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Collapse of US
tech bank SVB
shakes sector

e Failure after botched capital raising
e Other lenders’ shares fall worldwide

FT REPORTERS

Global banking stocks fell sharply yes-
terday as a tech-focused US bank
became the second-largest in American
history to collapse after customers
rushed to withdraw cash on fears over
itsliquidity.

US regulators forced Silicon Valley
Bank to close yesterday after a botched
effort to raise new capital, marking a
swift fall from grace for alender that was
valued at more than $44bn just 18
‘monthsago.

SVB, which had $209bn in assets as of
December, abandoned efforts to raise
$2.25bn in new funding to cover losses
on its bond portfolio and had begun
looking for a buyer to save it, according
to people with knowledge of the efforts.

Its shares were halted during early
trading on New York’s Nasdaq exchange
yesterday, sending stocks plummeting
inseveral US banks thought to have sim-
ilar depositor and funding profiles.

Trading in PacWest, Western Alliance
and First Republic were stopped
because of volatility after they fell
between 40 and 50 per cent. Several of
those banks sought to reassure the mar-
ket by putting out statements highlight-
ing their differences from SVB.

SVB's shares registered their biggest
ever decline on Thursday, wiping $9.6bn

off its market capitalisation. They fell a
further 60 per cent in pre-market trad-
ing yesterday before it was closed by the
Federal Deposit Insurance Corporation.

Investor fears over the value of banks
bond portfolios and falling deposits
also spread to Europe, with the Stoxx
Europe 600 Banks index closing down
4 per cent. Deutsche Bank fell 7.3 per
cent, Société Générale dropped 4.5 per
centand HSBC closed 5 per cent down.

The big US banks initially fell but
bounced back in afternoon trading.

Robert Alster, chief investment
officer at Close Brothers Asset Manage-
ment, described the situation as “a
storm in a teacup” and said a direct
comparison from SVBto large European
banks was “unwarranted”.

SVB’s troubles stem from a decision
made at the peak of the tech boom to
park $91bn of its deposits in long-dated
securities, such as mortgage bonds and
US Treasuries. They were deemed safe
butare now worth $15bn less than when
SVB bought them after the Federal Res-
erveaggressively raised interest rates.

US bank failures have been extremely
rare in recent years. The biggest bank
failure in the US was the collapse of
‘Washington Mutual in2008.
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New chapter UK pledges £541mn to
help France curb Channel immigrants

Rishi Sunak and Emmanuel Macron in Paris yesterday where the leaders hailed a ‘new
chapter’ in the UK and France’s relations. Sunak promised to send €541mn over three years to
help France tackle illegal migration across the English Channel. Report, Page 4 — oo rueriesic
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Argentina launches ‘Malbec dollar’
forex rate to boost ebbing wine sales

LUCINDA ELLIOTT — BUENOS AIRES

Argentine wine prod are bein;

allowing farmers to sell at a premium
rate of 200 pesos to the dollar compared
ith

given a preferential “Malbec dollar”
exchange rate as the government seeks
toboost exportsandreplenishits dwin-
dling central bank reserves.

Ministers said they would introduce the
rate from April to help vineyards strug-
gling with an annual inflation rate
approaching 100 per cent, along with
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in Mendoza province, told
the Financial Times that exporting
Argentine wine had been like “rowing
through a river of dulce de leche”, refer-
ringto the nation’s sticky caramel sauce.
The exchange rate plan follows a “soy
icy introduced in September

to boost exports of the soyabean crop,

ficial rate of about 150 pesos.

Finance minister Sergio Massa said
this month that the more generous
exchange rate for wine — the exact level
of which has not yet been unveiled —
aimed “to help recover export competi-
tiveness and help consolidate Argen-
tina'sreserves”.

The rate, swiftly dubbed the Malbec
dollar, would be followed by preferen-
tial rates for more local products, Massa
said. Other produce

but overall production fell by a fifth in
2022 from a year earlier, while exports
of bulk wines dropped 20 per cent by
value. The 2023 harvest, which ends in
late April, was likely to be one of the
worstina decade, analysts said.

High costs, export taxes and the
exchange rate, which in Argentina is
artificially pegged to the US dollar, had
cut into profitability and created
“urgent” problems for the industry, said
Patricia Ortiz, president of wine grow-
ers’association Bodegas de Argentina.

“For hi; d wines there is still a

cotton.

Extreme climate conditions have
damaged crops, reducing exports and
the inward flow of foreign currency as
farmers battled a late frost and severe
drought over the past year.

Argentina is among the world’s 10
largest wine exporters in dollar terms

[profit] margin,” she said. “Where we're
losing out to other markets, like Chile
and Spain, is with our bulk wines.”

The value to growers of each bottle
sent overseas has halved since the end of
2021, primarily because of inflation,
Ortizestimated.

Chilean winemaker expands page 10
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Taiwan’s security concerns prompt
venue change for McCarthy meeting

Taiwan’s president Tsai Ing-wen has persuaded US
House Speaker Kevin McCarthy to meet in California
rather than Taipei to avoid an aggressive Chinese
military response as tensions run high between Bei-
jingand Washington.

Several people familiar with the situation said Tsai
and McCarthy had agreed to meet in the US because
of Taiwanese security concerns. The California
Republican said last year that he wanted to visit the
countryif elected to the leadership role in the House.

Th h i

gency planning for the region — one of the world’s
most dangerous flashpoints — and highlights the
impact of China’s military posturing to constrain Tai-
wanand undermineits de factoindependence.

West plays down claims of Kyiv role
inNord Stream pipeline attack

‘Western officials played down allegations of Ukrain-
ian involvement in explosions that damaged the
Nord Stream gas pipelines last year, despite reports
suggestinga pro-Kyiv group carried out the attack.

Nato, EU and Swedish officials urged caution about
assigning blame for the sabotage of pipelines linking
Russia with western Europe. German defence minis-
ter Boris Pistorius suggested it might have been a
“false flag” operation.

Germany’s attorney-general's office confirmed a

INTERNATIONAL

Middle East

Saudi Arabia and Iran to restore links

Dealis victory for Chinese
diplomacy and underlines
Beijing’s rising influence

SAMER AL-ATRUSH — DUBAI
NAJMEH BOZORGMEHR — TEHRAN

Saudi Arabia and Iran have agreed to
end their seven-year rift and restore
diplomatic ties as part of a China-
brokered deal aimed at reducing
tension in the oil-rich region.

The agreement, reached yesterday
following a meeting in Beijing, will lead
to the reopening of their respective
embassies within two months as well as
security co-operation arrangements,
they said in ajoint statement.

Saudi Arabia and Iran ended ties in
2016 after Iranian protesters angered by
the execution of a Shia cleric stormed

the kingdom’s mission. Three years
later, Saudi Arabia and western coun-
tries accused Iran of engineering a
drone attack on a Saudi oil facility that
temporarily cut halfof its production.

