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Uncertainty principle

Physicist Carlo Rovelli on the limits
to human knowledge — pacE 15
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Brazil’s challenge

Whoever wins presidential poll will
struggle fo restore growth —pace 15
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Getting aleg-up
Surgery fo make you taller comes at
a high price —pILITA CLARK, PAGE 14

Italy election
Polls point to
Meloni victory

Avoter sindiesthelist of candidates ina
Turin polling station yesterday as Ttal-
ians cast their ballots in the first antumm
electionfor more thana century.

The winner of the contest, triggered
by the sudden collapse of Mario Draghi’s
national unity government this sum-
mer, must deal with surging energy
prices, pan-European political tensions
fuelled by Russia’s invasion of Ukraine,
and highlevelsof public debt.

Opinion polls suggested that voters
werelikelyto deliver a decisive mandate
to a rightwing coalition led by Glorgla
Meloni of the Brothers of Italy party. She
‘would become the country’s first female
prime minister.

Turnout was forecast to be low, with
fewer than 65 per cent casting their votes.
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» US and Philippines deepen military ties
Th:USand'hePhlhppmmamemmasmrmhhry
co-operation, inclndi
Irmpammived injointexercises next year, as

C potential warif China
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» UK chancellor stands by tax cuts
m(chamel]ur](wam(wmuhnawwedloduubk
down on hi: tax-« despite
investors’jitters, leaving Conservative MPsand
traders braced for further market turbulence.

» EU’s LatAm trade pact sidelined
European Commission
president Ursula von der Leyen
madenomention of the stalled
pactwith Latin America’s
Mercosur bloc asshe pledged to
boost EUtrade policy.— pase 2

» Iran hijab protest deaths reach 41

The deathtoll during protests in Iran after a woman

died while under arrest for not wearing a hijabhas

reechedu., according tothe state broadcaster, three
than official figures — pace &

Kyiv allies warn Kremlin over
Putin’s nuclear attack threats

& ‘Catastrophic consequences’ for Russia @ Vigilance stepped up e Retaliation in kind unlikely

FELICIA SCHWARTI — WASHINGTON
HENRY FOY — BRUSSELS
MAX SEDDON — MOSCOW

‘Western capitals are making contin-
gency plans in case Viadimir Putin takes
steps towards acting on his threats of
nuclear attacks against Ukraine and
havesent private warnings to the Krem-
Lin of possible consequences, according
towestern officials.

The Russian president’s nuclear
‘warnings are “a matter that we have to
take deadly seriously”, White House
national sennrityadviser Jalce Sullivan
rald: 1 CBSY

Wehavemmummeddkecdy pri
vately at very high levels to the Kremlin
that any use of nuclear weapons will be
met with catastrophic Juences for
Russia, that the United States and our

allies will respond decisively, and we
havebeen clear and specific about what
that will entail he said.

Kyivialliss believe Putin’s threats are
unlikely tomaterialise and do not signal
2 formal shift in the Kremlin's nuclear
strategy. But they are increasing nuclear
vigilance and deterrence, according to
five western officials who spoke anony-
mously becauseof the lssue's sensitivity.

“1f he thinks the threat is going to
intimidate Ukraine into capitulating or
giving up 20 per cent of its territory, or
intimidate the rest of us away from
helping Ukraine, the opposite has hap-
pened,” one Us sendor official said.

Two other western officials said that a
nudear strike against Ukraine would be
unlikely to spark a retaliation in kind
but would instead trigger conventional

military responses to punish Russia.
One of them said: “There area lot of red
lines and they are probably not in the
place where [Putin] says they are”

The west assesses that Putin’s warn-
ings are designed to regain momentum
after setbackson the battlefield.

‘The threats came as Moscow pre-
pared to annex occupied territories in
eastern and southern Ukraine after ref-
erendums staged by Kremlin proxies.
Putin is secking to frame the war asa.
defensive conflict by claiming those
regions as part of Hussia, officials and
analysts said.

The Russian president has accused
the west of “nuclear blackmail” and
claimed without evidence that Ulraine
is developing weapons of mass destruc-
tion to threaten Moscow. Under Russia’s

Bellicose:
western officials
believe Viadimir

Putin’s threats
are not likely to
materialise but
donot want to

leave anything
to chance

nuclear doctrine, that could justify the
use of nuclear weapons to protect the
country sterritorial integrity.

officials and analysts said that if Putin
resorted to nuclear weapons, the most
likely scenario was that he would test or
use a tactical nuclear weapon — a
smaller, more targeted device designed
for the battlefield. Three of the five offl-
clals said that Nato member states had
privately highlighted to Moscow the
scale of the response that any use of
nuclear weapons would tri:

“putin would muchrather threaten to
use nuclear weapons and get conces-
sions than actually use them,” said
James Acton, co-director of th

» Blow to $25bn LNG plant project

Plans by energy tycoon Charif Soulkd for a525bn
‘plant on the Louisiana coast have

suffered abig setback after the project lost key

buyers and failed to raise funds.— pace &

» Investors seck shield from stock losses
Investors are buying record levels of insurance
againstasell- nﬁmalmes,mthpmchmo{put
option traded
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» Crossword and Lex have moved
The Lex column, Business Life and the FT
crossword can be found inside today.— Pace 14
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IMF bailouts reach a record $140bn as
crises push poor countries to the brink

JONATHAN WHEATLEY — LONDON

The IMF’s assistance to economically
troubled countries has hit a record as
the world’s lender of last resort battles
simultaneous crises that have pushed
at least five countries into default, with
more expected to follow.

The pandemic, Russias attack on
Ukraine and a sharp rise in global inter-
estrates have forced dozens of countries
to seek IMF assistance. A Financial
Times analysis of IMF data showed that
at the end of August the volume of loans
disbursed by the fund amounted to

Some analysts say the IMF's lending
capacity could soon be stretched to its
limits, as further interest rate rises by
the world's largest central banks lock
poor countries out of international debt
markets and force them to turn to the
fund for support.

‘The IMF’s total commitments, inchud-
ing loans agreed but not yet disbursed,
already stand at more than $268bn.

Kevin Gallagher of Boston Univer-
sity’s Global Development Policy Center
warned that “only so many countries®
could receive IMF snppnrt without
“snapping the IMF" bal

But Bikas Joshi, division chief in the
IMF’s strategy, policy and review
«department, said the fund'’s total com-
mitments were “still a fraction of the
[almost] $1tnthat couldbe availabla”

“The amount of lending s rising com-
mensurate with the increased risks
faced by the countries turning to us for
support,” he said.

Thewapprmedasubnbajhut for

dof August;
s set to receive $3.9bn in the next few
weeks.

Zambia and Sri Lanka, which both
defaulted in the pandemic, are negotiat-

$140bnin 44 separ

Gallagheri coauﬂmrufareportpub»

ing IMF bailouts as part of efforts to
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‘The figure, which is expected togrow  lished last week warning that 55 of the  restructure their debs.
further in the coming months as bor-  world’s poorest countries face debt Ghana, Egypt and Tunisia are in early
rowing costs soar, isalready higherthan  repayments of $436bn between 2022 talks for similar support. Analysts at
the amount of credit outstanding atthe  and 2028, with about 361bn falling due ldm hs expect Egypt to )
end of 2020 and 2021, when levels thisyearandin 2023, and almost$70bn  a $15bn package.
reached record annual highs. in2024. ‘Opinion page 21
World Markets
STOCK MARKETS CURRENCIES GOVERNMENT BONDS
S0 Frov_tooha SwZ Sepls Sep2l Sepls Son 23 Sw18_ Oa
SEP S0 WELE) 3780 101 | $E LI 108 | &% 0817 0875 | US2yr [T 2o
Nesdag Composite E $E 1080 118 |eF 1173 1180 | US 1y 3 IW 06
Dow Jores Ind
i~ 0830 D877 | Wk 139066 143376 | US 30yr 64 36 004
v LA = Wi 143285 142940 |Eindes 76466 77514 | UKZw 1% iw o4
WE 156.223 163424 | SFuE 1070 1100 | UR 10y 183 38 0w
0957 D95 UK 30y 404 an_ @
1m0 ogw JPN2yr 008 005 0o
PNy [ 022 o

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F 26 &ts=20220925193753&uq=20220804103507

1724



All pages from Financial Times (Asia), Monday, September 26, 2022

2022/9/26 22:55

R Nitks: b1 i N ) ) O T e EET
T L GER 2y 50 180w
RBC Y o8 Sepl6  %Wesk | GER10p 20 1% 0
= SRS GIWTE AT s 805 |GeR3p 157 1@ 0w
T Wiishire 2500 O Brem s .73 a5 597 ° O (RO R 4
I Wiilshure S000 Gold § 167185 158810 -0z o
T, oy 2
o¥'770307 1 178814 A Nikkei Company
2 * FINANCIAL TIMES Monday 26 September 2022

INTERNATIONAL

Unrest spreads over Russian mobilisation

Thousands arrested after

opposition to the war hasbeen outlawed

‘the Kremlin is considering closing the

said it will draft only up to 300,000 men

exempting students from the draft. Yes-

Berlin strikes
LNG deal with
Emirates in

. e ., and is punished with up to 15 yearsin  borders for draft-eligible men. with military experience, local officials ~ terday, Dagestan governor Sergei
Putin’s ll’lllltal') decree prison, points to widespread anger at Almostall flightsto the fewremaining  have issued summonses to a broad Melikov admitted that “mistakes were eﬁon t() ease
pl’OVOkGS pOpul ar anger Putin’s decision to call up hundreds of ~ destinati ilable after western swath of people who do not fall under ~ made” and said anyone who was drafted
thousands of men into the Russian  countriesclosed their airspacetoRussia ~ Putin’s decree, accordingtolawyersand  despite not meeting the criteria should 8=
S e — YEREET army, its first military mobilisation  weresold outfor days. activi besenthome. energy CrlSlS

Protests against Russian president
Vladimir Putin’s decision to mobilise
the armed forces’ reserves continued
over the weekend, in the starkest sign of
popular discontent since he ordered the
invasion of Ukraine in February.

People in Dagestan, an impoverished,
mostly Muslim region in the mountain-
ous North Caucasus, blocked a highway

since the second world war.

Arson attacks were reported at army
recruitment offices in 16 Russian
regions in the days following Putin’s
announcement on Wednesday —nearly
as many incidents as in the war’s
first six months.

More than 2,240 people have been
arrested for protesting against the
mobilisation decree, according to rights

Long lines of cars formed at Russia’s
‘borders with Georgia, Finland, Kaza-
khstan and Mongolia, prompting some
people to attempt to cross on bicycles or
‘buy placesin the line on social media.

The Kremlin has attempted to tame
rising public anger at the mobilisation
decree, which has shattered a carefully
maintained equilibrium that allowed
most Russians to go on with their

Several people have claimed that they
were drafted despite promises from
defence minister Sergei Shoigu not to
call up people with no prior military
service or fathers of four or more chil-
dren, as well as people older than the
recruitment age or with chronic ill-

Areas with large ethnic minority pop-
ulations such as Dagestan, as well as

Russia’s two most senior lawmakers
attempted to lay the blame on local offi-
cials, who are technically in charge of
such efforts and are often used as scape-
goats to shield Putin from unpopular
decisions.

“If mistakes are made, they must be
corrected,” wrote Viacheslav Volodin,
Speaker of the Duma.

Valentina Matvienko, chair of Russia’s

SIMEON KERR — DUBAI

The United Arab Emirates has agreed a
deal to supply liquefied natural gas to
Germany as chancellor Olaf Scholz vis-
ited the Gulf state as part of a regional
tourseeking to drum up alternatives to
Russian energy.

and clashed with police asthey chanted  monitor OVD-Info. lives largely as normal since the Yakutiaand BuryatiaineasternSiberia, Senate, said that “going overboard like | Abu Dhabi National Oil Company will
“No to war!”, according to videos posted Thousands of Russians attempted to ~ start of Moscow’s full-scale invasion have been particularly hard hit by the this is absolutely unacceptable” and “is | supply Germany utility RWE with
onsocial media bylocal activists. flee the country amid unconfirmed ofUkraine. round-up. meeting an absolutely justifiably harsh | 137,000 cubic metres of LNG later this

The unrest, which comes as public

reports from independent outlets that

Though Russia’s defence ministry has

on saturday, Putin signed a decree

reactioninsociety”.

France. Renewables

Macron struggles with resistance to wind farms

Country at odds over plans

to speed up projects and ease

reliance on nuclear power

SARAH WHITE — SAINT-BRIEUC

Atthe inauguration of France’s firstever
offshore wind farm last week, President
Emmanuel Macron voiced his displeas-
ure that renewable projects could be
completed faster elsewhere in Europe.
“other countries that are no less
respectful than we are of wildlife man-
aged to construct offshore wind farmsin
five orsix years,” Macron said after tour-
ing the site off the Atlantic Coast port of
Saint-Nazaire, where 80 turbines are
finally turning after 11 years taken up
mostlybyplanning and legal wrangles.
As Europe confronts the urgent need
to find alternatives to Russian gas,
Macron wants to speed up development
of wind and solar power and attract
more investors into the sector. But he
faces an arduous battle to secure pas-
sage of the planned legislation as oppo-
sition politicians criticise elements of
the bill, while developers say more
ambitious measures are needed.
Normally reliant on its large fleet of
low-carbon nuclear reactors, outages at
arecord number of plants this year have
exposed France as a renewable energy
laggard. With six proposed new reactors

year, which will be the first delivery to
the under-construction import termi-
nal on the north-west coastat Brunsbiit-
tel, RWE and the UAE state media said.

Adnocis expected to reserve another
five LNG cargoes for German customers
in2023, a person briefed on the matter
said yesterday.

Germany has been seeking to secure
energy imports from sources outside
Russia since the invasion of Ukraine
began in February. The oil-rich UAE,
while a relatively modest player in gas
exports, has plans to doubleits LNG pro-
duction to 12mn tonnes a year by 2026.

“We need to make sure that the pro-
duction of LNG in the world is advanced
to the point where the high demand can
be met without having to resort to the
production capacity that exists in Rus-
sia,” Scholz said before the deal was
announced, according to Reuters.

RWE said the deal marked “animpor-
tant milestone” in creating LNG supply
infrastructure.

But the amount of LNG so far secured
by scholz during his visit to the Gulf —
starting with just one tanker in Decem-
ber —is tiny compared to the quantities
Germany needs to find to replace the
natural gas Russia has stopped supply-
ing, which before Moscow’s invasion of
Ukraine accounted for more than half of
Germany'’s total supplies.

Scholz, who met the Saudi crown
prince, Mohammed bin Salman, in Jed-
dah on saturday, headed to Qatar yes-
terday for meetings that could yet
unlock larger gas supplies for Europe’s
largest economy.

Qatar, the world’s largest exporter of
LNG, has already signed a provisional
LNG supply agreement with Germany,
but talks over the contracts have run
into difficulties over issues such as pric-
ingand thelength of contracts.

In Doha, the German chancellor met
Qatari Emir Sheikh Tamim bin Hamad

only coming online by 2035 atthe earli-  French said Olivier Marleix, head of conserva-  the more strategic approach taken by ‘Is it worth struction off Saint-Brieuc on the north- | Al Thani, and said he wanted to
est, ramping up other forms of energy  president tive Les Républicains’ parliamentary =~ Germany or Denmark, wind power . . ern coast of Brittany, Spanish developer | “achievefurther progress”in LNG deliv-
productionhasb inevitabl 1 group, criticisingwhathe perceivedasa  projects were treated on a case-by-case dlSﬁgl.ll‘lllg Iberdrola says the long planning proce- | eriesto Germany, Reutersreported.
“France became aware of theneedto  Macron talks to bid to encourage “anarchic” develop-  basis, meaning lengthy public debates allof duresadded excessive complexity tothe The bilateral deal with the UAE,
notlay everything on nuclear power the  workers at the ment of installations without buildinga and numerous authorisations for B €2.4bn project. signed with UAE president Mohammed
day after the Fukushima accident [in  Saint-Nazaire consensus over what France’s energy  each project. France's since the 2012 tender, the projecthas | binZayed al-Nahyan, also covered other
Japan in 2011],” said Raphaél Lance, offshore wind ‘mix should be for the yearstocome. The bill aims to encourage planning coastline if had toswitch turbine suppliersafterthe | energy agreements, including a deal
head of energy transition funds at  farm, where “Isitworth disfiguring all of France’s  for multiple projects across broader first contractor ran into financial trou- | with Germany’s Steag and Aurubis for
Mirova, a French sustainable invest-  legal wrangles coastlineifintheend we need alittlebit ~ maritime areas, which would allow 1N theend ble. Brexit also hardened opposition | the supply of low-carbon ammeonia to
ment company that is part of financial  have delayed the  less wind power?” Marleix added. some pre-approvals to be cleared for e yeed 3 from Breton fishing groups as France | fuel hydrogen, with the aim of decar-
group Natixis. But he added that there ~ development — The government's target of develop-  several projects atonce. . B and Britain argued over fishing rights, | bonisingindustrial sectors.
had still been “strong resistance to E:v.v'\m ’:Z""DD“‘"‘F P¥  ing 50 offshore sites with a total capacity France was the only EU country to  little bitless  said Emmanuel Rollin, Iberdrola’s Masdar, the UAE’s renewables vehi-
acceleratingrenewable energy™. - of 40GW by 2050, which would provide  miss a Brussels-approved goal to wind country head of renewables. “Time is | cle, will explore offshore wind projects
Macron’s plan aims to end years of a fifth of France’s forecast power increase gross energy consumption to | not your friend,” Rollin said. “Whenit | in the North Sea and the Baltic Sea
pushback against wind farms from a generation, is highly ambitious even if 23 per cent from renewable sources in pOWCl'? goes on for too long, companies go | off the German coast in a bid to

range of antagonists, from environmen-
talists wary of their potential harm to
animals, to rightwing politicians decry-
ingthem asblots on the landscape.

But getting the law through a frag-
mented parliament in which Macron’s
centrist coalition has lost its majority,
forcing it to barter with opponents on
the right and left, will be tough.
“We have real reservations about it,”

laws to promote swifter planning and
are passed, devel

havewarned.

Meanwhile a recent edict urging
regional officials to approve a backlog of
onshore wind projects — amounting to
some 5GW of capacity, according to
lobby group France Energie Eolienne —
will not solve any potential power short-
ages this winter or next. In contrast to

2020, falling short at 19.1 per cent. Ithas
nudged up to 19.3 per cent this year,
according to France’s energy ministry.
“There’s been virtually nothing hap-
pening over the past five years,” said
Anna Creti, a professor in climate eco-
nomics at Paris Dauphine University.
“Even countries that have fewer means
than France have invested more.”
At an offshore wind farm under con-

through changes, society evolves.”

Lance said Mirova had begun to put
more money into projects elsewhere in
Europe in recent years, but removing
some of the obstacles to development
could woo back investors into French
renewables. “Anything that contributes
toanaccelerationisa good thing,” Lance
said. “We need to go further, we're fac-
inga climate emergency.”

generate 10GW of renewable energy
outputby 2030.

In a statement, Robert Habeck,
the German economy and climate
minister, said companies and citizens
urgently needed help to “survive
the crisis caused by the Russian war
of aggression”.

Additional reporting by Martin Arnold
in Frankfurt
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MICHAEL STOTT — LONDON

sonaro, who has strained relations with
most EU leaders because of his failure to
reinin. and support indig-

European C P
Ursula von der Leyen has promised a
beefed-up trade policy to combat
China’s global influence. But in
announcing her plans, she made no
mention of the stalled pact with Latin
America’s biggest trade bloc.

Srnnlina in Chrachanms Fhic manth

enousrights.

But the lack of progress has worried
Josep Borrell, the EU’s foreign policy
chief. In July, the Spaniard prepared a

ial paper for foreign mini:
seen by the Financial Times, which
mapped out the need for a “qualitative

| PURSRERINE PPN R T L,

“want some adjustments” to the text of
the pact and had concerns over areas
such as intellectual property protection
and government procurement.

Any changes would need to be agreed
by Brazil's Mercosur partners Argen-
tina, Uruguay and Paraguay as well as
the 27 EUmember states.

A Lula government, Amorim added,
was open to changes wanted by the

N T —

EU fears losing influence in Latin America as trade deal falters

to Brazil in some areas. But one EU offi-
cial said reopening an agreement that
took years to conclude would be a
“nightmare”, especially as many mem-
ber states had become more sceptical
about doing new trade deals since 2019.
Pedro Miguel da Costa e Silva, Brazil's

ambassador to the EU, said his country
had signed

h
tional treaties: “You should not take the

T T T
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SR 110U SIS LD 1L, YL
der Leyen said she would submit trade
agreements with Mexico, Chile and New
Zealand for ratification by the European
Parliament and member states and pur-
sue talks with Australia and India.

But the sweeping 2019 pact with the
South American Mercosur bloc was
ignored. Mercosur includes Brazil and

ina, two of the biggest i
in a region where Chinese trade and
investment have grown dramatically
over the past two decades.

Brussels is awaiting the result of Bra-
zil’s October presidential election,
insisting Brasilia sign a separate com-
mitment to protect the Amazon before
it ratifies the Mercosur deal. Polls sug-
gestleftwinger Luiz Inicio Lula da Silva
‘will defeat rightwing populist Jair Bol-

iCap m 1ClauULS Wi Laun Ac e
and the Caribbean within 18 months.

Itwarned of a “sense of EU disengage-
ment”. The failure to complete trade
deals “undermined the EU’s credibility™
while “China’s presence and influence in
the region hasrisen exponentially”.

‘While Lula generally favours closer
ties with the EU, one of his close allies
told the FT that a new Lula administra-
tion would try to renegotiate parts of the
Mercosur deal.

