing — to create an efficient system of
debt resolution and emergency lending
able to deal speedily with debt crises in
emerging markets. This means bringing
China’s “rescue lending” practices
alongside those of other international
creditor organisations such as the Paris
Club and the IMF. The chances of avert-
ing crises, or dealing with them swiftly,
will be greatly enhanced by such a spirit
of co-operation between China and
western-led agencies.

Society

Letters

The left needs to regain
its fervour for free speech

Ben Hickey

Jemima
Kelly

i

ince the death of the Queen,
some British institutions
seem to be losing the plot —
or at the least their sense of
perspective. Children’s fun-
runs have been postponed “as a mark
of respect”; bicycle racks have been
closed for the entire royal mourning
period; hospital appoi and

Butwhile itisrefreshing to see such
agreement across the political spec-
trum, the fact that thisis such a rarity
is worrying. Free speech used tobe a
sacred principle of the left — this was
the side that gave a voice to the voice-
less and challenged the status quo.
Freeand open debate was the route to
progress.

In recent years, though, alarge and
vocalsection of the left has abandoned
this doctrine. Even the term “free
speech” has itself become a conten-
tious phrase that is considered on a
par with “cancel culture”: an eye-roll-
worthy rightwing obsession that is a
non-i it best, or a cover for bigotry

cremations have been cancelled. The
Bank of England even postponed a
crucialinterest rate decision by aweek
— presumably runaway inflation is the
legacy Elizabeth would have wanted.
And then there’sbeen the disturbing
response to anti-monarchy protesters

at wm'sL So-called “free speech warri-
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America wants Germany to be an ally with real capability

German defence minister Christine
Lambrecht said all the right things
during a think-tank appearance this
‘week as reported by Guy Chazan, in
‘your front page story. Germany, she
insisted, needed to come to grips with
its power in Europe, achieve the
‘burden-sharing so often pushed by the
US and build up the Bundeswehr, the
German armed forces, into a fully-
capable military force (“Germany lays

words. And the reality is that German
officials have trumpeted similar
sentiments before, only to settle back
into old, comfortable habits. Berlin, to
put it mildly, remains a laggard in
terms of national defence spending,
despite holding approximately a
quarter of the EU’s total gross domestic
product.

Chancellor Olaf Scholz's promise of a

over along period of time. The US also
has to be helpful, and that means
getting out of the way as Germany and
other European powers make slow but
steady moves towards self-sufficiency
in defence.

Since the end of the cold war,
successive US administrations have
had a bad habit of chiding the

P for being lightweigk

$100bn cash infusion into the German

out goal to assume leading military role | military cenmnly has promise, but the
in Europe”, Report, September 13). isin such bad shape thlt
Actions, however, matter more than will have to be

on
military matters, yet being upset when
they strive for some semblance of
defence autonomy. The US, in sum,
‘wants a stronger but still subservient

Europe. What the US receives instead
is a more dependent Europe.

Russia’s war in Ukraine has shocked
the European continent into at least.
thinking about taking its defence
obligations seriously. Washington
should let the debate play out.

The US doesn’t need supplicants; it
needs allies with real capability. A
more capable Europe is a win-win on
both sides of the Atlantic.

Daniel R DePetris
Fellow, Defense Priorities
Washington, DC, US

Experience shows smart
meters are anything but

Recent comments on the effectiveness
of Ofwat and Ofgem (“Utilities and
regulators are ‘not fit for purpose’, says
ex-government adviser”, Interview,
‘August 29) reminded me that some
‘years ago the government was urging
energy customers to install “smart”
meters, and also to change supplier
from time to time to keep suppliers on
‘their toes. I got meters installed,
congratulating myself that I was doing
a socially useful thing. Sometime later,
I changed supplier. That revealed a
problem: the new supplier could not
read my smart meters.

It turned out the government had
not initially required that meters be

ors” are stuffy,
probably racist — the kind of peaple

dardised. Although they are now
standardised, there must be tens of

“The reason ‘free speech’ warriors
don’t kick over stuff like this is
very straightforward,” tweeted Owen

h ds of what I now know as
1" meters still fitted, and a high
probability they will be useless other

‘than with the original energy supplier.

“AND THEN A LOT oF PESPLE
STARTED QUEUING '

with them. It would be good to know
who — if anyone — itis to do with, and
what — if anything — will be done

Two instances where we
put limits on our liberties
Regarding your story about the “heavy-
handed” crackdown on free speech
following King Charles III's accession
(Report, September 14), people can say
what they like and publish what they
like. But there has never been freedom
to disrupt either acts of public worship
or constitutional procedures, because
society must have freedom to hold
those procedures.

Objections are allowed at any other
time and any other place, preferably
without robbing others of quiet or of
freedom to conduct their lives.

Tim Cox
Bern, Switzerland

Not my King, literally!

1f I were to walk around town with a
sign saying “Not my King” it seems I
might get arrested (September 14). As
this is the literal truth, being an Irish

Charles III can offer PM
some pharaonic wisdom

our five-year electoral cycle gives a
huge advantage to autocratic regimes
like China that can make long-term
plans while we struggle for 30 years to
build a third runway at Heathrow
(Report, September 12).

