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Monetary policy

World Bank warns on global recession risk

Governments urged to
avoid aggressive rate rises
and use targeted relief

CHRIS GILES — LONDON

The World Bank has warned that lead-
ing central banks risk sending the global
economy into a “devastating” recession
next year if policymakers raise interest
rates too high over the months ahead
and stress financial markets.

The Washington-based organisation
called on monetary authorities in the
big economies to co-ordinate their
actions to reduce the overall amount of
tightening.

Central banks, led by the US Federal
Reserve, have embarked on aggressive

raterises in 2022 in a bid to tame infla-
tion that is at or near double figures in
several advanced economies for thefirst
time in decades.

Energy and luud prlces have surged
followin

He called for more action to boost
production to ease inflationary pres-
sure, rather than all the focus being on
curbing spending.

Increased investment would, he said,

= -

February, triggering a cost uf living cri-
sis. To control inflation, the World Bank
urged governments to provide targeted
relief to vulnerable households instead
of relying on tighter monetary policy.

World Bank president David Malpass
said momentum in the global economy
was sliding and more countries were
already falling intorecession.

“improve p and capital allo-

‘My deep concern is that
these trends will persist,
with long-lasting
consequences’

cation, which are critical for growth and

“My deep rn is that th d
will persist, with long-lasting conse-
quences that are devastating for people
in emerging market and developing
economies,” he added.

The World Bank did not produce new
forecasts for the global economy, but
noted that the outlook for 2023 had
been deteriorating as rich and poor

countries alike responded to high infla-
tion by seekingtolimit spending.

“Central banks around the world have
beenraising interest rates this year with
a degree of synchronicity not seen over
the past five decades, a trend that is
likely to continue well into next year,”
the World Bank said.

The warnings come ahead of crucial
policy votes at the Fed and Bank of Eng-
land next week. The US central bank is
expected toraise rates by 75 basis points
for the third meeting in a row on Thurs-
day, while UK borrowing costs are likely
torise by 50bp.

The expected rises in global interest
rates would bear down on inflation, but
not enough to meet central banks’ tar-
gets, which are usually around 2 per
cent, the World Bank warned. Core glo-

balinflation, excluding energy, was still
likely to be running at a rate of 5 per cent
next year, twice the pre-pandemic rate.
If such a level of inflation persuaded
central banks to become even more
aggressive, global economic growth
would decline to 0.5 per cent in 2023,
according to the World Bank.

That would meet most definitions of a
global recession just three years after
the last one, the wWorld Bank added,
because with population growth, aver-
ageglobalincomeswould be falling.

In its modelling, the bank said there
needed to be some tightening of mone-

Europol

Dirty money
kingpin with
cocaine links
detained after
arrest in Spain

BARNEY JOPSON — MADRID
JUDE WEBBER — DUBLIN

Spanish police have arrested one of
Europe’s biggest money launderers,
the associate of a notorious Irish gang
who used a sham vodka brand and an

tary policy, but this should be accompa-
nied by every effort to ease bottlenecks
both internationally and domestically
to allow production to increase without
stokinginflation.

SD likely to drive hard bargain
to become support party in

parliamentary coalition

RICHARD MILNE
NORDIC AND BALTIC CORRESPONDENT

Sweden’s leftwing Social Democrat

arty secured more seats than any other
party in this week’s election, yet
Magdalena Andersson, its leader, was
forced to submit her resignation as
prime minister yesterday.

Instead, Ulf Kristersson of the centre-
right Moderates will get the first chance
to form a government; the first right-
wing rule in eight years in the Nordic
country. But to doso he needs the sup-
portof the far-right Sweden Democrats,
which beat the Moderates to come sec-
ondinthe election.

Kristersson, who faces an in-tray that
includes not just an application to Nato
but also the forthcoming EU presidency,
has to find common ground with a loose
coalition, including the Sweden Demo-
crats. The right-of-centre bloc beat
Andersson’s leftwing coalition by a slen-
der three-seat majority in final results
confirmed yesterday.

Kristersson’s party lost ground, drop-
pingtothird place for the first time since
1976 with 19.1 per cent of the vote. The
Sweden Democrats, second with 20.5
per cent, became the most

Scandinavia. Nationalists

Sweden’s far right eyes kingmaker role

Difficult task:

and the Liberals to form a coalition.

anti-immigration party in Europe.

“The result has weakened UIf Kris-
tersson. Even though the Sweden Dem-
ocratsscored just 1 per cent more, sym-
bolically it matters a lot,” said Ann-
Cathrine Jungar, a specialist on radical
right parties at Sédertrn University.

Most political scientists expect the
nationalists to gain national influence
for the first time not by entering govern-
ment, but by driving a hard bargain to
become asupport partyin parliamentto
arightwing coalition.

In giving some influence to the Swe-
den Democrats, a party with rootsin the
neo-Nazi movement, Kristersson is fol-
lowing in the footsteps of recent right-
wing leaders in Norway, Finland and
Denmark, all of whom have had nation-
alist groups ingovernment or as support
parties for rightwing governments.

He will now try to start negotiating
with the Sweden Democrats along with
his close ally, the Christian Democrats,

areina posi-

Moderate party Jenny Madestam, associate professor
leader UIf at the Swedish Defence University, said
Kri will den Democrats would try to “get
try to forma the most out of the position as second
government. biggest party”, complicating matters for
Below, Kristersson.
dal iy T,

Andersson tion to put heavy pressure on Kristers-
ek Sen/PAEE son in terms of reforms but also posi-

tions. Most likely they want to stay out-
side government but getalotof reforms
inreturn.”

After the last election in 2018, it took
the Social Democrats a record 134 days
to patch together a government that
struggled tolast afull term. The leftwing
government was forced twice to govern
with a rightwing budget and regularly
wonvntesby the slimmest of margins.

ing officials and
tors say they expect government forma-
tion to be smoother this time, as the four
parties involved agree on many policies
and campaigned together. The biggest
obstacle is the mutual distrust between
the Liberals and the Sweden Democrats.

“The leftwing wants to portray it as
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the two parties hating each other
because they want us to fail,” said Caro-
lin Dahlman, a rightwing author and
commentator. “But when you look at
specifictopics that this government has
to solve on crime, immigration and the
economy, they have similar positions.”

A rightwing government is likely to
take atough approach on law and order,
after Sweden went from one of the low-
estlevels of shootings in Europe to the
highest within a decade. It is also likely
to take a restrictive view on immigra-
tion, which the Sweden Democrats have
long blamed for an increase in gang
crime. It would also back a revival of
nuclear power in Sweden.

But there are differences among the
parties on issues such as jobless bene-
fits; Kristersson favours cuts, yet the
more populist Sweden Democrats want
to boost some measures, as well as cult-
ural issues such as public service televi-
sion. Dahlman said she expected
“bumps on the road” due to the coali-
tion’s small majority, but that if the
rightwing parties fail to agree, Anders-
son would return as prime minister.

Democrats]
‘want tosit
on the
sidelines
and be able
tocomplain
and push
their
politics’

Ultimately, the Sweden Democrats
need todecide what they want to do, say
political experts. On election night on
Sunday, four senior party members said
they thought the party should enter
government, with one suggesting they
could demand the prime minister post.
Butthey have toned down the rhetoric.

“The Sweden Democrats don’t want
responsibility. They want to sit on the
sidelines and be able to complain and
push their politics. If they would be part.
of the government, people would say
they are responsible for things, and
that's uncomfortable for them,” Dahl-
mansaid.

For now, Kristersson, both a winner
and loser in these elections, is talking of
bringing people together and creatinga
government for all Swedes. But firsthe
has to form a government and handle
theemboldened nationalist party.

“Our voters are sending a signal that
they can't be ignored,” said Aron Emils-
son, a Sweden Democrat MP. “They
expect we will have an influence on
immigration, integration, law and
order, [and] energy matters.”

d d banking system to proc-
essup to €350,000 aday of dirty funds.

The suspect, who was detained in
Malaga this week, oversaw an operation
that collected large amounts of cash
from criminal organisations and then
“delivered” it with no transaction
records to criminal groups in other
countries, Europol said.

He was arrested along with two asso-
ciates in Spain and one in the UK while
11 related property searches were con-
ducted in an operation involving Spain’s
Guardia Civil, the UK’s National Crime
Agency and the Dutch and Irish police
aswell as Europol.

The authorities did not name the ring-
leader who was detained, but Europol
said he had been designated by the US
‘Treasury’s Office of Foreign Assets Con-
trol in April for providing support to Ire-
land’s Kinahan clan, one of Europe’s
most notorious crime syndicates.

He was the first person to be arrested
since the US measures wereannounced.
They targeted seven individuals, includ-
ing cartel boss Christy “the Dapper Don”
Kinahan, and his sons Daniel and Chris-
topher Jnr, who are based in Dubai.

The US accused the Kinahans of
smuggling narcotics into Europe and
engaging in money laundering, fre-
quently using Dubai as a “facilitation
hub for its illicit activities” It offered a
reward of $5mn for infermation that
could disrupt the clan’sactivities.

The arrest of the “European element”
toanillicit business alleged to have traf-
ficked Colombian cocaine through west
Africa was another nail in the clan’s cof-
fin, said Nicola Tallant, investigations
editor at the Sunday World and an
expert on organised crime in Ireland,
following a move by the United Arab
Emirates earlier this year to freeze its
assets. The Kinahans also have deep ties
to boxers and promoters at the highest
level of the sport. “It’s over for them,”
Tallant said. “There’s no doubtabout t.”

The money laundering operation had
processed more than €200mn during
the 18 months it was being investigated
by lawenforcement, police said.

To disguise the source of the money,
the gang created a luxury vodka brand
that was promoted at parties and events
in the nightclubs and restaurants of
Spain’s Costa del Sol to create the
impression of a successful business.

But data from Spain’s tax agency
showed the company in reality did not
generate enough profit to support the
plush lifestyles of the people arrested,
according to the Guardia Civil.

Another person arrested ran a car
dealership and provided the criminal
gang with specially adapted vehicles
containing concealed apartments to
transport large amounts of cash.

Police said the criminals used the
“hawala” underground banking system
— an informal way of transferring
money without physically moving
funds that involves handing cash to a
“hawaladar” in one place then havinga
colleague of theirs hand out the same
sum elsewhere.

West Africa

AANU ADEOYE — LAGOS

Nigerian inflation at17-year
high and currency weakens

and Ukraine over grain supplies, a
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Inflation in Nigeria hit a 17-year high of
20.5 per cent in August, driven by soar-
ing prices of food, diesel and a weak-
ened currency, data released by its sta-
tistics agency showed yesterday.

Ararhln

Alirnrin haohann

‘weaker naira has meant that Nigeria has
notbenefited, FDC said.

The Nigerian currency has depreci-
ated by almost 25 per cent against the
dollar since the start of the year. Core
mﬂaum] which excludes food and
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Supply chains

Biden secures tentative deal to
prevent nationwide rail strike

JAMES POLITI — WASHINGTON
TAYLOR NICOLE ROGERS — NEW YORK

President Joe Biden has announced
that a tentative deal has been reached
toavert a rail strike that threatened to
dl.srupt supply chams and inflict seri-

ment is validation of what I've always
believed: unions and management can
work together for the benefit of every-
one”

In a statement, the unions said the
new contracts would prov‘ide rail

yasearly as

! “a 24 per cent wage increase

Arwin tha fun nae narind fram 2000
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LK1 LA 1S USEI CAPCHICILL UL
digit inflation since March 2016, but the
situation has been exacerbated by a
chronic shortage of dollars and global
pressure on prices because of the war in
Ukraine.

The National Bureau of Statistics said
food inflation in August was23 per cent,
from 22 per cent in July, on the back of
anincrease in the cost of essentials such
asbread, cereals, meat and other items.
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Th ise of the year
follows July’s 196 per cent.

Lagos-based Financial Derivatives
Company said in a note that “the com-
‘bined effects of insecurity, global supply
disruptions and higher logistics costs
arestill taking a toll on general prices”.

‘While food prices have declined in the
‘wake of an agreement between Russia

THSIEy PLINGD, 1185 11951 W 11wk P VeI
as the depreciating currency and high
transport costs take their toll.

Nigeria’s central bank has increased
interest rates by 250 basis points to
14 per cent since May. Analysts say an
increase of 50bp could be implemented
atthe bank’s next monetary policy com-
mittee meeting on September 26.

But Pieter Scribante of Oxford Eco-
nomics Africa said an interest rate rise
was unlikely to be effective in cutting
inflation. “Inflation is being driven by
supply-side factors like higher input
costs and food shortages which limits
overall policy effectiveness of higher
interest rates,” said Scribante, who pre-
dicted inflation would peak in the
fourth quarter of 2022, with a tapering
off expected only next year.

FINANCIAL TIMES

today.

The agreement came after months of
negotiations involving the US’s largest
rail companies and the unions that
became increasingly intense in the past
fewdays.

Top Biden administration officials
stepped in to mediate in the talks,
including Marty Walsh, the labour sec-
retary, Pete Buttigieg, the transporta-
tion secretary, and Brian Deese, director
of the National Economic Council.

“This is awin for tens of thousands of
rail workers and for their dignity, and
the dignity of their work,” Biden said as
he celebrated the deal from the White

% den. “It’sa il
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through 2024, including an immediate
Ppayouton average of $11,000”.

The risk of a rail strike across the
world’s largest economy had risen
sharply in recent days, triggering
increasingly strident warnings, particu-
larly from business groups and leaders,
that it would deal a blow to already-
strained supply chains, exacerbating
inflationary pressures and leading to
widespread shortages.

For Biden and congressional Demo-
crats, such a hitto the economy with less
than two months to go before the
November midterm elections would
have been politically toxic. A strike
would h: Iso b i Biden

The president added: “This agree-

because he has cast himself as the most
union-friendly US president in decades.

INTERNATIONAL

German leader faces growing pressure
to supply Ukrainian army with tanks

Scholz urged by coalition partners to rethink arms policy and help Kyiv solidify battlefield gains

GUY CHAZAN — BERLIN

Ukraine’s military gains against Russian
forces in the north-east are piling pres-
sure on the German chancellor to
rethink his resistance to sending tanks
to Kyiv, with even his coalition partners
calling the policy into question.

Olaf scholz} intained
stance on arms deliveries to Ukraine. He
has sent sophisticated artillery pieces
and anti-aircraft guns and yesterday
Berlin said it would send Kyivtwo more
Mars multiple rocket launchers and 50
Dingo armoured vehicles. But he has
stopped short of providing tanks.

Defence minister Christine Lambre-
cht held to that line, saying no other
country was sending western-built
tanks to Ukraine “and we have reached
an understanding with our partners
that Germany won't go it alone”.

But the rout of Russian troops in the
north-east — the Kremlin’s biggest mili-
tary setback since it was forced to with-
draw its forces from Kyiv and the north
in March — has prompted calls for a
change of policy.

Officials in a growing number of Nato
countries are calling for a bigincrease in
weapons deliveries to Ukraine, arguing
a well-supplied army could liberate
even more territory. They have also
pointed to the significant role played in
Ukraine's recent battlefield :
westernarms such asthe US-made long-
range rockets known as Himars.

Analysts have also warned that the
latest advances could leave Ukrainian
forces overstretched, and their ever-
longer supply lines vulnerable to Rus-
sian attaclk. That bolsters the argument
for providing western tanks and track
vehicles such as the M1 Abrams, the
Challenger 2 or Leopard.

“For the Ukrainians to reconquer ter-
ritory they need speed, protection and
fire — and you can only get that with a
combination of armoured vehicles,
artillery, air defence and tanks,” said
Claudia Major, a defence analyst at the
German Institute for International and
Security Affairs,

But Lambrecht said this week that
Germany had “reached its limit” in
terms of supplying Ukraine, amid con-
cerns that the Bundeswehr’s own stock-
piles were becoming dangerously
depleted. The fear was, she said, that
Germany might be unable to fulfil its
‘military commitmentstoNato.

That argument was dismissed by
Nat ~general Jens Stoltenberg
last week. Asked what countries should
do when faced with the choice of helping
Ukraine or fulfilling their obligations to
the alliance, he said arming Kyiv
enhanced Nato member states’ own
security.

“By ensuring that Russia, that Presi-
dent [Vladimir] Putin, does not win in
Ukraine, we are also increasing our own
security and strengthening the alli-
ance,” he said.

T

War battered:
Ukrainian tanks
pass througha
reclaimed part
of the Kharkiv
region. Below,
©Olaf Scholz with
Ukrainian PM
Denys Shmyhal
in Berlin

Kostianiyn LiberawiAP.
Carsten KoallCatty kmages.

Stoltenberg’s comments were “hard
for Scholz because it kicked away the
‘main crutch for German policy on not
sending tanks”, said one senior diplo-
mat in Berlin. “[Stoltenberg] basically
said: forget your obligations to Nato,
Ukraine is the priority”

Other big Nato powers such as France
are not seeing such intense political
debate on theissue, he said. “But that is
because Germany is perceived as a kind
of litmus test for European support for

Ukraine,” he added. “Thatis why itis so

conseque 3

Ukraine, too, is intensifying the pres-
sure on Berlin. This week Dmytro
Kuleba, its foreign minister, called the
signals from Berlin “disappointing”,
saying German Leopard tanks and
Marder infantry fighting vehicles were
needed to “liberate people and save
them from genocide™

“Not a single rational argument on
why these weapons cannot be supplied,
only abstract fears and excuses,” he
tweeted. “What is Berlin afraid of that
Kyivisnot?”

The US has also hinted that Germany
could do more. “As much as I admire
and applaud all that Germany is
doing . .. the only thing that exceeds
that is my expectations of what Ger-
many and the US will do moving for-
ward,” Amy Gutmann, the US ambassa-
dor to Berlin, said last weekend. “We
will domore. We mustdomore.”

German foreign minister Annalena
Baerbock also indicated that her coun-
try’s policy could change. “As far as
modern battle tanks are concerned, we
have to decide on this together, in a coa-
lition and internationally,” she said.
“Butin the decisive phase Ukraine is in

‘Not asingle
rational
argument
on why
these
weapons
cannot be
supplied . . .
What is
Berlin afraid
of that Kyiv
isnot?

right now, I don’t think it is a decision

that should be delayed for toolong.”
Marie-Agnes Strack-Zimmermann, a

liberal MP who is head of the Bun-

Moscow
ratchets up
missile strikes
against vital
infrastructure

ROMAN OLEARCHYK — KYIV

Russia is stepping up missile strikes on
Ukrainian infrastructure, blowing up
reservoir dams and electricity genera-
tors in acampaign described by Kyivas
“terrorist acts” aimed at slowing its
counteroffensive.

A second day of Russian strikes hit a
dam in the central city of Kryviy Rih,
Ukrainian president Volodymyr Zelen-
skyy’s hometown, yesterday.

“There were two strikes again in the
area of hydroelectric infrastructure,”
Oleksander Vilkul, the city’s mayor, said
inapost on Telegram.

Having stated earlier yesterday that
water levels were receding after con-
struction crews patched up the dam and
river fortifications, vilkul again urged
citizens to seek safety in bunkers.

The dam, which forms a vast reser-
voir along the Inhulets River, was hit
many times on Wednesday, unleashing
floods in a city known for iron and steel
production.

Running water stopped in some
neighbourhoods, forcing residents to
buy supplies of drinking water.

Earlier this week, Russian missile
strikes on electricity generators and
grids cut power across eastern regions,
from Kharkiv in the north-east to Zap-
orizhzhia in the south-east.

“The day before they hit the power
plant in Kharkiv and left hundreds of
thousands without electricity, now they
are hitting a dam at a huge reservoir,
threatening to flood and deprive people
of running water,” said Yuriy sak, an
adviser to Ukraine’s defence minister.

“They are artificially making natural

it s. . . These strikes are yet more
proof that Russia is a terrorist state that
is impotent on the battlefield and tries
to compensate for itshumiliation by ter-
rorising civilian populations and target-
ing civilian infrastructure,” Sak added.

destag’s defence went fur-
ther by appealing to all those “whohave
still not understood that in a war situa-
tion like this, Ukraine’s successes can
only be underpinned if they get the
‘weapons they need now”.

