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Can Europe match Washington’s green deal?

BIG READ, PAGE 13

Adani calls oft
$2.4bn share

sale after price
slumps further

@ Investors’ cash returned after rout
e Fraud claims hurt billionaire’s empire

ADAM SAMSON AND
OLIVER RALPH — LONDON
ORTENCA ALIAJ — NEW YORK

Adani Enterprises has called off its
$2.4bn equity fundraising and returned
the cash to investors in the latest blow to
Indian billionaire Gautam Adani, who
has seen shares in his industrial empire
tumble after allegations of fraud and
stock manipulation.

The decision to pull the equity sale
marks an abrupt turn after Adani Enter-
prises’ share price fell a further 27 per
cent yesterday, taking it well below the
deal price range.

The sell-off in Adani’s listed compa-
nies has wiped more than $90bn off
their value since short seller Hinden-
burg Research alleged last week that
Adani Group used offshore entities in
tax havens to inflate the share prices of
its listed companies, allowing them to
take on more debt and put “the entire
group on aprecarious financial footing”.

In a regulatory filing last night, Adani
said that “given the unprecedented situ-
ation and the current market volatility™”,
it was “returning the . . . proceeds and
withdraws the completed transaction”.

Adani had sought to enlist some of
India’s leading tycoons to help salvage
the share sale, according to people with
knowledge of the fundraising. Entities
connected to Sajjan Jindal, the billion-
aire chair of conglomerate JSW, and
Sunil Mittal, the chief of Bharti Enter-
prises, had agreed to invest in Adani
Enterprises share offering.

People involved in the fundraising
said it was fully backed by investors
including Abu Dhabi’s International
Holding Company and London-listed
Jupiter Asset Management.

The Indian group, whose businesses
range from ports to data centres, said it
was working with its bankers to issue
refunds. “Our balance sheet is very
healthy with strong cash flows and
secure assets, and we have an impecca-
ble track record of servicing our debt.
This decision will not have any impact
on our existing operations and future
plans,” itsaid.

Adani’s efforts to ease concerns
among investors, including a 413-page
response rejecting the US short seller’s
allegations, have failed to stem declines
inits stock price.

On Monday, IHC, a conglomerate with
businesses spanning healthcare, energy
and food, said it would commit $400mn
to the share sale. On Tuesday, Adani
said it had secured bids for more than 92
per cent of the shares, deeming the sale
asuccess. But by yesterday, Adanis reg-
ulatory filing said that given the “extra-
ordinary” fluctuations in its share price,
its board “felt that going ahead with the
issue will not be morally correct”.

Adani will return about $1.25bn, the
cash transferred by backers so far,
accordingtoa person with knowledge of
the terms of the deal. “He has to keep a
clean record,” the person said, explain-
ing the billionaire’s decision.

India’s financial regulator is examin-
ing the crash in Adani shares since the
short seller allegations and any poten-
tial irregularities in the share sale, Reu-
tersreported yesterday.

The Securities and Exchange Board of
India declined to comment. The Adani
Group did not respond to a request for
commenton thereport.
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Strikingunion members and their sup-
porters march along Whitehall in Lon-
don yesterday as Britain faced its big-
gest day of industrial action in more
thanadecade.

Hundreds of thousands of civil serv-
ants, teachers, border staff and railway
workers walked out, closing down the
majority of trains services and most
schools in England and Wales, with
even the British Museum shutting its
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doors for the day. More walkouts are
planned in the coming weeks by nurses
andambulance workers.

Months of strikes have disrupted the
daily lives of those across the UK as a
dispute rumbles on between unions
and the government over pay and
working conditions. But the simulta-
neous strikes across many industries
yesterday marked an escalation of the
unions’ protests.

Walkout UK trains and schools shut down as
hundreds of thousands strike for better pay

}

Leon NealGetry mages.

Union chiefsargue that despite some

pay increases, such asa 5 per cent offer

to teachers, public sector workers are

struggling to cope with soaring living
id double-digit inflation.

ASIA

Why insurers struggle to price cyber risks

» Archegos losers to recoup
aslittle as 5 cents on dollar
Banks that lost billions from the
meltdown of the investment firm
are expecting to get back between
5and 20 per cent of their losses
from its restructuring.— PAGE 5

» FBI searches Biden home
The US president’s holiday home
in Rehoboth, Delaware, has been
searched as part of a Department
of Justice probe into his handling
of classified documents.— pAGE 4

» Berlin wins US chip plant
Wolfspeed has announced plans
to build a €3bn factory in western
Germany. Officials said it showed
Furope can compete against US
subsidies.— PAGE 2; BIG READ, PAGE 13,

» Russian denial on treaty
Moscow has rejected accusations
from the US that it is violating the
New Start treaty, the nuclear
arms accord between the powers
that expires in 2026.— PAGE 3

» Hong Kong contraction
The city’s economy has shrunk
3.5 per cent in a blow to its bid to
keep its status as Asia’s financial
hub. Economists are forecasting
arebound this year.— pAce 4

» Intel cuts pay to save cash
The US chipmaker has cut the
pay of managers and executives
inabid to weather an expected
downturn. Reductions will not hit
bonus and stock awards.— PAGE 5
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‘The Trades Union C id yes-
terday that the average public sector
worker was £203 a month worse offin
real terms compared with 2010, once
inflation was taken into account.
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and Democrat
in the 1990s. The advantage faded in the
early 20005 but since then their share of
the electorate has topped 40 per cent in
all but the 2016 and 2020 election years
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Fed announces quarter-point rate rise
in return to slower pace of tightening

COLBY SMITH — WASHINGTON

The US Federal Reserve increased its
benchmark rate by a quarter of a per-
centage point yesterday, marking a
return to slower, more orthodox rate
rises after it ratcheted up the cost of
borrowing last year.

With inflation seemingly past its peak
and economic activity beginningto cool,
the Federal Open Market Commit-
tee raised the federal funds rate to
between 4.5 per cent and 4.75 per cent,
the highest i 2007.
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The Fed said that the FOMC expected
“ongoing increases in the target range
[to] be appropriate” in order to ensure
the economy was being restrained
enough toget inflation under control. Its
statement indicated that the central
bank would raise borrowing costs fur-
therthis year.

The Fed added that while inflation
had “eased somewhat”, it still remained
“elevated”.

The quarter-point increase repre-
sents a break with the unusually large
half and three-quarter-point rate rises
the Fed relied on in 2022 as it wrestled
with soaring inflation. By contrast, the
European Central Bank and the Bank of
England are both expected to increase
rates by 0.5 points today.

“The Fed is further into the tightening
cycleand other central banks have more
work to do [to defeat high inflation],”
said Neil Shearing, chief economist of
Capital Economics.

Despite a larger than expected fall in
eurozone inflation in January, coreinfla-
tionin the bloc remained high.

Fed officials have said slower tighten-
ing would give them more time to assess
the impact of last year’s cumulative

increase of 4.25 points in the bench-
mark federal funds rate, as well as
greater flexibility to adjust course.

With wage growth remaining high
and the number of US job vacancies
jumping again in December, Fed offi-
cials do not yet think the labour market
has cooled sufficiently to bring inflation
down to the bank’s 2 per cent target.

Demand for workers was unexpect-
edly high last month, with employers
posting an additional 572,000 job open-
ings on the last day of 2022. That
brought the total number of vacancies
to11mn, according to the labour depart-
ment’s Job Openings and Labor Turno-
ver Survey released yesterday.

In December, most officials projected
the fed funds rate would peakat 5.25 per
cent this year and for that level to be
‘maintained throughout 2023.
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Saarland site

US chipmaker to build German plant

Scholz hails plan for €3bn
factory as sign Europe can
entice green investment

LAURA PITEL — BERLIN

AUS chipmaker has announced plansto
build a €3bn factory in western Ger-
many in a move hailed by Chancellor
Olaf Scholz as a sign that Europe can
compete against powerful US green
subsidies.

The factory, on the site of a decom-
missioned coal plant in the region of
Saarland, will be built by the US semi-
conductor producer Wolfspeed and will
produce silicon carbide chips for elec-
tric vehicles and industrial use.

Speaking at the site of the planned
production facility, which is still subject

to EU approval, Scholz said the move
proved companies looking to make sus-
tainable investments should not “look
any further” than Europe.

Anke Rehlinger, minister president of
Saarland, said US president Joe Biden's
Inflation Reduction Act — a huge pro-
gramme of subsidies announced last
year that has triggered fears in Europe
about losing out on green investment —
served as “strong competition” for Ger-
many and other EU states.

But she added: “We can say today, we
canwin this competition.”

The Saarland announcement is rela-
tively small compared with other recent
investments in semiconductors, suchas
the decision last year by US company
Intel to spend €17bn on agiant new chip
manufacturing plant in the German city
of Magdeburg. But it comes as the EU

seeks to encourage a big increase in
European manufacturing of the chips, 1t COMEs s
used in computers, smartphones, vehi-  the EU
cles and a range of other products and  gecles to
devices, in order to reduce the vulnera-
bility of its supply chains and limitits ~ €Ncourage a
dependenceon Asiaand the US. it
ol fapde dHo ped 2D 1725 pax CentoE bigrisein
the total cost of the investment would ~ European
come from subsidies, said the com- + :
pany's chiefexecutive, GreggLowe. chipmaking
The German auto producer ZF Frie-
drichshafen is expected to contribute
about 10 per cent of the construction
costs, according to a person familiar
with the matter. The car parts maker
also announced plans to create a Ger-
man research and development facility.
The announcement offers a boost to
Saarland, an area whose economic
future has been thrown into peril by the

move away from conventional vehicles.
The area is deeply dependent on the
auto industry, which employs some
44,000 staff in a region with a popula-
tion of Imn, but has been hit by closures.
Ford announced last month it was con-
sideringsellingits plant in the state.
Holger Klein, chief executive of ZF,
said the new factory, which is expected
to employ about 600 workers when
fully operational, offered a chance to
stabilise supply chains and accelerate
change towards new forms of transport.
Wolfspeed, based in North Carolina,
specialises in the production of silicon
carbide semiconductors that aim to
help electric vehicles recharge faster
and reduce the size of their batteries.
They are also used in the production of
wind andsolar power.
See FTBigRead

Affrica tour
Pontiff'calls for
peace in Congo

Pope Francis has called on warring
sides in the Democratic Republic of
Congo to “lay down” their weapons,
as he addressed more than Imn ata
mass in the capital Kinshasa.

“For all of you in this country who
call ycureelves Christians but engage
in violence .. . the Lord is telling you:
lay down your arms, embrace
mercy;” the pontiff said on the first
official stop of a five-day African tour
that also includes South Sudan.

The Pope, 86, also used his fifth
visit there since becoming pontiff
nearly 10 years ago to condemn
exploitation of the continent from
colonial times. “It’s not a mine to be
stripped or terrain to be plundered.”
Andres Schipani in Nairobi

GLOBAL INSIGHT

Leila
Abboud

Super-rich in spotlight
as French rail against
Macron's pension plan

mmanuel Macron’s unpopular plan to raise the
retirement age two years to 64 has ignited a
debate in egalitarian-minded France: are the
billionaires to blame?
As labour unions held a second strike on
Tuesday, which drew hundreds of thousands of people on
tothe streets, leftwing politicians have gone on the attack
to argue that taxing the super-rich would be a better way to
plugdeficits in the pension system.

In particular, Bernard Arnault, the world's richest man
and owner of French luxury group LVMH, has become a
lightning rod with protesters at recent marches carrying
signs with his face on a wanted poster and exhorting him to
domore for the common good.

Frangois Ruffin,amember of parliament for the Somme
region and prominent figure in the leftwing Nupes alli-
ance, has been particularly vocal in linking the debate over
pensions reform and the way wealth is shared (or not) in
French society.

“The billionaires have only gotten richer since the Cov-
id-19 pandemic, Macron refuses to tax windfall profits
made by our biggest companies, and somehow all the
effort to fix the pensions problem must fall on the shoul-
ders of workers?” he said. “This is amoment to fight for the
kind of society we want — not one where capital crushes
labour and people are just consumers.”

Itis easy to dismiss this as typical soak the rich talk that
often surfaces in France where wealth s viewed with sus-
picion. But there is more to it. Soon after his 2017 election,
Macron was nicknamed “president of the rich” by oppo-
nents for his pro-business
;genda. His government T president of

as cut taxes paid by Presice!
companies, lowered therich’ critique
unemployment benefits - 3 heen exploited
and scrapped a wealth |
tax. by Marine Le Pen

Opponents of Macton's' ¢ 1o clc up votes
pension reform — which
would lift the transition
from 4110 43 years of contributions for a full pension —see
itas part of a series of policies that favour the wealthy and

Government officials rebut that by pointing to declining
and strong foreign direct investment fig-

Russian war

Italy to join France with missile defence system for Ukraine

BN T A C e

[ELA ABBOUD — PARIS

Italy is poised to join with France and
provide a state of the art missile de-
fence system to Ukraine, as Rome’s
nghtwmg pnme minister Giorgia Mel-

would be taken in tandem with Paris.
Speaking in Paris on Tuesday,
Ukraines defence minister Oleksiy
Reznikov said he welcomed “the
progress on the Samp-T system”.
A French defence official confirmed
“technical discussions have advanced

forKyiv.

InaFinancial Times interview, defence
minister Guido Crosetto said Rome was
committed to fulfilling Ukraine’s
requests for weapons to shore up its
defences.

Kyiv has asked Italy and France to
provide their Samp-T missile defence
system to help protect key infrastruc-
ture and cities from frequent barrages of
Russian missiles hitting Ukraine.

Crosetto said a forthcoming package
of Italian military aid, now being pre-
pared, was “probably” going to include
“weapons of defence against Russian
missile attack”. He declined to offer spe-
cifics, citing Italy’s policy of keeping mil-
itary aid dewls to Kyw secrel Bul he
added that any d

Although the details have not been
confirmed, Italy is expected to provide
the missile launchers, while France
would supply the rockets. France’s
defence ministry said the two countries
ordered 700 Aster missiles that are used
by this system late last year.

Germany and the US have agreed to
each supply one Patriot system to
Ukraine, while the Netherlands said it
would send part of a system: two
launchers and missiles.

“Italy will meet requests that have
been made by Ukraine within the limits
of its possibilities,” Crosetto said. “We
will give everything we can give without
jeopardising Italian defence. Ukraine
and our allies will be happy aboutit.”

The lliapse of the Mario

Draghi government last year, and the
subsequent election of a rightwing coali-
tion, raised concerns among allies that
Ttaly’s support for Kyiv could falter,
given the country’s traditional pacifism
and the past pro-Russia sympathies of
Meloni's coalition partners.

Such concerns were fuelled ]us[
Guido Crosetto:  before the

reased its troops and its tanks,” he said.

But the minister, who up until taking
office was president of the Italian
defence industry association, said he
was sympathetic to Germany’s chancel-
lor Olaf Scholz, whose hesitation over
transferring German-made Leopard 2
tanks to Ukraine w: urce of frustra-

ures as proof that the Macron economic agenda has paid
off. Plus the government has been generous with aid to
blunt the pain first of the pandemic and then inflation
kicked off in part by the energy crisis, they argue.

Nevertheless, the “president of the rich” critique has
been ably exploited by far-right leader Marine Le Pen to
rack up votes among blue-collar workers, helping her
party win 88 seats in the National Assembly in June. Mean-
while, the far-left standard bearer Jean-Luc Mélenchon
has used Macron s a foil to argue that capitalism and glo-
balisation are discredited models that must take a back
seat to social justice and fighting climate change.

Given this political backdrop, the choices Macron made
in his retirement proposal may prove risky. Tofill the defi-
cits caused by there being fewer workers for every retiree

des, he wants everyone to work longer. Itis

tion for Ukrai ditsallies.

Italy’s defence October when Silvio Berlusconi, lcadcr
minister says of Forza Italia, recounted a recent birth-
Rome will fulfil  day exchange of “sweet letters” and gifts
Kyiv's weapons with Russian president Vladimir Putin.

requests But Meloni’s Brothers of Italy party, of

“It was right that Germany was given
time to decide,” said Crosetto. “Each
country must be given the necessary
time for democratic process. .. in

which Crosetto is a key co-founder, has
repeatedly expressed its determination
to support the Ukrainians in their fight
against Russian invaders.

“If we stop helping Ukraine, probably
inTdon’t know how long, Russia would
conquer all of Ukraine,” Crosetto said.
“We'd have Russian tanks on the border
with European countries.”

Crosetto said he and Brothers of Ttaly
saw little scope for peace talks given
Russia’s continued aggression. “Instead
of seeking . . . peace, Russia has inc-

Despite the west stepping up ts provi-
sion of weapons to Ukraine, Crosetto
expressed pessimism about Kyiv’s pros-
pects of regaining all its captured terri-
tory, given Putin’s willingness to absorb.
‘massive casualties to hold on togains.

“Putin would be willing to sacrifice all
his young men in order not to withdraw
more than he has already,” he added.

But Crosetlo sa|d a [axlure to suppon
Ul i

a burden that weighs more heavily on people who start
work younger and those with physically challengingjobs.

He also set out red lines: companies would not be asked
to pay higher taxes, nor would current retirees, even the
wealthier ones, be asked to contribute.

The left objected and promptly identified supposed
alternatives, while also calling for the retirement age to be
‘brought back down to 60. Oxfam said all it would take was
a2 per cent tax on France’s billionaires to plug the €12bn
annual pension deficit expected by 2027. One leftist law-
‘maker tweeted that French start-ups had raised €13.5bn in
2022 50 why not look there, while Mélenchon’s party com-
pared the px ficit to the €80bn in dividends paid
by companies in France’s CAC40index.

These ideas male little economic sense, but they make
good politics. Polls show almost three-quarters of French

su,rnalthmhewestwasnotableto ‘qua-
rantee respect for international rules”.

oppose raising the retil age.

leila.abboud@ft.com
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Price pressures

ECB set to raise rates as core inflation remains at record high

VALENTINA ROMEI — LONDON

Eurozone rate-setters are poised to
raise borrowing costs by another half
percentage point today, after figures
published yesterday showed underly-
ing inflationary pressures in the region
remainuncomfortably high.

The regional rate for core inflation —
which excludes changes in food and
energy prices — remained unchanged at
an all-time high of 5.2 per cent in the
year toJanuary.

The figure, coupled with the resil-
ience of eurozone output during the
final quarter of 2022, all but confirms
the European Central Bank will raise its
deposit rate by another half a percent-
age point to 2.5 per centtoday.

The bank raised rates by 2.5 percent-
age points over the second half of 2022
in response to inflation, which hit a
record high 0f 10.6 per cent in October.
The headline rate fell from 9.2 per cent
in the year to December to 8.5 per cent
last month — still more than four times
the ECB's 2 per cent goal.

Anna Titareva, economist at Swiss
lender UBS, said the ECB would want to

https://ft.pressreader.com/v99f/20230202

seell in the “broader infla-

tion environment” before changing
course on its monetary policy.

“The jump in core inflation in some
key countries [such as Spain] will be
enough for the central bank to confirm
its current hawkish stance,” said Bert
Colijn, economist at ING Bank.

Ken Wattret, head of European analy-
sis at S&P Global Market Intelligence, a
data firm, said rate-setters remained
“on track” to raise rates by half a point
in February and by a further half-point
attheir next meeting in March.

The headline figure was lower than
the 9 per cent forecast by economists
polled by Reuters. It came after data
published on Tuesday showed eurozone
GDP unexpectedly expanded between
the third and fourth quarter of last year.

The region now looks set to avoid a
winter recession despite the surge in
energy prices and rising borrowing
costs.

Separate data, also published by
Eurostat yesterday, showed the euro-
zone’s labour market remained resil-
ient. The unemployment rate was
unchanged at 6.6 per cent in December,
thelowest since records began in 1995.
Fabio Balboni, economist at lender

HSBC, said the better data would mean
the ECB might be “more determined” to
press on with rate rises, with stronger
than expected growth likely to boost
coreinflation.

Headline inflation is slowing in most
advanced countries, including the US
and the UK, reflecting the easing of glo-
bal energy costs. However, measures of
underlying inflation are a concern for
policymakers. The Bank of England is
likely to increase its benchmark rate by
50bp today.

The decline in the eurozone headline
rate was driven by falls in energy infla-

Inflation battle: headquarters of
the ECB in Frankfurt, Germany

tion, which slowed to 17.2 per cent in
January from 25.5 per cent in the previ-
ous month. Itis now less than half of the
peak of 41.5 per cent in October.

But food inflation hit a record high of
14 per cent in January, up from 13.8 per
centinDecember.

Inflation in the cost of goods also
accelerated to a fresh record high of 6.9
per cent. That rate is declining in the US
and UK thanks to the easing of global
supply chain disruptions and the fall in
shipping costs.

Services inflation, a bellwether of
domestic price pressures, marginally
declined to 4.2 per cent in January from
4.4 per cent in the previous month.

January’s inflation rates varied from
21.6 per cent for Latviato 5.8 per cent for
Spain. Germany has not yet published
its figures for January. Eurostat said
eurozone inflation had been calculated
using its own estimates for the region’s
largest economy.

Jack Allen-Reynolds, economist at
Capital Economics, said the lack of accu-
rate information available on German
inflation meant the sharp fall in the
eurozone headline rate “should be
taken withabig pinchof salt”.
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Czech election
winner tells EU
to face reality
about China

President-elect Pavel angers Beijing
by talking to Taiwan's head of state

RAPHAEL MINDER — PRAGUE

The Czech president-elect has called on
EU states to drop any illusions about
China, saying his country would no
longer “behave like an ostrich” over
divergent interests with Beijing.