Lula, who was president for two terms
from 2003-10, regards partnership with
the EU as “strategic for Brazil and for
Latin America”, said Celso Amorim, his
foreign minister during that time.

But Amorim, who has advised Lula on
foreign policy after stepping down, said
a Lula government would be likely to

. w P o
climate and human rights “as long as
this does not interfere with Brazilian
sovereignty”.

Lula suggested last month that the
EU-Mercosur treaty was unfavourable

Ursula von der Leyen: ignored the
stalled 2019 Mercosur trade pact

FINANCIAL TIMES

1UsLagE USLausE yuu tave
these other issues,” he added. Brasilia
could discuss a joint agreement to curb
deforestation but it must be “balanced
and equitable”, he said, pointing out his
countryhad other suitors.

EU trade commissioner Valdis Dom-
brovskis is travelling to Latin America
later thisyear.

An EU official, speaking on condition
of anonymity, said the war in Ukraine
showed that the EU needed a wider
rangeof allies, especially the democratic
countries of Latin America.

“If you want to win votes in the UN
you cannot just rely on the EU, US, Can-
ada, South Korea and Japan. We need to
work with many more countries.” the
official added.

Brazil's challenge see FT Big Read

INTERNATIONAL

Saud”is =f«éar being
left behind by

reforms despite
oil price boom

Kingdom’s poor feel pain as prince
curbs public sector jobs and subsidies

SAMER AL-ATRUSH — RIYADH

Every evening In Hall, a Saudi city at the
foot of a jagged mountain range, Mona
heads out to her roadside tea stall,
switches on the lights, and waits for cus-
tomers to show up. She keeps o printed
CV on hand, hoping one of them might
offer herabetter job.

“I’s worse now,” said the former
clerk, despite widespread reforms and
an oil price boom that will make Saudi
Arabia the world's fastest growing econ-
omy thisyear.

Jobs in Hail, at least ones Mona would
consider, are few and far between. Gov-
ernment efforts to increase Saudi
employment, and female employment
in particular, were commendable but
had fallen short, she said. “They did
support women. But all those jobs were
quickly filled,” said Mona, who did not
want her real name to be published.

Under day-to-day ruler Crown Prince
Mohammed bin Salman, the kingdom
has being going through a period of
rapid reforms. Riyadh wants to over-
haul the economy by 2030 to reduce its
reliance on oil, expand the private sec-
tor and whittle down subsidies on which
people havetraditionally relied.

The stakes are high for the prince,
who counts young Saudis — wanting
jobs and homes — as his support base.
The risk is that poorer, less well-adu-
cated people, particularly those outside
of large cities, will fall behind, as they
compete for well-paid jobs, many of
them in the capital, Riyadh. As a result
of the reforms, Saudis who had relied on

cradle-to-the-grave government sup-
pertinthe form of public sector jobs and
subsidies are increasingly expected to
compete for jobs in the private sector.
The reforms are “rebalancing the sodial
contract, It's a necessary initiative, but
it's causing some pain along the way”,
said Sanam Vakil, Chatham House’s
deputy director for the Middle East and
north Africa.

The economic reforms have been
accompanied by sodial ones, induding
allowing women to drive and ending the
role of religious police. Those have won
Prince Mol praise among many
young Saudis. But he has been criticised
for his crackdown on critics, induding
journalists and bloggers, that most
recently saw a PhD student and mother
oftwojailed for decades over her tweets.

‘The reforms have affected much of
the population. The government, which
introduced value added tax in 2018 and
tripled it to 15 per cent during the pan-
demic, has also cut electricity and fuel
subsidies while raising living costs.
Unemployment has fallen to 10.1 per
cent this year, the lowest since 2008.
Youth joblessness was 15 per cent in the
first quarter of this year. More than
400,000 people entered the labour
market last year amid the government’s
push for more citizensto join the private
sector. Women's participation in the
workforce has shot up to an all-time
high of 35 per cent.

“The issue of economic development
and job creation and spurring invest-
ment throughout the country is the sig-
natureissue for the crown prince, and so

All change:
awoman works
in a Riyadh
jewellery store
where
previously all
staff were male.
Below, an Uber
driver in the city
in traditional
dress

Faver Mrmareiar
[

that means that all citizens have tobe in
some way . . . touched by the transfor-
mation,” said Karen Young, senior
research fellow at Columbia University’s
Center on Global Energy Policy.

The IMF has praised the reforms and
advised further tax adjustments, while
saying that the kingdom should stepup
targeted social spending. Saudi Arabia’s
grossdomestic product rase 3.2 per cent
in 2021 and because of the oil boom is
forecast to hit 7.6 per cent this year.
while previous oil bonanzas were fol-
Towed by arise in government spending,
Saudi Arabia this time plans to use the
windfall to shere up its reserves and

invest in its sovereign wealth fund,
which is overseeing tens of billions of
dollars worth of projects in the king-
dom. Inflation this year was among the
lowest in G20 countries, with the con-
sumer price index rising to about 3 per
centlast month.

Saudis with qualifications and experi-
ence areindemand, but many otherjobs
are around the minimum wage of 4,000
rivals ($1,000) a month, according to a
working paper published by Harvard's
Centre for [nternational Development.
Although well above the wages paid to
migrants in the same jobs, some com-
plainitis notenough and have twojobs.

The mixed effects of the reforms can
be seen in Hail, where new buildings
have sprungup around the city as more
saudis purchased homes with govern-
ment supported mortgages, in a housing
drive that has increased home owner-
ship rates from 47 per cent in 2016 to
‘more than 60 per cent this year.

“There are plenty of opportunities,
you just need to want to work,” said
Ahmed, who drives an Uber and is sav-
ingup tostart arestaurant franchise.

But at a social gathering in Hail over
coffee and dates, Omar, a socially con-
servative Saudi, could not hide his con-

“You have
three-
quarters
of the
world’s oil,
you have
tourism.
Where is
the money
going?'

tempt for the changes. 1t was not only
men and women dancing together in
Riyadh concerts, something unimagina-
ble a few years ago, that upset him, he
said, but the tougher living conditions.

“You have three-quarters of the
world% oil, you have tourism. Where is
the money going?” said Omar, who did
not want his real name to be published.
“1 hire a Saudi and pay him the mini-
mum 3,000 riyals. What is he going to
do with that? How can he live off it7 The
strong are eating the weak.”

Government officials say they are
aware that some people and regions
could be left behind. They plan tofill the
gaps with regional development
projects, vocational training and sup-
port for families to set up businesses. It
will also expand its programme enforc-
ing the hire of Saudis across an increas-
ing number of sectors.

Meanwhile many in Hail are travel-
ling to the capital for employment.
Some have come back, dissatisfied with
the opportunities there. A young man,
illegally selling cigarettes from the boot
of a car in Hail, said he had returned
from Riyadh after he found only restau-
rant jobsthere. “1was unlucky,” he said.
Ruchir Sharma see Opinion
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Security crackdown

Death toll from Iran protests rises above 40

Raisi to ‘decisively deal’
with unrest after woman
dies in police custody

NAJMEH BOZORGMEHR

Forty-one people have died in the week-
long protests that have erupted in Iran
after the death in detention of a young
woman accused of failing to wear the
hijab, accordingto state television.

The death toll — which the broad-
caster said was “unofficial” — is higher
than the figure confirmed by the
authorities and state-affiliated news
agencies, which reported at least 16
deaths, including nine members of the

security forces, in the most violent
unrest since 2019 protests over fuel

5
Iran’s president Ebrahim Raisi,
eaking by phone over the weekend to

the family of une of the security person-

nel who was killed, dismissed the dem-
omstrations as “rioting and wickedness™
and said he urged the authorities to

“decisively deal with those wheo disrupt

the country ssecurity and peace”.
Amneery International said there had

been *a harrowing pattern of Tranian
security forces deliberately and unlaw-
fully firing live ammunition at protest-
ers”,

Kurdish ethnicity, Mahsa Amini, died
following her arrest by the morality
police for allegedly violating the Islamic
dress code for women.

‘Many Iranians do not believe the offi-
cial account of her death and dlaim she
was beaten while in custody before fall-
ing into a coma and dying in hospital
four days later. The authorities have
denied the allegations and released
CCTV footage showing Amini walking
into the police station.

They said medical examinations
showed no fracture to her skull. Her
family doctor said surgery to her brain
when she was eightcould have made her

‘Tasnim news agency, affiliated to Irans
Revolutionary Guards, said at least
1,200 protesters had been arrested.
Domestic media said journalists, politi-
«cal activists and university students
‘were among those taken into custody.

After the Iranian authorities cut
access to Instagram and WhatsApp in
an effort to prevent co-ordination
between protesters, the US Treasury
Department anncunced on Friday that
it would allow technology companies
“to offer the Tranian people more
options of secure, outside platforms and
services”.

While some of the protesters have

‘The protests broke out across the
country after a 22-year-old woman of

vulnerable to stress. Her family say she
was healthy when taken into custody.

called for regime

posesa major threat to the government.
“Iranians in general are not in that
mood of regime change,” a reformist
politician said.

But Iranians have been struck by the
bravery of those who have taken to the
streets, many of whom are women,
either the same age as Amini or even
‘younger.

A teenage girl in the northern city of
Babol was shown, in a video that went
viral, standing on a platform in the
street, refusing o wear her hijab.

“I’m in shock and awe when I see
these young girls and boys not scared of
anything, even bullets,” said Ali, a 45-
year-old b “Itis anew real-

change,
tors do not believe the latest unrest

itythe islamicrepublicis facing™

Expensive ceremony and
ruling party’s links with
Moonies weigh on Kishida

KANA INAGAKI — TOKYQ

‘Withinaweek of shinzo Abes assassina-
tion in July, Japanese prime minister
Fumio Kishida announced that a state
funeral would be held for the nation’s
longest-serving elected leader. [t was a
decision, made without public debate,
that showed Kishida in command of the
political scene.

But while world leaders will gather to
mourn Abe tomorrow at Tokyo's
Budokan arena, analysts said Kishida’s
now deeply unpopular commitment to
the ¥1.6bn ($11mn) funeral could prove
disastrous for a prime minister whose
approval ratings have fallen to danger-
ously low levels.

Kishida's woes have kindled concerns
that his time as leader could be limited
and Japan could return to an unstable
period of revolving-door prime minis-
ters. Kishida’s predecessor, Yoshihide
Suga, stepped down after just a year.
Before Abe’s record-hreaking 2012-20
stint, Japan had 17 changes of prime
minister since 1989,

It is a remarkable reversal in fortune

East Asia. Ratings fall

Abe state funeral fuels dislike of Japan premier

for Kishida, who was elected prime min-  Drum of dissent: ~ known formally as the Family Federa-  Abe, which polls show amajority ofjap-  + IKIS]].lda]
Ister in October last year. Defying ini-  demonstrators tion for World Peace and Unification  anese oppose.
tially low expectations, he has steered  march against and mrrumn}yaslhemwmes. Thousands of people have joined has been
the ruling Liberal Democratic party to  the planned ctin the former prime min- ions against the funeral, extremely
two clection wins, surprised allieswitha  state funeral for  ister’s h.llmg has said he was seecking  while aman inhis 70s set himself on fire
tough response to Russia’s invasion of  Shinzo Abe. revenge for the financial ruin his near the prime minister's office on fortunate
Ukraine, and signalled a big shift in  Below, Prime ‘mother allegedly suffered because of ~ Wednesday in what was reportedly an butitseems
Japan'slong-paralysed energy policy. Minister Fumio  her involvement with the religious  actof protest againstit. : N
Publicapproval for Kishidasadminis-  Kishida raises  group. Critics have questioned the legal basis ~ like Tuck is
muonhnapcaknfnmﬂy'mpementm his hand during During an investigation by the LDP,  fora state funeral and have complained runni
May. nm.(wentpoilslry a parli y  nearlyhalf ofthe party’s 379 parliamen-  about the lack of debate before the deci- “{mﬂg
suggest it has since collapsed to about  debate on the tarians revealed some connection with  sionto hold an eventthat willbe funded ~ OUL
40per cent. CONLroversy the Moonies. with taxpayers’ money. Japan has not
‘Takao Toshikawa, editor-in-chief of Moo Sionte: ‘The uproar over the LDPs relation-  held a state funeral since 1967 for
political newsletter Insideline, said ';hn:'hf_],mfm shipwith the church has fuelled angerat  former prime minister Shigeru Yoshida,

there was no obvious rival or political
faction within the LDP thatcould topple
Kishida but his government was “ina
wvery tough situation”, with no immedi-
ate prospect of a recovery in the prime
minister's popularity.

“He has been extremely fortunate
from the administration’s launch, but it

seems like luck is running out,”

said the political tide turned
quickly after Abe’s death, which

the decision to hold a state funeral for

one of the country’s most important
postwar leaders.

“After the electionswere over, Kishida
tried to portray himself as a decisive
leader and it was a big decision he made
tohold Abe's state funeral,” said Masa-
toshi Honda, a political analyst and aca-
demic. “But it has completely back-
fired.”

One western diplomat said Kishida
had miscalculated the public response
toboth the LDP's links with the Moonies

will providea diplomatic opportunity to
engage with leaders from countries and
regions including India, Canada, Aus-
tralia and the EU.

‘While US president Joe Biden will not
attend Abe’s funeral, Kamala Harris, the
wvice-president, will take and is
expected to hold meetings with repre-
sentatives of Japan's largest chipmakers
the next day to discuss economic secu-
rity issues, according to two people with
knowledge of the plan.

Analysts said the funeral would allow
Kishida to meet at least briefly witha
varlety of global dignitaries, but that the
prime minister had not made clear a
specificforeign policy agenda.

Nor has Kishida followed through on
plans announced last month to acceler-
ate the restart of nuclear reactors shut.
down after the 2011 Fukushima crisis.
He also faces increasing pressure to
respond to public concern about the ris-
ing costof living.

Honda, the academic, said part of the

ion for Kishida’s falling public
support could be the lack of passion

Philippines
and US boost
military ties
amid threat
from China

KATHRIN HILLE — MANILA
DEMETRI SEVASTOPULO — WASHINGTON

The Philippines and US are increasing
military co-operation, including dou-
bling the number of troops involved in

joint exercises next year, as Manila

starts t idi roleinap ial
war with China over Taiwan.

The US and Philippines would next year
send 16,000 forces to participate in
Balikatan, their main annual bilateral
military exercise, said Colonel Michael
Logico, director of the Philippine mili-
tary’s Joint and Combined Training
Center, which recently hosted a plan-
ning conference with US counterparts.

“Wearegolngtodoa full battle test for
operating together, including in North-
ern Luzon” near the country’s sea bor-
der with Taiwan, Logico told the Finan-
cial Times.

Atannual bilateral defence talks that
will be hosted by US Indo-Pacific Com-
mand in Hawaii next week, military
leaders will discuss more than 500 bilat-
eral activities for the coming year, an
increase from some 300 this year.

us defence secretary Lloyd muun
and Filipino defence minister jose
Faustino Jr will meet on Thursday, the
first time defence ministers from the
allies will join the talks, according to two
people familiar with the event.

The stepped up co-operation comes
after China’s increasing military activity
around Taiwan unsettled senior Filipino
officials and won their support for rein-
vigorating the country's alliance with

“We are a US ally, we are in
astrategic location. If
anything happens in
Taiwan we will be involved'

the US, which was weakened when then
Ppresident Rodrigo Duterte attempted a
pivot to Chinain 2016,

In 2 meeting with President Ferdi-
nand Marcos Jr in New York last week,
Joe Biden said the relationship between
the countries had “very deep roots”.

“We've had some rocky times, but the
factis it's acritical, critical relationship,
from our perspective,” the US president
said. “Thope you feel the same way”

Gregory Poling, a south-east Asia
expert at CSIS, a Washington think-
tank, said there was “a growingrecogni-
tion of the role of the Philippines in a
“Taiwan scenario”. He said: “You're start-
ing Lo see a consensus emerge within
most of the Philippines’ government
that the Philippines does need todeepen
the alliance with the Us.”

other Us allies have also grown wor-
ried about the risks that a Chinese
attack on Talwan would pose for them.
Japan has stepped up consultations and
drills withthe Usfor such a soenario.

“We are aUS ally, we are ina strategic
location. We are sonear that if anything
happensin Taiwan we will be involved,”
said General Emmanuel Bautista,
former chief of staff of the armed forces
of the Philippines.

Pointing to waterways connecting the
South China Sea and the Pacific through
the Philippines — such as the Bashi
Channel inthe north and the Sibutu Pas-
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prompted intense public scrutiny of
close ties between the LDP and South
Korea's Unification Church.

Abe and his family had alongstanding
association with the church, which is

All pages from Financial Times

and the funeral, even though his
instincts about the popular mood had
proved correct on other significant
issues, such as the war in Ukraine.
Kishida has argued that the funeral

(Asia), Monday, September 26, 2022

with which he delivers speeches or news
conferences.

“He hasn't actually responded to the
big question of whathe actually wants to
doas prime minister,” Honda said.

sage in the south — Rautista said the
Philippines was “key terrain” for US-
China competition because control of
the country could give either side a
markedadvantage over its adversary.

China’s pandemic controls take their toll on Hong Kong's traditional cafés and restaurants

CHAN HO-HIM — HONG KONG

©On a corner In Hong Kong's bustling
Yau Ma Tel area stood the two-storey
Mido Cafle, its blue and yellow window
panes. mosaic tiles and ceiling fans cre-
ating a moody vibe typical of the city’s
old-schoollocal diners.

‘The 72-year-old establishment, which
served authentic Hong Kong dishes
from baked pork chop rice to pineapple
buns, was a magnet for tourists and film
directors. But it closed lts doors in July
after suffering from Hong Kong's tough
Covid-19 policies, including a three-
month ban on evening dine-in services
imposed thisyear.

‘The Mido Cafe is just one of a series of
celebrated traditional eateries to have
vanished from Hong Kong's world-
famous culinary scene over the past
year, losses that restaurateurs blame
mainly on Covid controls.

‘The closures highlight the wider woes
of the Chinese territory’s pandemic-hit
economy, whichslipped into 11s second
recession in three years in the second

Monday 26 September 2022

quarter. Sectors including retail, food
and beverage are expected to suffer in
the third quarter, despite Hong Kong
announcing on Friday that it would
scrap quarantine rules for incoming
wavellers fromtoday.

Atleast 12 historic Hong Kong eater-
ies have shut since October last year,
some of them once highly popular
among tourists and even Hollywood
celebrities.

Recent landmark casualties include
the century-old Lin Heung Tea House,
one of the city’s oldest and most high-
profile dim sum restaurants, and the 55-
year-old Tai Wing Wah Village Cuisine,
which served traditional local dishes
suchas lard rice to regular customers.

Restaurant owners say Hong Kong's
stringent coronavirus restrictions, the
result of alignment with mainland
China’s zero-Covid approach, have
badly damaged domestic demand,
while border controls slashed tourist
numbers.

Lin Heung’s owners pointed out that
they were *regretful we could not

S&P Global

overcome the pandemic’s impact”.

Simon Wong, president of the Hong
Kong Federation of Restaurants and
Related Trades, said businesses had
been further hit by high rents, the soar-
ing cost of ingredients caused by supply
chain disnuptions and alabour shortage.

Tung Po Kitchen, a lively venue ina
municipal food market that served beer

Covid casualty: the Lin Heung Tea

If everyone

HOuSe in 2018 — introry vilics 457 Camy raes

inbowls, was visited by film stars such
as Benedict Cumberbatch and Tilda
Swinton and endorsed by the late celeb-
ity chef Anthony Bourdain. It closed
thismonth.

‘Tung Po, which had lost customers
duringthe dine-inbanthat wasimposed
during a surge of Covid cases early this
year, shut after officials terminated its

B e

knows it it’e not
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Ticence over alleged violations ofiits leas-
ingagreement.

“We have worked so hard to gain
international prominence. There are
just so many old memories here,” said
manager Robby Cheung as patrons
packed into the restaurant for a last
meal beforeits closure.

Vicky Lau, owner and chef of the two
Michelin-starred Tate Dining Room,
said it was “really sad” tosee the closure
of traditional eateries that represented
the culture of Hong Kong.

“Once it is gone, it is very hard to
rebuild it . . . [Their taste] and flavour
ishard toreplicate,” Lau said.

‘Wong, of the trade federation, said
some cld restaurants relied on visitors
forup to B0 per centof their business. “A
poor domestic economy also means res-
idents are now spending less overall,
further affecting the traditional restau-
rants,” he said.

‘Total Hong Kong restaurant revenues
fell to HK$93bn (Uss12bn) last year
from a peak of HK$120bn In 2018,
accordingto government data.

still, the number of licensed restau-
rants in Hong Kong rose by almost 8 per
cent between 2018 and 2021, official
data showed, with more than 16,000
eateriesrecorded acrossthe city.

‘While new coffee shops are popping
up and the high-end dining sector has
largely enjoyed continued domestic
demand, with some restaurants fully
booked months in advance, many mid-
market and low-cost restaurants are
beingbadlyhit.

One senicr executive at a Hong Kong-
based restaurant chain described the
ban on dine-in services as “disastrous”.
“The industry is having a really tough
time,” the executive said.

Sidney Cheung, an anthropology pro-
fassor at the Chinese University of Hong
Kong who has researched the territory’s
food and culture, said the closure of
famous traditional restaurants was a
loss for both locals and visitors.