The German arms industry is also
urging Scholz to consider dropping his
resistance to supplying tanks. This week
the arms producer Rheinmetall said it
had repaired 16 Marders from old Bun-
deswehr stockpiles. The vehicles were
ready to be sent to Ukraine but had yet
to be granted an export permit by the
government.

Even Scholz’s own party, the Social
Democrats, is beginning to show more
flexibility on the issue of tanks. Michael
Roth, an SPD MP and head of the Bun-
destag’s foreign affairs committee, said
it was true that no country had yet sup-
plied western tanks and infantry com-
bat vehicles. “But such arrangements
are not set in stone,” he said. “That is
‘why we should sit down with the USand
figure out what else we can supply.”
Glllian Tett see Opinion

Moscow’s defence ministry has not
officially announced a new focus on tar-
geting civilian infrastructure. However,
the escalation has not gone unnoticed
by Russia’s pro-war commentators,
many of whom had been surprised by
Ukraine’s rapid advance in the north-
east after it announced its intention to
focus on the southern Kherson region.

Many pro-invasion observers cheered
the attacks on infrastructure, describ-
ing them as long overdue, while politi-
ciansstepped intojustify the strikes.

“It’s time for Russia to abandon the
rules which it adopted, causing it to tar-
get only military infrastructure, and not
other [targets],” Sergey Mironov, a
member of the Duma lower house of
parliament, said on Tuesday.

On the Kryviy Rih strikes, Zelenskyy
said: “All the occupiers candois . . . try
to leave people without light, heat,
water and food. Can it break us? Not at
all. Will they face retribution? Definitely
yes”

Additional reporting by Polina Ivanova

War in Europe. Economic clampdown

US and EU push Turkey further on Russia sanctions

3 Mir p network b car-  lender D
‘Washington moves to target - 2 D
banks integrated into Moscow’s “We need to close loopholes,” accord-
- " ing to the second official, involved in
Mir processing system this month’s talks between the EU and

HENRY FOY AND SAM FLEMING
BRUSSELS

and state-controlled
notorious for its alleged role

become a channel to evade sanctions”.
As part of efforts to strengthen en-

US on sanctions enforcement, citing
Turkey as the major target.

In guidance issued on Thursday, the
US Treasurv denartment warned that

in a scheme to evade US sanctions on
Iran that dates from 2010, signed up to
Mir after Putin launched his full-scale

invasion in February.
isbank said its policy required “strict
liance with all appli US sanc-

forcement, Mairead McGuinness, EU
financial services commissioner, is aim-
ing to visit Turkey next month, said
those familiar with the plans. A senior
EU official said: “Commissioner Mc-

tions”. addino: “Wa closelv monitor

has recently visited a number
of conntries to disenss irsnes related to

Senate panel passes bill to
fund weapons for Taiwan

DEMETRI SEVASTOPULO — WASHINGTON

The US Senate foreign relations com-
mittee has passed a bill to provide
$6.5bn to fund weapons and other sup-
port for Taiwan as the Chinese military
escalates activity around the country.

zone”. But the impetus to help Taiwan
after Russia’s invasion of Ukraine gain-
ed momentum after China responded to
House Speaker Nancy Pelosi’s visit to
‘Taipei with extensive military exercises.

“As China intensifies its threatening
rhetoric and militarv acoression. it’s
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LAUKA PIIEL — ANKAKA

The US and EU are stepping up pressure
on Turkey to crack down on Russian
sanctions evasion amid concerns
that Ankara’s banking sector isa poten-
tial backdoor for illicit finance.

The US is focusing on Turkish banks
that have integrated into Mir, Russia’s
domestic payments system, two west-
ern officials involved in the plans said,
as Bmssels prepares a delegation to

s to Turkish officials.

The pressure on Turkey comes as
western capitals pivot towards tighter
implementation of sanctions rather
than the imposition of new measures.
That shift acknowledges that economic
sanctions imposed after Vladimir
Putin’s invasion of Ukraine in February
failed to damage Russia’s economy as
much astheyhad hoped. But they main-
tain that closing off loopholes in the cur-
rent measures will slowly squeeze the
Kremlin's financial lifelines.

“You're going to see us kind of focus
on financial sector evasion,” said the
first western official. “We’ll send a mes-
sage very clearly that, for example,
third-country financial institutions
should not be interconnecting with the

non-US financial institutions risk “ ‘sup-
portmg Russia’s efforts to evade US
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sanchuns and take the necessary meas-
ures to carry out Mir card transactions
T T Fee S

financial se services, es,and Lhelmplemenm—
tion of sanctions in particular, given
Russia’ ion against Ukraine.”

through the ded use of
the [Mir system]outside the territory of
the Russian Federation”.

Itadded that the US’s Office of Foreign
Assets Control was prepared to use its
“targeting authorities” — such as impos-
ing blocking sanctions — in response to
supporters of Russia’s sanctions eva-
sion, includingin relation to Mir.

Turkey’s president, Recep Tayyip
Erdogan, whose country has been a
Nato member since 1952, has pursued

DenizBank said: “We don’t execute
transactions with sanctioned banks. We
fully comply with international sanc-
tions on Russia.” Halkbank, vakafBank
and Ziraat Bank did not comment.

Turkey’s foreign ministry said that
‘while Ankara had a longstanding policy
of only implementing UN-backed sanc-
tions, “we have also been equally firm in
our policy of not allowing Tiirkiye to

‘Wally Adeyemo, deputy US treasury
secretary, wrote to Turkish businesses
last month warning them of “Russia’s
attempts to use your country to evade
sanctions” and the risks of “conducting
transactions with sanctioned Russian-

The Senate panel passed the Taiwan
Policy Act by 17:5, underscoring strong
bipartisan support for Taiwan. The bill,
still to be ratified by the full Senate and
the House, is the first time the US will
directly finance weapons for Taiwan.

The bill also creates a $2bn loan facil-
ity to help Taipei buy weapons, and
makes Taiwan eligible for a programme

lmperahve ve we take action now to bol-
ster Taiwan’s self-defence beforeit’s too
late,” said Jim Risch, the top Republican
onthe committee.

China accused the US of diluting the
One China policy, which has existed
since the US and China normalised dip-
lomatic relations in 1979, Washington
recognises Beijing as the government of

based entities”. that wuulr] help it stockpile weaponsfor  China yet ‘without endors-
Rolled out in waves of after flictwith China. mg,ltsvlewthat'l‘aman]spartufchma
Russia’s invasion, western sanctions The bill would also require the White ing the risii n about

have sought to cut off Russia’s biggest
banks, energy and defence companies

what he calls a “balanced” hto
the Ukraine conflict. His refusal to sign
up to sanctions against Russia and a
recent pledge to deepen economic co-
operation with Moscow have alarmed
his western allies. Erdogan, who will
meet Putin today, said last month there
was “serious progress” on expanding
Mir in Turkey.

Five of Turkey’s largest banks,
VakafBank, Ziraat Bank, is Bank, Deniz-
Bank and Halkbank, are members of
the Mir payment system, developed by
Russia’s central bank as a domestic
alternative to Visaand Mastercard.

Two of those, UAE-owned private

e
Abranch of Halkbank one of the
lenders in the Mir payment system

and hundreds of senior officials and rich
‘businessmen from the world market.

As part of the broader crackdown on
sanctions evasion, western efforts will
target individuals handling payments
on behalf of Russians as well as busi-
nesses that have helped set up parallel
payment networks for Moscow, accord-
ingtoone of the officials.

The EU and US will also target entities
assisting Moscow with processing Rus-
sian export revenues or facilitating
imports of industrial or defence prod-
ucts banned under western sanctions,
thethree officials said.

Darwinian groups see Companies
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House to impose sanctions on at least
five Chinese state-owned banks if the
US president finds that China has “eng-
aged in a significant escalation in agg-
ression” against Taiwan, in a blockade
or seizure of its outer islands.

“We need to be clear-eyed about what
‘we are facing, justas we need to be clear
in our response,” said Robert Menen-
dez, Democratic chair of the panel who
championed the bill. “Weare . . . lower-
ing the threats facing Taiwan by raising
the cost of taking the wLand by force so
thatit becomestoo high arisk”

Congressional support for Taiwan,
already strong, has grown as China has
flown more fighter jets and Immbers
into Taiwan’s “air defence i i

Taiwan, President Joe Biden this year
warned that the US military would
defend Taiwan from any Chinese attack.
Taiwan has alsofeatured in the five con-
versations that Biden and Xi have had
since the former took office.

The White House has repeatedly dis-
missed Chinese claims it was undermin-
ing the One China policy. But the Biden
administration persuaded Democratic
senators toalter parts of the bill it saw as
symbolic but that would not secure Tai-
wan or foster Beijing’s assertions the US
was diluting the four-decades policy.

The foreign relations committee is
said to be working to weave parts of the
b]]l into the defence spendmglnllbefure

melectionsin
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Local government

China land-buying spree bails out cities

Financing vehicles try to
prop up real estate sector
that is vital to economy

SUN YU — BELJING
TOM MITCHELL SINGAPORE

China’s local government financing
vehicles have launched a land-buying
spree with borrowed funds, bailing out
cities and provinces struggling for cash
after an exodus of debt-stricken private
sector developers.

The spree ahead of President Xi Jin-
ping’s expected appointment to an
unprecedented third term next month
highlights efforts to boost the pandem-

ic-hit economy, which grew 0.4 per cent
ywonymrmt_he second quarter.

nts have traditi
rehed on LGFVs to support growth by
spearheading infrastructure invest-
ment. Now they are being called upon to
prop up the real estate sector, which
accounts for about one-third of total
economic output.

According to official data, land acqui-
sitions by LGFVs rose to Rmb400bn
($58bn) in the first half of the year, up
more than 70 per cent on the same
period in 2021. Overall land purchases,
traditionally dominated by private
developers, have fallen almost a third as

ks d Lati

authorities for which selling land is an
important source of income. But the
LGFVs, which play acritical role in fund-
ing long-term infrastructure develop-
ment, are being forced to borrow more
from state banks and to issue bonds to
finance the deals.

“Iview this as an indirect government
bailout that’s politically acceptable,”
said Andrew Collier, managing director
at Orient Capital Research in Hong

Kong.

Most LGFVs, which typically have lit-
tle experience in property, are leaving
their newly purchased plots idle. This,
combined with the housing market

Ttd means the short-term relief

The aimis to help cast:-strapped local

local authorities get from the land pur-

chases risks bigger
for an already faltering economy.

“The governments are basically ask-
ing the LGFVs to pay inflated prices [for
land] in a declining market, which isn’t
sustainable,” said Collier.

LGFVs are known for their sluggish
financial performance and their emer-
gence as major players in land auctions
comes as private developers cut back
because of the industry-wide debt crisis.

“we have played a critical role in
keeping the land market and govern-
ment revenues from falling off a cliff,”
said an executive at Yueyang Urban
Construction and Investment, an LGFV
in Hunan province that spent Rmb1.3bn.
onlandinthe firsthalf of this year.

Official data show LGFVs accounted
for almost a quarter of land sales in the
half, against 9 per cent in the same
period a year ago. Theranoexceededso

A plunge in land sales and
prices have added to pressures on local
governments already grappling with
shrinking tax bases amid the wider eco-
nomic downturn. This hasled many cit-
iesand provinces toask LGFVsLn fill the

percentin 1

But the spree has been oostly for the
LGFVs. To make up for the lack of bid-
ders, many cities have raised the mini-
mum price for land auctions. That has
uften forced LGFVs to pay apremium at

vacuum left by private d P

a hen the market is wi

Forelgn inflows

White House
sounds alarm
over inbound
technology
investment

DEMETRI SEVASTOPULO — WASHINGTON

President Joe Biden has urged his
administration to pay close attention
to inbound investment deals involving
critical technologies such as semicon-
ductors, as part of a continuing effort to
address security threats from China.

Biden yesterday issued an executive
order aimed at boosting scrutiny of
deals involving foreign companies in
h]gh tech industries such as am.ﬁcla]

India. Film industry

Southern blockbusters take on Bollywood

All-action movies in languages

other than Hindi have become

firm nationwide favourites

CHLOE CORNISH — MUMBAI
After two years of pandemic restric-
tions, India’s avid movie fans are flock-
ing back to cinemas. But the revival has
not been driven by Bollywood, the
Mumbai-based Hindi-language movie
industry that has become synonymous
with Indian film.

Blockbusters made in southern cities.
and characterised by superhero charac-
ters, mythology, violence and spectacu-
lar visual effects are enticing audiences
back to the big screen, rather than the
romantic storylines, comedies and dra-
'mas at which Bollywood excels.

Forecasters predict box office takings
this year will beat the Rs109.5bn
(81.4bn) record set in 2019. But films
playing in Hindi accounted for 34 per
cent of India’s gross box office takings
for the first seven months of 2022, down.
from 43 per cent on average in 2018,
according to research consultancy
Ormax Media. And 41 per cent of Hindi
box office takings came from films origi-
nally shot in southern Indian languages
such as Kannada, Telugu, Tamil and
Malayalam and dubbed into Hindi.

Hindi is the official language, with
530mn speakers, according to India’s
last census in 2011. But 22 languages are
recognised in the constitution and, from
Bengali to Malayalam, regional-
language film industries thrive.

“Imagine it like Europe,” said Gaurav
Gandhi, Amazon Prime Video’s India
country head.

The total of 500 southern-language
films released in 2021 was about five
times the number of Hindi productions,
according to media group Comscore.

Affluent southern states often have
more cinema screens than the Hindi-
speaking heartlands. Tamil Nadu, with
a population of less than 80mn, has
1,104 screens; Hindi-speaking
northern Uttar Pradesh,
India’s most populous state
of nearly 230mn inhab-
itants, has just 539. >

The trend is
being driven by
changesin the
type of preduc-
tions made in

Big show: the subtitled films on streaming services,
Hyderabad set whlch has increased Hindi-speaking
of i, made in
one of a host of thesouth.

southern films Hindi speaker Ankit Pandey, 29, has
challenging switched his allegiance from Bollywood.
Bollywood’s “If you gave me both options, I would
romantic epics, prefer south Indian movies any day,”

below —prirs Singhv
Bioomberg

said the Mumbai clothing salesman. “I
don’t need to prevent my kids from
watching certain parts, like in the Bolly-
wood films,” he adds — a nod to Bolly-
wood’soccasionally racy sequences.
The recovery follows a bruising Cov-
id-19 pandemic. Bollywood's gross box
office takings for 2021 plunged to
almost a sixth of their 2019 level, from
Rs52bn to Rs8bn, accordingto EY. South
Indian films were more resilient, declin-
ing from Rs40bn to Rs24bn. Coronavi-
rus restrictions on cinema attendance
were lifted in most states by the start of
thisyear.
Southern-language movies made in
cities such as Bangalore, Hydera-
bad and Chennai, are filling
a mass entertainment
* 1 void left by Bollywood,
according to S8
, Rajamouli, director of

bali, which broke box officerecords fora <y
e et If you gave
“The Hindi film industry was more M€ both
into making urban-centric films,” said -
Rajamouli, adding that cinemagoers in OpthnS.I
the mass markets, India’s smaller cities would
and vast rural hinterland, “started feel- refer
ingthat the films were not to their taste”. P
An increase of multi-screen cinemas ~ SOUth
in cities encouraged Bollywood to pro- s
duce more genre-specific films, such as Indl%n
comediesand romances, ratherthanall- MOVIES
action flicks with broader appeal, ana- . ,
lystssaid. 2y day
“In the south we still continued mak-
ing those...more action-centric

films,” said Rajamouli. “That brought
the mass pockets of northern India,
[who] started liking the dubbed films of
thesouth.”

Bollywood’s own big-budget “masala
movies”, mass-market offerings swing-
ing from song and dance to fight scenes,
were also struggling. July release Sham-
shera, starring household name Ranbir
Kapoor and reportedly shot on a hefty
Rs1.5bnbudget, flopped.

Two southern releases have been this
year’s biggest commercial hits, accord-
ing to Ormax — the Kannada-language

‘which was shot in Telugu and raked in
Rs8.7bn.

Nationwide, southern Indian hits
have been underpinned by new ways
that movies reach audiences, partly
thanks to streaming services and wider
distribution in cinemas.

For the four main southern languages,
“50 per cent of their audiences started
coming from outside the home state”,
said Amazon’s Gandhi, adding that
viewers devoured content during lock-
down: Indians spent 52 per cent more
time streaming in 2021 than they did in
2019, according to consumer data pro-
vider Data.ai.

Platforms such as Netflix, Amazon
Prime and Disney Hotstar are new terri-
tory for Telugu and Tamil

biotechnology. It was aimed at the Cum—
mittee on Foreign Investment in the US,
an inter-agency panel that vets inbound
investment for security risks.

Janet Yellen, US Treasury secretary
who chairs the Cfius process, said the
order would sharpen government focus
on protec\m,g naunnal security while

policy.

“S\]’engthmmgoul supplydmms and
protecting against foreign threats
enhances our national security,” Yellen
said. “Italso reaffirms Cfius’s mission to
protect America’s technological leader-
ship and the security of our citizens’
sensitive data from emerging threats”

The order did not mention China by
name. However, the industries named
closely resemble the list of high-tech
sectors that the US believes are a signifi-
cant target for Chinese espionage, inc-
luding legal efforts by Beijing to secure
access to cutting-edge technology, such
as through an acquisition that could
later be used to threaten the Us.

Us intelligence agencies, led by the
National Counterintelligence and Secu-
rity Center, last year launched a cam-
paign to inform companies about links
between Chinese companies and its gov-
ernment, military and intelligence serv-
ices. That effort has focused on Al,
quantum computing, biotechnology,
chipsand autonomous systems.

During a recent visit to London for
talks with British intelligence and secu-
rity officials, FBI director Christopher
‘Wray warned UK companies that China
and its spying activities posed a more
serious threat to western businesses
than companies realised.

The order did not provide Cfius with
new powers, buta senior US official said
itwould send “a clear public message to
the private sector in a way the commit-
tee’s day-to-day work often can’t about
some factorswe . . . arefocused on”.

In the order, Biden said Cfius officials
should consider the impact of a transac-
tion on the resilience of critical US sup-
ply chains, which has been one of his
administration’s priorities.

The White House is also considering
issuing an executive order to create a
screening mechanism for outbound US
investment, just one of many efforts to
make it harder for China to obtain cut-

ti

Pushkar and his wife Gayrathi, predom-
inantly Tamil language film-makers
‘both known only by their family names,
recently released thriller Suzhal: The
Vortex on Amazon, its first big southern-
language series.

For Rajamouli, language is alwaysless
important than the storyline. “The
audience is putting their hard-earned
money across the counter and buying a
ticket. They don’t care whether the film

ting-

“We are lookingatgaps in our existing
toolkit, including whether it would be or
is appropriate to look at some targeted
and narrowly scoped requirements
around . . . specific kinds of US invest-
ment in foreign competitor countries,”
said the US official.

While Cfius vets inbound investment
deals on a case-by-case basis, a second
US official said the executive order was
intended to stress that the committee

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F 16 &ts=20220915194514&uq=20220804103507
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King Charles to slim down British monarchy in response to calls for modernisation

WILLIAM WALLIS — LONDON

In the first week of Charles Il's reign,
there have been subtle signs of tradi-
tions changing in an institution that
traces its origins back more than 1,000
years to the fractious kingdoms of
Anglo-Saxon England and
early-medieval Scotland.

Straying outside the gates of Bucking-
ham Palace for the first time since his
accession last Friday, King Charles
shook hands and conversed with mem-
bers of the public. During her 70-year
reign, his late mother, Queen Elizabeth
11, who died last week at the age of 96,
never shookhands on walkabouts.

As well as establishing his own style,
King Charles has for a long time made it
known that he intends to “slim down”
the monarchy in response to public
demand for a more modern institution
with lower costs and less ostentation.

There was a brief glimpse of what this
might mean in 2012 when tabloid news-
Ppapers reported simmering resentment
among some royals who felt Charles,
then Prince of Wales, was pushing them
to the margins.

Friday 16 September 2022

This was after the Queen appeared on
the balcony of Buckingham palace for
her 60th jubilee with only the future
King, his wife Camilla, and sons Prince
Harry and Prince William and the lat-
ter’s wife, Catherine. Typically, there
would have been a multitude of dukes,
duchesses and cousins.