The Iran-Saudi deal is a victory for
Chinese diplomacy and underscores
Beijing’s growing clout in the Middle
Fast. It is a challenge to the US, whose
traditionally strong relations with Riy-
adh have cooled. Iran and Saudi Arabia
had held several rounds of talks hosted
byIragand Oman.

The improvement in Saudi-Iranian
relations also comes during a period of
increasing tension between the Islamic
republic and the west over Tehran’s
crackdown on protesters, its nuclear
ambitions and the sale to Russia of
drones that are used to attack Ukraine.

Anna Jacobs, senior analyst for the
Gulf states at the Crisis Group think-

tank, called the agreement a “major win
forregional de-escalation efforts”.

“The Saudi-Iran deal is a clear sign
that both countries are ready to turn the
page after years of turmoil,” she said.
Jacobs also suggested it was a step
towards improved dialogue between
Iran and other members of the Gulf
Cooperation Council that includes Qatar
andthe United Arab Emirates.

Ali Shamkhani, secretary of Iran’s
Supreme National Security Council,
who was in Beijing for the negotiations,
said the groundwork for the agreement
was laid at last month’s meeting in Bei-
jing between President Ebrahim Raisi
and his Chinese counterpart, XiJinping.

Xi also visited Saudi Arabia late last
year to attend summits with Arab lead-
ers, a move aimed at showcasing Bei-
jing’s broader ambitions in the region.

China’s top diplomat, Wang Yi, said

‘The Saudi-
Iran deal is
aclearsign
thatboth
countries
areready to
turn the
page after
years of
turmoil’

the agreement showed the world’s prob-
lems were “not limited to the Ukraine
issue”, areference to Russia’sinvasion.

Tension between Riyadh and Tehran
escalated last year during Iran’s mass
protests, with the authorities there
accusingSaudi Arabia of funding media
that allegedly incited the unrest.

Western intelligence services around
this time also picked up chatter of a pos-
sible Iranian attack on Saudi Arabia,
according to diplomats. The US said a
show of force had prompted Iran to
reconsider its plans.

Riyadh also accused Iran of backing
Houthi rebels in Yemen who it has been
battling for more than seven years.
Saudi Arabia and the UAE, which
together led the military intervention
into Yemen, have come under attack
from Houthis, who have targeted oil
facilities and airports.

Ukraine. Infrastructure damage

Russian hypersonic salvo baffles experts

precious missiles when le:

weapons could be used

vessel suspected of being “used port explos-
ive devices” for the action in September had been
examined. It was reported that the vessel had been
rented from a company operating in Poland with
‘Ukrainian owners.

Georgia forced to scrap ‘foreign
agent’ bill after protests flare

A police car burns during protests in Thilisi before
Georgia’s ruling party, Georgian Dream, withdrew a
“foreign agent” bill ‘unconditionally. Critics said the
bill would mark Russia-style repression.

Austin tells Netanyahu that focus on
West Bank distracts from Iran ‘threat’

US defence secretary Lloyd Austin warned Israeli
prime minister Benjamin Netanyahu that the
upsurge in violence in the occupied West Bank is
weakening their capacity to work together on tack-
lingthe threat from Iran.

Austin outlined the US position during “frank and
candid” talks in Israel with Netanyahu and his
defence minister, Yoav Gallant. The venue was
switched to near Ben Gurion airport after a protest
against the Israeli government’s plans to overhaul
the judiciary clogged major roads around Tel Aviv.

‘Washington views the West Bank violence with
deep concern and is also wary of Netanyahu's plans
fortighter political control of the judiciary.

BEN HALL — LONDON
ROMAN OLEARCHYK — KYIV.

Ukrainians were beginning to think
they had won their “winter war” after
riding out Russia’s repeated bombard-
‘ment of their country’s power and heat-
ing system. A devastating missile strike
early on Thursday, in which Moscow
used several of its formidable hyper-
sonic Kinzhal missiles, sent a brutal
reminder the threat is far from over.

“Itis a mistake to think they are done
with their attacks on the population,
[done] with their missile strike cam-
paign on electricity infrastructure,” said
Oleksiy Danilov, Ukraine’s national
security chief.

“This is not a war between soldiers
and soldiers. This is a war aimed at
destroying critical infrastructure facili-
ties . . . the provision of light, water and
heating

Russia fired 81 missiles, including six
Kh-47 Kinzhals at targets across
Ukraine. It was the first mass strike
from the front lines in more than three ~ Under attack:
‘weeks. Three thermal power stations  a firefighter
were hit and the Zaporizhzhia nuclear ~ douses a van

plant temporarilylost its electricity sup-  after a Russian
missile strike in

ply needed to cool its reactors.

Since late January, Ukraine’s electric- ~ Kyiv on
ity supplies had begun tostabilise as the
grid was made more resilient and im-
proved air defences shot down the bulk
of Russian missiles and attack drones.

But on Thursday, only 38 of the 81
missiles were intercepted, while
another eight were knocked off target
by countermeasures in a notably lower
interception rate than the 80 per cent
notched up by Ukraine’s air defence
forces earlier this year.

The missiles destroyed were mostly
subsonic cruise missiles and slow-flying
attack drones. None of the 25 high-
speed or ballistic missiles of various
types, including the Kinzhals, were shot
down. Ukraine’s air force said it did not
have the capability todosso.

Moscow is believed to have used its
air-launched Kinzhal missiles against
Ukraine before, but never in such a

Gieb GaranichyReuters

salvo. It was unusual, said Justin Bronk,
senior research fellow at the Royal
United Services Institute in London, as
the Kinzhal is a scarce and sophisticated
ballistic missile designed to overcome
the most advanced air defence systems.
Itcan flyat 10 times the speed of sound.

“Itis one of a handful of specialist sys-
tems which, in a clash with Nato for
example, Russia would have to be care-
ful about how it chose to use,” said
Bronk, addingthat Russia probably only
had “tens” left inits armoury.

A Ukrainian military intelligence offi-
cial said Russia started its invasion in
February last year with about 50
Kinzhals in stock and had fired about 15
at Ukraine before Thursday’s strikes.

The attack is not a change in Russian
tactics, said Yuriy Ignat, for Ukraine’s
air force. Over the past year, Moscow
has fired several hundred Iskander bal-
listic missiles and other super high-
speed ones, such as the Kh-22, which
has a 950kg warhead, and the $-300,
usually used in air defence intercepting.

The use of so many precious Kinzhal

missilesis baffling. There are three pos-
sible explanations, said Bronk. First,
Russia may have been trying to over-
come air defences at a particular site in
Ukraine, although he pointed out that
the Iskander M ballistic missile, used in
much larger quantities, had already
‘been proven hard tostop.

The second was that stocks of other
ballistic missiles were running very low.
The Ukrainian military intelligence offi-
cial claimed Moscow had only about 90
Iskander M, 45 Iskander K and 36 Kh-22
missiles left. Kyiv believes western
sanctions are heavily constraining Rus-
sia’s missile output capacity, although
Bronk said Moscow may still be able to
makesix Iskander M missiles amonth.