Petr Pavel’s warning comes days after
the retired Nato commander swept to
victory in Czech elections, comfortably
beating his populist opponent with an
Atlanticist, pro-European platform.

One of Pavel’s first moves has been to
confront what he sees as dangerous mis-
conceptions about China, which he
argues were exposed by Beijing’s unwill-
ingness to condemn Russia’s invasion of
Ukraine.

“This is what we have to be very clear
about: China and its regime is not a
friendly country at this moment, it is
not compatible with western democra-
cies in their strategic goals and princi-
ples,” Pavel said in an interview with the
Financial Times. “This is simply a fact
that we have to recognise.”

Defying warnings over potential retal-
iation, Pavel on Monday became the
first elected European head of state to
speak to Taiwanese president Tsai Ing-
wen. Pavel said the Czech Republic
stands to benefit more from Taiwan
than China economically and “we will
not behave as an ostrich to hide this
reality”.

After Pavel’s call with Tsai, China
issued a scathing response on Tuesday
and called for Prague to change tack to
avoid “irreparable damage” in relations.
The foreign ministry’s Mao Ning said

Pavel “ignored China’s repeated
attel
sis!

s
Beijing, which demands other coun-
tries also treat Taiwan as if it were part
of China, punished Lithuania for its pro-
‘Taipei stance with targeted curbs on its
exports. In December, the EU took
China to the World Trade Organization
over the spat with Lithuania.

But such hazards have not deterred
Pavel from speaking his mind. “I'm
aware of some . . . potential threats but
at the same time I don’t really see any
breach of principles for the relations
between the Czech Republicand China.”

The phone call was initiated by Tai-
wan, according to Pavel. But he stands
ready to meet Tsai at some stage and
wants stronger ties with Taiwan. “Tai-
wan is without any doubt a microchip
superpower today;” he said.

The Speaker of the lower house of the
Czech parliament is set to visit Taipei
next month and Pavel said this trip
should bring “some new ideas on how to
expand our co-operation”.

Pavel argued there was “definitely a
lesson to be learned” from Beijing’s fail-
ure to rein in Moscow over its invasion
of Ukraine. “Undoubtedly, China had a
chance to have a strong voice in influ-
encing Russian decisions [but] didnt
take that chance,” he said. “They stayed
away.”

‘When Pavel takes office next month,
it will represent a change of approach
from his predecessor, Milo$ Zeman, a
political veteran who embraced Russia
and lauded how China had “stabilised”

Centre stage:
Petr Pavel and
his wife, Eva
Pavlova, at the
runoff vote in
the presidential
election in
Prague at

the weekend
Martn ivisek/EPA EFE

its society. Zeman turned his back on
President Vladimir Putin only after
Russia’s all-out attack on Ukraine in
February last year.

During his two terms in office, Zeman
pushed for Prague to become “China’s
gateway to Europe”, but most of the Chi-
nese investments that Zeman promised
failed to materialise.

Pavel also stands out as a political
novice who made his career in the mili-
tary, rising to the rank of general before
serving as chair of Nato’s military com-
mittee between 2015 and 2018. In what
was his first electoral campaign, he
defeated billionaire Andrej Babis, a
former prime minister supported by
Zeman, inarunoff vote at the weekend.

Within the EU, Pavel said he saw room
to develop the Visegrad Four alliance
between his country, Slovakia, Poland
and Hungary, even as he voiced con-
cerns over Viktor Orban’s grip on Buda-
pest. He noted Orban’s recent ousting of
military officers, who were allegedly
more aligned with Nato than the Hun-

‘Chinahad
achance
tohavea
strong
voice in
influencing
Russian
decisions
[but] didnt
take that
chance’

garian leader’s own Russophile outlook.

“What I saw in Hungary in recent
years was a step-by-step concentration
of power around Viktor Orban and
restrictions on all those who had a dif-
ferent view,” said Pavel. Removing offic-
ers “isacontinuation”, headded.

Pavel forecast that the first German-
made Leopard tanks could be delivered
to Ukraine “in the weeks to come”, say-
ing they would primarily come from
Poland and other countries nearby.

He sees the tussle over tanks among
Nato allies demonstrating how the poli-
tics of arming Ukraine could also shift
when it comes to fighter jets.

“Months ago, no one [expected] that
there would be broad agreement on
sending tanks and now we have a com-
mitment of more than 300,” he noted.

“SoIwouldn’t be very strict in saying
which areas will be forbidden and which
will be open. Tt will depend on the situa-
tion on the battlefield.”

Additional reporting by Kathrin Hille in
Taipei

Deal renewal

Russia denies
US allegations

of breaking
nuclear treaty

MAX SEDDON AND ANASTASIA STOGNE!
RIGA

Russia has denied US accusations that
it is violating the New Start treaty, the
only remaining nuclear arms control
accord between the powers, and
blamed the west’s backing of Ukraine
for casting doubt on the deal’s renewal.

Dmitry Peskov, President Viadimir
Putin’s spokesperson, said yesterday
that the US had “destroyed the legal
framework for arms control and secu-
rity” and said its “hostile” backing of
Kyiv after Russia’s invasion of Ukraine
‘was astrategicthreat for Moscow.

The US state department said in alet-
ter to Congress on Tuesday that Russia
had violated the treaty, which caps the
number of strategic nuclear weap-
ons both countries can have at 1,550, by
refusing to renew inspections of its arse-
naland pullingout of compliance talks.

Russia’s refusal to negotiate comes
amid growing concerns in the west that
Putin may be prepared to use a nuclear
weapon in Ukraine as its full-scale inva-
sion sputters on the battlefield.

The state department’s report and
Peskov’s comments cast further doubt
on prospects for the treaty’s renewal.
Failure to extend the accord before it
expires in 2026 would leave Russia and
the US with no restrictions on their
nuclear arsenals and risk sparking a
new global arms race. Though the treaty
is not directly linked to the war in
Ukraine, the Kremlin said rising ten-
sions between Russia and the west were
‘making further talksall butimpossible.

“We see that all of Nato’s military
infrastructure is working against Rus-
sia,” Peskov told reporters. “We see that
all of Nato’s intelligence infrastructure,
including reconnaissance aircraft and
satellites, is working 24/7 in the inter-
ests of Ukraine and the Ukrainian
regime. This all creates extremely spe-
cific conditions which are hostile for us
and must take into account.”
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Classified records

FBI combs Biden holiday home in files hunt

Agents target president’s
property in Rehoboth as
partof documents search

LAUREN FEDOR — WASHINGTON

FBlagents searched Joe Biden’s holiday
homeinRehoboth, Delaware, yesterday
in the latest development in the federal
investigation into the US president’s
handling of classified documents.

Bob Bauer, the president’s personal
attorney, confirmed yesterday morning
that the US Department of Justice had
sent FBI agents to Biden's Rehoboth
Thome as part of a “planned search”.

Bauer said the justice department had
sought to do the search “without
advance publicnotice”,

“The searchtoday is a further stepina
thorough and timely Do] process we will
continue to fully support and facilitate,”
Bauer added.

The search was the latest develop-
‘ment in alegal and political morass that
has cast a long shadow on the White
House as Biden gets ready to announce
his bid for re-election in 2024.

US attorney-general Merrick Garland
last month appointed a special counsel
to examine Biden’s handling of classi-
fied material after the White House
revealed that sensitive government

records had been found at Biden’s pri-
vate office and residence in Wilming-
ton, Delaware, starting last November.

A subsequent search of the Wilming-
ton house last month by the FBI turned
up another batch of potentially classi-
fied documents, including material
from Biden’s tenure as a US senator and
his time as vice-president in the Obama
administration.

White House special counsel Richard
Sauber said last month that after the
president’s lawyers initially found gov-
ernment documents at the Penn Biden
Center, Biden’s former Washington
think-tank, they searched his homes in
‘Wilmington and Rehoboth, and had not

found documents at the holiday home.

The White House has faced mounting
criticism for its response to the investi-
gation, with critics saying Biden's team
has failed to be forthright about their co-
operation with federal investi d

‘markings tothe DoJ after asking his own
Tawyersto search his home following the
Biden disclosures.

Garland had already appointed a sep-
arate special counsel to probe Trump’s
‘handlis classified material after the

the National Archives, which is tasked
withmaintaining presidential records.

The probe has also raised questions
about the handling of sensitive govern-
‘ment documents more broadly, particu-
larly among former presidents and vice-
presidents.

Tt was revealed last week that Mike
Pence, the former vice-president under
Donald Trump, turned over a “small
number” of documents with classified

FBI raided his Mar-a-Lago resort last
year. Trump has said that he will seek
the Republican party’s nomination to
run for president in 2024. Pence is
widely expected to launch his own pres-
idential bid, in a direct challenge to his
former boss.

Representatives from the White
House and the justice department did
not immediately respond to requests for
comment yesterday.

Drive to draw 100mn visitors a

year must overcome reputation

for rights abu

SAMER AL-ATRUSH — RIYADH

For centuries, Muslims believed the
rock-cut tombs of Hegra were the ruins
of an ancient civilisation cursed by God
for its hubris. Unless they bowed their
heads and wept, tradition said, visitors
might meet the same fate.

The Unesco site, and nearby AlUla,
‘where visitors can stay in luxury chalets
nestled between the cliffs, are among
the crown jewels of an ambitious project
to turn the kingdom better known for
oiland its strict adherence to conserva-
tive Islam into a tourist and entertain-
menthub.

Saudi Arabia wants tolure 100mn vis-
itors annually by the end of the decade.
Italready welcomes millions to the Mus-
lim pilgrim sites of Mecca and Medina,
and saw a surge in domestic tourism
duringthe pandemic.

But the country has never been on the
list of traditional tourism destinatio
And despite its ambitions, it is question-
able whether the deeply conservative
kingdom, where alcohol is forbidden
and unmarried couples theoretically
face prosecution, can compete with the
party vibe of Dubai or the mix of
beaches and history found in Egypt.

“Saudi Arabia’s tourism ambitions
have alot towork with, but there’s stilla
lot of work to do,” said Robert Mogiel-
nicki, a political economist and senior
non-resident fellow with the Arab Gulf
States Institute in Washington.

The tourismdrive is part of Saudi Ara-
bia’s efforts to diversify its economy
away from oil revenues. It has coincided
with social reforms that have allowed
women to drive, the introduction of
mixed-gender events such as concerts
and curbs on the religious police’s role.

Planned projects include a luxury
complex spanning more than 20 Red
Sea islands, with a soft launch later this
year. Saudi Arabia also describes its
Neom development as “the world’s
most ambitious tourism project”.

InRiyadh, the Al-Diriyah Gate project
has been built on the site where the rul-
ing al-Saud family conquered and
united the country. The project, which
the government claims will become
“one of the world’s great gathering
places”, includes a Unesco heritage site,
hotels and fine dining restaurants.
Much of the work is being financed by
the kingdom’s $600bn Public Invest-
ment Fund. “The tourism ambitions are

Middle East. Economic diversification

Saudi tourism ambitions face big hurdles

Landmark:
Unesco-listed
Hegra is among
the country’s
top attractions.
Below, most
visitors come
from nearby
countries rather

than the west
ety SukesBoombers

attached to these big projects,” Mogiel-
nicki said, adding that turning them
into reality was “going to be the most
difficult hill to climb”. Of the challenges
the Saudis faced, he added: “Not only is
the goal to bring in lots of people, but
then you have the feasibility of the
projects themselves and the infrastruc-
ture.”

Tourism minister Ahmed al-Khateeb
said the aim was to lift the sector’s con-
tribution to GDP from 3 per cent to 10
per cent by 2030, and for tourism to pro-
vide one in 10 jobs in the country. “We
need to create Imn jobs in 10 years,” he
told the Financial Times.

Incentivesare being offered to airlines

while visas, previously difficult to o

obtain, are electronically available for

nationals from almost 50 countries, COUNEI'Y'S
tourism

ambitions
Advertisements for the projects flood havealot to

including the US and UK. Al-Khateeb’s
ministry is training 100,000 Saudis a
yearto serve in the sector.

social media, and the country has

invited influencers to promote them. ~ WOrk with,
Yet attracting visitors will be far from but there’s

straightforward.

Saudi Arabia’s image has been tar-  Still alot of
work to do’

nished, particularly in the west, by its
reputation for human rights abuses,
with convicted prisoners executed and
long sentences handed down to Saudis
who criticise the authorities. At least 147
people were executed last year, accord-
ing to Reprieve, a human rights group.
Some visiting Instagrammers have been
ariticised for ignoring the problems.
Privately, Saudi officials are under no
illusion that they can compete with
Dubai or Egypt any time soon. The
country had 67mn visitors, including
domestic and religious tourists, in 2021,
according to official figures. Kuwait,
India, Egypt, Pakistan, Qatar and Bah-
rain were the main sources, and one
tourism official acknowledged it would
be awhile before western or East Asian
tourists visited in significant numbers.
One problem s the absence of alcohol.
Rumours have been rife for years that

resorts and special economic zones
would one day permit alcohol but the
topic remains hugely controversial.

Officials privately concede it will
eventually happen, quietly and dis-
creetly, just as the authorities have
turnedablind eye to alcohol use in gated
compounds populated by westerners.

A “don't ask, don't tell” approach has
Deen adopted for tourist couples who
legally should be married to share a
room. The government has also moved
to criminalise “damaging the reputa-
tion of the tourism industry” in an effort
to discourage critics from posting pic-
tures of bikini-clad sunbathers that
would probably enrage conservatives.

While Saudi Arabia has high-end
hotels, the wider tourism infrastructure
is lacking. Moving around Riyadh,
where there is no metro system and
taxis are few and notoriously fickle, can
De frustrating. The government has
vowed to develop the infrastructure and
labour market to service tourists.

For now, the small numbers of west-
ern tourists who do make their way to
Saudi Arabia are usually the more
adventurous types. Filippo Amone, an
Ttalian economist visiting the ruins of
AlUIa with his girlfriend, said they had
found thesite on the internet.

“We prefer to visit places where we
find new things and learn,” he said.

Asia

Hong Kong
economy
expected to
rebound after
long decline

CHAN HO-HIM — HONG KONG

Hong Kong’s economy contracted by
3.5 per cent last year as the city strug-
gled to preserve its status as Asia’s
financial hub, but economists forecast
arebound to growthin2023.

The Chinese territory’s economy shrank
4.2 per cent year on year in the fourth
quarter of 2022, according to official
government data released yesterday,
marking a fourth consecutive quarter of
contraction.

The full-year figure for 2022 was
‘worse than government forecasts of a
3.2 per cent decline, while a contraction
in the third quarter was revised to 4.6
per cent, from 4.5 per cent.

Economists forecast Hong Kong's
economy would recover to 4 per cent
growth in 2023, which would exceed
regional rival Singapore, but warned it
would take months to reach pre-pan-
demic output.

The city, which was effectively cut off
from mainland China and the rest of the
world under travel restrictions that
Tasted nearly three years, only dropped
most of its Covid-19 curbs and resumed
quarantine-free travel late last year.

A government spokesperson blamed
the figures on a plunge in exports and
‘weakened domestic demand under the
pandemic curbs. Total exports fell 8.6
per cent last year from 2021, to
HK$4.5tn (US$570bn).

“An expected strong rebound of
inbound tourism following the removal
of quarantine arrangements for visitors
and resumption of normal travel
Detween Hong Kong and the mainland
should underpin a recovery,” the
spokesperson said.

Hong Kong also faced financial pres-
sure after property prices declined
about 15 per cent last year. As home
prices slid and interest rates rose, the
number of negative equity mortgages in
the city hit an 18-year high, jumping to
12,164 by the end of December from 533
in September.

Moody’s Analytics forecast Hong
Kong’s 2023 GDP growth at 4 per cent,
which would surpass Singapore’s 2.1 per
cent. The city-state, which reopened to
the world months earlier, recorded
growth of 3.8 per cent for 2022.

Heron Lim, a Moody’s Analytics econ-
omist, said the “economic damage for
Hong Kong would take time to heal”.
“We currently project that Hong Kong
will only exceed pre-pandemic output
peaksin2024;” he said.

Natixis senior economist Gary Ngsaid
Hong Kong could gain up to $22bn in
annual tourism revenue, equivalent to
5.9 per cent of its economy, if travel was
normalised withmainland China.

Hong Kong had 443,000 visitors in
the first 11 months of 2022, less than 1
per cent of the same period in 2019, The
recovery has also been gradual: 163,000
travellers visited during the lunar new
year holiday last week, traditionally a
peak for mainland tourists, far behind
neighbouring Macau with 451,000.

Jonathan Choi, chair of Hong Kong’s
Chinese General Chamber of Com-
merce, said: “The return of mainland
Chinese tourists has brought a glimpse
of hopeto the tourism and retail sectors,
which play a vital role in Hong Kong’s

China’s economy expanded 3 per cent
last year but the IMF this week raised its
2023 growth forecast to 5.2 per cent as
theeconomy reopened.

Central bank

Crisis-hit Lebanon devalues currency by 90%

RAYA JALABI — BEIRUT

Lebanon has devalued its currency by
90 per centasit seeks toaddress a deep
economic crisis, in a move that still
Teaves the pound far above its parallel
black market rate.

The Banque du Liban said yesterday it
was setting the Lebanese pound, pegged
at a fixed rate of L£1,507 to the dollar
since 1997, at a new rate of L£15,000.
This s still well below the L£60,000 to
the dollar where the paralle] currency
was trading at the time of the central
bank announcement.

The devaluation could stoke fears of
further price rises in a country where
the annual inflation rate for 2022
topped 170 per cent, according to offi-
cial figures. Analysts said it was a costly
stop-gap in the absence of wider struc-
tural reforms to the struggling economy.

“These measures don’t meaningfully
address the causes of the crisis, which
are the large financial sector losses,”
said Mike Azar, a Lebanese economist.
“What’s been needed for the past three

years is a broader recovery plan with a
restructuring of the financial system,
notanother piecemeal measure.”

The BdL said the change was a step
towards unifying Lebanon’s various
exchange raes in an effort to meet the
demands set out in a draft deal reached
with the IMF last year. But experts cau-
tioned it was unclear how that would be
the case: Lebanon has multiple ex-
change rates that govern withdrawals
from frozen bank accounts, customs
duties, public sector salaries, fuel prices
and telecommunications.

Nasser Saidi, a former economy min-
ister and ex-deputy central bank gover-
nor, called it a continuation of the
“failed exchange rate pegging/fixing
policy that has generated the biggest
financial erisis in history”.

The Lebanese pound has slumped
since the country went into financial
meltdown in 2019, losing more than 97
per cent of its value against the dollar on
the parallel market.

The finance ministry last September

but reversed the decision amid criticism
it did not have the necessary authority.
Instead, the ministry applied new rates
to areas within its purview, including
customs and tax collection rates.

Saidi said that the new L£15,000 rate
was “75 per cent below the effective
market rate of L£60,000 as well as
below the so-called Sayrafa rate of
L£38,000”, the latter referring to the
central bank’s exchange platform. “This
just adds to the multiple exchange rates
that lead to severe marketdistortions.”

Although the government reached a
draft IMF deal in April, it was contingent
upon implementing divisive economic
and political reforms, which have yet to
be agreed. This has fuelled speculation
that the deal maynever be finalised.

Unifying the exchange rates is one of
the IMF'’s key prerequisites to unlock a
$3bn loan facility, widely seen as the
only way for the country to begin reco;
ering from the crisis and restore confi-
dence inits financial system.

“But the move doesn’t actually unify

it would devalue the pound,

https://ft.pressreader.com/v99f/20230202

the " Azar pointed out..

Economy

India vows to lift capital spending and cut taxes

JOHN REED, BENJAMIN PARKIN AND
JYOTSNA SINGH — NEW DELHI

again,” she said. “The budget takes the
lead once again to ramp up the virtuous
BRI

dia’ yesterday vowed to

increase capital spending by a third to
Rs10tn ($122.3bn) over the coming fis-
cal year, as it revealed a business-
friendly budget meant to spur growth
and please key constituencies ahead of
aforthcoming general election.

Nirmala Sitharaman, the finance minis-
ter, told parliament India would cut
taxes for the “hard-working middle
class” and would also reduce the top
income-tax rate of 42.7 per cent to 39
per cent in the last full-year budget
before prime minister Narendra Modi
faces voters in April and May 0f 2024.

“Investment in infrastructure and
productivity have a large multiplier
impact on growth and employment,”
Sitharaman said in a speech interrupted
by chants of “Modi, Modi” from ruling
Bharatiya Janata party MPs and heck-
ling by the opposition.

“After the subdued period of the pan-
demic, private investments are growing

circle of andij ;
Modi later described the middle class
as “a huge force in fulfilling the dreams
of aprosperous and developed India”.
India has been one of the world’s
fastest-growing large cconomies over

‘It’s actually a dream
budget of sorts.

[1t] will lead to better
consumption demand’

the past year, in part because of resilient
demand from its big domestic market.
The government this week forecast eco-
nomic growth of 6 per cent to 6.8 per
cent in the fiscal year starting in April,
down slightly from 7 per cent projected
for2022-23.

“It’s actually a dream budget of sorts
in that both capex sizes have been
increased and taxes have been
reduced,” said Vasudev Jagannath, head

of sales at IIFL Capital. “That willlead to
better consumption demand.”

sitharaman said India was targetinga
lower fiscal deficit for the coming year of
5.9 per cent of gross domestic product,
down from 6.4 per cent in the current
one. The Federation of Indian Cham-
bers of Commerce and Industry said the
budget was “not only significant for the
domestic audience, but it truly makes a
move towards placing India as the
world’s growth engine”.