“In one version of [a slimmed down
monarchy] you have a narrower
number of people living off the public
purse. He has a vision of that being the
direct line of succession rather than all
the cousins and aunts,” said a friend of
the new king who asked to remain anon-
ymous. “It will be less about the royal
family and more about direct succes-
sors, less about the history, heritage and
glamour, more focused on the role of
head of state.”

The monarchy is by default conserva-
tive, however, and any change to the
numbers on the royal payroll is likely to
come about gradually as family mem-
bers die or leave for other reasons.

“The slimmed-down version is what
we are seeing already,” said one person
familiar with the thinking in the new
king’shousehold.

Another who has worked for King
Charles, pointed out some of the royals
—the Duke and Duchesses of Gloucester
and Kent and Princess Alexandra, for
example — are elderly and when they
are gone, their official roles will end.

Among the younger royal family
members, King Charles’s son, Prince
Harry, and his wife Meghan have
already withdrawn from official roles.
Meanwhile, Prince Andrew, the king’s
‘brother, was barred from official duties
by the Queen because of his friendship
with convicted sex offender Jeffrey
Epstein. He deniesany wrongdoing.

Thisslow attrition of family members
would suit the monarchy’s gradualist
approach to change.

“The demand is for a more modern,

pproachable and inclusive
to fit with the times,” said Vernon
Bogdanor professor of government at
King's College London. “But the monar-
chy changes gradually by adapting.
Anyone whois in receipt of public funds
inthe royal family should be required to
take part in what has become a public
service monarchy,” headded.

Given the number of occasions royals
are expected to attend, the number of

The Queen and other royals at Buckingham Palace in 2019 — civis jackson/Gety images
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paid family members cannot be cut too
drastically, Bogdanor said. “There are a
lot of events — the opening of a new
townhall in Wigan or a library in Hartle-
pool —where people prefer aroyal toa
politician. It gives prestige to the area.”

But one of Queen Elizabeth’s long
time advisers predicted before she died
that demand for more radical change
‘would inevitably surface once she was
gone. Norman Baker, a former Liberal
Democrat minister in David Cameron’s
coalition government and author of And
What Do You Do?, which examines royal
finances, sees a slimmed-down monar-
chy in very different terms to those that
have emerged from the palace.

“what slimmed down is not, is having
five people on the balcony. It's making
the: ‘modernand

entitlements afforded them, he said.

These include such perks as the
exemption from inheritance tax that
King Charles will shortly enjoy, breaks
on corporation tax afforded to the pri-
vate royal estates of the Duchy of Corn-
wall and Lancaster, and the secrecy with
which the monarchy is allowed to con-
ductsome of its affairs. “The main prob-
lem underpinning everything is free-
dom of information. The monarchy
should be subject to the same rules as
other partsofthe public sector. Theyare
public servants with public money and
should be subject to the same public
accountability,” Baker said.

However, the fervour with which the
public has responded this week to the
death of a much loved Queen and the
of her 73-year-old son, sug-

something much closer to the Benelux
or Scandinavian models,” he said, not-
ing that other surviving European mon-
archies managed on a fraction of the
‘budget afforded to the Windsors.

In the UK, this would mean reducing
the number of royals to protect and pal-
aces to maintain, and discontinuing the
more anachronistic privileges and

gests the kind of change envisaged by
Baker remains some way off.

“The reality is [King Charles] needs
thesupport of the periphery just like the
Queen did. The whole thing about being
royal is being seen and being seen to be
believed. He can’t do it as a one-man
band,” said the person familiar with his
household.
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SPEEDMASTER ‘67

Co-Axial Master Chronometer
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level,

A CLASSIC ICON RETURNS

With its unique Broad Arrow hands and tachymeter scale on
the bezel,

the Speedmaster ‘67 is emblematic of the first,

Speedmaster line.

OMEGA
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revolutionary Speedmaster that was launched in 1957. For the
latest update, OMEGA has lifted the vintage spirit to another
with slimmer styling, extraordinary colour, and a Co-
Axial Master Chronometer engine that takes precision to the
next gear. This enduring watch is a front seat companion for

George Clooney, and represents the original, timeless look of the

Friday 16 September 2022

Race is on Carmaker Porsche sets out to win a luxury price tag that competes with Ferrari’s as its IPO looms © compaNiEs, PAGE ¢
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Shell chief to
make way for
successor at
end of year

@ Van Beurden calls halt to speculation
e Gas and renewables head to take job

TOM WILSON — LONDON

She]lclnefmmcmveBenvanBeurdems
decadeinthe

but an area where Sawan had less expe-

rience. He has been a member of shell’s

executive committee since July 2019.
kenzie described Sawan as “an

job, wlLIl head of gas and renewables
‘Wael Sawan named to replace him as
leader of the energy major.

Yesterday’s announcement ends
months of speculation over who would
succeed van Beurden at the FTSE 100

exceptional leader” with “strategic clar-
ity” and a “deep understanding” of Shell
and the energy sector.

Shell said the board had conducted an
extensive external search before
appm nhng f:rom within. Other mbernal

dto have been

Big Oil chief. rarely
serve longer than 10 years, and initial
preparations for van Beurden’s depar-
ture began shortly after Sir Andrew
Mackenzie’s installation as chair in May
last year, according to people familiar
with the matter.

Sawan, who will step up at the end of
the year, inherits acompany

include Huibert vigeveno, head of
shell’s downstream business, and Zoe
Yujnovich, head of upstream.

Sawan’s appeintment is likely to
result in another round of reshuffles on
Shell’s eight-person executive commit-
tee, starting with the selection of a new
gasand ibles head.

Sawan inherits a company
facing questions about the
strength and pace of its
strategy to cut emissions

record profits but still facing big ques-
tions about the strength and pace of its
strategy to cut emissions as it shifts
away from hydrocarbons to cleaner
forms of energy.

Shell reported quarterly earnings of
$11.5bn in July, breakingits profit record
for the second consecutive quarter.

A dual Lebanese-Canadian national
born in Beirut, Sawan has long been
viewed as a contender to replace van
Beurden. He joined the group in 1997
and has run its oil and gas pmjecls in

e

Biraj Borkhataria, head of oil and gas
equity research at RBC Capital Markets,
said Sawan was “respected” by the
investor community. “The shiftis likely
to be more of a continuation than revo-
lution of the strategy put in place by van
Beurden,” he said.

‘Van Beurden, who has spent his entire
39-year career at Shell, will continue to
advise the board until the end of June,
when he willleave the company.

In nine years as chief executive, he
oversaw the $52bn acquisition of BG
Group, relocated the company’s head-
quarters to London and overhauled its
strategy with a commitment to reduce
oil production and slash emissions.

But the Dutch executive has also faced
criticism, not least in his native Nether-
lands, where a court last year ruled that
Shell needed to cut emissions faster.

PR S

Global investor Patagonia founder donates his
business to the battle against climate change

Chain reaction:
EMMA DUNKLEY AND GARY JONES

Patagonia’s billionaire founder is
handing the outdoor clothing com-
pany to a trust that will use future
profits to battle the climate crisis.

‘Yvon Chouinard said in an open letter
to shareholders that the money the
company makes after reinvesting in
the business will be used to “help
fight” climate change.

The 83-year-old, who has a net
worth of $1.2bn, said he was transfer-
ring his family’s ownership to a trust
and anon-profit organisation to chan-
nel profits to environmental causes.
Theeompany expemm g[ve$100mn

othing group’s profits after reinvestment will fund green CAUSES — Bucrul Chukrut/SOPA Images/Sipa USA/ALmy

money we make after reinvesting in
the business will be distributed as a
dividend to help fight the crisis.”

‘The company will continue to oper-
ate as a private corporation run for
profit. Its voting stock is being trans-
ferred to the Patagonia Purpose
Trust, which will be overseen by the
family. The non-voting stock has been
given to the Holdfast Collective, a
non-profitgroup.

Patagonia, founded in 1973 in Cali-
fornia, has hundreds of stores across
five continents. Though known for

ing selling the business and donating
the money or listing Patagonia on the
stock 5

However, he said he “couldn’t be
sure a new owner would maintain our
values or keep our team of people
around the world employed”. He said
taking the company public would
have been a “disaster”, as listed busi-
nesses are “under too much pressure
to create short-term gain”.

The move by Patagonia comes as
more companies shift towards stake-
holder capitalism, balancing the

selling outdoor clothing, it has its  financial benefit of shareholders with
roots in climbing equipment, with  the interests of employees, customers
climbing enthusiast Chouinard iden-  and the environment.
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Adobe agrees
big premium
with $20bn
deal for Figma

RICHARD WATERS — SAN FRANCISCO
CRISTINA CRIDDLE — LONDON

Adobe has agreed to buy design soft-
ware group Figma for approximately
$20bn, sending a jolt through a sector
that has been among the hardest hit in
the tech sell-off that began last year.

San Francisco-based Figma, which was
founded in 2012, allows software devel-
opers and designers to collaborate
remotely and design everything from
slides for presentations to user inter-
faces onmobile apps.

Alongwith Australian start-up Canva,
itis part of a wave of new browser-based
design tools that have opened up the
design process to millions of non-de-
signers, expanding the market and pre-
senting a potential threat to Adobe, the
traditional leader in design software.

The price, which will be paid half in
cash and half in stock, is double what
Figma was valued at in its most recent
private funding round last year and 10
times its valuation in 2019, despite the
recent collapse in software stocks.

Acquisitions at multiples of 50 times
revenue and higher were common dur-
ing the software boom that peaked in
the pandemic, but multiples for most
groups have dropped below 20 this year
and acquisitions have become scarce.

The big premium contributed to a
slide in Adobe’s stock price early yester-
day, which was triggered by a cautious
earnings forecast from the company.
The downbeat projection wiped 16 per
cent, or $28bn, fromitsvalue.

“People in this environment are ask-
ing, why large deals? There are ques-
tions,” said Shantanu Narayen, Adobe
chief executive. But he claimed Figma
would be a “transformative” deal, and
that its browser-based approach and
collaborative tools would boost his com-
pany’s overall market.

Danny Rimer, a partner at Index Ven-
tures, which claims to be Figma’s biggest
investor, said it was on track for a listing
before talks with Adobe began.

Figma chief executive Dylan Field
came up with the idea for the company
after dropping out of Brown University
with co-founder Evan Wallace at the age
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\ALAL, ILS UEEPWALE DUSLIESS 11ULI FUu-
ston and the upstream division.
Sawan’s appointment last year as
head of the integrated gas and renewa-
bles business was viewed internally as a
sign he was being groomed for the top
job. Gas and renewables is now Shell’s
most strategically important division,

ALl 1AUyIIE SU PeL CenL uis yeat,
Shell’s share price is up about 10 per
cent since van Beurden was appointed.
“Ithasbeen a privilege and an honour
to have served shell for nearly four dec-
ades and to lead the company for the
past nine years,” van Beurden said.
See Lex
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“Earth is now our only share-
holder,” Chouinard wrote in the letter.
“Instead of extracting value from
nature and transforming it into
wealth for investors, we'll use the
wealth Patagonia creates to protect
the source of all wealth. Each year, the

L1 ULLUIE LEEU 101 WIS UL
did not damage rocks.

Since 1985 the business has donated
1per cent of sales to the preservation
and restoration of the environment,
awarding more than $89mn to envi-
ronmental groups. Chouinard said he
had considered other options, includ-

ULIEL CULPULELE CIIEL EARCULVES
have pledged to give away some of
their wealth to philanthropic and
environmental causes.

UL 17, ALEL ACCEPULE 4 SIVULUUY grant
from Peter Thiel, the financier.

In its third-quarter results yesterday,
Adobe posted net income of $1.1bn on

founder Bill id
in July that he was putting another
$20bn into the charitable foundation
runwith his ex-wife.

of $4.4bn, 13 per cent growth
year on year or 15 per cent on a constant
currency basis.

See Lex
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Ethereum faces five issues that will decide the Merge's success

Richard
‘Waters

as Web3 just had its Net-
scape moment? The
launch of the first web
browser in 1994 was a
turning point for the inter-
net. Now, if crypto enthusiasts are to be
believed, the switch by the Ethereum
blockchain to a new system for validat-
ing transactions — amove known as the
Merge — is an equally historic moment
for what has become known as Web3.

Moving away from its previous, ener-
gy-intensive validation mechanism puts
Ethereum on a more sustainable long-
term path. For the network that has
become the main platform for block-
chain-based applications, such as non-
fungible tokens and decentralised
finance, thatis certainly significant.

But nine years after Ethereum was
launched, there is still a long way to go.
Here are five issues that will help to
determine whether the Merge will one
day be seen as a significant moment in
the history of the internet.

First, the new validation mechanism,
known as proof of stake, doesn’t on its
own solve one of Ethereum’s biggest
problems: that it can handle only 15
transactions per second, a bottleneck

the Ethereum database into 64 frag-
ments. Since every computer on the net-
work would no longer need to keep a
record of every transaction, it would
greatly increase capacity and speed.
There are still big, unresolved ques-
tions about how this will work. Also,
sharding will not be a complete solution.
A 64-fold increase would lift the net-
work’s capacity to nearly 1,000 tps —
not far off the 1,700 tps capacity of the
Visa network. But the promise of Web3
is to use blockchain technology to medi-
ate every online interaction, meaning
far greater capacity willbe needed.
Second, the Merge brings with it a
whole set of unknown risks. In essence,
amarket worth $200bn is being shifted
on to entirely new foundations, with
new mechanisms and new roles for
market intermediaries that haven’t
been tested in real-
world conditions.

Rather than the
risks, many mar-
ket participants are
likely to be more
focused on the
potential for higher
returns. Under the

It's anyone’s guess whether
the yield will compensate
for the new risks — not to
mention the volatility in
the cryptocurrency itself

new proof of stake system, holders lodge
ether as collateral to validate transac-
tions in return for “staking rewards”.
That has turned a previously unproduc-
tive assetinto one that now offersayield
— something many are likely to find
attractive. But at this stage, it’s anyone’s
guess whether the yield will compensate
for the new risks — not to mention the
volatility in the cryptocurrency itself.
Third, the buildout of a broader layer
of market infrastructure on top of

thathasled to high ion fees

The Merge at least clears the way for
the network’s next big step, scheduled
for the second half of next year. called
“sharding”, this would involve splitting

FINANCIAL TIMES

is still in its infancy. So-called
layer twonetworks, such as Polygon and
Optimism, act as “rollups”, batching up
individual transactions and lodging
only a single entry on the Ethereum

FTWeeken

blockchain. Along with sharding,
Ethereum’s backers claim this might lift
overall capacity to 100,000 tps.

The companies that operate on top of

in this way could t
become powerful new intermediaries in
the blockchain world — something that
runs counter to the ideal of decentrali-
sation on which cryptoisfounded.

This leads to the fourth point: as the
broader Ethereum system evolves, its
backers will have to ditch some of the
crypto world’sideological baggage.

The emergence of influential new
intermediaries could also give govern-
ments a new point of leverage over the
system. For instance, iflarge numbers of
holders turn to crypto exchanges for
help with staking, then those exchanges
would play a key role in validating
transactions. That could expose them to
political pressure to block certain trans-
actions in pursuit of financial sanctions.

Fifth, and finally, improving the
underlying blockchain infrastructure
will do nothing to solve Web3's biggest

hall ing why this tech-
nologyisneededinthe first place.

The optimists claim that, with the
Merge completed and work under way
on solving Ethereum’s scaling chal-
lenges, effort will shift increasingly to
building the consumer-friendly experi-
ences needed to draw large numbers of
users. That means devising things such
as crypto wallets and marketplaces for
digital assets that are easier for ordinary
mortals to use. It also means coming up
with new applications that could not
have worked as well on the existingweb.

The Ethereum Merge doesn’t provide
any clues about what those uses might
be. But, to paraphrase Winston Church-
ill, it at least shows that Web3 has got to
the end of the beginning.

richard waters@ft.com
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Springer boss was landlord in Adidas outcry

Chief tipped off his own
tabloid on sports brand’s
lockdown rent freeze

OLAF STORBECK — FRANKFURT

Axel Springer’s chief executive used his

“the leading digital media pany of
the democratic world”.

In March and April 2020, Springer’s
flagship tabloid Bild published more
than 20 articles chiding Adidas for a
planned rent freeze during the first
lockdown. Other retailers with similar

data d by the Fi 1 Times
show that Dopfner is the co-owner of a
period building on Miinzstrasse in the
centre of Berlin in which Adidas rented
astore that operated over two floors.
‘When Dopfner was informed about
the decision by Adidas to freeze rent

best-selling tabloid against
the decision by Adidas to stop paying
rent during the pandemic, without dis-
closinghewasthe company’slandlord.
Mathias Dopfner, who has a 22 per
cent stake in Springer worth more than
€1bn, has become one of the world’s
most powerful publishers, acquiring US
mediasuch as Politico ashetries to build

pu]jcies, luding H&M, C he was furious, according to
i and Puma, reoelved slgn]ﬁ people familiar with the matter. He con-
mnﬂy less attention. The coverage trig-  tacted Bild’s editor at the time, Julian
gered a national outcry that culminated  Reichelt, and suggested the paper
in one MP burning an Adidas shirtand ~ orchestrate a public outcry on the
postinga clipon social media. grounds that Adidas was highly profita-
During its campaign, Bild did notdis-  ble and the non- payment vwlated the
close that its group chief ivewas  basic principl
an affected landlord of Adidas and the Hours later, Elld broke the news
source of the initial story. Land registry ~ abouttherent freeze by Adidas.

Innews and opinion articles over the

tually backtracked, buying full-page
I

matter of overriding public mLerest
1

includ-

following days, Adidas chief adverts in German

Kasper Rarsted was cast dycap-  ingBild, toapologi: its “mistake”.
italist who undermined the fundamen- Springer’s code of conduct stipulates
tal principles of trust. that “journalistic publicati

The Bild campaign plunged Adidas
into a PR crisis, as customers and politi-
cians threatened a boycott and German
labour minister Hubertus Heil sug-
gested that Adidas could be sued.

At the time, two out of three Adidas
shops globally were closed in lock-
downs. Adidas suspended its share buy-
back programme and its dividend, and
later asked for a €3bn government-
backed emergency loan.

The publisher said Dopfner di:
his interest to Reichelt but added that it
wou]d have been “absolutely not rea-

should
not be influenced by the personal or
business interests of third parties, com-
mercial interests of the company itself
outside of the journalistic business or
the personal financial interests of the
editors themselves”.

In a statement to the Financial Times,
springer denied there had been a poten-
tial conflict of interest, calling the

inprint.
“The story . . . was a mega scoop for
Bild and was picked up by many other
journalists internationally, including
the FT,” said Springer, adding that Dopf-
ner “acted completely in line with our
guidelines”. Reichelt said: “As a matter
of principle 1 donot discuss or confirm
sources . . . As aneditor, it was my dedi-

sion to run the story”
Adidas dedlined t it

notion “absurd”. The publisher said
Dipfner passed on the information to

inued, Adid.

Bildashe “i knew this wasa

Additional reporting by Silke Richter in
Berlin

Turkey’s businesses learn to ride out inflation

Executives focus on pricing,

productivity and exposure to

exports in hunt for resilience

LAURA PITEL — ANKARA
‘While western businesses reel from the
highest inflation experienced in dec-
ades many of their Turkish peers, who
face a rate almost 10 times higher, are
takingitin their stride.

The country has suffered many crises
but the economy continues to grow,
propped up by cheap credit, diversifica-
tion and savvy corporate management
honed during past turmoil

Industrials. Cost of living

Wi ~
https://digital.olivesoftware. com/ol|ve/odn/fta3|a/pr|ntpages aspx’7doc FTA%2F2022%2F09%2F16&ts 20220915194514&uq 20220804103507

China’s state
lenders cut
deposit rates
to lift economy

HUDSON LOCKETT AND CHENG LENG
HONG KONG

sSome of China’s biggest state-run
banks have cut deposit rates for the
first time since 2015, as Beijing
searches for ways to boost flagging
growth in the world’s second-largest
economy without risking runaway
depreciation of the renminbi.