“What they fired overnight is equival-
ent to what they can produce inamonth
toreplenish stocks,” the official added.

The third reason, Bronk said, was
Russia’s “consistently odd allocation of
‘weapons to target sets”, using precious
complex armaments to strike Ukrain-
ian positions or infrastructure when a
lesser weapon would do. This could

partly be explained by Moscow’s cen-
tralised decision-making.

Ukrainian officials said the strikes
underscored the need for more sophisti-
cated, longer-range air defence systems
and the speedier deployment of those
already promised by its western allies.

Ukraine’s air defences have improved
markedly over the past year, with new
western equipment and better tech-
niques, but it still lacks surface-to-air
capabilities to intercept fast-moving
‘ballistic missiles. Ukraine is understood
to have received one of two Patriot air
defence systems promised by the US
and Germany, but it is not yet opera-
tional. It s also expecting some Patriot
launchers from the Netherlands.

The Patriot is the most advanced
medium-range air defence system the
‘west can offer, but it has not been tested
against Kinzhals. The Samp-T, promis-
edby France and Italy, is yet toarrive.

“We need weapons, weapons and
more weapons,” Danilov said. “Russia
will continue to increase the degree of
aggression if the world remainsssilent.”
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German police said the man who went
on a shooting spree at a Jehovah's Wit-
nesses hall in Hamburg on Thursday
night killing seven people was a former
member of the community who had
leftit “onbad terms™.

Theattacktriggered horror and outrage
in a country where mass shootings are
rare. Andy Grote, Hamburg’s interior
minister, called it “the worst crime in
themodern history ofourcity”.

Seven people died in the attack,
including a pregnant woman, and eight
were wounded, four of them seriously.
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‘The perpetrator, wh turned
his gun on himself, wasamongthe dead.

Thomas Radszuweit, head of Ham-
burg’s state protection service, said it
had so far not been possible to establish
amotiveforthe crime.

However, he said the killer, identified
onlyas PhilippF, 35, had been amember
of the ity he targeted and had
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voluntarily left it about 18 months pre-
viously “on bad terms”.

Police said many more might have
died but for the swift arrival of law

enforcement officers at the scene. They
arrived at 9.08pm, just four minutes
after the first calls were made to emer-
gency services, and included a special
unittrained to deal with mass shootings.
Once police entered the building, the
shooter fled to the first floor and shot
himself. Police discovered his body on
‘the floor, a handgun by his side.
Investigators who searched his flat in
Hamburg late on Thursday discovered
15loaded magazines, each containing 15
bullets, and four additional boxes with
200 bullets. They also confiscated the
killer'slaptops and smartphones.

Officials said Philipp F, whowas single
and came from the Bavarian town of
Memmingen but had lived in Hamburg
since 2014, had a firearms licence as a
“sports marksman”. He owned a Heck-
ler & Koch P30 handgun, which he used
inthe shooting.

Ralf Martin Meyer, Hamburg’s chief
of police, said authorities had received
an laint about Philipp

German killer had left Jehovah’s Witnesses group ‘on bad terms’

notbeen medically diagnosed”. The per-
son said Philipp F “nurtured a deep
anger towards religious people, espe-
cially Jehovah’s Witnesses, and his
former employer”.

In February, police visited Philipp F’s
flat unannounced to follow up on the
complaint but found nothing untoward.
‘The man was “co-operative” and had an

F in January, asking them to check
whether he should be allowed to hold a
firearms licence. Theauthor of the letter
believed Philipp F “might be suffering
from a mental illness, although it had

e e
Tragedy: police stand outside the shooting scene in Hamburg e sssesntes

German chancellor Olaf Scholz, a
former mayor of Hamburg, described
the attack as a “brutal act of violence”,
addingthat his thoughts were “with [the
victims] and theirloved ones”.

The website of Jehoval's Witnesses in
Germany, with about 170,000 mem-
bers, said the community was “deeply
saddened by the horrificattack™.

Although mass shootings are rare in
Germany, their incidence has increased
slightly in recent years. In October 2019,
afar-right extremist killed two outside a
synagogue in Halle city on Yom Kippur,
the holiest day in the Jewish calendar.

In February 2020, an extremist in the
‘western city of Hanau shot and killed
nine, mostly from immigrant commu-
nities, before turning his gun on his 72-
year-old mother and then himself.
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%ed path complicated by jobs and pay data

Economy records strong
employment numbers
while wage growth cools

COLBY SMITH — WASHINGTON
KATE DUGUID — NEW YORK

US jobs grew robustly in February even
as wages cooled, complicating the path
forward for the Federal Reserve as it
debates how much more to squeeze the
economy in order to vanquish inflation.

The world’s largest economy added
311,000 jobs last month, higher than the
225,000 jobs forecast by economists but
less than January’s downwardly revised
504,000 positions. Monthly job gains
have averaged 351,000 in the past three
‘months.

Despite February’s gains, the unem-

ployment rate rose to 3.6 per cent, still
near a multi-decade low. Wage growth,
‘meanwhile, increased 0.2 per cent from
January, just shy of the previous
‘monthly uptick in average hourly earn-
ingsand lower than expected. Ona year-
on-year basis, itis higher by 4.6 per cent.

February’s report is one of the most
consequential data releases ahead of the
Fed’s next policy meeting on March
2122, playing an influential role in
whether the central bank will resume

still strong and robust,” said Ray Farris,
chief economist at Credit Suisse. “But
from the perspective of the Fed
the trend is slow but down, and proba-
bly leans more in the direction of

Treasury yields, falling since Thurs-
day amid concern about US banks,
dropped further as investors bet on a
less aggressive Fed. The two-year yield,
which moves with interest

ingmoved in half-point and three-quar-
ter point intervals last year. At the time,
Powell justified the smaller rate rise by
arguing it would “better allow” officials
totrack i ingil i

“When push comes to
shove, workers don't have
the bargaining power
people think they have’

ive rate rises after a deluge
of unexpectedly strong data.

n congressional testimonies this
week, Jay Powell, chair of the central
bank, said it ini i

their desire to move incrementally.”
Farris said the mixed report now

shifted the focus to the consumer price

index data Tuesday.

— with inflation and other key data — to
decide whether to forgo a quarter-point
rateriseand opt fora half-point.

“In absolute terms, employment is

Treasuries extended their gains after
the latest figures, suggesting investors
saw reasons for optimism in the smaller
than expected risein hourly earnings.

tions, fell 0. .62 per cent.
Investors’ expectations that the Fed
would revert to higher interest rate rises
at its March meeting dropped and are
now placing slightly higher odds on a
0.25 percentage point increase.
“Wehave . .. the tightest labour mar-
ket in years, and yet it was the 23rd con-
secutive month in which wages did not
keep pace with inflation,” said David
Kelly at JPMorgan. “When push comes
to shove, workers don’t have the bar-
gaining power people think they have.”
In February, the Fed called time on
jumbo rate rises and delivered a more
traditional quarter-point increase, hav-

But persistent labour market tight-
ness and renewed consumer strength
since then have upset expectations
about the path forward for policy.