“If Hong Kong is left with only the sky-
scrapers, luxury hotels and fine-dining
restaurants, it will be way too homoge-
neous,” Cheung pointed out.
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Souki’s US gas
export venture
falters despite
huge demand

@ Deals with Shell and Vitol scrapped
@ Tellurian abandons $1bn bond sale

JUSTIN JACOBS — HOUSTON

US energy tycoon Charif Souki’s plans to
build a $25bn natural gas export plant
are on the rocks after the project lost
pivotal buyers and failed to raise funds
despite rising global demand following
Russia’s invasion of Ukraine.

The setbacks are a big blow to Souki, a
pioneer in the US liquefied natural gas
business, and could signal trouble in the
effort pand the US® toship

‘YouTube that the inability to raise cash
“set us back definitely” and added that
he would turn to trying to sell equity in
Driftwood LNGtoa “strategic partner”.

Analysts said Souki risked missinga
golden opportunity as global demand
for LNG soared.

“If Driftwood can’t make it now,
under what circumstances could it?”
said Clark williams-Derry, analyst at
the Insutute for Energy Economics and

more energy to Europe. They came as
European officials pressed the US to

| Analysis. “If they’re losing
banks’ interest and they’re losing their
cusmmers interest nﬂn nﬂw Ihat says

send more LNG to relieve ies on
the brink of recession after supplies of
Russian gas were squeezed by Moscow.

antwood’s troubles are all the more
slgmﬁcant as it was Souki who pio-
ne exports of US gas, capi-

‘If Driftwood can't make
it now, under what
circumstances could it?’

Clark Williams-Derry, analyst

Shares in Souki’s company, Tellurian,
tumbled about 40 per cent last week as
investors lost faith in his ability to
deliver the massive Driftwood LNG
project on the Louisiana coast, designed
toliquefy up to 27.6mn tonnes of Ameri-
cangasayear.

Tellurian disclosed on Friday that oil
supermajor Shell was pulling out of a gas.
sale agreement with the company and
that it had to terminate a similar deal
with Vitol. The long-term contracts,
each for 3mn tonnes a year, were crucial

BtV Attt A

talising on rising production from shale
drilling when he converted his former
company, Cheniere Energy, from an
importer to exporter of LNG.

Cheniere later ousted Souki just
weeks before its first cargo in a board-
room coup orchestrated by activist
investor Carl Icahn. It is now the largest
US exporter of LNG by far, with more
than half of total capacity.

Souki returned to the industry in 2016
with the launch of Tellurian, using his
star power in the business to raise capi-
tal and sign initial deals with majors. But
he has struggled to maintain momen-
tum as others, such as Cheniere and
Venture Global, have moved ahead with
new projects in Texas and Louisiana.

Analysts still expect a few projects in
the next couple of years. Butpmblems:t

a
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High tension US business concerns mount
regardmg risks posed by China on Talwan

Bily H Kok /Bioomberg

‘ Corporate America’s concern with Taiwan
Number of mentions of ‘Taiwan’ in 10-K risk factor sections

Monthly mentions == 12-month rolling average
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FEDERICA COCCO — LONDON

Executives at publicly traded US
companies are becoming increas-
ingly worried about the spectre ofa
further escalation of tensions over
‘Taiwan, a big supplier of crucial com-
ponents suchas semiconductors.

The number of annual regulatory fil-

ings citing Taiwan as a risk factor has

risen significantly over the past 12

months, according to Financial Times
i jeod:

‘This is because Taiwan, which isthe

blggest producer of the most
d chips, is rapidly b

one of the world’s most dangerous

geopolitical flashpoints.

The fearis thatin the event ofa con-
flict with China, US firms will be una-
ble to get the microchips needed to
make smartphones, electric cars, new
weapons, computers, industrial
machines and even medical devices.
Healthcare is the second-most con-

In March, a popular time for releas-
ing. so{alled “10-K” reports 116 com-

et A b ot e

In a sign of the potentially wide-
ranging effects, a clutch of chief exec-
utives at big US banks told Congress
last week they would comply with any
Us government demand to pull out of
China if Bejjing were to attack Taiwan.

The remarks came days after presi-
dent Joe Biden said the US would
defend Taiwan from a Chineseattack.

The median US company only had
five days’ worth of chip inventoriesin
2021, down from 40 in 2019, accord-
u1g to a study by the Department of

“a ‘e facto’ blockade by
China’s regular military exercises
—

P T T T

In August, Biden signed
Lhe Clups Act, whlch will provlde
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EY shake-up
will boost
audit quality,
says UK chief

MICHAEL O'DWYER
ACCOUNTANCY CORRESPONDENT

The boss of EY’s UK business has
rejected claims that the firm’s audits
would be weakened by a separation
from its consulting arm and signalled
that the group will break up regardless
ofa forthcoming partner vote.

Spinning off the consulting and deal
advisory arm would free up staff and
capital to focus on audits, said Hywel
Ball, EY’s UK chair and managing part-
ner. “Audit quality is going to be better,”
hetold the Financial Times.

EY’s top leaders have approved the
flotation of the firm’s advisory arm,
responsible for $25bn in revenues last
year, in an attempt to boost growth by
freeing the consultants of conflicts that
prevent them working with the firm’s
audit clients.

The plan would trigger the most radi-
cal reshaping of the accounting industry
intwodecades and deliver windfalls for
partners. But it has sparked warnings
that audit quality could be negatively
affected if the standalone audit business.
cannotattractand retain skilled staff.

EY also plans to retain some non-
auditors in the audit business and
deploy their expertise in areas such as
tax and asset valuation. “The design of
the whole business separation was
based on ‘audit gets what audit needs’”
said Ball.

Beingin an audit-dominated business
would allow these specialists to focus
more on audit work, said Ball. “At the
moment, they get pulled in all sorts of
ways by the other businesses,” he said.

The non-auditors would also be
encouraged to build new advisory prac-
tices within the audit-dominated busi-
ness. EY’s plans assume that most nfthe
firm’s h would fr
ingits advisory practice.

Ball said the money raised from spin-
ning off the advisory division would
enable more investment in the audit
business by reducing competition for
capital internally from fast-growing
advisory service lines.

EY expects the advisory unit to raise
lbuut $11 Shn by se]lmg a 15 per cent

0
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The deals were scrapped days after
Tellurian had to abandon a $1bn bond
sale in which it offered investors a yield
of more than 12 per cent, signalling it
was not going to be able to raise financ-
ingfor the project any time soon.

souki said in a video posted to

LIUWUUU SUEZESLE UIE 1EdliLy Was Ui
ficult, given doubts about fossil fuel
demand, Williams-Derry said. “What I
see is an end to the euphoria and a
grounding of the hype about US LNG and
are-evaluation of which of these projects
is really going to be financially viable for
the next20 years.”

All pages from Financial Times (Asia), Monday, September 26, 2022

PALIES MIENUULIEY LWL 4S & LISK W
their business, and the rolling 12-
month average this month reached its
highest levelin atleast 16 years.
Technology companies represent
the sector that is most concerned
with those in the

WULLU GLEALE UULUEIECRS 111 1ast-
gnmnng sectors dependent on semi-
suchashigh performance

LOVULL 11 LULULLIE W PLUp up auu
Kkick-start domestic semiconductor
fa ingand research.

computing, internet of things,
data centres and electric vehicles,”

Alicia Garcia-] Herrero, chief Asia-
Pacific at French bank

industry raisingtheloudest alarm.

Natixis, said.

“The US will put more pressure on
key suppliers to ban exports to China
and develop production in its own
market with industrial policy tools,”
Garcia-Herrerosaid.

SUARE 111ALL LIUEL PUDLG ULEL LR 410 W
borrow another $18.7bn, much of which
would be used to pay off existing debts
and pension obligations and to fund
payouts of up to four times annual sal-
ary for audit partners. EY partners will
wvote on whether to proceed with the
break-up by earlynext year.
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Aggressive sourcing of waste

and a push to avoid China has

given three groups an uplift

SONG JUNG-A AND
CHRISTIAN DAVIES — SEOUL
HARRY DEMPSEY — LONDON
Agroup of leading South Korean battery
recycling companies have made strong
stnc.kmalkzt debutsas theyfargetnver—

seas duris

for electric vehiclemetals.

shares of SungEel HiTech and rival
Sebit Chem have more than tripled
since their listings in late July and early
Augustrespectively.

‘WCP, the country’s second-largest
‘battery separator maker, is to go public
at the end of this month with a
Won432bn ($306mn) listing.

Home to three of the world’s 10 big-
gest battery makers—LG Energy Solu-
tion, Samsung SDI and SK On—South
Korean recycling companies have easy
access to the scrap from battery cell
manufacturing and customers to buy
the recycled material.

The companies are capitalising on a
push from battery players around the
‘world to reduce their reliance on China
and other challengi ies, sucha

Industrials. South Korea

Battery recyclers energise Seoul drive to list

automalkers speed their transition to
greener cars.

“Investors are betting on the growth
potential of these ‘city mines’ as metal
prices are surging again amid strong EV
sales in China,” said Yoon Hyuk-jin, an
analystatSK Securities.

The offerings of sungEel and sebit
were oversubscribed, with their sub-
scription ratesbeating that of .G Energy
Solution, the world’s second-largest EV
battery maker, which raised Won12.8tn
($9.8bn) in the country’s largest initial
public offering in January.

Founded in 2000, SungEel grew its
recycling expertise on a deluge of used
portable electronics to become one of
the world’s most advanced collectors
and processors of old and defective
lithium-ion batteries, which it now
sources from the country’sleading auto-
makers and battery makers.

The company plans to triple capacity
by 2024 using its IPO funds. It already
has nine recycling plants — three in
South Korea and the restin China, India,
Malaysia and eastern Europe.

“Demand for battery recycling is
growing fast as ESG [environmental,
social and guvemance] becomes more
important,” said a SungEel executive.
“We need to bulld anew plam this year

tomeet

Democratic Republic of Congo and
Indonesia, for key materials.

“Battery recycling is becoming more
important in terms of energy security as
‘battery makers are keen to reduce their
dependence on China in securing key
materials,” said Yoon Chang-bae, an
analystat KB Securities.

Recyclingcompanies have been arare
bright spot for investors in South
Korea's sagging stock market, as

Battery recycling can ease potential
supply shortages and cut prices of key
metals such as nickel, cobalt, copper
and lithium asthey can be: remt(oduoed
-y Iy chain, red

ence on raw materials from mines.
Scrap for recycling can come from cell
production and end-of-life batteries.
SNE Research forecasts the global EV
battery recycling market, which was
estimated at just Won400bn ($300mn)

* FINANCIAL TIMES

in 2020, to grow to Won21tn in 2030.
That expected growth isunderpinned
by the EU and US introducing powerful

EV plant and battery manufacturing
facility in the US state of Georgia, while
LG Energy Solution and GM announced

legislative tools to bolster ling to
secure supplies of strategic minerals,
as domestic mining projects stumble
OVer permits.

Korean battery makers are position-
ing themselves to benefit from incen-
tives contained in US president Joe
Biden’s flagship economic package,
known as the Inflation Reduction Act,
for local carmakers to decouple from
Chinesesupply chains.

Undertheact,

a$2.6bni this yearto build a
tlnrd plantaspart of their joint venture

Analysts expect Korean battery recy-
cling companies to expand their over-
seas presence gradually to be closer to
the battery makers building plants in
the west. “Interest in recycling compa-
nies has surged as investors are con-
cerned about battery metal sourcing
sincetheIRA passﬂlle, Yoonuf SK said.

Korean

are com-

credits on EVs if a certain threshold of
materials are sourced from the US, free
trade partners orrecycling.

EVs with minerals and components
from foreign entities of concern will be
ineligible for those credits from 2025.

In July, SK On launched a $7.8bnjoint
venture with Ford to build three battery
plantsinthe Us.

In May, Hyundai announced a $5.5bn
investment to build its first dedicated

T 15
L) 4%

sungEel HiTech’s factory: shares
have more than tripled since listing

peting with nascent western rivals such
as Glencore-backed Li-Cycle, Redwood
Materials, which was set up by former
Tesla chief technical officer JB Straubel,
and Australia’s Neometals as they
expand their overseas presence.

Hans Eric Melin of
Circular Energy Storage, a consultancy,
said the Koreans’ success lied in their
close relationships with the battery cell
makers and their aggressive sourcing
for waste torecycle.

SeungEel and Sebit are undervalued
compared with western battery recy-
cling upstarts, said Melin. Glencore-
backed Li-Cycle has a market capitalisa-
tion above $1bn but made a $23mn
earnings before interest, tax, deprecia-
tion and amortisation loss in the third
quarter as it scales up, compared with
SungFel’s market cap of $1.2bn on 2021
operating profits of Won16.9bn.

“We have totally missed that a lot of
material for along time has mainly been
processed in other countries, mainly
Korea and China,” Melin said. “All of the
Americans and Europeans are far
behind as SeungEel has processed bat-
teries for recycling for over 10 years.”
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The financial guru who says ‘no’ at SoftBank

Goto tells of challenges in staying true to founder Son’s vision at debt-laden conglomerate that has plunged into a $23bn loss

KANA INAGAKI — TOKYO

Minutes intoconductinga job interview
for SoftBank’s finance head in the sum-
mer of 2000, founder Masayoshi Son
made a characteristically quick deci-
sion: “Ilile thelook of hiseyes. Let's hire
him.”

He had chosen to hire Yoshimitsu
Gotn, hisfiercelyloyal finance guru who
isnow at the centre of SoftBank's gruel-
ling battle against the global tech rout
that has plunged the conglomerate into
a$23bnloss.

Over the past 18 months, Son has lost
three of his key aldes and potential Soft-
Bank heirs, including chief operating
officer Marcelo Claure and strategy
chief Katsunori Sago. Rajeev Misra,
head of SoftBank’s $100bn Vision Fund
and the architact of the group’s complex
financing engineering, has also stepped
backto set up hisown fund.

Though not a candidate to take over
Son’s investment empire, Goto is an
exceptionto thatrevolving door of exec-
utives. He has become indispensable as
the link between the highly leveraged
group and the world’s biggest banks.
SoftRank’s planned US listing of UK
chipmaker Armiis just one of his chal-
lenges, with Son announcing this week
that he is exploring tie-up talks with
Samsung regarding the company.

The future of the Vision Fund has
come under scrutiny following its dis-
mal performance and a historic sell-
down of its Alibaba stake. But Goto
insisted in an interview with the Finan-
cial Times that Sonwas likely to stay the
course even as the fund goes on “a
defensive mode” to cut costs.

“Iwon't be surprised [if Son changed
his mind] but 1 don't. think that’s likely.
Investment firm is this company’s ulti-
mate style,” he said. Buthe added: “The
basis of Mr Son’s thinking is that change
is the best growth strategy to avert risks.”

The straight-talking 53-year-old Goto
isfar from an ordinary financehead. Fiis
public duty is to persuade investors to
scrap what he describes as the mislead-
ing image of the deal-driven, debt-sad-
dled group as “fascinating but reckless”.

pannle rlinea ta KaftRank eaid thar a

Indispensable:
Yoshimitsu
Golo, chiel
financial officer,
isat the centre
of SoftBank’s
gruelling battle
against the
global tech rout
that plunged the
conglomerate
into a $25bn loss

and that’s when 1 say we should not do
this. Mr son is rational so he getsitright
away.”

Theoneline he does not. cross is doing
anything that will damage what he calls
an “absclute relationship of trust” Soft-
‘Bank has built with its biggest banking
lender Mizuho.

“1t takes a long time to build a rela-
tionshipof trust but when it crumbles, it
happens with the blink of an eye. Thave
never broken my promise with the
banksinthe past 20 years,” he said.

Japan’s third-largest bank is Soft-
Bank’s biggest lender and the most
heavlly avnacad o ire farninee having

‘Whenan
executive in
charge of
financing
and cash
flow says
no, that’s
the end of

the story’

Son'’s finance chief and right-hand man
untilhedied inlate2013.

Eventually he would double as cFO
and head of Son’s baseball team, while
overseeing SoftBank's evolution into
Japan's third-largest mobile phone car-
rierand world’slargest tech investor.

Kiyoshi Miyalke, the former deputy
president of Mizuho Bank who is now
president of real sstate developer Chuo-
Nittochi Group, said Goto brought a
sense of stability to a dynamic but cha-
oticgroup. “The ideas flow like water for
Mr Son, and it was Mr Goto who said

which of those can be done and which
cannot be done,” he said, having known
Goto since 2008 both as a client and a
drinkingcompanion.

Investors still find it difficult to get a
full picture of SoftBank’s Liabilities in
part due to Son’s debt-fuelled dealmak-
ing, but also because of the complex
financial instruments employed by
Misra.

Goto has attempted, not entirely suc-
cessfully, to simplify SoftBank’s layers of

Timaline

Executive exodus

Dec 2020 Gary Ginsberg, global head
of communications

Mar 2021 Katsunori Sago, chief
strategy officer

Jan 2022 Marcelo Claure, chief
operating officer

Aprll 2022 Akshay Naheta, ran hedge
fund SB Northstar

Aug 2022 Rajeev Misra, sfill head of
the first Vision Fund, but has stepped
down from other roles at SoftBank

threshold. The metric showing its net
debt compared with the value of its
holdingsstood at 14.5 per cent at the end
of Tune, down from 21.6 per cent atthe
end of last year. SoftBank has ¥3.1tn
(s22bn) in net debt, but the overall
group has interest-bearing debt of
F179in.

Many investors like Goto for his ener-
getic style, but one longtime share-
holder questioned how long the group
could continue turning to radical asset
sales such as the Alibaba selldown to
bolster its balance sheet every time it
faces a downturn. “It’s impressive how
Mr Goto handles each of Mr Son’s
impossible tasks but I fear that the com-
pany is reaching a limit,” the Hong
Kong-basedinvestor said.

But whatever the company’ future,
very few expect Gototo join the string of
recent departures. “I think Mr Son
places an absolute faith in Mr Goto that
he will not walk away under amy circum-
stance,” Fujiwarasaid.

Goto says he will remain as long as son
needs him: “I always tell him to replace
me without any hesitation if he thinks
thm 1snbetlcrpelmnfurmy Tole”

debt, pledging to keep the pany’s
loan-to-value ratio belowthe 25 percent:

Ireporting by Antoni STodkowski
r‘n?bkpu
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cructal partuqumh)oh was o convert
Son’sideasinto comprehensible pitches
to its lenders. When even his finance
team cannot find a way to deliver onthe
founder’s vision, Goto is one of the few
who can say notoson.

“When an executive In charge of the
company’s financing and cash flow says
no, that's the end of the story so 1 know
the weight of my words when 1say no,”
Goto said in an interview at the com-
pany’s head office in‘Tokyo.

Buthis rule of thumbis to exhaust all
the options by being creative. “q tell my
team not to search for reasons why they
can't doit, but to think of waysthat can
be done if they were to try it. When it’s
really impossible, there is no answer

| SoftBank reduces its debt load
Loan-to-value ratio C&)

// \\ if,
18

/ \\ 16
/\/ 14
/ A2
10

2020 21 2
‘Source: Softilank
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I'Immced Sunsbiggesl dezls \m]vlng
US wireless carrier Sprint and British
chipdesigner Arm.

“The current relationship between
Mizuho and SeftBank Group would
have been unthinkable without Mr
Goto. That's how important he is,” said
Koji Fujiwara, senior adviser at Mizuho
TFinancial Group and former chief exec-
utive of Mizuho Bank.

The relationship has been tested after
the implosion of high-profile bets made
by the vision Fund, including Wework
and the collapsed Greensill Capital,
Taised seTious governance concerns.

When SoftBank bailed out WeWorkin
2019 to avert a cash crunch, Mizuho
issued a warning to Son and Goto that
therawould be noadditional bailouts.

As the performance of Oyo, a Soft-
Bank-backed Indian hotel chain,
slipped in 2020, Goto arranged dinners
between Mizuho executives and Ritesh
Agarwal, Oyo's founder, to address their
‘worries. “We have expressed concerns
many, many times but each time, Mr
Goto gave us a prompt and precise
response,” Fujiwara added.

As aformer banker at Mizuho Trust &
Banking, Goto has a clear understand-
ingofwhat the company’s lenders want.
He joined SoftBank in 2000, at the urg-
ing of his mentor Kazuhiko Kasal,
another former banker who served as
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Carney’s green alliance hit as two funds quit

CAMILLA HODGSON

Pension funds Cbus Super and
Bundespensionskasse have become
the first institutions to leave a financial
alliance on tackling climate change
spearheaded by former Bank of Eng-
land governor Mark Carney.

Australia’s Cbus left the Net Zero Asset
owner Alliance in recent months citing
resourcing problems, while Austria’s
Bundespensionskasse left the Paris
Aligned Asset Owners group this year,
also due to alack of internal resources,
the PAAO said. The coalitions form
part of the Glasgow Financial Alliance
for Net Zero (Glanz) that was launched
with great fanfare last year.

Members of the seven subgroups
under the Gfanz umbrella must comply
with complex data-trackingand report-
ingrequiraments that they say consume
significant amounts of time and person-
nel, somethingthat banks in the alliance
havealso complained about.

Financial institutions are also facing
a growing list of environmental disclo-
sure requirements from regulators
worldwide. A$70bn (Us$46bn) fund
Chus, which joined the NZAOA in 2020,

said it left the alhance in order to “focus.
our resources on our internal climate
change activities,” adding that it had
not altered its net zern emissions by
2050 target.
Bundespensionskasse, a €1.3bn fund,
declined to comment on why it left the
alliance but said its “long-term goal isa
dlimate-neutral investment approach”.

his Gfanz umbrella
must comply

with complex
requirements

Theyoup has pledged toreach net zero
emissions across all its assets under
management by 2040. Gfanz declined
to comment.

One of the Gfanz subgroups, the Net
Zero Investment Consultants Initiative
that was Jaunched with 12 members a
year ago, did not disclose whether any
companies had left.