King Charles 11 is well placed to
remind the prime minister that major
crises (cost of living, climate change,
health and social care, water leakage,
sewage discharge, security) require a
long-term strategy and the wisdom of
the pharachs: “During the seven good
years, the people must give them one-
fifth of all the food they grow. In this
way these men will collect all the food
during the seven good years and store
it in the cities until it is needed.”
Trevor Lyttleton
London NW11, UK
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by the police. Earlier this week, an
officer demanded the details of Paul
Powlesland, a barrister, for the male-
faction of holding up a blank piece of
paper outside Parliament. If he dared
to write the words “Not my King” on
the paper, Powlesland could be

arrested, he was told, because “some-
one might be offended”.

Others found guilty of causing
offence have been formally appre-
hended. Someone who yelled “You're
asick old man!” at Prince Andrew and
a young woman holding up a placard
reading “Fuck imperialism. Abolish
the monarchy”, were both arrested
and charged in Scotland. Another man
was handcuffed and put into a police
van after shouting out “Who elected
him?” during the proclamation of the
king’s accession in Oxford. He was
later de-arrested.

These actions have created an unu-

Jones, the leftwing pundit, in response
to news of a royal protester being
arrested last weekend. “The ‘free
speech’ they actually care about is the
right to say bigoted and stigmatising
things about minorities.”

Not only was Jones wrong — the
most prominent “free speech warri-
ors”, from the Free Speech Union
to Splked Online, a libertarian maga-
zine, have indeed been “kicking off”,
loudly — but in trying to point out the
hypocrisy of the right, he revealed the
insincerity of his concerns about free-
dom of expression. Even Jones’s use of
scare quotes around “free speech”
suggests he is uncomfortable with the
idea (though, of course, openly com-
ing outas anti-free speech is not some-
thing a self-proclaimed “antifascist”
could do).

Ruth Smeeth, a former Labour MP
who is now the CEO of Index on Cen-
sorship, is concerned about the extent
to which the left has abandoned the
issue. “Every progressive movement,
whether that’s civil rights, women’s
rights . . . gay rights — they’ve forgot-
ten how they won those battles,” she
tells me. “And when you don’t under-
stand your history it’s really easy to
fnrget why some core rights are so

sual degree of From the
Telegraph to the Independent, from
Piers Morgan to Jeremy Corbyn, the
police’s heavy-handed response has
been roundly condemned. There has
been broad agreement over the need
— whether you are republican or roy-
alist —to protect free | b

Thisis, of course, absolutely correct:
having the freedom to express ideas
without being censored, prosecuted or
restrained is a vital component of a
functioning democracy and must be
fiercely protected, even when the cost
of that is offending or upsetting peo-
ple. The past few years of increasing
authoritarianism in Hong Kong set a.
troubling example of what can hap-
pen, very quickly, whenitisnot.

Thursday 15 September 2022

jemima. kelly@ft.com

Both leﬂ and rlghl are guilty of
endorsing free speech only when it
suits them — and the Tory govern-
menthas displayed a total lack of ideo-
logical coherence on the issue. But it is
only the left that mocks “free speech
warriors” and seemsto have lost inter-
est even in defending freedom of
expression asa principle.

The danger is that, by designating
some issues as not up for debate, by
refusing to engage with the other side,
and by insisting that “words are vio-
lence”, the social activist left push
their opponents into ever more
extreme positions.

All pages from Financial Times (Asia), Thursday, September 15, 2022

‘Anyone in that position is back to about it. And it would be at least citizen resident in the UK, I think the
taking and submitting monthly meter interesting to know why this absurd authorities may be taking things alittle | @ MatteoSalvini's League party finished
readings in the old fashioned way. situation was allowed to arise. too far in terms of their policing. third in the 2018 Italian parliamentary
Thave taken this up with my present | John Tippler David Clarke elections, not second as wrongly stated
supplier, but they say it’s nothing to do | Spalding, Lincolnshire, UK Edinburgh, UK inan article on September 14
an you cook pasta with the | Prominent architect Alessandro Busiri | keeping the pieces from sticking
gas turned off? This isnow | Vici went further, insisting pasta can together — something her Pasta
a pressing question forme | be cooked with the flame completely Grannies avoided by regular stirring.
— and millions of Italians off — so-called “passive cooking” — Howevet, she said she'd never seen
— as the Kremlin further reducing gas use. The trick, any of them extinguish the flame
Wweaponises natural gas in an effortto | Busiri Vici wrote, was to boil water, completely, and was sceptical.
o punish Ukraine’s allies. add the pasta, keep the water at full “Technically it may be possible, but is
Ita ll aI’lS a t ‘With Gazprom squeezing gas ‘boil for two minutes, then close the it any good?” she asked.
supplies to Europe and fuel bills flame, keeping the pot covered for the There was only one way to find out.

boiling point
over how to
cook pasta
with less gas

by Amy Kazim

surging, Italy has urged its citizens to
save energy with “virtuous actions”
such as shorter showers, turning the
heating down, and running washing
machines and dishwashers fully
loaded. What caught my eye, though,
was the official advice to lower the
flames on stoves. mlce ‘water pots are
boiling —a aryptic
guideline that Italians immediately
understood as an instruction to use
less gas while cooking pasta.