Nancy Vanden Houten, lead US econ-
omist at Oxford Economics, said a half-
point rate rise could not be ruled out,
even thoughit was not her base case.

She expects Fed officials this month to
revise higher their estimates for the
so-called terminal rate. In December,
most officials backed the federal funds
rate reaching between 5 per cent and
5.25 per cent. It currently hovers
Detween 4.5 per cent and 4.75 per cent.
See Opinion

Green subsidies

Brussels and
US tolaunch
talks on trade
in critical
minerals

AIME WILLIAMS — WASHINGTON

US and EU officials are to begin new
talks on trade in critical minerals in a
move Brussels hopes will give the
region’s companies access to America’s
green subsidies.

US officials said the talks, announced as
EU commission president Ursula von
der Leyen visited the White House yes-
terday, would help the two sides build
secure supply chains for electric vehicle
batteries.

EU officials hope a deal will make its
supplies of raw and processed critical

Passengers eager to rediscover

romantic rail travel but lack

Transport. Rolling stock

Europe’s sleeper train owners dream of expansion

le for generous US subsi-
dies under Joe Biden’s climate legisla-
tion, the US Inflation Reduction Act.
The scale of subsidies has prompted
fears of a trade war, with President
Emmanuel Macron of France warningit
threatened to “fragment the west”.

The act, which aims to help the
world’s largest historical polluter
reduce greenhouse gas emissions to half
their 2005 levels by 2030, provides tax
credits for groups that source parts and

of carriages slows revival

PHILIP GEORGIADIS — LONDON

Elmer van Buuren has spent 20 years
waiting for night trains to come back
into fashion.

A former guard on the Dutch railway,
van Buuren recently noticed that a
growing number of passengers wanted
to swap high-speed rail or low-cost fly-
ing for the slower pace of the sleeper car-
riage. So he turned from enthusiast to
entrepreneur, and with a business part-
ner crowdfunded the launch of their
own train company, European Sleeper.

“Until a couple of years ago, everyone
thought sleeper trains were a thing of
the past and something for hopeless
romantics with their heads in the 19th
century. That is just not the case,” van
Buurensaid.

Europe’s big rail operators have also
launched new routes but the renais-
sance of the sleeper, long a byword for a
lost age of romantic travel, is being held
back by a more modern problem: a

Overnight train travel
OBB, Austria's national rail
operator, is Europe’s largest
operator of sleeper trains.
Its Nightjet network, along
with partner companies,
connects over 25 cities in
14 countries. Trains use
three types of carriage

Seat carriages 66 seats -/‘

divided into 11 compartments

Couchette carriages. Nine compartments, each of -/

‘which can be configured with four or six bunks.

i Each carriage has a foilet and washroom
Sleeper carriages 12 compartments in

which beds fold away and seats fold out
for day use. There are two types of
compartment

rescarch

Nine standard compartments with wash basin and
options of 1-3 bunks and a communal shower at the
end of the carriage

with en suite shower, wash
basin and toilet

Three deluxe compartments

Nightjet is due to

deploy new sleeper

carriages later in 2023
=

shortage of suitable carriages.

ticularly popular with
business travellers, who can swap a late-
night flight and hotel stay for a train trip
thatarrives in a city centre in time fora
morning meeting. For leisure travellers
the appeal lies more in the unique
rhythms of the journey, such as a night-
cap in Munich before waking to views of
the Adriatic as they pull into Venice.

Passengers can choose between sev-
eral classes of travel, from private
rooms to the traditional “couchettes”,
where several people share a berth.

Rail operators have complained of a
rush for rolling stock as demand booms,
with van Buuren saying it had been
“extremely difficult” to find suitable
carriages for European Sleeper, which
plans to launch a train linking Brussels,
Amsterdam and Berlin on three nights a
week this year.

He believes there is enough demand
to start with a nightly service instead,
and to launch new routes to southern
Europe and Scandinavia — if only he
could find more trains. “It is definitely

holding us back,” van Buuren said.
Many old carriages were sold off or
mothballed as night trains fell into
decline decades ago because of competi-
tion from high-speed rail and airlines.
The remaining carriages, some up to

ing from Budapest to Paris, will launch
its new sleeper cars this year followinga
€720mn order with Siemens for 33 new
train sets.

France’s SNCF, Finland’s VR Group
and Norwegian rolling stock company
Nerletee ol iy d

60yearsold, 2

for more discerning modern travellers,

whoare less inclined to spend the night

sharing a small compartment with

strangers, and expect modern facilities
h uite toilet.

orrefurbish trains. But Jon Worth, a rail-
way commentator and campaigner,
believes there is a “slew of new routes™
that could be launched to meet “enor-
potential” across Europ

Onlyan average of six new carriages a
year were ordered between 2001 and
2017, meaning it would take 250 years to
replace the continent’s nearly 1,500
dedicated night train carriages with
more suitable modern equipment,
according to a 2021 European Commis-
sion report. Things have since picked up

He said that only Europe’s state rail-
‘way companies had the financial muscle
to order new trains, but they were
focused on expanding daytime and
high-speed services, while smaller
entrants did not have the money to
make a large order. “The big companies
that could, do not want to, and the small

and some national rail have
placed new orders.

Austria’s OBB, which runs about 20
services on its Nightjet network stretch-

ant to, can’t.”
Worth estimated it would take an
order of between 200 and 300 carriages
tomake the cost per unit financially via-

There have
been
complaints
from
passengers
at OBB who
assume the
website is
broken
because
every single
train is sold
out

ble, and is calling for greater co-ordina-
tion for a new order, either from a con-
sortium of smaller participants, a
national railway company or the EU.

In Brussels the commission is working
to promote rail travel as part of a drive
to cut the bloc’s transport emissions,
and has estimated there are several
untapped new routes that could provide
effective competition with air travel.

It has offered technical assistance to

materi; ies with which the
US has a free trade agreement. That

The hope was that aloose
deal on critical minerals
with Washington could be
given free trade-like status

excludesthe EU and Japan.

Last week, an EU official said the hope
was that a loose deal around critical
minerals with Washington could be
given “free trade-like status” and allow
products from Europe to qualify for the
subsidies. The official said a fuller deal
would need to be legally binding on both
sides but could be carried out using
executive powers inthe US.

US officials said on Thursday that any
fuller agreement would probably
include “extremely high standards” on
labour and the environment. More than
$90bn in green investment has poured
into the US since last year’s passage of
the IRA, which includes $369bn worth
of tax credits, grants and loans.

The two sidesalso plan a “dialogue” to
boost transparency around subsidies
for clean energy, within days of the EU
unveiling measures allowing member
states to “match” multibillion-dollar
incentives as they fight to keep projects
inEurope.

