2023/1/11 17:07

WEDNESDAY 11 JANUARY 2023

All pages from Financial Times (Asia), Wednesday, January 11, 2023

FINANCIAL TIMES

INTERNATIONAL NEWSPAPER OF THE YEAR

ASIA

A call fo end poor nations’ vicious d

MARTIN WOLF, PAGE 17

Election call
Peru protests
leave 17 dead

A demonstrator waves the Peruvian flag
yesterday following clashes between
secunty forces and protesters demand-
the rel fjailed former i
Pedm Castilloin Juliaca, southern Peru.

Atleast 17 people were killed on Mon-
day when 9,000 demonstrators tried to
storm Juliaca’s airport. They were
<demanding fresh elections and Castillo’s
reinstatement.

Thirty-nine civilians have been killed
in the unrest since Castillo was arrested
in early December and President Dina
Boluarte took office, according to Peru’s
independent human rights office.

The defence ministry said 75 police
officers had been injured. Protesters,
‘mainly in poorer provinces where Cas-
tillo retains strong support, have
blocked roads and disrupted airports.

Boluarte is Peru’s sixth president
since early 2018.

Deadly clashes page 3
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Goldman Sachs launches into biggest
cost-cutting drive since financial crisis

@ Private jets and tech unit in frame & Axe poised to fall on 3,000 jobs @ Bankers learn fate today

JOSHUA FRANKLIN — NEW YORK
STEPHEN MORRIS — LONDON
Goldman Sachs has embarked on its
biggest cost-cutting exercise since the
financial crisis, with the Wall Street
lender reviewing spending on every-
thing from its private jets to expenses at
anew technology and consumer unit.
The spending review comes as Gold-
man starts to implement more than
3,000 job cuts, with many employees in
London and New York due to learn their
J bank 1

bracing themselves for areduction of 40
per centor more in annual bonuses.
Ericka Leslie, the bank’s chief admin-
istrative officer, has emerged as a key
figure in the review under the direction
of president John Waldron, according to
multiple people briefed on the matter.

The exercise comes as the lender pre-
pares for a potential recession and
another year of lacklustre M&A and
capital markets activity.

One of the more sensitive areas Leslie
is probing is Goldman’s spending on two
Gulfstream jets, the people said. The
lender bought the aircraftin 2019 under
the direction of chief executive David
Solomon, reversing a longstanding pol-
icy of renting planes from NetJets.

The decision not to own its own jets

Staff are also bracing
themselves for a reduction
of 40 per cent or more in
their annual bonuses

and rent them instead had been a point
of pride for some of Goldman’s more
parsimonious old guard, although when

on tangible equity of more than 14 per
cent, a key profitability target set bv

setting up a consumer and technology
||mt named Platform Solutions, with a

Solomon in 2020. It was

thebank acquired theaircraftitsaidthe  between15and 17 per cent last year.
move would lower costs. The cost review marks an abrupt
The bank is also reversal from thel.

f2021, when

for travel across the bank, wnierenaes
and outside vendors, one of the people
said. “We're looking at expenses in
every corner of the firm, so it’s ridicu-
lous to focus on any single segment or
lineitem,” Goldman said.

Solomon, chief executive since 2018,
has been unable to bridge a stock mar-
ket valuation gap which has opened up
with longtime rival Morgan Stanley.

He is under pressure to reduce costs
after net profit slid 44 per cent in the
first nine months of the year. That left
Goldman struggling: return

Goldman and Wall Street peers went on
a hiring spree during a historic deal-
making and trading boom in the second
year of the Covid-19 pandemic. Amid a
fierce war for talent, Goldman boosted
salaries for first year staff to $110,000
and increased the bonus pool for invest-
mentbankers by more than 40 per cent.

However, the drop in revenue last
year was felt more keenly by Goldman
because it has a greater rellance on
income from M&A advi

the unit’s costs.

Cohen was co-head of Goldman’s now-
defunct consumer and wealth manage-
ment division and has been assigned to
run the new unit. The division includes
its credit card partnership with Apple
and General Motors as well as its online
lending business Greensky, which it
acquired last year for $2.2bn.

Goldman is planning to go ahead with
a Miami “off-site” next month for sev-
eral hundred new and existing partners,
according to people familiar with the
matter. The bank views the meeting as
unporlant for partners to discuss the
ion of the business and it will be

Leslie will work closely with Ielluw
1d executive hanie Cohen

scaled back, one of the people said.
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» Biggest US banks reap
fresh reward from lending
JPMorgan, Bank of America,
Citigroup and Wells Fargo have
generated combined interest
income for the final quarter of
last year of $60bn.— PAGE 6

» Bolsonaro set for return
Former Brazilian president Jair
Bolsonaro has said he will leave
the US within weeks, after facing
fire in the wake of an attack by
supporters on Brasilia.— PAGE 4

» Paris lifts retirement age
Emmanuel Macron’s government
has unveiled plans to raise the
threshold by two years to 64 ina
shake-up that is likely to trigger
strikes.— pAGE 2; FT VIEW, PAGE 16

» Russia moves on key town
‘Wagner’s contract militia has
stepped up attacks on Soledar
and may have taken charge of the
town in a rare gain for Moscow.

— PAGE 3; CASEY MICHEL, PAGE 17

» Global recession alert
The World Bank has warned that
the international economy is “on
arazor’s edge” as it unveiled its
latest global growth projections.
— PAGE 2; MARTIN WOLF, PAGE 17

» Airbus retains jet crown
The European aerospace group
has retained its lead over US rival
Boeing for the fourth year ina
row, despite supply chain snags
that cut its deliveries.— pace &

Datawatch

US heating bills
Inflation-adjusted winter costs ($)

2,500— Heating

oil
2,000—

Propane
1,500

Electricity

1000 e Natural
Gas

500—

0
2015-16 18-19 22-23

Source: US Energy Information Administration
Families are set for a higher-than-normal
rise in energy costs due fo steeper prices
and a cold winter. While electricity and
propane prices are set to fall, and heating
cil fo rise sharply, nearly half of families
rely on gas, which is set fo rise 9 per cent
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Crypto’s dark times drive Coinbase
to slash another fifth of workforce

NIKOU ASGARI AND
SCOTT CHIPOLINA — LONDON

Coinbase, the US-listed cryptocurrency
exchange, is to cut a fifth of its work-
force as the crisis sweeping through the
digital assets market triggers another
round of job cuts in the industry.

Brian Armstrong, chief executive, said
yesterday that Coinbase would cut 950
jobs and shut down several riskier

at rival exchange Huobi, crypto-focused
US bank Silvergate and digital asset
lender Genesis.

Itis the second big round of job cuts at
Coinbase, which thinned its workforce
by about afifth, or1,100 employees, last
year. Other exchanges also cut ]obs six

than $500mn. However, it will incur
$149mn to $163mn in restructuring
expenses forits latest job cuts.

“Dark times also weed out bad com-
panies, as we're seeing right now,” Arm-
strong said, adding that Coinbase was
“well capitalised” and that cryptocur-

months ago t r
turn in trading volumes as token values
dropped sharply.

Armstrong said the decision to cut

‘goingany -

Analysts at Mizuho Securities said:
“While this creates a near-term filler for
Coinbase’s dwindling operating lever-
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Macron plans retirement age increase to 64

President’s long-promised
reform likely to stoke
strikes across country

LEILA ABBOUD — PARIS

Emmanuel Macron’s government is to
raise the retirement age by two years to
64 by 2030 as partof a broader overhaul
of France’s costly pension system that is
likely to trigger strikeslater this month.

The plan, presented by Prime Minis-
ter Elisabeth Borne yesterday, stopped
short of raising the age to 65 as Macron
had promised last year when running
forre-election.

Instead, ittweaked the other parame-
ter that affects workers’ retirements by
requiring people to pay into the system

for 43 years instead of about 41 now if
they are to qualify fora full pension.

In a bid to win support, the draftlaw,
which will be presented to parliament in
the coming weeks, will also include
sweeteners. These include an increase
in the minimum pension to about
€1,200 a month from around €900 now
and concessions for older people with
physically demandingjobs.

Borne urged unions and opposition
parties to face the reality that France’s
pension system, which relies on active
workers to fund the payments, would be
pllgued by deficits as the population
ages in the coming decades.

Borne said the system had to “evolve
t its future”, i other
European countries had raised their
retirement ages. “Iknow French people

are worried about the changes, and we
‘want to explainitand convince them.”
But with polls showing about 70 per
cent of the public opposed and unions
planning nationwide protests to begin
nextweek, passage will be difficult.

‘If for Emmanuel Macron
this is the mother of all
reforms, then for usitis
the mother of all battles’

Given that Macron’s centrist alliance
lost its majority in June elections, it will
need the votes in parliament of the con-
servative Les Républicains, who have
indicated they are open to backing the
law. Leftwing parties and Marine Le

Pen’s far-right Rassemblement National
are staunchly opposed to raising the
Tetirement age, saying blue-collar work-
ers will be unfairly penalised because
they oftenstart jobs earlier.

The battle is shaping up to be a key
test of Macron’s reformist credentials
and a defining moment of his second
term. He was forced to abandon a more
ambitious version of pension reform
after months of strikes and the arrival of
the Covid-19 pandemic in 2020. His
allies say he seesgetting it done this time
as key to his pro-business agenda.

Frédéric Souillot, head of the far-left
Force Ouvriére union, put the govern-
ment on notice earlier this week that
unions were willing to shut down the
economy tostop the pensionslaw.

“If for Emmanuel Macron this is the

mother of all reforms, then for usitis
themother ofall battles,” he said.

Far-left leader Jean-Luc Mélenchon
called the proposal a “grave social
regression”, while Le Pen called it
“unjust” and said the French could
count on her party’s “total determina-
tion” toblockit.

‘without changes to the retirement
system, Franceis settorecord an annual
deficit of up to 0.8 per cent of annual
economic output during the next dec-
ade, according to a recent report froma
governmental pension advisory panel.

But the government said its plan
‘would generate an estimated €17.7bn in
annual savings by 2030 and return the
system to an annual surplus, instead of a
deficit of €13.5bn if nothing were done.
SeeFT View

World Bank
warns global
economy
teetering

on recession

JONATHAN WHEATLEY — LONDON

The global economy is “on a razor’s
edge” and risks falling into recession
this year, world Bank officials have
warned as the institution unveiled its
latest projections for global growth.

The Washington-based organisation
expects the world economy to grow just
1.7 per cent this year, a sharp fall froman
estimated 2.9 per cent in 2022, accord-
ing to the latest edition of its twice-
yearly Global Emnnmlc Prospects
report, publish

Energy crisis, rising cost of

living and immigration push

voters towards the far right

SAM JONES — ZURICH

There are so many asylum seekers in
the city of Sankt Polten in north-east
Austria, thundered the regional chief of
the far-right Freedom party, that a
“second Sankt Plten” would soon have
tobebuilt.

“That raises the question of what it
should be called,” Udo Landbauer con-
tinued as he gave a speech outside a
police station in the tiny town of Nick-
elsdorf on the Hungarian border:
“Sankt Islamabad or Rape Town?”

Just a few months ago, such inflam-
matory language, which aims to stoke
prejudices among Austrians about
immigrants, was a relative rarity in the
political mainstream. But the Freedom
party (FPO) is gaining momentum as
fears grow about the cost of living as well
as migration, and the EU member state
isshifting to the right once more.

shortly after Landbauer’s November
speech, polls showed the FPO had
become the most popular party. The lat-
est surveys last month showed it to be
the first choice of about 28 per cent of
voters, up from 11 per cent in mid-2020.

That compares with 25 per cent for
the opposition, the Social Democrats,
and 21 per cent for the centre-right Peo-
ple’s party (OVP), which governsin coa-
lition with the Green party. The Greens
were backed by 10 per cent.

“The core [FPO] message, which isall
about ‘us down here versus him up
there’, was in ashes just a couple of years
ago,” said Thomas Hofer, an Austrian
political analyst. “But the Freedom
party has very carefully revived that
and now they have a huge amount going
intheir favour.”

On December 8, the government
blocked the accession of Bulgaria
and Romania to the Schengen free-
travel area — a move that was con-
demned by many businesses and lib-
eral politicians, as well as by European
allies. The decision was almost entirely
down to the OVP’s fear of the FPO's
resurgence, said People’s party insiders
and government polic

The Social Democrats, meanwhlle,
endorsed the decision even though

Regional election. Political division

Resurgent Freedom party leads Austrian polls

Main street:
shoppers in old
Vienna, where
inflation is being
exploited by
far-right figures
such as udo
Landbauer,
below —NinaRigg/
Boomberg

Pamela Rendi-Wagner, the party leader,
had spent the summer insisting the
notion of a migration crisis was a myth.
The FPO is set to record more con-
crete gains this month: the once domi-
nant OVP is expected to lose control of
the state government of Lower Austria
in a bellwether regional election. The
loss of the region, which includes Sankt
Polten, would damage the HVP because
Lower Austria is the political heartland
of Karl Nehammer, the party’s leader
and Austrian chancellor.
Itis five years since the FPO was last
in government, as junior coalition
partner alongside the OVP. The
experiment ended 18 months later
when Heinz-Christian Strache, then
FPO leader and former vice-chancel-
lor, was caught on tape trying to solicit

throw into quegﬁnn the a(:!iviﬁes of his ‘A lot of the
own close associates, he resigned.

Inthe meantime, the FPO, a fixturein ~ €lectorate
Austrian politics with 66 years of experi- =
ence and five stints in national govern- EIEEE
ment, has quietly rebuilt support. Aus- VETY bad
tria’s next general election must be held
by the end of next year. tcmpered

An electorally risky opposition to  at the
Covid-19 pandemic restrictions — dis- :
missed by centrists at the time as crank- e
ery — evolved into a broader anti-  Marcus How,
establishment policy platform thathas VI Insight
re- energlsedthe party.

This winter’s inflation and energy cri-

ses — Austria used to rely heavily on
Russian gas — further boosted its popu-
larity among disaffected voters. With
immigration once more on the rise,
snmepﬂ]]stels believe the stage s set for

Russian money in nge for political
favours.

Former chancellor Sebastian Kurz,
the GVP’s then party leader, never fully
recovered from the scandal, and after a
probe by state prosecutors widened to

ingr of the FPO

atthe forefront of Austrian politics.
“Alot of the electorate are very, very
bad tempered at the moment,” said
Marcus How, head of research at politi-
cal risk consultancy VE Insight. “The

landscape is ripe for populists to take
advantage of.”

The FPO playbook is not new, but the
scale of social and economic problems
facing Austria, in common with many of
its neighbours, means political uncer-
tainties are greater than ever, say ana-
lysts. An annual poll conducted by the
Sora social research institute at the end
of November showed two-thirds of Aus-
trians to be unhappy with their political
system and institutions.

to How, th isless
the result of the FPO's success than of
the failure of the centre. “The FPO is
almost in first place by default,” he said.

Attempts by the political mainstream
to win back electoral credibility by pla-
giarising the FP's strategy are likely to
'be counterproductive, he said.

“When you have both the Social Dem-
ocrats and the People’s party copying
the FPO, proposing populist solutions
for complex problems, why would vot-
ers go for the copycats and not the real
thing?”he added.

“The risks that we warned of six
months ago have materialised and our
worst-case scenario is now our baseline
scenario,” said Ayhan Kose, the World
Bank economist responsible for the
repurt. “The world’s economy is on a
razor’s edge and could easily fall into
recession if financial conditions
tighten.”

If the World Bank’s gloomy prognosis
was realised, the current decade would

the first since the 19305 t«
riencetwo global recessions.

The report follows similarly stark
forecasts from the IMF. Kristalina Geor-
gieva, the fund’s managing director, said
last week that a third of the global
economy would be marred by recession

this year.

The World Bank has lowered its
growth forecasts for 95 per cent of
advanced economies and more than
70 per cent of emerging market and
developing economies, compared with
six months ago. “There isalot of debate
about whether the US and the eurozone
will go into recession,” Kose said. “But
whether they do or not in technical
terms, they are going to feel like they are
experiencingarecession.”

Advanced economies will grow just
0.5 per cent this year, down from an esti-
mated 2.5 per cent last year, the bank
warned. In the rest of the world, growth
is expected to be unchanged at 3.4 per
cent. But excluding China, developing
countries will grow by 2.7 per cent this
year, down from 3.8 per centin 2022.

The report blamed high inflation,
high interest rates, reduced investment
and disruptions caused by Russia’s inva-
sion of Ukraine in late February for the
downward revisions in its outlook.

The recent fall in energy prices would
provide some relief, Kose said. Thanks
partly toa warm European winter, natu-
ral gas is trading below its level before
the war caused prices to surge. While
headline inflation would fall back as a
result of lower energy costs, core infla-
tion — which excludes changes in vola-
tile items such as energy and food —
remained a concern.

“There is a large menu of risks con-
fronting our new baseline,” Kose said.
The biggest threat to growth was that
central banks would raise interest rates
further to tackle inflation, and keep
them high until inflation was “persist-
ently” under control.

Global interest rates averaged 5 per
cent, he said. A 1 percentage point
increase would reduce global growth
this year from 1.7 per cent to 0.6 per
cent, with per capita output contracting
0.3 per cent, once changes in population
were taken into account. That, he said,
met “the technical definition of a
global recession”.

Martin Wolf see Opinion
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Fed will not become a climate policymaker, says chair Powell

COLBY SMITH — WASHINGTON
DELPHINE STRAUSS — LONDON

Jay Powell has said the Federal Reserve
will not become a “climate policy-
maker”, as he defended the US central
bank’s independence from political
influence.

In a speech in Stockholm yesterday, the
Fed chair said the central bank must
steer clear of issues outside its congr

the Fed of overreaching its mandate by
pledging to consider climate-related
financial risks, an area in which Powell
said yesterday the central bank had
“narrow, but important, responsibili-
ties” tied to bank supervision.

“The public reasonably expects
supervisors to require that banks
understand, and appropriately manage,
their: mamnal risks, mcludmgthe finan-
cial risks of cl ,” he added.

sionally mandated purview and main-
tain a narrow focus on keeping con-
sumer prices stable, fostering a healthy
labour market and ensuring the safety
of the country’sbanking system.

“Itis essential that we stick to our stat-
utory goals and authorities, and that we
resist the temptation to broaden our
scope to address other important social
issues of the day;” hesaid ata conference
lmstedhy“' den’s central

biject fo
 salf-rarulatinn ranima ndar tha FT Editnrial Carda

Ina panelaﬂerwards Mervynl(mg a
former governor of the Bank of England,
said central bank independence was a
“great responsibility and cannot be mis-
used by trying to creep into areas which
have not been explicitly delegated by
the appropriate political process”.

“I worry that people, in the great
enthusiasm for doing good, are actually
pumng at risk central bank independ-
ence/ hesald of nhmate ralated issues.

remit to include policing of climate
risks. Mark Carney, another former gov-
ernor of the BoE, has been the leading
supporter of such ashift.

Powell yesterday said central bank
independence was particularly impor-
tant if the Fed was to succeed inits battle
to tame inflation, which is still running
atmulti-decade highs.

“Restoring price stability when infla-
tion is high can require measures that
are not popular in the short term as we
raise interest rates to slow the econ-
omy,” he said. “The absence of direct
political control over our decisions

allows us to take these necessary meas-
ures without considering short-term
political factors.”

Since March, the Fed has raised its
benchmark rate from near-zero to just
under 4.5 per cent and plans to further
squeeze the economy this year. Fed gov-
ernor Michelle Bowman yesterday told
the Florida Bankers Association the
central bank still has “alot more work to
do” in terms of tightening. She added
the size of the forthcoming rate
increases and the eventual stopping
point will depend on the data. “Iwill be
looking for compelling signs that infla-
tion has peaked and for more consistent
indications that inflation is on a down-
ward path,” she said.

At the Stockholm event, European
Central Bank executive board member
Isabel Schnabel said monetary policy-
makers slmuld pressal aheadmﬂlmterest
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Ukraine’s resolve steeled by signs of
agreement on battle tank deliveries

West urged to clear ‘mental hurdle’ by providing Kyiv with modern armour to see off invaders

BEN HALL — LONDON
JOHN PAUL RATHBONE — KYIV
LAURA PITEL — BERLIN

Hoursafter the US and Germany agreed
last week to send scores of armoured
infantry fighting vehicles to Ukraine,
Kyiv made clear what it really wanted.
“To win faster, we need tanks,” the
defence ministry said on Twitter.

Rather than ingratitude, the tweet
was a sign of growing confidence in the
Ukrainian capital that repeated
demands for western battle tanks are
starting to bear fruit.