“Spending on physical infrastructure
raises the productive capacity of the
economy, has higher multiplier and
crowds in private investment,” said
Dharmakirti Joshi, chief economist with
Crisil, alocal subsidiary of rating agency
S&P Global. “Construction activity is
still quite labour-intensive in India, soit
also creates jobs.

India, which was hit hard by Covid-19,
emerged from the pandemic in better
financial shape than some other leading
economies. Its government is now try-
ing to capitalise on global manufactur-
ers’diversification away from China.
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Banks set to
recoup just 5%
of losses from

Archegos fall

@ Failure cost global lenders $10bn
o Credit Suisse was biggest casualty

TABBY KINDER — SAN FRANCISCO
ORTENCA ALIAJ — MIAMI

OWEN WALKER AND STEPHEN MORRIS.
LONDON

Banks that lost billions from the melt-
down of Archegos Capital Management
will get back as little as 5 cents on the
dollar from its restructuring, with bro-
kers such as Goldman Sachs funding the
payouts using cash left in the family
office’s tradingaccounts.

Global banks, including Credit Suisse
and Morgan Stanley, that lost more than
$10bn from the failure of Archegos, are
expecting to recoup between 5 and 20
per cent of their losses, according to
people familiar with the matter.

Credit Suisse, the biggest casualty of
the collapse which left it facing more

‘[Some banks] did a better
job of covering themselves,
had more restrictive
lending or just got lucky’

than $5bn of losses, could get back as lit-
tleas $250mn.

‘The banks and restructuring advisers
managing the unravelling of Archegos
are nearing the end of a “workout”
negotiation to agree how assets that
belong to the family office will be dis-
tributed to the banks with claims
againstit, the people said.

The investment firm run by former
hedge fund manager Bill Hwang
imploded nearly two years ago.

The fund had made tens of billions of
dollars’ worth of bets on US and Chinese
stocks by borrowing heavily from
banks’ prime brokerage divisions,
which had to be rapidly unwound when
the value of the companies slumped and
Archegos could not meet margin calls.

As Archegos’s positions collapsed,
some of the banks acting as prime bro-

kers liquidated collateral more quickly
than others in order to avoid losses on
their loans, and in some cases even left
cashin the investment firm’s accounts.

The funds to repay creditors are
largely coming from the banks such as
Goldman Sachs that offloaded collateral
and covered theirloans.

Some of the cash left in those accounts
is being returned to Archegos and will
be distributed by its restructuring
advisers to the banks that lost money,
the people said. A pot has also been set
aside for Archegos employees owed
‘money by the firm.

Deutsche Bank and Wells Fargo were
also able to unwind their trades without
incurring losses, people familiar with
the matter said. Deutsche handed back
about €20mn to Archegos after it sold
out of its positions, according to a per-
son closeto the bank.

These banks “did a better job of cover-
ing themselves than the others, had
more restrictive lending or just got
lucky;” said one person close to the mat-
ter. They ended up with their Archegos
tradingaccounts in the black when they
terminated its swaps contracts, they
added.

Hwang and three others who worked
at Archegos are facing market manipu-
lation and fraud charges in the US while
there has been regulatory scrutiny on
three continents and a reckoning at the
‘banks that provided services to the firm.

Credit Suisse, Nomura, Morgan
Stanley, UBS, MUFG and Mizuho were
all exposed through their prime broker-
age or trading divisions and lost $10bn
when they liquidated their positions.

The banks have spent nearly a yearin
negotiations with Archegos as it
attempts to realise and restructure its
assetsand liabilities.

Credit Suisse, UBS, Morgan Stanley,
Goldman, Wells Fargo, Nomura and
Deutsche Bank declined to comment.

SAMUEL AGINI — LONDON

Chelsea FC spent about €330mn in
the January transfer window, more
than all the top-tier clubs in Italy,
Spain, France and Germany com-
bined, in a further sign of the English
Premier League’s financial power.

Adeal for Argentina’s World Cup-win-
ning midfielder Enzo Ferndndez on
deadline day for a fee of about
€121mn — arecord in English football
— capped a busy month for Chelsea’s
US private equity owners, who have
now spent more than €610mn since
buyingthe club last year.

Premier League clubs spent almost
€830mn on players and brought in
roughly €100mn from sales, leading
to a net sum of €730mn by the time
the window closed at 11pm on Tues-
day, accordingto Transfermarkt.

The English top flight’s four main
European rivals spent €256mn but
ended with asurpl bringingin

Argentina’s World Cup-winning Enzo Fernandez joins Chelsea for a UK record of about €121mn - esnentasersicer

€377mn from selling players. Mean-
while, Liga Portugal generated
€146mn net transfer income after
Benfica’s sale of Fernindezto Chelsea.
“Previously the talk was of the top.
five leagues in Europe, but now
clearly there is the English Premier
League and then the others,” said
Olivier Jarosz at LTT Sports, an
adviser to football clubs on strategy.
The Premier League’s financial

Cash splash Chelsea FC's transfers splurge
pushes Premier League to spending record

Tim Bridge, head of Deloitte’s sport

Intel cuts pay
of top staff to
prepare for
dropin sales

RICHARD WATERS — SAN FRANCISCO

Intel is cutting the pay of its managers
and senior executives, in an unusual
cash-saving move by the US chipmaker
to weather an expected downturn in
the first half of this year.

Cuts to base pay start at 5 per cent for
mid-level workers and rise to 25 per
cent for chief executive Pat Gelsinger,
according to one person familiar with
the details. The executive leadership
team around Gelsinger will take a 15 per
cent pay cut, while other senior manag-
erswill seeal0 per cent reduction.

However, the cuts affect only base sal-
aries and some other minor benefits.
They will not affect the bonuses and
stocks that make up a significant part of
top executives’ overall package.

Last year, Intel said Gelsinger’s tar-
geted remuneration for 2022 was
$26.3mn, with only $1.25mn of that rep-
resenting the base pay that is subject to
the pay cut. The rest is set to come in the
form of an expected cash bonus and
long-term incentive equity award.

Last week Intel surprised Wall Street
with a warning that its revenue this
quarter was likely to be 40 per cent
below the same period the year before.

It blamed the collapse in sales on a
sudden exacerbation of an inventory
correction that has hit the chip industry
since last summer. Some analysts said
the decline also appeared to reflect a
further loss of market share.

The company was already facing a
cash he latest reduction

‘business group, said: “New ownership
generally sparks more activity in the
transfer market but clearly this is
beyondanythingwe'veever seen.”
Despite Chelsea’s spending, the club,
is 10th in the Premier League and
risks missing out on qualification for
the lucrative Uefa Champions League.
Chelsea earned €119.8mn from the
competition in 2020/21, boosted by

gives its

teams the pick of Europe’s stars, with

‘many clubs across the region cultivat-

ing talented players to generate hefty
sums to fund their own costs.

Lucrative international broadcast

deals have the Premier

The club was bought last year by a
group of investors led by US financier
Todd Boehly in a £2.5bn deal after
Russian oligarch Roman Abramovich
was put under sanctions by the UK

andforced tosell the club

League’s hand in the transfer market

— the US rights alone are worth

roughly $450mn a year even after the

value of the domestic rights stalled.

Its total income from broadcast rights

is expected to exceed £10bn in the
ing 2025.

‘when Russia invaded Ukraine.
Chelsea’s owners have made use of
accounting practices where football
clubs can amortise, or spread, the
transfer fee over a long player con-
tract tosoften the financial blow.
dditional ing by Dan Clark

in sales. It is trying to maintain a heavy
programme of investment in the face of
a tumbling PC market, while also pro-
tecting its dividend payment to share-
holders.

Unlike many technology companies,
Intel has not announced company-wide
job cuts as tech markets weaken.
Instead, cost-cutting decisions have
been left to individual business units as
it seeks to meet a goal of slicing $3bn out
of its annual operating budget by the
endof this year.

News of localised job cuts started to
emerge in recent weeks, with official fil-
ings in California revealing plans to
reduce the workforce by more than 500
attwo of its facilities in the state.

Intel added 10,800 workers last year,
boosting the size of its workforce by
9 per cent, even as its revenue tumbled
by 16 per cent and it reported negative
adjusted free cash flow for the year of
$4bn.

Parting of the ways with MSC sets Maersk on a testing course

INSIDE BUSINESS

hoever first came up
with the advice to keep
your friends close and
enemies closer clearly
knew nothing about

container shipping.
AP Moller-Maersk, the world's

d-l: container shij

compromise on what day to sail, which
terminal to use or which sailing to can-
cel. It has the scale to keep costs low and
to offer a high-frequency service on
many popular routes.

Maersk, on the other hand, will find
its own strategy put to the test as never
before. Since 2016, the group has been
transforming itself from a container
shipping giant into an end-to-end logis-
tics provider, investing in air and land
services to get cargo from factory to
final destination. But it is not quite there
yet, says Theo Notteboom, professor of
port and maritime economics at Ant-
‘werp university. And it faces compet
tors more accustomed to dealing with
the complexities of road, rail and air
transport such as DHL, Kuehne+Nagel

pany, may be regretting the decision in
2015 to embrace its once smaller rival
Mediterranean Shipping Company in a
vessel-sharing alliance. Then, the logic
was that by sharing capacity in tough
times, the two could keep down costs
and prices while still offering a global
network of routes.

But while sheltering in the partner-
ship, MSC has been able to grow so
quickly that it has leapfrogged Maersk
to become the world’s biggest container
shippingline by capacity: In the process,
it has learnt much about service and
reliability from its rival. In November
last year, MSC ousted Maersk as the

day, perhaps, Amazon.
Moreover, Maersk’s strategy has
alienated many of

the freight for- ‘[Frejght forwarders]

warders  that

organise logisties Will be more inclined to
forroughly halfthe - gjve cargo to anyone but

world’s container

trade. Many “feelit Maersk and right now
is payback time”, (s a fight for volume’

says Lars Jensen,
head of consultancy Vespucci Maritime.
“They will be more inclined to give
cargo to anyone but Maersk and right
nowit’sa fight for volume.”

Maersk’s shipping capacity and route
network are still vast. But over time this

world’smost reli iner shipping
operator in terms of punctuality.

Now the two companies say they will
not renew their partnership in 2025 and
it will begin to unwind just as times are
getting tough again. They insist that the
decision to divorce was mutual. But it is
clear that the alliance brought many
more benefits to MSC — as does the tim-
ingofits demise.

MSC will no longer have to

could be eroded. MSC cur-
rently has 133 vessels on order against
29 for Maersk, according to industry
data provider Alphaliner. In August
2016, Maersk’s capacity was some
400,000 20ft containers (TEU) ahead
of MSC. Today the situations are
reversed.

Maersk executives calmly fend off
critics. Theirs is not a race on capacity,
they argue, but one of higher value-

https://ft.pressreader.com/v99f/20230202

added services. The provider that can
deliver goods on time by whatever
‘means — land, sea or air — is the one that
will enable customers to cut inventories
and so costs. Having scale in container
vessels helped no one in the worst of the
recent supply chain turmoil when ships
queued to get into port and goods lan-
guished on docksides.

Itisabold bet. Yet Maersk has repeat-
edly shown a formidable ability to sense
which way trade winds might blow. It
was the first to gamble on ordering
‘mega-container vessels, and it has also
been in the lead on greeningits fleet.

‘Also, regulators are becoming wary of
these alliances, which group the world’s
biggest carriers in strategic partner-
ships. The three biggest control 84 per
cent of trade on the popular Asia-North
America routes, according to the UN
Conference on Trade and Development.

Yet with a weak global economy, now
may be the worst time to go it alone.
Partnerships on individual routes are
still possible but more complicated. The
real question is whether Maersk’s strat-
egy of providing dedicated end-to-end
services forindi
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able fast enough to ride out the next
cyclical downturn For MSC, too,thems

riski justas
demand weakens.

But no one should presume that a
muscled-up MSC will not play in Mae-
rsk’s market. In 2017 Soren Toft was a
board director and chief operating
officer at Maersk, charged with imple-
menting the logistics strategy. But in
2020 he became chief executive of MSC,
where he is launching an air cargo arm.
After 25 years at Maersk, there are few
rivals as well equipped to understand
where and how to challenge that com-
pany’s model in the future.

peggy-hollinger@fi.com
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Healthcare

Scandal-h

CDC takes control of
homes operator in deal to
restructure heavy debts

LEILA ABBOUD — PARIS

Scandal-hit care home group Orpea has
reached a deal to restructure its heavy
debts by bringing in new investors led
by French state-linked financial group
Caisse des Depots & Consignations.

The deal, which gives the CDC consor-
tium a majority stake and control of the
board, is a key part of Orpea’s efforts to
recover from the financial and reputa-
tional fallout from the publication last
year of The Gravediggers, a book by jour-

nalist Victor Castanet. His documenta-
tion of the mistreatment of elderly resi-
dents, including the rationing of food
and incontinence products, and alleged
fraud by executives led to criminal
investigations, the sacking of managers,
regulatory reviews and also wiped more
than 90 per cent from the value of
Orpea’s once high-flying shares.

The scandal made the group’s roughly
€9bn in debt unsustainable as profits
fell and some families took relatives out
of Orpea homes.

In response, Laurent Guillot, the new
chief executive, announced a second
debt restructuring in November, after
the first in the summer fell short, and a
new strategy built around hiring more

staff to improve conditions in care
homes and exiting overseas markets.

But it has taken months to negotiate
the specifics with creditors because of
the complexity and size of the deal, law-
yers said, and also because Orpea is one
of the first cases to go through France’s
bankruptcy regime that took effect last
year. The new rules bring France more
in line with US and UK standards by
removing the requirement to win share-
holder approval.

A consortium led by the CDC, along
with two French co-operative insurers,
including one that represents nurses,
will inject €1.5bn in cash into Orpea via
a capital increase. This will give them
50.2 per cent of the share capital and

seven of 13 seats on the board. Sepa-
rately, €3.8bn of unsecured debt at
Orpea will be swapped into equity,
which will give those creditors roughly
49:4 per cent of the group’s shares. Cur-
rent shareholders will in effect be
diluted to hold only 0.4 per cent.

A group of six banks has also agreed a
newloan that could total about €600mn
once finalised. Orpea said the restruc-
turing would help reduce debt by about
60 per centto a net debt-to-ebitda ratio
of 6.5times in2025.

Guillot said it was a key part of his
strategy to overhaul Orpea. The invest-
ment in extra staff will lead to a fall in
profit margins from about 25 to 20 per
cent, the company said in November.

it Orpea wins cash injection

“The plan aims to set up an ethical,
virtuous and quality business model
that meets the major challenges of sup-
porting the fragile people” who depend
on Orpea, the chief executive said in a
statement.

The CDC-led group of investors also
supports these aims and has backed the
reduction in margins. “The goal of our
investment is that the elderly in Orpea’s
homes are well treated and the com-
pany behaves ethically,” said Olivier
Sichel, CDC’s deputy chief executive.

Castanet said in a tweet that the
involvement of the CDC could be a
“turning point” for the group and the

Industrials

Indonesian
islanders seek
climate change
compensation
from Holcim

CAMILLA HODGSON

Residents of an Indonesian island
threatened by climate change have
pressed ahead with their legal action
against Swiss cement group Holcim, as
litigation over the effects of climate
change gathers momentumin 2023.

The compensation case mirrors aland-
mark lawsuit brought by a Peruvian
farmer and mountain guide against
RWE over the German energy supplier’s
contribution to climate change through

Indian group targeted by short
seller allegations has doubled

burden to $30bn in four years

BENJAMIN PARKIN — NEW DELHI
A decade ago Gautam Adani outlined
the strategy behind the rapid rise of his
business empire: leverage one company
to fund another’s expansion. “Either
yousit on the pile of cash or you con-
tinue to grow,” he told the Financial
Times. “Thereis noother way.”

It has served the Indian entrepreneur
well as his Adani Group scaled up and
diversified in industries from ports to
power. Hehasbecome one of the world’s
richest people, with a fortune of more
than $100bn by the start of this year.

The pace of borrowing has only
increased as Adani laid out ever more
ambitious pushes into areas such as 5G
and green hydrogen, with debt doubling
toabout $30bn in the past four years.

But the 60-year-old is under unprece-
dented scrutiny following share price
plunges in his listed businesses after Us

Industrials. Leveraging

Adani’s debt-driven expansion draws scrutiny

Gautam Adani,
pictured on
Tuesday after
the Adani Group
completed the
purchase of
Haifa Port, has
said his strategy
is to leverage to

fund expansion
A oot

Adani Group stocks
short seller Hindenburg Research last B
Total debt (Rs bn)
weekaccused the group of years of stock
manipulation and ing fraud — 2,50
while criticising what it said was Transmission
“extremeleverage”. 2,00

Adani Group fiercely denies Hinden-
burg’s allegations and the characterisa-
tion of its debt, and says it is deleverag-
ing, reducing debt ratios even as total
liabilities rise.

Yesterday, however, it called off a
$2.4bn equity fundraising citing
“unprecedented” market volatility.

Yet analysts and investors say the
group’s billions of dollars in planned
spending may mean it will have to bor-
row even more. “By traditional metrics
they are definitely overleveraged,” said
Brian Freitas, founder of Auckland-
based Periscope Analytics. “The ques-
tion is whether their underlying busi-
nesses can grow fast enough to service
thedebt.”

A sprawling conglomerate with seven
listed companies and more unlisted
ones, many of Adani’s most ambitious
plans are concentrated in Adani Enter-
prises. The division serves as an incuba-
tor for young Adani businesses such as
airports, in which the group had no
experience before buying six in 2019, or
creating what it says will be “the world’s
largest green hydrogen ecosystem”.

Adani Enterprises had a net debt-to-
ebitda ratio of 10 times as of the finan-
cial year ended March 2022, according
to Fitch company CreditSights, one of
the highest in the conglomerate. It
requires further spending to meet its
targets, with plans to more than double
annual capital expenditure to Rs400bn
($4.88bn) both this year and next. How-

Sep 2016 Sep2018

Sources: Bloomberg; Hindenburg; Adani; Fch
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ever, no company captures the scale of
the group’s ambition more than Adani

Transmission. Yet Adani will need more
money than it can source through
equity alone if it i to finance its ambi-
tious plans, leaving limited scope for

accordingto C;

While Adani traditionally borrowed
from state-owned banks and other lend-
ers in India, CreditSights said it had
increasingly tapped global banks and
bondholders attracted by its growth and
the reliable cash flows generated by its

i infrastrug

To allay concerns about its debt, the

Adani Green raised $750mn in green
bonds last year and in December

The .. GreenEnergy,founded in2015with the
questionis  aimofbecomingone of the worlds larg-
e bl
whélher {Affar a1y Iodada)/Aduni Graen broke
their even and turned a profit of Rs4.9bn in
c the 2022 financial year. But its net debt
und_erlymg has risen fivefold over a steady equity
businesses  base, rising from Rs108bn in 2019 to
can grow Ros1sbn last yar,with net debt at 149
fastenough
oo Adani group has turned to global inves-
3 tors to pump equity into i i
the debt

including with this week’s aborted share
sale.

France’s TotalEnergies has since 2019
invested more than $7bn into Adani’s
gas, renewables and green hydrogen
businesses, while the United Arab Emir-
ates’ International Holding Company
last year invested $2bn across Adani
Enterprises, Adani Green and Adani

d a $200mn y.

nated refinancing facility with MUFG
Bank and Sumitomo Mitsui Banking
Corporation actingas principal lenders.

Adani Enterprises also borrowed
about $1bn from international lenders
including Apollo and Standard Char-
tered toexpandits airport business.

Brokerage CLSA said debt at Adani’s
five largest companies had doubled to

Rs2.1tn since 2019. Adani Group’s chief
financial officer Jugeshinder Singh said
on Monday that total debt across the
conglomerate was $30bn.

Some analysts say the pace of growth
has little parallel in India. Rival con-
glomerate Reliance Industries, for
example, launched a deleveraging drive
in 2020 to eliminate all its net debt of

The four residents of Pulau Pari filed
the case on Monday in the Swiss canton
of Zug, where Holcim is headquartered,
following a “conciliation meeting” last
year where they failed to reach a resolu-
tion.

The island residents aim to hold Hol-
cim liable for its pollution and are seek-
ing compensation for “climate dam-
ages”. They argue that the 1,500 living
on Pari are at significant risk of losing
their livelihoods due to rising sea levels
and flooding, even though they had con-
tributed little to global emissions.

They are demanding that Holcim pay
0.42 per cent of the cost of damages
already incurred and impending, and
for new flood protection measures,
since they argue the company contrib-
uted 042 per cent of the global fossil fuel

The four residents of
Pulau Pari say the Swiss
group contributed 0.42%
of emissions since 1751

and cement emissions put into the
atmosphere since 1751, citing a study by
research group the Climate Accounta-
bility Institute.

They are also asking the company,
which had its net zero emissions plans
approved by the Science Based Targets
initiative oversight group, to commit to
more rapidly reducing its carbon emis-
sions. Cement making requires high
temperatures traditionally generated
by fossil fuels that contribute the green-
house gases behind climate change.

“Our existence is under threat,” said
Asmania, one of the plaintiffs. “We want
those responsible to now finally take
action.”

Holcim said climate action was “a top
priority” and did not believe that “court
cases focused on single companies are
an effective mechanism to tackle the
global complexity of climate action”,

Climate litigation has ballooned in
recent years as individuals and activists
have sought to hold polluters to
account, or force governments and
companies to make greater efforts at
emissions reduction. In the legal fight
involving RWE, the plaintiff farmer is
seeking to hold the company responsi-
ble for its historical carbon and meth-
ane emissions, and payment for flood
defences to protect his Andean town.