Last month French economy minister
Bruno Le Maire and his German coun-
terpart Robert Habeck visited Washing-
ton to convey concerns that the US’s leg-
islation could usher in a subsidy war.

Le Maire said French, German and US
officials had agreed on the need for “full
t

help 1 pilot projects with the logis-
tics of gaining access to the maze of
tracks across Europe, but no specific
funding for new carriages.

Yet demand is so strong that it has
outstripped supply even at OBB's
sprawling network, where there have
Deen complaints from passengers who
assume the website is broken because
every single train is sold out.

“We get so many remarks that your
system is down,” OBB said. “We are full,
weare full, we are full.”

about the level of subsi-
dies and tax credits” awarded to private
companies, as well s for “constant com-
munication atthe ministerial level”.

On Thursday, a US official said the
goal of launchingan official channel was
to make sure Washington and Brussels
“were communicating with one
another . . . to maximise the deploy-
ment of clean energy over time and so
that those incentives do not compete
withone another”.

See The Top Line

East Asia

S Korea struggles to sell 69-hour working week

SONG JUNG-A — SEOUL

South Korea’s plans to extend the
working week from 52 hours to a maxi-
mum of 69 fill SM Chang, 47, a credit
card company worker, with dread.

Working overtime was the norm until
the 52-hour week was introduced five
years ago. “Nowadays, our office com-
puters are turned off automatically
shortly after six,” said Chang, who
requested anonymity. “I have to get
permission from my boss six hours
before working overtime. I really don't
want to go back to those old days with-
out evenings.”

But longer days may be on the cards
after the conservative administration of
President Yoon Suk Yeol, who took
office last May, plans to

The proposed change allows employ-
ers to count overtime on a monthly,
quarterly and yearly basis. The govern-
‘ment argues that it will enable workers
to bank more overtime in busy periods,

which they can later take back as leave.

the plan for allowing “management and
workers to boost efficiency by choosing
working hours”. Manufacturers, build-
ers and IT service providers have called
for more flexibility, citing staff short-

The labour ministry said the current
limit restricts the rights of companies

But the Federation of Korean Trade
Unions said the proposal was “toxic”

and worl ir hours. Inan

ageing society, it argued that extended

Tiring commute:
‘workers at only
40% of companies
were able o fake
full annual leave
entitlement in 2020

leave would allow more family time and
falling fertility rate.

increase the permitted weekly hours to
almost double France’s 35.

‘Proponents of the plan point to prob-
lems posed by an ageing population and
a declining workforce but even in a
country known for its workaholic cul-
tureit has prompted abacklash.

Under a system introduced in 2018,
the week involves 40 hours of regular
work and 12 of overtime. Businesses
that breach the rules can face penalties.

South Korea fell below the so-called

replacement birth rate of 2.1 per woman
in 1984, meaning fewer fresh graduates
to join the workforce. The rate is now
thelowestin the worldat 0.78.

Lee Jung-sik, labour minister, said:
“We can resolve serious social problems
like fast ageing and low birth rates by
allowing women to choose their work-
inghours more flexibly.”

Business associations have welcomed

https://ft.pressreader.com/v99f/20230311

and* istic”. The g it
said, was “forcing workers into ultra-
longhours of intensive work”.

‘The main opposition party has vowed
toblock the reform, noting a high rate of
injuries and deaths from overwork.

pressure to succeed. “Long hours of
work at low wages is still rampant . . .

while pressure to stay ahead remains
strong among white-collar workers,”
said Choi Min, a labour rights advocate
and doctor. “But a sharp increase in
working hours and intensity in a short
period poses serious health risks, often

Channel crossings

Sunak and Macron strike deal
to limit asylum seeker boats

LEILA ABBOUD AND GEORGE PARKER
PARI
ROBERT WRIGHT — LONDON

British prime minister Rishi Sunak and
French president Emmanuel Macron
yesterday pledged more than €500mn

resultingin deaths k.

Bac Kyu-shik, a labour expert, said

the priority should instead be produc-

tivity. “The government plan can have

very different effects from its expecta-

tions by going against young people’s
Iolifebal.

‘There were 739 claims for P
sation owingto deaths from overworkin
2021, labour ministry data suggests.
Nearly 40 per cent were approved.

A workaholic culture contributed to
rapid industrialisation over the past 50
years and helped South Korea become
theworld’s10th largest economy.

South Koreans put in an average of
1,915 hours in 2021, the most after Mex-
ico, Costa Rica, Colombia and Chile,
according to the OECD, and 199 more
than the average across the club of
mostly wealthy nations.

But many people struggle to make
ends meet, particularly with high prop-
erty prices, and deal with high social

wish fora. e hesaid.

In practice, workers doubt they will
be able to take extended leave. Accord-
ingto a government survey, workers at
only 40 per cent of Korean companies
were able to take their full annual leave
entitlement in2020.

5] Cho, 43, who works for a conglom-
erate, recalls once working for 10 days
duringhis holiday.

“Until the 52-hour work week limit
was introduced, we couldn’t leave the
office until our boss did because they
would evaluate our work ethics by this,”
he said. “It is a highly competitive envi-
ronment. If Ttake a month of vacation, T
bet they will just remove my desk.”

and an extr: P i ffi L b

cross-Channel migration by asylum

seekers, as they proclaimed “a new
nec .

Sunak won some results on his
domestic political priority of curbing
small boat crossings, but without a deal
on returning migrants. Almost 46,000
people crossed the Channel in 2022, up
60 per cent from a year earlier.

Macron trumpeted new co-operation
on defence and energy, with both coun-
tries vowing to expand nuclear and

b o h

chapter” in th bilateral
relationship.

Sunak promised to pay France €541mn
over three years to support increased
police patrols, a new detention centre
and expanded drone surveillance of
beaches around Dunkirk and Calais.

An agreement in November last year
included annual UK spending of
€70mn. British officials said French
interior minister Gérald Darmanin had
promised to spend five euros for every
one euro paid by London to Paris.

At the end of the first Franco-British
summit in five years, the two leaders
embraced and Sunak called Macron
“mon ami”, a sign of how they are seek-
ingto move on from past tension caused
Dy Brexitand itsaftermath.

“If we are honest, the relationship
between our two countries has had its
challenges in recent years,” said Sunak.
“We've discussed every aspect of our
crucial alliance today and made impor-
tant progress.”

Macron spoke of a “new beginning”
for the relationship but admitted Brexit
had created more complications than
expected. “We have to fix the conse-
quences of Brexit,” he said. “This is very
clearly a moment of reunion, renewal
and a new start.” Macron and Sunak
outlined plans to boost co-operation on
defence procurement and strategy,
including their respective naval pres-
ences in the Indo-Pacific. They also reit-
erated “steadfast support” for Ukraine.
Tony Barber see Opinion
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FT BIG READ. ENTERTAINMENT

The big studios are betting that cinemas will rebound fully from the Covid pandemic and no longer want
to play second fiddle to the streaming services. But some fear for the future of smaller budget films.