As areluctant cook, I often rely on
pasta for quick meals, making it
according to the traditional Italian
method in an uncovered pot of
vigorously boiling water. Yet 'm
acutely conscious that European
energy consumers are financing
Russia’s war machine. This summer,
every salad I made felt like an act of
solidarity with Ukraine. But with my
energy bills still rising, and winter
coming soon, I need to find out
whether it’s possible to cook pastaina
more energy-efficient manner.

According to Nobel Prize-winning
Italian physicist, Giorgio Parisi, the
answer is definitely yes. In a recent
Facebook post, Parisi said pasta can be
cooked on a low flame if the potis
covered to stop heat from dissipating.

FINANCIAL TIMES

rest of the cooking time.

In fact, Dario Bressanini —a
chemistry professor who also makes
videos exploring the science of food —
has been promoting “pasta without
fire” since long before the current
energy crisis. “It is not the boiling that
cooks the pasta,” explained Bressanini
in 2017. “We only need the thermal
energy already trapped in the water.”

I'm not one to argue with prominent
scientists. But I still called Vicky
Bennison, producer of the cult
YouTube channel, Pasta Grannies,
‘which features videos of elderly
Italian women hand-making pasta
‘with treasured family recipes.
Bennison, who has documented more
‘than 400 pasta-makers, said her
household cooks typically “weren’t
‘that fussed” about keeping the water
at a rollicking boil, and mostly just
simmered their pasta. They also tend
‘to economise by using the smallest
saucepan and as little water as
necessary, to save on cooking costs.

“Gas has always been expensive in
Italy and the grandmothers that I film
have always grown up with frugality
on their minds,” she told me. She also
suggested the vigorous boil wasn't so
much about cooking the pasta, but

My 10-year-old daughter scoffed
when I announced my plan to
experiment with “passive cooking”.
“I'm not having a yuck dinner,” she
informed me. “If it fails, you can eat
it.” I decided to start with what 1felt
would be the toughest test: Rigatoni —
a thick tubular pasta with a 13 to 15-
minutes cooking time. The outcome,
as I'd suspected, was poor: the pasta
was unpleasantly gloopy outside and
uncooked inside. Into the bin it went.

But according to Bressanini, many
factors can affect no-boil cooking,
from the pasta type to the pot and the
lid, and most critically, how fast the
water cools — so he urges efficiency-
seeking cooks to keep trying.

My next try was with spaghettoni
quadrati: long and thin like spaghetti
but square, with a shorter cooking
time than rigatoni. I made a control
batch on a low flame with simmering
water, and another with the flame off
after the initial two-minute boil.

The two were virtually
indistinguishable. I tossed the cooked
pasta with fresh tomatoes, olive oil,
salt and pepper, and then, dear
readers, I ate it. Delicious.

amy.kazmin@ft.com

Opinion

The Republicans are trying hard to defeat themselves

Edward
Luce

he storm is coming,”

according to Donald Trump

in his latest nod to QAnon,

the far-right conspiracy

hive. Nobody will be less

delighted than Republican Senate

leader Mitch McConnell, whose party’s

chances of regaining Congress are wan-

ing by the day. Midterm elections are

normally a referendum on the ruling

party, which ought to be bad news for

Joe Biden’s Democrats. But history is an

increasingly useless guide. Thereis noth-
ingnormal about today’s US politics.

1f, as McConnell dreads, this Novem-

ber’s elections are turning into a refer-

endum on Trump rather than Biden, the

party chiefly has itself to blame. This is

especially true of the Senate, where a

batch of Trump-endorsed candidates is

befouling Republican hopes of the one-
seat net gain it needs. The libertarian
billionaire Peter Thiel has also played a
role. His bets on controversial figures
such as Arizona’s Blake Masters have
made McConnell’s task harder.

Until a few weeks ago, it was taken for
granted Republicans would win a clean
sweep in November. Three things have
changed. The first is that Democratic
voters are suddenly energised. Much of
this was triggered by outrage over the
Supreme Court’s overturning of Roe vs
‘Wade, which at a stroke converted an
abstract worry into an actual blow to
tens of millions of women.