The Indonesians are using a similar
argument, seeking to prove a causal link
between the company’s pollution and

more than $20bn by raisi ity from
global investors including Facebook.

“It’s aconcern to shareholders when a
conglomerate leverages itself into other
areas where the expertise is not there,”
said Sharmila Gopinath, specialist
adviser to the Asian Corporate Govern-
ance Association.

Adani disputes that it is overlever-
aged, saying in a response to Hinden-
burg that “leverage ratios of Adani Port-
folio companies continue to be healthy
and are in line with the industry bench-
marks of the respective sectors”.
SeeLex

the climate-related nearby.

Climate-related litigation is increas-
ingly centred on questions of human
rights. A group of Swiss women are
suing the government via the European
Court of Human Rights on grounds it
has not cut national emissions fast en-
ough, putting their health at risk from
more frequent and intense heatwaves
dueto climate change.

The civil complaint filed by the Indo-
nesian islanders is based on the alleged
infringement of certain “personality
rights” protected by Swiss law, includ-
ingaright to economic advancement.

Technology

Instagram founders launch app to rival Twitter and tackle misinformation

CRISTINA CRIDDLE — LONDON

The creators of Instagram have
launched a “text-based” news app,
believing they can challenge Elon
Musk’s Twitter and taclde the spread of
misinformation online.

Kevin Systrom and Mike Krieger, who
founded and then sold the photo-shar-
ing app to Facebook for $1bn in 2012,
launched Artifact this week.

The app uses artificial intelligence to
aggregate news and lifestyle articles in
‘which users are likely to be interested
while avoiding so-called “filter bubbles™
by also promoting content that may
challenge previously held views.

“[Itis] a particularly timely moment
both in the technology industry, with
Twitter’s takeover by Elon and Face-

book’s focus on the Metaverse,” said
Systrom, chief executive. “And it is par-
ticularly a timely moment to focus on
text when we need it most because of
people’s attention to misinformation
and how we consume news today.”

The pair left Facebook in 2018 amid
tensions over the growing control over
Instagram being exerted by the com-
pany led by Mark Zuckerberg, and as
regulators challenged the tech giant
over fake news and data privacy after
the Cambridge Analytica scandal.

Musk’s $44bn acquisition of Twitter
last year was followed swiftly by cuts to
about half of its workforce, many in the
trust and safety teams that monitor and
police misinformation.

Systrom said Artifact is a potential
competitor to Twitter for reading news

https://ft.pressreader.com/v99f/20230202

and lifestyle articles, but otherwise he
admired Musk’s efforts to turn round a
flaggingbusiness.

“There is certainly some overlap
[but] only in a particular area” he said.
“Twitter is one of the most important
social media properties in the world and
it deserves to have aleader who believes
initand wantsto makeit great. And that
isallThave seen from Elon.”

still, the recent travails at Twitter
show the difficulties faced by all social
media businesses, which have stru
as spending on advertising declines.
Meta, the parent company of Facebook
and Instagram, Snap and YouTube
owner Alphabet have laid off thousands
of staff in recent months, citing a
G i i

Krieger have so far declined to take out-
side investment and have self-funded
Artifact by spending “single-digit mil-
lions” to build the platform over the past
two years. The group is based in San
Franciscoand has just seven employees.

“You hire your investors

as much as you hire your
employees, and you should
choose very wisely’

This has meant Artifact has avoided the
funding crunch that has hit Silicon Val-

ley, as venture capital investors hold
back from taking risky bets on cash-

Systrom is undaunted. He and

ps.
“Instagram obviously was a hit from

day one, and we were able to raise
money fairly quickly,” said Systrom.
“The lesson I learned through that is
that you hire your investors as much as
you hire your employees, and you
should choose very wisely . . . Right
now, we have plenty of money in the

tested. A waiting list to use the app
opened on Tuesday.

The platform may display personal-
ised advertising in future to those users
who wish to access content for free, but
itis also exploring paid-for options, such
as subscriptions and deals with estab-

id

bankand our focus is builds
agreat product that retains [users].”
‘Artifact uses machine learning o scan
a curated list of publishers’ websites,
ranging from news organisations
including The New York Times, Vogue
and the Financial Times, as well as
smaller blogs about specialist interests.
The more you use the product, the more
thealgorithm becomes personalised.
Users will eventually be able to follow
other users and message friends pri-
vately as part of new features being

lished isher:

Artifact will remain a curated collec-
tion of approved sources rather than a
fully social platform, as the co-founders
‘want to ensure high-quality news and
information. The algorithm will occa-
sionally deliver content that a user may
not agree with, however.

“It is really important to us to dedi-
cate some portion of the feed which we
do to exploring tangential interests,
other sides of issues, publishers you
would not normally see,” he added.
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UAE lender puts StanChart on bidders’ radar

First Abu Dhabi Bank is considering a revival of plans for a takeover, while other suitors look set to scrutinise the target

STEPHEN MORRIS AND ARASH MASSOUDI
NDON
SIMEON KERR — DUBAI

In November, the world’s tallest tower,
Dubai’s Burj Khalifa, was lit up with the
colours and logo of Standard Chartered.

As the bank’s chief executive Bill Win-
ters and chair José Vials looked on,
messages such as “together we're here
for good” and “aligned ambitions”
sparkedintolife.

‘While in Dubai, the two directors held
afull board meeting and met senior fig-
ures in the region. But two months later
they were blindsided when news broke
that First Abu Dhabi Bank, the United
Arab Emirates’ biggest lender, wanted
tobuy StanChart.

“It was a complete surprise to the
board,” said one person familiar with
the matter.

However, it was no secret that the oil-
rich Emirates was in an acquisitive
mood. First Abu Dhabi Bank (FAB) was
born in 2017 when the UAE merged its
first- and third-largest lenders to create
anational champion.

Butthe scale of its international ambi-
tions was only revealed alongside news
ithad been working for almost a year to
buy StanChart and create a lender with
more than $1tn in assets operating in
‘more than 60 markets — a first for the
Middle East.

“The region is saying ‘here we are, the
centre of the world has moved,” said
one senior figure who advises FAB.
“They see themselves as a major centre
of activity and not just oil economies.”

“The banking sector is absolutely ripe
for the next step up,” said Gary Dugan,

The scale of
First Abu Dhabi
Bank’s
international

involved in the process told the Finan-
cial Times.

Early last year chief executive Hana
Al Rostamani hired New York boutique

chiefi officer at Dubai-b:
Dalma Capital and a former executive of
FABs predecessor, the National Bank of
AbuDhabi.

After the news leaked, FAB quickly
said it was no longer evaluating an offer,
Kicking off a six-month period where it
is restricted from acting again, unless
another bidder emerges.

But several people close to the lender
say the deal could be revived after the
cooling off period ends in July. FAB and
StanChart declined to comment.

“The region certainly has the fire-
power to make a statement in this
regard. We deserve to be taken more
seriously,” said a government minister
from another country in the Gulf.

Companies and funds in the UAE,
Saudi Arabia and Qatar have more than
$3tn in assets and cash under manage-
ment, boosted by a boom in energy
prices amid the war in Ukraine. Saudi
Arabia’s $620bn Public Investment
Fund has bought companies from elec-
tric vehicle start-up Lucid to Newcastle
United football club as Crown Prince
Mohammed bin Salman looks to diver-
sify the economy away from oil.

But cross-border banking takeovers
are very rare because of the cost, com-
plexity and risk involved. Previously,
Middle Eastern investors have pre-
ferred to take stakes in troubled foreign
lenders. Qatari funds led an £11.8bn
emergency fundraising for Barclays in
2008 and Middle Eastern investors now
ownafifth of Credit Suisse.

Demonstrating the scale of capital
that can be brought to bear, the Saudi
National Bank’s chair dismissed its
recent $1.5bn investment in Credit
Suisse as “just another cheque”, barely
more than 2 per cent of its $68.7bn
investment portfolio.

“It’s a166-year-old brand, so how far
below 30 cents on the dollar is it going to
207" headded.

StanChart, 169 years old, trades
barely higher at 42 pence on the pound.

FABis also deep-pocketed and intrin-
sically linked to the state. Its chair is the
UAE’s national security adviser and
businessman Sheikh Tahnoon bin
Zayed al-Nahyan, whose brother is the
president and ruler of Abu Dhabi,
Sheikh Mohammed bin Zayed al-
Nahyan.

Abu Dhabi’s $284bn sovereign invest-
ment fund Mubadala owns 38 per cent
of FAB and was a driving force behind
the attempt for StanChart, according to
people familiar with the process.
Mubadala said it would not comment on
marketplace rumours about publicly
listed institutions.

FAB’s stock has surged 72 per cent
since the pandemic struck in March
2020, giving it a market value of $43bn,
almost double that of StanChart at
$25bn.

‘While dominant domestically, FAB’s
international network is modest. More
than three-quarters of its revenue is
made in the UAE and to grow it must
diversify.

In 2021, FAB bought the Egyptian
operations of Lebanese bank Audi.
Then last February, it grew bolder, mak-
ing an offer for Egypt-based regional
broker and adviser EFG-Hermes to bol-
ster its weak investment banking arm.

Advisers say the bid was withdrawn a
couple of months later amid Egyptian
resistance. But disappointment was
brushed aside as FAB turned its atten-
tion towards StanChart, several people

was
only revealed
alongside news
ithad been
working for
almost a year to
buy StanChart
and createa
lender with
more than $1tn

ts —
Crvistopher PiefBoomberg

bank Moelis & Co to help
identify and analyse transformational
targets, said the people. StanChart was
top of thelist.

Its founder Ken Moelis — once dubbed
“Ken of Arabia” for his connections in
the region — helped pitch and explain
the rationale to the government officials
and technocrats who would have to
sanction anyoffer.

StanChart offered an immediate
expansion outside its saturated home
market into Africa, India, south-east
Asia and China, as well as exposure to
Europe and the US. With FAB trading at
two times book value to StanChart’s 0.4
times, it was also seen as affordable, the
peopleadded.

Performance at StanChart has lagged
behind peers. Winters, who took over in
2015, had overseen an operatingincome
decline while competitors in key mar-
kets, such as DBS in Singapore, had
grown. Despite announcing several cost-
cutting programmes, expenses remain
roughly the same as in 2015.

Various other targets were discussed,
such as Barclays and BNP Paribas, the
people added. Acquiring a series of
smaller lenders was considered, but
that was discarded because it would
have been “alongarduous process with
no certainty of success and huge inte-
gration challenges”, another person
involved said.

In the early summer, the board gave
the green light to an all-cash bid of
£30bn to £32bn aimed at minimising
opposition from StanChart.

FAB’s deal team was pushing but
some government entities demanded
further due diligence on the transaction
in the early autumn, one adviser said.
FAB would have had torely on financing
from funds such as state-owned ADQ,
which is also chaired by Sheikh Tah-
noon, and crucially Mubadala, the
adviser added. ADQ and Mubadala
declined tocomment.

Backing could also come from $240bn
Abu Dhabi-listed conglomerate Inter-
national Holding Company — another
business that Tahnoon chairs, one of the
people said.

THC said it would not “comment on
‘market rumours or speculation”.

Citigroup, Bain, Deloitte and Linklat-
ers were brought in to enhance opera-
tional capacity and conduct studies
around synergies, audit and legal issues.

Neither FAB nor its advisers
approached any shareholders or the
board, or StanChart’s corporate brokers
JPMorgan or Goldman Sachs.

In the end, it did not matter. Due dili-
gence on the deal had not been com-
pleted before the news leaked — some-
thing the phalanx of advisers had made

FAB’s valuation eclipses StanChart’s

Market cap ($bn)

FAB
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T T T T T T T e
2017 18 19 20 21 22 23
Source: Refinitiv

https://ft.pressreader.com/v99f/20230202

‘The region
is saying
here we are,
the centre
of the world
has moved.
They see
themselves
as amajor
centre’

i1

3

ElEl]

]
[
Eii

i

market speculation but people briefed
on the fund’s thinking said it could con-
sider selling part or all of its stake if
another, higher, bid came in. They

added that it would be a purely com-
ELmL

ata di

inevitable. “Too many the
\inseady broth Plone of the adyisers
added.

FAB is considering several options
when the cooling off period ends, two of
the people involved told the FT.

It could choose to approach existing
large StanChart shareholders and ask
them to retain substantial stakes in the
expanded group, making the $30bn to
$40bn cost easier to digest.

One top-10 shareholder told the FT
that a cash offer of a third above the
trading price would mean “an argu-
ment” internally about whether to
accept it. “We think the bank is trading

. the person said.
“Tt would be tempting to take it, but we
would feel we would be giving away alot
of value.”

By far the most important share-
holder would be Singapore’s state-
owned investment fund Temasek,
which owns 16.4 per cent of the stock. A
cash offer would allow the fund to exit
after having built its stake at a higher
valuation, but any deal would also face
political ramifications given the
expected exodus of thousands of Stan-
Chart roles from Singapore to the UAE’s
capital.

Temasek said it did not comment on

FAB couldalso try fora friendly trans-
action; however, there is a risk that this
‘would lead to a bidding war because the
board would be duty-bound to seek
rival offers.

The main hurdle to any transaction
remains the need to gain approval from
scores of regulators. The trickiest might
be the US, which would have to allow the
fifth-largest dollar-clearing bank to be
regulated by the central bank of the
UAE, itself under enhanced scrutiny by
the world’s anti-money laundering
watchdog.

Another question is whether FAB's
executive team would be deemed expe-
rienced enough tolead aglobal systemi-
cally important financial institution,
leading to the prospect of the existing
StanChart management being asked to
remain in place, said a senior figure at
StanChart.

Winters and Vifials both said at the
recent World Economic Forum in Davos
that they had not spoken to FAB since
the news broke.

“This is not something we've either
engaged with, or been interested in,”
‘Winters said.

The top 10 shareholder suggested
Winters still wanted to turn the bank
round himself, something that has
become easier to accomplish as rates
rise and China’s zero-Covid policy ends.

“Winters doesn’t want his reputation
tobetarnished,” the person said.

Afraid of being taken unawares again,
StanChart executives are scouring the
UAE for intelligence on Abu Dhabi's
intentions. But they also realise that
FAB’s approach could flush out other
suitors.

“Now the interest is public, it has
opened Pandora’s box,” said a senior
Middle Eastern banker at a rival. “If it
isn't FAB, it will be someone else.”
Additional reporting by Mercedes Ruehl
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Stora Enso Oyj's

eeting

at4 p,m. Finnish time at

Marina Congress Center, Katajanokanlaituri 6, Helsinki, Finland. The reception of psrsons ‘who have registered
for the meeting will commence at 3 p.m. Finnish time.
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1 by telophone: +358 204 6111 (Monday-Frday: 8 &.m. —3 p.m)
<) by regular mail: Stora Enso Oy, Legal Department, P.O. Box 309, FI-00101 Helsinki

When registering, a shareholder shall notify his/her name, personal identification number, address, telephone

number and any assistant or pr

proxy representative.

number of any

or his/her auth

ureqmred beableto
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and/or right of

inthe AGM Notice at the company ’s website,

be found

renue,

Stockholm AB (STE A, STE R. storaenso.com
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Contracts & Tenders

PATRIMONIO DESTINATO

Mr. Claudio Sforza,

powers

ASTARIS GESTIONE

Patrimonio Destinato di Astaris S.p.A. con Socio Unico
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lo 00398970582 | REA. . 152353
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CONCESSIONI 'f“l‘i‘l :

A.) Board of Directors' resolution diated 2020, May 24

INFORMS

10 the sale of
Campus in Ankara (Turkey).
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T FimiTe o e P v e e o for the slection of s potental buyerare sied to make o
(CETtime) on February 9%, 2023; upon receipt of such request the

rimeter of Astaris S.p.A. and Gestione Concessioni $.p.A. in Ankara Etik Hastane
Saglik Hizmetleri lsletme Yatirim A.S. Ankara Etik Hospital Management and Investmen Inc. (‘EHK") concessionaire of the Ankara Etik Integrated Health

by deed of notary in Rome, Salvatore Mariconda,

on February 14%

pr
Tecaiptof the toaser lhewvvhdevma\ny agreement and. the expression ofnterest, P it it e o oy < g
ided.

interest. Upon
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to submit a non bmvlmq oo e than the peremptorydesdiie of £00 pn- (CET ter) on arch 9% 2023, Bidders who wil be seacte to pariiate
P

invite

I thisherphase il b provkled with
d of April 2023

JaIMAGE

The end of this p

Each of the aforementioned documents should be sent by the relevant deadlins to the following email address: atlikproject@astaldi.com.

W Claudio Sforza
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The sector is under pressure
g Wag
loading up on leveraged loans

from incre after

HARRIET CLARFELT

US healthcare companies are sinking
into debt distress as they struggle to
contend with rising interest rates and
labour costs after the sector borrowed
heavilyto fund a dealmaking boom.

A fifth of America’s distressed bonds
were issued by healthcare companies —
spanning services, facilities, managed
care and pharmaceuticals — according
toance Data Services index.

The industry’s heavy representation
among the riskiest US corporate
borrowers has sparked warnings from
ratings companies that some firms’
debts are becoming “unsustainable”.

The indications of financial trouble
highlight how the sprawling US health-
care industry is sustaining pressure
from broad headwinds affecting the
entire economy and specific factors that
are combining to make business models
lesstenable.

The industry has also binged on so-
called leveraged loans to fund a frenzy

Fixed income. Distressed bonds
Rate rises worsen debt woes
for US healthcare industry

soaredin the past year as the US Federal
Reserve jacked up interest rates from
near zero to more than 4 per cent in a
bid to curb inflation.

Healthcare is the second most repre-
sented sector on Morningstar’s “lever-
aged loan” gauge, lagging behind only
software businesses.

Healthcare is one of the industries
“showing up with a fair amount of
distress in the loan market and also in
the high-yield bond market”, said Steve
Caprio, head of US and European credit
strategy at Deutsche Bank.

He said the sector has been “operating
with very high leverage built upon very
high profit margins. “At a time where
interest rates are now much higher,
those capital structures don’t make as
‘much sense as they used to.”

Moody’s Investors Services concurred
in a report last month that “capital
structures will become unsustainable”
for many healthcare companies rated
“B3negative or lower” — the weaker end
of the credit rating spectrum — which
have “high financial leverage, high
levels of floating-rate debt and weak
operating performance”.

Predictions of deteriorating credit-
worthiness are at odds with the
healtheare industry’s historical reputa-
tion as a defensive sector that typically

of dealmaking as private equity firms
rolled up disparate ies into
larger groups.

Such loans are typically sold by lowly
rated companies with high levels of debt
and have floating borrowing costs,
‘meaningtheir payouts to investors have

Caprio said the sector should no
longer be seen as “recession resistant”
inthe current environment.

Market participants have hi;

costs, along with pressure on the
reimbursement rates provided to
companies by the US government
under schemes such as Medicare.

“What we're hearing about now in the
US healthcare space is labour pressure,
wage pressure from employees
demanding higher wages, at the same
time that government reimbursement
rates for some of the names in
the healthcare space are lagging,” said
Caprio.

Together with the weight of rising
interest rates, such pressures could
‘make it more difficult for companies to
access fresh funding just as a darkening
economic backdrop threatens to
hamper revenue growth — paving the
way for a flurry of downgrades and
defaultsin2023.

“Finding lenders willing to refinance
will become increasingly difficult in the
year ahead as the market retrenches,”
Moody’s said.

Even so, much of America’s health-
care sector is in reasonable shape,
accordingtothe ratingagency.

“Probably 80 per cent of the compa-
nies [in the sector] we think are fine,”
said Peter Abdill, managing director in
the corporate finance group at Moody’s.
“[But] there’s a growing number that
are not and that we're worried about.”

S&P Global Ratings said in a report
last week that it expects ratings
downgrades to outpace upgrades again
in 2023, with “speculative grade and

Ith i i

B

the one-two punch of soaring workforce

p leadingthe
way downward”.

Fixed income

Bond buyers
demand
double-digit
yield for $2bn
Pemex issue

CHRISTINE MURRAY — MEXICO CITY
HARRIET CLARFELT — NEW YORK

Pemex, Mexico’s state-owned oil
company completed a $2bn bond sale
on Tuesday, according to people
familiar with the deal, with investors
demanding a double-digit yield to lend
tothe heavily indebted group.

The issuance comes as emerging
market governments have raised more
than $40bn in international bond mar-
Kets this year after a global sell-off last
yeartriggered by rising interest rates.

Andrés Manuel Lopez Obrador,
Mexico's nationalist president, has in
the past vowed to “rescue” Pemex after
what he sees as years of damaging
privatisation.

His administration has tried to boost
the company with billions of dollars of
support and tax breaks to help it man-
ageadebtload of more than $100bn.

‘Some investors had hoped the gov-
ernment would provide more support
before the company was compelled to
tap the market again. But Pemex on
Tuesday priced the sale of bonds
‘maturing in 10 years' time, according to
people with knowledge of the matter. It
lastissued new debt in 2022.

Emergingmarket fund managers who
have invested in Pemex bonds in the
past say they are attractive because they

‘Its nota permanent
solution. It'll be this
piecemeal approach for
the foreseeable future’

pay a high premium, or spread, over
Mexican sovereign bonds while
enjoying strong government backing.

The bond priced with a yield f 10.375
per cent, a person with knowledge of the
deal said. The money would be used
for general corporate purposes and
refinancing, the person added.

Mexicos 10-year government bonds
traded on Tuesday witha yield of 8.7 per
cent, implying a premium for investors
in the new Pemex bonds of more than
1.6 percentage points.