By Christopher Grimes

fter three of the worst years
on record in the movie
business, there was an
almost palpable sense of
relief in Hollywood when
twobona fide blockbusters appeared on
this year’s list of best picture nominees
for Sunday’s Academy Awards.

The academy has often overlooked
big commercial films in favour of recog-
nising capital-C cinema. But the nomi-
nations this year of Top Gun: Maverick
and Avatar: The Way of Water — already
two of the highest-grossing pictures
ever — appeared to make a point
about something more than just
quality filmmaking.

‘The two films had proved that even in
the streaming era, movies are still
capable of drawing masses of people toa
darkened cinema. Tom Cruise, who
starred in and co-produced Top Gun,
held the film’s release for two years
during the pandemic to secure a
cinematic run instead of releasing the
film straight to streaming — a practice
many studios had embraced to boost
subscriptions to their services. James
Cameron, the director and producer of
Avatar, also made clear that his 3D film
was meant to be seen on the big screen,
notin the livingroom.

Now, in the wake of the films’ success,
the major Hollywood studios — most
facing intense investor pressure to halt
the losses in their streaming businesses
— are rediscovering the charms of
old-fashioned box office revenue. In
Hollywood, where the Netflix model has
eaten away at traditional sources of
income, this feels like vindication.

“Just about every studio and every
streamer has indicated that they're
going to send all of their movies to the
theatres first, and then to a streaming
service,” says Rich Gelfond, the chief
executive of Imax. “The fact is that a
theatrical run improves the streaming
run. The programmers were naive when
they thought people would sit on their
couches and watch every piece of con-
tent. The market has corrected itself.”

Two of Hollywood’s biggest chief
executives, Bob Iger of Disney and
David Zaslav of Warner Bros Discovery,
appear to have turned their backs on the
most radical streaming experiments
launched during the frenzied race for
subscribers. These included releasing
films on their streaming services on the
same date as in theatres, and sometimes
putting feature films on to streaming
withouta theatrical release atall.

Now they want to go all-in on splashy
theatrical releases. Iger, the veteran Dis-
ney chiefwho stepped out of retirement
to return to the company in November,
says he will “lean into” the company’s
‘most profitable franchises — including
Marvel, Pixar and Star Wars — while
“aggressively curating” its general
entertainment output.

“Ifyoulook at the trajectory of Marvel
over the next five years, youll seealot of
newness,” Iger said this week at an
investor conference. “We're going to
turn back to the Avengers [superhero]
franchise but with a whole set of differ-
ent Avengers . . . Westill are developing
Star Wars films.”

The risk, however, is by doubling
down on a handful of potential block-
busters, the studios end up neglecting
the mid-market and indie films
that some executives believe to be the
industry’s lifeblood.

‘Tom Rothman, chair and chief execu-
tive of Sony Pictures Motion Picture
Group, says studios will have to try to
balance the big “tentpole” pictures and
newer work. “Sequels and superheroes
areimportant — that’s probably half our
slate,” he tells the Financial Times. “But

Hollywood strikes bac

d

bizbud

giveupon

s if it stops

‘The real alsoreallyi

T originality. There is something that
threatto ol Kb o v busl e s
the movie not Covid, it’s not streaming — the real

. 5 threat to the movie business i

bfgsmess IS takingriskson original product”
! llssml?s i Focus on franchises
taking Iis! T A e A ke
onoriginal  Hollywood studios are suffering from a
product serious hangover after years of cheap-

money investment in their streaming
operations. With everyone stuck at
home, subscriptions soared — and Wall
Street cheered.

But the party ended early last spring,
‘when Netflix said that its 10-year streak
of subscriber growth had hit a wall.
Suddenly, investors wanted to see a path
to streaming profitability — and they
became concerned about studios’ debt
piles. A halting recovery in the box
office, where takings were down by
$4bnlast year from 2019, did not help.

No wonder, then, that the studios are
looking to reinvigorate their big fran-
chises, the closest thingto a sure betas a
studio executive can find, even with
their high production costs. Placing
the box office back at the top of the
food chain also repairs what many
saw as one of the most egregious
mistakes of the past few years: sacrific-
ing millions of dollars of cinema ticket
sales in the interest of attracting new
streaming subscribers. Now it is
accepted within the studios that this was
a flawed premise. Putting marketing
muscle behind a theatrical release helps
films get noticed once they land on a
streaming platform.

This year’s best picture nominees
highlight the financial chasm between

franchises and the mid-
budget films that the academy often
celebrates. Avatar has grossed about
$2.3bnat the global box office, while Top
Gun—which didn’t benefit from a China
release — broughtin $1.5bn.

Compared to those hauls, the
$28.8mn that Steven Spielberg’s best
picture nominee, The Fabelmans, drew
at the box office looks like pocket
change. The black comedy Triangle of
Sadness brought in the least of the best
picture nominees, at $4.5mn, despite
critical success. The film with the most
nominations — Everything Everywhere
All at Once — brought a strong $88mn,
according to data group Comscore.

Some analysts have said that Disney
has worked the Marvel titles too hard,
especially as it sought to create original
content for the Disney Plus streaming
service. Iger has indicated he may try to
be more judicious about commissioning
Marvel spin-offs. “Sequels typically
work well for us, but do you need a third
orafourth, for instance?” he said. “Or is
ittimetoturnto other characters?”

Zaslav is following a similar trajec-
tory, saying he is eager to restart the
Superman and Harry Potter series.
“We're going to have a real focus on
franchises,” he told investors last
autumn. “The DC movies and the Harry
Potter movies provided a lot of profits to
‘Warner Bros motion pictures over the
last25 years.”

Anadrenaline shot for indie film

With the prospect of even more
iterations of superhero franchises, some
question how much room there will
be for low- and middle-budget films.
These movie house staples — romantic

comedies, courtroom dramas, breakout
indies, serious films for adults — may

Studios are
pivoting from a
ing-first

successful even in the last six months,”
he says. “It’s not true that audiences

have an even tougher tii ingacin-
ematic release with Hollywood studios
in cost-cutting mode having invested
billionsin their streaming services.

Lia Buman, co-founder of the

onlywant ¥

mentality to
prioritising top
offerings for

cinemas
T

film and TV
company Tango, says that at the recent
Sundance Film Festival, “It didn’t feel
like there was as much spreading the
wealth among the films”.

Yet some in the industry hope that the
balance will soon shift away from block-
busters. Buman, whose recent films
include the critically acclaimed Aftersun
and Weird: The Al Yankovich Story, says
that people in her corner of the film
world are nonetheless feeling optimistic
as more people return to the cinemas.
What Top Gun: Maverick did for main-
stream film, she says, Everything Every-
where All At Once did for indies. Released
by New York independent studio A24,
Everything Everywhere was the breakout
film of the year. “I feel like it reinvigor-
ated the audience for a smaller film,”
Buman says. “It was an adrenaline shot
for our corner of the industry.”