The backlash is not limited to Demo-
crats. The hefty defeat last month of the
Kansas ballot initiative to ban abortion
was in a heavily conservative state with
high turnout. Democrats have won two
special elections since, and sharply cut
Republican margins in another two.
History tells us midterm “shellackings”
are preceded by defeatsin normally safe
districts for the incumbent party. That
is not holding. If the term “woke” has
significance this cycle, it applies to
women. The anti-abortion movement’s

advantage in a moderately pro- chmce

by falling pem)l pnces mostly because

country was always its single

ness. Thatbaton haschanged hands.
The second change is Trump keeps

hijacking the narrative, which is great

for “Maga” Republi but bad for the

of growth sl in China and
Europe. His party has also shown it can
pass serious billseven in a 50:50 Senate.

heisablack sports star running against
the African-American Raphael War-
nock, a Democratic pastor, for a Georgia

Senate seat. Walker struggles to pro-

But Tmmp s di for
llelse.

party. It is sometimes forgotten that
Trump has never won the popular vote.
Helost by 3mn in 2016 and 7mnin 2020.

Finally, Republican selection has
been abysmal. Candidate quality mat-
tersalotin statewide elections, lesssoin

McConnell wants th tobe

about inflation and woke liberals. Trump
‘wantsit to be about Trump.

The more Trump re-enters voters’
minds — with the help of the FBI and the
Department of Justice — the worse are
Republican prospects. In June Demo-
crats trailed Republicans by more than
‘two points. Now they are in the lead.
Biden’s approval rating has likewise
started to recover. He has been helped

the gerry dered (by both parties)
House of Representatives, which
it are still likely to

Take Pennsylvania. Doug Mastriano,
the Republican candidate for governor,
funded buses to take protesters to Capi-
tol Hill on January 6, 2021, and has
vowed to ban abortion in his state. Meh-
met Oz, the state’s Republican Senate
candidate, has ten properties, and only
one in Pennsylvania. Like Trump, who
endorsed both candidates, Oz is a
wealthy TV star. But he lacks Trump’s
political genius. In an ad that went viral
he complained that Biden was to blame
for vegetable “crudités” being too costly.
The mental antics of Herschel Walker
— endorsed by Trump against the
’s preferences — alsostretch credu-

lity. Walker’s supposed advantage is that

d herent thoughts. He claims that
global warming is caused by bad air
from China and that the existence of
apes disproves the theory of evolution.
A critic of fatherless families, Walker
had three children out of wedlock. The
one quality Trump likes about such fig-
ures — their devoted loyalty — is what
gives McConnell ulcers.

Republicans have won before in spite
of their taste for fringe characters. In the
2010 Republican midterm defeat of
Barack Obama’s Democrats, candidates
such as Christine 0'Donnell, a former
dabbler in witchcraft, were not enough
to change the result. There are many

A coherent
growth strategy
would be good
news for sterling

Linda
Yueh

ast week, the pound sank
as low as $1.14. This year
alone, sterling has fallen
15 per cent against the US
dollar, dropping to its weakest
level since 1985. The pound-dollar

O’Donnells nom-
inees this time. Americans may be
angry but that does not make most vot-
ers stupid, whatever their ideology. In
2010 0'Donnell said: “They call us wing
nuts. We call us ‘we the people’” Her
second sentenceis still wrong.

edward.luce@ft.com

Future threat to
monarchy may
be from the right

Robert
Shrimsley

he job of the British mon-

arch is largely to be, not to

do. This was well under-

stood by the late Queen

and, judging by his first
utterances, the newKi

Yet the model must always adapt. The

accedes at an awkward age, too old to
benefit from the protective enchant-
ment felt for his mother but too young
to enjoy the sentimentality reserved for
the truly aged. By instantly elevatinghis
heir to be Prince of Wales, the King sig-
nals that this reign is a two-for one deal.
The emphasis on his popular son invests
more of the nation in continuity.

Given the pitfalls of seeming too polit-
ical, the King appears to want to copy
the model he set as Prince. The task of
speaking on societal issues, he says, will
pass to others, notably his son. This
protects him while allowing his heir to
demonstrate relevance to the younger

risks, especially as the King’s views are
‘well-known. When ministers lift a mor-
atorium on fracking or promote oil
exploration even the palest green com-

There is no tailwind for republicanism.

‘What would change the numbers
would be if the monarchy lost those
ordinary non-ideological voters on

institutions as sinister, liberal elitists.

‘While the main parties of the leftrun
from abolition, itis not hard to imagine
the rightwing media or politicians turn-

rate has surpassed the lows
reached in March 2020 at the onset of
the pandemic.

Against its trading partners, though,
sterling’s low point was in October 2016.
The pound’s weakness began with the
financial crisis. After a brief and partial
recovery, it fell to a record low
following the Brexit referendum, about
30 per cent below its January 2007 level.

sterling’s weakness is therefore a
reflection of the strong dollar and of the
uncertain economic outlook. The
former is beyond the control of British
policymakers, but the latter is not. The
fortunes of the pound highlight the need
to set out a robust plan for economic
growth.

During times of uncertainty the dollar
tends to strengthen as it is the world’s
reserve currency. Also, dollar-denomi-
nated assets are bought as a safe haven.
The start of 2022 has seen sizeable
shocks, notably Russia’s invasion of
Ukraine that compounded the cost of
living crisis that was already under way
due to pandemic-related supply chain
disruptions.

The US Federal Reserve’s aggressive
interest rate rises have added support to
the dollar, while the unwinding of
quantitative easing further contributes
totighter monetary policy.