The UK is assessing whether to pro-
vide its Challenger 2 modern battle
tank. Mateusz Morawiecki, Poland’s
prime minister, said at the weekend he
was “in negotiations aimed at creating a
broader coalition of countries” to
deliver western tanks to Kyiv. A Polish
official said Warsaw was prepared to
provide a dozen of its 240 German-
made Leopard 2s.

“Tanks are the next mental hurdle
that the west needs to overcome in
order to actually help Ukraine,” said
Yuriy Sak, an adviser to Ukraine’s
defence minister. Sak hoped western
defence chiefs could agree to supply
tanks at their next meeting in the so-
called Ramstein format on January 20
to co-ordinate military aid to Kyiv.

Kyiv needs heavy armour for joint
operations by tanks, infantry and artil-
lery toretake territory occupied by Rus-

“The force ratios between Russians
and Ukrainians are too finely balanced,”
said a western official. “Someone needs
to break the deadlock especially if they
[Ukraine] are to win territory back and
go on the offensive. Main battle tanks
and armoured personnel carriers are
part of the mix.”

Modern battle tanks such as the US-
made Abrams or Leopard 2 were more
powerful, had better armour and
greater firing ranges than the estimated
300 Soviet-era tanks that Poland, Slove-
nia, Macedonia and the Czech Republic
had sent to Kyiv, said Sak. “These issues.
are crucial when it comes to counter-
offensive, which is where we are atnow,”
hesaid. “Two hundred tankswould . . .
make a difference — just as [US sup-
plied] Himars precision missiles have
madeadifference.”

The supply of advanced armoured
vehicles including tanks suggests
Ukraine’s allies are prepared to do more
to help Kyiv liberate its territories
despite Russian warnings of escalation.

“1 think that the delivery of infantry
fighting vehicles was the Rubicon and
that the donation of main battle tanks is
only a matter of time,” said Konrad
Muzyka, director of Rochan Consulting
in Poland, which monitors the war.

On top of the modernised Soviet T-72
tanks supplied by allies, Kyiv has cap-
tured more than 500 Russian tanks
since Pebrua.ry according to Oryx, an

sia and to fend off a renewed off:

by Moscow this year. Russian forces are
bearing down on the Donbas city of
Bakhmut, intensifying their assault on
neighbouring Soledar and forcing
Ukrai d inrei 2

outfit, though
lt is unclear how many were salvage-
able. Oryx calculates that Ukraine has
lost 441 of itsown.

Mnsl western analysts think that the

1-p ed Leopard 2 is better

‘The suited to Ukraine’s needs than the  Sharpend:a
. Abrams, the Challenger 2 or France’s Ukrainian tank

donation Leclerc. The Leopardisused by 13Euro-  crew in the

of main pean armies, providing a large pool to  eastern region
draw on, as well as multiple trainingand ~ late last year.

battle tanks  maintenance capabilities. Kyiv insists

is only a The US has resisted supplying modernarmour
Abrams out of concerns Russia could  is critical to

matter of see the move as an escalation and that  its war effort

time’ the gas-turbine tanks would be chal- ~ SamesratDoumiArRICetty

lenging to operate, fuel and maintain.
Germany has refused to supply its
Leopards, fearingit could drag Natointo
the conflict. Chancellor Olaf Scholz has
said Germany will “not goitalone” butis
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under growing pressure from his coali-
tion partners to give way. They have
seized on France’s decision last week to
send Ukraine AMX-10 “tank killer”
armoured vehicles that French officials
and some analysts say isa light tank.

Robert Habeck, Scholz’s deputy from
the Green party, has said he would not
rule out tank deliveries. Marie-Agnes
strack-Zimmermann, the Free Demo-
crat chair of the German parliament’s
defence committee, said Berlin should
start preparations to work with allies to
supply Kyivwith Leopards.

“The more clearly we support
Ukraine and the more clearly we signal
to [Vladimir] Putin that we will not let
up with this support, the higher the
chance that this war will end,” said
'Anton Hofreiter, a Green MP and chair
of the Bundestag’s EU committee.

Germans appear more cautious,
according to a survey on Friday by the
pollster Insa for the Bild am Sonntag
newspaper. Only 38 per cent of respond-
ents were in favour of the guvermnent

Ukraine with
SOperoemagamst.

Kyiv’s allies are in talks about assem-
bling a consortium to supply the tanks
and give Berlin cover to participate.
Exports of Leopards would need Ger-
man approval. Mustering 200 modern
tanks for Ukraine — as many as France’s
entire force — could be a tall order. The
Ukrainian army will also require train-
ing and logistical support. But Sak said
Ukrainian soldiers “learn fast and we
are confident that we can put in place
the infrastructure needed to maintain

Russia set for
rare success
with control
of key town

JOHN PAUL RATHBONE — DNIPRO

Forces from Russia’s Wagner contract
militia stepped up their attacks on Sol-
edar in eastern Ukraine and may have
taken control of most of the town in an
assault that could deliver Moscow its
first military success since the summer.

Britain’s Ministry of Defence said yes-
terday that Russian forces were “likely
in control” of Soledar, whose capture
would make it harder for Ukraine to
hold nearby Bakhmut, a city that has
gained symbolic importance for both
sides and become the centre of fierce
frontline fighting.

Russian attacks on Soledar were
“likely an effort to envelop Bakhmut
from the north, and to disrupt Ukrain-
ian lines of communication”, the UK’s
MoD said. However, “Russia is unlikely
to envelop the town [of Bakhmut]
imminently because Ukrainian forces
maintain stable defensive lines in depth
and control over supply routes”.

Ukrainian forces have been dug in
around Bakhmut for almost six months
in an apparent change of tactics by Kyiv,
which has so far largely eschewed
pitched battles in favour of rapid
manoeuvre and the use of precision
missilestrikes.

“Whenever Ukraine’s forces fight
Russian style, as ‘little Soviets’, it does.
not play to their strengths,” a senior
western military official said.

But Bakhmut has become a symbol of
resistance for Kyiv and may also be a
way to inflict heavy losses on Russian
soldiers while more western military aid
comesonstream.

“Due to the resilience of our warriors
in Soledar, we have gained additional
time and additional power for Ukraine,”
President Volodymyr Zelenskyy said on
Monday during his regular evening
address. “We do everything to ensure
that there is as little time as possible
between the agreement on additional
support and the application of this sup-
portonthe battlefield.”

Soledar’s capture by forces led by
Yevgeny Prigozhin’s Wagner mercenar-
ies would represent Russia’s first mili-
tary success after a series of Ukrainian
counteroffensives pushed them backin
thenorth-east and south last summer.

The Ukrainian military said rein-
forcements had been sent to Sol-
edar and everything was being done to
fend off the enemy.

Apart from its symbolic significance,
the capture of Bakhmut may have lim-
ited military benefit for Moscow, ana-
Iystssaid.

But Prigozhin, a powerful ally of Pres-
ident vladimir Putin, may be eyeing
Bakhmut’s salt and gypsum mines,
western officials have said. The fighting
also ties up Ukrainian troops that could
be deployed elsewhere against the regu-
lar Russianarmy.

Ukraine may have committed as
many as 10 brigades around Bakhmut, a
force equivalent to more than 30,000
troops, according to Konrad Muzyka of
Rochan Consulting, an independent

and service main
See Opinion

military y basedin Poland.
Additional reporting by Polina Ivanova

Clashes at pro-Castillo protest
leave 17 dead in rural Peru

JOE PARKIN DANIELS — BOGOTA

Atleast 17 people were killed in clashes
with police in southern Peru on Mon-
day, the bloodiest day since protesters
took to the streets demanding the
release and reinstatement of former
president Pedro Castillo.

Analysts said the violence suggested the
crisis engulfing Peru would continue to
dog the government of president Dina
Boluarte, who took office on December
7, hours after Castillo was arrested for
attempting to pre-empt an impeach-
ment vote in congress by seizing emer-
gency powers.

Since Castillo’s arrest, 39 civilians
have been killed in unrest, according to
the country’s independent human
rights office, while the defence ministry
said 75 police officers had been injured.
Protesters, mostly in rural and poorer
provinces where Castillo has strong sup-
port, have blockaded roads and dis-
rupted airports, although they took a
hreak over Clmshna&

Lawmakers were expected to holda
confidence vote in Boluarte’s new cabi-
net yesterday, another test for the
administration. She is Peru’s sixth presi-
dentsince early 2018.

Bridging Peru’s huge social divisions is
one of Boluarte’s most urgent priorities.
‘While the world’s second-largest copper
producer has experienced political in-
stability over recent years, its economic
growth has been generally healthy.

But the headline figures mask gaping
inequality, with most of the country’s
wealth and investment concentrated in
Lima, the capital. To his supporters,
Castillo, a former primary school
teacher and farmer from rural Chota
province in the northern Andes, repre-
sented a break wit

Egyptpledges to cut military’s
role in economy for IMF cash

ANDREW ENGLAND
MIDDLE EAST EDITOR

Egypt has committed to reducing the

improve transparency. The ministry
would ensure open access to the data,
the fundsaid.
ists and Egyptian b

military’s role in thy as part of
its $3bn IMF bailout package, as the
Arab state grapples with a foreign cur-
rency crisis, a weakening pound and
risinginflation.
The IMF said in a statement yesterday
that “critical” structural reforms Cairo
had agreed to included “leve]li.ng the
i d between the p dpri-
” aspartof a stat shij
policy endorsed by President Abdel th—
tahal-Sisi.
The fund said that the policy would
cover all state-owned enterprises,

men have long complained that the mil-
itary’s role in the economy crowded out
the private sector and scared away for-
eign investors. The army, the country’s
‘most powerful institution, is exempted
from some taxes and its businesses are
notoriously opaque.

sisi identified the military as the main
vehicle to help rebuild the broken econ-
omy after the turmoil triggered by the
2011 revolution that toppled veteran
president Hosni Mubarak. It has since
been put in charge of hundreds of infra-
structure projects and expanded its

Polls by the Institute of Peruv‘lan
studies in late November found that
Castillo maintained the support of 45
per cent of rural areas, but only 31 per
cent of the whole country. In a bid to
calm protesters, Boluarte proposed
hrulgug forwaldelecuﬂnsﬁom zozsm

‘military-owned
in a rare acknowledgment by the IM.F
about how the army had expanded its
footprint across the economy since the
former army chief seized power in a
2013 coup.

Under the policy, the government
wnuld deﬁ ne seclnrs that are strategc

in myriad sectors ranging from
pasta to cement and beverages.

Sisi’s regime has previously pledged to
cut the military’s role in the economy
and privatise army-owned groups, but
little progress has been made. Business-
men hope the scale of the current crisis
m]l now fi orce the aul.h Drmes to. :mt. The

Moscow’s record oil and gas
revenues fail to cover war cost

ANASTASIA STOGNEI — RIGA

The war in Ukraine is costing Russia
more than it took from record oil and
gasrevenues, with the country’sbudget
gap widening significantly in 2022.

The public deficit for last year was
3.35tn roubles ($48bn) or 2.3 per cent of
gross domestic product, said finance
minister Anton Siluanov. Before Russia
invaded Ukraine in February last year,
Moscow had predicted a budget surplus
of 1 per centand in December it forecast
adeficitof 2 per cent.
This official admission of

Moscow covered the deficit by redi-
recting money from its sovereign wealth
fund, state borrowing and a windfall tax
on Gazprom, the state gas monopoly.

“We have fulfilled all our planned
tasks despite the geopolitical situation,
restrictions and sanctions,” Siluanov
said at agovernment meeting. “We have
increased the spending...and this
money was primarily used to support
people”

He mentioned increased pensions
and a prolonged subsidised mortgage
scheme hutdld nutd]scuss the war. “We
fthe

public finances comes despite record oil
and gas revenues as a result of persist-
ently high energy prices and Moscow’s
ability toredirect its oil exportsto Asia.

In 2022, revenues grew 10 per cent
‘year onyear but overall spending soared
by 26 per cent. Budget spending details
for 2022 are not available publicly asthe
ministry classified them in June due to
“the US, the EU and other unfriendly
munmm pre,ssure nn Russla

2023 expenses in 2022 to sustain a sta-
ble budgeting process,” he added.

The minister said that a 2.3 per cent
deficit estimate included transfers to
social security and other non-budget
funds, which did not receive some pay-
ments due to respite granted to busi-
nesses by President Vladimir Putin.

Russia’s conservative fiscal policies
have helped to stabilise its fiscal posi-
Lu)n BuL westem sam:huns that come
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Bolsonaro plans return to Brazil in wake of riots

Former president poised
to pre-empt possible
expulsion from US

MICHAEL POOLER — SAO PAULO

his term in office ended, following elec-
tion defeat toleftwinger Luiz Inicio Lula
dasilva.

“I came [to the US] to stay until the
end of the month [ January], butIintend
to bring forward my return,” Bolsonaro
told CNN Brasil.

Afterri for the overthrow

Brazil’s former president Jair
said he was preparing to return home
from the US within the next few weeks,
after coming under fire in the wake ofan
attack on his country’s capital by thou-
sands of his radical supporters.

The far-right populist has been in
Florida since the end of last year when

of Lula’s new government invaded the
Congress, Supreme Court and presiden-
tial palace in Brasilia on Sunday, the
‘White House has faced calls from prom-
inent politicians to expel Bolsonaro.
Critics in the US and Brazil have
accused the former president of foment-

with his i

ing extremism and di toward: 1 obstruction, which
democraticinstitutions. din previous hospital
Bolsonaro, who is subject to multiple “Icame to spend some time away with
legal investigations in his home country,  the family. But 1did not have calm days.
has distanced himself from the attacks,
‘which e said “crossed the line”. ¢
But he appears to have pre-empted I ca'me tothe US to Stay
any potential expulsionfromtheusand  until the end of the month,
is expected to travel back voluntarily. 3 a
The 67-year-old was admitted to a butTintend to brln’g
hospital on Monday with abdominal ~forward my return’
pains related to injuri ined when
he was stabbed on the campaign trailin ~ First, there was this regrettable episode

2018. Bolsonaro told CNN Brasil that
doctors in Brazil were more familiar

[on sunday] in Brazil and then this hos-
pitalisation of mine,” he added.

Apersonclose to the Bolsonaro family
said the former president wanted to
seek treatment from medics in his
homeland. The decision will remove a
problem for the administration of US
President Joe Biden. Democratic law-
makers Joaquin Castro and Alexandria
Ocasio-Cortez are among those

i bekicked

recess. Hundreds have been arrested
and detained.

“Donottryto create anarrative of lies
asif Bolsonaro had any connection with
these irresponsible acts,” Bolsonaro’s
son Flivio, a senator, said during a Sen-
ate session yesterday. His father had
been “virtually incommunicado” since

the electionlo:

Bolsonaro has rejected Lula’s allega-
tionsthat he encouraged the disorder. In
scenes redolent of the US Capitol inva-
sion two years earlier, perpetrators
trashed government buildings, which
‘were unoccupied because of a summer

Renan Calheiros, a Brazilian senator,
on Monday asked the Supreme Court
for the “immediate” extradition of the
former president, saying his involve-
ment in the disorder was “undeniable”.
Additional reporting by Carolina Ingizza

Annual report shows Europe

had hottest summer on record

despite La Nifa's cooling effect

CAMILLA HODGSON AND
CHRIS CAMPBELL — LONDON
ALICE HANCOCK — BRUSSELS

Last year was the fifth warmest on
record, with the average global temper-
ature almost 1.2C above pre-industrial
levels, according to the EU’s earth obser-
vation programme.

The year was marked by 12 months of
climate extremes, with Europe record-
ingits hottest summer onrecord despite
the presence for the third year in a row
of the La Nifia phenomenon that has a
cooling effect, the Copernicus Climate
Change Service found in its annual
round-up of the global climate.

LaNifia, the counterpart to the oppos-
ing El Nifio weather pattern, involves
the large-scale cooling of the Pacific
Ocean’s surface. But the likelihood of its
current cycle extending into a fourth

ive year iswaning ingto
Samantha Burgess, deputy director of
Copernicus.

“Early indications are that La Nifia is
weakening,” she said. “If this does occur
then the ‘temperature suppressing’
impacts that La Nifia is often associated
with won’t be present in 2023. Our
expectation is that this year will be
warmer than average. How much
warmer . . . isimpossibletotell.”

In its report published yesterday,
Copernicus said data indicated that
atmospheric concentrations of the pol-
luting greenhouse gases carbon diexide
and methane had reached their highest
pointsinthe satellite recordin2022.

Both the Arctic and Antarctic regions
experienced all-time high temperatures
during the year, with some parts of Sibe-
ria and the Antarctic Peninsula more
than 2C above the average for the period
1991-2020 overall, Copernicus said.

Extreme weather events, includi

Global climate. Rising temperatures

Fifth warmest year brings weather extremes

Seeking relief: expected tobecome more frequentand  warming to 1.5C above pre-industrial )y
people cool intense, scientists have 5 levels. But national emissions reduction .
down under a “I was really surprised that we plans putthe world on track forwarm- ~ €Xpectation
sprinkler in exceeded the hottest summer onrecord  ing of between 2.4C and 2.6C by 2100, is that this
Krakow, Poland,  for Europe,” said Burgess, noting 2021  the UN Environment Programme fore- N
last August as wasalsoarecord year forthecontinent.  castlastyear. year will be
ures “The cli that we’ve seen in “Therecord-breaking extreme events warmer
soared 2022 [shows] we're already on bor-  that we’ve been experiencing have
G, FE T ) rowed time.” made people more aware that the cli-  than
The Paris Agreement climate accord — mate crisis is with us now,” said Jennifer average
commits nations to striving to limit  Francis, an atmospheric scientist at the "
Us-based Woodwell Climate Research  How much
. Center. 3
‘ Warming up According to Copernicus, tempera- RACIICTNS
Annual global-average femperature (C) above tures in Europe have risenby morethan  impossible
the 1850-1900 reference level twicetheglobal averageover thepast30 (., gel]’

floods, fires and heatwaves, devastated
communities around the world last
year. Pakistan suffered catastrophic
flooding, while the UK hit a record high
of more than 40C in the summer and
Europe, China and the US suffered
simultaneous mid-year droughts.

The end of the year, meanwhile,
brought biting cold to North America
and unseasonably warm temperatures
acrossmuch of Europe.

With every fraction of a degree of
warming, weather extremes are

1.5

The past eight years have
been the warmest on record

1940 50 &0 70 80
ERAS dataset
Source: Copernicus ECMWF

90 2000 10 22

years. This was partly due to the conti-
nent’s proximity to the Arctic, which
was warming about four times faster
than the global average, said Burgess.
“Alot of [Europe’s] weather systems
are influenced by the jet stream and
polar vortex,” she said, referring to the
two bands of strong winds that are key
drivers of the weather in the northern
hemisphere. When the Arctic was
warming, “it generally means the winds
and weather systems coming from that

region are alsowarmer”.

Th

d that the fero-

cious wildfires in France, Portugal,
sSpain and elsewhere between June and
August drove up the EU’s and UK’s com-
bined wildfire emissions to their highest
level for the past 15 years.

Susanne Droge, head of climate pro-
tection at UBA, the German environ-
ment agency, said “droughts, wildfires
and heatwaves . . . can be curbed if
developed countries reduce their green-
house gas emissions immediately and
drastically”, adding: “We need the polit-
ical will for bold action.”

Despite the urgency of the problem,
last year’s COP27 climate summitended
in disappointment for many who said
the agreement did not go far enough.

Henning Gloystein, director of energy,
climate and resources at the consul-
tancy Eurasia Group, said high global
gas prices had prompted an increase in
the use of more heavily polluting coal.
“That’s terrible news for world climate
and highlights the urgent need for glo-
bal co-operation,” he said.

In January, the UK’s Met Office con-
firmed that 2022 had been the nation’s
hottest year on record, with an average
temperature of more than 10C for the
first time.

US fails to
prevent
further rise

in emissions

DEREK BROWER — NEW YORK

US greenhouse gas emissions rose
again in 2022, putting the country fur-
ther behind Paris climate agreement
targets despite the passage of: pi
clean energy legislation last year.

Emissions increased 1.3 per cent last
year, according to preliminary esti-
mates by environmental consultancy
Rhodium Group, led by sharp increases
from the country’s buildings, industry
and transport. The electricity sector
emitted slightlyless, largely due tonatu-
ral gas replacing coal in power stations
and il d use of

The 74mn-tonne increase in the US’s
carbon dioxide equivalent emissions
last year was greater than the total emis-
sions of some European countries, but
far smaller than the 6.5 per cent leap
(350mn tonnes) recorded in 2021 after
authorities eased lockdowns imposed
duringthe coronavirus pandemic.