State lenders including Industrial and
Commercial Bank of China, Bank of
China, Bank of Communications and
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“rtis difficult but we have faced this in
Turkey [before],” said a senior execu-
tive at one of the country’s biggest man-
ufacturers. “Somehow we know how to
support the customers, the dealer net-
work, to continue operations in a high
inflation environment,” he added, citing
how the company had managed to finda
sweet spot for pricing that covered its
costs without deterring customers.

Charlie Robertson, chief economist at
investment bank Renaissance Capital,
said Turkish corporate management
teams had experienced “soft coups, vio-
lent coups, sustained triple digit infla-
tionand multiple currency crises” in the

All pages from Financial Times (

25 years that he has spent
country. “Darwin’s ‘survival of the fit-
test’ certainly applies in Turkey,” he
said, adding that it is also buoyed by the
demographic dividends of its young
population and strong underlying GDP
growth. The economy expanded 7.6 per
cent year on year in the second quarter
and 11 per cent last year.

One of many challenges for Turkish
company bosses has been worker pay
due to the erosion of purchasing power
caused by official inflation that topped
80 per cent in August. Eurozone infla-
tionhit arecord 9.1 per cent in August.

As price rises began to take offin the
summer of last year, Mustafa Tongug,
chief executive of DHI Express in Tur-
key, complied a list of the cost of 50
basicproducts and compared them with
their equivalents in Germany in an
effort to persuade bosses in the logistics
provider’s headquarters tolift the wages
of his 1,100 staff. He would raise them a
further three timesin the yearahead.

“We as business can’t fix the global
economy but we can take care as much
as we can of our people,” said Tongug.
“In the last 12 months, a lot of compa-
nies went bankrupt. We felt people
should be assured of their job security.”

Tongug also came up with a new pric-
ing structure for customers and suppli-
ers, which include businesses in the tex-
tiles and automotive sectors, that fixed
the cost of some parts of their fees and
linked others to rapidly changing inputs
such as the cost of fuel and packing. His
advice to western ives is: “Don’t

Rates of panic, focus on productivity . . . focus
ing the onthe thi can change.”
official inflation Much of the Turkish business world is
in Turkey angry and frustrated at president Recep
topped 80% in Tayyip Erdogan, who is so opposed to
August while high interest rates that he has ordered
th I bank to cut borrowi
inflation hita still, even if his erratic economic
record 9.1% management marks a break with the
Eshan Demirfas/Bloombery

stability of his early years in power,
i they atleast h: peri-
ence of dealing with high inflation and
currency weakness from past difficult
periodsinthe1980s and 1990s.

The most recent sharp plunge in the
lira last December, when it hit a new
record low, was “not nice”, conceded
Tolga Kaan Dofancioflu, chief execu-
tive of the Turkish bus manufacturer
TEMSA. But he said that, as inflation
began to climb in Turkey and world-

‘ Turkey’s history of surging inflation
CP1 ()

wide, his company “immediately
switched gears” and decided to access
the financing needed to increase pro-
duction of low margin non-electric
vehicles.

“Obviously, high inflation or hyperin-
flation in the long run is not healthy. But
there is a period, a sweet spot, [where]
as a company, you need to take agile
decisions in order to not lose the mar-
ket.” He added: “In an inflationary
environment, investing early has a vir-
tueaswell.”

Turkish companies reduced their
exposure to swings in the lira in recent
years by “dramatically” scaling back
their dollar and euro-denominated debt
and accumulating hard currency,
according to Murat l"!cer, an economist
at the consultancy GlobalSource Part-

ners.

The deleveraging has brought their

net open foreign currency position

down from roughly $200bn in 2018 to

$100bn today. “This is a welcome and
d dabl he said.
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still, there are concerns about the true
scale of problem loans in the banking
sector as state lenders, in particular,
have used cheap credit to help strug-
glingcompanies stay afloat.

Many of the most successful Turkish
businesses — including those in the
automotive, chemicals and textiles sec-
tors — have prioritised exports, taking
advantage of the weaker lira to sell their
goods across the world and helping to
power economic growth.

It has been tougher for those heavily
reliant on local sales. Fitch last month

“We as
business
can't fix the
global
economy
but we can
take care as
much as we
can of our
people’
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downgraded the debt rating of a string of
corporates, including white goods
maker Arcelik and the telecoms com-
pany Turkeell, because of their high
exposure to the domesticmarket.

The CEO of a large retail business
focused on Turkey lamented that, even
if his sales grow in lira terms, the falling
currency means that the profits disap-
pear when converted into dollars. “It
makes life very difficult with investors,”
hesaid.

Robertson at Renaissance warned
there was a risk that the government’s
array of unorthodox measures aimed at
supporting growth while also propping
up the currency were putting the coun-
try’s sovereign credit rating under pres-
sureand couldeventually “come back to
bite” it. He pointed to a government-
backed scheme that promises to com-
pensate savers for a slide in the

rate as one example.

Others praise the resilience but
lament the missed opportunities for the
country, where GDP per capita is down
from a peak of $12,600in 20130 $9,600
last year — astark illustration of the ero-
sion of prosperity.

“Iworked so hard for the last 20 years.
only for our country to be back where it
‘wasinthe 1990s,” said one senior execu-
tive ata company with interests in tour-
ism and energy. “This country is so resil-
ientand i most

hat

Agricultural Bank of China cut interest
rates for three-year deposits by 0.15 per-
centage points yesterday to 2.6 per cent,
according to the banks. The lenders also
reduced rates for three-year certificates
of deposit by 0.1 percentage points to
1.45per cent.

The measures mark the latest
attempt to revive growth in China,
where policymakers are struggling to
contain the fallout from disruptive Cov-
id-19 lockdowns and a liquidity crisis
cascading through the property sector.

The cut to deposit rates comes after
China trimmed its benchmark lending
rate in August, with the one-year loan
prime rate lowered 0.05 percentage
points to 3.65 per cent and the five-year
LPR, a reference rate for mortgages,
slashed by 0.15 percentage points to 4.3
per cent, as regulators sought to support
small businesses and homebuyers.

Economists and analysts said the co-
ordinated move yesterday suggested
the banks had received instructions
from the People’s Bank of China.

Rising rates in the US have spurred
capital outflows from China, as inves-
tors have traded renminbi for dollars,
putting the Chinese currency on a
course for its largest annual fall against
thedollar on record.

“The PBoC is in a bit of a bind at the
moment,” said Julian Evans-Pritchard,
senior China economist at Capital Eco-
nomics, “It wants to provide more mon-
etary support to the economy, but at the
same time they don’t want to let the
exchange rate go too far beyond Rmb7
against the dollar.”

Evans-Pritchard added that lower
deposit rates would allow Chinese banks
to cut lending rates further without
requiring an official cut to the bench-
markLPR that could undermine China’s
currency. “It's a sort of stealth approach
to pushing down lending rates,” he
pointed out.

Analysts at Nomura warned that cuts
toth it rates would have a “negli-

people are still standing . . . But this
country could have been another South
Korea. I feel very sad when I think about
where it could have been compared to
‘whereitistoday.”

gible impact on the economy”, adding
that the “keys toan economic recovery”
were China’s Covid-19 policies and
whether Beijing took decisive action to
boosthousingdemand.

Schiphol airport chief quits over disruption

PHILIP GEORGIADIS.

The chief executive of Amsterdam’s
Schiphol airport has resigned over the
flight chaos that is still gripping the
Dutch hub, becoming the most senior
corporate casualty of this year’s travel
disruption.

Dick Benschop, a former politician, said
he would quit because of the intense
criticism he and the airport have
received in the Netherlands following
months of problems caused by staffing
shortages.

“A lot of attention, and criticism, has
been directed towards the way in which
Schiphol is tackling the problems and
my responsibility as CEO . . .1 do not
want the attention on me as an individ-
ual to become an obstacle for Schiphol,”
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NICHOLAS MEGAW — NEW YORK

he said in a statement. “I have done my
very best, but we're not there yet. Ihope
that thingsimprove soon.”

Benschop is one of the first aviation
chief executives to resign over the prob-
lems this summer, and to take publicly
take personal responsibility.

sengers and airlines a “quality” service.

schiphol is one of Europe’s busiest air-
ports and has suffered from a wave of
disruption that has extended into the
autumn. The airport was one of the first
to impose a cap on passenger numbers
‘to try to get a grip on operational prob-

The boss of Manchester airport Karen  lemsthat began this summer.
Smart resigned in April following dis- The drastic measures helped impose
rupti Easter, whil schief  greater reliability, but Schiphol was this
operating officer Peter Bellow quit in  week forced to ask airlines to cancel
July. British Airways chief executive = more flights because of low staffing lev-

sean Doyle made a string of changes to
his senior management as the airline
grappled with disruption in May.
Benschop will remain in place while
Schiphol’s supervisory board searches
for a successor. Its chair, Jaap Winter,
said the airport was facing “ongoing bad
news”, and “must return” to giving pas-

els. Passengers have complained of long
queues stretching through the airport
even as the busiest part of the summer
season comestoan end.

Benschop has led Schiphol since 2018,
and was a senior executive at Shell. He
‘was also deputy minister for foreign
affairsbetween1998 and 2002.

Shares in Corebridge Financial, the life
and asset management arm of insur-
ance group AIG, slipped in early trad-
ingafter it completed the largest US ini-
tial public offering of the year at the
bottom of its target range.

The unenthusiastic reception for the
first large IPO since May highlighted
investor caution around new listings —
even for profitable groups like Corebri-
dge that are seen as relatively low risk
compared with growth-focused start-
ups. AIG, which remains Corebridge’s
majority owner, sold 80mn shares, or 12
per cent of the company, at $21 per
share, raising $1.7bn.

The deal gave Corebridge an initial
market capitalisation of $13.5bn, 12.5

FINANCIAL TIMES

per cent below the top of its target range
and 39 per cent below the price at which
private equity group Blackstone bought
astakelast November.

Stock markets have been volatile
since Corebridge started its roadshow
last week, with the S&P 500 sufferingits
‘worst sell-off since June 2020 on Tues-
day. However, the index’s closing price
on Wednesday was 1 per cent higher
than when Corebridge’s target price
range was announced.

Shares in the carved-out business
opened at $20.50 when they started
trading on the New York Stock
Exchange yesterday afternoon, while
theS&P 500slipped 0.2 per cent.

The stock market debut of Corebridge
is being closely watched as a test of
investor confidence in a broader reo-

AlG’s Corebridge unit slips in market debut

pening in the IPO market, which has
been largely shut for most of the year
because of market volatility and eco-
nomicun inty.

Corebridge had previously aimed to
list in the second quarter but AIG
blamed the “high degree of equity mar-
ket volatility” in May and June for the
delay.

Corebridge reported revenue of $16bn.

in the first six months of 2022 and net
i of $6bn, though th

L were
flattered by gains tied toa reinsurer that
Corebridge owns aminority stake in.

Adjusted return on average equity,
the company’s preferred measure of
profits which excludes the gain from
Fortitude, the reinsurer, was 8.1 per
cent, compared with its target range of
12to14 percent.

COMPANIES & MARKETS

Porsche hopes its IPO can outpace Ferrari’s

Carmaker’s advisers seek a luxury valuation but critics have concerns around its models and corporate governance

PETER CAMPBELL — LONDON
JOE MILLER — FRANKFURT
Ferrari’s blockbuster listing in 2015
proved that carmakers can transcend
their manufacturing roots and be val-
ued asluxury businesses.

Now, with its own initial public offer-
ing only weeks away, the race is on for
Porsche to convince investors it belongs
to the same exclusive class as the Italian
thoroughbred.

“The idea [to list Porsche] has been
there ever since the [Agnelli family]
IPO-ed Ferrari,” said Cole Smead, an
investor in Volkswagen, which owns
Porsche. “It captured the imagination of
what Porscheis truly worth.”

There are some obvious parallels with
Ferrari. Both make powerful, head-
turning sports cars sold to the world’s
wealthy. Both have pledged to invest in
electric models, while also keeping their
much-loved combustion-engine models
ontheroad for aslongas possible.

Porsche has also hired Italy’s
Mediobanca, which took Ferrari and
luxury names such as Salvatore Ferrag-
amo public, as afinancial adviser for the
IPO. But there are also significant differ-
ences that stem from the radically dif-
ferent roads the two businesses have
taken over the past few decades.

Ferrari has focused exclusively on

https://digital.olivesoftware.com/

olive/od

Alox Kcaus/Boanary

executives stress the advantages of its
size and strategy of targeting a bigger
market.

“Ferrari is a luxury niche player,” Por-
sche chief financial officer Lutz
Meschke said in July. “We can benefit
from our economies of scale. That’s a big
difference.”

For now, investors seem convinced to
acertainextent.

While advisers expect a 30 to 40 per
cent corporate governance discount on
Ferrari’s valuation, this would still
makethe Porsche listing one of Europe’s
largest, valuing the business above the
likes of rival Mercedes-Benz at about
€80bn.

The IPO could also follow the trajec-
tory of Ferrari’s flotation, which priced
at the top of the range as investor
demand outstripped shares on offer,
then fell in the first few weeks after the

le before rising in sub: me
theadvisers added.

One prominent Tesla investor, who is
consideri xpects the Porsch

‘Ferrari is a luxury niche
player. We can benefit
from economies of scale.
That’s a big difference’
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expensive sports cars, raising prices and

limiting supply — hallmarks of the lux-

ury trade. Porsche, however, has
dedintoth Hordabl

ket and embarked ona major expansion
in sport utility vehicles, propelling sales
to more than 300,000 a year, close to
Jaguar Land Rover.

Sales of its Taycan electric sports car
alone are four times Ferrari’s total
annual shipments.

Porsche advisers, pressing the case for
luxury valuation, point out that it sells
15,000 cars in the super-luxury price
bracket, similar to Ferrari, and intends
tolaunchadditional models at this level.

But that does not wash with some ana-
lysts, whosay a carmaker’s claim to lux-
ury status should be judged by its cheap-
est model, not its most expensive.
Nobody considers Ford — which makes
the $500,000 GT supercar — a luxury
nameplate, theyargue.

The crucial question is “how much
you have to pay to access the brand?”,
said Philippe Houchois, an auto analyst
at Jefferies. Today, customers can buy a
new Mercedes for $35,000 and a Por-
sche for $65,000, but they will have to
pay upwards of $250,000 for a Ferrari,
headded.

Brand positioning aside, there are
other big differences between the two.

Porsche, for example, hassaid it is tar-
geting a profit margin of between 17 and
19 per cent in the midterm, and more
than 20 per cent in the long term. Thisis
along way short of Ferrari’s 25 per cent
margin in 2021 and it says it wants to
increase that again this decade.

The German group is also a long way
behind its rival on corporate govern-
ance.

Ferrari is run independently of its
former parent Fiat and the Agnelli fam-
ily and trades freely on the open market.

In contrast, retail investors are being
offered only 10 per cent of Porsche’s
shares and they do not carry voting
rights. The remaining 2.5 per cent on
sale is likely to be bought by the Qatar
Investment Authority, one of Vw’s larg-
estshareholders.
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Porsche has driven profitability at Volkswagen Group

Operating income, 2021 (€bn)

Porsche

Audi

Skoda

Scania

VW brand
Benfley

SEAT

VW commercial
MAN commercial

‘Sources: Volkswagers Refinitiv

Porsche hopes it will be valued in the same class as Ferrari
Share prices rebased

IPO to be a success, achieving a valua-
tion at the higher end of estimates of
between €60bn and €90bn.

Bankers marketing the deal alsoinsist
questions about corporate governance
areunlikely to undermine sales.

“Corporate governance is certainly
the focus topic [ameng potential Por-
sche investors],” said one banker
involved in the IPO, “but it’s not a deal-

“We should not expect VW tobecome
agovernance leader, we have to accept it
the way it is,” commented a major VW
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“Porsche is an outstanding asset. This
iswhat people will look at in the end, the

numbers.”

At the same time, the Porsche-Piéch
family, which is VW’s largest share-
holder, is being offered 25 per cent of the
voting shares, which puts them in effect
back in charge of an asset they lost
direct control of in 2012 when VW

of inadequate corporate governance at
‘the VW Group,” said Ingo Speich, a port-
folio manager at institutional investor
Deka, atop-20 VW shareholder.
“First and foremost, it is about the
owning [Porsche-Piéch] family being
bletod i h

bought: a 3

It also means the business remains
firmly enmeshed in VW’s convoluted
corporate governance structure —aweb
of interests including the state of Lower
saxony, unions and the Porsche-Piéch’s
investment vehicle — which has
deterred some serious investors from
buyingthe stoclk.

“The Porsche IPO bears the hallmarks

A
Oliver Blume: Porsche and VW chief
will retain both roles after the listing

in inary shares
and continue to call the shots.”

At the same time, VW recently
replaced chief executive Herbert Diess
‘with Porsche’s own boss, Oliver Blume,
‘who will continue to hold both roles
afterthelisting.

Blume has insisted that VW and Por-
sche “have the same interests”, although
they have recently taken different paths
on software and autonomous driving.
Some investors have backed his dual
mandate, one arguing that the arrange-
ment “might speed up things”.

Nonetheless, such decisions contrast
unfavourably with Ferrari, said Hou-
chois.

“If you’re going to use Ferrari as a
‘benchmark, the returns [at Porsche]
are half, the governance is unclear and
the liquidity is a challenge,” he said.
“There are a lot of Ferrari features in
Porsche, but they are too big and too
accessible to be truly compared.”

Aware of these criticisms, Porsche

Energy

EDF warns nuclear woes will cut €29bn of profit

SARAH WHITE — PARIS

EDF warned that core profits would
take a €29bn hit this year from outages
at France’s nuclear reactors, a sharp
rise on its previous forecast just weeks
ahead of full renationalisation by the
French government.

More than half of the 56 reactors run by
EDF are offline, a record number, as cor-
rosion problems discovered at some
sites add to maintenance stoppages,
including some that were delayed by the

Covid-19 pandemic.
That has pushed output close to all-
timelows, ingelectricity supplyina

country that is normally an exporter of
power and forcing the company to buy
power on wholesale markets that have
become hugely costly as Russia chokes
gas supplies to Europe.

EDF had previously estimated the hit
to its earnings before interest, taxes,
depreciation and amortisation at €24bn
for2022.

The French government is poised in
the coming weeks to launch a tender
offer for the 16 per cent of EDF it does
not already own. It has said it wants to
take full control as EDF gearsup to build
new reactors and addresses problems
withits existing fleet.

said the company’s financial woes have
added to incentives to remove it from
the glare of markets. EDF will also need
to add to its large debt pile to fund new
plants.

The group has come under govern-
ment pressure to get its reactors run-
ningagain for the winter and fix the cor-
rosion issues discovered last December
as quickly as possible. It has said restarts
are on track and capacity should return
to last winter’s levels, to 45 to 50 giga-

watts.

The faults have turned the spotlight
on France’s once-mighty nuclear indus-
try just as orders for new plants had

EDF’s Chinon nuclear plant in

‘begun to pick up again worldwide —and
have heightened a stand-off between
the state and EDF management.

Outgoing chief executive Jean-
Bernard Lévy, set to be replaced in the
coming weeks, has publicly called out a
lack of political direction by successive
governments, which he blamed for staff
shortages in the sector. Government
ministers, meanwhile, have criticised
EDF forits operational woes.

EDF’s finances were also hit this year
by government measures to cap elec-
tricity bills for households, adding to
tensions between the state and the
group.

The caps on price rises will be
extended into 2023, with power bill
increases limited to 15 per cent,
although it is unclear whether EDF will
‘be made to shoulder some of the cost of
the measure.

France'’s grid operator RTE has
‘warned that targeted power cuts may be
needed at moments of strain on the sys-
‘tem in the coming months unless house-
holds moderate their energy use.