However, the weakness of sterling is
not solely due to the strong dollar. The

jpound has still not recovered to its pre-
crisis level. That period of slow recovery
was punctuated by the uncertainty
around Brexit, followed by Covid-19.

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F 15&ts=20220914201317&uq=20220804103507
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values and nostrums ot menarchy were
set by an older generation whose refer-
ence points are drifting further away.
You have to be at least 30 even to
remember Diana, Princess or Wales.
Now, for example, there are expecta-
tions on the famous to speak out on
social issues.

Though the King’s first days have won
admiration, abolitionists sense their
moment moving closer. The first wave
will come as UK dominions, notably
Australia, debate whether to become
republics, as they probably should.
‘Which confident nation wants a head of
state in another country? Even before
this week, republicans at home are very
much a minority, most Britons being
supportive of the monarchy or at least
unfussed. But the Crown will want to
remain alive to both indifference and
the missteps which boost opposition.

Yet even among supporters there are
pressures for a new style. The King

population.

He can and wﬂl seml slgna]s of mm‘]—
ernisation, sli:
and shaving the layers of sometimes
troublesome minor royals. He should
also trim the stuffy and fawning formal-
ity (though not the pageantry), beloved
of older courtiers. He should not resist
former colonies wanting their own head
of state but make clear these re| ])Ilb].l(S
remain inthe C

The Crown’s best interests lie in being
mildly, rather than thoroughly modern.
But values do change. While all agree
the monarch must not stray into party
politics, a world leader is increasingly
expected to be a voice on some issues.

For the more liberal minded, this is
easy. The King, and William, the new
Prince of Wales, should be strong voices
on climate change. There are other
areas, like mental health, where royals
canand dospeak up.

This presents an opportunity but also

All pages from Financial Times (Asia), Thursday, September 15, 2022

ments can be interpreted as criticism.
Mental health seems safe territory but
raising its salience usually highlights its
underfunding. These are not necessarily
reasons for silence —aline canbe trod —
‘but they highlight the danger.

For perhaps the most under-appreci-
ated point is that the more serious
threat to the monarchy, if and when it
comes, will not come from the left but
from a populist right.

Liberals may be susceptible to the
strong intellectual case for a republic,
‘but they also value stability. The Crown
endures as a unifying force and the sta-
tus quo is less troubling than change.

whom it can normally count. Recent
politics offer a glimpse of how that sup-
portcanbe eroded.

Despite Liz Truss’s youthful flirtation
with republicanism, the current Con-

ing ona King or heir already considered
hostile to their agenda. In recent years
the populist right has proved better
than the left at mobilising discontent
againsta gilded and “out of touch” elite.

servative party has no desire
to assail the monarchy. But it no longer
stands as squarely as it once did behind
the UK’s institutions. The populist, radi-
cal rightwing which now drives it has
shown an indifference to almost every
other pillar of the establishment if they
impedesits political goals.

Ministers and media outriders deride
the judiciary as lefty lawyers and
“enemies of the people”. The Church of
England is dismissed as a hotbed of
hand-wringing socialists. The civil serv-
iceisa liberal establishment “blob” and
the BBC similarly captured. One can
debate the merits of their views but
what isindisputable is that, in pursuit of
radical reform, the right has stirred up
public anger, depicting these central

Inpastti h clashes have presaged
a quiet royal retreat, but bottles are not
as easily recorked today.

The danger is not that the Tories turn
on the monarchy but that they become
less assiduous in protecting it from
other voices on the right if they feel their
interestsno longer align.

Ido not suggest that this is imminent
or evenlikely, or that the party harbours
any such intent. It does not. But Con-
servatives are nolonger careful with the
institutions they once resolutely
defended and a monarch being urged
towards modernity and relevance
should understand where the real
threat, should it materialise, may lie.

robert.shrimsley@jft.com

Constanze
Stelzenmiiller

ife: it’s unfair. German
defence minister Christine
Lambrecht gave a long-
prepared speech in Berlin
on Monday, in which she
laid out her thinking on strategy.
She asserted confidently that Germany
was destined by “our size, our: geograph-
ical location, our ower, in

Berlin must stop finding excuses for inaction

pointedly refer to as “chic bellicism”, or
afashionable taste for war.

Lambrecht’s task is to remind them
forcefully that the Zeitenwende, or turn-
ing point, promised by SPD chancellor
Olaf Scholz in a landmark speech after
Russia’s attack on Ukraine needs to be
sustained and funded. Especially for the
armed forces.

Unfortunately, her audience —
including Germany’s allies — was inter-
ested in a different question: how Ber-
lin's destiny to lead relates to Ukraine’s
urgent requests for more heavy weap-
ons. Contrary to the fears of many — and
the hopes of some — across the west,
Kyiv’ s armed forces have achieved an

rout of the regain-

short our heft” to be a “leading power
inEurope, whether welikeitornot”.
The strategic adversaries uppermost
in Lambrecht’s mind are, however, at
home. she is striving to assert her
authority at a time when the foreign
ministry is writing Germany’s first
ever national security strategy. It does
not help that leaders of her Social
Democratic party’s parliamentary
group are vocal sceptics of what some

20

ing more territory in a week than Russia
captured in five months.