The emissions trend put the US fur-
ther out of sync with President Joe
Biden's climate goals, Rhodium said ina
report. Total US emissions of 5.6bn
tonnes in 2022 maintain the country’s
status as the second-largest source of
greenhouse gases after China.

“with the slight increase in emissions
in 2022, the US continues to fall behind
inits efforts to meet its target set under
the Paris Agreement of reducing GHG
emissions 50-52 per cent below 2005
levels by 2030,” the report authors said.
US emissions last year were just
15.5per cent below 2005 levels.

Huge clean energy subsidies included
intheInflation Reduction Act passed by
Congress last year could start to reduce
the country’s emissions as early as this
year, Rhodium said, “if the government
can fast-trackimplementation”.

It added: “More aggressive policies
areneeded” to halve emissions by 2030.
The group’s report, based on prelimi-
nary economic and energy data, is the
first major assessment of the US’s emis-
sions performancelast year.

Late last year, the International
Energy Agency said it expected total
global CO, emissions from the burning
of fossil fuels would rise by less than
1per centin 2022, aselectric vehicle use
and renewable energy capacity
expanded.

Pakistan secures $9bn of pledges to aid recovery from floods

JOHN REED — NEW DELHI
FARHAN BOKHARI — ISLAMABAD

International lenders and govern-
ments have pledged more than $9bn to
help Pakistan recover after floods last
year displaced tens of millions and hit
the country’s economy, which is facing
an energy crunch and dwindling for-
eignreserves.

After a donors’ conference in Geneva on
Monday hosted by UN secretary-gen-
eral Anténio Guterres and Pakistan
prime minister Shehbaz Sharif, Islama-
bad said it had lined up pledges of
$4.2bn from the Islamic Development
Bank, $2bn from the World Bank and
$1bn from saudi Arabia to help it
rebuild from the floods, which affected
‘more than 33mn people.

The calamity was the latest in a series
of blows over the past year to hit Paki-
stan’s economy, which is running short

more desperate. Its foreign exchange
reserves have dwindled to $5.6bn, down
from $10bn in June and covering just
one month’s worth of imports, accord-
ing to official figures. In recent days,
Pakistans media, without naming
sources, have widely reported the
number has fallen to $4.5bn.

Analysts said that while the aid would
help Pakistan recover and adapt to cli-
mate change-related disasters, the
funds would do little to alleviate the
immediate cash crunch.

“The donor pledges . . . are specific
and long-term and should go towards
rebuilding the areas and lives devas-
tated by the summer’s floods, not shor-
ing up foreign reserves,” said Madiha
Afzal, a fellow with the Brookings Insti-
tution in Washington. “Pakistan’s
reserves have been at a precarious posi-
tion since before the floods.”

Inflationary pressures, the fallout of

IMF, which last year reauthorised a
stalled $7bn assistance programme ini-
tially agreed in 2019.

But the lender has withheld the next
$1.1bn tranche of support, as it pushes
Islamabad to adopt austerity measures
such as cutting spending and raising
pricesonsubsidised gas and energy.

Shehbaz Sharif In
Geneva, where he
hosted the donor
conference along
with UN chief

Antonlo Guterres

Ishaq Dar, finance minister, has dis-
missed the possibility of Pakistan
defaulting on its foreign debt. “Our for-
eign exchange reserves by end-June
‘would be much better than you think,”
he said last week. Dar met IMF officials
on the sidelines of the donors’ confer-

Crown Prince Mohammed bin Salman
was considering raising investment in
Pakistan to $10bn and lifting the limit
on deposits from the Gulf kingdom to
the State Bank of Pakistan to $5bn.

“I think Pakistan will ultimately avoid
default for now, largely through help
from the IMF and loans from friendly
countries like Saudi Arabia and China,
but those will not address the clear
underlying malaise of the economy,”
Afzal said.

Sri Lanka, with debts of $51bn mostly
owed to private lenders, stopped repay-
ing its loans in May, becoming the first
Asian country in decades to default.

since Dar became finance ministry in
September, Pakistan has managed the
rupee-to-dollar exchange rate, which
slowed the currency’s d iation but

China suspends visas for
Japanese and South Koreans

ELEANOR OLCOTT — HONG KONG
ERI SUGIURA — TOKYO
THOMAS HALE — SHANGHAI

jing has suspended visa issuance for
visitors from Japan and South Korea in
its first retaliation against the recent
flurry of Covid-19 entry restrictions
introduced by governments against
travellers from China.

The Chinese embassy in Seoul said yes-
terday it had stopped issuing short-term
visas for South Korean travellers. Ina
notice posted to WecChat, the embassy
said it would begin reissuing visas after
South Korea ended its “discriminatory

The pace of China’s outbreak has
prompted countries including Japan,
South Korea, the US, UK, France, Italy
and Spain to institute testing require-
ments for Chinese arrivals before
boarding or on arrival. Japan has also
restricted direct flights from mainland
China to four airports.

The countries have accused Beijing of
alack of transparency in reporting its
case and death numbers, and raised
concerns about the threat of new vari-
ants spreading from the country.

Beijing has responded by lambasting
governments over the entry require-
ments, calling such measures “political

damaged the real economy by making
dollars evenmore scarce.
“There is undoubtedly a default risk,

entry restricti China”.

China also began limiting traffic from
Japan, according to the Japan Associa-
tion of Travel Agents, which said the

ip ”. On Monday, the foreign
ministry reiterated China’s threat to
“take reciprocal measures”.

During the pandemic, China has
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The US, EU, UK, China and Germany
also promised aid on Monday in what
Palistan called a “generous outpour-
ing” from the international community.

But Pakistan had estimated that it
would need $16.3bn for flood relief, and
the wider economic picture is even

KUSSIa's War IN UKTaIne ana te 0ooas
have combined to create “perhaps the
greatest economic challenge Pakistan
haseverseen”, Afzal said.

Imran Khan, the former prime minis-
ter ousted last year, has warned of the
danger of default if Pakistan cannot
secure additional financing from the

All pages from Financial Times (Asia), Wednesday, January 11, 2023

€nce, Wnere ne “relerareda mne commit-
ment to complete the fund pro-
gramme”, according to the ministry.
Meanwhile, Pakistan’s new army
chief, General Syed Asim Munir, is visit-
ing Saudi Arabia, a historic lender to
Islamabad in times of crisis. Saudi state
media reported that de facto ruler

especiaily I te State Bank ol FaKistan
persists with unofficial currency peg-
ging,” said Javed Hassan, founding chai

Cmnese visa centre naa stoppea
processing applications for all Japanese
except individual ing for humani-

of the Economic Advisory Group.
“Even if that is removed and Pakistan
ludes its IMF review
default risk over the next six to 12
months will persist.”

tarian purposes. The visa centre could
not bereached for comment.

China has suffered an uncontrolled
outbreak of the virus in recent weeks
after overturningits zero-Covid policy.

maimrtamea e SIICTESt eNTry require-
ments for international travellers
among big economies. Beijing shed its
quarantine rules this month but arrivals
still need a negative PCR test before fly-
ing, inline with some of the restrictions
imposed ontravellers from China.
Pfizer hopeful see Companies
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ProShares pulling power ETF broker notches up record inflows as investors chase high returns in volatile markets © pace 10

Companies& Markets

Big US banks
set to report

robust profits
from lending

e Interest income up 30% for leaders
e Windfall feared to be near its peak

JOSHUA FRANKLIN — NEW YORK

The biggest US banks will post another
quarter of bumper profits from lending
this week, a windfall that investors fear
will near its peak this year as the Fed’s
raterise cycle draws closer toitsend.
The effort to combat inflation by
tightening monetary policy has been a
boon for banks, which have been able to
charge borrowers more for loans with-
out raising the interest rates they pay
depositors by as much. It has boosted
their net interest income. JPMorgan
Chase, Bank of America, Citigroup and
‘Wells Fargo together generated interest
income for the final quarter of 2022 of
almost $60bn, up 30 per cent on a year
ago, according to analysts’ estimates.
However, investors and analysts say

Sustaining such rapid
growth is set to be a harder
task as an end to the Fed’s
rate hike cycle draws closer

that banks will find it harder to sustain
such rapid growth in net interest
income as the Fed lifts rates less quickly
and customers increase pressure on
them to pay more on deposits as they
shop around for the best rates.

“It strikes me that 2023 will largely be
one of inflection, mostly from tailwinds
to headwinds for the industry,” said
Scott Siefers, banking analyst at Piper
Sandler. “I think the further along we
get in this tightening cycle and the fur-
ther we move upwards [in rates], the
tougherit’s going to be for banks tokeep
down their deposit costs.”

smaller profits from lending would
damp what has been a bright spot for
banks as they confront a sharp slow-
down in investment banking revenues
and prepare to make job cuts. The out-
look for lending will be a focus when

JPMorgan, BofA, Citi and Wells report
earnings on January 13. Goldman Sachs
and Morgan Stanley, which are more
reliant on investment banking, trading
and asset management, follow with
results on January 17.

Fourth-quarter revenues at the six big
banks are expected to be flat compared
with ayear ago, while earnings per share
are forecast to drop by an average of
about 25 per cent, analysts estimate.

Wall Street banks were hitlast year by
aslowdown in investment banking.

Goldman, JPMorgan, Morgan Stanley,
BofA and Citi are each expected to
report year-on-year declines of about 50
R centininvestment bank revenues.

[LME feels heat Largest metals trading hub
urged to strengthen rules after nickel chaos

picture for
banking has sharpened Wall Street’s
scrutiny of the big banks’ lending busi-
nesses. “The market is still worried and
there is still a lot of concern about
whether we're at the peak in net interest
margins and net interest income,” said
chris Kotowski, managing director of
research at Oppenheimer.

There is typically a lag of several
months between banks raising rates on
loans and facing pressure from custom-
ers to pay more interest on their depos-
its, which would eat into banks’ profit
margin on net interestincome.

With the Fed signalling last month
that it will continue to raise rates this
year — though economists expect it to
do so more slowly — investors will be
eager to hear insights from the bigbanks
on early signs of stress from borrowers
and indications of loans turning bad.

8o far, banks have said most consum-
ers are sitting on surplus savings stored
up in the pandemic and any debt crunch
is months away. “I do think it’s going to
be a little bit like Waiting for Godot,”
Kotowski said. “They’re gonna tell you,
“Yeah, we know you're all concerned
about what’s going to happen with
credit quality, but we’re not going to
know for another six or nine months.”

|

HARRY DEMPSEY

The London Metal Exchange should
strengthen rules and oversight to
prevent short-term distortions,
according to an independent review
of last year’s nickel chaos which
found that the marketplace had
insufficient tools to stop prices spi-
ralling out of control.

The report, by consultancy Oliver
‘Wyman, laid out further details on the
depth of the crisis in the run-up toa
decision by the LME, the largest hub
for metals trading, to suspend nickel
trading for a week and cancel billions
of dollars’ worth of trades.

LME’s step on March 8 came after
nickel rose 270 per cent over three
trading days to exceed $100,000 per
tonne, when a bet on falling prices by
Tsingshan, the largest stainless steel
producer, collided with fears of sanc-
tions on nickel producer Russia.

The report found that one of the
factors stopping the LME from doing
more to prevent the crisis was that it
lacked visibility on two bigshort posi-
tions held in over-the-counter deriva-
tives, private transactions directly

review pointed to shortcomings in mechamsms to cool outsize price MOVes — e Mazsndra/AFFIGery

between parties off the =

“The inds d

one of which was known to be held by
Tsingshan. It said that while the LME
typically looked for indications that
traders were trying to corner the mar-
ket with large positions, the LME “did
not routinely” investigate large net
positions. “This reduced the likeli-
hood of identifying the scale of over-
the-counter positions”.

The report cited shortcomings in
LME mechanisms to cool outsized
price moves, noting that it did not
have circuit breakers or limits to curb
or halt trading for longer periods. “In
this instance, the indk review

P review has con-
firmed our concerns that the LME
lacked the systems and controls to
manage through the March 2022
nickel crisis, but it is essential thata
robust regulatory review address how
LME failed in its regulatory function,”
said Jennifer Han, head of global regu-
latory affairs at the Managed Funds
Association, a USlobby group.

The report found that $1.4bn of
over-the-counter margin calls had
been missed on March 7, more than10
times the six-month average. At least
three of the 10 largest short position

holders d paying mar-

believes that where price i
were driven by short closing in thin
liquidity, longer halts to trading
would have been the most helpful”
The review adds to evidence on the
gravity of the crisis and stress on the
LME before it halted and reversed
trading. It faces probes from regula-
tors at the Bank of England and
Financial Conduct Authority over the
crisis, and is defending itself against
lawsuits totalling $470mn by hedge
fund Elliott and market maker Jane
Street over the cancelled trades.

gin subset of LME 13t
when prices pushed higher on March
7, the report said. On March 7, LME
Clear, the exchange’s clearing house,
suspended intraday margin calls at
13:30 for the rest of the day after
demanding $7.5bn. The price increase
of nickel that day, 69 per cent, was
more than three times the size of the
largest ever price move.

The LME said that it would prepare
an implementation plan for the
report’s recommendations.

Seelex

Airbusretains
lead over rival
Boeing as top

aircraft maker

SYLVIA PFEIFER — LONDON
CLAIRE BUSHEY — CHICAGO

Airbus has retained its crown as the
world’s biggest jet maker for the fourth
year in a row ahead of US rival Boeing
even as supply-chain snags following
the pandemic meant it delivered fewer
planes than originally planned in 2022.

The European aerospace group said it
delivered 661 planes last year, an
increase of 8 per cent over the previous
12 months. More than two-thirds were
for its A320 family of single-aisle jets
used predominantly on short and medi-
um-haul flights that have led the indus-
try’srecovery from the pandemic.

Deliveries are an important source of
cash for both Airbus and Boeing as air-
lines typically pay the biggest chunk of
the purchase price at the time.

Rival Boeing also said yesterday that
it had delivered 480 planes in 2022,
compared with 340 deliveries in the
previous year. Deliveries in the fourth
quarter to US carriers United, South-
west and American boosted the manu-
facturer’s final tally.

The US group, which has been trying
to claw back market share it lost since
two crashes involving its Max 737 air-
craft, also notched up 935 gross orders
and 774 net orders, after accounting for
cancellations and conversions. United
placed an order in December for 100
787s, which it said was the largest ever
lodged by a US carrier, as well as order-
ing100 Max jets.

Boeing’s stock stood at $208.06 by
early afternoon in New York, a more
than 40 per cent increase since Novem-
ber 2, when executives laid out a turn-
round plan to boost production,
increase free cash flow and pay down
debt.

Separately, Airbus registered 1,078
gross new orders and 820 net. The com-
pany’s backlog rose to 7,239 aircraft at
the end of the year, while Boeing’s back-
loghit4,578.

The European group was forced to cut
its delivery target twice last year owing
to persistent raw material and labour
shortages. It last month abandoned its
target to deliver “around 7007 planesby
theend of the year.

It stressed at the time that it did not
expect the final result to be materially
short of this and stuck to its existing
profit and free cash flow guidance. The
company in July had already lowered
the target from an initial “around 720"
planes.

Toshiba saga promises clues to private equity’s hopes in Japan
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or much of last year, global pri-
vate equity firms were waiting
for Japan’s biggest-ever take-
private deal to materialise
with the buyout of Toshiba.
Had the 147-year-old industrial con-
glomerate with its size and national sig-
nificance putitself in the hands of a firm
such as Bain Capital, Brookfield or CVC,
it would have been a historic moment
for private equity’s advance into Asia’s
largest advanced economy.
‘Unfortunately, and perhaps not sur-
prisingly for a saga that began with an
accounting scandal in 2015, the waiting
game continues. The signals suggest
that th is still

financing as central banks outside Japan
raise interest rates, the country offers
more predictability and less geopolitical
risk for buyout funds than some econo-
mies as the technology dispute between
the US and China escalates. These fac-
tors explain why deals in Japan involv-
ing private equity reached $20bn in
2022 —up 22 per cent from a year ear-
lier, according to Refinitiv.

still, there is reason for caution as the
Toshiba deal unfolds. A bullish period
for the Japanese market may be ending
as concerns about the global economy
lead domestic megabanks to tighten
theirlending for private equity deals.

one factor behind Toshiba's negotia-
tions with JIP is the fund’s difficulties in
securing a financing commitment from
Japanese banks to pull off the potential
$16bn deal, according to people close to
thetalks.

Regardless of
economic outlook,
banks have reason
to be cautious
about a deal
invelving Toshiba

keentogeta deal done with a consor-
tiumled by domestic buyout fund Japan
Industrial Partners, which was granted
preferred bidder status in October.

For global and Asia-focused buyout
firms, the failure to win the Toshiba deal
would not necessarily signal a backlash
against foreign funds. Almost all the
underlying factors that have led these
ﬁrms to stead]ly bulld theu presence in

ng the tur-
moil of the past
seven years, as it survived a financial
crisis and confrontation with sharehold-
ers. And while JIP has previously
acquired assets from groups such as
Sony and Olympus, the fund has no
record of buying out an entire company
of Toshiba’s size.

The way JIP has cobbled together the
pmposal has not nece&san]ybeen reas-

Banks have reason to
be cautious about a deal
involving Toshiba
following the turmoil of
the past seven years

nese banks extends beyond the Toshiba
deal. “There is no question that banks
are turning conservative. On average,
the financing conditions for deals are
deteriorating,” said a Tokyo-based exec-
utive ata US private equity group.

Originally, the lenders’ shift in senti-
ment was blamed on KKR’s soured
investment in automotive parts maker
Marelli, which entered court-led
restructuring last summer. The debt-
laden Marelli suffered a massive sales
collapse during the pandemic, and the
sharpness of its reversal raised red flags
among Japanese banks that had previ-
ously viewed leveraged buyouts as a
lucrative opportunity.

Among Japanese megabanks, MUFG
and Mizuho have taken some riskier
bets, such as lending money to Elon
Musk for his $44bn Twitter takeover.

But they are becoming increasingly
selective in their home market. That is
expected to complicate private equity
firms’ ability to fund deals. Private
equity executives also say they have
become more cautious because of the
global economicuncertainty.