Rothman at Sony, the lone major
studio chief who decided to sit out the
streaming wars and sell content to
the streamers instead, says audiences
have already started returning to see
mid-budget films. He cited the recent
performance of his own studio’s A Man
Called Otto, starring Tom Hanks, which
has taken in about $100mn. He also
noted that Universal’s Cocaine Bear and
its schlock horror film M3gan have
done well at the box office. “There are
actuallyalotof original medium-budget
movies that have been extremely

Captal Picures/CTMG/
Marvel/20th Century
Pictures/AP.

‘There are
actually alot
of medium-
budget
movies that
have been
extremely
successful
... Itsnot
true that
audiences
only want
sequels and
superheroes’

Gelfond says he sees the possibility
that the changing economics of the
business could actually boost smaller
films. He thinks that a change in the
major studios’ models — where there
are fewer films made exclusively for
streaming — should free up money to
make smaller theatrical films.

“I think the pendulum is going to
swing back a little bit from blockbusters
now that more of the content makers
are going to make films for theatrical
release and then put them on the
[streaming] service later;” he said. “I
think the economics of the streaming
services will allow them to make more
small theatrical movies.”

Another boost for the movie business
this year: more movies. Paul Derga-
rabedian, an analyst at Comscore, says
the disruption in film production
caused by the pandemic will start to
ease in 2023. Last year there were
41 fewer nationwide releases in the US
than in the pre-pandemic year of 2019
he expects an increase of 30 films from
lastyear, to about 100 releases.

This should result in box office
revenue of $9bn — up significantly from
$7.5bn last year but still well below the
all time record of $12bn in 2018, Derga-
rabedian says.

But Rothman thinks the resurgencein
the movies will be stronger than that.
He believes that 2023 will come “within
spitting distance of” the pre-pandemic
levels in 2019, at least in the US.
“Moviegoing is back with a vengeance,”
he says. “You're about to see what’s
goingtobe an explosive summer.”

Obituary
Former
dissident who
helped craft
Putin’s image

Gleb Pavlovsky
Russian spin doctor
1951-2023

In Vladimir Putin’s chaotic, haphaz-
ardly ruled “jazz state”, Gleb Pavlovsky
— aspin doctor who helped build the

Born in 1951 in Odesa, then a mostly
Russian-speaking imperial outpost on
the Black Sea in Soviet Ukraine, Pav-

dby

doctors married American concepts
such as polling, political advertisingand
the campaign trail with a postmodern

Russian president’s all-conquering
macho image — was the ensemble’s
rhythm section, accompanying the
‘maestroas heimprovised a new nation.

“It was one big keyboard, and Thad a
feeling that I was playing,” Pavlovsky,
who has died aged 71, reflected in 2017.
Gradually, however, he realised his crea-
tion had taken on a life of its own, as
Putin sank deeper into paranoia.

As one of the architects of the new
Russia, Pavlovsky became an indispen-
sable guide to it in the decade after the
Kremlin fired him in 2011 — he objected
to Putin’s plan to return as president
overliberal stand-in Dmitry Medvedev.
Watching from the sidelines as Putin
dismantled Russia’s civil society and
became convinced a hostile west was
bent on destroying him — a process that
culminated in last year’s invasion of
Ukraine — Pavlovsky found it hard to
shake off his guilt.

“Is like those who work on designing
aweapon,” he said. “These weapons can
end up in the wrong hands or be used
the wrong way. Are you responsible
because you made the weapon?”

https://ft.pressreader.com/v99f/20230311

lovsky's formative years
banned literature in samizdat, hand-
written manuscripts, and western radio
broadcasts. At university, he fell in with
a commune that sold wooden handi-

sen nd KGB dirty tricks.

Bankrolled by oligarchs, Pavlovsky
helped mastermind the ailing, unpopu-
lar president Boris Yeltsin'slong-shot re-
election campaign in 1996, then turned
tofindinga success id

craftsto tourists and spent the ps d
on banned books. That brought Pav-
lovsky under the eye of the KGB, which
demanded he inform on the group’s
leader. Pavlovsky gave a statement but
retracted it during the trial, then moved
to Moscow to edit a journal, Searches.

During the trial of a fellow editor, he
smashed the courthouse window with a
brickin a “fit of madness” and broke his
leg fleeing across the rooftops. Arrested
for “anti-Soviet activity” in 1982, a now-
disillusioned Pavlovsky pleaded guilty
— ataboo for political prisoners — and
gave evidence against friends. Renounc-
ing his dissident views earned him arel-
atively light sentence: three years
“internal exile” in Komi, a remote
region straddling the Arctic Circle. He
described it as “mental torment.”

Once the Soviet Union collapsed in
1991, Pavlovsky became a star “political
technologist”. The Kremlin's spin

they wanted a leader in the style of Max
Otto von Stierlitz — a Soviet spy deep in
the Nazi hierarchy in the classic Soviet
TV series 17 Moments of Spring.

Pavlovsky and the Kremlin’s manda-
rins thought they had found that man in
Putin, himself a former KGB officer. He
proved an ideal figure for Pavlovsky to
place at the centre of what he called the
“Putin majority” — people who felt they
had been left out in the capitalist bac-
chanal of the 1990s. After a landslide
victory in 2000, Pavlovsky worked with
Vladislav Surkov, Putin’s political
impresario, to build “managed democ-
racy” — a smoke-and-mirrors system of
fake politics where even the opposition
parties were run by the Kremlin.

He played a lead role in Russia’s
efforts to export the system during a
furious, failed attempt by the Kremlin
to elect a pro-Moscow candidate in

Pavlovsky during a commemoration
event for Boris Nemtsov in 2020

During the trial of

a fellow editor, he
smashed the court’s
window with a brick

Ukraine in 2004. Pavlovsky then
became a character in the fictional TV
drama of Russian politics himself, host-
ing a debate show on a state-run chan-
nel. “Everything you see — the image
that Putin decides everything in the
country — we're the ones that built it,”
hesaid in2018.

When Putin stepped aside for
Medvedev in 2008, Pavlovsky helped
build the image of a younger, fresh-
faced, liberal president even as Putin
still called the shots as prime minister.
But when Putin decided to stage his
return it could no longer hold. “I didn’t
want his presidency to become a carica-
ture of itself. I had to leave,” Pavlovsky
later said.

In his wilderness years, watching the
delirious drumbeat of propaganda on
TV, Pavlovsky realised how much
deeper Russia’s problems stretched
than Putin's personality and lamented
hisroleinit.

“He’s not just the frontman of the
system, but amutant,” he told the FT on
the day Putin ordered the invasion of
Ukraine. “The system draws everyone
in. Putin’s as much a victim of the
systemas anythingelse.”