Caution remains warranted. But
for the first time, a Russian defeat
appears possible if Ukraine can press
its advantage across the long front line.
As Ukrainian foreign minister Dmytro
Kuleba told his German counterpart
Annalena Baerbock, this is impossible
without armoured infantry carriers
and battle tanks.

Lambrecht, echoing Scholz, parried
that no other ally had delivered west-
ern-built infantry fighting vehicles or
main battle tanks; that this would
deprive Nato allies of German protec-
tion; and that Germany would never “go
italone”. Also, such weapons deliveries
‘would represent an “escalation” —
meaning Russian president Vladimir
Putin could then consider Germany a
direct participant in the conflict. This

is the brightest of red lines for Scholz’s
three-party ruling coalition.

Cue yet another fierce Berlin brou-
haha over heavy weapons deliveries.
Ricarda Lang, co-chair of Scholz’s
Greens coalition partner, tweeted that
“the time for hesitancy is over”. Parl-
iamentary defence committee chair
Marie-Agnes Strack-Zimmermann of

the Free Democrats, the third coalition
partner and herself something of a
lethal weapon, demanded immediate
deliveries of German Marder infantry
carriers and Leopard 2 tanks.

More unusually, the US embassy in
Berlin waded in with a three-
part tweet thread: the US appreciates
German contributions; allies should
support Ukraine “as much as possible™;
each country is free to decide on the
manner of its support (this last part
blew up a smokescreen deployed for
monthsby the German government).

Translated from diplo-speak: love
you, Berlin, but please, please grow a

Stoltenberg is asking allies to prioritise
deliveries to Ukraine. As for red lines,
the Russian ambassador opines they
‘were crossed a while ago.

The only serious concern about Leop-
ard 2 tanksis that they are sophisticated
machines which would require three or
four months of training. But the Ukrain-
ians are fast learners and Russia still
occupies a fifth of their territory. Decid-
ing to send the tanks now would send
a powerful signal to the Kremlin that
Germany won't be intimidated. During
the cold war, leaders of a partly sover-
eign West Germany intoned a trinity of
compelling reasons (Zwang) why they

pair and stop we're telling
youwhattodo.

Intruth, the government’s position is
untenable. Other allies have sent
armoured infantry fighting vehicles to
‘Ukraine. Some have sent tanks, mostly
modernised Soviet-era versions. The 24
Gepard armoured air defence systems
and 10 Panzerhaubitze 2,000 howitzers
Berlin has sent to Ukraine, plus much
other kit, have, by Kyiv's admission,
made areal difference in its counter-of-
fensive. Nato secretary-general Jens
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could not do something:
rules, allies and facts (Normzwang,
Biindniszwang and Sachzwang). Usually,
itmeant they absolutely didn’t want to.

More than 30 yearslater, after the fall
of the Berlin wall and the regaining of
full sovereignty, it’s a disingenuous
habit Germany needs to shake off. It’s
certainly unworthy of a country that
aspires to leadership in Europe.

The writer directs the Center on the US and
Europe at the Brookings Institution

New data show that the economic
effects of the pandemic were worse than
originally estimated. The Office for
National Statistics has revised down UK
gross domestic product for 2020 to a
contraction of 11 per cent, the biggest
fallin national output since 1709 and the
‘worst among G7 countries.

What has also weighed down the
pound is the forecasted lengthy
recession. The Bank of England expects
the economy to contract for 15 months
from the last quarter of the year. That is
longer than the average recession and

ble toth cted d n
that followed the 2008 crisis.
‘Worryingly, the bank estimates that
growth is expected to be “very weak by
historical standards”, so that by the
third quarter of 2025, the economy
would be 0.8 per cent smaller than
before the pandemic.

One consequence of a weak pound is
more expensive imports. The UK is an
open economy with a relatively high
trade-to-GDP ratio. As BoE governor
Andrew Bailey has stressed, 80 per cent
orso of inflation is due to global factors.
So, a weak pound adds to the cost of
imports, which contributes to inflation
being higher than in the rest of the G7
sincemore inflation is imported.

The new government has stressed the
centrality of economic growth to its
fiscal and regulatory plans. Any such
plans would need to increase invest-
ment and productivity growth, and the
two are related. Business investment
has been about 10 per cent of GDP
wversus 13 per cent in France, Germany
and the US, all of which have higher pro-
ductivity growth.

Investment in the UK remains about
9 per cent below its pre-pandemiclevel,
and 8 per cent below where it was in
early 2016 before the EU referendum,
reflecting high business uncertainty.
Reducing uncertainty through a clear
economic strategy would go a long way
to raising productivity and therefore
economic:;

‘While the weak pound reflects the
strong dollar, it is also an indicator of
how markets see the UK’s prospects. As
the new government embarks on a
pro-growth agenda, its success may well
be first seen in the reaction of sterling.