That said, many global private equity
funds still have “dry powder” sitting in
funds raised for Asian dealmaking that
are yet tobe fully deployed. KKR turned
toits $15bn Asian private equity fund to
finance its $5bn acquisition of Hitachi’s
logistics subsidiary, which closed last
year. Even with banks being more cau-
tious, other deals include Bain Capital
managing to raise $2bn in debt for its
$3bn. purchase in August of the micro-

https://digital.olivesoftware. com/ol|ve/odn/ftaS|a/pr|ntpages aspx?doc=FTA%2F2023%2F01%2F 11&ts=20230110202716&uq=20221117085301

7/20



2023/1/11 17:07 All pages from Financial Times (Asia), Wednesday, January 11, 2023

Wednesday 11 January 2023 * FINANCIAL TIMES

capital-com

[ the prih2 of the stock rises,
s, and:itops stocks from inf
io risk management. Being ¢
ng the: imeSto;
vhotea 1toshot

» get o vir losin:
se out t o s, and¢ Jtoupw 'ssureo

fith instrublic s tretes, arities, f urrenc:

ake api
idity to
gyforp
Ippene
ail inve:
w's she

L sower price <
Lrt selling providesw
#g can be a good stro#,
ueeze lik ne &4
ly, asit
d had t

%, short selle!
e'sagood casetoh:
ly execute
>\case of
istockn
ective |
ther, for: short sel
d Short s.5onc 1 most of!

tne". price of the sto

rrsial practice, but (.

i illes, i, but p
ses, esp’’
Ke wasr:
ns of du

cause h
value.:
1, facec
esshar

Hing ex
youdoi

s. Short
n.The«
short s«

isarranged throughat
between what yor
commener

»ans you shares to seb:, ttheir current value.
nd what you ender’ aying for them is:
trws who arn/c j*hits risks.

hort se. pucant

fit or los

abt “ac

ox at @ simpie

o better unac
ito short-sell the st
ioack at $60 each. Cal!
$4000- ‘g your ki
your pe 088, Shy
wactice
sending, price pi
1 cecutives 13 down ti
008! nh, as widesp: sho
th traders. In 2 ||orshort sellers made
awssl. Shart & =~nopular

n't elimin
m to decre

vom your broker an:
en the price of shares
rer, ifyou S
anding: “aemiTy BT
isinesst saac Le Maire
*stban ortselling we
TheUSK dshorts
nfluenced big fallsin
reronavirus sell-oft
ving down.i-

ou borre ) shares
iing the dioricence be
‘er's commiy sion. Hov
sefling historyy. Unde:
rst invented by Dutch
ging. A rear later, tha
compaiTH's stock pric
ling wacvought tolk
“han $5 on durin
toav th <anss

orld's financial mar
icks got abad name «
utthep is still pu
imadar n$1.1hik

3 getnearr
1ginvest hoexper
‘ing intreferg™ let's:
for that fou will be

rops, short
sagood case

58 GFDS, they 1 ChOtracts to
mswer “whatis shor
of a stown \cudonot:
m of the st

il practice, but
elling p: s are properly
ts, but cause high riallyine
%invalu/oThe hike: sicalsto
ons of du lective k
wrt seller
stoften

tsnike contrc usCFDs. Whe[
o th itsel ol P dropi ity's |
1 high risk of losing ri oney. Whatiis the off-l.d short selling definitior.
=) defing oS ort-r, o
reking to nia
swillincur allos.:
tustifiably high k
{ingrrewd trading
aays, o sof struc
ny's stock. As a resull:
i's a stock market p'i
snd resultin-C

Sr amerence, better-
Tl 2

owily shorted stock m
short sellers,

Hing IS OnIy res naew Tor Expenencey
y sell short to try coveprofit from this pred
n. They “golong"” in \e belief that the prict
teliminrr Sasic riski hast selling examnle
to decre 1value ¢ ce the d«
close you.i -asition an D0 shar
)0 x $60 =$6,000), v profit ol
@ very high, as yo vetoch
nthe Duérh Reput! 500s.Th
e East IrngyCompa wre deli
I'sfinanves cnarkets, ne comj
s got ame aft 2008 fin

ucally infin
weurity will go downf
aeof therisks of along |
strategy, t11sh, anditde
;at $100 qpect the:
moves« 0 $60. Vi
ifter you 1e stock
ther, you risk coul
e stock mili Larst emers'
rontracted to sell shares:
med for failures in th
+sion, Short =i

SO sk
the price
[ ytooffs
.Thisca 1expent
of N comipiy'are trad
rthe next week, the st¢
:$10,000) and the pric
vice continued to move
Hing hat around:
hEasth ympany
y, short have be
s leadin sthe Gr:

finterest. &l
dation strategy.
«dging strategy =tk
an mitigensitheirk:
ssume thuo
the openmarke
A them (100 x $
ovend the stock
1agitsy y. Short
shareholder of the Du
~ed. Throughout hir
= result of the

EXPLORE TRADING IDEAS IN
FALLING AND RISING MARKETS

CFD Trading:
Forex / Commodities / Indices / Shares

0% commissions & tight spreads

TRADE NOW

EghE

Overall Client Satisfaction

‘ Investment
Trends

Most Innovative Tech

17 TradingView

Best Platform for ‘New Investors’

Investors’ FT FINANCIAL
Chronicle TIMES

Spread bets and CFDs are complex instruments and come with a high risk of losing money rapidly due to leverage. 87.41% of retail investor accounts
lose money when trading spread bets and/or CFDs with this provider. You should consider whether you understand how Spread bets cnd CFDs work

https://digital.olivesoftware.com/olive/odn/ftasia/printpages.aspx?doc=F TA%2F2023%2F01%2F 11&ts=20230110202716&uq=20221117085301 8/20



2023/1/11 17:07

All pages from Financial Times (Asia), Wednesday, January 11, 2023

* FINANCIAL TIMES

Wednesday 11 January 2023

COMPANIES & MARKETS

Mining

Vale weighs

Brazilian group’s chief
says potential partners are
vying to invest in division

MICHAEL POOLER — RIO DE JANEIRO
LESLIE HOOK — LONDON

Vale has received multiple bids for a
stake in its base metals business after
talks with parties from carmakers to
sovereign wealth funds, its chief execu-
tive said, as he predlcted the division
could become “even blgger than the

Brazilian mining group itself.

Eduardo Bartolomensald ‘non-bind-
ing offers” had been made for the slice of
up to 10 per cent of the unit, which pro-

duces materials vital for the energy
transition and is being carved out as a
standalone entity separate from Vale’s
main iron ore operations.

He told the Financial Times the part-
ner could be an automotive manufac-
turer, industrial group, state investor or
pension fund. “That’s who I'm talking
to,” he said. “Everybody.” Vale is also in
discussions about bringing a carmaker
on toitsboard, Bartolomeo added, with-
out providing further details.

Iron ore provides 80 per cent of reve-
nues at Vale, whose $79bn market capi-
talisation makes it the biggest publicly
listed companyin Latin America.

But Bartolomeo said the base metals
business — which includes nickel mines

in Canada and Indonesia, copper mines
in Brazil, and interests in cobalt and
platinum group metals — could outgrow
its parent and float on the stock market.

‘Fundamentally, we want
to ringfence this business.
This thing can get even
bigger than Vale’

“Fundamentally, we want to
ringfence this business,” Bartolomeo
said. “This thing can get even bigger
than Vale. Not tomorrow, not even next
‘year —when youlook long term.”

Analysts at RBC valued the Vale base

metals unit at $22.3bn in a recent
research note. However, the gloomy glo-
bal economic outlook, which has
weighed on copper prices, could make
that difficult toachieve.

Share prices for major mining compa-
nies have mostly risen over the past year
as demand for energy transition metals
has grown. Vales Sio Paulo-traded
stockhas climbed 17 per cent.

Following a dam disaster in its home-
land in 2019 that left 270 people dead,
and as China’s once-insatiable demand
for iron ore starts to cool, the Brazilian
miner is increasingly focused on reposi-
tioning itself towards metals with
greater growth potential.

“This is a supercycle,” said Bar-

ids for base metals stake

tolomeo, referring to the metals needed
for the electrification of transport and
power. “What you're looking at in
nickel, that isa supercycle.”

‘While Vale had previously signalled it
might have an investment partner lined
up by early December, the timing has
slipped and the deal is expected during
the first half of this year.

The carve-out of the base metals
business would still proceed even if a
suitable partner was not found, Bar-
tolomeo said.

The new investor will not be a mining
company, which rules out rivals such as
BHP or Rio Tinto that are also trying to
diversify away from iron ore, the main
ingredientin

Support services

Dearth of US
corporate

dealmaking
hits law firms

KATE BEIOLEY — LONDON
JOE MILLER — NEW YORK

Us lawyers are billing fewer hours than
they have in decades amid a sharp
decline in dealmaking, a survey found,
asmore law firms make redundancies.

Research from the Thomson Reuters
Institute, which tracked data from 170
US-based firms, found that average
hours worked perlawyer fell to 119 billa-
ble hours per month in the year to the
end of November. That was the lowest
level since it began tracking the data in
2007, when lawyers logged an average
134 hours per month.

The figures underline how a drop in
demand for corporate lawyers in the
past 12 months has combined with
increasing expenses to decrease profita-
bility across the sector. Law firms” direct
expensesrose 10.1 per cent to the end of
November 2022, the survey found, and
overhead expenses were up 10.9 per
cent —the highest levels since 2008.

The report comes just after job cuts
were announced at New York-head-
quartered Stroock & Stroock, following
redundancies at Boston-based Goodwin
Procter. Silicon Valley outfit Cooley
axed dozens of lawyers last year, amid a
dramatic slowdown in its technology-
focused practice, while another tech-fo-
cused firm, Gunderson Dettmer, pushed
back start dates for newassociates.

In a memo circulated last week and
seen by the Financial Times, Goodwin’s
leadership said demand had “dropped
from its extraordinary heights of the
pastseveral years” and, as aresult, staff-
inglevels were “too high for our current
and projected demand”. The firm had
increased the lawyers on its payroll by
60 per centsince October2019.

said ina statement it had car-
ried out “a comprehensive review of
each of our practice groups” and subse-
quently “decided to separate from nine
non-partner attorneys and 18 staff/
business professionals, with severance
and other support being provided”.

The worsening outlook for the legal
sectoris areversal from the hiring spree
law firms embarked on at the start of the
pandemic. Top US law firms have also
been forced to raise associate pay in
recent years, driven by a fiercely com-
petitive talent war. After a frenzied
2021, global dealmaking suffered a
record fall in the second half of last year,
taking a toll on law firms that had hired
extensively to meet soaring demand.

Proxy votes
Shareholders
press boards
on abortion

Abortion rights activists protest
on the steps of City Hall in Los
Angeles. US companies are
facing demands for more details
on their abortion policies from
INVESLOrS — Freeric LarownyarpiGetty

Arecord number of US companies —
including American Express, Eli Lilly
and HCA Healthcare — are facing
shareholder demands for more details
about their abortion policies from
investors following the landmark
Supreme Court decision last year.
Socially conscious investors have
asked at least 10 companies for details
about the risks they face from abortion
policies announced after the court in
June overturned federal rights to the
procedure. More than a dozen
additional proposals are expected to
‘become public in the weeks ahead.
This year’s wave of abortion
shareholder proposals “is definitely
unprecedented”, said Jackie Cook,
director of stewardship at
Morningstar’s Sustai ics division.
overshadowed for years by
‘boardroom battles over climate change
and workplace diversity, abortion has
not been a big issue for environmental,
social and governance (ESG) investors.
But the Supreme Court’s decision put
‘the issue at the forefront and now
companies are facing fire from liberal
and conservative activist investors.
“We want to make sure all of the
relevant risks associated with abortion
are considered — not just the leftwing
ones,” said Scott Shepard of the
National Center for Public Policy
Research, a conservative-leaning non-
profit, which has filed an abortion

Banks

China Citic’s
HK unit offers
Pfizer jabs to
attract clients
from mainland

PRIMROSE RIORDAN, CHAN HO-HIM
AND GLORIA LI — HONG KONG

A Chinese state-owned bank in Hong
Kong is offering customers one shot of
an mRNA vaccine if they make a
deposit of HK$4mn ($512,000), as it
seeks to entice mainland clients who
have until now only had access to
locally produced jabs.

The BioNTech/Pfizer mRNA vaccine is
not widely available on the mainland
but has long been available free to per-
manent residents of Hong Kong and
Macau as Beijing allowed the two terri-
tories to pursue a different vaccination
strategy.

China Citic Bank International’s offer,
which comes after mainland China
removed cross-border restrictions with
Hong Kong, illustrates Chinese citizens”
desire for western vaccines despite offi-
cial criticism of the jabs. China has seen
asurge in infections after the reversal of
Beijing’s zero-Covid policy last month.

The bank said if new or existing cus-
tomers deposited HK$4mn of fresh
fundsin an account, they would be eligi-
ble for a BioNTech/Pfizer bivalent shot.
Other benefits for account holders
include access to a vaccine for hepatitis
B, as well as a Bentley test drive and dis-
countsat the city’s Four Seasons Hotel.

The bank said the promotion was

If new or existing
customers deposit
HK$4mn of fresh funds,
they will be eligible

“with an aim of providing cross-border
customers a comprehensive array of
wealth management services”.

The Chinese government has repeat-
edly stressed the efficacy of itslocal vac-
cines, many of which rely on older, inac-
tivated technology, and has refused to
allow western-made vaccines to be
widely distributed. Chinese media have
repeatedly criticised the BioNTech/
Pfizer mRNA vaccine and questioned its

Meanwhile, other services have
sprung up in recent weeks across Hong
Kong to cater for demand from main-

shareholder proposal at rights proposals, and the United
pharmaceuticals company Eli Lilly. Church Funds.

The proposal demands more The Tennessee-based company
information about potential risks the has also gone to the SEC to block the
Indiana-based group faces from abortion shareh: proposal.
changing company policies in response Credit card company Amex is
to abortion laws as well as legal costs. challenging a shareholder proposal

Eli Lilly last year opposed a law that from Change Finance, a Colorado-
limits abortions in cases other than based firm that manages a $108mn
Tape, incest or where a woman’s life is exchange-traded fund. The group
in danger. The group also said it would has filed three abortion sharehnlder
have “to plan for at financial
growth outside our home state”. seelcmg more information about

“[Executives] should stay out of
issues that are none of their duty,”

‘when the businesses give police
customer information in states that

Shepard said. have criminalised abortion access.
Eager to fend off one of the most Amex and Eli Lilly declined to
divisive US political issues, atleast four | comment. HCA did not respond toa
compzmes have asked the Securities request for comment.
Commission to deny Dorrit Lowsen, president of
abuman shareholder proposals a vote Change Finance, said US social
at 2023 annual meetings. Companies media companies had already
usually ask the SEC to shoot down handed over messages to police in
proposals they do not like, but the cases involving women seeking to
agency has been allowing more terminate a pregnancy. Corporate
shareholder propoesals to go to a vote. Ppositions on abortion pose risks to a
Eli Lilly has asked the SEC for company’s reputation and ability to
permission to block the shareholder retain staff, she said.
proposal ahead of its annual meeting. “We are really in this to drive
HCA Healthcare, which operates behaviour,” Lowsen said. The
hospitals in the US and UK, is under financial services companies she has
investor pressure to disclose more filed petitions at “have an added
information about when it offers duty” to protect users “from
‘The HCA sharehold ion for their ductive

petition was filed by Rhia Ventures,
which has previously filed reproductive

healthcare decisions”, she said.
Patrick Temple-West

the mRNA shot.

Private clinics and some private hos-
pitals offer vaccines for as much as
HKS$2,800 ($359) per dose. Virtus Med-
ical Group, which will offer the vaccines
to customers from January 16, said it
had received “hundreds” of queries
about the vaccines.

“An insurance company from the
mainland [asked] us about the service
and [is] considering organising group
wvaccination tours for [staff],” the clinic
told the Financial Times. Another clinic,
swindon Medical, said its first batch of
100 jabs was already booked out.

Travel group Easson Holdings is also
selling full-service vaccine trips to Hong
Kong. The packages include hotel and
plane bookings, and chauffeured trips
to vaccine clinics.

hanghai Fosun Phar
Group, the Chinese distributor of BioN-
Tech’s vaccines, last Friday started tak-
ing bookings from residents on the
mainland who want to receive the jabs
in Hong Kong. The company, which has
been blocked from distributing the vac-
cine widely inside the mainland,
charges a booking fee of Rmb299 ($44)
before allowing users to choose a time
slotand avaccination site.

Mainland Chinese tourists have also
flocked to Macau for mRNA Covid jabs.

ical

Automobiles

Toyota alert over electric vehicle strategy

ERI SUGIURA — TOKYQ

An executive at a Toyota leasing unit
warned that the largest carmaker was
confronting an “unprecedented” chal-
lenge to revive its electric-vehicle sales,
as it risked missing its already low tar-
get inJapan for a second year.

The bleak outlook for the bZ4X, Toy-
ota’s first mass-produced all-electric car
that was recalled weeks after launch in
May, comes as people close to the group
said it was overhauling plans for rollout
of battery-powered vehicles.

Unlike rivals banking solely on EVs,
Toynta is relymg on gmwth fmm

bz4X fuelling concern that it is falling
behind rivals. Toyota resumed produc-
tion of the bZ4X in October, after
addressing issues with bolts that could
cause its wheels to fall off.

“This was the first time in Toyota’s
history that a recall occurred immedi-
ately after the product was launched,
causing production and sales to be sus-
pended for several months,” said Shinya
Kotera, president of Kinto, a Toyota
leasing subsidiary that exclusively
delivers the model in Japan. “Toyota is
in an unprecedentedly difficult situa-
tion, and the recall threw [the bZ4X
launch] off h'm:k."

vehicle is available in the US, China
and Europe.

The lacklustre domestic demand
comes as Toyota reviews its electric-car
manufacturing process to make it more
cost-effective. A team was established
last year led by Shigeki Terashi, a
former chief technology officer, accord-

ng peop!

“Toyota may be reassessing the car
production process from scratch,
such as how to assemble supply chains
for EVs and decide on which parts
to outsource or fabricate in-house,”
said Seiji Sugiura, analyst at Tokai
'[\]lqm Research Insmute Reducmg

Transport

Demand for private jet flights remains strong

AMANDA CHU — NEW YORK.

The private-jet use that surged in the
coronavirus pandemic is showing little
sign of abating, even as passengers
return by the millions to commercial
airlines and inflation raises the cost of a
charter.

Global flights on business aircraft rose
by 10 per cent in 2022 from the previous
year and were 14 per cent higher than
bef ic in 2019, dis
toaviation data company Wingx.
Richard Koe, WingX chief executive,
said demand for private jets has been
“record-breaking” for the past two

US private-jet companies continued
to report strong bookings last year.
Flexjet said last month’s holiday season
was the busiest in its history. EvoJets
said bookings for the holidays began
‘two months earlier than average, as fly-
ersrushed to securelimited aircraft.

“We have individual and corporate

10« 39«
Increase In Year-on-year
global flights on revenue rise
business aircraft at Jet charfer
last year Wheels Up

plam.s far higher rates of carbon emis-
sions per passenger than commercial
aircraft or trains.

“It’s the convenience thing for me,”
said Jeffrey Alecci, a financial adviser
from New Jersey who flew with his wife
and two 75-pound dogs toFlorida.

There is some evidence that the pri-
vate-jet boom may be reaching a pla-
teau asjet fuel and other costs climb.

Prepaid private-jet rentals rose 21 per
cent to an average hourly price of
$11,748 from December 2021 to Decem-
ber 2022, according to Private Jet Card
Comparisons, an advisory service.

In December, ﬂlgth on busuless Jets

https://digital.olivesoftware. com/ol|ve/odn/fta3|a/pr|ntpages aspx?doc=FTA%2F2023%2F01%2F 11&ts= 20230110202716&uq 20221117085301
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Key witness in Wirecard trial faces
philosophical conundrum in court

Former manager Bellenhaus must convince five judges that businesses he ran in Asia did not exist

OLAF STORBECK — MUNICH
DAN MCCRUM — LONDON

Inhis previouslife as a high-flying Wire-
card manager, Oliver Bellenhaus spenta
lotof time persuading auditors that the
German payments group’s opague out-
sourced operationsin Asia were real.

Now, as the prosecution’s chief wit-
ness in one of Europe’s highest-profile
fraud trials, he is trying to convince a
panel of five judges that the same busi-
ness he oversaw in Dubai was a com-
pletesham.

After the first five days of court hear-
ings since early December, it is not yet
clear which is the easier task. Bellen-
haus, a sports car enthusiast who used
to play Call of Duty on a giant screen in
his office, is aware that he now faces
what looks like a tricky philosophical
dilemma. “You can only prove the
existence of something, not its non-
existence,” he told the court in his open-
ingstatement in December.

The landmark trial interrogating
‘Wirecard’s collapse, which started last
month and is expected to run well into
2024, is seen as a crucial test of whether
German law enforcement can come to
terms with one of Europe’s biggest post-
war accounting frauds. The hearings
will reconvene today, with the ongoing
questioning of Bellenhaus.

Wirecard’s former chief executive
Markus Braun faces allegations of fraud,
embezzlement, and accounting and
market manipulation alongside Bellen-
haus and Wirecard’s former head of
accounting Stephan von Erffa. If found
guilty on all charges, they face up to 15
years injail.

Bellenhaus’s statements in the trial
are key for the prosecution’s case. Inline
with Wirecard’s administrator and the
prosecution, he argues that the out-
sourced opem:lons in Asiawere “asham
right from

Aﬂcurdmg to Bellenhaus they were
created with Braun’s knowledge to hide
losses at Wirecard’sreal business. Braun
denies that. He states the so-called third
party acquiring business was real, and
accuses Bellenhaus and Wirecard's fugi-
tive second-in-command Jan Marsalek
of stripping Wirecard of its proceeds.

On paper, Wirecard’s business in Asia
generated half of the company’s reve-
nueand €1.9bnin corporate cash. When
it was revealed in June 2020 that the
cash did not exist, the company once
celebrated as Germany’s PayPal col-
lapsed intoinsolvency within a week.

Inthe first two days of his court testi-
mony in December, Bellenhaus
depicted a tight-knit gang of fraudsters

led by Braun who forged d
lied to auditors and deceived creditors
and investors. “There was a system of
organised fraud,” he said, adding that
the chief executive was at its centre.
“Braun called the shots and when he
said something, it was done his way.”

He described Braun as an “absolutis-
tic CEO” who was “besotted” by expo-
nential revenue growth and the group’s
share price, and surrounded by a loyal
circle of accomplices. “Nothing binds
men together more closely than a mutu-
ally committed crime,” he said.

Bellenhaus joined Wirecard in 2002
from DZ Bank, one of Germany’s largest
lenders. His banking expertise was
highly prized, former colleagues said,
and in those early years he travelled the
world for wirecard, cultivating rela-
tionships with financial institutions.