France is also counting on imports
from other countries, including Ger-
many and Britain, to meet power
demand, even though gas shortages and
strained supplies elsewhere could limit
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COMPANIES & MARKETS
Fixed income. Deteriorating outlook
[ ]
Investors raise doubts over $15bn
[ ] [ ]
debt sale to fund Citrix buyout
Software group’s acquirers funding LBOs,” said Tim Crawmer, a

will need to borrow more to
fund job cuts after deal closes

ERIC PLATT AND ANTOINE GARA
NEW YORK

Bankers arranged $15bn in debt financ-
ing to fund the leveraged buyout of soft-
ware maker Citrix. But as they
attempted to sell the bonds and loans
over the past week, they shocked pro-
spective investors by revealing that the
company would need to borrow even
more money soon after the deal closed.

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F 16 &ts=20220915194514&uq=20220804103

portfolic manager at asset manager
Payden & Rygel.

To finance the equity portion of the
LBO, Elliott will roll about $125mn in
Citrix stock it already owns into the pri-
wvatisation and raise more than $2bn in
cash. vista will merge its Tibco software
business into the LBO at a $4bn valua-
tion. The companies will raise $2.5bn
through a preferred equity security that
carries a whopping interest rate of 12
per cent above Soff, the floating interest
rate benchmark.

On last week’s lender call, bankers at
BofA, Citrix’s recently hired chief execu-
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UN & CAll 15T TIUTSaay, eXecuves at
Citrix acquirers Vista Equity Partners
and Elliott Management said that soon
after their transaction closed, the com-
pany would need to draw from a revolv-
ing credit line to help fund $200mn in
cost-cutting initiatives and the move-
ment of some staff to outside the US,
according to four people briefed on the
matter.

“They don’t have cash on hand and
cash inthe business to pay for severance

‘Maybealotof . .. yield
hungry people will believe
in the story and there will
be enough of a discount’

and other wind-down cash expenses,”
said one investor on the call. “It was
lousy.”

The marketing of Citrix’s debt has
become a closely watched gauge of Wall
Street’s dealmaking abilities, and it has
been difficult. The banks agreed the
financing package in January before the
Federal Reserve initiated an aggressive
campaign to reinin US inflation by rais-
ing interest rates, making it vastly more
expensive to fund takeovers with bor-
rowed money.

The banks — led by Bank of America
and Credit Suisse — have set a Septem-
ber 19 deadline to offload the debt. So
far, investors have been reluctant to
take out their cheque books. One credi-
tor called the $16.5bn LBO a “bull-mar-
ket deal” that madelittle sense now.

The extra borrowing, to come from a
$1bn revolving credit line — a type of
facility thatis rarely tapped right after a
buyout —was seenasared flagbyinves-
tors, according to people briefed on the
matter.

BofA and Credit Suisse — which are
working side by side with more than 30
other brokers on Wall Street including
Goldman Sachs and Barclays — have
been slowly building their order books
asthey market the debt to investors.

The debt financingincludes a $4.55bn
term loan and $4bn secured bond, as
well as loans the banks plan to hold
themselves. Demand has been tepid,
with commitments for the loan surpass-

Debt to fund the

Citrix deal b cro

blect;,:nee:m::e to fund the Citrix buyout

difficult sell Debt package pifched fo pofential creditors ($bn)

since interest
rates have risen
Justin SuivanyGatty Imagas Banks are planning

1o hold this debt

How banks across Wall Street are attempting to raise $15bn

Revolving credit facility 1.0bn ‘millions of dollars.

2022

offer to finalise the financing package,
according to documents circulated this
month. But as banks have had to
increasethe discounts on that debt they
are staring down losses of hundreds of

BofA, Credit Suisse, Vista and Elliott
declined to comment.

themselves affer
struggling to find
other willing lenders

Term loan B

— &

&

Second-lien debt 2
3.95bn

o

Part of the $1bn revolver will be drawn affer the $15bn financing package Is complefed

Source: FT researc)

ing $4bn and orders for the bond reach-
ing more than $3bn on Tuesday, accord-

matter. Banker.

and 9 per cent, could now be priced with
ayield ashigh as 9.5 per cent, one person

A sharp market sell-off on Tuesday
has only complicated the situation as
investors fret that the Fed will need to
choke off growth to tame raging infla-
tion. One big lender said that the deal
hadbeen going somewhat well until that
morning, when the latest consumer
priceindex report wasreleased.

“In August I heard lots of big asset
managers [were] putting in big tickets
and they were excited to get a big cou-
pon,” the lender said. “After CPI that
kind of fell apart. Citrix s . . . a canary
forinvestor demand”

The precarious mood in markets has
already rippled out across Wall Street,
with JPMorgan Chase and Citigroup
warning that investment banking reve-
nues will be down substantially this
quarter. For private equity groups such

the deal size.

h e

ing to people with knowledge of the added on Wednesday. as Vista, which rely on banks’ fundrais-
Ily seek to drum ) ill expect the tr ionto  ing inery to buy up bits of corpo-  Our global
up orders that are atleast twiceasbigas  becompleted, althoughthey faceavery  rate America, rockier credit markets team gives you
different picture to what they imagined  will cap the size of buyouts. markef-moving
To entice some investors, the banks  when they clinched the deal in January. “Companies and investors are going news and views,
ing di: About $741mn has been earmarked for  to be more concerned about protecting 24 hours a day
The secured bond, which was initially ~ some of the banker fees and discounts  capital and maintaining liquidity than ft.com/markets

expected to yield between 8.5 per cent

that Citrix’s acquirers would need to

they are in the camp of chasing risk by

UVE 10M KTause, STeven wnite o Vst
and IsaacKim of Elliott tried to sell Wall
Street on the Citrix-Tibco combination,
which they referred to repeatedly as
“ComboCo™
The anodyne ComboCo description
underscores its low-profile business,
which will be a titan in the management
of servers, virtual desktops and the
isation of data and applications on
cloud computing networks.
CombeoCo’sbuyers fielded a barrage of

‘The risk is that inflation is
harder to control than the

market anticipates’
Robert Cohen, DoubleLine Capital
oni h, th itive

growth, p
pressures coming from Microsoft and
Amazon, and how outsourcing engi-
neers, reducing sales and marketing
staff and culling products would trans-
late into profits.

Inamore hesitant market where deal-
makers no longer fear missing out on
large deals, some have deemed the deal
overly complex and carrying too much
financial engineering for the expected
pay-off.

“Maybe a lot of starved, yield hungry
people will believe in the story and there
will be enough of a discount . . . that
they [underwriters] build a strong
book,” one lender said. “But there’salot
of hair”

Private lenders including Apollo Glo-
bal Management and Ares are backing
the deal, investing in the term loans and
providing some ballast in a difficult
market where the average US junk bond
now yields 8.4 per cent. But many inves-

tostay

Robert Cohen, a portfolio manager at

asset manager DoubleLine Capital, said
the rapid shift in expectations around
the Fed was “driving everything” in the
market.
“The risk is that inflation is harder to
control than the market anticipates,” he
said. “We’re worried about deteriorat-
ing macro conditions, and that’s tradi-
tionally not the time when investors
deploy alot of capital into the single-B
[corporate debtrating] risk.”

Ethereum marks digital asset milestone with Merge

South Korea eyes ‘contingency

upgrade but work lies ahead for mainstream acceptance

JOSHUA OLIVER — LONDON

Ethereum has completed a long-
awaited upgradetoits system ina move
expected to slash its energy costs and
intended to prepare the ground for
more use of crypto technology in main-
stream finance.

The upgrade, known as the Merge,
which changes how new transactions
are verified on the Ethereum block-
chain, was completed early yesterday,
said co-founder Vitalik Buterin.
Ethereum powers large swaths of the
‘Web3 world, which includes applica-

related assets and applications is
fraught with risks, from technical hic-
cup: ticipantsin
the decentralised network, even after
the Merge was completed.

Its backers expect a successful Merge
will boost confidence in Ethereum,
launched in 2015 by Russian-Canadian
programmer Buterin, and the multitude
of tokens and projects that run on its
blockchain, as well as blunt criticism
over its energy consumption.

However, Ethereum developers said
they would need to monitor the net-
work over the coming days to ensure the

tions such as digital collectibles and
decentralised finance systems.

The milestone, which has been prom-
ised by developers for years, was hailed
asone of the most significant moments
in crypto’s short history by fans, who
planned “Merge parties” in cities
around the world and followed live-
streamed watch parties on social media.

“Thisis the first step in Ethereum’s big
journey towards being a very mature
system. There are still steps left to go,”
Buterintold developers.

The Merge marked a high-stakes test
for the crypto sector after the crash in
token prices this spring wiped $2tn off
the value of digital assets and shook
faithinthe market.

Changing the architecture that under-
pins the $200bn ether cryptocurrency,
the flagship token on the Ethereum
blockchain, and tens of billions more of

Friday 16 September 2022

wor

“It is a complicated task,” said
Edouard Hindi, chief investment officer
at crypto hedge fund Tyr Capital. “One

Vitalik Buterin: “This is the first step. There are still steps to 0" — Mihae! Caglo/ety

tion was similar to that of Finland.
lot of volatility, and the market is ina The Merge refers to the moment
panicky mood.” when the existing Ethereum blockchain

The Merge representsjustonestepin  linked with a new network where trans-
aplan sketched out by Ethereum devel-  actions are validated by a group of indi-
opers to overcome limits on the net-  viduals and corporations that have
‘work’s capacity, which areseenasabig  staked their own tokens as collateral for
hurdle to achieving mainstream adop-  the security of the network, a system
‘tion of decentralised finance. called proof of stake.

“[The Merge] solves one issue but it The Ethereum Foundation estimates
does not solve a heck of a lot of other  thatreplacing proof of work will cut the
issues,” said Lars Seier Christensen, co-  blockchain’s energy consumption by
founder of Saxo Bank, who nowrunsa  about 99.95 per cent. It will also elimi-
‘blockchain project called Concordium. nate the need for Ethereum miners,

Ethereum, like bitcoin, has so far  companies that make money from vali-
relied on network participants solving ~ datingnew blocks via proof of work.
complex maths problems to validate Anticipation of the Merge has helped
new blocks, a process called proof boostthe price of ether, which hasrisen
of work. Ethereum’s energy consump-  about 75 per cent from its low point in
June. Ether has gained ground against

forgotten fine tune . . . could lead toa

plans’ to stabilise the won

SONG JUNG-A — SEQUL

South Korea said it was reviewing “con-
tingency plans” to tackle foreign
exchange volatility, with the Korean
won hovering at a 13-year low against
the US dollar as currencies across Asia
come under pressure from an increas-
ingly hawkish Federal Reserve.

Finance minister Cheo Kyung-ho
stepped up verbal intervention yester-
daytotry to stem an acute sell-offin the
South Korean currency, saying authori-
ties would take necessary measures if
there was excessive volatility.

“The exchange rate is rising too fast
and people are concerned about this. So
‘we are closely monitoring the market
situation,” he told a session of parlia-
ment. “We are staying on alert and

bitcoin, which has: just15 per
centover the same period.

However, the long effort to complete
the upgrade underscored the difficulty
of making improvements to the
Ethereum blockchain. Transactions on
the network are still hampered by slow
speed and high costs, which critics have
said limits the system’s ability to grow.

Hindi said the Merge was “just one
step in the right direction. There are
three or four more steps. It is a two or
three-year process. It’s a big, big plan
that s being rolled out and we will have
alot of surprises on the way, good and
bad ones.”

See Inside Business

* FINANCIAL TIMES

various plans
through inter-ministry discussions.”

The won extended losses yesterday,
falling to Won1,393.7 against the dollar,
its lowest level since March 2009. The
currency of the export-driven economy
has weakened 17 per cent against the
dollar this year.

The Bank of Koreawarned this month
that the won’s recent fall had been too
fast relative to the country’s economic
fundamentals. The central bank raised
its policy rate in August by a quarter
point to 2.5 per cent and signalled
more tightening to counter the won’s
‘weakness.

Analysts expected the currency to

continue its descent until the end of this
year, dragged down by the Fed’s aggres-
sive monetary tightening and Seoul’s
ballooning trade deficits.

“Asian currencies, including the won,
will remain under pressure for the time
being as the Fed continues its outsized
rate hikes while Japan maintains its
loose stance, China is cutting rates and
South Korea is not raising rates as much
as the US,” said Hwang Se-woon, a
researcher at Korea Capital Market
Institute. “But the won is likely to fall
further, although its pace is unlikely to
beasrapid asthe yen’s or yuan’s.”

The weaker won has heightened infla-
tionary pressure by increasing import
costs, as Asia’s fourth-largest economy
relies heavily on energy imports. South
Korea's inflation rate slowed to 5.7 per
centin August, from 6.3 per cent in July,
a24-yearhigh.

But the finance minister has forecast
South Korean inflation to peak in Octo-
ber. The country reported a record trade
deficit of $9.47bn in August as export
growth slowed while higher prices of oil
and other commodities inflated the
country’simport bill.

“We do not expect the trade account
to turnsupportive of the won in the near
term,” Standard Chartered said in a
recent research note. “Slowing global
growth and external demand will likely
keep the trade account under pressure,
outweighing any benefits from a pull-
back in commodity prices.”

COMPANIES & MARKETS

The day in the markets

What you need to know

® Wall Street and oll hit by interest rate
and recession fears

® Asla currencies under pressure

= Government bond values fall

US stocks and oil prices dropped
yesterday as investors scrutinised
economic data for clues about how
aggressively the Federal Reserve will
raise interest rafes fo curb inflation.

The broad S&P 500 gauge was down
0.6 per cent by late morning in New York.
The technology-heavy Nasdaq
Composite lost 09 per cent. European

newitine ~len elinnnd with tha raninnal

rollercoaster

‘ Oil prices pull back from recent highs on recession fears ‘

Brent crude ($ per barrel)

Scares lie ahead
on the economic

Europeisyet to supplement the fiscal-

“ | Mohamed El-Erian
- = | Markets Insight
he stunning shift in the
100 market mood and prices

A

over the past week is testa-

driven protection of households from
high prices with an energy allocation
1

mant tn tha

h that minimi

dented third, consecutive 0.75 percent-
age point rise next week. This will
accompany a pick-up in the pace of bal-

anca chaat raduction by tha Rad and T

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F 16 &ts=20220915194514&uq=20220804103507
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Stoxx 600 index decllnl ng 0. b per cem /f v instability in the current d;xrr'lagewthe economy. suspect, an upward revision in forecasts

Those moves came as fresh reports on m 80 environment for policymakers and china has yet to find a politically ~ for the peak of this interest rate cycle.
the US labour market and refall sales N investors. And it is an instability that amepmble way aut of the Covid “lives- Meanwhile, the European Central
gave mixed signals abouf the health of will intensify i ‘month: ” trap that, without ~ Bank has to incorporate the implica-
the world's largest economy, less thana The catalyst for what many labelled  progressin effective countrywide vacci-  tions of considerable fiscal policy efforts
week before the Fed announces its next “market carnage” on Tuesday —3to5  nation, undermines the country’s con-  to offset the impact of the energy crisis
monetary policy decision. | S s T T — T T 71— &0 per cent single-day losses in big US  tribution to demand and supply inthe  onhouseholds and business.

First-time jobless claims in the US came May 2021 2022 Sep equity indices — was an ugly inflation  global economy. Even the US, the The natural inclination to soften the
in lower than expected yesterday, at e report. And the August figures for the  strongest of the systemically important ~monetary policy stance in the face of

213,000 for the week ending

Us were disapp in so many ways

10 — down from 218,000 for the week
before and lower than economists’
forecasts of 226,000. That data pointed
to a tight labour market, one of the
factors faken into account by the Fed as
f sfrafegises on borrowing costs.

Retall sales for August were hotfer
than expected — rising 0.3 per cent
month on month, compared with
expectations of zero growth.

Earlier this week, worse than expected
US inflation data had spurred investors to

bank will hoist rates by a full percentage
point next week, slightly lower than the
one-in-three chance priced in
immediately affer the inflation report.
The prospect of aggressive monetary
policy tightening by the Fed has
intensified pressure on currencies in Asia,
where some central banks have
maintained a much looser stance.
offshore renminbi lost up to 0.6 per
cent to pass 7 against the for

In a sign of traders expecting more
assertive Fed action, government debt
markets came under pressure, with the
yield on the policy-sensitive fwo-year US
Treasury nofe rising 0.07 percenfage
points fo 3.85 per cent. Germany’s fwo-
year Bund yield added 013 percentage
poinfs to 1.52 per cent.

il prices fell sharply amid mounting
fears of recession and lower demand,
with Brent down

including, most importantly, a higher
month-on-month increase and broad-
eningindriversof core inflation.

Judging from the dramatic surge in
the two-year government bond yield, as
well as moves elsewhere in Treasuries,
markets found themselves scrambling
to price in an “HFL” moment — that is,
rates that are going Higher, getting there
Faster, and staying there Longer.

This time around, the delay in inves-
tm's amepﬁng amore rapid reversal in

economies, faces internal growth head-
winds. And all this at a time when infla-
tion pressures, and the demand destruc-

Given the hot inflation
numbers, the Fed has no
choice but to front-load
its policy response

tionthat comes with that, will only dissi-

global growth fragility and unsettling
financial market instability collides
with the reality of persistently high
inflation and the urgent need to restore
policy credibility. Indeed, central bank
hesitation would only serve to worsen
the scaleand complexities of 2023’s eco-
nomicand policy challenges.

This week’s market turmoil is not just
about the clash between markets’
recent over-optimism and economic
and policy realities. It is also a reflection.
of investors better coming to terms with

crank up their estimates of how far and the first time since July 2020. Japan's yen more than 3 per cent to $91.24 a barrel. hformar- p. the iplex uncertainty that confre
fast the Fed would increase rates to cool hovered around its weakest point in 24 US ol prices were off 3 per cent to just kets by (:entml banks had little to do As this develops, market inconsisten-  both policymakers and their own
demand. Markets are now pricing in a years, while South Korea's won traded at | over $86 a barrel. lan Johnston, Harriet with the prior inclination of policymak-  cies will be become harder to sustain.  approachtoassetallocation.

one-in-four chance that the US central

levels last seen in March 2009.

Clarfelt and Derek Brower

Markets update

ingofficials to weaken the anti-inflation
policy message. This tendency had pre-
viously helped keep alive the hope of a
softlanding and a rapid pivot away from
atighteningliquidity regime.

But since thelate August Jackson Hole

With higher short-dated yields, the
TINA edge (There Is No Alternative)
that stocks have long possessed is being
eroded. Longer dated bonds now offer
better protection against a big global
slowdown and financial system stress.

The good news lies in the twin pros-
pect of economies putting behind them
along period of inefficient allocation of
resources, and value being restored to
markets heavily distorted by over-pro-
tracted central bank intervention. For

- | [ [=] Et= [ | =2 speech of Fed chair Jay Powell, the US  And the economic and financial risks of ~ such prospects to be realised, econo-
us Eurozone Japan UK China Brazil central bank’s officials have been unu-  such a strong dollar, both athome and  mies and markets still have to navigate
Stocks. S&P 500 Eurofirst 300 Nikkel 225 FTSE100 Shanghal Comp Bovespa sually consistent in stating their uncon-  more importantly internationally, are  thehigher possibility of policy mistakes,
Level 390938 1638.89 2787591 7282.07 3199.92 10954330 ditional commitment to battle unac-  harder to sidestep. This is not a good  market stress and the behavioural traps
% change on day -0.93 -0.62 021 0.07 116 -0.91 ceptably high inflation, aswellasincon-  environment for central banks to be  that typically accompany whipsaws in
Currency $ Index (DXY) $per€ Yen per & $pere Rmb per § Real per $ veying the policy implications. playing catch-up. The risk of another  investor sentiment.
Level 109771 1000 143.470 1149 6978 5229 For policymakers and investors, there  policy mistake s rising.
% change on day 0103 0.000 0592 0777 022 1075 will be more bracing realities to digest in Given the hot inflation numbers, the ~ Mohamed El-Erian is president of Queens’
Govt. bonds 10-year Treasury 10-year Bund 10-year JGB 10-year Gilt 10-yearbond  10-year bond themonthsahead. Fed has no choice but to front-load its  College, Cambridge, and an adviser to Alli-
Yield 3464 1765 0252 3163 2661 12738 First, global growth fragility isrising.  policy response, including an unprece-  anzand Gramercy
Basis poinf change on day 6.690 5.400 -0.080 3300 -0.400 6700
World Index, Commods FTSE All-World Ol - Brent oIl -wTI Gold Silver Metals (LMEX)
Level 3981 & 8516 1703.90 19.51 371630
% change on day -0.80 -4.79 -4.81 -0.06 21 -0.95
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A poorly received takeover sent Adobe
plummeting to the bottom of the S&P
500 benchmark. The Photeshop maker
announced it was buying Figma, a

Shares in Vantage Towers, Vodafone's
wireless fowers business, rose more than
a tenth on a report yesterday that KKR,
Global Infrastructure Partners and other

Shares in THG lost almost a fifth
yesterday after the ecommerce group
downgraded its sales and profits
forecasts for the rest of the year, citing

collaborative web design tool, for $20bn private equity firms were competing to ‘the higher cost of energy and
in a cash and sfock deal. buy a stake in the unit. commodifies.
The price tag was considered high for a Bloomberg reported that EQT, the The Manchester-based company

group that appeared to provide feafures
that overlapped with Adobe’s offering.

souring sentiment further was a
trading update in which Adobe forecast
revenue of $4.52bn for its fiscal fourth
quarter, which was below the $4.58bn
Wall Street had expected.