Gfanz was designed to bring together
as many financial institutions as possi-
ble and encourage action on climate.
But some US banks have threatened to

leave the alliance, citing concerns that
the commitments leave them open to
legal challenges, the Financlal Times
reported last sk

The objections have focused largely
onwhether aco-ordi restriction of
support for the fossil fuel sector could
fall foul of competition law.

The UN Race to Zero initiative, which
sets the standards for Gfanz member-
ship, subsequently issued revised
guidance on Friday, dropping a stipula-
tion that “no new coal projects” should
be supportad.

Critics, meanwhile, say that volun-
tary, private sector-led initiatives will
nol deliver the pace of change needed to
avoid catastrophic warming.

Nigel Topping, co-leader of Gfanz,
was among those to call for more robust.
climate-related regulation last week.
“we cannot rely on voluntary action
alone " hesaid.

Governments, regulators and the
private sector must work together
to “correct market failures and
provide enabling regulatory environ-
ments to dramatically accelerate trans-
formation to a 1.5C-aligned economy™
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China’s Maike Metals hits liquidity crisis

Chair says trading house
will sell assets and equities
in cffort to cut debt

CHENG LENG — HONG KONG

Maike Metals International is selling
assets and studying a broader restruc-
turing as it battles to survive a liquidity
crisis, according to chair He Jinbi in an
Interview with the Financial Times.
The final plan could involve “share-
holding restructuring, asset restructur-
ing and debt restructuring”, said He,
illustrating the extent of the difficulties
at one of China's biggest commodity

trading houses. Maike, which handlesa
quarter of the country’s refined copper
l.mports is an important i
ese metal consumers and
global merchants such as Glencore and
Trafigura.
The possibility of extensive restruc-
turing at Maike shows how China's eco-
nomic slowdown, fuelled by Beijing’s
crackdown on the property sector and
its rigid anti-Covid policies, is translat-
ing Intoa liquidity crisis at highly lever-
aged companiesin the private sector.
Maike was discussing an investment.
with state-owned groups in the north-
eastern city of Xian, said He, but the
government had tcld him to scale down

the business first. “We're actively selling.
assets and equities to replenish our
liquidity and reduce debt.” said He. The
company was “breaking arms to sur-
vive", an expression sacrificing
parts of the business in order tosave It.

Maike was founded 29 years ago and
grew to become one of the largest trad-
ing houses in China. The company is
noted for its heavy reliance on short-
term finance, raising money againstits
stocks of copper metal.

Maike and He have also invested
heavily in Xian's property sector and in
the construction of its own bonded
warehouse for metals trading. But a
resurgence of Covid cases this year,

combined with Beijing s restrictive poli-
cies, have hit property demand and
«commodity prices hard.

‘The combination of Maike's short-
term debts and illiquid property assets
has plunged it into crisis. In recent
weeks, the company has said it is meet-
ing with various bankers and local gov-
emmentofficials.

“1 believe China’s economy is still
resilient, and there is plenty of room to
let the market play all the roles it should
play. But in the current economic envi-
Tonment, we need more participation
from the government and state-owned
enterprises to help us” He said.

Maike's chair said he had been asking

banks to extend their loans to give the
company some breathing space.

Market participants say Maile will
struggle to maintain its dominant role in
the Chinese copper market even if it can
secure support. But He was philosophi-
cal. “The market will naturally right
itself via the invisible hand,” he said.
“The back wave of the river will push
the front wave, and one wave isstronger
than the other. I'm just a passer-| by in
China’s non-ferrous financial market.”

Asked whether he will stay on as
chair, He said: “I can’t tell what will hap-
pen after the restructuring. But hope I
shall still be a professional manager and
of course aninvestor [in Maike].”

MARTIN ARNOLD, VALENTINA ROMEI

AND ALEXANDRA WHITE

Has inflation in the eurozone shot
even higher?

Caninflation maintain its record-setting
pace in the euro area even though the
economy seems to be contracting
already and economists are widely pre-
dicting 2 recession this winter?

The latest test will come on Friday,
when the European Commission's sta-
tistics arm will release eurozone infla-
tiondatain September.

Economists polled by Reuters expect
consumer price growth to have hit
9.6 per cent on an annual base in Sep-
tember, up from the all-time high of
9.1 per cent setin August.

Market questions. Week ahead

Eurozone inflation expected to reach fresh high

Investors pile
into insurance
against falls

in stock prices

ERIC PLATT AND HICHOLAS MEGAW
NEW YORK

Investors are buying record amounts of
insurance contracts to protect them-
selves from a sell-off that has already
wiped trillions of dollars off the value of
Usstocks,

Pu.nchases of put option contracts on

and exchange traded funds have
surgmi with big meney managers
spending $34.3bn on the options in the
four weeks to September 23, according
to Options Clearing Corp data analysed
by Sundial Capital Research. The total
'was the largest on record in data going
backto 2009, and four times the average
since thestart of 2020,

Institutional [nvestors have spent
$9.6bn in the past week alone. The
splurge underscores the extent to which
big funds want to insulate themselves
from a sell-off that has dragged on for
nine months and has been super-
charged by central bankers across the
globe aggressively raising interest rates
totame high inflation.

“Investors haverealised the [US] Fed-
eral Reserve is very policy constrained
withinflation where itisand they canno
longer count on it to manage the risk of
asset price volatility, so they need to
take more direct action themselves,”
said Dave Jilek, chiefinvestment strate-
gistat Gateway Investment Advisars.

Jason Goepfert, who leads research at
Sundial, noted that when adjusting for
growth inthe Us stock market over the

I.lwestms have realised
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Prices of oil, stecl, wood and many
other commodities have fallen for sev-
eral months. But this is being offset by
persistently high energy costs, which
are hitting both manufacturing and
services companies and prompting
them toraise prices.

Another factor likely to lift inflation is
the expiry of Germany’s temporary
measures that cushioned the impact of
high prices, such as a fuel duty cut and
subsidised monthly traintickets.

Deutsche Bank economists forecast
last week that eurozone inflation would
peak at the end of the year around 9.5
per cent. Price pressures also keep rising
as European wholesale natural gas
prices remain about two-and-a-half
times higher than a year ago, even after
arecentdip.

The European Central Bank. which
has already raised interest rates 1.25
percentage points over the summer, will
be watchingthe latest data carefully asit
considers how high to lift borrowing
costs to bring inflation back toits 2 per
cent target.

Isabel Schnabel, an ECE executive
board member, underlined its concern
last week, saying: “What we areseeingis
that the inflationary pressures have
become much more broad-based. They
have somehow creptintoall parts of the
economy.” Martin Armoid

How have higher interest rates
affected the UK mortgage market?
Rising interest rates are expected to
continue to take the wind out of the UK
housing market’s sails, as they make
mortgages more expensive.

Those increasing costs come just as
the average house price has reached an
all-time record high, following the pan-
demic-induced housing boom, and
against a backdrop of falling real (infla-
tion-adjusted) income.

On the up:
shoppers in

Detroit,

michigan.
US consumer
spending is

forecast
to have

increased
in Angust

Matiew Hsiche Soambery
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The Bank of England releasesits latest
credit and mortgage data for August on
Thursday. Economists palled by Reu-
ters forecast that UK mortgage approv-
als dropped to 62,000 last month from
63,770 in the month before and down
{rom their peak of more than 100,000in
November 2020.

Last week the BoE announced
another 0.5 percentage point increase in
its key policy rate o 2.25 per cent, the
Thighest since 2008, marking its seventh
consecutive rate rise. Mortgage rates
‘have risenasaresult.

“We expect that the sharp move
‘higher in mortgage rates fuelled by the
Bank of England tightening monetary
policy will continue to weigh on mort-
gage approvals,” said Ellie Henderson,
economist at Investec.

In contrast, house price growth has

duty tobe paid on the first £250,000 ofa + =

property’svalue, up from £150,000. The Tnﬂanonar)

threshold is increased to £425000 for  PIESSUIES

first-time buyers. Rightmove housing ‘have

expert Tim Rannister said that activity

had been softening but Friday’s bhecome

announcement could “lead to a big

jump in prospective buyers competing much mare

for the constrained number of proper- broad-

ties for sale”, resulting in higher house i .

pricegrowth. Valenting Romef EJSE(L They
= TR IV

Did us consumer spending risein Ly

August? somchow

US consumer spending is expected to  crept into

have increased in August, with the com- : g

merce department’s personal consump- all PanIs

tion expenditures index forecast topost 0 the

a monthly increase of 0.2 per cent, cconomy’

according toa Reuters poll. That follows
a0 per cent bump, which missed econ-

solid, supparted by a limited
stock of properties.

The downward trend in mortgage
approvals will probably be affected by
the stamp duty cut announced by the
government on Friday, with no stamp

omist of 0.4 per cent. July’s
cool spending reading was driven by a
reduction inconsumption and a modest
increasein spendingon services.

The shift towards spending on serv-
ices could reverse a trend throughout

muchof the pandemic that fuelled price
inflation for goods. That would be awel-
come development for the US Federal
Reserve asit attempts to tame inflation
that has been hovering around its high-
estlevel in four decades.

LPL Financial chief economist Jeffrey
Roach said the Fed, through its primary
monetary policy tocl of interest rates,
was targeting aggregate demand. “The
Fed has zero power over any supply
componentsof inflation” hesaid.

Recent data showed US retail sales in
August unexpectedly increased 0.3 per
cent, surpassing economist expecta-
tions for a flat reading, The figures are
not adjusted for inflation, but it suggests
consumers are still spending

However, the retail control group,
which excludes purchases of petrol,
motor vehicles, building materials and
food services, was flat. This group feeds
into the official gross domestic product
calculation. The soft figure resulted in
Atlanta Fed cutting its GDPNow track-
ing estimate for third-quarter GDP

growth to 0.5 per cent from 1.3 per cent.

they can no longer count
on [the Fed] to manage the
risk of asset price volatility’

past two decades, the volume of equity
put option purchases was roughly
equivalent to the levels reached during
the financial crisis. By contrast demand
for call options, which can pay out if
stocks rally, has tailed off.

While the sell-off has wiped more
than22 per cent off the benchmark S&P
500 stock index this year — pushing it
into a bear market — the slide has been
relatively controlled, lasting months,
not weeks. That has frustrated many
Investors who hedged themselves with
putoptions contractsor betonasurge in
the Cboe’s Vixvolatility index but found
the protection did not act as the
intended shock absorber.

This month, the S&p 500 suffered its
biggest sell-off in more than two years
but the Vix failed to breach 30, a phe-
nomenon never before registered,
according to Greg Boutle, a strategist
‘with ENP Paribas. Generally large draw-
downs pushed the Vix well above that
level, he added.

Over the past month money manag-
ers have instead turned to buying put
contracts on individual stocks, betting
that they canbetter safeguard portfolios
if they hedge against large moves in
companies such ag FedEx or Ford,
which have slid dramatically after issu-
ing profit warnings.

Investors and strategists have argued
that the slow slide in the main indices
has been driven in part by the fact that
investors had largely hedged them-
selves after declines earlier this year.
Long-short equity hedge funds have
also largely pared back their bets aftera
dismal start to the year, meaning many
havenothad to liquidate large positions.

Industrials. Corporate results

Wall Street blames errors at FedEx as parcels service fails to deliver

Markets had feared earnings

miss at bellwether business

foretold wider economic strife

STEFF CHAVEZ — CHICAGO
ANDREW EDGECLIFFE-JOHNSON
NEW YORK

Rajesh Subramaniam’s credibility has
bean on the line as the redEx chief
executive tries to project confidence
that he can cerrect the US parcels
group’s course after failing to deliver on
the upbeat forecasts he made just three
monthsago.

The company haslong been seen asan
economic bellwether, so when it pre-
viewed a substantial earnings miss last
week, it not only sparked the largest
daily drop in its shares but also sent a
shudder through the wider market.

Now, though, Wall Street is asking
whether FedEx's own errors were more
to blame than slowing demand.

Subramaniam took a beating from

Monday 26 September 2022

Wall Street analysts on an earnings call
on Thursday when they grilled him on
FedEx's new cost savings plan, asked
why its peers had not reported a similar
downturn and questioned whether it
had the rightleadership.

On September 15, the Memphis-based
parcels service announced that itsreve-
nue for the three months to August
would fall roughly $800mn short,
driven by an unexpectedly large drop in
global demand. The resulting guidance
of adjusted earnings per share of $3.44
was far below Wall Street estimates of
§5.14. Net income dropped more than
20 per centto $575mn.

“How did it catch you so off guard?”
one analyst asked on the call, sceptical
of FedEx’s claim that such a sharp fall-
off was largely due to a changing global
economy.

After riding a wave of pandemic
demand for package shipping as people
ordered more online, FedEx is now con-
tending with a supply chain thatis shift-
ing back towards more normal volumes.
Demand had been hit hardest in Asia

and Europe, Subramaniam said, pre-
dicting a global recession. But analysts
asked whether mismanagement had
played a part. “Do you feel like you've
got theright senior team in place tolead
FedEx into the future?” a second analyst

some Sunday service and closing some
locations. It withdrew its full-year guid-
ance, citing “uncertainty”.
Subramaniam said that “what really
got us” was “tremendous” unantici-
ated cost inflation. In response, FedEx
d it would raise its delivery

asked pointadly. Subr ignored
another analyst’s question on whether

prices by 6.9 per cent from January,

FedEx had made any &

Subramaniam took over FedEx only
six months ago, when founder Freder-
ick Smith stepped down. Three weeks
ago Smith’s son, Richard, became head
of FedEx Express, a controversial move
as the division has been hit hardest by
the drop indemand. “We're not scream-
ing nepotism, but one could come to
that conchusion,” Barclays analyst Bran-
don Oglenski said inan interview.

FedExpress operating income
dropped by 70 per centin the quarter to
August as shipping volumes fell 11 per
cent. FedEx this week announced plans
to slash $2.2bn-$2.7bn from costs this
fiscal year, primarily by cutting
flights, parking aircraft, suspending

for delivering to

along with

Drop-off: FedEx cited alarge decline
in global demand for its revenue fall

FINANCIAL TIMES

remote areas and “peak residential pric-
ing” in the US. A fourth analyst
asked how the company could push
through its largest-ever price rise after
volumes took a double-digit hit. “Isn’t
that going to exacerbate the volume
decline” heasked.

As the world's largest cargo airline,
FedEx is more exposed to global macr-
occonomic changes than its competi-
tors, making it a pointer to where eco-
nomic growth is headed. Other logistic
industry barometers do point toslowing
demand. According Lo Freightos, alogis-
tics booking service, the cost of shipping
from Asia to the west coast has fallen by
80 per cent from a year ago, when US
retailers were scrambling to secure
goods for the holiday season.

The lower ocean freight prices have
also cut demand for air freight, an
expensive alternative for companies
hurrying to secure supplies. Air rates
this September were half what they
were thistimelast year, Freightos said.

some supply chain executives ques-
tion whether FedEx's troubles should be

seenasa signof worse tocome, however.

Its warning had “caused quite a stir”,
Mario Cordero, executive director of
California’s Port of Long Beach, told the
Financial Times. But he doubted that it
heralded “the worst scenarios” some
analysts saw for the domestic economy.
The supply chain was simply “normalis-
ing” after the pandemic drove an
extended surge in demand, he said.

Analysts acknowledged in interviews
that economic changes certainly played
arole, but thought that FedEx had cre-
ated some problems for itself, including
“decisions to clog up the network with a
bunch of lower-yielding ecommerce”,
accordingto Bernstein’s David Vernon.

UPS has also signalled a more difficult
environment but in more tranquil lan-
guage and with confidence that its net-
work could weather the storm.

Oglenski echoed long-held concerns
expressed on the call about how FedEx
measured up to its closest rival. The
company had about half the operating
profitability of UPS, he said, “because
FedEx is much less efficient™.
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Management

Stop obsessing over leadership
at the expense of governance
© WORK AND CAREERS

Men who get
their legs
broken to gain
height are not
entirely mad

Pilita Clark
Business Life

fyou work at a place like the
Financial Times, you tend to heara
lot about bond yields and Fed rates
and what the dollar is doing.

Last week, however, a non-
trivial number of FT staff wera talking
about something else: 2 GQ magazine
article about leg-lengthening surgery to
make yourself taller.

This grisly cosmetic procedure costs.
tens of thousands of pounds and
involves getting one's legs broken,
having metal rods screwed into the
thigh bones and learning to walk again.
with months of rehabilitation.

Potential complications include
nerve injuries, blood clots, excruciating
pain and the chance that the bones
don’t fuse back together as planned.
survivors, with huck, end up a whole
three inches taller, or up to six inches il
they get their shinbones extended as
well as their thighs.

Astonishingly, the procedure is said
to be flourishing. Hundreds of people
around the world have it done each
year.

Tsay “people”, but the evidence
suggests they are mostly men.

Many are from the tech industry,
according to the GQ story, which was
written by a 5ft 6in journalist in the US

who watched a surgeon perform the
operation at a clinic in, where else,
Las Vegas.

Readers learn the surgeon uses a
device like a cordless drill called a
“reamer” to hollow out the patient’s
bone and when the gadget is pulled
out, “awarm, bloody slurry of liquefied
hone and marmow and fat hegins to
oore out of the hole with horrifying
speed and volume™.

The idea that anyone would
willingly undergo such an ordeal, let
alone pay the £56,000 to £210,000 that
the BBC says the surgery can cost, is
baffling — except if you look at the
data.

For well over a decade, study after
study has shown that it pays to be taller
than average, especially if you are a
man. A &ft tall person typically earns
nearly $166,000 more over a 30-year
career than a 5ft 5in person, US
researchers found in 2004.

& Research may show
taller people are more
successful but the risks of
leg-lengthening surgery
outweigh any bencfits 99

Australian scientists concluded a few
years later thal every extra 10cm of
height added 3 per cent to hourly
wages for men, and 2 per cent for
women.

Tall pecple seem o do better in
business and politics, too. In US
elections, the taller candidate won 58
per cent of presidential races between
1789 and 2008.

Chief executives in Sweden and the
US have been shown to be about 6ft
tall, higher than average in both places
at the time the research was done.
Then there is love. Despite decades of
feminism, studies show height is stilla
big factor for women when it comes to
choosing a partner.

It is not entirely clear precisely why
wa discriminate against the less Iofty.
Some psychologists think it might go
back to early human instincts to
ascribe leaderly qualities to tall people
deemed to be better protectors. Others
think tall people themselves have mare
confidence and self-esteem, which in
turn makes them more likely to
succeed.

Either way, men who pay to have
their legs broken for a few more inches
in height are not being entirety
irrational. But nor are they being

Kt Ancersson

remotely sensible, The cost and risks of
leg-lengthening far outweigh the
probable benefits of being slightly
taller.

Also, speaking as a person of above
average height, 1 can say with certainty
there are dovmsides to being tall.
Flying in economy ishorrible. Lower
back pain is a risk, especially for
women.

Also, at some point in your career,
you will almost certainly come up
against a shortish male boss and,
regardless of what he feels about being
closer to the ground, you will find it
awkward to peer down at him or
worse, lower your head to hear what he
is muttering.

‘This is not just a tall female problem.
Lanky male friends tell me they suffer
it too.

Finally, statistics do not tell the
whole story. History is full of leaders
who achieved much, despite being of
average height.

soif you ever come across anyone
thinking of getting their legs
lengthened, tell them to sit down,
sober up and think of Winston
Churchill

pilita.clark@ft.com

Le>

CEO narcissism:
mirror writing

‘One in six CEOs are moderately or
highly narcissistic

Distribution of scores

on seven-point scale Gt

Business leaders’ personality traits
attract growing scrutiny

Number of academic research papers
examining the impact of overconfident
and narcissistic executives
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Using handwriting analysis as a
racrultment fool — as soma Ciy banks
once did—Is out of fashion. Yel
judging company bosses by how they
write their names is surprisinaly
common in academic circles.
Scrutinising signatures is a ploy used
by rha swelling ranks of academics
rasaarching the link betwean corporara
performance and leaders’ personality
traits. The latest such study suggests
chief executives with sprawling sign-
offs are particularly likely fo announce
big share repurchases, which they do
not nocessarily Implement. An earller
paper made a link betwaen large
autographs and poor performance,
including overspending on acquisitions.
Leaders with exiravagant si

1950 50

70 80 90 2000 10 20

Source: Brunzel | Tl Brascwely

personality tests. Other clues to a chief
execufive’s parsonality are how offen
they say “I", the size of their pholograph
inan annual report and where their
quotes are placed In a press release.

Ancther approach Is fo ask fellow
directors 1o assess a CEQ. When
stanford University resaarchers took
That tack lasT year, tThey concluded thar
one In six chief exacutives displayed
maderate fo high narcissism.

That makes narcissism about three
times more prevalent among CEQs than
in the general population.

This should occasion CEOs an
uncharacteristic moment of
introspection. They will bounce back
with the news thaf the Stanford

chers found chief

were more lavishly paid than those with
smaller scribbles. They are also likely to
talk up thelr commiiment 1o corporare
social responsibility. Saving the world is
an attractive platform for self-
agarandising CEOs, cynics miaht say.
Researchers argue that the size of
signatures — available from annual
TaporTs — Is 3 proxy for narcissism.
That Irail Is characierised by afieniion-
seeking, lack of empathy and an
inflated self-mage. They established
the link by comparing volunteers'
signatures with their scores on

have a fairly healthy personality profile,
on average. Even the narcissists were
found fo have some saving graces
including — surprisingly — a greater
likelihood of nunning companies with
good governance features.

MNarcissists can make inspiraticnal
leaders. Self-confidence and risk
Toleranca help rake axecutives T the
1op. But there is growing recognition
that they can damage a business's
performance and culture.