His rise in the company’s ranks
reflected a culture that tolerated, or
even celebrated, transgression. Bellen-
haus was renowned for driving like a
maniac. Among the stories former
‘Wirecard staff told was that Bellenhaus
would collect clients arriving at Munich
airport wearing a racing suit.

After asking his passengers if they

Landmark fraud  would like togo fast on th he
trial: Oliver would pull asingle helmet from the foot-
Bellenhaus, well and strap it on theatrically. “OK,
centre, sits we'll go fast,” was the last thing they
behind former heard before they careered away, drift-
Wirecard CEO ing around corners. Bellenhaus has
Markus Braun, called these stories rumours.
right, in the In the early years, Bellenhaus had an
Munich office at headquarters where he would
courtroom. relax with Call of Duty. By the mid-2010s
Below, ‘Call of he was based in Dubai on his own, in
Duty’, agame charge of a subsidiary that was to
that Bellenhaus become the engine of Wirecard’s fraud
usedtoplayona  from an apartment in the Burj Khalifa
giant screen in skyscraper.
his office Repnrlmg to Marsalek and von Erffa,
= ed part-

o Infinity WarclActivision

ner companies s to which Wirecard out-
sourced its most lucrative payments
processing. These partner

ing. “Had d been as ambitious ¢ g

with regard to developing new products, NOth ng
managing its technical infrastructure  binds men
and its customer service as it was with tagether
regard to the decoration of its TPA busi-

ness, we would not be sitting here IMOIE

today,” Bellenhaus told the court.

The snagis that large parts of this ver- ClOSClY than
sion of events rely on his testimony. a mutually
Marsalek and several other key suspects 3
cannot be questioned by the court in CO.]'l‘lszltted
Munich — the former chief operating  Criine

officer is on the run, the head of one
fraudulent business partner is report-
edly dead and other alleged partners in
crime are in Singapore. Moreover, the
fraud was not discussed in emails but
mainly on the Telegram messaging app.

The bulk of the chats e deleted

were “monkeys in suits”, he told a col-
leagueinDubai.

According to his testimony in court,
the Dubai-based operations only
existed on paper to mask the fact that
Wirecard’s real business was lossmak-

Eraunhassofarmyed silentin court.
His lawyer, Alfred Dierlamm, one of
Germany’s highest-profile white collar
crime lawyers, vehemently disputes
Bellenhaus's account. Dierlamm argues
that the TPA operations were real but
Bellenhaus and Marsalek embezzled
the proceeds, establishing a “shadow
structure” hidden from the CEO.

Dierlamm has not only accused Bel-
lenhaus of telling “a pack of lies”, he has
also attacked public prosecutors for not
properly investigating the fraud or ana-
lysing payments linked to the com-
pany’s business partners.

Florian Eder, Bellenhaus’s lead law-
yer, told the Financial Times that
Braun’s defence was “[attempting] to
discredit the chief witness as far as pos-
sible”. A motion to suspend the trial,
filed by Dierlamm on the first day in
court, has not yet been decided.

Initially, Bellenhaus was visibly rat-
tled by allegations made against him in
Braun’s defence. He read out his open-
ing statement at speed and in a low

From Oliver
Bellenhaus's
testimony

voice, with the judge reminding him
thathe did not need torush.

“This surely is not a trial which will be
measured in hours,” presiding judge
Markus Fodisch said, urging him to
“take all the time you need”.

In the afternoon, Bellenhaus briefly
became emotional, addressing Braun
and von Erffa by their first names and
stating that at Wirecard he “went tobed
with rats and woke up with the plague”.
He was reprimanded by Fidisch and
apologised thenext day.

Dierlamm “fails to recognise that
there is other evidence that underpins
Bellenhaus’s accounts”, Eder told the
FT. One exampleis the fabrication of cli-
entdata in 2019, in order to deceive Jap-
anese tech investor SoftBank during its
due diligence for a €900mn convertible
‘bond. This was first disclosed by Bellen-
haus and then corroborated by other
evidence.

Media

Meta’s east
Africa content
moderation
hub closes

CRISTINA CRIDDLE AND
MADHUMITA MURGIA — LONDON

Meta’s east African content modera-
tion hub is shutting down as the social
media group’s third-party contractor
Sama moves away from policing harm-
ful content, cutting about 200 staffand
leaving several employees without
work permits.

The owner of Facebook, WhatsApp and
Instagram first contracted Sama in 2017
toassist with labelling data and training
its artificial intelligence, recruiting
around 1,500 people.

But within two years, the Nairobi
office was moderating some of the most
graphic and harmful material on Meta’s
platforms, including beheadings and
child abuse.

sama staff were told yesterday morn-
ingthat the company would focus solely
on labelling work — also known as
“computer vision data annotation” —
which includes positioning animations
in augmented reality filters, such as
bunny ears.

“The current economic climate
requires more efficient and streamlined
business operations,” Sama said in a
statement encouraging employees to
apply for vacancies at its offices in
Kenya or Uganda. Some Sama staff rely
on work permits toremainin the region.

Sama’s content moderation services
will end in March, allowing for a transi-
tion period for Meta’s new third-party
contractor. Meta will continue
to employ 1,500 Sama staff for data
labelling.

The news comes two months after
Meta announced it would be cutting its
global headcount by 13 per cent, or
around 11,000 employees, as the social
mediacompany suffers from falling rev-
enue, a slump in digital advemsmg and

ionfromrivalsi
form videoapp TikTok.

One person familiar with the opera-
tions said Meta did not want a gap in
services and used its position to push
Sama to offer moderation services for
longer than the contractor wanted.

The Nairobi office focused on content
generated in the region, including about
the civil conflict in Ethiopia, which Meta
is currently being sued for over claims
Lhal the posts incited violence. Meta’s

hat hand i

toviolence.

The social media group, which
employs more than 15,000 content
moderators worldwide, said it had a
new partner in place and thatits moder-
ation capabilities were the same.

Luxembourg-based Majorel, which
has already led moderation services in
Africa for TikTok, is said to be taking on
the contract, according to two people
with knowledge of the changes.

Meta said: “We respect Sama’s deci-
sionto exitthe contentreview servicesit
provides to social media platforms.

Another example is the faking of doc- | Well work with our pm:ners du.n.ngth:s
uments by von Erffa, which transition pacton
described to prosecutors and was | ourabilitytoreview content.”
admitted by the former head of sama is offering mental health sup-

accounting after prosecutors con-
fronted him with the emails confirming
theallegation.

Eder also pointed out to the court that
while his client could have stayed in
Dubai, which does not have an extradi-
tion treaty with Germany, he voluntar-
ily reported himself to Munich prosecu-
tors less than two weeks after Wire-
card’s collapse, fully aware that he
‘would be kept in police custody as he
was considered a flight risk. He, like
Braun, has been injail for more than two
and a half years.

“There is no excuse whatsoever for
what happened at Wirecard over the

port to staff affected by the cuts for 12
months after their employment ends
and is paying undisclosed severance
packages. Around 3 per cent of Sama
staffareaffected.

The cuts come as both Sama and Meta
are being sued by a former employee
Daniel Motaung, who has accused the
companies of neglecting to provide ade-
quate mental health support for moder-
ators or fully informing them of the
nature of the content they would be
reviewing.

Motaung also claims that the compa-
nies transported workers from poorer
reg;nns of Africa, where they had no

past decade with my i Bel-

tostay in their

lenhaus told the court. “I do want to
apologise.”

Meta has previously declined to com-
ment directly on the lawsuit.

Pharmaceuticals

BioNTech to acquire UK Al start-up InstaDeep for £562mn

HANNAH KUCHLER — LONDON

BioNTech has agreed to buy UK artifi-
cial intelligence start-up InstaDeep for
up to £562mn in its biggest deal, as the
German company expands beyond the
Covid-19 vaccine that transformed its
fortunes.

The biotech company is trying to har-
e machine learning to i improve '.he

tive, said that the German pharma
group had been focused on using “com-

have struck partnerships with AI-
focused start-ups, but an acquisition is

ate AI products for businesses. While
headquartered in London, it has offices

putational solutions” to create person-
alised drugs thatharnessed the power of
the immune system, lmown as immu-
notherapie:

unusual.
BioNTech is reinvesting most of the
pmoeed.s from its bestselling Covid jab,

“The acquisition of InstaDeep allows
ustoincorporate the rapidly evolving A
capabilities of the digital world into our
technologies, research, drug discovery,

¥ process,
npmg pe(sunahsed treatments tailored

f: ing and depl proc-
esses, he sald l‘()uI aim is to make

loped with Pfizer, to pursueits orig-
inal transformin;
istreated.

Until now, its acquisitions have been
small bolt-on deals of less than €100mn.
At the end of the third quarter, BioN-
Tech had €13.4bn in cash and cash

in Paris, Tunis, Lagos, Dubai and Cape
‘Town. It employs 240 people.

The Al company has already helped
BioNTech to improve its algorithm to
select which parts of a tumour to target
tocreate the most effective therapy.

Karim Beguir, chief executive and co-
founder of InstaDeep, said that itshared
with BioNTech the same “culture of
deep tech innovation and focus on posi-
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Broker’s index trackers enjoy

record demand despite the fall

in value of some key products

MADISON DARBYSHIRE

Proshares notched up record inflows
despite providing some of the worst-
performing index trackers in the indus-
try last year, as investors chased high
returnsin themost volatile markets.

The ETF provider said it expected to
set a record for growth in 2022, with
more than $17bn in net inflows. Pro-
Shares, which has $58bn in assets under
management, is the second most popu-
lar midsized ETF provider after Dimen-
sional, which had $22bn in inflows.

“ETFs are designed to give investors a
benchmark return, and they are suc-
cessful when they do that,” said Michael
Sapir, chief executive of ProShares. “No
one criticises an S&P 500 fund when the
S&P 500 is down 20 per cent and the
fund is down 20 per cent.”

The ETF providerisbest known for its
leveraged and “short” ETFs, which use
derivatives to allow investors to make
leveraged bets on market moves or
hedge against down markets.

In the autumn of 2021, ProShares
boasted the most successful ETF in the
history of the product. TQQQ, an ETF
that amplified gains and losses in the
Nasdaq100 index by three, wasup more
than 20,000 per cent since 2010.

Retail investors rushed to buy, push-
ing the TQQQ to the top of most-traded
lists. Its assets rose fivefold in 2020 and
2021to more than $22bn by 2022.

But the value of TQQQ halved in 2022
to $11.8bn. The ETF’s share price has
dropped more than 76 per cent as the

Equities. Exchange traded funds

Investors flock to ProShares
for bets on wild price swings

TQQQ’s wild ride
Assefs under management ($bn)

T —————
2019 20 21 22

Sources: ProShares; VettaFl

underlying tech-heavy index has slid.
But Proshares says its ETFs, for better
or for worse, are doing what they are
supposed to do. Do not hate the index
tracker — hate the index, experts say.

The ETF provider is consistently a top
buy for retail investors looking for easy
exposure to volatile corners of the mar-
ket. Despite the poor performance in
some of its flagship products, inflows
and trading volumes have been strong.

On Monday, the only share with more
trading volume than TQQQ was Tesla,
with SQQQ in third place. A quarter of
all trades in ETFs in the US were Pro-
Shares products, the most of any single
provider, ProShares said.

Another Proshares ETF, which offers
liquid exposure to bitcoin, was the fast-
est ETF to reach $1bn in AUM after
launching in October 2021, according to
Morningstar. But BITO’s value has also
plummeted 73 per cent as the crypto-
currency market tumbled, wiping out
$1.3bnin investor cash since inception.

“We feel very good about BITO. It is
designed to reflect the performance of
bitcoin futures contracts, which it did,

ProShares inflows remain strong ‘

The ETF provider is second best in class,

despite poor index performance (Sbn)

[ Total assets under [N YTD net inflows
management
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Dimensional .
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Proshares
VanEck |
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Global X
Fidelity ‘

Groups with between $30bn and $70bn AUM

and it ended up very, very closely track-
ing the performance of spot bitcoin,”
Sapir said.

The poor performance of some of the
underlying indices of ProShares’ ETFs
has come as rising interest rates have
caused growth companies to contract.
Inflation and various scandals have also
‘weighed on digital assets. But for Pro-
shares, thatis the point.

“Their legacy core franchise relies on
volatility,” said Ben Johnson, former
director of ETF research, now head of
client solutions at Morningstar. TQQQis
still ProShares’ biggest ETF by size.

ProShares also offers opposite ver-
sions of its worst-performing ETF prod-
ucts, “like insurance”, Johnson said.
Proshares’ third-largest ETF, SQQQ,
shorts the underlying Nasdaq 100 with
triple leverage — and has had a bumper
‘year. It also offers short and leveraged
short exposure to the S&P 500.

However, analysts said leveraged
ETFs were often popular with retail
investors who could not access leverage
or derivatives trading outright and
might not understand associated risks.

Bitter blow:
ProShares’

bitcoin product,

BITO, was the
fastest ETF to
reach $1bnin
assets under
management
after its launch
in 2021 but has
slid along with
crypto assets
= v

“That’s a traditional clientele for
these sorts of products: individuals or
intermediaries who are prohibited from
obtaining leverage by other means,”
Johnsonsaid.

But wild price swings also help under-
pin the ETF providers’ popularity with
retail punters. “Their universe is not
5,000 stocks, it is stocks that get their
attention: things that move a lot, things
with high volatility. And leverage gets
them that volatility,” said Peng Cheng,

‘[Retail
clients’]
universe is
not 5000
stocks, it is
stocks that
get their
attention’

an analystat

ProShares has tried to distance itself
from its reputation as the pre-eminent
provider of leveraged and inverse ETF
products by diversifying offerings into
‘more conventional arenas. However, it
has not been able to shake the fact that
those products make up the majority of
its business, analysts said.

ProShares’ leveraged ETFs use deriv-
atives to synthesise leverage across their
underlying index, which can result in
higher management fees for investors.
TQQQ has a gross expense ratio of 0.98
per cent, nearly five times the costof the
unleveraged QQQ ETF, which tracks the
Nasdaq 100, of 0.2 per cent.

Proshares maintains that the product
is for sophisticated investors and not
intended to be boughtand held. It offers
ETFsthat are unleveraged, or more typ-
ically found in an average portfolio.

Volatility is likely to continue in 2023,
and with it, Proshares” popularity with
bold traders eager to take big bets and
willing to stomach biglosses.

Johnson said that tracking volatile
performance was not ProShares’ sole
intention, it is what investors are look-
ing for. “Those products are for making
turbocharged directional bets.”

“Children shouldn't juggle with ch

Our global
feam gives you
market-moving

news and views,
24 hours a day

saws,” headded.

Rokos slid to
£3.6mn loss
before bets on
rates paid off

LAURENCE FLETCHER — LONDON

The hedge fund management firm of
billionaire trader Chris Rokos plunged
to a loss in its most recent financial
results after its fund was hit by a sharp
sell-off in government bonds, even
though its traders have since been able
to profit handsomely from a surge in
inflation.

Rokos Capital Management, one of
the world’s biggest macro hedge fund
firms with about $15.5bn inclient assets,
posted aloss before partners’ remuner-
ation of £3.6mn for the 12 months to
March 2022, according to a filing with
Companies House. That compares with
aprofit of £914mn for the previous year.

The latest results cover a very difficult
period for the media-shy trader, who
became one of the highest-profile hedge
fund casualties of a vicious sell-off in
short-dated bonds during the autumn of
2021. His fund, which had made big
gains in the early days of the coronavi-
rus pandemic, finished the 2021 calen-
daryear down about 26 per cent.

However, it has since rebounded
strongly, profiting from bets on rising
interest rateslast year, including during
the UK’s market turmoil in the autumn.
The fund finished last year up about 51
per cent, with only one month of losses
— its strongest calendar year since
launchingin2015.

Macro hedge funds have
been able to profit from
huge and long-running
moves in the bond market

Only asmall part of the fund’s gains in
2022 are covered by the management
firm’s most recent financial results.

Rokos Capital declined to comment.

The firm's revenues, which are driven
by management and performance fees,
had been more than £1bn in the year to
March 2021, lifted by the fund’s gain of
about 44 per centin calendar year 2020.
But revenues tumbled to just £119.7mn
inthe yearto March2022.

Rokos himself had earned £509mn in
the year to March 2021. However, in the
mostrecent results the partner with the
largest entitlement was paid just
£4.2mn.

Although some macro funds were hit
hard during the autumn of 2021, when
markets began to fret about the pros-
pectof rapid interest rate rises, the sec-
tor enjoyed what looks to have been its
best year since the global financial crisis
during2022.

Macro funds, which trade in global
bonds, currencies and other markets,
gained 8.8 per centto the end of Novem-
ber last year, according to data group
Hedge Fund Research.

This year they have been able to profit
from huge and long-running moves in
the bond market, triggered by a sharp
pick-up in inflation globally. The yield
on the two-year US Treasury note, for
instance, has soared from 0.7 per cent to
4.4 per cent, while in the UK the 10-year
gilt yield has risen from just under 1 per
centto about 3.7 per cent. Yieldsrise as
prices fall.

Olam considers dual Singapore and
Saudi listing for $3.5bn agribusiness

MERCEDES RUEHL — SINGAPORE

Agricultural commodity trader Olam
Group will list its $3.5bn agricultural
arm in Singapore and potentially Saudi
Arabia as concerns around the war in
Ukraine and climate change spur
investment in food security.

The Singapore-based trader, which sold
a35percentstake in Olam Agritoasub-
sidiary of Saudi Arabia’s Public Invest-
ment Fund last year for $1.24bn, said
yesterday that the dual listing was
designed to help expand outside of Asia.

Olam Agri seeks to raise between
$800mn and $1bn for the listing in the
first half of the year, according to two
people familiar with the deal. The com-
pany, one of the biggest traders in the
world and a supplier to global brands
from Nestlé to Unilever, also counts
]apan s Mnsublsh.l and Slngapcre state

pandemic, even aswholesale food costs
have stabilised inrecent months.

Chief executive Sunny Verghese said
investors were increasingly concerned
about global food security. “What the
Russia-Ukraine war has brought into
sharp relief is that as the world balkan-
ises and polarises . . . global output,
including food and feed production, can
getupended,” he said.

Olam Agri is a supplier and processor
that links farmers, particularly from
frontier and emerging markets in Asia
and Africa, with global brands. The list-
ing is part of a reorganisation of the

Eﬁl'
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Singapore-listed Olam Group to split
into three new entities. Verghese said
there was no change tothe plan to list its
food ingredients business on the Lon-
don stock Exchange with a secondary
listing in Singapore. He said it would
happen after the Olam Agri listing and
‘when market conditions improved.

Nirgunan Tiruchelvam, head of con-
sumer and internet research at Aletheia
Capital, said: “Efforts to spin off [the
Olam Agri] business ticks boxes in a
‘world where people [are] valuing food
security and high environmental, social
and governance standards.”

The company is “viewed as a proxy
for commodity or food prices going up”,
he said, though he added that a number
of global investors were not set up to
trade in the Saudi stock market.

“The Saudis have been investing in
the business fDr a W]lllE- and it ﬁT.s mm

Gemini co-founder urges DCG to sack
its chief in dispute over $900mn debt

NIKOU ASGARI — LONDON

‘Cameron Winklevoss has called for the
board of conglomerate Digital Cur-
rency Group tooust its chief executive,
ina growing spat over debts stemming
from last year’s FTX crypto shock.

bankers to help explore options. Last
week, Silbert said DCG had notreceived
aresponse to its own proposals to Win-
klevoss and other creditors, which
include Dutch exchange Bitvavo and

crypto savings firm Donut.
In a new public letter on the matter
called

DCG’s web of intra-company loans,
and investments, previously revealed
by the Financial Times, has further
complicated the picture for creditors.

The core issue is a $1.1bn promissory
note DCG issued directly to Genesis
when it assumed the broker’s liabilities

1n a second open letter p yes-
terday, Winklevoss, who runs crypto
exchange Gemini with his twin brother
Tyler, reiterated his call for DCG boss
Barry Silbert to pay back debts includ-
ing $900mn in Gemini client funds that

on the group’s bnard to sack silbert
immediately. The Winklevoss twins do

Cameron Winklevoss said

arestuckinone of DCGsunits. cameron  DCG had not ‘given lits

had given Silbert a January 8 deadline to 3 z

e e T Genesis unit] so muc'h a_s a
The cash demandsunderlinehowlast penny ofactual fundmg

year’s collapse of crypto exch: FTX

continues to hurt the industry’s close-
knit web of prominent firms and per-
sonalities in this self-styled decentral-
1sed markeL

not own a stake in DCG, limiting their

capacity to force Silbert’s hand.
“Thisisanother desperate and uncon-

slruchve puhhclty s‘mnt fmm Camemn

the collapse of crypto hedge
fund Three Arrows Capital last summer.
1t matures, delivering the cash to Gene-
sis, in 2032.