The writer is an ecenemist at Oxford
university and London Business School,
and author of “The Great Economists: How
Their Ideas Can Help Us Today”
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EU energy plan:
stepping on the gas

Ursula von der Leyen delivered her
State of the Union address to an EU

that isin a right state. Saanngene:gy

.
Emerging markets: show and Tel
Rising US inferest rates and the stronger dollar are bad news for many emerging markefs. Fundsmith's
underperforming EM fund is therefore closing up shop. Investments in oil-producing Gulf states have,

however, produced some good refurns.

US interest rates and emerging market growth

1989

Fundsmith has underperformed
Total return rebased in sterling ferms.

bills are straining voters’ tol

member governments. These have a
history of disagreeing on pilchard
quotas. But they can get behind
€140bn of windfall taxes the European
Commission president proposes.

Transferring profits from generators
to homes is popular. But the proposed
amount looks small compared with the
need. A UK energy support scheme has
an estimated cost of £150bn.

Capping the price paid for gas
imports would be an obvious move.
But it is mired in controversy.
and Italy fear Russia would cut off
supplies. Meanwhile, here are three
things the EU should do to ease the
financial pain of a cold winter.

First, governments must cut energy
demand. The EU plan sets the
achievable target of cutting demand by
a tenth. The aim would be to trim peak
demand 5 per cent. This requires
consensus and discipline rather than
expenditure. All these commodities are
in short supply in the EU.

A second aim should be to better
integrate Europe’s gas pipelines. The
Iberian peninsula holds a quarter of
Europe’s liquefied natural gas
terminals. These are underutilised. A
lot more gas could travel through
France and on to Germany, says
Simone Tagliapietra at think-tank
Bruegel. Infrastructure and regulations
need revampi;

Third, Europe needs to delink
renewable electricity prices from
expensive gas. Here, the EU has a plan
of sorts. It wants to cap the price that
renewable generators and nuclear
power plants can receive from spot
markets at €180 per megawatt hour.
Their additional revenues would go to
customers. Spot power prices in
Germany and Austria are at roughly
double the proposed threshold.

Germany is the only country that
allows its renewable generators to sell
into the spot market if they have
enough cap acjty, says Bernstein. At
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Inditex: Ortega’s
inflation initiation

Inditex is the world’s biggest clothing
retailer. It remains remarkably nimble.
Impressive interim results show it is
coping with tough conditions better
than peers.

A European economic crisis is giving
a baptism of fire to a new top team.
Marta Ortega, daughter of founder
Amancio Ortega, took over as chair in
April, albeit after along
lpprenﬂoeslnp Chief executive Oscar
Garcia Maceiras became chief
executive a few months earlier.

Three challenges loom. First,
inflation is pushmg up costs while
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1990 2023 Indicated by fufures. Fundsmith Emerging A 180
- T 5 8 © Equities Trust
prices, while triple their level three — A N 140
months ago at €212/MWh, have begun 120
to fall. Norwegian and US supplies have 2 o 20.09 100
filled 80 per cent or more of Europ o6 105 @ i i i i i i i : 80
storage facilities. A mild winter would e 19910, 1997 | 2006 201415 16 17 18 19 20 21 22
s e (P s T s Dollar drives Saudi to outperform
o Saudi Tadawul index relative
[ to MSCI Emerging Markets index == Dollar index
US fast food: b 14—
& 5
inflation will ketchup f zmvo 2005 12—
20220 © 2008 : 10—
Fast food restaurants burnt by red-hot e 02017 ;O(Z,;lm b — q..,/l'\\
inflation are turning to customers to 20000 29144 2011.4. 2010 .. J"’
cool down. From McDonald’s to oy T 2015 \ﬁ%’i 116
Domino’s Pizza, big chain operators are o] 2 4 2012 10 4 T T
raising prices and shrinking portions. Emerging market real GDP growth (annual % change) 2017 18 19 20
So far that has not kept diners away. FT graphic Source: Refinitiy
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price of its popular Mix & Match
delivery deal by a dollar to $6.99.

For now, McDonald’s and its ilk are
benefiting from the fact that eating out
can be a better deal than cooking at
home. Grocery prices jumped 13.5 per
cent year on year in August, compared
with an 8 per cent rise in restaurant
food prices, according to the Labor
Department. This makes the gap
between the two the widest since 1974,
a Lex analysis of the data shows.

The advantage provided by the trend
is unlikely to last. Supermarket chains
and grocers have noted that consumers
are buying more private label brands
and cheaper cuts of meats to save
money. The average cost of a Big Mac
in the US stood at $5.15 in June,
according to The Economist’s Big Mac
Index. That is 30 per cent higher than a
decade ago. Yet the federal minimum
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value. The prospect of an even
stronger US dollar means Smith is
letting investors out not a moment

‘takes 43 minutes. Investors who have
loaded up their portfolios with burgers
and pizza could end up feeling queasy.