Bosses with toxic personalities
should watch their step.
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An anniversary puzzle

ACROSS
1 Straw exchanged during day following
fransatlantic trades (9}
5 should start o listen fo unscrupulous
lender (5)
8 Tragically misreads guns (4,4)
9 Come close o heading off weak
resolution (&)
11 Finally publishes file describing
Conservative plot (8)
12 Uisten fo correct record (53
13 Murdoch could be 3 bit of 3 looker (&)
15 Call following spot of infiltration (7)
18 Drunk working Inside with darkness
coming (7}
20 Flat-earthers value enthusiastic new
starters (4)
23 Girl brought back in air-ambulance (5)
24 Mix a bit of pilau rice with hint of
kidneys (9)
26 Pants from touch in osculanion (6)
27 The writing’s on the wall for vandals
@)
28 Upset al setting pari of play in field
)

29 Compaser has problem with fringe
benefits but not detailed effigy ()
DOWN
1 Most sage stew is cooked (&)
2 Include in request for help for losers
(O]
3 Tired don starts yawning (5)
& Body of marines In formation (7)
5 A place to cry man occupies in pain
@)
& Idle fellow admitted following a
statesman (8)
7 No Irace of papper In Greek deep-
fried dish (8)
10 Sireams old film In Japanese, subfitied
initialty (&)
Fix part involving degree of bother ()
16 Tolerates organs ¢
17 Stimulate terrible singer in mid-week

19 Award for direction of Titanic (4}
20 Penguin salesman in capital retired (72
21, 22 Club suif is not working as a faciic

25 Plays loudly in orgles ragularly ()
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Justin Trudeau
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United States
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‘We must stop
obsessing over
leadership at
the expense of
governance

Andrew
Edgedliffe-Johnson

Bill George thinks that we can attribute
everything from George Floyd's
murder to Vladimir Putin’s invasion of
Ukraine to failed leadership. Thatisa
Pprovocative assertion from the former
Medtronic chief executive turned
Harvard Business School professer who
has spent 20 years advising everyone
from CEOs and generals to ambitions
middle managers on howto lead.

George, who has sat on the boards of
Goldman Sachs and ExxonMobil
(among others), has just put out the
latest in a series of books in which he
has tried to guide those in authority to
embrace “authentic leadership” to
inspire and empower those they
oversee.

In True North: Emerging Leader
Edition, he and co-author Zach Clayton
call on a new generation to find their
“North Star” — their purpose — and to
bring values and moral courage to the
challenges they face.

It is the kind of thing that countless
careerists browsing airport bookstores
will lap up, and from which many more
will recoil. There's a market for quotes
from Gandhi, Churchill and basketball
coaches, or diagrams of smtcdﬁg\ms

though, is how alert he isto the
downsides of putting managers on
mountaintops. After a recent
conversation with him, what stuck with
me is the need to give as much thought
to how to build effective governance in
tions as we do to what makes
an individual a leader worth following,
George agrees without hesitation, for
example, that our obsession with
leadership risks creating all-powerful
bosses unchacked by meaningful

governance.

The “adulation” of CEOs was already
a problem back when Jack Welch was
running General Electric, Gearge nates.

George worries about “cults” forming
around business leaders, especially
when it comes to founders such as Elen
musk or Mark Zuckerberg. “Leaders
get canght up in maney, fame and
power,” he warns.

We are fascinated by corporate
leadership. But does that obsession
come at the expense of corporate
governance, the less exciting business
of ensuring that there are checks on
any one individual’s pawer in a
company, and different, challengi

The age of ESG has certainly pushed
boards to review their composition and
monitor a wider array of risks. But it
has not changed the imbalance of
power between directors and the chief
executive.

Particularly in the US, too many
CEOs also chair the board, Jetting them
pick the supposedly independent
directors who will determine their pay
and their longevity.

Board members, in turn, still spend
oo much time worrying about
earnings, George argues. They should
instead be asking more questions about.
company culture and whether the CEO
is surrounded by “yes men”.

George was once threatened by a
Theranos executive after he questioned
Elizabeth Holmes's leadership before
the collapse of her blond-testing
company. Tt reminded him of the
dangers of leaders having too few
“truth tellers” on their teams.

The prolific publisher is arguably a
contributor to our leadership obsession
but George is also a critic of corporate
megalomania. Hisstudies of other
CEOs p ded him that their

opinions arcund the boardroom table?

climbing i i point G nce is the G in ESG, but it is

to words such as “crucibles”, bmtheﬂy hard to argue that environmental,

are not everybody’s cup of tea. sodal and governance investing has
‘What s notable about George, killed off the cult of the CEQ.

performance deteriorated after the
first decade, so he set himself a firm
10-year limit while at Medtronic, and
he thinks many boards have been too
weak [n enforcing such limits.

The age of FSG has
not changed the
imbalance of
power between
directors and the
chief executive

‘We also need diverse boards with
strong lead directors (including former
chief executives) who pay attention to
whether their CEQ is listening to critics
and developing the next tier of
executives, he argues. Authentic
leaders do matter to
but so do structures that prevent l]lem
from believing the sycophants or
staying too long.

It’s easier to sell a book on leadership
than a book on governance: we all
aspire to bring out our inner Ernest
Shackleton but few of us want to read
about corporate checks and balances.

It is too much to ask for George’s
pmscnptmn to prevent the next police

or revanchist war. But there are
lessons in it for CEOs, boards and the
people who advise them.

There is also a reminder that leaders
‘who stay too long may be driven as
much by insecurity as by
megalomania. Asked about how
difficult his peers find it to stop being
the boss, George returns to the image of
the executive mountaineer.

“1think for a lot of CEOs you've
reached the mountain top, you're at the
pinnacle of your power and it looks like
a long way down the other side. It looks
like a cliff”

andrew edgecliffe-Johnsongft.com

Recruitment

Talent wars: businesses battle
to hire the best

Despite surging inflation
and recession fears, every
UK sector is facing a fight
for the top candidates,
writes Anjli Raval

raser Gough could not believe

his luck. Earlier this year the

23-year-old, who worksin dig-

Ital marketing in London, was

contacted by arecruiter onthe
professional networking website Linke-
din to see if he would be interested ina
job at Clearpay, a payments company. [t
was an offer he could not turn down. He
got a 40 per cent pay rise to £35,000,
equity in parent company Square and a
series of perks. This included free gym
membership, money for bills to help
him manage his working from home
costs, and opportunities to work in San
Francisco,

“1don’t even have a degree. 1I'm self-
taught,” says Gough, who jolned in
March and has been working long hours
and going to great lengths to build up
his knowledge in the sector. “I'm now
trying to go for anotherraise, and I think
IMgetit”

Despite surglng inflation and fears
that the UK will be heading into a pro-
longed recession, unemployment has
stayed low and companies have contin-
uedto hire, often paying bumper wages.
Even as some observers expect busi-
nesses to scale back on spending and
recruiting In response to a looming
slowdown in demand for goods and
services, every sectar — from technol-
ogy to hospitality, construction and
life sciences — is still experiencing a
talent crunch.

“1t doesn’t feel like anyone s prepar-
Ing for a recession. The perks are still
there and nothing seems to have
changed.” says Gough.

The UK labour market revival since
the height of the pandemichasresulted
in unemployment at its lowest levels
since 1974. The worker shortage has
forced many companies lo increase pay,
hand out bigger benefits and offer huge
flexibility, which is reinforcing infla-
tionary

Arecentpollof 1,043 managers by the
Chartered Management Institute (CMI)
showed that nearly 90 per cent said
their organisation was recruitingin July

P2 OAN

Rahul Sharma
says The
Regency Club
has raised wages
by 15% to
prevent staff
being poached.
Below, Fraser
Gough, 25, got
2 40% pay rise
when he
changed job
after he was

attracted to more flexible working that
«can be done from home. All of this has
led to more than 1.2mnvacanciesin the
UK, according togovernment data.

“We are coming out of an unprece-
dented period with the pandemic. But
we are still sitting with a lot of these
issues,” says Owings, speaking about the
climate facing hirlng managers.

The trend is global. The number of
unemployed people in the eurozone has
fallen below 11mn for the first time — an
all-time low of 6.6 per cent of the work-
force. Australia has said it

hed by
4 recruiter
Crarie BRENFT

will allow tens of thousands more immi-
grants Into the country to ease labour
shartages. In the US, while the unem-
ployment rate has edged up, there are
still roughly two vacancies per unem-
ployed worker. Wages are rising as com-
panies compete for staff, prompting
businesses to charge more for their
products which in turn is pushing work-
erstodemand pay rises.

Employers are also paying out
‘bonuses, offering greater flexibility and
career development opportunities
while also giving employees more of a
say in how their workplaces are run, in
tecognition of the time and money

tingin the next six months according to
aglobal survey of 7,000 deskless work-
ers. This has potentially dire conse-
quences for industries such as construc-
tion, acturing, healthcare, retail
and transportation.

For Chris Timmins, managing direc-
tor at property developer Jessup Part-
nerships in the East Midlands, the short-
age of surveyors, land managers and
estimators is an ongoing problem
despite the construction sector forecast-
inga dipin themarket.

“For every cne individual there seem
tobe 10 roles available. They havea pick
of jobs and we're all trying to get the
same people,” says Timmins. Not only
arethey hiring tofill vacandies, they are
also recruiting to fill roles they may

The situation is worse
than during Covid, and
this time there isno help
from the government’

need inthe future. “When the right per-
son is thers we need totry and get them.

again when the pandemic forced uni-
versities to shut down, prompting many
part-time student workers — the back-
bone ofhis industry — togo back totheir
countries. In recent months, he says,
men have waited outside his premises at
closing time hoping to lure staff away to
work at other restaurants,

staff are also being attracted by less
physically taxing, higher-paid jobs, such
as virtual assistants, that they can do
fromhome.

“The current situation is worse than
during Covid, and this time there is no
help from government,” sharmasays.

Some observers, however, have
pointed toa time lag and labour market
tightness inevitably easing.

Liam Reynolds who runs Silicon
Milkroundabout, a twice-yearly job fair
for technology professionals in London,
says there was a correction taking place
in parts of the sector. Larger tech com-
panies were hiring less while funding
was not flooding into start ups. “For a
lot of these companies there was just 5o
much money around that they over-
hired,” says Reynolds. “Looking for-
ward, there is more uncertainty.” in the
US, many big tech companies in Silicon

How to work with anyone
— and nurturing innovation
beyond Silicon Valley

September reads from FT journalists

“Getting Along: “The Rise of the Rest:
How To Work With How Entrepreneurs
Anyone (Even iin Surprising Places
Difficult People)’, are Building the New
by Amy Gallo American Dream’, by

SETTING MLONG Sl e
Befween 2014 and 2020,

v BALD

Amy Gallg, a coniributing
editor ar Harvard Businass
Roview, has a long record
of wriling accessibly about
workplace dynamics. Her
new book, Getting Along:
How to Work With Anyene
(Even Difficult People),
came from her frustration
with existing advice on
dealing with friction at
work.

“Proposed solutions
are offen neat and tidy,
ona-dimensional,
oversimplified, whereas
real life is often messy and
complicated”

Gallo's book Is divided
into chapters
corresponding to different
Types of rricky colleague
we may encounier. There's
The Victim, The Insecure
Boss and The Biased Co-
worker. Particularly apt for
‘modern workplaces is
Galle's nalling of The
Tormentor, “a sanior
person . who has earned
their way fo the fop,
typically making sacrifices
along the way, and then
mistreats others below
them". These people ought
1a be mantors bur instead
undermine others.

Gallo suggests what
might be motivating such
behaviour: lack of
empathy, envy and the
imore nuanced “social
Iidentiity threal™ This
happens when you ara
both members of a
disadvantaged group
and the senior person
balioves thar being
assoclated with that
group will harm them

As Gallo writes: A
female co-worker may
distance herself from other
‘women as a way of
Increasing her chances of
getiing ahead™

Dealing with tormentors

Stave Case, an American
entrepreneur and co-
founder of internet pianeer
AOL, took a bus with his
1eam on eight tours across
+the US. The goal? To prove
US entrepreneurship can
thrive beyond the fech
hotspois of California and
New York.

Inamanner akintoa
political campalgn, at each
stop the bus engaged with
local start-ups and
communities, inviing
entrepreneurs onboard fo
talk o high-level investors.
Af the end of each tour,
start-ups were invited fo
pirch, with the chance 1o
win 2 $100,000 Investment.

This is all parf of Case's
“Rise of the Rest” initiative
developed by Revoiution.
his investment firm.

Whareas ar ACL tha
main objective was To gva
everyona access fo the
internet; with *Rise of the
Rest" if's to help more
people benefit from the

E|

rewards technology can
bring. The inifiafive, and
this book. push against the
notion that fo be successful
as an entrepreneur in the
US you have To move ro
one of the big coastal cilles.
America ks also al risk of
losing ifs status as a workd
leader in innovation, Case
argues. To remedy this
means lifting the proespects
of those outside California,
Naw York and
Massarhusetts — which
receive three-guarters of all
venture capifal for starf-
ups. Driving creativity
Throughout the country will
create new jobs and
opportunities for the many
‘who feed left behind by the
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2022. Looking ahead to the next six
months, almost 40 per cent said they
would increass hiring, while a third said
their company would continue to hire
as normal.

“In the UK we have lost quite a big
part of our labour force,” says Christin
Owings, a managing director and part-
nerat Boston Consulting Group, observ-
ingthatit was still a jobseekers” market. y

In the past couple of years, a drop in
the seli-employed workforce coincided
with many people retiring early, and Y-
others leaving jobs after being forced
into out-of-work benefits by long-term,
Covid-related health issues. The pan-
demic also changed perceptions
around work withalot of staffembark-
ing on new career paths, often

mvolved In having to not only secure
new staff but also train these people to
fill frequent vacancies. The pressure is
so severe that one recruiter said 15 per
cent of his fees were in question as
many individuals who accept offers
do notultimately take them, while
‘= & adding that others just “ghost”
.~ ... cmployersentirely if they choose to
. = takeupemployment elsewhere.
‘Therise of remote working hashad
a knock-on impact on so-called
“deskless” workers — those who
need tobe physically presentto do
their jobs — who make up more
than three-quarters of the labour
force in mast countries. More
than a third of these workers,
BCG found, are at risk of quit-

Lven 1t Ehere 15 a dOWNTUIm We expect to
work justas we are now as a lot of our
work is local autherity construction. In
fact we will grow as a company through
any recession.”

Companies whoincrease pay towork-
ers are footing an ever increasing bill.
Rahul Sharma, whe runs Indian restau-
rant The Regency Club in north -west
London, says raising wages by 15 per
cent had put greater pressure on
finances already under strain from
higher prices for meat, grains, fuel and
commissions for delivery apps. “It
[increasing wages] was about defending
the position we already have and the
staffwe alreadyhave,” he says.

Sharma says he navigated the turmoil
after the Brexit referendum and then
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Valley that have grown rapidly over the
past decade have already put in place
hiringfreezes and are cutting jobs.

Yet Alistair Cox, chief executive of
FTSE 250 recruitment company Hays,

and ofher fricky

colleagues is hard, but for
«each of the character
1ypes, Gallo sefs out sfep-
by-step tactics. (For

ech revolution, he says.
The book is about what
happened on the road
during those bus fours: the
stories of the enfreprenaurs

says widespread digitalisation across tormentors, focus on and communifies Case’s
other sectors means companies will a shared goal) 4eam met, in the hope of
continue to hire for jobs they have never Most of all, she inspiring the next
needed before — from automation to encourages us To generation in places like
cyber security. He points to the lack understand the underlying | Seattle, Denver or Miami.

of qualified candidates for existing

Issues befora we react 1o

It s this focus on the “art

vacancies. problem colleagues: of the possible”, which Case
“There is simply not enough of the remember, for example, believes will help level the
right type of skills to match thejobs that that “most people act playing field and revive the

are being created today,” says Cox, add-

ing that demand had been steadily because they feel
building for afew years. “Companies are Threatened”.
still digitising, even as the macro back- (sabel Barwick)

dropworsens”

aggressively at work

American dream, ultimately
ensuring the counfry’s
capaciry 1o kaap
Innovating. (Sophia Smirh)
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The
Henry Mance
Interview

‘Science isn’t just
about writing
equations. It’'s about
reconceptualising
the world’

CARLO ROVELLI

The physicist known [or making complex
ideas seem simple wants us to accept that
certainty is often out of reach

[ all the big ideas floating

around — long-termism,

degrowth, space colonisa-

tion and so0 on — is any

quite as radical as quan-
tum physics?

For a century, physicists have known
that the classical assumptionsabout the
universe are incorrect — electrons do
not orbit the nucleus of an atom,
but exist in waves around it. So an

electron can be in more than one place
at once, until we observe it. Schrod-
inger’s cat is alive or dead: we can only
know which by looking, which itself
determines the answer. Why thisis true
isunclear.

‘This realisation is “almost psyche-
delic”, argues Carlo Rovelli, the Italian
physicist who specialises in making
complex ideas seem simple. Quantum
physics has been used to develop semi-

conductors and lasers. But the first
thing tounderstand is you cannot truly
understand it, because no one does.
Rovelli tries to explain the problem
in his book Helgoland, and ends up med-
itating on the nature of science and
uncertainty. At a ime of climate change
and pandemics, his popular physics
remains among the best-sellers.
“Melting glaciers are important, but
the most powerful aspect of science for
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me hag been exactly the fact that it
challenges our worldview,” he tells
me, informal and relentlessly curious,
on a trip to London from his home in
«Canada. The public thirsts to under-

stand the universe, even though, as
Rovelli writes in Helgoland: “Knowing
that my girlfriend obeys Maxwell’s
equations will not help me to make her

It helps that Rovelli is happy to push
outside scientific boundaries, quoting
Buddhist philosophy and organising
letters for global disarmament. For him,
physics inspires culture. “Good philoso-
phers have always listened to physics.
Kant wouldn't have been Kant without
Newton just before; half of what Kant
«does is making sense of Newton. Vice
versa, Einstein wouldn't have been Eln-
stein without Kant. Einstein read Kant
and Kant’s ruminations about space
and time were the main ingredient for
him to write equations that predicted
blackholes.”

Rovelli’s hope now s that popular cul-
ture absorbs the implications of quan-
tum physics. Films such as Spider-Man:
No Way Home and Everything Everywhere
Allat Once have tended to do so through
the theory of many universes: that is,
the solution to schrodinger’s cat is that
the cat is both alive and dead, as there
are infinite universes, covering every
possible outcome. Rovelli himsell
rejectsthe theory as“arazy”.

How is it possible for physicists to
have such different interpretations?
“Science is not just about writing -
tions and making predictions. It's about
reconceptualising the world. TF you
think what happened with Copernicus,
the way we tell the story is that he

‘Good philosophers have
always listened to physics.
Kant wouldn't have been
Kant without Newton'

understood that the Earth is spinning
around the sun. But can you prove that
the Earth is not the centre of the uni-
verse?No, you couldn’t make an experi-

ment The point is that, if you change

L T

what we know and seeing what plausi-
bly it implies”

Famecame late to Rovelli, now 66. He
started writing for a broad audience in
his fifties; his 2014 book Seven Brief Les-
sons on Physics was a surprise hit. His
path had been unusual. After aspell of
hippie activism ended in failure, he
applied to study physics at university
partly because the queue was shorter
than for other courses. *[ went into sci-
ence from the disappointment of the
dream of changing the world.” But insci-
ence as in politics, he long felt outside
the mainstream.

His particular contribution has
been to loop quantum gravity theory,
which posits that space itself is not con-

i and that the grai
are woven together by loops (“the
Financial Times was one of the first
media that took it seriously™). It
remains a theory. “I don't know if I'm
right or wrong. I'm more optimistic than
10 years ago . . . Most of our competi-
torsareintrouble”

Rovelli likens the process of scientific
discovery Lo zooming in on a lorest.
At first you just see the forest, “you
goon, and see that it's different: there
are trees. And then you go closer
and you see the trunk, animals, insects.
And then ever closer . .. . You getlayers
and layers and layers of understand-
ing ... We accumulate knowledge.
‘What Newton understood is correct; it
just can be understood better”

‘The task is not so much working out
the answer, as working out what is
wrong with the question. “vou have to
always find something in your assump-
tions to throw away, in order to make
the next step”

His own process is, he imagines, “very
similar to a novelist's. If | think of the
most cited papers I've done, the ideas
came out when 1 was driving the car,
walking in the forest, doing something
else completely. You need to know the
subject very well. So you keep walking
around the boundary of the knowledge,
and saying ‘this doesn't work”. Then at
some point, by thinking about some-
thing else, something clicks™

His preferred form of quantum
physics is the relational interpretation
— the view, developed since the 1990s,

#hnt all abincbn nfarct anoh athor onthet

Charlie Bibby/FT

Buddhlsm. Where i3 the distinction
between physics and philosophy? “The
tools of the trade are completely differ-
ent, but there is a large grey area in
between.” Rovelli is an atheist, but says
he has “students who are very devout

... 1 dounderstand people for whom
the idea of God playsa role, and they are
great scientists”

For Rovelli, it’s an easy jump from
believing objects are in fact interactions
to advocating a collectivist, leftist poli-
tics. Since achieving fame, he feels a
political responsibility again. When we
meet, Ttaly, where he still spends much
ofhis time, looks setto elect ahard-right
coalition.

“It’s a country that cannot find itself,
that has a low opinion of itself,” he
laments. “It's a country that interna-
tionally has decided not to have avolce

. It’s a very non-courageous country
mtrmahenalhf because of fascism and
because it lost the war. Italians think
that they are a third-world country,
which isnottrue.”