“It’s a pragmatic arrangement
where the government tries to keep the
pressure on the company to be self-
sufficient,” one Pemex bondholder said
of the decision to issue rather than inject
capital via the government. “It’s not a
permanent solution and indeed we
don’t really expect a permanent
solution. It'll be this piecemeal
approach for the foreseeable future.”

The yield on the new bonds reflected
expectations that the government
‘would continue to support Pemex, the
analyst said. But, for a “quasi-sovereign”,
the spread was large, the analyst added.

In the first quarter of this year Pemex
has to make more than $5.5bn worth of
debt payments, chief executive Octavio
Romero said this month.

Despite generous financial help from
the government, Pemex’s production
has been falling for years and hit lows of
1.5mn barrels a day in 2022, down from
morethan2.1mn b/din 2016.

Asset management

Volatility moves to top slot on trader
worry list after liquidity’s six-year run

NIKOU ASGARI — LONDON

Liquidity is no longer the biggest worry
for traders in financial markets, follow-
inga year in which markets survived a
series of shocks without the ability to
buy and sell becoming too severely
impaired.

Instead, volatility has climbed to the top
ofthelist of traders’ concernsin 2023, as
rising global interest rates and geopoliti-
cal tensions spark bigmoves in markets,
according to a survey of traders by
JPMorgan.

Traders and investors had for the pre-
vious six years listed liquidity as their
biggest concern with many worrying
about the risk of a financial accident
caused by a breakdown in the function-
ing of important markets, including in
US Treasuries that form the bedrock of
global finance.

But Scott Wacker, head of fixed
income, currency and commodity
ecommerce sales at JPMorgan, said that,
in 2022, “we didn't see many breaks in
the system in terms of liquidity”, despite
market shocks including the fallout
from Russia’s invasion of Ukraine and
the crisis that hit UK pension funds and

the gilt market. “The underlying availa-
bility of liquidity was there and the mar-
kets functioned really well,” he said.
Nearly half of the 835 traders
surveyed named volatile markets as
their key daily challenge with 22 per

unprecedented intervention to restore
order toUS debt markets.

‘Wacker said that, previously, traders
had “seen some markets break espe-
cially pre-and post- the beginning of the
pandemic. As clients were looking to

cent citing liquidity availability — down
13 percentage points.

That marks a departure from the
acute fears of a market breakdown that
came to the fore during the coronavirus
crisis in 2020 when the US Federal
Reserve was forced to make an

Traders’ views marked a departure
from fears of a market breakdown

https://ft.pressreader.com/v99f/20230202

t Iy over
the past decade, the resiliency of mar-
kets weren't what they'd like”.

Antoine Bouvet, senior rates
strategist at ING, said that although
poor liquidity hampered trading last
year, “it didn’t feel like it was impossible
[to] trade some assets for weeks onend™
and that even illiquid markets “kept
functioning.”

The elevation of volatility to the top of
the list of concerns highlights how the
changing economic environment,
marked by a growth slowdown, record
inflation, climbing interest rates and the
looming threat of a recession, have
fuelled big swings in markets.

Last year, the Bank for International
Settlements warned that rising
volatility could undermine central
banks’ ability to tame soaring inflation.

2022 was kind of an amazing year in
volatility terms,” said Wacker. “Every-
thingthat could change, kind of did.”

Wider maladies: The healthcare services subsector is
the sprawlingUS ~ “most vulnerable” because it has “the
healthcare lowest margins and is most exposed to
industry is high labour costs”, S&Padded.
experiencing Elevated debt levels for healthcare
headwinds companies are in part a legacy of
affecting the extensive dealmaking activity with
entire economy  buyout firms capitalising on fragmenta-
N oy AP tion n the industry.
According to Moody’s, 95 per cent of
healthcare debt issuers on its B3N roster
—essentially a distressed debt watch list
— are now controlled by private equity.
Outstanding debt held by the constit-
uents of Moody’s B3N list stood at
almost $65bn in December, up from
$33bn as recently as January 2019.
The sharp escalation in total
borrowings stemmed from two recent
additions — Bausch Health Companies
and hospital staffing group Envision
Healthcare, owned by buyout firm
KKR.
Today, Envision’s senior unsecured
notes maturing in 2026 are trading at
less than 30 cents on the dollar, a level
widely associated with extreme distress.
Some companies in areas such as
. skilled nursing facilities and rural
There hospitals are making just enough .
area money to continue operating but could
ultimately be crushed by higher interest
number rates, according to John McClain,  Ourglobal
of zombie pftéi;)lio manager at Brandywine  teamgives you
5 Glol i
companies “There are a number of zombie news and views,
inthe companies in the space . . . that need 24 hoursaday.
s to be addressed either through ft.com/markets
Space recapitalisation or elimination,” he said.
Crypto

Digital asset lender Celsius misused
customer funds, court examiner finds

JOSHUA OLIVER — NEW YORK
KADHIM SHUBBER — LONDON

Bankrupt crypto lender Celsius
misused investor and customer funds
for years before its collapse, including
to help its founders cash out tens of
millions of dollars, a court-appointed
examiner said inareport.

The company founded by Alex
Mashinsky promoted itself as an
innovative, digital asset alternative to
traditional banks, luring customers
with interest rates as high as 17 per cent.
But it used the money that it received
from thousands of everyday investors to
inflate the price of its own token, CEL, in
a scheme an employee described at the
time as “very Ponzi like”, according to
the report prepared by a law firm
appointed by the US bankruptcy court.
Mashinsky himself profited by
dumping $68.7mn of CEL while telling
the public that he was not selling.
Insider sales by Mashinsky and
others, which were first reported in a
Financial Times investigation in July,
were enabled by Celsius buying up the
token, using money from its customers
and blue-chip investors including

Laurence Tosi’s WestCap and the
Canadian public pension Caisse de
dépét et placement du Québec (CDPQ).

“We spent all our cash paying
execs and trying to prop up Alex
[Mashinsky]’s net worth in [the] CEL
token,” a former employee told the
examiner, according to the report.

The nearly 700-page report by Jenner
&Block partner Shoba Pillay, a former

it applied for registration as a crypto
business and forced to move its base to
the US in 2021 but not blocked from
soliciting customers.

Celsius stopped new US customers
enrolling in some products in April 2022
justtwo months before it collapsed after
intervention by US watchdogs.

New York’s attorney-general last
month sued Mashinsky for allegedly
“ ing hundreds of thousands of

‘We spent all our cash
paying execs and trying to
prop up Mashinsky’s net
worth in the CEL token’

US federal prosecutor, highlights the
once-prominent lender’s alleged exten-
sive financial manipulation, misrepre-
sentations, tax deficiencies and woeful
internal systems and risk controls.

Tts findings will raise questions for
transatlantic regulators who had close
contact with Celsius long before it col-
lapsed but failed to stop billions of dol-
larsin customer funds beinglocked up.

The company was rejected by the
UK’s Financial Conduct Authority when

investors . . . out of billions of dollars
worth of cryptocurrency”. He has
denied wrongdoing.

Mashinsky’s lawyer did not
immediately respond to a request for
comment on the examiner’s report.

Beginningin 2020, Celsius operated a
scheme it called its “OTC flywheel”
where it bought up CEL on the open
‘market and sold it via private “over the
counter” transactions, often timing
purchases to boost the price, the report
said.

“In total, Celsius spent at least
$558 million buyingits own token on the
market . . . In effect, Celsius bought
every CEL token in the market at least
one time and, in some instances, twice,”
Pillay wrote.
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The day in the markets

What you need to know

 Wall Street stocks edge lower as
investors await Fed meeting clues
 Markets expect quarter-point rate rise
but await Powell comments

o Dollar slips while Asian equities
advance

Wall Street stocks slipped yesterday with
the US Federal Reserve poised tolift
borrowing costs by a quarter percentage
point in what would be the smallest
increase in rates since last March.

The benchmark S&P 500 fell 0.3 per
cent while the fech-heavy Nasdaq
Composite declined 0.2 per cent after
demand for US workers grew more than
expected in December and US,
manufacturing activity declined fo its
weakest level in more than two-and-a-
half years.

The US Dollar index, a measure of the
currency’s strength against a basket of
six peers, fell 04 per cent.

Fed officials were yesterday expected
foincrease rates by 0.25 percentage
points 10 a range of 45-4.75 per cent, the
highest level since September 2007 at
the start of the global financial crisis.

Having liffed rates in 05 percentage
point and 075 percentage point
increments since May, such a move would
mark a shift to a more fraditional pace of
monetary tightening and reflect growing
confidence that inflation is on a
downward trajectory.

With a quarter-point move all but
nailed on, markets are likely fo swmg

‘ US manufacturing shrank at the fastest pace in over 2.5 years ‘
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Specialised ETFs fall
flat from marijuana
to the metaverse

Francesco Franzoni

Markets Insight

rom the legalisation of

marijuana to the rise of

working from home, if there

isatrend or theme in markets,

there will be an exchange
traded fund forit. As the cost of issuance
of new ETFs is low and the competition
between fund issuers intense, financial
innovation has flourished.

Thousands of new ETFs have been
launched over the past three decades.
The range of recent specialised ETFs
seemingly stretches as far as the
imagination of investors.

quite hawkish in order fo underscore that
slowing is not stopping and to discourage
markets from expecting rate cuts in
2023 said analysts at JPMorgan.

Despite a more “encouraging” outlook,
Powell is expected to point yet again to
the “historical costs of easing too soon’.

The Bank of England and European
Central Bank are due fo implement their
own inferest rate increases foday with
both expected fo opt for 05 percentage

higher or lower on the lang

by Fed chalr Jay Powel in hispress

conference after the rate announcement.
“We expect Powell’s comments will be

point adj upwards.

The pan-regional Stoxx Europe 600
traded flat after eurozone inflation fell ‘
more than expected to 85 per cent in

January, down from 9.2 per cent in
December.

Economists polled by Reuters had
forecast a decline 1o 9 per cent. Core
inflation, which omits relatively volatile
food and energy prices, remained at
52 per cent with investors having
expected a decline fo 51 per cent.

London's FTSE 100 benchmark edged
01 per cent lower.

In Asia, Hong Kong's Hang Seng added
1 per cent, China’s CS1 300 index of
Shanghai and Shenzhen stocks rose
09 per cent while Seoul's Kospi gained
12 per cent. George Steer
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But does financial innovation in the
ETF space create value for investors? A
study to be published in the Review of
Financial Studies that T co-authored
with Itzhak Ben-David, Byungwook
Kim and Rabih Moussawi suggests
otherwise. Our results show that, on
average, new equity ETFs are poor
investments on a risk-adjusted basis.

It points the finger at specialised
equity ETFS that focus on specific indus-
tries and themes. Over the past two
decades, industry and thematic ETFs

smaller segments of the market. Smart
beta ETFs, which are constructed to
reflect investment approach rather
than straight market capitalisation,
were introduced. Then came ETFs
based on industries and, thematic
versions. Single-stock ETFs are but the
Tatest step in the evolution of the species.

Newly launched ETFs focus on
the flavour-of-the-month topics that
investors are excited about. In 2020,
new ETFs held portfolios related to
areas such as Covld 19 vaccines, tele-

revenues due to higher fees. Academic
literature has shown that investors
chase assets that have recently experi-
enced good returns. Possibly aware of
theseresults, issuers introduce products
that track “hot” industries and themes.
Asaresult, the stocks in the baskets of
specialised ETEs start from relatively
high valuations. In particular, new ETFs
hold firms that, before the fund launch,
had unusually high past returns (out-
performing benchmarks by 5 per cent a
year, on average) and received very

medicine and rts betting. In
2021, investors’ dreams included
bitcoin, electric cars and the metaverse.

Naturally, ETF issuers design new
products with one consideration in

Assets are overvalued
at the time of launch
and underperform in
the following years

have underperformed broad-based
benchmarks by about 30 per cent in the
first five years since their inception.

Out of these, only about 3 percentage
points is due to their fees and 27 per-
centage points to the underperform-
ance of the base assets.

The need to attract investors’ atten-
tion has led ETF providers to ride the
latest trends, turning a passive product
intoan active bet on the theme du jour.

After the success of the first wave of
ETFs tracking broad-based indices such
as the S&P 500 index, competition
intensified and fees declined.

To counteract this development, issu-
ers came up with new types of products
which charged higher fees and tracked

mind: to imi: ir revenues. Rev-
enues are greater when the fee rate and
the assets that investors pour in are
higher. With thousands of ETFs already
on the market, new ETFs need to be
unique and catch investors’ attention.

If the idea behind the ETF provides
investors with the excitement to bet
on their preferred theme, they will be
less sensitive to the price that they pay
for the product.

So amid the forced restructuring
imposed by falling markets, the industry
isrenewingits bet on specialised ETFs.

Despite managing only 18 per cent of
the assets n equity-focused ETFs inthe

favourable media coverage. The high
fees that specialised ETFs charge
contribute to their poor performance —
overallabout 0.60 percentage points.
But fees are not the main reason for
the gross underperformance. That is
driven simply by the assets that
specialised ETFs choose to hold. They
are overvalued at the time of launch and
underperform in the following years.
Investors should beware when con-
sidering investing in specialised ETFs.

cation, they are likely to invest in over-
valued assets and they pay higher fees.

Our research shows that recent
episodes of protracted and deep
drawdowns for specialised ETFs are a
widespread phenomenon.

Jack Bogle, the founder of the index
fund industry and an advocate of pas-
sive investing, was very critical of ETFs.
His view was that ETFs are the greatest
marketing innovation of the 21st cen-
tury but one that does not serve inves-
tors well. Our study buttresses this view,
as far as specialised ETFsare concerned.

Francesco Franzoni s professor offinance
ch

uUs,
as they collect about 35 per cent of the

atthe air
atthe Swiss Finance Institute

gal Notices

,the pursi of consummation of the Plan, the

oo

oy Adminstered)
N O HLARGTO Comomen
THE SECOND AMENDED DISCLOSU
1) CONFIRMATION OF THETH
CHAPTER 11 PLAN FILED BY THE DEBTORS
43 RELATED YOTING AND OBIECTION
3, 2023, th Unfed Sates
mhwuy(aummhrsamhmmxl o o) nerdon

) ADEQUACY OF

'UNITED STATES BANKRUPTCY COURT. T

SOUTHERN DISTRICT OF NEW YORK otean e Flan,

e VOGO Chapter Supplemen b
oGS i cra erummﬁ( W)

BINDING NATURE OF THE PLAN: IF CONFIMED, THE PLAN SHALL| Date
0 L HOLES 0 NS MO MTERSTS 0 THE WML EXTNT
SUCH HOLDER WL | grs
mwmmmmPmrmwwummmmmwwmme
PLAN, HASFILEDAPRODF OF CLAIM INTHESECHAPTER 1 CASES, ORFl
mwnmwmmmm[mu

L ool pursant o Barkrupc ul 509 the el descibed

tamlte e s P o mmma wilful misconduct,or
2sdterminedbya Final

HOW TO OPTINTO THE RELEASES:
a5 g e s e oo 1 vuu inern

nd furth
stitute the Bankruptcy Courts finding that eac release descred In

o the s

order Docet No 8] (he Didosue Statement ') tha o) concitor-
g ndedDislose Sttem

5, 0)
O

iy e

e e e om i e D e’

0 b e Dcttrs sl vres

e VA of e i
sanding anything :omxm ST

theextent ontemplated by Artice IV and Artice V. of the Plan, a bar

Ve Dt ol nd ot At ot 1

mu the ffective Date, in

theBarkupty o DockenNo 85

bsohttly,unconditional

7680 %
7360 —\\,\,
o460l bl
Dec 2023 Feb
UK

Smiths 223

Electronic Arts 193 Merck -429

Downs

Johnson Contfrols Int

-643  Raiffeisen Bank Internat -2.61

Pricestaken al 70D GMT  Based on theconsituens of he FTSE Eurofst 300 Eurozans

)

nthe s Solaton acages
and 6 poroved rocetures o s, receting,and abulating votes on

property.
Artide VIILC of the Plan provides for the following E

Debtors, and thei Esats,

xclpation |
sble under

thePlanand orfingabectonstothe?

a

" i
il nfimat derivatively, by, through, for or because of, | {1/ o0
(theCombined Hearing") il commence on March 2, 2023 at 10:00 a.m. | o ludi
s d, I other.| the Chapter 11 Cases, the formulation, preparation, dissemination, |
KewtokNevloR 1o et e e e i P e, o f o Dot e, B
o

Plan,the Specal o

THECOMBINED HEARING NAYBECONTRUEDFROMTIE

any Restructuring Transaction, contact ntrument,release, or other

Wall Street

Transportation and logistics group Old
Dominion Freight fopped the S&P 500
index after reporting “record-breaking
results in 202",

Adding a further boost fo the stock
was a 333 per cent year-on-year ise in
quarterly dividend fo 40 cents per share.
This would be paid on March 15 fo
shareholders registered on March 1

Joining Old Dominion Freight near the.
peak of the blue-chip benchmark was
chipmaker Advanced Micro Devices,
which reported forecast-beating earnings
and revenue

UBS drew atfention fo AMD's data
centre performance, which achieved a 42
per cent year-on-year jump in revenue fo
$17bn in the fourth quarter.

The broker expected this division to
increase sales by another 20 per cent this
year as rival Inel lagged behind AMD in
ifs product road map.

Narrowing losses propelled Peloton
higher with the fitness bikes group
posting a quarterly net loss of $335.4mn,
ifs best performance since ifs fiscal fourth
quarter of 2021.

Peloton said this showed “the changes
we're making are working’. For its third
consecutive quarter, Peloton generated
more revenue from subscriptions than it
did from hardware sales, paving the way
towards a significant improvement in
gross margins, it added. Ray Douglas

Europe

Italian fashion group OVS jumped after
announcing strong 2022 sales and calling
offifs acquisition of department store
chain Coin.

OVS said takeover falks had ended,
allowing it fo instead focus on
deleveraging, “which, in this market
context ... appears o be in our
shareholders' best interests”.

Net sales leapt 11 per cent last year to
exceed €15bn, beating consensus
estimates and generating free cash flow
of more than €60mn.

Retirement homes operator Orpea,
which had been rocked by allegations
that residents were being mistreated,
dived on reaching an agreement in
principle on a financial restructuring plan.

This scheme, unveiled in November,
included a debt-fo-equity swap worth
about €38bn and a capital increase of up.
1o €15bn.

‘The French group warned that the
restructure would “lead fo a massive
dilution for existing shareholders”.

If they opted not o participate in the
capifal increase, these shareholders
would see their stake reduced fo just
04 per cent of Orpea.

Sweden's Husqvarna, home fo outdoor
power products such as Flymo
lawnmovers, rallied affer net sales in the
fourth quarter comfortably topped
analysts' estimates. Ray Douglas

https://ft.pressreader.com/v99f/20230202
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the maker of Love Isfand.

Citi said such speculation highlighted
“the potential ‘hidden value within” ITV
Studios, although it was difficult fo see
how this could be unlocked.

“Selling a small stake would obviously
be the easiest way o signal value for ITV
stakeholders;” said the broker, “but itis
not clear that potential acquirers would
be willing 1o pay a premium for a stake
unless there is a pathway to control” the
division.

Vodafone was in the lower half of the
FTSE 100 index after Margherita Della
Valle, inferim chief executive, admitted
the telco could “do better” following a
recent decline in European revenue.

Growth i service revenue slowed fo
18 per cent in s fiscal third quarter,
down from 2.5 per cent in the preceding
period, driven by a particularly weak
performance in Spain where revenue slid
87 per cent.

Made Tech, which provides IT services
1o the public sector, leapt more than a
fifth on reporting a 76 per cent jump in
half-year revenue. Ray Douglas
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Funny and sad

beyond

Sarah
Hemming

e're all left speechless
sometimes, but for
Oliver (Aidan Turner)
and Bernadette (Jenna
Coleman) that condi-
tion is perilous. They’re the couple at
the heart of Sam Steiner’s playful rom-
com Lemons Lemons Lemons Lemons
Lemons who are fumbling their way
through an average relationship when a
draconian law limiting every citizen to
140 words per day slices through their
lives. Suddenly careless talk costs love.
One elaborate smoothie order, one
argument at work, one rambling phone
conversation and they risk facing one
another in the evening lost for words.

Steiner’s 2015 comedy arrives in the
West End freighted with new meaning
inthe wake oflockdowns and partygate.
The idea of life changing utterly over-
night and of a government breaking its
own laws no longer feels far-fetched.
And there are big sociopolitical ques-
tions to do with power, protest, democ-
racy, restriction of expression and
whose words carry more weight.

But like so many ingenious absurdist
comedies before it, Steiner’s play
becomes more philosophical than polit-
ical, asking questions about the role of
language and the nature of intimacy.
Sentenced to life with limited linguistic
means, where would you spend your
words — at work or at home? As the play
jumps about in time, flashing from
scenes before the ban to afterwards, we
notice how imprecisely Oliver and Ber-
nadette communicate when they have
precious wordstospare.

It’s arichly thoughtful piece, and with

words

it Steiner joins an august list of play-
wrights — Beckett, Pinter, Churchill,
Crimp — who have deliberately limited
their own currency or undermined dra-
matic structure to talk about the
absurdities and inequities of life. It
makes considerable demands too of its
cast, to which Coleman and Turner
respond admirably.

In Josie Rourke’s production they
circle one another in an empty space,
the paraphernalia of normal life sus-
pended behind them in Robert Jones’s
set. Tiny adjustments in body language
alert us to subtext and shifts in chemis-
try between them.