Cameron Winklevoss wrote yesterday
that DCG had not “given Genesis so
much as a penny of actual funding”,
saying the promissory note “did nothing
to improve Genesis’s immediate liquid-
ity position or make its balance sheet
solvent”.

DCG has been attempting to raise
money by cutting costs, including Gene-
sislaying off 30 per cent of its staff.

The New ank based group was

https://digital.olivesoftware. com/ol|ve/odn/fta5|a/pr|ntpages aspx?doc= FTA%2F2023%2F01%2F11&ts 20230110202716&uq= 20221117085301
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The day in the markets

What you need to know

® Wall Street shares creep higher
® US small-business optimism fades
» European stocks pare January gains

Us stocks edged higher yesterday even
after Federal Reserve officials reiterated
that interest rates would probably hover
above 5 per cent for much of 2023.

Rising prices for healthcare and
consumer cyclical stocks helped Wall
Street’s blue-chip S&P 500 inch 0.3 per
cent higher in early affernoon New York
trading. The tech-heavy Nasdaq
Composite gained 0.4 per cent as.
Investors shook off warnings on Monday
from the presidents of the US central
bank’s San Francisco and Atlanta
branches that high inflation meant
inferest rates had further fo climb.

Most Fed officials expect the fed funds
rate fo peak between 5 per cenf and 5.25
per cent later this year, up from ifs
current level of befween 4.25 per cent
and 4.5 per cent. Much of the debate
among investors revolves around
whether the central bank will lift
borrowing costs by 0.5 percentage points
or 0.25 percentage points when it meets
at the end of this month.

Arguments for either depend fo a large
extent on December's consumer price
index data, published fomorrow. Market
participants surveyed by Refinitiv expect
prices to have risen 6.6 per cent year on
year in the final month of last year, down
from a rise of 71 per cent in November.

“A cool surprise will tilt the
expectations to a 25 [basis point] hike
and we'll gef some equity upside,” said
Mike Zigmont, head of trading and
research af Harvest Volafility

[ confid

e in the US y fell sharply in December
NFIB Small Business Optimism index
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Management. “Hot data will result in 50
[basis point] expectations and significant
downside.” Yesterday's moves in equity
markets came affer the US National
Federation of Independent Business’s
Small Business Optimism index fell more
than expected in December, suggesting
the Fed's aggressive monetary tightening
campaign Is squeezing economic activity.

US government bonds have rallied
since the start of the year on signs of
slowing wage growth — a key measure of
pressure on prices for the Fed.

Yesterday, however, the yield on the
two-year Treasury note, which is sensitive

‘o Inferest rate expectations, rose 0.06
percentage points to 4.2 per cent. Bond
yields move inversely to prices.

A measure of the dollar’s sirength
against a basket of six peers gained 03
per cent on the day.

Europe’s Stoxx 600 shed 0.6 per cent,
eating into strong gains since the
beginning of January, while London's
FTSE 100 fell 0.4 per cent and Germany's
Dax lost 01 per cent.

Hong Kong's Hang Seng index fell 0.3
per cent and China's CSI 300 index of
Shanghai- and Shenzhen-listed sfocks
added 011 per cent. George Steer

Markets update

- = =] =5 [

us Eurozone Japan UK China Brazil
Stocks S&P 500 Eurofirst 300 Nikkel 225 Comp Bovespa
Level 3894.85 1761.03 2617556 769449 3169.51 109894.57
% change on day 0.07 -058 078 -039 -0.21 070
Currency $ Index (DXY) $per€ Yen per $ $perf Rmb per § Real per §
Level 103.414 1073 132.185 1215 6778 5.226
% change on day 0.401 -0.093 0201 -0328 0.095 -1189
Govt. bonds 10-year Treasury 10-year Bund 10-year JGB 10-year Glit 10-year bond 10-year bond
Yield 3.628 2304 0507 3557 2.906 13313
Basis poinf change on day 11810 8.000 0.620 3300 2000 -13.100
World Index, Commods FTSE All-World Ol - Brent oll - WTI Silver Metals (LMEX)
Level 41027 80.47 7553 1878.85 2385 4108.80
% change on day -0.12 103 121 144 168 326
Vesferday'scose spart From Currencies ~ W00 GMT: S, Bovesp, Al Word, 01 Stver = London pm T Tt Prebon

Main equity markets

S&P 500 Index Eurofirst 300 Index FTSE 100 Index
4160 1800 EEC
1760 7680
4000
1720 7520
3840
1680 =D
B P2 Y N O O A A S O A teroliliii il by 7200 "; e
Nov 2023 Jan Nov 2023 Jan o
Biggest movers
% us Eurozone UK
Steris 585 Bayer 482  Admiral 290
Wwarner Bros Discovery 504 Ageas 378 Convatec 207
§ Thermo Fisher Scientific 454  Renault 266  Antofagasta 162
Danaher 442  Accor 217  Rightmove 147
Agilent 429  Deutsche Boerse 188 Abrdn 139
Dish Network -547  Randstad <125 Rs -4.83
@ lllumina -485  Klepierre -3.98  Brifish American Tobacco -3.99
2 CfIndustries Holding -385 Heidelbergcement -373  Airtel Africa =349
8 Mosaic (the) -3.60  Fresenius -3.00 Ocado -3.07
Waste Management -349  Novo Nordisk -282  Next 29
Prices 13kan 2t TH0D GMT  Based on ha constituents of he FTSE Eurofist 300 Eurozone
AN data prowded by Mormingsrar unless stherwsz nated.
Wall Street Europe London

Efforts to reduce ifs overheads liffed
crypto exchange Colnbase, which set out
plans to lay off 950 employees.

Coinbase estimated it would incur
between $149mn and $163mn in
restructuring expenses linked fo the
move, of which $58mn to $68mn was
earmarked for charges related fo
severance and other fermination benefits.

Oak Street Health, which operafes a
network of care centres for adults on
Medicare, surged following speculation
that it could be a takeover target.

Bloomberg reported that CVS Health,
one of the largest pharmacy retailers in
the US, was exploring a $10mn purchase
of Oak Street.

The rumour chimed with CVS's efforis
to shiff away from its refail roofs and
diversify ifs offering. It bought home
healthcare provider Signify Health for
$8bn last year, beating off rival bidder
Amazon.

Virgin Orbit, the group behind a failed
attempt to launch satellites on UK soil,
fell sharply. During the firing of ifs

Norway’s Kahoot! fell sharply following a
weaker than expected sales performance
af the end of 2022.

Eilert Hanoa, chief exacutive of the
game-based learning platform provider,
said the macro environment was “driving
more cautious decision-making and
longer sales cycles, which resulfed in
lower than expected revenue growth”.

Invoiced revenue rose 10 per cent year
on year to $43.5mn in the fourth quarter,
which undershot the $50mn-$55mn
target stated in November.

Austrian moforcycle manufacturer
Plerer Mobility climbed following
“another record year in 2022", it said.

Preliminary figures pointed fo annual
revenue of befween £€2.42bn and
€2.44bn, up 19 per cenf year on year,
while an operating margin of 9 per cent
o 10 per cent was at the upper end of its
previous guidance.

Sales of e-bicycles and bicycles rose
15 per cent fo more than 118,000.

Takeover target Caverion jumped on
news that investment firm Triton had

Insurer Admiral fopped the FTSE 100
index following a reiteration of a “buy™
recommendation as part of a sector-wide
review by Berenberg.

*“Admiral remains our top pick in the UK
mofor sector as we confinue to see it as
higher quality compared to Direct Line
and Sabre Insurance,” said the broker,
commenting on the group’s strong
“reserving position” — funds set aside fo
meet outstanding claims.

Model-railways maker Hornby dived
after forecasting a “modest underlying
loss before tax” for its financial year that
ends in March.

‘While Hornby's order book remained
strong ahead of its 2023 product releases,
it warned of a “high level of uncertainty”
around further sales owing to the effects
of “Inflation and mortgage costs for
consumers’.

Fantasy-figurines manufacturer Games
Workshop sank following a drop in
profits, hit by a fall in licensing revenues.

‘Operating profits was £83.6mn for the
half-year, down from £88.5mn a year

Nagging doubts

keep investors

from celebrating

Katie Martin

Markets Insight

nflation is finally cooling. But the
ghost of sky-high growth in prices
continuestohaunt fund managers.
The genuine possibility that the
peak in global inflation may be
behind us started to emerge in the US
last month, when data showed the
annual rate dropped to 7.1 per cent in
November, a decent fall from 7.7 per
cent the previous month and even a lit-
tle below forecasts.

Certainly, the “old you” from, say,
three years ago, would laugh at the sug-
gestion that 7-ish per cent inflation is
good for risky assets. But then, “old you™
had not been through the mincing
machine of 2022 — a year that fund
managers of almost all stripes are des-
perately keentoforget.

That reading marked the slowest rate
of inflation in almost a year and meant
the pace of consumer price rises had
fallen for two months in a row. It ena-
bled investors to dare hope the night-
mare of endlessly soaring inflation and
an endlessly hawkish Federal Reserve
might finally be coming to an end. This
month, data from the eurozone sug-
gested the US inflation figures were not
a blip when its December rate also
dropped into single figures. US figures
for Decemberare due out this week.

So why are investors not dancing in
the streets? Instead, party-poopers, per-
haps humbled by a cruel 2022 marked
by the killer combo of sliding stocksand
bonds, express nagging doubts when
asked how this year will pan out.

“Honestly, I don’t know,” says Andrew
Lake, head of fixed income at Mirabaud
Asset Management, with the hint of a
sigh. “Thavenoidea”

one factor holding back the enthusi-
asm is that a pullback in inflation was
already embedded in markets. Inves-

torshad done what they. dto

ing hi i ing financial con-

and anticipated the next bxgslrurﬂ inthe
macro environment. Global stocks, as
measured by the MSCI world index.
rose some 20 per cent from the lowest
point of October to mid-December,

ditions (for which, read buoyant asset

prices).

But central bankers want to get back
toa different sort of good old days when
inflation was housebroken. If they
remain single-minded in this mission

despite the lack of any ingful
brightening in growth or geopolitical
tensions. That rally “took a lot out of
returns from [2023]”, Lake says.

The really big worry for Lake, and for
lots of other fund managers, is that,
sure, the Fed will probably hit pause
quite soon. It has already chopped the
size of its rate rises down to a half point,
a break from the three-quarter point

‘My worry is not that we
get a big recession, it’s that
the Fed starts tightening
again at the end of 2023

increments we saw several times in

2022. Early this year it is likely to want

tosit back and see how thatrapld pace of
filters through

But can we be certain that the next
move is down? What if the pause is not
so much of a pivot but a plateau, a brief
breather to reload and start again? After
all, it turns out no one in policymaking
or investing circles really understands
inflation quite as well as they thought.
“If inflation doesn’t come down and
unemployment is not high, then they
will feel comfortable raising rates
again,” Lake says.

This is the notion really keeping
investors awake at night. Deep down,
they want to get back to the good old
days of low inflation, low rates and cen-
tral bankers who see a virtue in support-

and fire up the rate rises all over again,
then some of the nastier features of
portfolios in 2022 could reassert them-
selves in 2023. “The worst-case scenario
for next year is if the Powell Fed
becomes another Volcker Fed, if it
becomes more hawkish,” says Flavio

nzano, fixed-income investment
director at Capital Group.

Not only would that continue to throt-
tle higher-risk assets, such as tech
stocks, that thrive when money is cheap
and profits are a worry for another day,
but it would also be likely to force the US
‘economy into arecession.

“My biggest worry is that the Fed has
to start again,” says Andrew Pease, head
of investment strategy at Russell Invest-
ments. It is easy to imagine the Fed
pausing, markets shooting higher, the
economy picking up, Pease says, fol-
lowed by a resurgence in the inflation

policymakers are so desperately keen to
hold down. And then the pain restarts.
“My worry is not that we get a big reces-
sion, it’s that the Fed starts tightening
againat the end 0f 2023,” he says.

A mild recession might in fact be the
best outcome for investors, he says —
mild enough not toinflict too much pain
but bad enough to keep the Fed’s end
point for benchmark rates well under 6
per cent. Otherwise, the horror show of
2022 will just keep rolling. Last year was
“seen as the year of the reset”, Pease
says. “Whatifit’s not?”

katie.martin@ft.com

Investors’

Future of
private investing
15 June, 2023

This June, the Future of Private Investing returns for
the first time in person. Hear from our panel of skilled
commentators, award winning journalists and equity
experts. Meet with leading fund managers and get
'your burning questions answered.

Book your super early bird ticket now
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ARTS

Artis all about
sex and death’

Gambling mogul David Walsh has poured millions into his
underground Tasmanian museum. He talks to Georgina Adam

henImeet David Walsh,

the Australian gam-

bling mogul, art collec-

tor and founder of one

of the strangest muse-
ums in the world, almost the first words
out of his mouth are expletives. They
are not directed at me but at the person
who arranged the meeting: he’s
double-booked, as he complains in no
uncertain terms.

Having vented his displeasure, he
turns to me: “You will just have to come
along. Are you recording? Give me the
recorder.” And with that he takes off
towards the entrance of his private art
space, the Museum of 0ld and New Art
(Mona), which currently displays some
300 works from Walsh’s 3,000-strong
collection. Walsh made his fortune gam-
bling in many forms, including
horseracing, blackjack, poker . . . you
name it, his syndicate bets on it. Aus-
tralian casinos have banned him and his
syndicate members for card-counting.

Dressed in faded grey jeans and a yel-
low sweater with his shirt untucked at
the back, long grey hair framing his face,
‘Walsh has said he believes he is on the
autism spectrum, a condition some-
times associated with remarkable
mathematical skills — the kind which
have allowed Walsh to beat the house so
successfully — but also with difficulties
insocial interaction.

Scurrying behind him towards the
museum is his head of communications
and another person who needs some
documents signed. Walsh stops on the
zigzag path leading down to the
museum’s mirrored entrance and signs
the documents, propping them on the
grass, before setting off again. We move
under bright Tasmanian sun and sud-
denly we are in the darkened museum.

Aswe walk, I ask him what motivated
him to create Mona, and whether he
deliberately made it the antithesis of a
traditional museum. “I don’t think peo-
ple know why they do things!” he says.
“We do things because we are a social
species, the way we perform is the way
weshow off”

This is very much his belief: that all
motivations are about attracting a mate.
Itisoften said that sex and death are the
dominant themes of the museum.
“That is not my choice, but the artists’:

their work is all about sex and death.”

‘And this is clear inside Mona. Among
the works on display — which have
shocked many — are a wall of vulvas by

sold, for example Chris Ofili’s “Holy Vir-
i Mary"' (]396) a portrail of a black

The new evdubluun Oceans of Air, by

Greg Taylor, Egyptian phagi and
‘Wim Delvoye’s faeces-making machine,
“Cloaca Professional” (2010). Oneof his
most provocative pieces, the remains of
asuicide bomber cast in chocolate (“On
the road to heaven the hlghwaym he]l"

y artist Tomds Sara-
ceno, includes visionary work wrought
from spiders’ webs, radiation balloons,
dust, local flora, fine particle pollution
from the skies of Mumbai and more.

But the collection has a huge range,
back ient world. Walsh started

(2008) by Stephen J
been taken off view. Others have l!een

by collecting antiquities because, he

1NN LIVE

FT AT
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World Economic Forum’s Annual Meeting
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says, he had been unable to export some
winnings from South Africa in cash and
bought a Yoruba palace door instead.
Then, “I built this little antiquities
museum, I wanted to look after them.
But it looked like every other museum
inthe world.” Because of ethical difficul-
ties in sourcing these objects, he built
something new. “I hope [Mona] is the
ion of a different hypothesis; it
can be much more performative and
much more tongue-in-cheek because
there isnomoral imperative behind it.
So is his museum delib ly a chal-

The museum is dug three floors down
through the sandstone underneath his
houses. Works are displayed in rooms
sometimes more like caves, often in
deep gloom, connected with tunnels
and walkways. The impression is not so
much a museum as an immersive art
destination doubling as a rich man’s lair
with his eclectic accumulation of the
vulgar and the remarkable.

‘Mona was a gamble when it opened in
2011: it sits outside Hobart in Tasmania,
the southerly island off the Australian
mainland, a place that was until then
hardly visited except by local tourists in
camper vans.

It wasn’t easy at the begmnmg, he
says: “Whenyou areinab

Clockwise, from main: James
Turrell’s ‘Armana’ (2015) at Mona;
aferry approaches the complex;

David Walsh, founder of Mona
Mona/Reém ChauvireSha Glsore Jesse Hurnord

Almost 12 years after its opening, the
place has become a rip-roaring success,
attracting almost 4mn people since
opening and transforming the fortunes
of the whole island. Restaurants, bars,
hotels and shops have sprungup, bene-
fiting from the influx of both domestic
and international tourists. To one side of
the vineyards that flank the entrance to
Mona is a construction site, a new wing
in the making. 1t will house a five-
storey work by Anselm Kiefer, related
to abuilding-artwork at his studio in the
south of France. “I am about to spend
another £28mn just on the construc-
tion! As for running costs, they are
enough to run me into the ground —
about £10mn a year. But if I was only
doing what I could afford to do, 1
wouldn’tbe doing anything atall”

So how will the wildly expensive,
eccentricmuseum continue? Walsh says
that revenue from his gambling syndi-
cate will supportit, plus streams of cash
from other sources. The brilliant O app

‘Tbuilt Mona to absolve
myself from feeling guilty
about making money
without making a mark’

which visitors to Mona use is a location-
aware device which gives them informa-
tion about the works they are standing
in front of and enables virtual queueing
for some displays. He sells the technol-
ogy, notably to the J Paul Getty Museum
inLA and the BobDylan Center in Tulsa.
“Mona is the largest shareholder in the
mmpany Art Processors — and thatis
howIh

he corrects himself — “in an eddy in a
backwater, you can’t get anyone to
make anything for you. James Turrell is
acase in point. I contacted him directly
and indirectly many times and he
wouldn’t do anything for me. And then
he discovered that the largest Quaker
school in the world is in Hobart, and
suddenly he became incredibly amena-
ble tocomingout here . . . Since then we
have become friends and now he’s pre-
pared to do anything 1 want him to do.”
Now four immersive light installations
by Turrell are among Mona’s most

lenge to the remit and philosophy of
more traditional ones? “If you take state
museums,” he says, “their motives are
the binding force of religion — to make
you believe you are in the presence of
greatness, you walk upstairs past Greek
«columns and this makes you feel small.
That is why Mona is underground, I
don’t want to give visitors the visual
clues of the experience in advance,” he
says. “Also, Thad these two housesand I
didn’t want to fuck them up visually.”

The reply is pure Walsh: disjointed
and uncensored. Typically Walsh as
well is Mona’s advertising campaign
featuring some of the one-star reviews
it has received on social media (“1 left
with a feeling of disdain for all galleries
and museums”).

Does he have art at home? “I don’t
really have art in my own home as until
very recently my home was in the
museum,” he says, but adds: “Icould see
sir Sidney Nolan’s giant artwork ‘Snake”
every day”

He wmte in his 2014 book, A Bone of
Fact, “1 built Mona to absolve myself
from feeli i i
without making a mark.” I ask him
about this. “That was certainly true
when I built Mona, but I feel a lot less
like that now,” he says. “Maybe I have
become more self-assured, and I have
done sufficient penance.

“I'm pouring money into it and 1 can
continue to do that. When I am no
longer here I can assure its future — and
it will be substantial”

“Oceans of Air’ runs to July 24. mona.net.au

Ai Weiwei's ‘White House’ (2015) at MODa — fesse Hunnitord

Showcase for hip-hops next generation

Suresnes Cités Danse
Théatre de Suresnes Jean Vilar, Paris
Fekhird

showcase each of those techniques.

That’s a shame, because the initial
image of him falling asleep on a chair,
only for a bright lamp to replace his hid-
den head, had a surrealist quality that
promised. much. His aenal work around
the chair, bles, then set

Laura Cappelle

It’s a new era for France’s longest-
running hip-hop dance festival. Last
‘year, Suresnes Cités Danse celebrated its
30th anniversary along with the retire-
ment ofits founder, Olivier Meyer.