Railroad operators Unlon Pacific and
Norfolk Southern climbed on news that a
tentative deal had been reached to avert
a large-scale rail strike. The agreement
ended a months-long deadlock between
rail groups and unions.

IronNet plummeted after chair Keith
Alexander warned that the cyber security
group had “encountered unexpected
headwinds” that necessitated a “further
restructuring” in order to contain costs.

In light of this shake-up, IronNef said it
was its issued

Swedish investor, was also exploring a
potential investment in the German-listed
tfowers business.

‘Shares in Hennes & Mauritz, known as
H&M, slipped by more than & per cent
after the Swedish refailer said the third
quarter had “got off to a weak start”
before it improved sequentially.

The group posted net sales of
SKr57.5bn ($5.4bn) for the three months
1o August 31, up 3 per cent year on year.
In local currencies. Net sales fell 4 per
cent.

Kien confinued fo come under pressure
yesterday, with its shares sliding more
than & per cent after they tumbled by
more than a quarter in the previous
session.

The German supplier of forklifts and

and

sales and annual recurring revenue
guidance for its fiscal 2023 year.

A tie-up with reality TV stars helped lift
retailer The Children’s Place, which
announced a festive-themed pyjama
campaign featuring Kris Jenner and
Khloé Kardashian. Ray Douglas

technology indicated this week that the
multinational’s adjusted profits and free
cash flows in the third quarter would be

formerly known as The Huf Group said
that It expected sales growth of around
10-15 per cent and adjusted core earnings
of between $100mn and £130mn for the
year ending December.

Shares in the furniture refailer DFS
slipped. Continuing pre-tax profits were
down 43 per cent fo £58.5mn in the 12
months ending in June, the company
reported, citing industry-wide inflationary
headwinds, as well as supply chain
constraints and “softened” consumer
demand.

Elsewhere, Hilton Food Group’s shares
slid by more than a quarter after the
company said it expected full-year profits
‘o come in below expectations, pointing
‘to consumers becoming more cost-
conscious, higher raw material prices and
rising Interest rates.

Energy and materials sfocks were
among the worst performers yesterday,
‘tracking a fall in commodity prices. Ol

impacted” by y
supply chain shortages” and higher ccsts
for materials, energy and logistics.
Harriet Clarfelt

and ga company Tullow Oil
fell almost 4 per cent, while gold
specialist Endeavour Mining was down
3 per cent. Abby Wallace

A snapshot of global
inflation

Annual % change in consumer
price indices.

Sousces: Refinifi, national satistics offces.
Litest figures avallable as a1 1 Augusr 2022,
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Change during previous day’s frading (%)
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93%
‘
0.07% 0.592% 0.811%

Stock Market movements over |ast 30 days, with the FTSE All-World in the same currency as a comparison
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ARTS

op musicis meant to beanov-

elty, the province of the

brand new and the right now.

In this regard, David Bowie

was a stickler. That is the first
obstacle for Moonage Daydream, direc-
tor Brett Morgen's memorably far-out
documentary account of the singer and
polymath. How do you make a fitting
history for a man who spent his life
scrubbing out the past?

It turns out you start with a surprise:
Bowie always did like to keep people on
their toes. So, from among the many
jukebox favourites the film might open
with — “Heroes” just one obvious exam-
ple — Morgen picks instead the techno
din of 1995’ “Hallo Space Boy”, top 10
hit in Finland and Israel, unloved foot-
noteeverywhere else.

And yet on screen and across space-
time, tearful superfanslose their minds,
awed young faces from the days of Ziggy
Stardust. Take the overture as meeting
another challenge. If we go in thinking
we already know an overfamiliar figure,
Morgen invites a reappraisal with hands
at the scruff of our necks. Between those
wonderstruck teens, moved to near-re-
ligious hysteria, and a tune from a point
when most peoplehad stopped listening
to the new material, an unlikely ques-
tion suddenly arises: wait, remind me,
who on earth was this “David Bowie”?

And what the hell is Moonage Day-
dream, Morgen wants us to ask too, wil-
fully channelling his subject’s jagged
high art spirit. Close your eyes and you
can picture the director bristling at the
polite term “music documentary”.
Open them for upper-case Cinema.

The basic ingredients are the usual
archive remnants, forgotten TV docs
and tense exchanges with middle-
brow chat show host Russell Harty —
but assembled here into a grand,
kaleidoscopic scramble of freaky,
un-narrated fragments.

still, amid the chaos, Morgen borrows
asly old trick as well. For all his chilly
futurism, Bowie was also that most
enduring thing, a brilliant stage per-
former. Here too, we keep circling back

Above: David Bowie in
‘Moonage Daydream’.
Right: Julia Roberts
and George Clooney in
“Ticket to Paradise”

Moonage Daydream
Breft Morgen
Fekdd

: e K . .
reak out in a movie daydream, oh yeah

‘to concert footage, given its own jittery
edge by the simple expedient of ear-
splitting volume. (This really is a movie
tobeheard and seen on the bigscreen.)
In theory, the air of strange transmis-
sion might make the film hard going for
newcomers. Actually, those more likely
o be alienated are casual admirers who
come for a singalong. If Morgen seems
like the kind of fan who would sniff at
such behaviour, the pay-off to his ambi-

Ticket to Paradise
Ol Parker
ko

Skandal: Bringing Down Wirecard
James Erskine
Jekkk

Funny Pages
Owen Kline
Hokok ke

tion can be thrilling. The soundtrack is
part of the process, greatest hits
stripped back to isolated basslines and
echoey drumtracks.

The same sense of starting over
informs the portrait of Bowie himself.
Beyond the standard spacemen and
androgyny lies the legacy of his cultur-
ally hip, schizophrenic half-brother
Terry Burns, who died in 1985: a dread
of mental illness and a magpie fascina-
tion with writers, thinkers and the zeit-
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geist. But the movie ventures further
still, putting a fingertip on teasing ideas
about the black holes in our identities,
the the lack of an authentic self we
might hope to fill with, for instance, our
taste in films or music. (“Iama DJ/I am
what1play,” as hesings on camera.)

Not every Bowie gets past Morgen’s
gatekeeping. A connection left unmade
is the one between art and commerce,
when the star’s individualism and fran-
ticwork ethic surely prefaced the 1980s
as much as anything on Seary Monsters
(and Super Creeps). (The pioneering
“Bowie Bonds” sold to investors in 1997
gounmentioned too.)

And, having scaled the outer limits,
Morgen finally gives in to convention. A
belatedly neat three-act structure finds
our hero succumb to humdrum supers-
tardom, before creative rebirth. The
redemption story feels pat compared
with what came before, but then, like
lesser moments of the Bowie back cata-
logue, there is anupside —a reminder of
"how deathless the best stuffis.

InUKand US ci 16

And yet there are Roberts and
Clooney, doing the robot to Run DMC
during a drunken Bali night out, and the
sheer dazzle of star power and perfect
teeth almost makesit OK.

of course, the love the movie really
celebrates is the one that cinema-goers
once reliably felt for big names of their
ilk, as well as slick, mid-budget crowd-
pleasers such as Ticket to Paradise —a
movie down on one knee, earnestly ask-
ingfor another chance.

In UK cinemas from September 20 and US
cinemas from October 21

‘When does new documentary Skandal:
Bringing Down Wirecard turn seriously
0dd? The rise and fall of the German
online payments giant always did have a
touch of the surreal. Could serial fraud
and money laundering really have been
the whole purpose of such a darling of
the Frankfurt Stock Exchange? (Spoiler
‘warning: yes.)

Peak bizarre is surely reached when
the trail of wrongdoing from company
head ters arrives at a terraced

After the happy ever after comes Ticket
to Paradise, a sugary screwball served
with a thick wedge of nostalgia. The
director is Ol Parker, but more relevant
still is producer Working Title, the vet-
eran British romcom makers who once
defined the genre — not least via the
‘much-loved Notting Hill. Now one star of
that movie, Julia Roberts, reunites with
the company if not fictional beau Hugh
Grant. Instead, her opposite number is
George Clooney, the pair cast in a story
crafted like a sequel to an imagined
smash from the 1990s.

The twist is the starting point. Rob-
erts’s busy art dealer and Clooney’s bull-
ish architect enjoyed their picture-book
moment a quarter century ago — one
followed by a bitter split. Their names
are Georgia and David, but let’s be real
here, they are Julia and George, two
megastar personas making a comic
show of bickering when their characters
are thrown back together. The pretextis
another passion: a holidaying daughter
Lily (Kaitlyn Dever) gone head over
heels in Bali for gallant local seaweed
farmer, Gede (Maxime Bouttier).

Themovieis uncertain of how muchit
‘wants to make fun of the job. Asit is, we
learn more about monofilament lines
and flash freezing than we might in
other romcoms, with wisdom dispensed
too about the harmonies of the ocean. “1
am so out of balance,” Lily sighs. An
engagement follows, pending married
life amid the spa-treatment visuals. And
so for artfully fuzzy reasons —er, some-
thing about their own middle-aged fear
of commitment? — her estranged par-
ents rejoin forces to crush love’s young
dream, and return Lily to America.

‘While the headliners play wrecking
balls, the film would crumble without

house in small-town Consett, County
Durham. But not so fast. Next stopisa
dog groomer in the rural Philippines.
Yet all this is only the half of it. “And
then the story gets weirder,” promises
FT reporter Dan McCrum, who led the
investigation that would topple the
company. Remarkably, he is right.
Collegiate kudos aside, Wirecard truly
is a great story, streamlined here for the
general Netflix audience. Graphic novel
visuals propel the narrative; a begin-
ner’s guide to finance introduces the
short sellers who also smelled arat. The
focus is democratic, split between those

investors and a gaggle of FT staffers. But
McCrum sees most screen time ina tale
pre-packed with espionage trappings,
documents in Tesco bags passed under
thetable of Japanese restaurants, shady
figures from a Wirecard counter-op
evaded on the Central Line. Former FT
editor Lionel Barber (colourful of lan-
guage) becomes a sitting target, bugged
from across the Thames.

Moreish detail keeps coming. (Even
though Wirecard was in bed with gang-
sters, staff were primly asked to call the
porn sites it worked with “emotional
content.”) A jaunty tone is easy to strike
now, but the film also spotlights the
stakes when the outcome was still up in
the air, alesson in how sticky things can
get for newspapers harassed not just by
hired geons but national authorities.
The German financial regulator was so
protective of Wirecard, it took up legal
cudgels on the company’s behalf. And
then, yes, the plot only thickens. Fiction
is once more out-stranged by the peri-
odic madness of the market.

On Netflix from September 16

Can any age be as hideous for everyone
concerned as 172 Witness Funny Pages,
a scabrous comedy of painful growth
from first-time director Owen Kline.
The teenager is New Jersey high
schooler Robert Bleichner (precisely
played by Daniel Zolghadri).

If you saw his eager expression and
knew only that he was a wannabe comic
bookartist, you might brace yourself for
atypical indie coming-of-age, sweet and
heartwarming. Eighty-six minutes later,
you would still be braced. From the first
scene between Robert and his bounda-
ry-free artteacher, the movie delights in
nudging you on to the wrong foot —and
Robert is revealed as a sneering ingrate,
leaving home for attempted independ-
enceindown-at-heel Trenton.

The movieis setin the presentbut has
the bleachy look and antic energy of a
lost American burlesque by Hal Ashby
or Elaine May, time capsuled in 1974.
Laughs are abundant, but my God, the
film can be sad and queasy too, filled
with the frank misanthropy of under-
ground comic writer Peter Bagge. The
story can hardly be autobiographical —
Kline is the son of actor Kevin, raised on
New York’s Upper East Side — but some-
where he clearly picked up a hawk eye
for the misfitlives of suburbia.

In UK cinemas from September 16

Left: FT
reporter Dan
McCrum in
‘skandal:
Bringing Down
Wirecard”.
Below: Matthew
Mabher, left, and
Daniel Zolghadri
in ‘Funny Pages’
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reainrm ana accelerate the pace of
several such developments.

Xi’s remarks as he presided this
monLh over a meeting of ﬂle CenLral

ion for C
Deepemng Reform, one + of the party
bodies he uses to rule China, set out a
clear vision for technology.

The development of “core technolo-
gies” was not something that could be
left up to the free market but had to be
led by China’s government, the state
broadcaster CCTV quoted Xi as saying.

In an indication of the importance
that Xi attaches to this agenda, he
appea.rs set tn pack the new Central

about 200
uf the most senior officials in China,
with technocrats, rather than career

by 2025

Sam MchedfAR
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from renewables  Cham vVuinerabiity perpetuated by the
fact that 95 per cent of installed indige-
nous Chinese capacity is dedicated to

namea 8,997 enterprises as ~lttle
giants”, putting them in line for tax
breaks so they can help China compete
with the US and other western powers.
Xi, in a letter to the meeting, said he
hoped such enterprises would “play a
more important role in stabilising sup-
ply chains” — indicating his ambition
that the “little glants” would help to
ise China’ industry.
Support for such efforts can be found
in Beijing’s increasing control over the
country’s venture capital industry. In
the past few years, China has overseen
the establishment of more than 1,800
so-called government guidance funds,
which have raised more than Rmbétn
($900bn) to invest largely in tech sec-
tors that Beijing deems “strategic”.

FINANCIAL TIMES

De Neld N Our OWN Nands,” e said.

‘With the country’s energy self-suffi-
ciency rate at about 80 per cent, that
leaves some 20 per cent of supply —
mostly in the form of imported oil
and gas — relatively vulnerable to exter-
nal shocks. china is particularly
concerned about shipping routes
through “chokepoints” such as the
strait of Malacca, where US naval power
Tremains supreme.

Michal Meidan, a director at the
oOxford Institute for Energy Studies,
says Beijing is adopting an increased
focus on renewables such as solar and
wind as part of the solution. “China
looks at the global geopolitical situation
and assesses the vulnerabilities around
supply chains,” says Meidan. “Enhanc-

been at pains
not to fall
foul of
western
sanctions
imposed on
Russia,
butalso its
focus on
decoupling
from the
dollar has
sharpened’

such a neavy emphasis on domestc
technology poses a significant risk to
those multinational companies focused
on supplying the Chinese market. How-
ever, some analysts believe there are
still important limitations on the scope
of the “fortress China” plans.

Yu Jie, a senior research fellow at
Chatham House, a UK think-tank,
argues that China cannot afford to com-
pletely isolate itself from the world due
toits export-oriented structure.

“Sectors with strategic importance
and everyday necessities for the popula-
tion will be treated as matters of
national security,” says Yu, “whereas
sectors that require foreign capital and
manpower will remain open and inter-
connectedtotheworld.”

Friday 16 September 2022
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Bonus cap was always a
misguided policy, but there is
apolitical cost to scrapping it

The bonus cap wasimposed by the EU in
the wake of the financial crisis to try to
temper excessive risk-taking by bank-
ers. Since then, it has had the perverse
effect of driving up fixed pay, thereby
diluting the discretion of regulators in
dealing with wayward traders and hob-
bling banks’ ability to cut costs in down-
turns.

The UK has long been against the cap,
even mounting a legal challenge against
the EU (eventually withdrawn) over its
implementation. Repealing it after
Brexit has been on the to-do list of the
last two governments, but they viewed
the political risks as too great. Now
Kwasi Kwarteng, the new chancellor in
Liz Truss's government, wants to push
ahead, despite the unfortunate optics
of doing so during a cost of living crisis.

His decision therightone.

‘Thecap limits bonuses to 100 per cent
of bankers’ fixed pay, or 200 per cent
with shareholder approval. Beyond the
EU cap, the UK introduced rules that
enable banks to claw back bonuses
reaching back a decade in the event
wrongdoing is discovered, giving Britain
one of the strictest bonus regimes in the
world.

No doubt, scrapping the bonus cap
will be a gift to Labour and risk
entrenching Conservatives in voters’
minds as the party of the rich. With
inflation in the UK standing at 9.9 per
cent — the highest in the G7 — it will
make it harder for the government to
argue for wage restraint for public serv-
ice workers, when banks will be free to
dole out multimillion-pound bonuses.
The opposition leader, Keir Starmer, has
already derided the plan as “pay rises
for bankers and pay cuts for district
nurses”.

The move would show the City of
London a little love after two prime

ministers who were lukewarm in their
support for one of the UK’s key sectors.
1t would fit with the new government’s
true-blue, avowedly Thatcherite aver-
sion to red tape. But while it will help the
City compete for talent with banks in
Hong Kong or New York (where there
are no similar caps), its contribution to
Kwarteng’s 2.5 per cent annual eco-
nomic growth target will be marginal.
More significant is its role in signalling
the government’s intent to deliver a
Brexitdividend.

Cutting the cap is intended to be part
of a wider deregulatory agenda for the
City, dubbed “Big Bang 2.0”. Deregula-
tion for its own sake, however, is a mis-
take. Plenty of measures introduced
since 2008 have made banks safer, from
tougher capital and liquidity require-
ments through to rules designed to
improve personal conduct. Caution is
needed before diluting any of these.
Moreover, many were set at a global,
rather than EU level, meaning they
cannot be repealed simply because of

The Truss government sends a signal to the City

Brexit. This leaves Kwarteng at risk
of presenting more a whimper than
abang.

When the cap was introduced, it was
characterised as a move by the EU to
rein in London’s buccaneering bankers
— with some justification. But the UK
unilaterally imposed its own stringent
measures, notably ringfencing retail
lenders from their riskier investment
banking units, and helding senior man-
agers personally liable for wrongdoing
on their watch, as well as the bonus

wbacks. Each step of
will have to be judged on its merits. Jetti-
soning the bonus cap isjustifiable; other
potential reforms, such as ditching
clawbacks, wouldnot be.

Making a marginal, albeit headline-
grabbing, deregulatory move to appease
the City is one thing. A bigger test willbe
whether the government can push
through truly meaningful structural
reform in areas, such as planning, where
its supporters may be more resistant
to change.
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Bagehot’s central bank rule applies to commodity futures too

Gillian Tett raises some important
issues regarding energy derivatives

John Burn-Murdoch

In Norway, people across the income distribution have high

living standards. In the UK and US, the rich fare well but the
poorest rank low vs other countries
Disposable household income” ($'000, constant 2020 PPPs),

by position on income distribution
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herewould you rather

live? A society where

the rich are extraordi-

narily rich and the

OOr are Very poor, or
one where the rich are merely very
well off but even those on the lowest
incomes also enjoy a decent standard
ofliving?

For all but the most ardent free-
marketlibertarians, the answer would
be the latter. Research has consist-
ently shown that while most people
express a desire for some distance
between top and bottom, they wmlld

top earners rank fifth, the average
household ranks 12th and the poorest
5 per cent rank 15th. Far from simply
losing touch with their western Euro-
pean peers, last year the lowest-earn-
ing bracket of British householdshad a
standard of living that was 20 per cent
weaker than their counterparts in
Slovenia.

It’s a similar story in the middle. In
2007, the average UK household was 8
per cent worse off than its peers in
north-western Europe, but the deficit
has since ballooned to a record 20 per
cent. On present trends, the average

ratherlive ably

hold will be better off

societies than they do at presem.
Many would even opt for the more
egalitarian society if the overall pie
was smaller than in aless equal one.
On this basis, it follows that one
good way to evaluate which countries
are better places to live than others is
to ask: is life good for everyone there,
orisit only good forrich people?