Tencent:
come back later

Tencent has finally won approval for a
new game. There is symbolism here.
Beijing froze all game licensing last
‘year. Now the government is signalling
alimited easing of its stance on tech.
Investors should not read too much
into this. The Chmese gammg gmup

P

sometimes where ethical investors.
disdain to tread. Saudi Arabia and the
other Gulf states are strong

year. Chinese game regulators ignored
the duo in granting more than 240
approvals for new titles. These are
needed to monetise new games.

Other risks are abating. The Hong
Kong listing of Tencent Music, the
music streaming unit in which Tencent
has a 50 per cent stake, could come
next week. The secondary listing would
raise money and protect investors from
the loss of a public trading venue. The
'US may delist 240 Chinese groups
under new US accounting laws.

Stronger medicine would be needed
to revive ailing shares. Tencent’s
modest healthcare game was just one
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news is good international news for
the stock picker. At present, it is
abundant.

Playing time restrictions remain
unchanged. For minors, this is limited
to just three hours a week, from 8pm to
9pm on Fridays, Saturdays and
Sundays. In-game spending is directly
correlated to playing time.

About a third of Tencent’s total
revenue comes from gaming. Domestic
titles still account for most of that.
Tencent has accelerated overseas
expansion to hedge domestic risks. In
the second quarter, revenue from both
domestic and international games fell,
reflecting the lack of new titles.

Tencent shares are down a third this
year A revemle fa]l mthe latest

cutting ’ spending power.
Second, China’s Shein is proving tough
competition. Third, the war in Ukraine
has forced Inditex to suspend its big
Russian operation, which made up 8.5
per cent of operating profit last year.

The shares trade on a forward price/
earnings ratio of 18 times, about 30 per
cent less than the 10-year average. The
stock is down just 5 per cent since
Russia’s invasion of Ukraine. Fashion
group H&M has fallen far more.

Inditex’s big advantage is that it
produces about half its clothing close to
its Swedish home. Manufacturing in
Spain, Portugal, Morocco and Turkey
allows it to respond quickly to demand.
Short runs reduce unsold stock.

Inditex limits dollar-denominated
costs. Analysts estimate it uses the
dollar for 40 per cent of stock buying,
compared with two-thirds for rivals in
Europe. The greenback’s strength
prompted Primark owner ABF to warn
on profits last week. Inditex also
benefits from a growing US business.

No consumer company is immune to
inflation. Shipping costs from Asia
have soared. Inditex is stocking up to
guard against disruption, eroding the
benefits of short supply chains.

That will give Ortega and Macel.ras

dach

if sales cannot be

The cost of living crisis will squeeze
clothing budgets. Shoppers will trade
down to cheaper offerings, such as
Shein’s. Inditex will need all its skill in
stock management and cost control to
keep its shares out of the discount bin.
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MWh, the take would be about €95bn.
Meanwhile, there are signs that
market signals are helping Europe
rather than hurting it. European gas

WSS 1143 1 ELIALICU ULCHALZEU 4L 3420
an hour since 2009.

To put it another way: it once took a
minimum-waged worker 33 minutes to
earn the price of a Big Mac. It now
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claim to have made a comeback.
Tencent and local rival NetEase
received approvals to launch new paid
games for the first time in more than a

UL LUALLY AWAILLIE APP1UVAL ILLAS UL

YUALLEL WS LIS L1 SL YUl WL Ly Syuceze

chance of becoming a blockbuster. since Tencent listed in 2004. The Lex on the web

There is a risk slow approval p ‘business is highly politici: Games For notes on today’s stories
become the norm, as reviews of groups outside China’s influence are a go to www.fi.com/lex
content become stricter. better bet.
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ACROSS
1 Act with naturalness after stumble in
street (10)
7 Celebrity runs away from set (4)
9, 17 Make another change fo study
only (8)
10 Bill incorrectly finished attack (10)
1 Spif in the demon drink? (6)
12 Crazy nut cares for old ifalian (8)
13 Alight by centre of heronry to see bird
[C))

15 Curse husband after breakfast
unfinished? (4)

17 See 9

9 Elaealers perhaps grouped on a table

22 Not a soul around dry part of craft
@8

23 Farmers once put warning on ends of
sty and stable (6)

25 Share rudest bit travelling across
island (10)

26 Man possibly in area of supermarket
overheard (4)

27 Church worker leaving college soon
@

28 Harry turning scarlet maybe an
unbeafable sequence (5,5)
DOWN
2 Current article mother held in both
hands (7)
3 Donations raised fo supporf home
country (5)
4 Cheap tenement was originally
available north of city (8)
5 Alfernative version of “Gee babe,
after you” (3,6,6)
6 Slope decelerates car? Presumably fo
some extent (6)
7 Indicates shade needed for part of
path (9}
8 Relative stopping with German
traveller
14 Threadbare fellows accepting free hot
tea (4-5)
16 'm happy with that in the pink (4,4)
18 Tutor discovered instrument with 20%
off: perfect! (7)
20 Laffice sfarting to filf on twisted ledge
(o)

21 One replacing last penny in metal
office machine

24Window mounted in horrible
ironworks (5)
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