As drama, Lemons doesn't quite get
round the limitations to narrative and

Sam Steiner’s romcom
asks questions about the
role of language and the
nature of intimacy

character development that it places on
itself. But it’s sharply observant and, in
the hands of Rourke, Coleman and
Turner, quietlysad.

To March 18 then touring to Manchester
and Brighton, lemonstheplay.co.uk

‘When Michael Frayn first started writ-
ing farce, people asked him why he
didn’t write about real life. “T couldn’t
understand their question,” he told the
Financial Times in 2010. “Did they
really not have farce in their lives? Eve-
ryone loses control of their environ-
ment sometimes.”

That truth is at the heart of his daz-
zling comedy Noises Off, which shows
how this silliest of genres can express
our deepest fears and existential panic.
Now 40 years old, the play has lost little
ofits dizzyjoy or deep poignancy.

In act one we see a hapless theatre
company staggering through the final

=

rehearsal of Nothing On, a shoddy bed-
room farce driven by lust, jealousy and
panic. In act two we watch a perform-
ance of Nothing On but from backstage,
where those same emotions — now
deeply felt — assail the cast, causing an
even more acute state of chaos. In act
three that backstage drama has invaded
the stage, the genuine farce mapping on
to the fictitious one with disastrous
(hilarious) results.

It’s the pain behind the slapstick
that strikes you in Lindsay Posner’s
beautifully observed production.
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Above: Aidan
Turner and
Jenna Coleman
in ‘Lemons
Lemons Lemons.
Lemons
Lemons’.

Left, from left,
Felicity Kendal,
Alexander
Hanson and
Tracy-Ann
Oberman in
‘Noises Off”

JohanPersson;Noby Clrk

Felicity Kendal finds poignancy in
dithering Dotty, unable to recall even
the most basic stage directions and so
condemned, like a character from
Greek myth, to keep repeating the
same movements.

It’s also peppered with split-second
comic timing and lovely performances.
Tracy-Ann Oberman’s actress Belinda
smiles beatifically at the audience as she
ploughs doggedly on, delivering whole
sections of dialogue to herself because
her onstage partner has failed to materi-
alise. Joseph Millson brings brilliant
physicality to the increasingly manic
Garry Lejeune, crashing through doors
and down stairs so convincingly that
you check for bruises.

Like Chekhov (whose work he has
often translated), Frayn combines
astute depiction of the cruelty and ran-
domness of life with deep affection for
humanity’s ability to keep on keeping
on. And what’s most touching about
Noises Off is the effort the cast make to
keep their creaky old show on the
road, Jonathan Coy’s fretful Frederick

searching for existential meaning amid
the chaos and Kendal’s Dotty valiantly
trudging on with the wrong props.

“Am I getting some of [the lines]
right?” she calls anxiously to the direc-
tor, an invisible godlike presence in the
dark. “Some of them have a very famil-
iar ring” he responds, despondently —
which is perhaps the best any of us can
hoy 3
To March 11, atgtickets.com

If Noises Off and Lemons play with theat-
rical structure, Sound of the Under-
ground rips it up completely. This rau-
cous, rebellious piece by non-binary
writer Travis Alabanza, co-created with
Debbie Hannan, doesn’t just bring Lon-
don’s queer club scene to the Royal
Court theatre; it interrogates what that
‘means. How do you celebrate an under-
ground culture on a mainstream stage?
How do you use conventional language
totalkabout the unconventional?
These ironies are at the heart of
this often wild, witty and determinedly

Lemons Lemons Lemons
Lemons Lemons

Harold Pinter Theatre, London
Hokkke

Noises Off
Phoenix Theatre, London
Fokk ke

Sound of the Underground
Royal Court Theatre, London
Fokkkte

‘messy takeover by eight burlesque and
drag artists. After a brief prologue, in
which they introduce themselves, we
are plunged into what looks a pastiche
of a Royal Court “kitchen sink” drama:
our performers, (relatively) dressed
down, assemble over mugs of tea and
discuss unionising and taking action.

It seems straightforward — until
you realise that the action they are dis-
cussing is to do away with RuPaul, pre-
senter of RuPauls Drag Race, for com-
mercialising drag. Polite debate then
gives way to onstage anarchy with the
performers upending tables, brandish-
ing dildos and hairdryers and driving
around inamini-tank.

Even for deliberate chaos, this section
feels awkward. But soon the performers
are dismantling the set and, with it,
expectations for a piece of theatre.
They discuss the economic realities of
being an artist. They lament the way
drag is being stripped of its radical
nature to be marketed for corporate
events, advertising and hen parties.
They report the grim irony that popu-
larity comes alongside an upsurge in
violence and prejudice.

All traces of naturalism gone, they
then bring the cabaret, with a series of
flamboyant, funny and often filthy rou-
tines, impeccably performed. But the
show s not finished with voicingits hard
truths. Midway through the final act,
drag king CHIYO destroys his own rou-
tine to point out that the very body that
carns applause on stage becomes a tar-
get for trans hate crime on the streets.
It's outrageous, it’s confrontational, it’s
celebratory — but above all, Sound of the
Undergroundis heartfelt.

To February 25, royalcourttheatre.com

Dragand
burlesque
performers
stage a rebellion
in “Sound of the

Underground’
e My

Mischief with monsters in the margins

Zany creatures resembling
those found in medieval
manuscripts do battle in the
new video game ‘Inkulina
Chris Allnutt reports

ow merry the medieval
illustrator must have been.
Even in some of the most
strait-laced works of lit-
urgy, margins are beset
with monkeys playing bagpipes, cats
defending castles besieged by mice and
knights fighting giant snails (with baf-
fling regularity, actually). Or take the
rather more terrifying amphivena,
depicted in a breviary as a two-headed,
two-legged beast so violent that its
extremities attack each other.

With its charmingly drawn sword-
wielding dogs and bardic donkeys, video
game Inkulinati follows in thislively tra-
dition. Butunlike the beasts in medieval
manuscripts, the ones brought tolife in
this turn-based strategy game form the
ranks of your personal army as you
embark on a quest to save the life of the
master who taught you everything you
know about pugnacious pigments.

Curiously, this isn’t the first medieval
‘manuscript-based game to be released
this winter — Pentiment had you leafing
through the vellum in a plot-driven
murder mystery in 16th-century
Bavaria — but Yaza Games’ Inkulinati
embraces theillustrations’ more chaotic
side. Here the pages are your battlefield,
the quill and ink your weapons, as you
summon creatures to defeat those of
your Al-controlled opponent by draw-
ingthem into the margins.

For some encounters, your character
will sit amid the fray, hurriedly sketch-
ingto bolster your ranks each round; in
others, you've simply got to work with
the troops you're given. Combat is turn-
based, with one beast per player attack-
ing at a time, so forget erasing all the
enemies from the page before they geta
£0, & la XCOM. Likewise, confined to
pages of the parchment, you'll find
few spots to hide. Add in obstacles,

impending infernos and insta-death
edges, and the result is a frantic and
claustrophobic — albeit gleefully silly —
fightto the bitter end.

Regretting your moves as soon as
they’re made is often a good indication
of the depth of a turn-based strategy
game. But Inkulinati inflicts, for all its
charm, a tough learning curve on play-
ers — or so I told myself as a giant snail
consumed yet another of my archers in
one gulp. Early encounters can prove
infuriatingly difficult, with the AT seem-
ingly immune to mistakes even on the
lowest difficulty settings.

The resultis a frantic
and claustrophobic —
albeit gleefully silly —
fight to the bitter end

There are more overarching dilem-
mas to distract you along the way:
unlocking and upgrading your beasts,
between-battle pit stops to invest in dif-
ferent aspects of your army — choosing
between more health or more ink, say —
though it’sall tightly railroaded. Dexter-
ity plays a minor role: on certain
attacks, a slider will cycle through dif-
ferent damage values and it’s up to you
to stop it at its highest value. These will
fall in different places for different

In “Inkulinati’ the pages are your battlefield, the quill and ink your weapons

enemies, soif youre attacking multiple
at once you'll need to work out who
toprioritise.

Butthe joy is really to be found in the
game’s escapist aesthetic. As the battle
Tages, columns above the margins are
gradually filled with text narrating —
Toosely — the actions of you and your
foes. “God-fearing Hildebert weakly
socked the unworthy wretch and he felt
as empty as a bakery in the evening”
described a duel which Iwent on to lose
rather badly. It’s also visually authentic:
Eleanor Jackson, curator of illuminated
manuseripts at the British Library,
draws parallels with the Breviary of
Renaud de Bar, a prayer book from the
beginningof the 14th century.

The game’s early-access status
emerges at times: signposting can feel a
little sparse in the menus, the tutorials
could use a replay button, there’s no
keyboard support to enter character
names on PC. Online multiplayer is
planned for the full release, but for now
yow'll have to gather around a single
keyboard. But what the title lacks in
polish, it more than makes up for in the
originality of its settingand the charm of
its animations. Centuries after their
predecessors first set foot in the margins
of literature, these zany creatures have
finally found the spotlight.

‘Inkulinati’is available now on Steam Early
Access and Xbox Game Preview
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The huge incentives in the Inflation Reduction Act are provoking a debate in Brussels about the dynamic
between government and industry. At stake are the very fundamentals of the bloc’s economic model.
By Sam Fleming, Alice Hancock and Javier Espinoza

onal O'Riain has been

struck by the welcome

his company received in

the US — and it isn’t just

the Christmas card sent
by the Department of Energy official
who is helping it secure federally sup-
ported loans.

The prospect of abundant govern-
ment funding thanks to the Inflation
Reduction Act is prompting Ecocem, an
Trish low-carbon cement producer, to
double a planned $120mn investment
in California as it reorients spending
towards the US instead of Europe, he
says.
“They are rolling out the carpet for
green investment — we were surprised
at how personal the contact was,” says
O'Riain, Ecocem’s founder and manag-
ing director. The “net effect” is that
Ecocem, which qualifies for IRA funding
on the basis that its cement is produced
with carbon emissions that are 40 times
lower than average, will “favour further
investment in the States [rather] than
inthe EU”.

Cases like that of Ecocem are prompt-
ing a brutal reckoning in the EU, as
heads of government prepare for a
Brussels summit on February 9-10
aimed at figuring out how to respond to
the massive subsidies and buy-America
provisions being rolled out under the
$369bn IRA. “Europe is in panic mode,”
says Dutch MEP Paul Tang.

At stake are the very fundamentals of
the EU’s economicmodel.

Since its inception, the single market
has been based on the idea that a level
playing field needs to be secured for
both the wealthier and poorer nations
and strict limits are therefore needed
on state aid that members offer their
industries. But even before the US
announced its green subsidies, the rules
on state aid were already being watered
down — in response to the pandemic
and the impact of war in Ukraine.

France and its allies are pushing to
further loosen the shackles on subsidies
as part of an active industrial policy
aimed at securing key supply lines,
embedding the drive towards its climate
objectives, and holding its own in the
great power competition between the
Usand China.

But economic liberals in countries
including Sweden and the Netherlands
seearisk that Brussels will, in its rush to
compete with the torrent of public cash
available in the US and in China, end up
“fragmenting” the single market by
allowing big member states such as
Germany and France even greater lati-
tude to lavish cash on top companies.
The IRA is, they fear, fuelling a wider
push towards a more interventionist —
some say protectionist — mindset in big
economies.

Mark Rutte, Dutch prime minister, is
among those warning that Europe must
not“throw the baby [out] withthe bath-
‘water” as it attempts to concoct a con-
vincing response to America’s legisla-
tion. “The idea of jumping to a sort of
race to the bottom on state aid is not to
our liking, because one of the most suc-
cessful things in the European Union
since 1957 is the internal market,” he
tells the FT. “If we make the wrong deci-
sions, it really could have long-term
impact — farbeyond this IRA thing.”

‘What makes the debate so difficult in
Europe is the extent to which America
itself has ditched fair-trade norms in its
legislation, which provides tax credits
and federal support to industries rang-
ing from hydrogen and electric car bat-
teries to solar panels and sustainable
aviation fuel.

The IRA, which was agreed in a sur-
prise political deal in Washington in
August, offers companies billions of
dollars, largely through tax credits, to
boost investment in new and nascent
clean energy technologies. Companies
are rewarded for reorganising supply
chains to be located either in the US or
amongalliesand partners.

The EU says the IRA’s local-content
requirements are incompatible with
World Trade Organization rules that are
meant to bar discrimination against
products based on their country of ori-
gin. It has attempted to convince the
US to cut European companies into the
benefits, but talks within a US-EU task
force on the topic have yielded only
partial progress in the area of electric
vehiclesand batteries.

Ecocem is the type of company that

Can the EU kee

p up wit

the US on green subsidies?

Companies
developing
greener
initiatives have
been boosted
by President Joe
Biden’s agenda.
Brussels under
European
Eel

were not available at the time. State
assistance, he adds, “means we can
raise our horizons in terms of how fast
we canscale.”

The question of state aid

The pressure on the EU single market
has been building for some time.
Some EU diplomats and politicians

president Ursula
von der Leyen is
considering how
torespond to
the subsidies

FT montage.Getty mages/
EPAEFE/Shuttesiock

haslong been guilty of a
naive approach towards its green indus-
try by permitting China, in particular,
to dnmmate cnucal seclol s mslead of

back. Vestager, the EU’s competition
commissioner, unveiled state aid pro-
posals yesterday as part of a wider set of
policies aimingto streamline permitting
for new green projects and easing pay-
ments of EU money. Changes need to be

work, of which noless than 53 per cent
has been notified by Germany, the EU’s
biggest economy, equating to around
9 per cent of its annual gross domestic
product.

France’s share stands at 24 per cent,

“focused”, she say: itisonlyina
few sectors that there is an “acute risk”
of investment shifting from the EU to
the Us.

“If the state leads this transition then
on some occasions state aid is also legit-
1mate as ]ong as no one then jumps to

nurturi
France is now Ieadmg the charge for
a harder-headed approach to interna-
tional trade and work on securing its
own resilience and “sovereignty”. Paris
in January demanded a “made in
Europe” strategy in response tothe IRA,
entailing a reinforced European indus-
trial policy and a far-reaching simplifi-
cation of the EU's state aid framework.
Within the commission, Thierry Bre-
ton, French commissioner for the EU’s
internal market, has championed the
push for European “strategic auton-
omy” in industries from pharmaceut-
icals and semiconductors to critical raw
materials. “It is high time to reconcile
climate neutrality policy with industrial
competitiveness policy,” he said on Fri-
day duringa ripto

o say, ‘Well let the tax-
payer doeverything’” she says.

The prospect of a further loosening in
state aid controls has, however, caused
deep disquiet this week among some
senior competition officials in Brussels,
where some fear the floodgates are

orjust per cent of GDP, while fis-
cally stretched Italy sought approval for
only around 7 per cent of the total —
equallingless than 3 per cent of GDP.
Specialists say this contributes to a
deeper fragmentation between EU
countries and indeed regions. Craig
Douglas, the founder of World Fund, a
€350mn venture fund based in Berlin,
says the discrepancies between the
“specific buckets of capital” available in
Europe are sharp. “If I want to build a
‘manufacturing facility in Aachen or
Bavaria there is more regional capital
doingitin Paris.”

inEurope.
They complain these “temporary”
relaxations of its state aid rules are
becoming a persistent habit. Brussels
pushed through a time-limited loosen-
ing early in the Covid-19 crisis, but then
followed up last year with further flex-
ibility in response to the Russian inva-
sion of Ukraine and the energy crisis.
“There is a joke that nothing is
more permanent than temporary
things.” says onel EU ofhclal “This tem-
orariness is starting t

‘Three commissioners from free-mar-
ket minded countries — Margrethe
Vestager of Denmark, Valdis Dom-
brovskis of Latvia and Frans Timmer-
mans of the Netherlands — are pushing

The results ot lhese relaxauons of
subsidy restraints have been hugely
imbalanced. EU member states have
won approval for €672bn subsidies
under the bloc’s temporary crisis frame-

I Big sums flowing into green energy
Annual clean energy investment, worldwide ($bn)

Europe desperately wants to keep Gty erkdean
onshore. The EU is aiming to cut its L 2 - Germany.
greenhouse gas emissions by 55 per cent — 3=
by 2030, compared to1990 levels, while —
fighting an energy crisis brought on by
cutsin supplies of gas from Russia. T 52 Boia 5y 018 =

On both fronts, the bloc needs every Electric Nitlear L ow-carbon
scrap of renewable energy and clem vehicles fuels, ccus*
technology it can get. But it i 600
in a global market where both the US 400
and Chma are pouring billions into 200
greeni anding o

2018 22 2018 22 2018 22

O'Riain says that in France, where

Ecocem has two factories, th
recerved o public subsidies 4 they

* Carbon
‘Sources: IEA; European Commission

Unbalanced subsidies across Europe |

Breakdown by country of the €672bn of EU state
ald under the femporary crisis framework (€bn)
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Denmark
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Hungary
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Unlocking the moncy

The debate over state aid is reawaken-
ing a related dispute over how to fund
subsidies.

European countries with strained
public finances insist that any loosening
of state aid constraints needs to be bal-
anced by the creation of a big new EU-
wide pot of cash to help to support
member states with limited fiscal
resources. Some, including Italy, are
pushing for much more flexibility in
how they can deploy existing EU fund-
ing.
Germany, the Netherlands and other
fiscally conservative states are, how-
ever, prepared to block any additional
common EU borrowing, meaning any
fresh cash on tap islikely to be modest.

They argue the bloc already has
ample funding available for its green
transition, and that it is the US that is
playing catch-up with Europe’s existing
initiatives. Back in 2020, for example,
across the EU some €81bn was forked
out to subsidise renewables, according
to commission figures.

That has been enhanced by the
€800bn NextGenerationEU Covid-19
recovery programme, under which
capitals are required to commit at least
37 per cent of spending to the green
transition. On top of that, about €100bn
of the EU’s 2021-27 cohesion spending,
which boosts regional development, is

‘If we make
the wrong
decisions it
really could
have long-
term impact
— far beyond
thisIRA
thing’

‘The support
schemes are
extremely
hard to
navigate.
Thereareso
many of
them ... we
need Europe
to have
much more
pragmatism’

expected to be green. While the IRA’s
widely heralded consumer subsidies
on US electric vehicles amount to
$7,500, figures from the European Auto-
mobile Manufacturers’ Association and
Bruegel show that the average in the EU
is not actually that far behind, at the
equivalent of $6,500.

Part of the EU response to be dis-
cussed at next week’s summit will be
making it easier to redirect pots of EU
money to specifically respond to the
IRA.

Some EU companies fear Brussels is
goingto be too cautious in its response.
Tlham Kadri, chief executive of Solvay,
the Belgian chemicals company, says
her company is already benefiting from
funds from the IRA, plus the state of
Georgia has also committed to $27mn of
stateand local tax incentives.

Her experience of getting subsidies in
France, by contrast, was a “long, tough
journey”, she says, with alot of bureauc-
racy “for almost, T would say, nothing”.
Europe, she says, needs to “wake up”
and address not only state aid limits but
also lengthy regulatory processes.

Kadri’s experience illustrates a prob-
lem many executives complain of in
the EU regime: the sheer complexity of
applying for the pots of cash scattered
between different EU, national and
regional programmes.

The IRA distributes support via sim-
ple-to-obtain tax credits, something
Brussels hasno power to dogiven taxisa
national competence.

EU funding also seems to favour
industry incumbents rather than inno-
vative start-ups. The first call-up for
large-scale projects in 2020 through its
Innovation Fund received 311 applica-
tions, from which seven grants were
awarded — all to projects led by large
companies including BASF, a multina-
tional chemical company, and the Ital-
ian energy company Enel.

Cleantech for Europe, an industry

France under
Emmanuel Macron
s pushing to loosen
the shackles on
subsidies as part of
industrial policy

body for green technology start-ups,
noted that this represents a 2 per cent
success rate for applicants. Projects that
had been selected mostly focused on the
carbon capture and storage, a technol-
ogy which sets out to remove carbon
produced by fossil fuels, rather than
projects that would prevent the emis-
sion of carbon dioxide in the first place.

Top EU officials readily admit permit-
ting processes for new installations take
far too long. Jules Besnainou, Cleantech
for Europe’s executive director, warns
that there is a risk of “leakage” of clean
tech industries out of Europe “no mat-
ter what”. The question, he says, is
‘whether the EU response comes in time
to scale up these industries, or “do we
justlose them?”

Abroader strategy

Europe’s economic liberals argue a lot
of the wrangling over public subsidies
misses the wider point.

Countries such as Sweden, which
holds the EU’s rotating presidency, want
the EU to focus instead on underlying
competitiveness, loosening regulatory
constraints and boosting fundamentals
such as worker skills, rather than seek-
ingwaysto marshal more public money.

Financing reforms might help. Deliv-
ering on the EU’s carbon reduction
objectives requires additional invest-
ment of €520bn a year in 2021-2030,
according to the commission, the
majority of which will have to come
from the private sector.

Yet the continent remains heavily
reliant on bank-provided finance, while
its attempts to forge stronger and more
vibrant capital markets are proceeding
atasnail’s pace.

Any adjustments to the state aid
regime or creation of new EU resources
must go “hand in hand” with reforms
to the internal market, argues Cecilia
Malmstrom, EU trade commissioner
from 2014 to 2019, plus a drive to con-
clude more trade deals. It would be a
“dangerous path” to engage in a tit-for-
tat response to the IRA, she says.

But the EU’s band of free-market
cheerleaders feels embattled, especially
following the departure of the UK,
which had been one of their most vocal
members. Plaintive references to WTO
norms sound out of touch with the great
power competition driving the world
economy, embodied by the “decou-
pling” from China driven first by Presi-
dent Donald Trump and continued by
his successor Joe Biden.