T amourar thic wia man lank ot haur

than its British counterpart by 2024,
and the average Polish family will
move ahead before the end of the dec-
ade. A country in desperate need of
migrant labour may soon have to ask
new arrivals to take a pay cut.

Across the Atlantic it’s the same
story, only more so. The rich in the US
are exceptionally rich —the top 10 per
cent have the highest top-decile dis-
posable incomes in the world, 50 per
cent above their British counterparts.
But the bottom decile struggle by with
astandard of living that is worse than
the poorest in 14 European countries
including Slovenia.

To be clear, the US data show that
both broad-based growth and the

amnl Aictrihatinn nfite nranaade mat_

fixed-pri to of

“safe” will i end in

energy. However, as the current

failure. Energy supply is arguably at

Governments would therefore do well
to adapt Walter Bagehot’s rule of

‘trading and clearing (Opinion, debacle once again illustrates, the risk least as crucial a part of the critical central banking when choosing who to
9). A few further points are | management of such instruments s far | infrastructure of modern societies as support and how: in times of liquidity

wanh making. from trivial. the banking system. Consequently, crisis, lend unlimited amounts to

First, commodity derivatives serve One important lesson from the crisis | while the fundamental causes of the solvent operators against good assets

an important social purpose by is that central clearing and strict present extreme price volatility need to | (broadly and sensibly defined) butata

allowing not just the locking-in of collateral rules that have been imposed | be addressed, the final backstop to the punitive interest rate.

future sale prices by producers. Equally | by regulation in the past decade donot | market will necessarily come from the Antti Suhonen

importantly, the existence of remove financial risk but merely ayer. Professor of Practice, Department of

functioning derivatives markets redistribute it. Thus, well-intentioned But there should be a price to pay for | Finance, Aalto University School of

enables the provision of long-term attempts to make the market failures in risk management. Business, Espoo, Finland

‘Why doubts persist about savx | Judge Japannotonits EV | “There is no greater joy

Melrose’s takeover of GKN | — sales but its hybrid success | at the start of the day’

Regarding your report that Melrose is The Lex note (“Toyota: slow lane”, Iagree with Monica Seeley (Letters,

‘to spin off GKIN's auto business September 10) is right that Japanese August 20) on the joys of journaling. I

(Report, September 10), T argued at the
time of the original deal in 2018 that
support for Melrose’s bid for GKN was
“shallow and short-termist” (Letters,
February 7, 2018).

At that point, GKN had lined up a
definitive agreement under which
Dana, the US automotive supplier, had
offered $6.1bn — $1.6bn cash, the
assumption of $1bn pension liabilities,
and Dana shares valued at $3.5bn — for
just GKI's auto division. Shareholders
could have cashed in, while retaining
all GKN’s other activities, perhaps
adding the proceeds from a potential
divestment of the powder metallurgy
division, which was also under
consideration.

‘With support from the City, Melrose
acquired GKN for £8bn. Today the
‘whole of Melrose, which comprises all
GKN's assets including the auto, aero
and powder metallurgy divisions as
‘well as Melrose’s other activities, hasa
market cap of £5.15bn ($5.97bn).

So how exactly has Melrose lived up
‘o its promise to increase shareholder
‘value? From Britain’s viewpoint, GKN
auto closed its Drivelines factory in
Birmingham last year with the loss of
over 500 skilled jobs: just 50
‘white-collar workers remain out of
21,000 worldwide.

‘When I'worked for GKN (1974~
1980), our team helped to take the
auto division Drivelines global. If the
need for a global approach is now being
finally acknowledged in Melrose’s
proposed IPO, why did the City and its
commentators not support GKN’s
global deal with Dana four years ago, in
preference to yet another takeover by a
conglomerate?

‘Will Melrose really prove more

“MORE TRICALE Downr
FoR US, THEN "

the corporate sector, in the relevant
period. If you switch, on a full-time
basis, from being a company employee
to self-employment, your entire
earnings — whether high or low, and
whether or not they change up or down
as a result — will migrate away from
the “wages and salaries” sector of
national income.

If you then trade as a company, your
earnings will themselves have moved
into corporate profit; and if not, they
will go into profits of the personal
sector. Either way, you will be
contributing to an increase in overall
corporate profit relative to pay —
without anybody being necessarily
“badly done to”. I have tried, so far
without success, to see whether there
has been any authoritative research on
this statistical effect; T am starting to
suspect that there has not been.

Another possible distortion comes
from the extent of privatisation of
previously state-owned commercial
services. In countries like the UK, and

FUNe ~um
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carmakers rank low in relation to
electric vehicle sales made, yet with
their hybrids they are leading in terms
of the true decarbonisation delivered
to-date, and likely will be for at least
the decade ahead.

‘Whether you look at the taxi fleets in
Zurich for the last decade, or the
preferences of US and European
consumers again this year as gas prices
surge, the terrific mileage and
efficiency being delivered surely
exceeds the true CO, contribution of
the large EVs with their environmental
footprint from the mining of battery
materials through to charging points
powered by fossil fuels.

And Toyota’s new battery plant
investment announced this month for
its hybrids — with a breakthrough
design of a nickel/hydrogen battery —
comes also without the much-talked
about issues related to lithium
Dbatteries whose cost, safety and
recycling are challenging all
automakers.

Ray Kubis
Miami, FL, US

British lack of deference
didn’t help in Brexit vote
Reading advice provided by those who
have been involved in government can
be interesting. So I was curious to know
‘what Tony Blair’s former adviser John
McTernan had to say in his opinion
piece “How toruna government from
3).

took my O-level equivalent in India in
December 1970, and wrote all my
papers with a fountain pen. I still have
that one.

Throughout my training and a 35-
‘year career as an ophthalmic surgeon
in the NHS I have always written all the
notes with a fountain pen.

several of my patients would
compliment me as Twrote clinical
notes, remarking that it had been a
long time since they had seena
consultant using a fountain pen. As
calligraphy is my hobby, clarity of my
notes was never a problem, often
compensating for all the jokes about
doctors and their handwriting.

However at medical school, I had my
pathology paper returned with spelling
mistakes underlined in red by the
professor.

When I asked him “Why me?”, he
explained that mine was the only paper
he could read word for word. 1learned
very quickly that if  was to continue
writing neatly, I had to work on my
spelling!

There is no greater joy, at the start of
the day, than unscrewing the cap,
dipping the fountain pen in a bottle of
ink, and writing the journal.

Arvind Singh
Glasgow, UK

Second-home feature
shows FT's Chinese walls

In House & Home, the author and

Downing Street”
He presents some practical advice,
but in the comments on the difficulties
a prime minister has handling the
endless scrutiny he includes that of “an
increasingly well-educated, informed,

and nan_Asfarantinl slartaeats’”

Julian Baggini asks: “Is
owning a second home unethical?”(FT
‘Weekend, September 3).

It’s an interesting question for a
newspaper which depends, in large
measure, upon advertising revenue

Frrm hath nranarte Asvalanare and
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peuple at dlfferenl points on the
income distribution compare to their
peers. If you're a proud Brit or Ameri-
can, you may want to look away now.
Starting at the top of theladder, Brit-
ons enjoy very high living standards
by virtually any benchmark. Last year
the top-earning 3 per cent of UK
households each took home about
£84,000 after tax, equivalent to
$125,000 after adjusting for price dif-

AU L UL DS 1 s s
ter for wellbeing. Five years of healthy
pre-pandemic growth in US living
standards across the distribution
lifted all boats, a trend that was con-
spicuously absent in the UK.

But redistributing the gains more
evenly would have a far more trans-
formative impact on quality of life for
millions. The growth spurt boosted
incomes of the bottom decile of US

ferences between countries. This puts
Britain’s highest earners narrowly
behind the wealthiest Germans and
Norwegians and comfortably among
the global elite.

So what happens when we move
<down the rungs? For Norway, it's a con-
sistently rosy picture. The top 10 per
cent rank second for living standards
among the top deciles in all countries;
the median Norwegian household
ranks second among all national aver-
ages, and all the way down at the other
end, Norway’s poorest 5 per cent are
the most prosperous bottom 5 per cent
in the world. Norway is a good placeto
live, whether you are rich or poor.

Britain is a different story. While the

Friday 1 Sepfember 2022

h holds by roughly an extra 10 per
cent. But transpose Norway’s inequal-
ity gradienton to the US, and the poor-
estdecileof Americans would be a fur-
ther 40 per cent better off while the
top decile would remain richer than
the top of almost every other country.

oOur leaders are of course right to
target economic growth, but to wave
away concerns about the distribution
of a decent standard of living — which
is what income inequality essentially
measures — is to be disinterested in
the lives of millions. Until those gradi-
ents are made less steep, the UK and
US will remain poor societies with
pockets of rich people.

john.burn-murdoch@fft.com
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in handling its high-tech aero division,
or equally its global activities? Or

should we expect a quick sell-off, once

Europe, the scale of this over the past
35 years or so has been heavy. It has
created a whole new sector of

pasa us cas

the undertaking it gave the corporate profit, with no direct effect
government to retain in on income.

Britain expires next year, with the loss So let us try to be sure that available
of more jobs and yet another global data on any subject is meaningful
champion? before founding too many moral panics
Professor Chris Carr onit.

University of Edinburgh Business School Andy Thompson

Edinburgh, UK Worcester Park, Surrey, UK

Shift from pay to corporate | Here's the choice — grey

profit is not what it seems

We often see concern expressed in your
columns about a trend in OECD
countries in recent decades that
suggests a higher share of national
income is going to corporate profit as
compared with pay. Rana Foroohar’s
column again alludes to it (“Who will
pay for the shift to resilience?”,
Opinion, September 12).

It occurs to me that there could be
some distorting factors behind the
trend. Many countries have seen some
significant shifts towards
self-employment, mainly from within

survival or going green

In “An energy reckoning looms for the
west” (Opinion, August20) Helen
Thompson discusses the implications
of Europe’s energy planning decisions
in response to today’s energy crisis. The
real choice, however, is not between
“economic misery or compromise”,
Rather the globe should decide
whether to attempt a grey survival in
the short run or go green for long-term
sustainability.

Haris Doukas

Associate Professor, National Technical
University of Athens, Greece
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Really? Twish!

Non-deferential they may be, but
‘would that lack of deference be
necessary if the electorate had chosen
more wisely in the 2016 referendum,
the last two elections, and in the recent
(Conservative membership) vote toa
new party leader, and thus a new prime
minister? Cause and effect?

Christine Speer
London TWS, UK

Quiet quitting; the French
were at it 20 years ago

1donot understand why the
English-speaking world is making such
a fuss about “quiet quitting” (Opinion,
September 13).

The French wrote the book about it,
literally, almost 20 years ago. Bonjour
paresse by Corinne Maier, a writer,
psychoanalyst and economist, is an
international best-seller.

The French subtitle reads: “On the
art and necessity of doing the least
possible in the enterprise.”

Jem Eskenazi
London N3, UK
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secondary home sellers, not to mention
adspendfmmpnvatejetsalmand
charter companies.

At least it can be said that there
seems to be a proper “Chinese wall”
between the business and editorial
arms of the Financial Times.

Or, perhaps, as Baggini’s personal
website states, his ideas are meant to
be “seeds of thought, scatttered [sic] to
either take root or not”. We'll never
know for sure.

Small ideas sadly often do take root
and, in this case, the FT might rue the
day that the article was published.
Certainly, the advertisers of homes in
1biza, London or the Cote d’Azur might
well object.

As would many of those full-time
residents who depend financially upon
the generous visits of their

d-hy and summer

Itls]ustapltynagglmdldntmkethe
users of private jets to task too, among
them Hollywood’s “limousine ].ibera].s"
who are forever preaching at us about
the dangers of climate change.

James W Gerard
New York, NY, US

Opinion

Iran may have overestimated US appetite for reviving nuclear deal

Kim
Ghattas

egotiations to revive Iran’s

20151landmark nuclear deal

with the west are back in

the the deep freeze. Last

‘weekend, Tehran doubled
down on some of its conditions and
European powers responded by saying
they had reached the limits of their flex-
ibility.

The talks in Vienna have see-sawed
endlessly since negotiations resumed
last April under President Joe Elden
Th uses and p
followed by predictions of a near con-
clusion. This downturn feels more
definitive — the deal may not be reviva-
ble, though no one will declare it dead.
Certainly, the Biden administration will
not re-engage fully until after the
November midterms. US secretary of
state Antony Blinken put the blame
squarely on Tehran: “Iran seems either

unwilling or unable to do what is neces-
sary toreach an agreement.”

It’s easy to stay focused on the diplo-
macy, levels of enrichment and nuclear
safeguards, all of which are important.
As negotiations drag on, Iran becomes
closer to being a threshold nuclear state
and the International Atomic Energy
Agency has warned that the informa-
tion gap about the country’s activities is
growing. But there is an immediate real-
life impact to this outcome. Some in the
region follow every twist and turn in the
negotiations as though their lives
depended onit— because they do.

Siamak Namazi, the longest-held Ira-
nian-American hostage in history, has
been incarcerated in Tehran’s notorious
Evin prison since 2015 on trumped-up
charges. Along with his ageing father,
Baquer, and two other Iranian-Ameri-
cans hostages, Morad Tahbaz and Emad
Shargi, Namari is being used as a pawn
by Tehran in an effort to extract more
concessions in negotiations with the US.

Each step back and forward in these
talks, brings Namazi hope and despair.
Through his American pro-bono coun-
sel, hei Bidento “geti &

show the resolve needed to free ALL US
hostages here before it’s toolate”.

on the other side of the equation,
‘there is a palpable sense of relief in some
parts of the Middle East, particularly
Lebanon and Iraq, where many suffer
the violence of Iran’s proxy militias.
There is incessant talk in Beirut and
Baghdad about the billions of dollars
thatwould be released to Tehran if sanc-

The expectation was a
quick conclusion of talks.
But Tehran misread the
changed dynamics

tions are lifted, and how much that
would boost both its hard and soft
power. Iran has been stung by the back-
lash against its influence in Iraq — new
funds would help appease disgruntled
allies. In Lebanon, where the economy
has been in freefall for the past three
'years, there's been more vocal criticism
of Hizbollah for failing to provide basic

its supporters.

So what next? Iran may still be calcu-
lating that it is better served by dragging
out the process. But itrisks overestimat-
ing how much the white House wants
the deal. When Biden came into office,
Iran and its regional partners watched
with glee as he appointed key officials
they remembered from the Obama
administration, including Special
Envoy for Iran, Rob Malley. The expec-

next move would do well to watch Iraq,
where political turbulence rules and
street protests almost led the country
into civil war. This was effectively a bat-
tle between Iran loyalists and their
opponents, including Moqtada al-Sadr,
the prominent Shia cleric. Al-Sadr and
others may not be timing their political
moves according to the state of nuclear
talks, but they will inevitably seek to gain

tation was a quick and con-
clusion of negotiations.

But Tehran misread the changed
«dynamic of old Obama hands staffing a
new Bidenadministration. Jake Sullivan,
now national security adviser, always
took a tougher line on Iran, as did Wil-
liam Burns, now CIA chief. Iran repeat-
edly upped its demands, and Washing-
ton has called its bluff. Iran may believe
the White House is busy fretting about
the failed negotiations, but since this
spring, I've sensed some indifference in
‘Washington about whether or nota deal
isreached. Plan B consists of close co-or-
dination with regional allies, including
Israel, to ensure better containment of
Tehran than in the past.

Those seeking to understand Iran’s

dv from Tehran’s waning appeal.

Iran’s regional opponents often
engage in wishful thinking about how
quickly its influence will subside, hop-
ing its proxy militias will loosen their
gripon Slua communities in Lebanun or
Iraq, and i
of theIslamic Republic.

They will be waiting for a long time.
But the nuclear talks faltering at the
same moment as the possibility of a
Russian defeat in Ukraine and a morale
b\mst for the west, is an interesting

flection point. Th ity is that
this will further deepen Iran’s unease —
the risk is that it will drive it to deploy
more force.

‘The writer is author of ‘Black Wave’

Mini-Budgetis
agreatgamble
with the UK’s
public finances

Chris
Giles

wasi Kwarteng is set to

deliver a mini-Budget next

week that will define the eco-

nomic policies of Liz Truss’s
Conservative government.

We know the new chancellor will

reverse this year’s rise in national insur-

ance contributions and stop a planned

increase in corporation tax rates next

April. Kwarteng will outline the costs of

holding down gas and electricity prices

this winter, although this forecast will

come from the Treasury without the

independent scrutiny of the Office for

Budget Responsibility. And finally, he is

The IMF must
step up to help
Ukraine

Gillian
Tett

ver since Ukraine liberated
the Kharkhiv region last
weekend after Russian occu-
pation, western observers
‘"have wondered how Moscow

might: mspond Now' theypan]y lcnow

“Russiah

Kyrylo Shevchenko, central bank gov-
ernor, forcefully outlined the problem
earlier this week. Since the invasion,
Ukraine’s economy has shrunk by more
than a third, inflation jumped above 20
per cent — and an estimated $97bn in
infrastructure was destroyed, just by
June.

This is alarming. But it could soon get
worse. Shmyhal says the government
currently has a $5bn hole in its monthly
budget since tax revenues have col-
lapsed, while military spending has
soared.

Sy'mpatheuc western creditors have

ter offensive by deslmymg civil infra-
structure,” Ukrainian prime minister
Denys Shmyhal told the Financial
‘Times on Thursday, noting that Russian
missiles have knocked out electricity
plants and seriously damaged the gigan-
ticKryvyiRih dam.

This creates big humanitarian and
‘military challenges. Butit also invites a
key economic question: can Kyiv con-
tend with the immediate, spiralling
financial costs of destruction without
tipping into fiscal crisis and/or hyperin-
flation?

The problem for Ukraine is not just
how to fund the costs of future peace-
time reconstruction, estimated to be in
the region of $350bn. It also faces an
immediate budgetary crisis as it tries to
keep its economy (and its people) alive,
and power on. Unless it receives rapid
assistance from the IMF. amone others.

filed” existing foreign debt, sav-
ing KYIV around $6bn, bankers tell me.
shmyhal says the finance ministry has
also sold $14.5bn of domestic war bonds
and plans to sellmore.

But the central bank is wary of too
much war bond issuance because it
fears this will lead to hyperinflation. Itis
entirely correct to worry: war often
sparks di: us inflationary spirals.

‘And though Kyiv has received an esti-
mated $17bn of international loans and
grants this year, this does not entirely
plug the fiscal hole. And Shmyhal reck-
ons that Ukraine will f: hly defi-

small(ish) dollops of $1.4bn emergency
aid since the invasion. The second
emerged this week after Kristalina
Georgieva, IMF head, spoke to Presi-
dent Volodymyr Zelenskyy by phone, as
heheaded to the eastern frontlines.
However, Kyivis now asking the fund
‘to offer a fully fledged programme, ide-
ally of at least $15bn. Such numbers are
not unprecedented in IMF history:
Greece and Argentina received more to
‘Dbattle their respective crises. But what
‘would make any Ukraine package con-
troversial is that the IMF has never
implemented a significant structural
adjustment programme in a country
engulfed in full-blown war before.
Ukraine’s relations with

cits of around $3.5bn in 2023, assuming
the wardragson.

So what should the west do next to
shore up Ukraine’s financial defences?
Probably the most important move
would be to urge the IMF to provide
meani support.

The fund has alreadv implemented

the IMF have been prickly in recent
years. Economists at the fund have

Meaningful support

soon could prompt
T1C

ranma aid feaes the

B

fretted about the country’s “poor gov-
ernance” (the polite phrase for corrup-
tion) and Zelenkskyy’s erratic commit-
ment to economicreform in the past.
On Ukraine’s part, there has been
widespread resentment of western fin-
anciers and IMF austerity plans — and
opposition to the idea of foreign inves-
‘tors grabbing Ukrainian assets. So much
so, that when Zelenksyy was “just” a TV
actor playing the fictional president in
the popular show Servant of the People
(before becoming the actual president
in2019), he enthusiastically kicked the
IMF out of Ukraine. You could notmake

ER Chalikopouiou

iblish a new government target
0[2.5 per cent economic growth every
year, supplementing the Bank of Eng-
land’s 2 per centinflation target.