His successor, Carolyn Occelli, knows
the house well: from 2019, she was the
secretary-general (and is now the di;

up a dreamlike atmosphere. A stronger
dramatic arc and a less insipid score
‘would have helped to sustainit.
Suresnes Cités Danse hit its stride
more easily on the main stage with
Mehdi Kerkouche's Portrait. At 36, Kerk-
ouche is the new wonder-boy of French
dance. His rise to prominence came
through viral lockdown videos and this
month he wa d to the helm of

tor) of the theatre where the festival is
held, in the Paris suburb of Suresnes.
For now, she has prudently stuck to the
festival’s formula: large-scale premieres
in the main auditorium and mixed bills
devoted to emerging artists ona smaller
second stage.

Unfortunately, this year’s first mixed
bill brought under-developed work, but
programming wasn’t the issue. Follow-
ing a serious neck injury to the dancer-
choreographer Hugo Ciona, he and his
stage partner Nathalie Fauquette
couldn’t finish their planned premiere,
Kairos; instead, they showed a 10-
mmute excerpt Its. spl.ra]lmg llfLs were

one of France’s National Choreographic
Centres in Créteil.

Kerkouche's style has an easy fluency
to it and leaves space for individuality,

but Portrait also suggests an interest in
rigorous composition. One tableau
shows dancers going in and out of uni-
son in tidy, symmetrical patterns. Else-
where they try emotions on for size,
laughing then raging while moving
chairs in a rectangular formation.

Portrait is a homecoming since Kerk-
ouche grew up in Suresnes, and it aims
to be a snapshot of another family of
sorts: his dancers. Repeatedly, the group
assembles for family portraits, with an
older dancer, Amy Swanson, serving as
amatriarch. The choreography doesn’t
quite connect the dots between those
relationships and more abstract scenes,
but it is a serious effort. At Suresnes
Cités Danse, the next generation has
clearlyarrived.

To February 5, theatre-suresnes.fr

Nicholas
Sannier in his
solo piece,

‘Home’
Romain Tissot
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‘Without fear and without favour”

Macron's indispensable pensions overhaul

ft.com/opinion

Raising the retirement age
is necessary but fraught
with political challenges
Nearly six years after he first won the

French presidency, Emmanuel Macron
has embarked on an overhaul Dl the

crisis, can he modernise the country or
justmanage it?

Ifunchanged, the pension system will
run annual deficits of between 0.4 and
0.8 per cent of gross domestic product
over the next quarter-century; (there
are more benign scenarios of break-
even, but these suppose a productivity
miracle). It is not a catastrophic hole:
the mini contribution for a full

country’s pay
system, the mmher of all refm'ms to
a creaking welfare state. An earlier
attempt was derailed by the pandemic.
To his credit, Macron put raising
the retirement age from 62 to 65 at the
centre of his re-election campaign last
year even though it cost him and his
party votes.

Plugginga hole in the pension system
is a gauge of credibility for Brussels and
for financial markets which are again
penalising ill dlsmplme lt isalsoatestof
what i inghi
second term having lost his parliamen-
tary majority. With social tensions
running high during a cost of living

pension isalready quite exacting at 41.5
years —and it is climbing to 43 — evenif
apension age of 62 looks generous. Yetit
is a hole that needs to be filled. France's
debt-to-GDP ratiostands at 113 per cent.
Macron has rightly ruled out raising
taxes or rescinding tax breaks since
France’s tax share of GDP is already
45 per cent, the second highest in the
OECDafter Denmark.

That leaves two parameters: the
government has opted to raise the
pension ageto 64 by 2030 rather than to
65and to accelerate the transition to 43
years of contributions. It is a sensible
compromise. It will not do much to

sweeten a deeply unpopular reform but
should win over France’s mainstream
centre-right opposition, whose support
is needed for parliamentary passage.
The pensions reform is a test of the
centre right’s relevance as a party of
government too.

Franceis an outlier in Europe. Its men
retire more than two years earlier than
the EU average, its women a year. Enjoy-
ing life after work on a decent pension is
part of the social contract. For many on
the left and in the trade union move-
ment it is a totem of social progress.
Some want to go back to pensions at 60,
which Frangois Mitterrand intreduced
in 1982. French life expectancy has
climbed eight years since. Working a
fraction of those years seems reasona-
ble. A later pension age can be iniqui-
tous for those who started work and
contributing when under 21 or for man-
ual workers. But the reform guarantees
earlier pensions for these categories. It
will also make the system falrer by

those who contributed less over their
lifetimes and by removing special bene-
fits for some groups who no longer merit
them. Those improvements are made
possible by delaying the pension age for
themajority.

This is not just a budgetary exercise.
France needs more people in work to
raise output and tax revenues and fund
public services. That means increasing
the employment rate among seniors,
which is low by OECD standards. The
government hopes a pension age of 64
will change incentives and culture in the
workplace. It will need to do more than
that to ensure older workers are not
thrown on the scrap heap and on to
out-of-work benefits.

These reforms will face strong opposi-
tion from the left and far right. As in
1995 and 2010, there will be strikes and
protests. It will be politically perilous for
Macron. This reform is less ambitious
than the overhaul proposed in 2019, a
sign of his diminished authority, butitis
indispensable nonetheless.

Science

New Alzheimer’s drug
straddles uneasy gulf

Aoy Carter

Anjana
Ahuja

he perfect drug would

be effective, free of side-

effects, cheap and easy to

administer. Lecanemab,

which won accelerated
approval from the US Food and Drug
Administration on Friday to treat
early-stage Alzheimer’s disease, can
claim to meet one of those criteria —
butonly toadegree.

It does not halt or reverse the
decline associated with the neurode-
generative condition, which erodes
memory, language and the ability to
live independently, but it is the first
Alzheimer’s drug to pull off a statisti-
cally significant, if modest, slowing in
the rate of decline. Itis a step up from
current drugs that treat only symp-
toms: a landmark success in a desert
strewnwith pharmaceutical failures.

Side-effects, cost and convenience,
though, sit on the debit side of the

ledger. Lecanemab, a collaboration
between Tokyo-based Eisai and the
American firm Biogen which will be
sold under the name Leqembi, has
been linked to brain bleeding and sei-
zures, with three deaths during an
extended clinical trial involving about
1,800 people. It is priced at $26,500a.

227 per centslowdown in their disease
pr over d
to a placebo group, assessed against
scales of cognition and function. The
results, Eisai claimed, suggested it
would take the lecanemab group
about 25 months to show the same
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China’s pursuit of growth threatens an ecological disaster

Gideon Rachman states that “Halting
China’s growth cannot be west’s goal”
(Opinion, January 3), but he omits to
say that this growth is largely built on
coal at home — China is the largest

rest if the planet should want? Not nn]y

asks, we should better prepare for the

is China’s ic growth

‘harmful to the rest of the world, ltl.i

also an ecological disaster for itself.
Irreversible pollution of soils,

emitter of h gases in the
‘world — and on extracting minerals
and natural resources in an ecologically
destructive and polluting way abroad.
Apart from the bribing of the often
autocratic regimes of the countries
involved and associated violations of
human and labour rights, is this the
kind of Chinese growth the west or the

gr the drying out and
erosion of China’s north, torrential
rains and flooding in the west and
south-west, the Three Gorges Dam at
risk of collapsing with many smaller
dams already having fallen apart,
China’s future is bleak.

Instead of how to manage “the

demise of China — it is at the moment a
giant on ecologically clay feet.

The tragedy of China is that with
20 per cent of world population and
only 7 per cent of the world’s fresh
‘water reserves and 10 per cent of the
‘world’s arable land, it has to frantically
export to pay for the vital import needs
resulting from these ecological
fundamentals, but in doing so it further
compromises these fundamentals and
thus the economic and military

rise of China”, as Rach

duction capacity at the basis of a

P

truly great power. The fact that
halting China’s growth in its current
form is in the interests of the west, the
planet and China itself, should not
obscure the fact that to have a liveable
future for the earth, all societies,
including those of China and Russia,
are essential partners.

In some cases, regime change would
be highly desirable.
‘Wouter Justus Veening
Political Ecologist, Institute for
Environmental Security
The Hague, The Netherlands

Don't let UK breakthrough
technologies gather dust
Peter Foster and Daniel Thomas are
right that scaling up innovative
‘businesses based on our world-leading
science is a key challenge for the UK
(Big Read, January 6).

This is especially true for “deep tech”

that builds on

decline as the control group displayed
over 18 months. The analysis was pub-
lished in the New England Journal of
Medicinein November.

still, a thorny truth remains: the
slowdown in deterioration can be both
statistically significant and extremely
small. Robert Howard, professor of
old age psychiatry at University Col-
lege London, said the difference in
overall scores between the treatment
and placebo groups fell short of what
most specialists would regard as
clinically relevant. Plaque removal
may weaken blood vessels in some
patients, increasing the chance of
haemorrhage (lecanemab is not
recommended for patients on blood
thinners). Howard would not advise
his patients to take it “because the
benefits don’t justify the risks”.

Jeffrey Browndyke, assistant profes-
sor of psychiatry and surgery at Duke
University Medical Centre in North
carolina, said he would not rule out
the drug but that it was “still unclear to
many that there is clinical effective-
ness that significantly improves func-
tion”. He added he expected adverse
incidents, including deaths, to rise if
lecanemabwas used more widely.

Where does that leave us? One
takeaway is just how dllferently
patients, insurers and view

fundamental science and engineering
‘to address global challenges. In and
around university campuses, scientists
and engineers are pioneering advances
in areas such as grid-scale energy
storage, vaccines and drug discovery,
‘biomaterials and medical devices and
new computing paradigms. But
‘breakthrough science is time-
consuming and expensive to bring to
market, and retains a high level of risk
that can put off investors. This risks
leaving technologies stuck in the
innovation pipeline — and the UK
losing out in key areas.

- WERE STRIKING FoR MINIMUM
EVELS oF SERvicE "

claiming that to “splash out to woo
" was central to their

“De-risking” these technologies to
attract investment from deep-pocketed
early stage investors — at the right time
—is critical. Imperial College London’s
new Institute for Deep Tech
Entrepreneurship takes aim squarely
at demonstrating how bridging the gap
‘between public funding and private
investors will catalyse successful
innovation and commercialisation. The
institute supports teams of inventors to
get further along the path to
commercial viability before they
formally spin out and scale, going
‘beyond a standard proof of concept
fund to help them to achieve the
‘technical milestones needed to engage

ial investors. In parallel, the

lecanemab. The Alzheimer’s Associa-
tion welcomed FDA approval but said
it was wrong for medical insurers not
to fork out for it. Browndyke believes
the approval partly reflects lobbying
from industry and patients. Howard
fears that overblown hopes will

ear; requires i
mfuslons and regular momtunng
forp Iy d. ide-effects

Patient groups and Eisai are
upbeat but many doctors remain
unconvinced and healthcare provid-
ers are restricting reimbursement.
Lecanemab, for all its landmark
status, may end up representing a
triumph of hope over evidence.

Like Biogen's Aduhelm, fast-tracked
through approval as an Alzheimer’s
treatment last year but a subsequent
commercial flop, lecanemab is an
antibody therapy designed to clear
brain plaques made up of a substance
called beta-amyloid. The plaques are
suspected to be a driving factor in
A.Izhem'ler 's; remmnng them has long

blind desp patients to the risks.
While a fresh drug approval should
signal a joyous moment in the treat-
ment of a disease that accounts for
most of the world’s 55mn dementia
cases, it is now fuelling an unhappy
difference of opinion.

The second takeaway is that
lecanemab is still not a full-throated
vindication of the amyloid hypothesis,

hich contends that pl th

ecosystem around Imperial’s
innovation campus in Lonf]ons White

strategy. On the contrary, high
spending on user acquisition was never
needed by most of these firms to
achieve rapid growth, allowing them to
become profitable quite early.

Google’s extraordinarily superior
product enabled it to grow organically,
requiring only $25mn of investment, a
minute sum compared with the value
of Alphabet, the parent company, of
over $1tn today. Similarly, Facebook is
the quintessential viral growth story:
itssocial network effects cost it nothing.

Perhaps she is referring to a more
recent cohort of big tech firms, like
‘Uber or WeWork, which did consume
vast amounts of capital, but their
chequered histories make it hard to
argue they “set the standard for
corporam success”.

City is creating toattract
long-term investment, leadership,
talent and infrastructure to support
deep tech breakthroughs and business
start and scale-ups.

Policymakers are right to focus on
research and innovation to address
global challenges and deliver economic
growth, but we need sustainable and
long-term public investment in R&D
and innovative commercialisation
models alongside the government's
new Advanced Research and Invention
‘Agency (Arpa) to support risky
“moonshots™. We cannut aﬂord to let
the UK’s breaktk

disease. As pharma blogger Derek
Lowe pointed out, the drug removes
plaques but doesn’t slow the disease
all that much. Worse, clearing the
plaques carries risks. We may need to
look for the causative roots of
Alzheimer’s elsewhere.

Carelul pahent seleclmn may. yet

gather dust.

Professor Mary Ryan

Vice-Provost (Research and Enterprise)
Imperial College, London SW7, UK

For Google and Facebook,
capltal efﬁuency was key

that need to be built
to snlve today’s problems in the
physical realm — from healthcare to
climate mitigation — will certainly
need alot of capital. But hopefully they
can learn what is probably the most
important lesson from the early days of
Big Tech: be capital efficient.

Paul Forster

(Cofounder & Former Chief Executive
Indeed, Cambridge, Cambridgeshire, UK

Maths is an escape from
life’s grubby contingencies
Arithmetic skills certainly are valuable
in life and may well improve salary
levels (“First lesson: learning the value
of maths”, FT View, January 9), but the
value of mathematics extends far
beyond those uses as means to
mercenary ends — and far beyond
anihmehc

nf th ical

Trial and error may be the

way to regulate crypto
Fabio Panetta (Markets Insight,
January 5) maintains that caveat
emptor, the principle that the buyer
alone is responsible for checking the
quality and suitability of goods sold,
“does not apply to crypto”. But why?
Crypto assets may be a form of
gambling, as Panetta writes. To be fair,
nobody knows yet.

From bitcoin to the latest stablecoin,
these instruments are all quite new. We
are in an intense phase of price
discovery, to begin with because
nobody is quite sure what these things
are for. The happy news is precisely
that regulators are not involved: this
means that whatever happens to the
investors (or gamblers) in question,
the mxpayer is, now, unlikely to foot
the bill.

Knowing about money is
less urgent than making it

I agree that financial literacy — and the
FT’s financial literacy campaign — is
essential for everyone navigating the
complex world of living and working
under capitalism (“Patchy’ financial
education leaves pupils behind”,
Report, December 10).

But so also isa deeper understanding
of macro and microeconomics for
anyone in a capitalist economy to fully
realise their place within it — and how
disposable we are as “labour”. It can
start in high school, and should start
there, even though it will no doubt be
immediately banned in many
American states for being “woke” and
inimical to powerful political interests.

In a nation where the federal
minimum wage has been stuck at $7.25
for 14 years and inflation is the worst in

Shauld 'we welcome regulation decades, knowing more about how to
because “we cannot afford to leave handle money feels less urgent than
cryptos unregu]at.ed“v making a lot more of it, immediately

Itis i raising millions out of poverty.
have a clearer picture than market caitlin Kelly
players in almost any market: think Tarrytown, NY, US
about one in which the traded assets
are still a mystery (insofar as their Using cash is a civil liberty
m‘ﬁ{;ﬂl and their use) tomost people. | ¢ ¢ js under-appreciated

Financial regulators and central
‘bankers can hardly claim they have a
great record: think 2007/2008, or most
recently the evident inability of the
European Central Bank to keep up with
its own inflation target.

In the best-case scenario, regulators
‘would move forward by trial and error:
some errors being inevitably billed to
the taxpayers. In the worst case, they’ll
be captured by some of the market
players. sticking with “caveat emptor”
would at least avoid both of these
problems.

Alberto Mingardi
Director General, Istituto Brune Leoni
‘Milan, Italy

‘Was the Lex note on brain
bots a bit tongue in cheek?

Lex either had its tongue in its cheek or
perhaps allowed a PR snippet in under
its critical radar in “OpenAl: brain bot™
(January 7) where we read “generative
Al promises huge productivity gains.
For example, a company can use it to
write product descriptions.”

You have to wonder, first, if product
descriptions generated by artificial
intelligence will pass muster, and
second, how “significant” such
productivity gains will be.

But the pass-through of the familiar
IT marketing trope of “allowing its

)l tu lncus on more m]purtam

Amy Kazmin's account of her struggles
with card payments in Italy (Opinion,
January 5) was entertaining, but she
side-stepped the elephant in this room.
Governments, regulators and the
banking system would dearly love to
eliminate physical money. And that is a
good reason for private citizens to
defend it.

The option to conduct everyday
small transactions with full anonymity
is a civil liberty that is greatly under-
appreciated. We should nurture that
right by using cash whenever and
wherever we can.

I'm off to empty my coin jar.

Joe Mottley
Dublin, Ireland

Jerusalem holy site favours
‘Wednesday meetings

Regarding Tom Hayhoe’s letter
pointing out how meetings called fora
‘Wednesday “ruin both weekends”
(January 6), the Church of the Holy
Sepulchre in Jerusalem, shared among
anumber of Christian denominations,
is managed through a so-called “status
quo committee” which meets on
‘Wednesday afternoons.

As someone once quipped, university
academics, who traditionally hold their
committee meetings on Wednesday
afternoons to avoid teaching clashing
w1Lh sbudent spnrls wﬂl be laml]lar

https://digital.olivesoftware.com/olive/odn/ftasia/printpages. aspx’7doc FTA%2F2023%2F01%2F11&ts 20230110202716&uq 20221117085301
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Misfiring war in Ukraine creates potential for Russias disintegration

Casey
Michel

s the cold war sped to its

close, western observers

bold enough to forecast the

Soviet Union’s collapse

were few in number and

small in influence. The USSR’s territo-

rial integrity was taken for granted.

Those who thought otherwise — such as

Daniel Patrick Moynihan, the US sena-

tor who predicted in 1980 that the

Soviet break-up would be the “defining

event of the decade” — were largely
ignored.

As such, when the Soviet i

ence, scrambled to keep up with the
paceofevents.

In hindsight, it’s difficult to see how
western policymakers could have been
so myopic. Moscow was mired ina bun-
gled war in Afghanistan, burdened with
a stagnating economy and increasingly
struggling to retain control of its conti-
nent-wide colonial empire. And yet,
time and again, most western officials
missed the widening cracks that were
staringthem in the face.

Now, with the Kremlin once more
bleeding men and resources in a foreign
war, and again sagging under a torpid
economy, western policymakers risk
being caught out a second time. Justasa
failure of imagination blinded the west
to the Soviet Union’s imminent demise,
sothe same failure — and an inability or

began rippling across Eurasia, western
governments were caught flat-footed.
Instead of shaping the contours of the
Soviet collapse, leaders such as Presi-
dent George HW Bush, who publicly

diate horizon. But with casualties con-
tinuing to pile up and no end in sight for
President Vladimir Putin’s messianic
revanchism, the eventual dissolution of
‘the Russian Federation can nolonger be
dismissed out of hand. Western policy-
makers need to begin preparing for the
possibility sooner rather than later.
There are, of course, differences

Legacies of imperialism
and colonisation grow
more pertinent, and more
painful, by the day

between the Soviet Union and Putin’s
Russia. Rather than emulate Mikhail

‘Thomelands of titular nationaliti 5

nised by the Kremlin. The legacies of
Russian imperialism and colonisation
have hardly disappeared in these areas
—indeed they grow more pertinent, and
more painful, by the day.

The invasion of Ukraine has effec-
tively exploded the myth of Putin’s
united Russia — not least because the
Kremlin has targeted specific nationali-
ties, such as Sakha, Tatars and
Chechens, for conscription. Minority
voices opposing the war are “more radi-
cal compared to the old conformities
and silences”, as one activist put it.
“They are talking about colonialism and
imperialism, ethnic and racial discrimi-
nation.”

often overlooked in western aca-
«demic circles, Russian colonisation of

3| to und: dRussiaasthe  Gorbachev’s democratic reforms, Putin  these nationalities in the Caucasus,

colonial empire it remains —isblinding  has chosen repression and centralisa-  Siberia and elsewhere paxalleled the

western pohcymakers to the pobem:lal tion. And demographically, ethnic Rus- brutality of P ion, leav-
ian Feder i i inant na ty.  ingper ietal dischi

forthe R

None of this is to say that the Russian
state’s territorial dJsmmgrar.lon isinevi-

But like the Soviet Union, Russia
today is a federal state, centred onacon-

cautioned against Ukrainian i

table, or the imme-

llation of republics the

Even when it comes to places like Bury-
atia, which has seen a greater burst of
anti-Kremlin agitation than almostany-

‘where else, the history of the Buryats”

colonisation —and how it took Russiaa

full century to fully subdue them —
remains largely unknown in the west.