Lastyear Rovelli organised agroup of
eminent scientists and public figures,
including former Beatle Paul McCart-
ney and experimental psychologist Ste-
ven Pinker, calling for military spending
to be diverted to climate change and

“We learn more about
reality by taking what we
know and secing what
plausibly it implies’

other causes, under the banner The Glo-
bal Peace Dividend Initiative. Russia’s
invasion of Ukraine a few months later
seemed inconvenient for the cause. He
suggests his move was mi reted:
“The global peace dividend Is not the
idea: “Tell your government Lo stop
spending on the military. It is the idea:
“Tell your government to negotiate with
your enemy so you both spend less cn
the military™

Rovelli’s politics can be frustrating.
on the day before Russia’s invasion of
Ukraine, he tweeted: “Five words are
sufficient to stop the Ukraine madness:
Nato wontexpand to Ukraine’. So hard

3 T et Ames T Aearabilnd
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FUlL Lrepuaa su waLE, T Ly g
starts making much more sense.”
Similarly, black holes were predicted
by Finstein’s equations, hefore they
weredetected.

Rovelli wants us to accept that cer-
tainty is often out of reach: “We're never
sure about anything.” Indeed, there is
only one timein our conversation when
he expresses certainty: when I ask
whether we could be living in a simula-
tion, as Elon Musk says is “most likely”.
“No. Of that I'm sure. We're notinasim-
ulation. It’s asilly idea. Whois the simu-
lator? some guy?” The theory is that,
with increased computing power, any
species that could runa simulation of its
ancestors would run many of them, so
wecannot be sure we are notinasimula-
tion. “Come on, have you played with
Al?It’s completely different to real real-
ity;” despairs Rovelli.

Uncertainty does not mean that all
ideas are equally valid. “We don’t learn
something more about reality by mak-
ing absurd hypotheses and asking how
they can be disproved. That's stupid,
because everything can happen and
nothing can be disproved,” says Rovelli.
“We learn more about reality by taking

* TINANCIAL TIMES
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an object’s properties are only defined
in the moments that it relates with
anather object. This brings him close to

On the
spor

= Favourite sclence fiction? Kim
Stanley Robinson's Mars trilogy.

=« Bost things about Canada? The
kindness of people, and the natural
waorld. We had wolves in our garden.

& What's the hardest thing about
getting old? No, if's the other way
round. | grew up thinking evarybody
‘over 30 was an Idiot. To my Incredible
surprise, life gefs better.

= How worrled are you by arfificlal
intelligence? | don't think ii's so
dangerous. All my life | heard the
marvellous things thart will happen in
arfificial intelligence; most did not

come frus.

W say wItim 10E UEAL Ay, HE wSGLIE.
down: “putin is disgusting: how can he
dare invade a country and killing
Thuman beings? Only the Americans are
entitled to regularly do so!” He defends
his stance: “The west is making a mis-
take in the long term by not realising
that we have to share power with the
restoftheworld™

This misses quite a lot, but reveals
something about his discipline. After
the second world war, many nuclear
physicistsfelt a guilt at the atomic bomb
that their field had created. Rovelli
instead feels a responsibility to avoid
conflict.

He is exasperated by UK prime minis-
ter Liz Truss’s insistence that she would
launch nuclear weapons. “You have
a new prime minister who said publicly
that she was ready to push the button. [

‘humankind underestimates the
catastrophe that is very possible”
Nuclear physics seems radically sepa-
rate from everyday life, but there is only
so much time you can spend think-
ing about it without worrying about
nuclearwar.

Additional reporting by Dylan Neri

MILAN FASHION WEEK

How to reboot a fashion house

Lauren
Indvik

Marthieu Blazy dazzles
at Bottega Veneta as
four designers make
their debuts

Every once in a while, a designer deliv-
ers a show so astonishingly good that
everything else pales in comparison.
‘That was Matthieu Blazy’s second out-
ing for Bottega Veneta, the €1.5bn reve-
nue leather goods brand he took up
after hig former boss Daniel Lee
departed last year.

This season, Blazy combined forces
with the 82-year-old Halian architect
Gactano Pesce, who conceived the col-
ourful resin floor of the showspace and
also designed the hundreds of bright,
blocky resin chairs Lined up for guests.
“The idea was tn really represent
[human] diversity . . . different.charac-
ters, and put them in the landscape of
Gaetano,” Blazy said backstage.

‘What he offered was a full wardrobe,
shown on a cast of models not all in the
first flush of youth and the more inter-
esting for it. His wardrobe began with
the casual, or what Blazy called “per-
verse banality™: tees and faded over-
shirts with chinos and baggy jeans fash-
ioned not from cotton and wool but
leather, each layered with elght to 12
prints to create depth and then shaved
thin, Blazy said.

These were succeeded by smart
clothes for professional life: single-
breasted suits with trousers swept back
and stitched in a gentle arc behind the
calf. as if caueht by air: immaculatelv

2 N
Dolce & Gabbana — ericareus

by the futurist painter Giacomo Balla.
The clothes were not just terrific-
locking and invitingly wearable but
strategictoo, designed to underline the
UsPs of the Kering-owned brand — its
leather craftsmanship and also, Blazy
said, its legacy as “a bag company”,
which links it to travel and the idea of
“going somewhere”.

Thus those swept-back trousers and
the shiver of fringe on shoulders, skirts
and trouser hems. Any of these gar-
ments would be recognisably Bottega's
onashop floor, nologo needed.

His approach offered lessons for the
designers who made their debuts at
other labels this week in Milan. Expec-
tations were riding highest at Ferrag-
amo, the 95-year-old Florentine shoe-
maker now helmed by former Burberry
chief executive Marco Gobbetti and
Maximilian Davis, a 27-year-cld hailing
from Manchester and the first black
designer to cover the creative director
position at the house.

In recent years, family-led Ferragamo
has forfeited market share to bigger

The clothes were

designed to underline
the USPs of the
Kering-owned brand

rivals, becoming a small fish in an
increasingly large pond, and turning it
around will be no easy task. Sales last
year amounted to €1.14bn, still shy of
pre-pandemic revemues.

The family has urged Davis to be “as
risky as possible”, he sald backstage, and
the show had the fizz. of a major debut,
with a palace for a set, its floors and
walls blankated in an orangey red, and
Ferragamo’s new, all-caps, ever-so-
slightlyseriffed Peter Saville-designed
Iogo blown up apposite the entrance.

In hiring such a voune deslener. the

Bally — aseraMadistoni

skirts, sure, but the emphasis
was on tailoring and the kind
of slick, jet-set sportswear

perfected by michael Kors

and Tom Ford.

The slinky, backless suede dresses
were more vibrant and energetic than
what came before Davis, but did not
thrill. And Ferragamo needs to thrill
in order to cut through the noise of
its much larger and better-financed
rivals,

New Missoni designer Filippo Grazi-
oli, who worked under Riccardo Tisci at
both Burberry and Givenchy, certainty
aimed to thrill. His debut collection was.
short, sheer and glittery, but its flat
chevron- and zebra-patterned bodycon
dresses and miniskirts didlittle to show-
case the house’s rich savoir-faire.

For his first Etro show, Marco de Vin-
cenzo, who also designs accessories for
Fendi, did not play up the label's signa-
ture paisley but did enlarge its logo,
embroidering it on the pockets of
striped shirts, the corners of skirts and
the sides of carpet bags upcycled from
past-season fabric. The problem with
that approach is that Etro lacks suffi-
cient brand equity to make the logo
widely desirable — de vincenzo has
work todo toget it there.

Itseemsitis nolonger enongh simply
to be a leather goods brand today —
those that have successfully evolved
into luxury fashion houses, such as
Louis Vuitton and Hermés, sell
more handhags than dedicated handhag
brands do, and more shoes than
shoemakers.

_And so Swiss leather goods label Bally
i trying its hand again at fashion, hiring
Los Angeles-based designer Rhuigi
Villasefior to put together its first
runway collection in 21 years. His
suede suits and slinky cut-out dresses
would look right at home in LA, but they
did not help to establish a clear identity
for the brand.

Versace and Dolce & Gabhana both
leaned into the vower of celebritv this

Bottega Veneta — rscoorior

Dolce & Gabbana — voniz e

purple boudeir gowns and dark
2 eye-liner. Dolce & Gabbana

" teamed up with Kim Kardashian
inwhatitlabelled a “curation” and
not a collaboration: she chose archival
pieces [rom 1987 to 2007, which the
designers lightly reworked, stitching a
label with the year of their original
creation intothe garment.

There were corsets and elastic
dresses, silky cargo trousers and head-
to-toe leopard print — all pieces
Kardashian might conceivably wear.
She took a bow with the designersina
glittering jet evening dress as her
motherand three of her children looked

Versace — Ao CadamiScn

on from the front row. Tt was smart
marketing and a moment of light-
hearted funin a week overshadowed by
the national election. On the final
sunday of shows, Ttalians headed to the
polls, where they are expected toelecta
rightwing coalition that is quietly wor-
rying many in Italy’s fashion industry.
Armani’s dosing show offered another
momentof respite, withits swishy light-
weight trousers, embroidered jackets
and shimmering evening gowns in soft,
pale colours.

After a week of so many Gen Z-fo-
cused shows, it was nice to see clothes
for grown-ups.

HELPING FINANCE GO GLOBAL

WE BUILD A BETTER
TOMORROW TODAY

Finance plays a critical role in building a better tomorrow. Ensuring
the flow of capital between markets and making it available where
needed is the best way to achieve a more balanced, fair and
sustainable future. Luxembourg has been a pioneer in sustainable
finance and today is a recognised leader in this field. Our expertise in
international finance enables financial institutions to achieve their
ambitions and build a better tomorrow.
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tailored blazer dresses and coats that
swelled at the hips; and, for evening,
knit dresses and trouser suits in a
mash-up of pattern and fringe inspired

18

Ferragamo family is hoping todraw ina
younger customer, but Davis designed
forarange.

‘There were bandeau tops and short

Ferragamo _ cigot
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season, and the fashions of the "90s and
early aughts. Danatella Versace cast 0G
influencer Paris Hilton in a vaguely
vampiric show of black cowl dresses,

Bollega Venela — ipm for
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ARTS

Tlike plays th

Dominic Goode’s new show
features David Tennant as a
German scientist losing his
gripon morality. Sarah
Hemming meets the director

he great thing about David
[Tennant] is that he's the
last person you think of
becoming a Nazi”
director Dominic Cooke.

This must come as something of a
relief for the actor himself. But it’s also
crucialto the playinwhich he is about to
open. CP Taylor's Good, directed by
Cooke in a new West End production,
depicts a university professor in 1930s
Germany. John Halder (played by Ten-
nant) thinks of himself as a good person
— indeed, he is a good person: thought-
ful, diligent, caring. And yet. He finds
himself sucked deeper and deeper into
the Nazikilling machine.

Taylor’s 1981 drama is one of count-
less plays, films and novels about Nazi
Germany, but it’s unusually unsettling
inthe way it focuses not on the atrocities
of the camps but on the wider thinking
and behaviour —or absence of action —
that enabled them to happen. He dem-
onstrates, in precise psychological
detail, the way people can argue them-
selves into turning a blind eye, rational-
ising, internalising — or even contribut-
ingto—herrors.

“What1find chillingin the play isthe
self-deception,” says Cooke. “The lying
that goes on within [someons’s] head.
You realise how much people can deny
that they're involved in the most terri-
ble stuff . . . it's very specifically rooted
in thehistory of National Socialism, but
whal it’s saying about how we tune out,
of stuff that’s just too big for us to deal

that bad. 1 not for nothing that helsa
Goethe specialist: the play hasechoes of
Faust, with its character who sells his
soul to the devil. Halder is flattered by
party officials, rewarded with a house
that belonged to a Jewish academic. He
succumbs Lo vanity, to an easy life, toa
cognitive dissonance that enables him
1o justify horror. His writings on eutha-

with, and too terrifying, is so good.  nasia are embraced by the party to help

“Taylor is looking at the i igentsia itimi i

and going, “Well, are we any better than As a cautionary tale, it’s deeply dis-

other pecple?” He won't allow himself  wurbing, says Cooke (who, like Taylor, is

off the hook. 1like plays that ask the  Jewish), raising searching questions

hard questions” about morality: “T don't think he loses
Throughout the piece Halder repeat-  his sense of right and wrong. I think he

edly tells himself that things won’t get

stops listening toit.”

‘we're sitting in a small theatre
kitchen at the end of a week of rehears-
als, actors waving goodbye as they flit
past the door on the way home. Cooke,
genial and relaxed ina irt and

‘Walker, a searing production of Larry
Kramer’s pioneering Aids play The Nor-
mal Heart and a superb staging of Sond-
heim’s Follies, all at the Mational Thea-

wrainers, brings a terrific energy and
openness to conversation. He's one of
the UK’s finest and most successful
directors. During his seven-year period
as artistic director of the Royal Court,
the theatre staged major new plays,
such as Jez Butterworth’s Jerusalem,
Lucy Prebble’s Enron, Nick Payne's Con-
stellations and Bruce Norris’s (lybourne
Park. His own recent productions
include a rare revival of Emlyn Wil-
liams’s The Corn is Green, starring Nicola
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tre. (Hei: cing on a film of Follies.)
He saw Good as ateenager and it made
a big impression. “It was one of the first
grown-up theatre experiences I can
remember,” he says. Returning to the
work to stage it, he was struck by the

‘Drama, whether it’s film,
television or theatre, is
one of the ways we
understand who we are’

unnerving resonances it has now
acquired. He points out that Taylor’s
understanding of how hard it is for indi-
viduals to face enormous problems
could apply now to climate change.
More specifically, recent years have
Seen an Increase in anti-Semitism, right-
‘wing populism and xenophobia.

One contributory factor, Cooke sug-
gests, isthe loss of a living link with the
second world war. “I'was born 20 years
after the end of the war, but its presence
in my life was huge,” he says. “Now a lot
of the witnesses are gone or going.”

1#'s also the play’s formal daring that
impresses Cooke. He is fascinated by
‘memory on stage: in both Follies and The
«Corn is Green he explored how the sub-
conscious forces its way to the surface
and how memories interact with the
present. He suggests that the frag-
mented narrative of Goad shows us

at ask the hard questions

Left: director
Dominic Cooke.
Above: David
Tennant in
rehearsals for

‘Go0d" — Tavi e
e AP oten Persson

Halder’s mind inaction asthe character
triestoprocess what hehas done. Taylor
himself described it as “a tragedy which
Thave written as a comedy”™.

“[Taylor] really understood how
memory works,” he says. “The play is
very contemporary. Because, in the way
it is constructed, it’s the hardest things
to remember that are the most. frag-
mented. So, for example, one of the ear-
liest. es is the moment when [Hal-
der] goes in to see Bouller, who led on
the euthanasia programme. But that’sa
reallyhard thingto own and I

to think of” The new production, he
says, will aim to meet that innovative
spirit and deliver “the same sort of
shock™ as the original.

Gowd is the first West End production

Fictionhouse, anindependent pro-
«ducing company set up by Cooke and
producer Kate Horton to create drama
for stage and screen. Audiences for
both genres, says Cooke, are “sophisti-
cated, adventurous and hungry for
new experiences”.

One of the nagging questions for any
director, however, is whether the arts
«can make any difference to the way we
engage with the major problems facing
humanity. There is a real benefit, he
insists, to engaging with drama that asks
toughquestionsofus.

“Drama, whether it’s film, television
or theatre, is one of the ways that we
understand who we are,” he says. “I
think people can sometimes overstate
the power of theatre: T don't really
believe that many people leave a show
and go, “‘Oh God., I'm completely
changed.’ But | do believe it does shift
the way people think — I know it does
b haswith me. And.

Soit’s broken up into three or four sec-
tions. If you've ever done psychother-
apy, you know the tricks that your sub-
conscious plays to stop from dealing
with the thing that is the hardest thing

of inner thoughts and experiences in
publicis a powerful thing. 19s a collec-
tive—it’s aritual.”

October 5-December 24, Harold Pinter
Theatre, aigtic

Above: Mark Rylance (centre) starred in Jerusalem’ - simaanss
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WHICH US CITIES
ARE THE BEST FOR
FOREIGN INVESTORS

Get the expert view from the NikkeiFT
investing in America rankings

Nikkei and the Financial Times, two of the world's
leading business news organisations, unveil a new,
unigue global perspective on foreign investment

in the US.

Investing in America helps foreign investors discover
where best o achieve success in the US through
data-driven city rankings, a unique special report
and the Investing in America Summit, held on

6 October 2022,

Learn more at investinginamerica.live ft.com

Look out for the winning US city to be
announced at FT.com aon & October 2022.
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Serial returns after dramatic development

came fromthe prosecutor’s office. it was
based onnew informationabout two

= potential suspects, renewed suspicion
Fiona over the testimony of one of thekey
i d loss of confids inthe
Sturges originalmobile phone evidence.
“Adnan’s case wasamess —isamess,”
Koenig concludes.
Thatsyed's release hasmade
You probably remember Serfal, the true-  headlines across the world is
crime podcast that turned scores of undoubtedly down to the Serial effect,
listenersintoamateursleuths asit which once againraisesquestions about
investigated thekillingofan18-year-old  true-crime podcasts and whetherthey
high-schocl student, Hae Min Lee, in can be atorce for good. Koenigand co
1999, Debutingin 2014, itcastdoubton  mayhavehelped Syed's cause by raising
the conviction of her ex-boyfriend, the profile of the case, but they also
Adnan syed, for her murder. Hosted by opened the floodgates for scores of
the This American Life producer Sarah podcasts devoted to reheating cold cases
Koenig, Serial was an un and hoping for a Serial-sized hit. All too
smash, attracting more than 300mn often these stories of abuse and murder
downloadsand helpingto turn are packaged up like Hollywood
podcasting from aniche pursuitintoa thrillers and, in inviting us to speculate
mainstream proposition. " - ;
Last week brought atwist in the tale in ~ L
the form of Syad’s release from jail after i
23 years. and a new explanatory episode
from the original Serial team. The
episodeissimply called “Adnan Is Out”
and runsthrough the chain of events
thatled tohis release. Former Serial
addicts may experiencea rushof
nostalgia at the tinkly smmdirack,
copycat versions of which have since
cropped up all over the audioverse, and
at hearing Koenig, whose quizzical

tones have largely been absent since she
assumeda behind-the-scenes role at
Serial Productions (now owned by the
New York Times).

Koenig was in the courtroom for the
Syed hearing — “More than 100 people
attimesshockingly quiet, asif no one
‘wasbreathing,” she says. Surprisingly,
the motion to overtumn the conviction

FINANCIAL TIMES

over case details, overlookthe reallives
at their core.

‘While, for the most part, Serial
approached its subject with caution and
care, theimpact on Hae's [amily is clear
from her brother Young Lee’s statement
tothecourt last week: “When1thinkit's
overitalways comes back, a real-life
livingnightmare for20-plus years.”

Andso, inthis new episode, it feels
fitting that Koenig doesi’t so much
celebrate Syed’s release asheavean
exasperated sigh at a flawed justice
system: “Even onadaywhen the
government publicly recognises its own
mistakes, it'shardto feel cheered about
atriumph of fairness. Because we've
built a system that takes more than 20
yearstoself-correct —and that’sjust.
thisonc case.”
serialpodcast.org
. Left: Adnan
Syed after being
released from

Prison — LiFo

FT BIG READ. LATIN AMERICA

Ahead of October’s vote, Brazilians must decide between the free-market Bolsonaro administration and

the more interventionist Lula. But will the winner be able to kindle long-term growth?

By Bryan Harris and Michael Pooler

Brazil’s search for economic revival

razil’s ascendancy in the early
yearsof the 21st century asan
emerging market darling —
the B in the Brics — ended
with a thud in 2014. The
nation had been riding a global com-
modities boom with increased exports
of raw materials and foodstuffs, espe-
cially to a resource-hungry China. It
then collapsed intoa brutal recession.

Since then, the economy has barely
budged. Gross domestic product
expanded just 0.15 per cent, on average,
annually in the decade up to the end of
2021. Living standards have fallen ina
country where the middle class had
been expanding. And despite being one
of the world's foremost agricultural pro-
ducers, food Insecurity has risen.

“Brazil's growth underperformance
since the end of the previous commeod-
ity supercycles in 2014 has surprised
even those who were pessimistic,” says
Marcos Casarin, chief economist for
Latin America at Oxford Economics.
“Per capita income is still 10 per cent
below its 2013 peak and will take at least
another four years to return to that
level”

Political coverage in the build up to
next weelk's presidential election has
been dominated by the controversies
around the two leading candidates —
whether incumbent Jair Bolsonaro will
respect the result if he loses and the
potential return to power of former
leader Luiz Indcio Lula da Silva who
spent time in jail on corruption charges
RBut as Brazilians prepare to vote on
October 2, it is the widespread decline in
quality of life that is at the forefront of
their minds.

“1f you walk through downtown Sio
Paulo or other cities, you will see there
are a lot of people going hungry,” says

Maria Isabel da Costa, who runs a res-
taurantin the city. “People are having a
hard time maintaining themselves”

Bolsonaro and Lula have both prom-
ised a path to prosperity but espouse
starkly different visions for reviving
Latin America’slargest economy.