It is easy to imagine how Kwarteng
will sell the new policy of tax cuts to
boost growth and longer-term eco-
nomic performance to the House of
Commons. “The central objective of the
government’s economic strategy is to
maintain a faster rate of growth of
national output,” Kwarteng might say.
Lower taxes are vital because it is “cru-
cially important tolook beyond the next
year and to lay firm foundations on
which we can build a fast rate of eco-
nomicgrowth in the future”

“We have made massive reductions in
taxation so as to increase employment,”
the ch Lor will lude. “We

Aan A

sovereign wealth fund. Umerovtells me
he has a mandate to sweat state assets,
or sell them to global investors, to raise
cash. So 1, for one, hope that the IMF
finds the courage to offer meaningful
support soon, not least because this
could prompt more aid from the US and
Europe as well. An IMF reform pro-
gramme could pull in more private sec-
tor investment if (or when) war ends, or
even sooner if western governments
start offering war insurance to private
investors.

Georgieva, forher part, hashinted she
is getting ready to be creative: after

thisup. speaking to Zelenskyy, she told staff
But war is now resemng Ukraine’s  that “we are going to modify somewhat
litical usheri our

1magmal>le levels of unity and innova-
tion — and undermining the power of
previously dominant oligarchs. This
creates more openings for reform. And
Zelenksyy’s government is trying to
show that it will be as fiscally responsi-
bleasthe IMF needs.

Last week. Rustem Umerov. an offi-

capacity” and “there is
a build-up toward a fully fledged pro-
gram”

This is good news but she cannot act
‘without the support of the IMF board. So
all eyes are now on what the US and
European governments do at next
month’s IMF autumn meeting. There is
much atstake — for Kviv and the west.

have held down [energy] industry
prices,” thereby demonstrating that
“expansion and the attack on inflation”
gohand-in-hand.

Our best defence against
loose policies is for
Britain’s independent
institutions to stand firm

Kwarteng, who holds a PhD in eco-
nomic history, will instantly recognise
that I used no imagination in devising
these words, just the cut and paste func-
tion on my computer and a copy of
Anthony Barber’s 1973 Budget speech. It
mmeayearafmrthe same Conservative

h said in his 1972 i
do not believe that a stimulus to
demand of the order I propose will be
inimical to the fight againstinflation.”

These two Budgets are widely
regarded as the worst pieces of short-
term economic management in Britain
since the second world war. Inflation
soon rose above 24 per cent and com-
parisons with the “Barber boom” are
never complimentary. The Budgets did
not even help Edward Heath win the
general electionin February 1974.

While Truss had few options but to
hold down energy prices this winter,
there is no need to stoke inflationary
pressures and weaken the longer-term
sustainability of the public finances
with additional permanent tax cuts.

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F 16 &ts=20220915194514&uq=20220804103507
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it risks losing this ecm;umic Eattle Z
whatever happens on the military side.

one structural adjustment programme
in Ukraine, in 2015. It has also given two
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and Europe as well

cial who is rlmmng peace mg\)mtmns
was appointed as head of a putative

gillian_tett@ft.com

TECHNOLOGY

John
Thornhill

hen one of Google’s sen-
ior researchers asked

Smarter machines risk creating dumber humans

words in vast data sets and automati-
cally replicate them on demand. They
operate like speedy auto-complete
functions, but with no instinctive or
acquired preferences, no memory and
no sense of history or identity. “LaMDA
is indeed, to use a blunt (if admittedly,
humanising) term, bullshitting,”
Agueray Arcas wrote.

When OpenAl, a San Francisco-based
research company, launched one of the

the company’s LaMDA
chatbot whether itwasa
plnlu sﬂphlcal zombie”

( iti with-
out having any inner life, consciousness
or sentience) it replied: “Of coursenot.”
Unconvinced, Blaise Aguera y Arcas
asked the AT-enabled chatbot how he
could know this was true. “You'll just
have to take my word for it. You can’t
‘prove’ you're not a philosophical zom-
bie either,” LaMDA answered.

Our machines are becoming smarter
— and sassier — at astonishing and
unnerving speed. LaMDA isone of anew
generation of large language, or founda-
tion, models, which use machine learn-
ing techniques to identify patterns of

first dation models, called GPT-3,
in 2020 it stunned many users with its
ability to generate reams of plausible
text at remarkable speed. Since then,
such models have become bigger and
more powerful, expanding from text to
computer code, images and video, too.
They are also emerging from sheltered
research environments into the wilds of
the real world and are increasingly
being deployed in marketing, finance,
scientific research and healthcare. The
critical question is how closely these
technological tools should be control-
led. The risk is that smarter machines
may mlymakedumber humans

Th

astanford University professor and co-
founder of SambaNova Systems, a sili-
con Valley start-up that helps clients

processes by analysing documents.
“Nobody really knows what banking
willlook like in 10 years’ time — or what

deploy AL “The pace of i and
the size of the models is increasing dra-
matically,” he says. “Just when you
thought that we were reaching our lim-
its, people come up with new tricks.”
Notonly can these new models gener-
ate text and images but interpret them
too. This enables the same system to

If trained on biased data

AT foundation models
can devalue the currency of
truth and threaten privacy

Sets,

learn in different contexts and handle
multiple tasks. For example, Hungary’s
OTP bank is working with the govern-
ment and SambaNova to deploy Al-
powered services across its business.
The bank aims to use the technology to
add automated agents atits call centres,
ise services to its 17mn retail

usesare lllghllghmd by Kunle Olukotun,

customers and streamline its internal

the tech will look like. But T am
100 per cent sure that AT will play a key
Tole,” says Peter Csanyi, OTP’s chief dig-
ital officer.

have developed

P
powerful foundation models, such as
Google, Microsoft and OpenAL, restrict
access to the technology to known users.
But others, including Meta and Eleuthe-
TAI share it with a broader customer
base. There is a tension between allow-
ing outside experts to help detect flaws
and bias and preventing more sinister
use by the unscrupulous.

Foundation models may be “really
exciting and impressive” but are open to
abuse because they are “designed to be
devious”, says Carissa Véliz of oxford
university’s Institute for Ethics in Al If
trained on historically biased data sets,
foundation models can produce harm-
ful outputs. They can threaten privacy
by extracting digital detail about an
individual and using bots to reshape
online personas. They can also devalue
the currency of truth by flooding

* FINANCIAL TIMES

the internet with fake information.

Véliz makes an analogy with financial
systems: “We can trust money so long as
there is not too much counterfeit. But if
there is more fake money than real
money, the system breaks down. Weare
creating tools and systems we cannot
control.” That argues for the implemen-
tation of randomised control trials for
foundation models before release, she
says, just as for pharmaceutical drugs.

The Stanford Institute for Human-
Centred AT has pushed for the creation
of an expert review board to set commu-
nity norms, share best practice and
agree standardised access rules before
foundation meodels are released.
Democracy is not just about transpar-
ency and openness. It is also about insti-
tutional design for collective govern-
ance. We are, as the Stanford institute’s
Rob Reich putsit, inarace between “dis-
ruption and democracy”.

Until effective collective governance
is putin place to control the use of foun-
dation models, it is far from clear that
democracy vnll win.

john.thornhill@ft.com

Moreover, assuming new policies
improve the long-term average rate of
growth of the economy simply repeats
Gordon Brown’s mistake in late 2006
when he announced a faster trend
growth rate of the economy before dem-
onstrating success.

The coming fiscal statement is there-
fore taking great risks both with infla-
tion and the public finances. The gaping
trade deficit will rely on the kindness of
strangers to finance the UK living per-
sistently beyond its means and the
chancellor will have to hope that finan-
cial markets thiswinter are gentle.

In these circumstances, the best
defence against loose policies is for the
UK’s independent economic institu-
tions tostand firm. The Bank of England
needs to demonstrate that it is deter-
mined to offset the additional inflation-
ary pressure created by the govern-
ment’s borrow and spend attitude.

The OBR should insist on publishing
an official forecast by the end 0f 2022, so
thatit can meaningfully meet itslegisla-
tive requirement to produce two assess-
ments of the public finances a year. It
should reject Kwarteng’s wishful think-
ingover a2.5 per cent trend growth rate
until the chancellor can demonstrate he
hasachieved his ambition.

There s little doubt that these institu-
tions must be irritating for a chancellor
who is “unashamedly pro-growth™. But
they were created precisely to guard
against repeating the mistakes of the
1970s. That moment has come.

chris.giles@ft.com
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Shell/Wael Sawan: a flare for gas

The Anglo-Dutch oil producer plans to devote less of ifs investment budget to renewables than
TotalEnergies or BP. Under ifs outgoing chief executive, fotal share price refurn has been sluggish

compared with ifs largest rivals. Also ifs valuation has fallen to historic lows.

Fosun:
spree cleaning

Fosun is showing signs of stress. The
highly indebted Chinese conglomerate
has alarmed investors, with one of its
entities planning to cut its holding in a
core healthcare unit. It has followed up
by saying it will file a lawsuit against
Bloomberg. The bone of contention
was a news report alleging that
regulators asked some lenders and

financial and political mistake. The

3 percentage point reduction in a
reported indirect stake of 38 per cent
would not be large. But it pointsto a
dangerous direction of travel. Fosun
should sell overseas trophy assets first.

Patreon:
creator inflator

The creator economy was supposed to
ditional media and

state-owned comp
their exposure to Fosun.

Shares plunged then rallied after
Fosun denied the report, which it said
had “seriously misled investors”. But
the spat changes nothing financially.
Data suggest Fosun is in a bad place.

Hong Kong-listed shares have nearly
halved in the past year to a decade low.
Some of its offshore bonds have fallen
below 45 cents on the dollar.

The group owns a sprawl of
businesses from French resort group
Club Med to English football club

supplant
entertainment business models.
Instead of working for a company,
writers, comedians, filmmakers and
other creators of content could go
straight to their audience, charging a
subscription for access to their work.
Platforms facilitated publishing and
payments and took a cut of income in
return. Patreon, Substack, Cameo and
OnlyFans carved out their own niche.
But as in the real economy; inflation
is hitting the creator economy hard.
Competition for content is fierce. San

‘Wolverhampton d Net
liabilities are 83 per cent of Fosun’s
enterprise value, according to S&P
Global. Bond repayments next year are
expected to be as much as $8bn. Debt
has grown amid a drop in earnings,
which fell by a third in the first half.

Itis equally pertinent to ask how
strong the political credit of Fosun is
with the Chinese Communist party.

The government has been reining in
conglomerates that expanded overseas
via s. Deleveraging is a key
policy goal. Beijing restricted large
overseas investment sprees five years
ago, especially in areas such as hotels,
entertainment, real estate and sports
clubs. These were areas where Fosun
had been an active acquirer.

The parallel is with local peers HNA
and Anbang. Debt-fuelled foreign
acquisition sprees triggered official
disapproval. The authorities jailed or
detained top executives from Anbang
and HNA. The Chinese government
seized Anbang in 2018, HNA went into
bankruptcy administration last year.

A key differentiating factor between
these groups and Fosun is subsidiary
Fosun Pharma. The healthcare unit,
which is the Chinese partner of
German blotech BioNTech, posted

and sales last year on
the back of Covid-19 vaccine sales.

The Fosun entity’s plan to cut
holdings in this core asset looks like a

-based creator platform start-
up Patreon grew to employ more than
450 people before deciding this week
to cut its workforce by almost a fifth.

Chief executive Jack Conte blames
the job cuts on a “broader economic
slowdown”. But it may also be more
difficult to sign up new podcasters,
bloggers and artists. More social media
companies are offering to pay creators
directly. TikTok has its own Creator
Fund, for example. They offer a larger
potential audience too.

Patreon has spent increasing sums
on marketing to build a stable of over
250,000 creators. They pay up to 12 per
cent of their income plus a payments
processing fee. Lockdowns sent more
artists, and their audiences, online.
That lifted Patreon’s user numbers.

Patreon raised funds at a $4bn
valuation last year — more than triple
its previous worth. This was meant for
rapid expansion. It aimed to more than
double staffing to over 1,000 by the end
of 2022. 1t planned more international
content, video and perhaps crypto.

Conte is right that investors across
pnvame lenh companies are pulling

has fallen in the past
two. quan.ers. according to CB Insights
data. In the past quarter, global funding
was $108.5bn, the lowest quarterly sum
since early 2021. But the return of in-
person entertainment and competition
for content creators are dragging on

On pure renewables investment Since 2013, Shell has beaten the sector but not its
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Natural gas has explosively
punctuated the tenure of Shell’s chief
executive Ben van Beurden. A year
after his 2014 appointment, he
gambled on the costly £35bn ($52bn)
acquisition of liquefied natural gas
producer BG Group. This week, as he
announced his retirement, gas lies at
the heart of the Ukraine war and
Europe’s economic distress.

Gas has relatively low emissions
when fully combusted. It should
figure as a stepping stone in the
crossing to a low-carbon economy.
New boss Wael Sawan must navigate
shell through that transition. A suave
‘communicator, Sawan must convince
the City that Shell’s relatively
sluggish shares are worth buying.

Shell’s total returns — in this case,

Patreon too. What sounded a simple
premise — connecting creators to their
audience — is proving expensive.

THG:
no whey

Good looks are in the eye of the
‘beholder. Precious few investors share
‘beauty business THG's good opinion of
itself. Back in May, the Manchester-
‘based ecommerce group said a 170p-a-
share offer greatly undervalued its
prospects. Yesterday, a profit warning
sent the shares down more than a tenth
o 42p. They have fallen 91 per cent in
value since the initial public offering.
THG blamed yesterday’s cut to full-
‘year sales and profit expectations on

including dividends but not buybacks
— have hardly dazzled under van
Beurden. Larger rivals such as Chevron
and Exxon have delivered more for
shareholders, as has France’s
TotalEnergies. Shell looks historically
cheap versus earnings, at about three
times forward earnings before interest,
tax, depreciation and amortisation.

This presents a big challenge for
Sawan, latterly in charge of integrated
gas and renewables. So far, Shell has
not devoted much of its capital
expenditure budget to renewables. The
figure of 15 per cent is about half the
total for BP and TotalEnergies.

BP and TotalEnergies also trade
cheaply. Markets are not convinced
Tenewables will earn sufficient returns
above cost of capital. Last year, a Dutch

consumer spending pressures. But
confidence had already been sapped by
worTies over corporate governance and
its business model. Higher interest
rates have burst the tech bubble, which
inflated the estimated value of THG's
technology division. A much-hyped
agreement for SoftBank to buy a stake
in this terminated in July.

1t does not help that THG’s results
are difficult to unpick. Boss Matt
Moulding trumpeted record sales in
the first half, up 12 per cent. But this
included the contribution of several
2021 acquisitions. Analyst Numis
estimates that organic second-quarter
sales growth was minus 1 per cent.

Strangely, THG compared its
valuation to that of Unilever and
drinks company Fevertree on its
analyst call. Their forward EV-to-sales

court found Shell needed to reduce
emissions faster. But spending alone
will not suffice.

Sawan needs to squeeze the most
he can from shell’s gas assets. These
already make up 30 per cent of
ebitda. The BG acquisition forced
Shell to sell other assets and reduce
investment. Though perhaps an old-
fashioned way of evaluating oil
producers, the amount of reserves
over average annual production has
shrunk a third since 2013 to eight
‘years, more than big peers, says Citi.

‘Van Beurden’s parting gifts to his
successor are strong free cash flow
and a very clean balance sheet.
Sawan must now show investors he
can lift earnings smartly during the
energy transition.

ratios are nearly 10 times that of
THG's. The latter’s 0.3 times multiple
does notlook cheap against the
similarly valued Asos and Boohoo,
‘which are more obvious comparators.

THG insists it has enough cash —
£266mn plus an undrawn £170mn
facility — to carry it through. Its debt
facilities are long-dated, with a
£600mn loan maturing in 2026. It
hopes that it will stop burning cash
next year, after a £271mn outflow in
the first half. It is counting on reduced
capital spending and a recovery in
gross margins, as the cost of whey —
used in its protein drinks — falls from
its April high.

Seeing is believing. After repeated
disappointments, THG needs to repair
its margins and cash flow convincingly
for investors to give it another look.

Adobe/Figma:
image problem

Design software company Figma
encourages collaboration. Its browser-
first tools allow designers to participate
in the creative process online in real
time. But the San Francisco company’s

collaboration with Adobe could
the acquirer’s sharehold
to part ways with it.

Adobe, the company behind
Photoshop, is splashing out $20bn in
cash and shares to buy Figma. The deal
wvalues the business at double its last
private valuation.

Itis a steep premium. PitchBook
estimates Figma revenue last year was
$150mn. Adobe is paying 133 times
that figure. Growth is rapid, however.
Figma is forecast to generate over
$400mn in annual recurring revenue
(ARR) this year.

Adobe wants to add collaborative
services for digital products —
particularly for non-professional users.
Its move to cloud-based subscriptions,
where users pay a monthly fee, has
been a great success. Subscriptions
make up about 92 per cent of revenue.

Figma fits an existing strategy. Adobe
is positioning itself to offer more
online, team-based tools. Last year, it
bought video collaboration platform
Frame.io for $1.3bn. In December it
launched Creative Cloud Express.

Its largest acquisition comes at an
awkward time. The stock price more
than doubled between the start of 2020
to hit a record high last November.
Since then, tech stock weakness, a
strong dollar and pulling out of Russia
have weighed on the price.

Adobe’s stock fell 17 per cent on news
of the deal. This is equal to.a $30bn
decline in market equity — more than
Figma's price. Adobe’s poor fourth
quarter forecast showed the effects of
lower discretionary spending. With less
than $6bn in cash and short-term
investments Adobe will need to raise
funds to cover the deal.

The final problem is that Figma
competes with Adobe XD. Adobe will
need to use its suite of image editing
tools to make this deal look good to
regulators — as well as to investors.
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CROSSWORD
No 17,201 Set by ZAMORCA

ACROSS
1 Clap after Ernie’s joke (9)
& Press backing ordinary Republican is
significant ()
9 Beat disease initially with
unconventional medicine (7)
10 Pepperpot stew infused with last of chilli

Dieces (7)
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1 Tum with weight on back of foot (5)
1 12 13 12 One gets worm aristocrat prison
AEEEE SENEdEEEEE s it i 545
14 Change colour of interior fo marigold
EEEN N
15 Used fo put in cakes, feas and rugs fo
14 go out in car (6,5)
17 Actor’s stand-in, flipping crazy, hurt
behind twice (5,6) i
19 Encouraged fo be US agent G3)
20 Frank, violently set upon, is keeping all
right (9)
22 Blimey — heard Mum’s making curry! (5)
24 Drug fube's hampering ASE fufor (7)

26 Home help rejected by North American TE ENAGE
state (7)

27 Young husband with spectacles conceals
abrute (5)
28 Request meals without starter for new

mmuns (O] . =

1 Wife's indeed gutted, it hurts, she's lost - |
her husband (5)
2 Press notice Queen going info doze,

missing party (7) [ |
3 Involved with computers supporting
record rise in magazine genre (9)
4 List of contacts from one day on shift
work (76)
JOTTER PAD 5 Three quarters of fish coming up to

sleep ()
& Quiet month's unknown for woman with

e 19 Deal with container for ashes collected degree, even in the middle

infire chamber ()
BB = 21 Quietly a lot struggle with philosopher of treatment.
EEE)

kids (5) |
7 Kind of saw adopting new team name
bringing bad luck (7)
8 Made a new arrangement concerning
progression with education (9)
BT to I feedi breedir
Solution 17200 R R i e
14 Counter old truth, abandoning it for
EUEIELMENEE HRUE breakihrough ()
Bok BoBnb 16 Entered surrepfitiously and rattlesnake ..
Bol & made fai noise G2 They helped me finish my
LEEmE 18 Hunt sabotage’s routine breaking story
=] [N} [0}
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o]
I

(©]
23 Acceleration madness without end 2
T ivien #GettingThroughCancer
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