“Even the more liberal ones in the
flock realise the world has changed,”
says one senior EU official. On the IRA,
the message from Washington is “just
do the same as us, because Wwe are not
goingto change anythi

‘Datavisualisation by Chris Campbell
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The return of the ‘British disease’

Brexit is one of the factors
behind the UK’s economic
underperformance

In the 1970s, the UK was known as the
“sick man of Europe”. Today it seems to
be the sick man of the developed world.
The IMF forecast this week that Britain
would be the only leading economy to
shrink this year. Its gloomy outlook was
published, by coincidence, on the third
anniversary of the UK’s exit from the
EU. The Brexit deal is by no means the
only reason for Britain's underperform-
ance, but it is a factor. Finding ways to
soften its impact needs to be part of a
broader strategy to rekindle growth.
The IMF may be overly pessimistic.
But the UK is undoubtedly lagging
behind its peers as it suffers the worst of
two economic worlds. As in the US, its

exposed to sky-high energy prices. The
disastrous “mini” Budget of Liz Truss’s
short premiership led to a rise in bor-
rowing costs which has eased but is still
affecting families and businesses.

A 2023 recession will compound
years of underperformance: the UK is
the only major economy that has not
regained its pre-Covid size. Productivity
growth and business investment were
anaemic pre-2016, but few economists

ists’ belief that it would free Britain to
create a low-tax, small-state economy,
and many Leave voters’ for greater gov-
ernment intervention.

Boris Johnson, dumping an industrial
strategy from his predecessor Theresa
May, tried to square the circle by prom-
ising to “get Brexit done” while embrac-
ing big-state government — till Covid-19
wrecked the public finances. Truss’s
bungled lunge for growth through mas-
sive unfunded tax cuts in turn repudi-

dispute that Brexit has exacerbated the
UK- -

Business investment has stagnated,
depressed by political and economic
uncertainties and the erection of barri-
ers with Britain’s biggest trade partner.
The UK’s post-pandemic recovery in
trade has trailed that of other big econo-
mies. Newfound regulatory freedoms,
and new trade deals with the likes of
Australia, cannot offset the damage.

‘The EU exit has also eroded the qual-

shrunken rkforce has
left it with a labuur market squeeze.
And, like the rest of Europe, Britain is

ity of gover . Successive Conserva-
tive governments have wrestled with
the contradiction between Brexit pur-

ated Rishi Sunak has
changed course again. The reversals
have led to incoherence in economic
policy and exacerbated business reluc-
tance toinvest.

As polling suggests voters are doing,
politicians of all stripes need to
acknowledge Brexit’s impact and the
urgency of trying to improve on Britain’s
bare-bones trade deal with the EU.
Resolving the dispute over trading
rules with Northern Ireland would be
awelcome step. But the UK also needs
toaddress structural factors.

As well as

ting more
people back
into jobs,
Britain needs to
develop amore
agile training
and education
system

As a start, the government should
replace or extend its super-deduction
on capital spending, which expires in
April, to boost business investment. The
planning system needs transforming, to
clear the path for building more on
undeveloped land.

As well as getting more people back
into jobs, Britain needs to develop a
more agile training and education
system. Harnessing the UK’s success at
producing start-ups means channelling
more investment into innovative firms;
aforthcoming cut to R&D tax credits isa
step backwards. Driving growth in
second-tier cities, partly through decen-
tralisation, will be key to reviving the
levelling-up agenda.

Business groups labelled Jeremy
Hunt’s economic plan outlined last
week as “empty”. The chancellor has a
further chance to spell out a more ambi-
tious agenda in the March Budget. I he
cannot go beyond mere buzzwords, the
latest bout of “British disease” will
become ever more chronic.

Opinion Economics

We lack an effective global
system to deal with debt

BenHickey

Rebeca
Grynspan

here is an alarming
tendency among the
international community
to regard debts in the
developing world as sus-
tainable because they can, after some
sacrifice, be paid off.

But this is like saying a poor family
will stay afloat because they always
repay their loan sharks. To take this
view s to overlook the skipped meals,

Ghana or Sri Lanka into debt distress.
In 2021, developing countries paid
$400bn in debt service, more than
twice what they received in official
development aid. Meanwhile, their
international reserves declined by
over $600bn last year, almost three
times what they received in emer-
gency support through the IMF Spe-
cial Drawing Rights allocation.
Foreign debts are therefore eating
an ever-larger piece of an ever-shrink-
ing national resources pie. As inflation
rises, natural disasters become more
frequentand food and energy imports
rise in price, countries need more, not
less, contingency planning assistance.
Amuch bolder approach is needed.
Recent efforts by the international

the foregone il in education
and the lack of health spending that
forcibly make room for interest pay-
ments. This sort of debt trap is a social
catastrophe in the making. Ten years
from now, the debt may be repaid, but
the family will be ruined.

This is the dilemma facing many
developing countries, both big and
small. The pandemic, cost of living
crisis and rising interest rates have
brought them to a point where they

T'his full-blown
development crisis
threatens a lost decade for
the world economy

can only pay their debts by way of
austerity or foregone investment in
the sustainable development goals
(SDGs). Their debts are sustainable in
that they can be repaid, but unsustain-
ablein every otherway.

Furthermore, this full-blown devel-
opment crisis with debt distress at its
core also threatens a new lost decade
formuch of the world economy.

The repeat of a 1980s-style debt
crisis that could in turn threaten
global financial stability is perceived
to be marginal. But the public debt
of developing countries, excluding
China, reached $11.5tn in 2021. By
some accounts, serious debt problems
are largely confined to a small share of
this figure, owed by highly vulnerable
low-income countries such as Chad,
Zambia or Ethiopia.

But the situation is deteriorating
rapidly. Duringthe pandemic, govern-
ment debt ballooned by almost $2tn
in more than 100 developing coun-
tries (excluding China), as social
spending went up while incomes
froze due to lockdowns. Now, central
banks are raising interest rates,
which exacerbates the problem.
Rising rates have meant capital
flight and currency depreciation in
developing economies, as well as
increasing borrowing costs. These
factors have pushed countries such as

to agree on |
emergency debt measures havc
faltered. This is despite important
eﬂuns at the G20 through the now-
i Debt Servi
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Al in the right hands can end the scourge of fake news

Your article on generative AT had so
many weaknesses that I thought it
might have been written by, well,
generative AI (The Big Read,
January 26).

To pick on some points: yes it can
produce misinformation, but that is
because it is based on information
available out there, much of it false;
this is not a particular feature of AL
Anyone who uses a modicum of critical
judgment when they read something
would naturally apply the same
judgment to Al-generated text.

hasn’t, from the loom to the electric
motor to spreadsheets? It has no “real
understanding” — whatever that
means — but do people always have a
real understanding of what they are
talking about? It has no real memory
outside of a single conversation, you
say, but in fact it can be programmed
to have infinite memory of
conversations, which is not true of
humans.

‘You advocate a “sense check” of text
before it is released, which is what is
routinely done for any academic paper

be misused by bad actors, but so can a
Kitchen knife, gunpowder, nuclear
power or social media. And it can
create fake content — wow, Tam
impressed you are discovering the
concept of fake content.

Al has been around a long time. I

finally getting good at combining large
amounts of information and writing
syntheses with frankly better grammar
and spelling and more cogent
structures than the average
population’s, and will some day,
probably in the not so distant future,

remember ing with an AT
“doctor” in the early 1980s at my
university. The experience was poor,
but we knew what the scientists were
developing. What has changed since is
primarily a dramatic increase of online
information (and misinformation),

iginal ideas as well.

Lam betting on Al in good hands to
actually help weed out misinformation
using proven facts, rather than making
things worse, because in some ways it
will be, well, more “intelligent”,
whatever that means, than us.

enazi

Yes it can automate tasks and have (and Tam sure for most FT columns) and an exponential increase of Jem Eske
animpact on jobs, but what technology | through peer and editor reviews. It can | computing power. Today’s tools are London N3, UK
How France's fighter jet Hunt or the BoE, whoisin | Try starting meetings with

fillip can bolster Zelenskyy

The reporting by Leila Abboud, Henry
Foy and Ben Hall in the article “France
open to sending jets to Ukraine”
(Report, February 1) indicates that
France’s position on sending fighter jets
to Ukraine might be changing for the
better for President Volodymyr
Zelenskyy and his request to “close the
skies”. The report said Ukraine’s
defence minister Oleksiy Reznikov met
Emmanuel Macron and his French
counterpart in Paris on Tuesday and
said they discussed jets, but no
“specific names or types of planes”.

Hopefully, it is a sign that the west is
finally showing the will to do what it
really takes to help Ukraine win the
war. Poland and the Czech Republic
have expressed their approval for
sending their fighter jets — Czech

id lect Petr Pavel, a retired

Initiative, and the Common Frame-
work for Debt Treatments, which s in
need of crucial improvements, such as
suspending payments during negotia-
tions and an extension to middle-
income countries in debt distress.

The failure of these efforts has
revealed the complexity of existing
procedures, characterised by credi-
tors who refuse to engage in restruc-
turing with extraordinary powers of
sabotage. Crisis resolutions are often
too little, too late. The world lacks an
effective system to deal with debt.

An independent sovereign debt
authority that engages with creditor
and debtor interests, both institu-
tional and private, is urgently needed.
At a minimum, such an authority
should provide coherent guidelines
for suspending debt payments in
disaster situations, ensuring SDGs are
considered in debt sustainability
assessments, and providing expert
advice togovernmentsin need.

Furthermore, a public debt registry
for developing countries would allow
both lenders and borrowers to access
debt data. This would goalong way in
boosting debt transparency, strength-
ening debt management, reducing the
risk of debt distress and improving
access to financing. Progress on
both these fronts could begin with an
independent review of the G20 debt

enda: India’s presidency may bring
a historic opportunity to succeed
where others have faltered.

Tackling the current global debt
crisis is not only a moral imperative.
In a context of growing climate and
geopolitical distress, it is one the big-
gest threats to global peace and secu-
rity and financial stability. Without
supporting countries to become sus-
tainable, their debts will never be
realistically repayable.

The writer is an economist serving as
secretary-general of the United Nations
Conferenceon Trade and Development

https://ft.pressreader.com/v99f/20230202

Nalo general, going so far as to say that
he s in favour of Ukraine joining Nato
when the war ends.

Doolittle said: “The first lesson is that

you can't lose a war if you have
command of the air, and you can't win
awarif you haven't.”

s

charge of inflation policy?
Iam confused. In your article
“Chancellor pushes back against tax
cut call by Tories” (Report, February 1)
you note that chancellor Jeremy Hunt
“insisted that halving inflation to 5 per
cent by the end of the year was his
priority, and warned that cutting taxes
would make that task harder”.
Meanwhile, a few days ago the
chancellor revealed five priorities, the
top one being to halve inflation. T
believe he has forgotten that this job
was removed from politicians’ hands
with central bank i in

aprayer — I recommend it

Your “Office Life” column (“If you
invite someone to a meeting, there has
to be a purpose”, Opinion, January 30)
brought to mind an organisation for
which I was a consultant some years
ago. It was a charity with a Christian
ethos working to support the disabled.
Tam an atheist but admired and
benefited from each major meeting
starting with a prayer and a two minute
silence in which each person was asked
to consider how they would work
together with colleagues to find the

1997.

According to the Bank of England’s
website, it states “we are responsible
for keeping inflation (price rises) low
and stable”.

Now, it could of course be that as
chancellor he has decided to take back
control of inflation, but all the same, it
would nice to know who is in charge of
controlling inflation in the UK.

Hewes

best possibl for the clients of
the charity.

Most meetings start with noise and
hubbub at best and, at worst, personal
tensions, just as you describe. I
observed that commencing with a
communal silence, whether one is a
humanist or religious, led to
invigorating and constructive
discussion. Consideration not clamour
is a good principle for any organisation.

As the world war two US general, John Pari JoJacobius
aviation pioneer and war hero Jimmy Atlanta, GA, US Haslemere, Surrey, UK London N6, UK
OUTLOO evermind thebollocks. | 2008 it entered a TV puppet named | first title with “All Kinds of
Here's the Sex Pistols Dustin the Turkey with a song Everything” in 1970.
former frontman Johnny | lamenting that Ireland, which by then | Ireland won six more times in

IRELAND

From the
Sex Pistols to
post-punk
ballad for
Eurovision

by Jude Webber

Rotten bidding to take on
the establishment, again.

Just not with the spiky-haired,
shoutiness of his youth. Nearly halfa
century after putting punk rock on
the map, the British-born singer is
seeking to represent Ireland at this
‘year’s Eurovision Song Contest.

It sounds like the ultimate piss-take
of a sometimes excruciating event —
albeit one which Ireland cherishes and
at which it has excelled. But it is not:
John Lydon, Rotten’s real name, is
entering an achingly poignant ballad
to his wife, Nora, who has Alzheimer’s.

With its haunting chorus
“Remember me, I remember you”,
“Hawaii” is post-punk poetry — a far
cry from the schlock-pop and
schmaltz usually on offer.

Lydon and his band Public Image
Ltd will go head-to-head with five
others on Irish broadcaster RTE
tomorrow, when a studio jury,
international jury and the public
phoning in will pick the nominee.

Born in London to Irish parents,
Lydon speaks with a cockney twang,
has an Irish passport and is well aware
of how incongruous his foray looks.

He told RTE he never watched
Eurovision because “it’s absolutely
awful . .. T'm a songwriter, I perform,
and these shows, they just come off so
dreadfully phoney to me. But look,
here we go, we're giving it a chance to
break out of that mould.”

Treland has taken risks before: in

had won a record seven Eurovisions,
had lost its Midas touch. It bombed.

But the “genuine backstory” of
“Hawaii” makes it compelling,
according to David Blake Knox, RTE's
head of entertainment from 1990-94
and author of Ireland and the Eurovision:
The Winners, the Losers and the Turkey.

Ukraine won last year’s contest after
asurge of public sympathy from
phone-in voters. Traditionally, the
country would host this year’s contest
but because of Russia’s invasion, the
UK is hosting this year’s Eurovision on
its behalf on May 9-13 in Liverpool.

“Eurovision songs can range from
painfully sincere to novelty acts, most
of which are excruciating,” says Blake
Knox. “It’s very difficult to talk about
something like [Alzheimer’s] but
“Hawaii’ is sweet, credible and
convincing.”

Tt has lilting melodies and endearing
Iyrics including “well hello there” and
“you are loved”. Simplicity can prove a
Eurovision advantage: Spanish artist
Massiel beat Britain’s Cliff Richard to
win in 1968 with a song featuring the
word “la” 138 times.

Ireland has been hooked on the
contest since its first entry in 1965 as
the small, rural economy was opening
up. With membership of what was to
become the EU still eight years off,
Eurovision allowed it to feel modern.

“It’s kind of like you're being made
an official member of the club,”
recalled Dana, who clinched Ireland’s

the 1980s and 1990s, and stunned
audiences in 1994 with the
breathtaking Riverdance show in the
interval. But then came hubris. “We
began to think we had a right to win,”
Blake Knox says.

‘He welcomes Lydon’s entry coming
from “an Irish diaspora that has never
been fully represented — the English-
Trish, or the ‘Plastic Paddies™.

Lydon, who admits he has been
humming “Hawaii” at home in Los
Angeles as he does the hoovering,
cares full-time for Nora with an
attitude he has called “No. Self. Pity”.
After meningitis as a child put him in
a coma for months and left him
unable to remember or talk, he knows
first-hand the feeling of being lost in
your own life. “Hawaii” was inspired
by a favourite holiday and Lydon said
Nora would “melt” when she saw the
performance on TV.

Despite being the enfant terrible of the
music scene with a rendition of “God
Save the Queen” that was censored by
the BBC, Lydon, 67, has always worn
his heart on his sleeve when it comes
to his wife of nearly 50 years, whom
he calls “the ultimate woman”.

He approaches Eurovision with a
refreshing sense of humour, a hefty
dose of irony and unselfconscious
emotion. But then, as he wrote in one
of his autobiographies, Anger is an
Energy: “My idea of punk is humanity”

judeavebber@ft.com
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The corporate world is losing its grip on cyber risk

Helen
Thomas

he Lloyd’s of London insur-
ance market prides itself
on being able to put a price
on anything — from Tina
Turner’s legs or Bruce
Springsteen’s vocal cords, to the risk that
abounty hunter might claim the reward
from Cutty Sark Whisky in the 1970s for
capturing the Loch Ness monster.

But from the end of March, there will
be something it won't price: systemic
cyber risk, or the type of major, cata-
strophic disruption caused by state-
backed cyber warfare. In one sense, this
isn't surprising. Insurance policies typi-
cally exclude acts of war. Russia’s NotPe-
tya attack on Ukraine in 2017 showed
how state-backed cyber assaults can
surpass traditional definitions of armed
conflict and overspill their sovereign

target to hit global businesses. It caused
an estimated $10bn in damages and
years of wrangling between

ones. If the intention is to exclude rare,
catastrophic events, better to have an
i that

like pharma group Merck and snack
‘maker Mondelez and their insurers.

But the move is prompting broader
questions about the growing pains in
this corner of the insurance world.
“Cyber insurance isn’t working any-
where at the moment as a public good
for society,” says Ciaran Martin, former
head of the UK National Cyber Security
Centre, now at the Blavatnik School for
Government. “It has a huge role to play
in improving defences in a market-
based economy and it has been a huge
disappointment in that sense so far.”

The Lloyd’s move is designed, say
insurers, to clarify rather than restrict
coverage. Whether it succeeds is
another matter: this is a murky world,
where cyber crime groups operate with
impunity in certain jurisdictions. Ran-
somware group Conti last year seem-
ingly switched focus, declaring its sup-
port for the Russian government after
the invasion of Ukraine. Attribution is
fraught: governments point fingers for
geopolitical reasons, not commercial

egorises cyber events, argues Graeme
Newman, head of CFC Underwriting.
‘This focus on systemic risk s slightly
odd. The cyber insurance world has
been rocked not by cyberwarfare in
recent years but by ransomware and
cyber extortion attacks. Payments

There is alack of
data about a threat
that is, in any case,

constantly changing

identified as received by ransomware
attackers more than quadrupled in
2020 on the year before, according to
Chainalysis, and stayed there in 2021.
Cyber insurance pricingby the back end
of 2021 had doubled compared to the
previous year, according to broker
'Marsh, and was still up 50 per cent again
inthe third quarter of last year.
Payments fell last year, in part

because the Ukrai flict may have

disrupted cybergangs in the region.
Victims may also be less willing to pay
up, given the vast costs of repairing or
rebuilding systems required in the
aftermath of an attack. But this may
not last: already this year, the UK has
suffered high-profile attacks on the
Guardian newspaper, the Royal Mail
and retailer JD Sports.

The spirallingcostof claims hasmeant
more restrictions on coverage, accord-
ing to the US Government Accountab-
ility Office: limits on how much can be
claimed for cyber incidents dropped
sharply in 2021. The risk is that boards,
with limited expertise, may not be get-
ting the cover they think, especially
since advisers report carve outs for com-
mon threats like fraud from compro-
mised business email accounts. Insur-
ers, belmedly, also tightened up security

Limited take-up doesn’t
help: Aviva found only a quarter of UK
businesses have cover and that, if any-
thing, cyber risk was slipping down the
list of board priorities.

With both the US and UK considering
a government backstop for systemic
risks, the blurring of private and public
responsibilities could force reform.
Passing cyber risk to governments
‘would have to mean tougher minimum
standards for corporate resilience
(which are probably merited anyway).
Transparency about attacks and
improved data-sharing could also help.
Ultimately, countries need a national
debate on cyber risk, of the type under
way in Australia since last year’s Med-
ibank breach seized the health data of

On Sri Lankas
75th birthday,
the future
looks bleak

Zeinab
Badawi

ri Lanka is marking the 75th
anniversary of its independ-
ence from Great Britain this
year, yet there s little to cele-
brate —the beautiful lslznd is

nearly 10mn
without a major attack first.
The ambition is a easonably priced,

writing.

The industry, tetchy about sugges-
tions that cyber may prove uninsurable,
concedes a lack of data about a threat
thatis, inany case, constantly changing.
‘The Bank of England last month issued
a warning about “immature” risk

form of cyber insur-
ance that also improves resilience
and reduces costs for society. At the
moment, it’s not obvious that we're get-
tingcloser to that goal.

helen.thomas@ft.com

Conservatives
are forced to
face net zero

BRITAIN

Shrimsley

ome government reviews
disappear into the machine;
others land with a thud. Chris
skidmore’s 340-page report
on the UK’s net zero strategy
is heavy enough to leave a dent
wherever it lands. And while its major
concern is the gap between good
intentions and delivery, its greatest
political impact could be that it makes
its argument in a language Conserva-
tives understand.
A former Tory energy minister, Skid-
more was the man who signed the UK’s
netzero pledges into law. And while not

settorespond, initially with an easing of
taxcredit rules.

Forallits previous lead on green tech,
Britain cannot compete on subsidies
and it is not setting the rules. The UK’s
only option is to be as decisive, nimble
and cutting edge as Brexit was supposed
to make it. Instead, the report warns
that poor delivery and conflicting sig-
nalsmeanitis losing ground.