Lula, a former trade unionist who
governed Brazil between 2003 and 2010
at the height of the commodities boom.
is leading in the polls by about 10 per-

Luiz Inacio Lula
da Silva and Jair
Bolsonaro,
above, have
both promised
a path to
prosperity but
espouse starkly
different visions

expanded 1.2 per cent in the second

quarter from the previous quarter.
Itwas an unexpectedly buoyant result
that prompted several I nt

relatively dosed economy and residue
of protectionist policies, which they
arpue has resulted in a lack of competi-
h 1d

banks to revise forecasts for this year
upwards to more than 2.5 per cent. Serv-
ices drove the recovery, complementing
commodities exports, which have
become a bedrock of the economy. It

“Most of the industries in Brazil are
far behind other countries,” says Luiz
Tonisi, chief executive of semiconduc-
tor group Qualcomm in Brazil. “Why?
Because we did not make the reforms,

spends around 13 per cent of GDP on KIfYOU walk
pensions and approximately 6 per cent
of GDP on education. The solution th.mugh

Involves directing these resources more

efficiently” says Buccinl. Adjusting for downtown
inflation, government spending onedu- S50 Paulo
cation fell from R104bn ($20bn) in

2016 to R30bn last year, a23 per cent  OT other
drop. Defence spendingremainedstable  ~itina van

omy. “The state has to use all its powers
of influence so that we can develop this
«country and convince businessmen and
forelgners to Invest In Brazil” the
former president said this month.

He hasalso spoken about areturn toa
greater role for the national develop-
ment bank: suggested the government
should take a firmer hand in the run-

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2022%2F09%2F 26 &ts=20220925193753&uq=20220804103507
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came ontop ofa reduction inunemploy-
‘ment, which has fallen below double
digits to the lowest point since 2015, and

Yet economists expect GDP to slow
next year to less than 1per cent asa con-
fluence of high interest rates, an unfa-
vourable global scenario and potential

centagepoints. He wantstoputthestate  for reviving
back at the centre of economic policy-  Brazil's
makingand use government spending,  economy; S50
notably on infrastructure, to spur  Paulo, right, alsofallinginflation.
growth. Yet much of his rhetoric has  isfacinga
focused on past achievements rather  homelessness
t]]z.nﬁ'&hpﬂhnypm])ﬂsalg crisis
g FTmonsge AFGeRy
cumJnnauun of lhe free marke( Pro-  ceryimage:

business agenda of finance minister
Paulo Guedes, who has focused on cut-
ting bureaucracy, promoting privatisa-

tion and simplifying labour regulations.
Many of these microeconomic reforms
have been lauded by the country’s busi-
ness community.

Neither candidate, however, has
focused on the difficult structural
changes deemed necessary to improve
productivity and generate long term
growth. These include an overhaul of
Brazil’s notoriously complex tax system
and the significant investments needed
in infrastructure and education. This
partly comes down to political priori-
ties. But it also reflects how, under Bra-
zil's system of proporticnal representa-
tion, no candidate’s party ever wins a
majority in Congress, the federal legisla-

tivebody.

Whoever is elected president will be
forced to deal with the Centrao — liter-
ally, the “big centre” — a loose political
bloc encompassing almost half of the
lower house’s lawmakers, who lend sup-
port in exchange for funds to plough
into their home constituencies. This
pork barrel politics undermines growth
by diverting precious government
resources away from where they are
most needed, critics say. “The Centrio
will continue to be the most important
political group in Congress and whoever
isthe next president will have to negoti-
ate with them,” says Bruno Carazza, a
professor at the Dom Cabral Founda-
tion.

Evandro Buccind, economist at Rlo
Bravo Investimentos, says growth will

political uncertainty take a toll. The
deeper issue is that Brazil has struggled
to find an effective and sustainable
‘model for broad economic growth.

Ahead of the 2014 crash, Dilma Rous-
seff's leftwing administration used
spending to keep up momentum. This,
combined with a simultaneous collapse
in the price of commodities, eventually
resulted in a fiscal crisis, which snow-
balled into the recession. “Brazil needs
new engines of growth because the state
cannot grow more,” says David Beker,
chief Brazil economist at Bank of Amer-
icainSdoPaulo.

Although agribusiness has surged in
Trecent years and now accounts for more
than 25 per cent of GDP, the gains have
been offset by along declinein industry.

Industrial output shrank by about
one-fifth in the 10 years (o late 2021,
according to the Brazilian nstitute for
Geography and Statistics. It is a phe-
nomenon described as “premature”
deindustrialisation, since the loss of
manufacturing occurred earlier than
would be expected given the country's
stage of development Many blame
what is known as the custo brasil: the
combination of bureaucracy, a complex
tax system and poor logistics infrastruc-
ture that elevates the cost of doing busi-
nessin theco

For others, it is also a legacy of Brazil's

| Agriculture has outperformed the wider
Brazil economy
Real GDP and gross value added by sector (21 2000 = 100)

220

prove elusive without bigreforms. “Bra- S:vte‘;

zil has stagnated for the past 20 to 30 Total GOP 200
years,” he adds. “If you want to talk == Industry . 180
about [improving] productivity, you == Manufacturing

need to talk about education and wrade, T i
neither of which are detailed in Lula or 140
Bolsonard’s plans.” 5h
Deeper need for change ¥ o0
The Bolsonaro i 1 did not a0
hide its glee when growth gy LT [ P B o o ot
released this month. “Brazil is flylng”  20%° o3 o I B2
cheered Guedes, after datashowed Gpp 5007 Rennimv

20 *

we diid not do the infrastructure, we did
not invest where we should have
invested. Ifwe want a decade of growth,
we need todoall this.”

“Taxesareamess’

inthe sameperiod.

Infrastructure is similarty plagued by
alack of investment_Poor quality roads
and the absence of rail links dramati-
cally increase logistics costs and reduce
margins. In terms of sanitation, almost

lack:

Guedes — educated at the U of

100mn

Chicago under milten Friedman, the
father of the monetarist school of eco-
nomics —came to office with a pro-busi-
ness agenda. His successes include a
landmark overhaul of pensionsin 2019,
helping secure the independence of the
central bank, as well as a host of micro-
eccnomic reforms aimed at increasing
theease of doingbusiness.

“The attraction of investments into
infrastructure has also been positive,
with multiple concessions and the pri-
vatisation of [power utility] Eletrobras,”
says Lucas de Aragio, a partner at Arko
Advice, a political consultancy. “Media
often overlooks these themes, since it is
a government that generates a lot of
controversy.”

Most analysts expect a continuation
of these econcmic policies if Bolsonaro
wings a second term and Guedes has sig-
nalled he would stay on as finance min-
ister. To date, however, his agenda of
major structural reforms has mostly
floundered. Paramount among them is
a shake-up of the country’s byzantine
tax system. “raxes are really a messand
this drags usdown in terms of consump-
tion and investment ” sarys Tonisi.

A midsized Brazilian company takes
more than 1,500 hours to prepare and
pay taxes, according to World Bank data
— thehighestinthe world. By contrast,a
US counterpart takes 175 hours and a
UK business about 110 hours. An
attempt from Guedes to pass a limited
tax reform. which among T meas-
ures would have introduced a tax on
dividends, isstuck in the Senate.

Tax reform is a particularly knotty
Issue because of the plethora of compet-
ing interests. Critics are sceptical that
Guedes has the nous to guide such
projects through Congressand win over
the Centrac. Securingthe bloc’s support,
de Aragao adds, means the “govern-
ment often has to water down, or down-
right forgst, proposals considered
extreme or ideological®,

Insufficient investment

Another widely acknowledged factor
‘holding Brazil back is poer educational
standards. “There is a chronic defi-
ciency in the quality of education. Brazil

FINANCIAL TIMES

serv-
ices for the removal of sewage.
Redirecting resources to these areas,
however, is not straightforward. More
than 90 per cent of the government
budget is pre-assigned to mandatory
expenses, mostly public sector salaries
and pensions. Overhauling this system
would require an administrative reform

ofthe state, one likely to be bitterly con-
tested by amultitude of vested interests,
including the Centrio.

For many investors with ex; e to
Brazil, the immediate post-election
worry is Bolsonaro and Lula’s propen-
sity tospend when politically expedient.
“Neither of the candidates’ proposals
highlight a commitment to promotinga
stable macroeconomic environment,
rooted in low inflation, sustainable fis-
cal policy and predictability,” says Mar-
iam Dayoub, chief economist at
Grimper Capital.

Thelure of Lula2.0

The concerns centreon the future of the
public sector spending ceiling imple-
mented in 2016, known as the
tero. By limiting growth in the budget to
therate of inflation, it is viewed as akey
fiscal anchor. Rolsonaro has circom-
vented the cap in order to increase
social welfare payments, while Lula has
been open about his desire to abandon it
altogether.

Lula has made no secret of his plans to
shift the centre of gravity in the econ-

will see
there area
lot of
people
going
hungry’

ning ot Petrobras, the state-controlled
oil producer; and also enact legislation
tobetter protect workers.

The leftwinger also talks ahout reduc-
ing inflation — now at Spercenlf and
forging a more progressive tax system,
although he has offered scant details on
how he would do either. Lula insists his
time In power is evidence of his fiscal
responsibility. Critics, however, blame
him for the start of a moreintervention-
ist approach embraced by his suct
Rousseff, who wasimpeached in 2016.

Elena Landau, an adviser to Simone
Tebet, the candidate polling in fourth
place inthe presidential elction, argues
Lula set the stage for the nation’s eco-
nomic woes. “By the time he left, he had
exacerbated countercyclical policies,
fiscal spending and intervention in
state-owned companies,” she says.

‘Wagner Parente, chief executive of
consultancy BMJ, adds: “Although Lula
is unlikely to adopt the same economic
policies as Rousseff, some specific goals
— such as overturning the government
spending cap — bring uncertainty to the
private sector.”

So far financial markets have been
sanguine about a potential new Lula
presidency, mostly owing to the fact that
heisa known quantity and perceived as
moderate on economic policy. He also
enjoys a better reputation among many
western investors, who fretted over Bol-
sonaro’s at times authoritarian rhetoric
and disregard for the environment.

The business clite believe Brazil could
reap enormous dividends from “green”™
investments if the next administration
shows more interest in protecting the
Amazon. Despite a surge in the destruc-
tion of the rainforest, Brazil still main-
tains 60 per cent of its native forests and
almost 80 per cent of its electricity
comes from renewable sources. “Brazil
has great potential tolead the decarbon-
isation agenda on multiple fronts, nota-
bly energy transition but also nature-
based solutions — carbon capture via
reforestation.” says Gabriel Brasil. an
analyst at Control Risks. “We also have
the opportunity to lead on frontier seg-
ments, suchas green hydrogen.”

Beker at Bank of America is more
bullish, saying the country is primed to
grow if it maintains fiscal discipline and
reforms: “We have big potential for ESG
investments. We are far away from con-
flict and it is peaceful country. The ques-
ton s, can we capitalise on that?™

dditional ivng by Caroli

porting
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Japan's yen intervention is

Buying currency is tolerable
ifit keeps the government
out of monetary policy

As the US Federal Reserve and other
major central banks embark on vigor-
ous interest rate rises to combat infla-
tion, Japan is now the only country in
the world that still has negative rates.

It paid the price for that position on
Thursday, after the Swiss National Bank
lifted its rates into positive territory. A
pledge by the Bank of Japan to stick with
its ultra-loose monetary policy drove
the yen to a 24-year low. Within hours,
Tokyo intervened to buy its currency for
the first time since thelate 1990s.

This action is unlikely to have any use-
ful economic effect, but nor is it likely to
do too much harm; and given the politi-
cal struggles of Fumio Kishida’s govern-
ment it is understandable. Japan's G7
partners should not protest tooloudly.

The yen has lost about one-fifth of its

value against the dollar this year, the
slide accelerating as the Fed’s rapid
monetary tightening has opened a sig-
nificantinterest rate differential.

The Kishida government, whose pop-
ularity is flagging, is under pressure to
‘Thelp those who lose out from a weaken-
mgcurre:ncy including i lmpnrmrs, and

fixedi P
increasesinfood prices. Consumer price
inflationreached 3 per centin August, its
‘highest since 2014. Had the government
not stepped in when the yen neared ¥146
to the dollar, the level that prompted
intervention in the Asian financial crisis
in 1998, it would have faced questions
from anangry populace.

The currency has also been trading
for momhs without clear 12ve]s of either

1 or psychologi
Hedge funds and asset managers —
mostly based in Europe and the US,
rather than Japan — have built up sizea-
ble short positions against the yen. The
point of last week’s intervention was to
‘warn those investors that their trades

ineffectual but inoffensive

are not a one-way bet; there is a line
around the level of ¥145 they should
keep in mind. The government hopes
thereby at least to slow down any fur-
ther depreciation. Doing so is not too
costly: at these levels, the Japanese
authorities are getting a good deal when
they sell dollars from the country’s
near-$1.2tn foreign exchange reserves
inordertobuyyen.

They should, however, be cautious of
setting moreambitious goals. Pastexpe-
rience suggests unilateral foreign
exchange interventions almost never
lead to a meaningful or sustained
impact on a currency. The government
should be wary of trying to defend any
particular level of the currency or get-
ting intoa battle with markets that they
cannot win. Sending a message is one
thing. Actually strengthening the yen is
quite another. Any further intervention
should besporadicand unpredictable.

Intervention will not have big effects
because there is a fundamental reason
for the yen's fall: the yield differential

The BoJ sets
interest rates to
manage
€conomic
activity and
inflation. If it
suddenly
switched its
policy target to
the exchange
rate this would
compromise its
efforts on both

between the yen and the dollar. The
much deeper question, therefore, is
whether the BoJ should raise interest
rates in order tostrengthen the yen. The
central bank, however, sets interest
rates in order to manage economic
activity and inflation. If it suddenly
switched its policy target to the
exchange rate this would compromise
its efforts on both. Japan’s low interest
rates. reﬂect its 30-year strugg]e to gen-
ionand

er
sustain full economicactivity.
AsHaruhiko Kuroda, the BoJ governor,
observed last week, with clear differ-
ences in its “economic and price situa-
tion”, Japan does not need to remove neg-
ative rates just because other countries
have. The challenge is whether that is
politically sustainable or whether Kish-
ida will feel obliged to replace Kuroda
with a more hawkish governor when his
term expires next year. If a bit of yen
intervention buys the political space for
coherent monetary policy then the ben-
efitsare probably worth the costs.
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Superfans accuse Disney
of taking the Mickey

Maria Hergueta

For many visitors, links to childhood
mean Disney parks are more mean-
ingful than urdmary huhdays That
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How the funeral music provided a fitting and fond farewell

There could be no greater tribute to of the lovely words of the 42nd Psalm, standards for the performance of melodies the Queen’s Piper played —

Queen Elizabeth II than the exquisite and James MacMillan’s powerful “Who | sacred music (“Queen’s funeral music one at Westminster and the other at

singing of the service music by the Shall Separate Us?”, composed 10 years | revealed truths about her and all of us”, | Windsor — as he turned and left those

choirs at both the funeral and ago for this service and performed Opinion, September 20). gathered for the final time, his notes

interment, of anthems from the there for the first time. The buglers too played as one — their | fading in the distance. Having played to

splendid Anglican choral repertoire: The boy sopranos’ unison si fanfare followed by two minutes of the Queen every morning as she

‘both the familiar — Hubert Parry’s “My | was so perfectly blended, they complete stillness in that great space, greeted the new day, it was a fitting and

soul, There is a Country” and vVaughan | sounded like one voice. How fortunate | and matched hy the reverent silenceof | fond farewell.

‘Williams’s “O taste and see”; and the ‘we are to have institutions that the crowds wail McGirr

less well known — Judith Weir’s setting | continue to maintain the highest Unforgettable were the haunting Greenwich, CT, US

Job of pension trustees is Some headline confusion | Catchy descriptor does

to stop such investments after Xi-Putin exchange no justice to Japan

‘Martin Wolf’s otherwise excellent 1always feel better informed when T The phrase “Japan Inc” is tendentious.

article on “The economic consequences read the FT. However I must confess a It starts the economic story in the

of Truss” (Opinion, September 21) certain confusion regarding the middle, likens the country toa

suggests that previous governments headline on your September 16 story p and mi:

‘have allowed “the search for safety in “Putin admits to China ‘concerns’ over | the archipelago’s postwar success (“A

uorpurabe pensluns to s]nft portfolios Ukraine in meenng with Xi’ weak yen is no longer an unnmd
P [ S JUPPPIE B U U
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n America, the most devoted fans
of Walt Disney are known as Dis-
ney adults. This group drops thou-
sands of dollars each year on park
visits, swooning over the distinct
smell of the water in the Pirates of the
caribbean ride. To outsiders, their
devotion toa brand aimed at children
is embarrassing. Even Disney’s feel-
ings towards them are complicated.

In an interview with the Hollywood
Reporter this month, Disney chief
executive Bob Chapek implied that
fans who paid for expensive annual
Ppasses were visiting so often they were
jamming up the parks: “We love the
superfans, obviously. But we also like
the fans that don’t have the same
expression of their fandom . . . we've
got to make sure that there’s room in
the park for the family from Denver
that comes once every five years.”
Access to many annual pass options
has been suspended. Pre-booking vis-
itsis now required.

Not many companies get to claim
superfans as customers. Tesla per-

LLICALLS WICY 418 WULLL Py LI LIULE 101
— parkpricerises exceed inflation. Yet
even as other discretionary spending
dips, Disney fans keep buying tickets.

The problem is that super fans don’t
spend as much per visit as occasional
park visitors. There are only so many
Minnie Mouse headbands a person
can wear. For some, the annual pass
that allows buyers to visit Disney
parks throughout the year is
extremely good value too. A one-day
trip to Disney World in Florida is $109.
The annual Incredi Pass is $1,299 plus
tax. Visit once a month and you break
even. Go every week and you'd save
over $4,000. The mismatch has
shades of the MoviePass debacle, in
which subscribers paid less than $10
per month for multiple cinema trips.
MoviePass guessed they might visit
once or twice a month. But their will-
ingness to watch movies day after day
left the company bankrupt.

Disney needs its parks to subsidise
the company’s massive investment in
streaming. In August, Disney overtook.
Netflix on streaming subscrlptluns.
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‘business to ownership of government
‘bonds”. This suggests that previous
governments could have done
otherwise, but this is untrue.

Final salary schemes grew rapidly in
the sixties and after; in the early years
‘there were comparatively few
pensioners, or members near
retirement, and schemes were funded
at levels well above the amounts
that would have been needed on
‘winding-up.

As schemes matured, these
conditions changed — the need to
protect the interests of members in
retirement, or nearing retirement, and
also a decline in the levels of funding of
schemes meant that there was a
significant decline in the proportion of
funds classed as surplus. Only such
surpluses should be invested in more
risky assets in the hope of reducing the
employers’ future contributions.

Investing in riskier assets any of the
funds needed to guarantee members’
pensions would have been to gamble
‘with those members’ benefits,

triggering exist ential p
latter’s investors. Wlth 221mn paying
viewers, Disney+ is a hit. Tts decision
to price the service below competitors
has encouraged sign-ups. Subscrip-
tions for Disney+, Hulu and ESPN+
combined are expected toreport close
to $12bn in revenue this year, accord-
ing to Insider Intelligence.

Disney’s ability to cross-sell itsintel-
lectual property sets it apart from
services like Netflix — which has tried

which the trustees of these
schemes were, and still are, there to

Retired Fellow, Institute of Actuaries,
Loughton, Essex, UK

What happens when
borrowers go to the wall?

What will the government do when the
fiscal loosening highlighted by Martin

haps. Maybe Apple. At Disney, fan  to sell merchandise but has no signifi- Wolf (“Energy package puts UK
devotion has sent attendance in US  cant source of revenue other than economic credibility at risk”, Opinion,
theme parks back to pre-pand muunm September 19) causes additional
levels. It has enabled the Ip But tokeep monetary sending many
explnd from faml]y cem:red ho].\days viewers wau:hmgls expensive. Disney ‘borrowers to the wall?
suchas hasani back and John Murray

cnuseshlps Inthe lastqumer Disney ha: tapped fr: like Mayfield, East Sussex, UK
Parks, Experiences and Products rev-  Star Wars and Marvel to create new .
enues increased to $74bnfrom$4.3bn TV shows. But costs are high. It A wealthy businessman’s
the previous year. Cuttingoffafavour-  reported a $1.1bn operating loss in the o =R
ite product could be a risky move. third quarter —three times asmuch as critique of privatisation

I've seen Disney adultsup closejust  the same quarter the previous year. ‘As awealthy businessman, T was
once. When I moved to California a few Ensuring park visitors keep coming interested in the unsupported
yearsago, I persuaded afriendtocome  back and ing more is assertions d by Gregory
to Disneyland with me so I could see  essential. Dlsneylsrepomd tobe con- Shenkman in his letter “A panacea only
what I'd missed out on growingupin  sidering a membership programme in the minds of forgetful leftists™

England. We drove from Los Angeles

to Anaheim on a quiet Tuesday in early

December to visit the original park,

built on aformer orange grove in 1955.

Because it was a school day 1 assumed

we'd have the place to mu'selves Iwas
ds of holi

along the lines of Amazon Prime that
would encompass streaming, parks
and merchandise.

Fans are not satisfied. At the recent
D23Expo, an annual event for the die-
hard Dlsney supporters, there were

wrong. Th
adults swarmed around us, decked out
inDisney merch. Every ride had along
queue. So did every restaurant.

The hyperreality of Disney theme
parks has made them the most popular
resorts in the world. Setting a haunted
mansion beside the wild west land in
view of an enchanted castle and sur-
rounding them with pretzel and hot
dog stands makes for sensory overload.

Monday 26 September 2022

that annual passes were
still suspended. Unluckily for them,
Chapekused to run the parks division.
He knows that demand is far higher
than supply and is sufficiently unsen-
timental to take advantage. Prices
could double and visitors would buy
them. Disney fans may moan but they
will keep on coming back.

elaine.moore@jft.com

(September 12), where he criticises the
earlier letter of green peer Natalie
Bennett (September 7).