Now, Putin’s war has transformed

ised nati ies into “can-

nise Russia for what it is: an unrecon-
structed empire, bent on reclaiming
former colonies and adding them to the
pile it still controls. Any movements
emerglng in upposmon to this Russian

ingly worth sup-

these

non fodder” for the Kremlin. And the
fractures originating in Russian imperi-
alism are beginning to emerge in ways
reminiscentof thelate Soviet period.

Clearly, Russia’s ethnic minorities are
not suddenly agitating for secession. As
one official from Tatarstan’s govern-
ment-in-exile recently said: “Our strug-
gle for independence has not yet
started.” Besides, any secessionist
movements are hardly guaranteed suc-
cess. As after the Bolshevik revolution
and the Soviet collapse, the Kremlin has
a history of snuffing out the sovereignty
of colonised nationalities trying to
break free.

This time may be different. Not only
have these colonised nationalities
watched the Kremlin’s pledges of feder-
alism evaporate yet again, but western
governments are more willing to recog-

porting.

Putin’s war in Ukraine risks turning
Russia into a failed state with uncon-
trolled borders. This offers nationalities
colonised by Russia and tossed into the
maw of conflict the chance to claim sov-
ereignty and freedom.

The west must, then, be ready for
what comes next, including a possible
Soviet-style disintegration. The histo-
rian Michael Khodarkovsky wrote in
2016: “We should not be taken by sur-
priseif one day Russia itselfimplodes, as
the [USSR] did.” All empires eventually
splinter apart. Thinking Putin’s — and
Russia’s — will be any different is just
another failure ofimagination.

The writer is an analyst and investigative
Jjournalist who covers topics from kleptoc-
racy tomodern Russia

Thet
lost c
deve

hreat of a
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lopment

Martin Wolf

A way has to be found to resolve the
debt problems that are now emerging
for the world’s most vulnerable

he shocks of the past three
'years have hit all countries,
but they have hit emerging
and developing countries
particularly hard. As a

long-lasting effects, perhaps lost
decades, in manyvulnerable places.
That has happened before. Indeed, it
is whathappened in Latin America after
the debt crisis of 1982. This crisis, it

result, ding to Global
Prospects 2023, just out from the World
Bank, the convergence of average
incomes between poor and rich coun-
tries has stalled. Worse, it might not
soon return, given the damage already
done and likely to persist in the years
ahead.

By the end of 2024, GDP levels in

forecast to be 6 per cent below those
expected before the pandemic. The
cumulative loss in GDP of these coun-
tries between 2020 and 2024 is forecast
at 30 per cent of 2019 GDP. In fragile and
conflict-affected areas, real incomes per
head are expected to have fallen out-

should b lled, also followed a surge
in private lending to developing coun-
tries, then called the “recycling” of the
surpluses of oil exporters. Unhappily,
this surge in debt was followed by Iraq’s
invasion of Iran, a second “oil shock”
(the first being in 1973), a spike in infla-
tion, a sharp tightening of US monetary
policy and a stronger dollar. A disaster
ensued —adebt crisislastinga decade.
Disturbingly, the recent tightening of
monetary policy by the central banks of
the Group of Seven leading economies
has been more similar to those in the
1970s and early 1980s than to any since
then, in both speed and size. On current
market- lmplled interest forecasts, the

right by 2024. If the global
slows more than is now forecast, as a
result of tight monetary policy and per-
haps other shocks, these outcomes
could easily be worse. (See charts.)

These losses, with all they mean for
the plight of the world’s most vulnerable
people, show the impact of the pan-
demic, the war in Ukraine, the rise in
energy and food prices, the surge in
inflation and the sharp tightening of
monetary policy in high-income coun-
tries, ially the US, and

risewill be cl 400 basis
points over 17 months. The rise from
May 1979 was ultimately bigger, but it
alsotook longer. It is true that rates start
from a far lower level this time. But that
may not make that much difference if
people have relied on these low rates.
Moreover, the appreciation of the US
dollar has been particularly strong. For
the countries that have substantial
external debt denominated in the US
currency, this will also raise debt service

harol

rise in the value of the dollar. An obvious
danger now is that of waves of defaults
in over-indebted developing countries.
Taken together, these shocks will cause

ly.

It is helpful that borrowing this time
was not so much from banks at variable
rates, but in bonds, which have longer
maturities and fixed rates. Neverthe-

Current y tightening is d The most recent rise in US interest rates and
to be the strongest since the early 1980s the dollar has been large by past standards
Change in G7 weighted policy rate” (basis points) Rate rise and dollar appreciation during periods of
during tightening cycles May 1670 monefary fightening
00 J == US inferest rate increase (% points)
.
uss$ appmclaﬂun (%) } } Exporter,
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How the cost of credit has exploded

for weak borrowers

Emerging market & developing economies’ sovereign
spread changes in 2022, by credit rating and energy
exporter status (% points)

500 1,000

1,500

Sample ncludes L1 anergy exporters and 35 enargy mparters

less, asudden cut off in the flow of credit
will create a merciless squeeze. The
Wworld Bank shows a rise of 17 percent-
age points in spreads on sovereign bor-
rowing in foreign currencies of com-
modity importing countries with weak
credit ratings in 2022. Effectively, these
countries are shut out of markets. More-
over, the external debt of Sub-Saharan
Africais high, too, at over 40 per cent of
GDP. It is not surprising that there has
‘been a huge decline in public and pri-
vate bond issuance in emerging and

In conflict-affected and
fragile areas, real incomes
per head are expected to

have fallen outrightby 2024

developing countries since February
2022 compared with a year earlier.
Inevitably, highly indebted countries
that have already suffered the Covid
shock and a sharp deterioration in their
terms of trade, as food and energy prices
soared, will now be in even more serious
and enduring trouble. This will also

investment has fallen sharply. Thus, for
emerging and developing mu ntries asa
whole, thebank

offer the help they now evidently need,
itwill unamblguouslybe their faulL

investment in 2024 will be 8 per cent
lower than expected back in 2020.1f one
adds the likelihood of long-lasting debt
problems and so a cessation of flows of
external capital, the posslbllltv ofalost
decade for ly becomes

include a large number of 1
countries where the livelihoods of many
are already on the margins of survival.
According to the bank, the number ul
people suffering “food insecurity” (that

is, on the borders of starvation) mluw—
income countries jumped from 56mnin
2019t0105mn in 2022. When might this
Teverse?

‘We know, in addition, that many chil-
dren lost parents during the pandemic
and that their education was also seri-
ously disrupted. Furthermore, physical

highly probable for many countries.
Needless to say, this will also not be an
environment in which much progress
will be made with the energy transition
inmany places.

Covid was not these countries’ fault.
The lack of global co-operation in tack-
ling it was not their fault. The lack of
adequate external official funding was
not their fault. The global inflation was
not their fault. The war is not their fault.
But if the high-income countries do not

The high- wishto
embark on a war of values with China.
‘Well, here is one battle. A way hasto be
found toresolve the debt problems that
are now emerging effectively and not, as
happened in the case of Latin America,
after almost a decade of pretence. A way
hasto be found to escape the vicious cir-
clein whichlow creditworthiness begets
unaffordable spreads, which beget debt
crisesand even lower creditworthiness.
Thatis notjustin the interests of poor
countries. It is also in the interests of
rich ones. The problems of fragile and
impoverished countries will become
theirs, too. It is time to do things differ-
ently. Next week, I plan to consider how.

martin.wolf@ft.com

Norman
Blackwell

ith the latest financial
services and markets
bill starting its passage
through the House of
Lords, the doomsayers.
wﬂl be lmmg up tu r.lalm Lhal these

Financial regulation in the UK is ripe for a serious rethink

global financial services sector to
flourish.

Of course, many of the regulatory
innovations that followed the financial
crisisremain relevant and sensible. The
regular stress testing of capital and
liquidity against a variety of shock
scenarios is avital part of the regulatory
framework. And given increasing IT
dependence, the increased focus on
industry-wideresilience s critical.

However, the excessive regulatory
hm'den has ansennot 50 mu(:h fmmﬂ]e

small group of senior supervisors, the
regulators employ a growing army of
less experienced staff who are more
likely to stick to a rigid interpretation
of the rule book because they do not
have the confidence or experience

The burden has arisen not
from the legislation itself
but from its overly
 FSRR—E

simFramarsant

‘However, where a major institution has
gone through a careful and rigorous
recruitment process, it causes damaging
delay to then have less qualified staff in
both regulators repeat the process to
grantapprovals.

similarly, while accountability is
important, the desire of the regulators
to pin every mistake on an individ

implementation has imposed costly
structures and governance bureaucra-
cies on banks with quite limited invest-
ment banking es.

In the case of the Financial Conduct
Authority, its desire to protect custom-
ers from any adverse outcome has
had the counterproductive effect
of adding signifi costs to many

and to demand consequential penalties
has had a corresive impact on the will-
ingness of executives to take tough deci-
sluns, creatlng bureaucrahc gndlock as

financial products.

The dual structure of the FCA and the
Prudential Regulation Authority means
both bm‘]les s pursue their own agendas,

to consider the competitiveness of
the financial services industry — i
an important recognition of the need
for some rebalancing. However, on
its own it is unlikely to have a significant
impact on the regulators’ culture
and practices.

That will need a much more funda-
mental reappraisal of the regulatory
landscape and a recognition within the
regulators themselves of the need for
radical change. Without that, the regu-
latory overhead is hkely to mnhnue to

https://digital.olivesoftware. com/ol|ve/odn/fta3|a/pr|ntpages aspx?doc=FTA%2F2023%2F01%2F 11&ts=20230110202716&uq=20221117085301
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LME/Nickel:
falling short

Nickel reduces corrosion. The metal
has had the opposite effect on the
reputation of the London Metal
Exchange, owned by Hong Kong
Exchanges and Clearing. A report by
Oliver Wyman attempts to explain
what happened in a spectacular short
squeeze last March.

The consultancy sidesteps one
element in all the chaos: the LME’s
decision to cancel some big purchases
of nickel. This helped short sellers,
apparently including metals tycoon
Xiang Guangda. The cancellations
shook investors’ confidence in the
London niclkel market as much as
unprecedented price swings.

But Oliver Wyman has pointed to
other failings of the report sponsor. It
says the LME did not know enough
about the size of short positions. These
theoretically have unlimited risk.
Monitoring their size is an important
job for any exchange and clearing
operation, in this case LME Clear,
another subsidiary of HKEX.

Even before the Ukraine invasion,
reports had surfaced about a large
short held by one trader, later revealed
to be Xiang. The LME was aware of the
amount of open trades on its bourse.
But it apparently knew little about
over-the-counter (off-exchange)
trades, which equalled a third of LME
volumes. That left another blind spot
inits oversight. Exchanges try to
prevent buyers from cornering the
market in any asset, as Italy’s Ferruzzi
tried to do with soyabeans in 1989.

The limited data available to the
LME and LME Clear meant they were
unable to foresee the scale of the short
squeeze when they demanded more
cash margin from traders during early
March. When the LME suspended its
margin calls on March 7 as nickel
soared, the move contributed to fears
that the system was broken. The nickel
futures contract price doubled to more
than $100,000 a tonne the next day.

UK regulations require real-time
monitoring of margins. Oliver Wyman
says the LME stopped doing so for
more than five hours on March 8. Itis
disappointing, if perhaps inevitable,
that the report withheld comment on
the subject most challenging to LME
and HKEX. But it points probes by the
Financial Conduct Authority and the

Bank of England in the right direction.
The LME lacked the data needed to
supervise adequately. Decision-making

was poorly informed. The FCA must
probe the motivation for some of those
decisions, notably trade cancellations.

Risk-free rates:
cash not trash

It may not be a great time tobea
Goldman Sachs shareholder. But
lending to the Wall Street bank via cash
deposits seems like a pretty good deal.
1ts high-yield Marcus saving account is
offering an interest rate of 3.3 per cent.

Financial conditions have eased.
Inflation metrics are beginning to look
favourable. The risk of a deep recession
has moderated. Credit markets are
thawing as a result. This prompts a
question for investors: is wading back
into risky securities sensible when risk-
free rates remain elevated?

Central banks recognise that the pace
of price rises is flattening, yet they
merely consider slowing their rate
rises. The Fed may raise its benchmark:
rate by just 25 basis points soon instead
of the previously expected 50bp. Still,
central bankers are keen to take the
current benchmark rate eventually
above 5 per cent from 4.25 per cent
currently. In the first week of 2023, US
groups issued more than $60bn worth
of corporate bonds, far outpacing the
rate in December.

The ICE Bank of America corporate
index for BBB bonds now yields about
5.5 per cent, down a full percentage
point from October highs.

Junk bond yields have softened
similarly. Analysts at BofA note that
among high-yield issuers, net debt/
ebitda of 3.6x is at an all-time low. And
because most debt was issued years
ago, cash flow to interest coverage of
nearly 6 times is a record high.

Companies will soon report their
fourth-quarter results. Research
service FactSet notes that analyst
estimates for 2023 S&P 500 earnings
were cut nearly 5 per cent in the fourth
quarter, an unusually sharp reduction.

Credit investors broadly have been
excited by the volatility and increase of
credit spreads through 2022.

It has allowed them to show off their
analytical skills to find fixed income
returns. These have ap pmached double
digits in some cases. Th for

. .
Robert Walters: jobs for waiters
Share prices for recruitment companies closely track the economic cycle. Results for London-listed

Robert Walters remained strong at the end of last year. Falling earnings estimates for the coming year
add fo growing evidence that a recession is in progress.

Recruitment shares follow the economic cycle : Net fee income
Share prices (rebased-log scale) ~ World real GDP growth i Q4 2022 (annual % change af constant currency rates)
== Robert Walters (annual % change)
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Chief executive Robert Walters took reflects problems in its largest and quarter. Net fees in Germany rose 28
the shine off a fourth-quarter trading | most profitable Asia-Pacific region. per cent annually in the period and
update at the eponymous white- Crucially, the company has still double-digit growth in France and
collar recruitment group yesterday. to increase earnings there, Spain were also recorded.
A 20 per centrise in net fee income | albeit more slowly than it otherwise History points to tougher times
annually, up 8 per cent over the year might have. ahead. Earnings per share fell by
in the fourth quarter alone, would The past couple of years have been three-quarters and by a half in the
yield a record profit for the year, he great for recruiters. Pandemic stimulus | previous two economic contractions,
said. Very good. But a warning that ‘meant buoyant labour markets. Tespectively.
earnings would be lower than hoped ‘Vacancies could not be filled quick Forecasts for this year expect
sent London-listed shares down byas | enough. Rising wages increased churn, | earnings growth to moderate but,
much as 8 per cent on the day. translating into higher fees and crucially, not to fall. That is out of
‘The market had been bracing for earnings. On a per-share basis, sync with stuttering economies and
this moment. Rampant inflation in earnings are now a quarter higher than | growing job losses. At a multiple of 10
the west and coronavirus outbreaks before the pandemic even though times forward earnings, shares
in China mean the outlook for Tevenues remain lower. appear cheap. But in the past the
recruitment is souring. Those factors are reversing amid share price has hit its trough a year
Shares in Robert Walters were tech lay-offs. after earnings have peaked.
already trading 30 per cent lower Robert Walters still managed ‘Wait for the stock to fall further
than at the start of 2022. Thatlargely | impressive growth in the fourth before contemplating investment.
capital allocators now is to convince failed just minutes after lift-off. The resulted in the loss of all of its

their backers that they can beat
elevated risk-free rates.

Virgin Orbit:
swings and roundabouts

Space is the one area of business where
even the sky isn't the limit. An oft-
quoted estimate reckons the industry
could reach $1.1tn in annual revenue
by 2040. But costs and risks are hefty
too, as the failure of Virgin Orbit’s UK
satellite launch underlined.

Flops are hardly uncommon. Elon
Musk’s SpaceX group has suffered
plenty of high-profile setbacks. Last
month, Vega C, a midsized rocket from
the

Space Agency (ESA),

difference is that SpaceX is a private
company that benefits from Musk’s
fundraising prowess while Vega Cis
government funded.

Virgin Orbit, which went public in
the US less than 13 months ago via a
merger with a blank-cheque company,
is beholden to shareholders’ whims.

Their patience for lossmaking groups
is wearing thin. The rapid descent in
Virgin Orbit’s share price underscores
this. The stock fell 9 per cent to $1.71
yesterday, taking it well below its $10
debut price. The company claims its
system for launching rockets from jet
aircraft will lower the cost of sending
satellites into space. It has conducted
four successful launches from the
Mojave Desert in the US.

But Monday’s failure — which

customers’ satellites — will make
would-be clients hesitant. Virgin Orbit
needs all the business it can get. It
pulled in just $33mn in revenue in the
first nine months of 2022 while net loss
‘widened to $139.5mn. Virgin Orbit is
‘burning cash, with negative free cash

Hybrid bonds:
shape shifter

Hybrid bonds look a pretty good deal
for debt investors — which may help to
explain why there is a queue to buy
them. Italian utility Enel kicked off
2023 with a €1.75bn offering. There
was initial demand for €15bn.
Investors who bought the bonds,
which sit between equity and debt in
the capital structure, are gettinga
handsome return. Enel's hybrids pay
something in the region of 6.5 per cent,
or about 250 basis points higher than
its senior debt of a similar maturity.
That is a lot less than Enel would
have had to pay last year. Then, tough
credit markets and a gloomy outlook
drove up the yield on existing hybrid
bonds above 8 per cent. Tighter yields
reflect a more sanguine environment
and greater faith in Enel’s prospects.
But 250bp is still quite a big spread,
for limited additional risk. Enel’s credit
default swap, which pays out if the
company goes bust, is trading at levels.
that suggest a bust is improbable.
Hybrid bendhelders are likely to be
treated like the ordinary kind, unless
the company’s fortunes deteriorate.
That is when their subordinated status
would matter. Issuers are allowed to
defer interest payments and maturities
without triggering defaults. They are
unlikely to do so if they can help it.
Banks have deferred maturities in the
past, but it is hard to think of an
example outside the financial sector.
There is a step-up in the coupons
over time. As a counterweight to this
benefit, credit rating agencies could
stop giving the bonds partial equity
credit, removing much of their raison
d'étre. Despite that, companies have
rushed to issue hybrids. The European
market for corporate hybrid bonds has
historically been about €30bn-€40bn a
year. That figure will rise.

flow standing at $175mn. Its cash and Issuers are not just keen on the
cash equivalents dwindled from flexibility these instruments provide
$194.2mn at the end of 2021 to when things go wrong. They also like
$71.2mn at the end of the third quarter. | beingable to raise new debt without
Rising rates and weaker economic busting their credit metrics and risking
conditions make fu iising more d des. That saves the issuer a lot
onerous. Virgin Orbit abandoned plans | of money on the rest of its debt. Hybrid
for a securities offering in November. investors are reaping the benefit.
Instead, it received $45mn from
Eranmn’s Virgin Group and Virgin T ar
Investment through two convertible . For notes on today’s stories
note sales last year. go to www.ft.com/lex
It may soon need a third booster.
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ACROSS

1/9/11  Things won't change what vet
users must (4,4,4)

3 Will reductio ad absurdum reach this
flannelled fool? (5,5)

9 Seel

10 So idiot gets it off in the sun? (2,8)

1 See1l

12 Occupying pod, this obsessed fan
catches band live (6,4)

14 Surely lo's most effective solver (2,73)
17 Gef rid of Anne's nasfy roof preblem
(6-3-3)

20 Moving to the sun, dishonestly
obtained rides in ferries and cabs? (10
21/23/25 Model whom painter's
welcoming so heartily (4,4,4)

22 As a rule what Serbian uses to pay
International Airport guards (10}

23 See 21

24 What dlient is leaving barber - jumble!
o)

25 See 21

DOWN

1 Highlight of magic act not entirely
affected? (8)
2 Grenade Quatermass secures all right

@)

4 Refashioning God and Christ? Insane!
@76)

5 such ediforialising characterised by “1
Down" and “anal™? (78)

6 Where we may recreate Hamlet as
Thelma? (10)

7 AVan Gogh grows on one (6)

8 Locum Doctor? As per broadcast, he
holds the title (6)

13 Fine compiler writes country club
devious clue about some whisky? (5,5)
15 The fop feature for sleazy fourist? (8)
16 Alcohol has blackener in it, IMO (8)
18 A lead actor in The Ladykillers who's
kept cool (6)

19 Verse form is right on key (&)
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