No one can accuse the government of
inactivity. There are numerous initia-
tives and substantial investment. Busi-
ness lobbies will always ratchet up
demands for extra subsidies. Even so,
the review’ isirresistible.

see this as part of the levelling-up
agenda. But the message from business
is that lack of momentum is deterring

Skidmore’s report is important
enough as a warning. But it comes at a
crucial moment in the political debate.
A vocal caucus on the populist right is
agitating against net zero. While hostile
MPs are aminority, their arguments are
amplified in the Tory press and by
outriders like Nigel Farage who have, in
the past, exerted a powerful pull on the

and sending opportunities
abroad. “Government”, the report
argues, “has too often pursued stop-
start strategies which undermine con!
dence for business, investors and con-
sumers in committing to measures
which would reduce carbon emissions.”
The report makes numerous recom-
‘mendations, including on solar power
and phasing out gas boilers, but at its

funding. There are too many annual
funding rounds; a 10-year commitment
would bring more private money to the
table. “The money is going to be spent
citherway,”argues Skidmore.

Those in government push back on

subsidies, funding models and legisla-
tion to advance new technologies.
Senior figures argue that Rishi Sunak
may lack Boris Johnson’s often-empty
evangelism, but will commit methodi-
cally to backing xectors w}nch offer the

resiling from the primary, environmen-
tal case for green his
report confronts Tories with a further
compelling argument. The developed
nations are now in an economic race to
lead in clean energy technology, and the
UK s notwinnis

e T p e e n e il
revolutions, one powered by artificial
intelligence, the other by clean energy.
‘Their shape and terms will be set by the
world’s three power blocs, the US, China
and the EU. Joe Biden’s Inflation Reduc-
tion Act with its $369bn of subsidies for

party. Th l of their
rests on a view that the climate agenda
has been seized by the left as a vehicle
for higher taxes and state intervention.
What Skidmore offers, as well as a
jeremiad on complacency, is a call for
Tories to understand that the clean
energy drive is vital to prosperity. The
party of capitalism cannot allow the UK
to sit back in an inescapable industrial
race that will define the next century.
The technology is coming, the only
question is whether the jobs and income
lly to others.

green has
altered the net zero landscape. The EU is

Many red-wall Conservatives already

oint. UK has
hopes of a leadership role on newer
technologies, be it on carbon capture
use and storage, small modular nuclear
reactors, hydrogen or recycling critical
minerals, it must back that ambition
with credible road maps and stable

The party cannot allow
the country to sit back in
an inescapable race that
will define the next century

UKani

Jeremy Hunt, lhe chancellor, has
asked Skidmore to take on a role exam-
ining regulatory obstacles to emerging
technology and he has been visiting
technc 's be !

Elie Foreman-Peck

David Cameron once called the “green
crap” as financial challenges mounted.
Net zero has looked like a subset of
Sunak’s economic agenda and doesn’t
feature in his five core missions. Even
less encouraging was his opposition to
onshore wind farms, one of the easier
stepsinthe clean energy transition.

The report, then, throws down two
challenges for Sunak. The first and most
crucial is to up the UK’s game on deliv-
ery. If one accepts Skidmore’s overarch-
ing argument (and it is hard to refute),
then this cannot be an afterthought to
any growth strate;

The secund isto demonstrate leader-

and

periencing the worst I
inits history.

The country defaulted on more than
$50bn of foreign loans in 2022, and last
May the then prime minister Ranil
Wickremesinghe complained that find-
ing even $1mn was proving to be a chal-
lenge. Sri Lanka has one of the largest
public sectors in the world, which —
including defence — accounts for
between 70-80 per cent of the country’s
annual budget. Meeting the salary bill is
abattle. The government s in the throes
of negotiating a $2.9bn IMF bailout,
‘which ministers seem confident will be
approved.

Indiaand others have sent aid, includ-
ing food and medical supplies, to a
population living under constant pres-
sure. A majority of Sri Lanka’s 22mn
people live in rural areas and are strug-
gling to put food on the table. Average
carnings are down, inflation is about 59
per cent, though the government insists
it is coming down. The UN warns of
severe undernourishment and rising
poverty in a country that once boasted
one of the highest standards of living in
south Asia.

To the visitor, the true situation is ini-
tially hard to grasp. Restaurants in the
capital Colombo are full and markets
well stocked. Travels around the central
mountain region and the small villages
are also deceptive. I gave a tip of $3 to
the hotel staff member who had

Many citizens are
struggling to put food on
the table and inflation is

about 59 per cent

arranged my room; he burst into tears,
mumblingthat he needed the money for
his young daughter.

Sri Lankans, renowned for reslllence,
now just “seethe with anger”, says Sri
Lankan Booker Prize winner Shehan
Karunatilaka. By last year frustration
had reached boiling point. Millions,
mostly the young, took to the streets in
Colombo and across the country. The
presidential palace was stormed and the
prime minister’s residence torched.
President Gotabaya Rajapaksa fled
to Singapore, from where he resigned
by email.

His successor, the political veteran

show the UK cannm s:t this out. Labour

is seen as a surrogate
for the powerful Rajapaksa family,

tosell his
policy officials. His prescriptions
include an Office for Net Zero to drive

hasan
strategy. If Tories do not like it, they
need Lo offeraviable alternative.

policy,a pushon
homes, longer-range fundmg commit-
ments on hydrogen and carbon capture,
and a clear route map to building small
modular nuclear reactors.

The worry is that the Tories have a
history of stepping back from what

leaves the UK in danger of
missing not only its net zero targets but
also the economic benefits of being a
pioneer in an industrial revolution
‘which cannot be avoided.

robert.shrimsley@ft.com
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atteries, batteries, batteries.
The race to attract this indus-
try of the future, and power
the electric vehicles that will
rule the roads, is as frantic as
the rush for AAA cells after an eight-
year-old opens their birthday presents.
An orgy of subsidies under the
Inflation Reduction Act is building so-
called “gigafactories” across the US,
while the UK is agonising over the col-
lapse of its only big battery project. One
sign of battery-induced insecurity is the
number of start-ups wrapping them-
selvesin the flag, with names such as the
failed Britishvolt or American Battery
Factory.
The logic of batterymania is straight-
forward. In the future, all cars will be
electric. Electric vehicles must have a

Beware the great battery industry fallacy

battery. Ergo, a flourishing auto indus-
try, needs battery plants. This is true as
faras it goes and batteries will certainly
be a large business. But what the mania
ignores is many years of experience that
shows batteries are a bad business: low
margin, capital intensive, dirty and
hemmed in by hard physical limits on
technological progress. Investors and
countries piling into this industry are
goingtoget burnt.

The industry leaders, which do not
boast of gigafactories, are all based in
Asia. Sony pioneered the lithium-ion
battery in the 1990s, but sold outin 2016
after years of struggling to make them
pay.Japan's Panasonic and Samsung SDI
and LG Energy Solution of South Korea,
the industry’s most established names,
have been enjoying a sales boom, but

need to buy a large volume of scarce
inputs —of which nickel and lithium are
among the less exotic — and manufac-
ture them into cells, at scale, using hun-
dreds of millions of dollars’ worth of
machinery. You sell the resulting output
in an almost purely business-to-busi-
ness market with no brand loyalty or
aftersales revenue. The processes
involved relate to the chemical industry.
Light manufacturingit is not.

Nations throwing money
at making them will miss
the real value in future
vehicles: software and data

eveningood years they str
10 per cent operating margin and run
balance sheets in the tens of billions of
dollars. The most profitable and fastest-
growing battery maker is China’s CATL,
a good clue to where this industry will
endup.

The basic economics of battery mak-
ing explain the financial outcomes. You

https://ft.pressreader.com/v99f/20230202

The pace of change icvehicles
has created the impression that batter-
ies are evolving fast. But this is mislead-
ing. The basic technology has been
around for more than a century and
advanced at a slow, linear pace. Batter-
ies are a matter of chemistry. You
cannot just make them smaller, like a
transistor.

The chemistry of each battery — the
combination of an anode and a cathode
material — puts alimit on the energy it
can store: its electrochemical potential.
The biggest jumps in performance have
involved a new chemistry, such as the
shift tolithium. But a battery must work
whenitis hot and when it is cold; it must
charge and discharge a sufficient
amount of energy, atasufficientspeed, a
sufficient number of times; it must be
safe; and it must be affordable. To meet
every constraint with an all-new tech-
nology is formidably hard.

There is steady, incremental innova-
tion in anode, cathode and separator
materials, although the value is often
captured by specialist chemical compa-
nies, not battery makers. The big gains
inthe industry today come from “learn-
ing by doing” to reduce cost as volumes
grow, but that points again to vast scale
and capital investment, not particular
technical breakthroughs, as the secret of
success.

Scale, capital and cost: it all points to
China. Battery gigafactories in high-
income countries are likely to meet the
same fate as solar panel factories, televi-

sion factories and, indeed, a previous
generation of battery factories in high-
income countries. Certainly, there will
not be a dozen national battery indus-
tries to support a dozen national auto
industries.

What, then, is a rich country with a

large car industry to do? Batteries are
heavy so there may be value in local
manufacturing, especially if there are
trade barriers. Geopolitical risk may
also hamper the growth of China’s
exports. If the battery becomes a
commodity, however, then nations
throwing money at them will miss the
real value in future vehicles. That will lie
in the software, especially for auto-
‘mated driving; in the data a driver gen-
erates; in design, branding and interior
quality; and in the safety of what
will always be a large metal box that
goesfast.
Silicon Valley has figured out all of
that and is awaiting its chance. A battle
for the future of the auto industry will
soon be joined. National gigafactories
willnot winit.

robin.harding@f.com

which has domi Sri Lankan poli-
tics and business for decades. While
tourism has certainly been hit hard by
Covid, many blame their current pre-
dicament on endemic and longstanding
government corruption, nepotism and
economic mismanagement. About
300,000 Sri Lankans left the country in
2022, the highest number on record.

If conditions do not improve, new
protests could be triggered and may
even turn violent. But demonstrating is
one of the few ways for Sri Lankans to
express their dissatisfaction with the
government. The ruling coalition has a
strong parliamentary majority and
opposition parties are splintered. There
are serious restrictions on freedom of
speech. Staff at News 1st, Sri Lanka’s
biggest independent news network,
were severely beaten by police while
coveringthe protests.

The security forces and military still
enjoy a prominent role in society and
their numbers are disproportionately
high, a legacy of the civil war between
Hindu, Tamil minority separatists and
the Buddhist Sinhalese-dominated
authorities. This brutal conflict, which
began in 1983 and ended in 2009 with
the defeat of the Tamil Tigers, hangs like
a shadow over present day Sri Lanka.
Some 100,000 died or simply disap-
peared, withlittle justice for victims and
their families.

Can people rise above these residual
ethnic and religious tensions and coex-
ist as simply Sri Lankans? Protesters
from all ethnicities marched together
last year, united in their common dis-
gust and shared suffering. Perhaps a
new, nonsectarian sense of nationhood
could prove the silver liningto this bleak
chapter in Sri Lanka’s post-independ-
ence history.

The writer is president of Soas, University of
London
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Indian stocks:
getting Adani’s Gaut

In recent years, some investment
pundits promoted Indian stocks as an
alternative to “uninvestable” Chinese
equities. That thesis has taken a heavy
blow from the woes of the Adani group,
which has pulled a $2.4bn share sale.

Short seller Hindenburg Research
has alleged that the highly leveraged
industrial conglomerate, manipulated
its stock price and engaged in
accounting fraud. The company, run by
tycoon Gautam Adani, denies the
claims. But the failure of the financing
shows how deep the tmease of
investors has become.

Adani cancelled its cash call after
shares in group companies extended
losses yesterday. The stock of issuer
Adani Enterprises, the group’s flagship
company, fell 25 per cent. The failure
of the deal suggests backers such as
Abu Dhabi’s International Holding
Company and London-listed Jupiter
had second thoughts.

Adani group stocks have a combined
weighting of just 6 per cent of the MSCI
Standard index. But their influence on
foreign investors is significant. Foreign
funds have sold $1.5bn in Indian stocks.

Such retreats recur in India. More
than a decade ago, corruption scandals
in telecoms sparked an extended sell-
off. Investors also jumped ship when
regulators fined Reliance Industries
and chair Mukesh Ambani for
irregularities involving a share issue.

India is a vast, vibrant country with
talented people. But it suffers from
perceptions that high levels of
corruption encourage financial
chicanery. These are often unfair. But
the relationship between politicians
and the business elite is close.

India can dispel negative
interpretations of such ties by probing
the Adani affair thoroughly and with
extensive public disclosure. Adani
must meanwhile prove its debatable
proposition that the share sale failure
does not hurt its financial position.

The tendency of the Indian economy
to undershoot bullish expectations is
partly explained by the deadening
effect of corruption. Economic growth
is expected to decelerate in the year to
next March, to the slowest in three
years.

Foreign investors dumped more than
$16bn of Indian equity, a historic

record, last year. But even after that
exit, the Sensex trades at a pricey 3
times book, double that of Chinese and
Japanese counterparts. Loose capital
will now favour investments in China.

Vodafone:
Vantage Elliott

Nick Read riled investors with efforts
to tame Vodafone. He was ousted.
Interim replacement Margherita Della
Valle says the mobile operator “can do
Dbetter”. That is Elliott Management’s
view of the sale of the Vantage Towers
subsidiary led by Read. The US activist
has taken an exposure of more than

5 per cent to Vantage stock.

The intervention underlines the
importance of scenario planning for
would-be dealmakers.

Vodafone split off and listed telecom
tower group Vantage in Germany in
2021. Infrastructure with reliable
incomes merited high valuations
because rates were low. But after the
‘market worth peaked at €16.5bn last
spring, Vantage stock fell by a quarter.

The valuation returned to previous
highs thanks to the partial sale plan.
Vodafone would participate in a
Vantage joint venture with investors
including KR, and General
Infrastructure Partners. The deal
requires the JV owners to buy out
18 per cent held by minority investors.
They would receive €32 a share.

Elliott’s gambit depends on German
securities law protecting minorities
from premature squeeze-outs.

The JV controls about 89 per cent of
Vantage, but not the required 95 per
cent. If Elliott does not sell, Vodafone
and its partners can still operate
Vantage, under a “domination
agreement”. But that would allow
Elliott to bring German litigation
requiring a revaluation of Vantage.

This legal process lasts at least five
years. Under German lays, Elliott would
be likely to receive compensation in
lieu of dividends set at 5 per cent a year
above German short-term rates,
currently just above 1.6 per cent.

A court might or might not lift the
‘Vantage valuation. If Vodafone and its
JV partners do not fancy waiting, they
may have to pay Elliott and others
more for their shares, valued at about
€800mn. Read might have foreseen

Orpea restructuring: Victor bravo
The care-home owner expanded rapidly with debt-funded growth. Outsized profit margins came at the
expense of quality of care for residents. A debt to equity swap will help lower net debts and restore

financial sustainability.

Orpea generated bigger profits
Operating margin (%) @ Orpea § Korian
14

Care home operators
Share price (rebased)

120
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h hould be places
of calm and sanctuary. France’s
Orpea turned out to be neither for
residents or owners. Journalist Victor
Castanet last year published an
explosive account of the abuse of
elders and allegations of financial
misconduct.

Arescue — state-sponsored, as s
often the case in France — arrive
yesterday with a restructuring
led by Caisse des Dépats et
Consignations. Orpea’s shares have
crashed almost 90 per cent from
their total worth of €6bn in January
2022.

Strict efficiencies meant outsized
profit margins and a premium rating
for Orpea shares. Shareholders now
stand to lose everything under new

Elliott’s intervention. But foresight
does not appear to be his strong point.

Power pricing:
doing the splits

Opening an electricity bill these days is
enough to turn anyone into a
proponent of radical market reform.

Renewable electricity is getting,
cheaper and accounts for an ever-
larger slice of the UK mix: some 60 per
cent. Yet the cost for retail customers
has risen by almost two-thirds over the
past year. Cue proposals to bring down
costs in the UK and Europe.

These focus on marginal pricing. In
this current system, electricity is priced

bankruptcy laws that b hifted the
balance of power away from them.

Aggressive expansion in the low-rate
erameant Orpea’s total debts more
than doubled to €9.5bn. Creditors will
now swap a portion for equity at a
substantial discount.

Holders of half the unsecured debts
worth €3.8bn will receive a 494 per
cent shareholding while contributing
€195mn of new money. That
represents a haircut of about 70 per on
money lent.

New investors led by the CDC will
contribute €1.35bn of fresh funds for a
50.2 per cent stake. Existing
shareholders will own just 0.4 per cent
of the new company unless they
provide capital.

Shareholder approval is no longer

at the cost of the most expensive plant
required to kick in to satisfy demand.
Often that is gas-fired generation. This
has proved very expensive as a result of
the Ukraine war.

Some cheaper solar and wind plants
exposed to the wholesale market have
pocketed windfall profits. Others have
handed them over to the government
under long-term price agreements.

One solution is to split the two
markets. Renewables generators would
then compete with each other for long-
term contracts. Pricing would reflect
the cost of investments —maybe €50-
€80/MWh for new plants.

Flexible suppliers would compete on
a spot market, presumably at much
higher prices. This would include
generators using fossil fuels and
hydrogen plants, and perhaps battery
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required for such restructurings. Old
rules would have typically left
shareholders with more skin in the
game.

The deal will lower net debts by
60 per cent. As a ratio of ebitda, these
would fall to 6.5 times 2025 expected
earnings, from around 25 times.

The new Orpea will operate at
lower margins. A 15 per cent ebitda
margin on 2024 revenues equates to
avaluation multiple of 4 times, or
about a third of Orpea’s historical
average. That is unlikely to entice
existing shareholders back into the
fold.

Too bad. Orpea in France and the
old Four Seasons group in England
have proved a point: high leverage
and care homes do not mix.

arrays. That would enable canny
distributors to buy much of their
electricity on long-term contracts at
low prices, lowering its cost in time for
the next gas crisis. It would also be
good prepping for when renewables
make up most of the market. As things
stand, delinked renewable power
prices would be too low for plants to
recoup their investments because
running costs tend towards zero.

The split-market proposal has plenty
of advocates. It also has plenty of snags.
The main one reflects committed
thinking: the market we have today is
not ideal but it does distribute
electricity.

That is true. But renewables work in
fundamentally different ways from the
old power plants. This means a
different set of rules is needed.

Peloton:
peddling hope

In October, Peloton’s new chief
executive, Barry McCarthy, said the
pandemic’s stage winner had six
months to rediscover its balance. A
nascent recovery has come ahead of
schedule.

Yesterday, the stationary bike maker
said that in the fourth quarter it just
broke even on its preferred measure of
free cash flow. That is a turnround
from a deficit of more than $700mn
just three quarters ago.

McCarthy has tried hard to reorient
Peloton away from a capital-intensive,
unprofitable hardware peddler towards
becoming a slick provider of “Fitness-
as-a-Service”. Peloton may now provide
amodel for other growth high-fliers
unequipped to compete in a capital-
constrained world.

McCarthy and his team pepper their
talk with jargon such as “customer
acquisition cost” aligning with “lifetime
value of the customer”. The result is
that Peloton has cut its workforce from
9,000 to 4,000 and outsourced bicycle
production and fulfilment. To get
ahead, it now sells used bikes and relies
on third-party retailers.

Last quarter, total revenue was under
$800mn, compared with the $1.1bn
achieved in each of the two previous
holiday periods. More importantly, for
the third consecutive quarter the
majority of revenue came from
subscriptions to fitness content videos
rather than bike sales. The gross
margin on those software sales is 68
per cent, compared with the losses on
bike sales as Peloton dumps inventory.

Peloton’s number of subscriptions
has stabilised at 3mn, and it believes
these will expand as the business rights
itself. And the market has cheered it on
as the stock price has more than
doubled from its 2022 lows. Improved
results and investor risk appetite help.

Peloton is fortunate it has a software
component that benefits from
economies of scale. It will not revisit its
peak market capitalisation of near
$50bn soon. But McCarthy’s new
programme has created a leaner,
Thumbler and more sustainable Peloton.
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ACROSS

1 Fresh chip on fop of lid treated with
varnish (6,6)

8 Largely free o overrun island country (7).
9 Homeless tramp is fed by street
musicians (7)

11 Bad beer not entirely withdrawn when
prohibited by law (7)

12 Rebellious group in France facing lawsuit

13 Breathes in sharply expressing
astonishment in front of grass snakes (5)
14 Small image of lamb in hut abroad (9)
16 Left behind in Amsterdam's west end
and forbidden to implicate Rob (9)

19 Possible partner for Austrian physicist
and philosopher? About time (5)

21 Warnings about drug filled containers (7).
23 Tired through overwork when ladder fell
G-4)

24 Rex finding it's too sloppy for a rice dish
@

25 Helping to make Kampala moderately
fashionable (124)

26 Detect zinc say when it's present in
minute amounts (5,7

DOWN

1 Stories about university lab losing
bishop's bones

2 Angers reserves with rule for goalies at
the outset (7)

3 Cleaner volunteers name after fellow's
turned over in fraud (9)

4 Demonstration of impenetrability (5)

5 Courageous fellow starts to cuddle
unusually bony young feline (4,3)

6 Rossetti essentially fools around with
American verse form

7 Worried, surely, facing supposedly alien
craft (6,6)

10 Only one labourer regularly held to be
‘working alone (6-6)

15 Set about getting subordinate fo steal

©

17 Counsellor drives a convertible (7)

18 Likely fo have far-reaching effect for
doctor caught drinking wine (7)

19 Soldier has them altemately following
lawyer's instruction (7)

20 At fault affer setting up wrong produce
for show (4,3)

22 Pinched woman's shawl (5)*

Help make a change.
Do something meaningful
with deep purpose.

Join our pioneering work.
Weare holding interviews in Brighton
on Monday 20th March 2023, --
For details, see wildlifeforall.org

British Registered Charity 1006174

16/16