He arbitrarily views nationalisation
as an obvious ill which “always results
in bad management, waste and low
productivity” and stipulates that
“however badly private sector
companies perform, state-owned ones
‘would be much worse”.

‘Yet 1 would refer him to James
Meek’s 2014 book Private Island that
enumerates the dreary results of the
massive Thatcher-era privatisations of
‘the national rail systems, the mail
service, drinking water supply,
electricity generation and distribution,

HSBC’s headquarters in Hong Kong,
lit up for its 150th anniversary in May

healthcare, and housing estates, which
demonstrate that “you can buy better
but you can’t pay more”.

Privatisation can be viewed as a form

I3 1L VUL UL WU IS auiuag
concerns or is it Xi Jinping who has
expressed his, when talking to Putin in
Uzbekistan?

The latter interpretation seems more
plausible and accurate, as reflected in
the article itself.

Notwithstanding the linguistic
finesse, the tides do seem to be
mounting against the invader from
many directions. Can one now begin to
feel more optimistic? Hopefully so, at
the onset of winter and its dire impact
on our food and energy crisis.

Arlette Laurent
New York, NY, US

How would HSBC boss
react to China-Taiwan war?

LIESSLIZ 2CLUSS JApauess wuusu y ,
Report, September 22).

Currency is not the main reason for
Japan's break out of what economists
call the “middle-income trap”.
Monetary policy did not give birth to
Japanese industry, internationalise
Japanese companies, the kaisha, or
inspire continuous improvement in
production, kaizen.

In most measures, Japan’s
achievements and competitiveness are
attributed to its attitude towards
productivity, uniformity of thought
and action, as well as rules for
managing large-scale organisations.
Sebastian Woller
Zurich, Switzerland

Brussels is right to

of “shell game” or swindle resulting in You report the chief executives of Bank 2,
the privatisation of gain and the of America, Citi and JPMorgan have call out Hungary s PM
socialisation of loss. A fair hypothesisis | committed to complying with any US Your leader says “the EU should press
that stupidity is distributed evenly government demand to pull out of Hungary hard on rule of law” (FT
across a population. It matters not China if Beijing were to use force to View, September 23). Yes. The EU
whether it is labelled “public” or reunite Taiwan (“US lenders ready to should flex its muscles and
“private” enterprise. Doctrinaire quit China in event of Taiwan war”, demonstrate not only that it has the
thinking is stuck favouring one or the Report, September 23). tools but the will to suspend funds to a
other, instead of considering the actual The UK and the US have a speclal oountry violating core principles of
i of the specific end i ip and the tv fe: and the rule of law.
Joshua shapiro align with each other on most Hungary learnt how to dance around
Chappaqua, NY, US international policies. The UK hasbeen | Soviet domination under Jinos Kadar

. . . , a stronger supporter on sanctions as he tiptoed towards greater freedoms.
Imagine the savings if we'd | against Russia. Now under Vikior Orbén the opposite

. It would be interesting to know the is happening in his “illiberal”

decarbonised 10 years ago position of the chief executive of HSBC demggreacy with not so gradual moves
Let me add some simple arithmetic to if he is confronted with similar to autocracy, dilution of an
the cost of decarbonising the electricity | questions as his US counterparts. independent judiciary and attacks on
system (“Investment of $1tn a year HSBC is the largest bank in the Hong | media freedom.

needed to hit climate goals, research
says”, Report, September 21).

Basically, the study you cite could
have been written a decade ago. Now
consider that as the electricity industry
decarbonises, cost of capital (return on
and return of) will become the
<dominant cost in the production of
electricity.

Kong Special Administrative Region of
China.

Tony SK Li

‘Hong Kong

There’s gratitude for you,
from across the pond
Janan Ganesh’s (Opinion, September

If our great leaders,
climate deniers, politicians who did not
‘want to face reality and shortsighted
‘managers had started to take action a
decade ago, they could have raised
money during a period of essentially
zero interest rates. What will they pay
for money now?

Let’s say that the industry (with
governmental backing of some sort)
would have paid 1 per cent over the
past decade and 5 per cent now. On
$1tn dollars per year, that means an
extra $40bn per year in additional
interest. Spend $1tn for 10 years and by
the 10th year, electricity consumers
will be paying an extra $400bn per
year, which is equivalent to the US
electric bill right now.

Fabius Cunctator did a great job
delaying Hannibal. I doubt that our
bunch of delayers will be remembered
as heroically.

Leonard S. Hyman
Sleepy Hollow, NY, US
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21) piece the bill for Britains
infatuation with tradition, one that was
on glorious display this past week.

But talk of the bill prompts thoughts
about who should share the cost.
‘Among many on this side of the pond,
the solemnity and majesty of the multi-
day production were not so much
casually, as hungrily, watched, less as a
diversion from our divisive civic life as

The EU should use all its available
powers to demonstrate it means
business. And stand by the withholding
of funding until there is independent
verification that Hungary has
undergone an irreversible return to the
rule of law.

John A Dembitz
London SW19, UK

One unfairness I see when
women take career breaks
Brooke Masters (“Better worklife
balance for bankers could be another
‘mommy track””, Opinion, September
22) writes about the problems of the on
and off ramps in banking and the law
that di women who wish to

therapy from its bottomless crassness.

The result was a valuable and timely
service Britannia provided to a country
already so desperate for the soothing
balm of dignity that it sat spellbound
before The Crown.

So, a suggestion. In gratitude for this
costly extravagance, maybe Americans
should offer to help pay for it. Possibly
through favourable trade agreements
or agenerous 21st century lend lease.
T'll leave the details to Liz Truss and
Joe Biden.

Luke Popovich

Washington, DC, US

have children (and men who desire to
parent).

The career cost of having children is
an indisputable fact. However, it
doesn’t seem quite fair that people who
seek a better “workelife balance” (for
whatever reason) should have the
expectation of being on the same
future annual earnings as those who
put their career above everything else.

Unless, of course, one’s brilliance is
openly acknowledged by the people for
whom one works.

Guy Wroble
Denver, C0, US
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The seven economic wonders of a worried world

Ruchir

Sharma
s 1‘

1 periods of gloom like this one,
when commentators see nothing
but faults in most countries, it is
‘worth highlighting the few that defy

the prevailing pessimism. Here are
seven that stand out in a world tipping
towards recession and higher inflation:
Vietnam, Indonesia, India, Greece, Por-
tugal, Saudi Arabia andjapan_
They sh: ion of rela-

increase with China, western businesses
are hedging their bets by adopting a
“China plus one” strategy — and often
the “one” extra sourcing destination is
Vietnam. By investing heavily in the
infrastructure required of a manufac-
turing export power, and opening its
doors, Vietnam is growing at nearly 7
percent, the fastest pace in the world.
Criticism of the economic trials
of Muslim countries long ignored the
most populous one, Indonesia.
Resource rich, it is benefiting from the
global commeodity price boom, but with
a domestic market of 276mn it is not
overly dependent on exports. It has
unusually low debt compared with
other developing economies, and an

tively strong growth, moderate inflation
or strong stock market returns — com-
pared with other countries. By fascinat-
ing coincidence, most of them also defy

1ly stable currency in a year
when most currencies are falling
sharply against the dollar. The result, a
benign mix of 5 per cent growth with
less than 5 per cent mﬂatmn, makes
f econom-

deep biases about the dly dim
prospects of certain countries, cultures
and systems.

Theleast surprising name on my list is
Vietnam, a case study in communism
that works. As geopolitical tensions

ically adeptIslam.

Though India’s growth is always flat-
tered by its low base, its economy will
continue to be one of the world’s fastest
growing. Policymakers have done just

enough reform to draw in investors
‘who, spooked by the regulatory crack-
downs in China, are now gravitating to
‘the second largest emerging economy.
New investment in digital services and
manufacturing are bearing fruit and the
vast domestic market insulates India
from global recession.

Less than 10 per cent of bank loans are
non-performing, down from 50 per cent
during the crisis. Now growing at more
than 4 per cent, with inflation coming
down fast, Greece is enjoying one of the
region’s healthiest recoveries.

Portugal is in a similar place. It is
wisely mvesungsupportf\mds [mmthe

Some of the “Pigs” — thy ies at
the core of the eurozone debt crisis a

decade ago — are now in revival mode.
Greece and Portugal have cut their gov-
ernment deficits by more than half, and
are less exposed than most of Europe
to gas supply shocks emanating from
Russia.

Greece is getting a boost from a
revival in foreign investment — and in
‘tourism, which Covid had cut from 20 to

EU and reformi &
most excessively generous pension sys-
tems, while a special “golden visa”
attracts a tide of rich new émigrés. Per-
haps not coincidentally, the best per-
forming stock market in the developed
world this year is Lisbon’s. The Pigs
acronym is passé.

saudi Arabia is leading a movement
among Gulf states to diversify beyond
oil. Reforms, including loosening
Testrictions on women, workers, tour-
ists and nightlife, have helped push pro-
jected growth to nearly 6 per cent over
thenext two years.

The regime is investing oil money in
infrastructure, including 10 smart cities
which promise a futuristic and car-free
version of urban life. Though harshly
cnnmsed fDr political repression and

15 per cent of i d ic product.

go on civil rights,

the kingdom is also expanding eco-
nomic freedoms and putting this pet-
rostate at the forefront of green urban
development.

The most surprising country on my
list is Japan, where growth is actually
picking up. After being dogged by defla-
tion for years, Japan is also the rare
country that gains from a return of
inflation — now running just over 2 per
cent. Its supposedly weak corporate
culture has been raising profit margins.
Labour costs are now lower in
Japan than in China. The cheap yen is
boosting exports and could revive ani-
mal spirits in the market as a late
reopening from Covid restrictions
draws back visitors.

Any of these economies could, of
course, falter, undone by a turn in lead-
ership, policy or by complacency. Still,
these nations are already among the top
performing stock markets this year.
Amid well-founded worry about
global prospects, a new set of winners is
emerging.

The writer is chair of Rockefeller
International

Fallout of 2008
crisis still stalks

G'n 23 2Ya)] r'\] oxrotarm

Kwarteng's
approach will
leave Treasury
with no money’

David
Laws

hose who expected Liz

Truss’ government to be

“continuity Boris” will by

now have recognised their

mistake. The populist,
pragmatic, non-ideological Johnson-
Sunak era has been replaced with the
tax-cutting, deregulatory, small-state
ideology of the new prime minister and
her chancellor.

Radical, bold, and ambitious are
words that Truss and Kwasi Kwarteng
will want associated with their eco-
nﬂmlc planx But others spring to mmd

sponsible, eccentric and
Let us start withirresponsible.

When the Conservatives came to
power, in coalition, in 2010, the Treas-
ury was forecasting a budget deficit of
just over £160bn for 2009/10. As
incoming chief secretary, I received a
now-notorious letter from my Labour
predecessor admitting “there is no
money [left]”.

The coalition established a new body,
the Office for Budget Responsibility,
to ensure transparency and to prevent
chancellors from fiddling the forecasts.
The OBR figures informed each fiscal
event, often having an impact on the
chancellor’s decisions. They are free
of political meddling, and of the opti-

'mism hias towards which naliticians
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Rana
Foroohar

atching the heads of

several major US banks

— JPMorgan Chase,

Bank of America and

Citigroup — being
grilled in front of Congress last week, I
couldn’t help but be reminded of that
familiar image of downcast chiefs of
systemically important financial insti-
tutions on the Hill following the 2008
crisis.

This time around, politicians wanted
to know not what Wall Street had done
wrong, but what they were planning to
do right should there be another crisis,
either geopolitical (yes, the bank heads
would pull out of China if Taiwan was
invaded) or financial.

All of it underscores that 15 years on
from the great financial crisis, there’s
still plenty of risk in the market system
— it’s just coming from different places.
Consider, for example, current worries
about Treasury market liquidity. As the
October 2014 flash crash, the Septem-
ber 2019 repo market pressures and the
March 2020 Covid-related dislocations
have shuw‘n Lheulnmme “safe” market

The huge amount of quantitative easing
required to paper over the financial cri-
sis meant that the Treasury market
growth outpaced the ability or desire of
buyers to hold T-bills. Deglobalisation
and US-China decoupling mean that the
usual suspects, Asian nations, are look-
ing to sell, not buy Treasuries, at a time
when the Federal Reserve is actively try-
ing to offload T-bills as part of quantita-
tive tightening.

Meanwhile, the big banks that have
traditionally played the key broker-
dealer role in the Treasury market say
that they have been constrained by post-
2008 capital requirements from doing
thatintermediary job as well asthey had
in the past. (Banks had hoped the pan-
demic-era exceptions from certain capi-
tal bufferswould be made permanent).

As a recent Brookings Institution
report on the topic put it: “without
changes, the size of the Treasury market
will outstrip the capacity of dealers to
safely intermediate the market on their
own balance sheets, causing more fre-
quent bouts of market illiquidity that
will raise doubts over the safe haven sta-
tus of US Treasuries.”

Consumer advocacy groups like
Americans for Financial Reform are
pushing for more transparency in pre-
trading data, as well as central clearing
for Treasuries, something that would
help make the $24tn US Treasury
market, the largest and deepest market
in the world, less fragmented and better

agile in times
ofstress.
Thisisitselfpart of the legacy of 2008.

Not surprisingly, banks are
pushing back against not only more
regulation, but also the capital require-
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ments that have made it tougher
for them, they claim, to hold more
Treasuries.

This gets us back to one of the core,
and still unanswered, questions of the
great financial crisis — why are banks so
special? Yes, the major US banks are far
safer and better capitalised than they
‘were before 2008. But why do they
chafe at single-digit capital require-
ments when businesses in any other
industry hold multiples of that?

Part of it is simply a desire to take
more risk and make more money. But
‘within that is a more nuanced and legiti-
mate complaint, which is that banks
increasingly have to compete with less
regulated market actors like principal
trading firms (aka, high frequency
funds) that have moved into the T-bill

There’s plenty of risk
in the markets — it's
just coming from
different places

market, as well as fintech companies
and private equity titans that have
become important players in areas like
lending and housing.

That points to yet another problem in
the system. Financial “innovation” is
still running far ahead of regulation, just
as it did before 2008. It is well known
that private equity benefited wildly
from being able to buy up single family
homes, multiple family dwellings and
even mobile home parks in ways that
large banks would not have been able to
inthewake of the crisis.

Since then, private equity has moved
into healthcare (they want to stream-
line nursing homes, ominously), and is
even targeting some of the US’s indus-
trial gems — family-owned manufactur-
ing businesses. 1 shudder to think what
these profitable, community-based
businesses will look like once the big
fund d ippil i) and
loading them up with debt.

The SEC has proposed stronger rules
for private funds, and better transpar-
ency and metrics on fees, which is, of
course, needed. Meanwhile, the Treas-

ury Department is reviewing public
comments on how to make sure we
don’t get a flash crash in T-bills. There’s
even a push to tighten regulation on
regional banks that are playing a bigger
role in the financial system. All of this
has merit.

But italso points to the biggest ques-
tion that we never answered in the wake
of 2008 — who is the financial system
meant to serve? Wall Street or Main
Street?

I'd argue the latter, but there’s no one
silver bullet to fix a system that has
moved so far away from the productive
mediation of savings into investment.
As everything from an increasingly
volatile T-bill market to a home lending
market now dominated by shadow
banks to the financialisation of com-
modities has shown us, we still have
a market system that all too often
exists more to serve itself than the real
economy.

Perhaps we will need another crisis
before that problem s finally fixed.

rana.foroohar@ft.com

are prnne not least in sem.ng growth
targets such as the current 2.5 per cent
objective.

We embarked on a programme of def-
icit reduction. This was not some ideo-
logical obsession. It was intended to
achieve three outcomes: keeping inter-
est rateslow, avoiding a build-up of debt

This experiment will
result in more debt,
higher interest rates,
and greater inequality

to saddle future generations and ensur-
ing that healthy public finances would
allow bold responses to national emer-
gencies. Prudent fiscal management has
permitted the UK to fund interventions
such as the furlough scheme and, now,
the energy price guarantee.

For Conservative colleagues, this
process of “repairing theroof” was their
central mission. All of it has now been
junked by Truss. The OBR has been
sidelined; instead of the fiddled fore-
casts of past chancellors, on Friday we
were offered no forecasts atall. Govern-
ment borrowing is being massively
increased not to deal with one-off crises
but to deliver large, unfunded tax cuts.
It is an extraordinary change of course
— precisely when UK public finances
need to be strengthened to meet the
health and pension costs of an ageing
population.

Next comes eccentric. How else to
describe a government policy that seeks
to boost growth through tax cuts while
the Bank of England is having to raise
interest rates to reduce inflation? Poli-
cymakers have their feet simultane-
ously on both the economic brake and
Theresultisthere tosee

Urgent rewriting of EU fiscal rule book will depend on trust

Martin
Sandbu

he Dutch economist Jan

Tinbergen’s name is

immortalised in the rule

every economics student

must — and every policy-
maker should — learn: you need one
policy tool for each policy goal you are
trying toachieve.

The Tinbergenruleisuseful tokeepin
mind as the EU prepares to reform its
fiscal rules, informally known as the sta-
bility and growth pact. In its current
form, the pact has no instrument to tar-
get growth at all (unless you count lim-
ited suspensions of the rules). Indeed,
private and public investment hit rock
bottom in the last decade, when Euro-
pean politics was mostly heavily steered
by fiscal discipline.

Conversely, the pact contains too

22

many instruments targeting “stability”.

gobackto. They are. mc(e:smg}y seeing

Even the most hawkish of
fi inistersh:

d that
it is too complex. And “stability” is a
misnomer; the pact’s tools may limit
public borrowing but they don’t guaran-
tee stability, as Spain and Ireland’s expe-
riences in the eurozone sovereign debt
crisis showed.

Until recently, EU leaders have been
deadlocked between high-debt states
and “frugal” ones but there is now accel-
erating movement. Governments have
published informal position papers.
‘When finance ministers met in Prague
this month, I am told their shadow box-
ing around reform became “less shadow
and more boxing”. They expect a
detailed reform proposal from Brussels
nextmonth.

Why is momentum for reforming the
rules building now? One reason, para-

ic clarity of Putin’s mm:mns,
and his willingness to weaponise gas,
have focused Europe’s attention on geo-
political security in general and energy
security in particular. The need to invest
more — in frontier technologies to gain
“strategic autonomy” and in digital and
decarbonised infrastructure for energy
independence — has moved from long-

When governments plan

their 2024 budgets, they

will need to know what
rules to go

back to

‘term aspiration to immediate security
imperaﬁve. That sense of urgency has

doxically, is their current
The “general escape clause” was first
triggered in the pandemic and then
extended after Vladimir Putin’s assault
on Ukraine. When governments start
planning their 2024 budgets next year,
they will need to know what rule book to

dani that
the rulesmustenmuragemvementm
Europe-wide public goods such as
defence capabilities, electricity genera-
tion and energy transmission. Even Ger-
many’s government emphasises the
need for investment. The security

imperative has:

bl di and

as well. The EU’s nanhern ﬂank of
smaller liberal states were traditionally

ment on tailoring debt reduction for
each country. These are improvements

in a surge in gilt yields, which will raise
UK debt servicing costs.

1f unfunded tax cuts could raise long-
term growth rates to Kwarteng’s target
of2 5 per cent, they might be worth this

But there s little evid

ofit. If Truss wants to raise productivity
and growth, she will have to tackle more
complex policy challenges: improving
education and skills, planning reform,

strictest on both security and budget  but they hardly amount toinstruments | and mending trade relations.
questions. Puuns belligerence has dedicated — ila Tinbergen — to boost- Finally to regressive. The cuts to
brought h behawk- i eveni i and National

ish on both at the same time. They have
largely, and wisely, decided to put geo-
political hawkishness first. The resultis
a much more constructive attitude on
budget policy, including surprising new
constellations such as a joint Dutch-
Spanish position.

That raises two questions. First, will
Germany play ball? The answer is prob-
ablyyes. It hasbeen showing more flexi-
bility, from its coalition’s governing pro-
gramme last year to its statement of
principles for reform this summer. No
longer shielded by the ultra-hawkish
group of northern states, it is likely to
move further.

second, will the reforms achieve
enough? Here, the answer is probably
no. The likely compromise will retain
the overarching legal structure of the

But an optimal outcome is not on the
cards. What can be hoped for is that
imperfect but more country-specific
rules will improve the political
dynamic. Many capitals argue that
more national input into how the rules
apply and a greater effort to agree about
what counts as good public sp

tributions hugely favour those on high
incomes. Stamp duty cuts will benefit
the older, richer and those in the south-
east. Truss might say she is prioritising
opportunity. But there is an iron rela-

tionship between poverty and stunted
life chances.
di This is a huge eriment.

would increase compliance. That could
create incentives to prioritise invest-
ments that benefit the EU asa whole. In
all this, the experience of the EU’s recov-
ery fund will matter hugely. If countries™
deployment of common resources are
seen as a success, it will boost trustand

The result will be more debt, higher
interest rates, starved public services
and greater inequality. With a budget
deficit, according to recent IFS fore-
casts, which could average around
£160bn per year (or more) over the
nexttwoyears.

make the fiscal rule book growth:

friendly. Failures to meet agreed mile-
stones, let alone failures of the rule of
law, will do the opposite. Rules, often a
substitute for trust, in this case depend

Tules while their
There is much support for replacing
structural deficit targets with paths for

* FINANCIAL TIMES

onitifthey. work.

martin.sandbu@ft.com

Current Treasury need
to leave a letter for their successors:
“There is still no money left. We are
back to where we started in 2010.” That
would not be a happy legacy.

The writer was a Liberal Democrat minister
in the 2010-2015 coalition government

Menday 26 September 2022
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