MaxSeddon
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A new Chinese era of security and control

Beijing and Washington
should recognise the dangers
in prophesying strife

‘Two statements from Chinese leaders
this week should provide pause for
reflection, if not alarm. Xi Jinping,
China’s leader who begins an unprece-
dented third term as president, named
the US as the force behind the “contain-
ment”, “encirclement” and “suppres-
sion” of China. Foreign minister
Qin Gang went further. “If the US
doesn’t hit the brakes and continues
to barrel down the wrong track, no
amount of guardrails can prevent the
carriage from derailing and crashing,
and there will surely be conflict and
confrontation,” hesaid.

If these had been impromptu
remarks, they may have carried less
weight. But as prepared statements
around the annual National People’s
Congress meeting in Beijing, they

leave little room for doubt. They
are consistent with several other signs
that China is preparing itself for a
possible conflict.

This is not to say that Beijing desires
conflict, let alone superpower war. But it
does underline the fact that national
security has become the priority in
almost every facet of Chinese govern-
ance. No fewer than 16 aspects of the
central government’s work are now offi-
cially classified as matters of national
security, including politics, economics,
cyber space, ecology and others.

Itmay beti define anew Chinese

Xi called for “more quickly elevating
the armed forces to world-class stand-
ards”. He added that China must
maximise its “national strategic capa-
bilities” to cope with “strategic risks,
safeguard strategic interests and realise
strategic objectives”. His exhortation
comes after the US last month shot
down a Chinese high-altitude balloon
that had intruded into its airspace,
throwing off course a planned visit to
China by US secretary of state Antony
Blinken. US and Chinese interests col-
lide on a wide range of issues including

‘Taiwan, onU

era. More than four decades of “reform
and opening” helped elevate China’s
share of global gross domestic product
from 1.8 per centin1978to 18 per cent in
2022 in nominal terms. But a period of
“security and control” has now dawned.
Beijing’s main focus is no longer eco-
nomic expansion but rather fostering
self-reliance and resilience in an envi-
ronment of more modest growth.
Underlining this mood, this week

global technology leadership.

The danger is that mutual animosity
and suspicion motivates an escalatory
cycle. The US has legitimate concerns
over China’s emergence as a strategic
rival but it also needs to take into
account how its moves to contain China
—such as its “entity list” restrictions on
hundreds of Chinese companies — only
deepen mistrust in Beijing.

There is already ample evidence

T'here is a risk
that mutual
animosity and
suspicion
between the
countries
motivates an
escalatory cycle

gis hunkering down. In the
economic realm, it set a growth target
for this year of “about 5 per cent”, its
lowest in three decades. Li Kegiang, the
outgoing premier, said that this modest
target was part of a plan to “prioritise
economicstability”.

A plan to restructure the science and
technology ministry is similarly moti-
vated by security concerns. Its crucial
priority is to boost technological self-
reliance to counter “external contain-
ment”. Beijing also announced plans to
set up a new financial watchdog to close
multiple loopholes that create weak-
nesses inits $57tn financial industry.

All this constitutes a critical moment.
The US and China, along with their
partners, should recognise the dangers
in play. Prophesying conflict, preparing
for strife and naming potential enemies.
is a slippery slope towards unimagina-
ble hostility. Beijing and Washington
should pause, reflect and expend
genuine effort to reinstitute guardrails
against future catastrophe.

Opinion Society

Surveillance tech only
adds to a culture of fear

FTmontage/Getty Images

Elaine
Moore

he morning after my dad
died I went online and
ordered my mum an
Amazon Ring doorbell
camera. In the haze that
follows loss it seemed a sensible idea. T
thought it was a practical way to keep
her safe.

Looking back, this decision made
very little sense. My mother lives on a
quiet street ina small town on the edge
of the New Forest. The local newspa-
per prints photographs of wild ponies
and stories about footpath closures.
My parents did buy a motion-acti-
vated camera once, but only because
they wanted to watch hedgehogs
walkingthrough the garden.

Paranoia made me want to fit a
WiFi-enabled camera to her front
door. It seems to be contagious. This
year, global sales of smart home secu-
rity technology are forecast to exceed

Once you gather up every
reported incident of
violence in one place, the
threat seems far greater

$1bn, according to Strategy Analytics.
Self-appointed experts in modern
manners have had to come out with
dystopian etiquette rules around
pointing cameras towards a neigh-
bour’s home. Yet there s no data prov-
ing that these devices deter
crime. What surveillance tech has cre-
ated is a hazier boundary around per-
sonal data. Those of us who buy aRing.
doorbell are volunteering to help build
a global map of recordings. We may
also be unwittingly agreeing to hand
over more private information than
werealise.

In the US, Ring has signed partner-
ships with hundreds of police forces,
offering them access to video footage.
Politico reports that a US judge
recently gave police the ability to
watch a Ring customer’s camera foot-
age, including videos taken inside his
home, because they were investigat-
ing his neighbour. In the UK, the Met
says that it has worked “informally”
withRing.

Ring says its products are designed
for safety not surveillance. But pri-
vacy is a high price to pay if security
tech is not making the world any safer.
So is peace of mind. What I should
have remembered before buying the
camera is how unnerving surveillance
tech can be and how quickly it can
amplify asense of insecurity.

A few months earlier, T had down-
loaded a real-time crime-tracking app
called Citizen. The company that cre-
ated it calls it a personal safety net-
work. Itis sort of like Twitter if Twitter
was hyper-local and fixated only on
bad news. Users get safety alerts of
incidents in their location and can
send in reports of things they witness.

Within seconds I could see reports
of a man with a knife a few streets
away. In recent days there had also
been a car crash, a fire and a fight. The
real view outside my window of a
quiet, sunny San Francisco street
melted away. In its place was a digital
list of potential threats. Using Citizen
made San Francisco feel more sinister.
1t’s true that low level crime is com-
‘mon across the city. Cars are broken
into and tires are slashed so often that
most people I know don’t bother to
buy one unless they can park it inside
agarage. But the chances of being the
victim of violent crime are lower than
inmany other large US cities.

Once you gather up every reported
incident of violence in one place, how-
ever, the threat seems far greater. A
record of up to date criminal activity
might be useful if you are new to an
area. Businesses considering locations
and homeowners interested in mov-
ing might use it to get certain informa-
tion. But it can also facilitate panic and
unjustified accusations.

The FT reported last month that
one of Citizen’s earliest investors,
Sequoia Capital, had resigned from
the board and would not take partina
so-called “cram down” fundraising
round. This follows an incident in
which Citizen offered a bounty for
information about a man its chief
executive wrongly suspected of start-
ingawildfire.

Citizen has tried to add some feel-
good tools. It lets users know when
‘missing children have been found, for
example. But this is not much of a
‘money-spinner. Protection is where
the revenue lies.

‘Spend half an hour on the app look-
ing at reports of knife-wielding locals
and you too may want to start paying
for private security. Like Ring, Citizen
has a monthly subscription plan. For
$19.99 amonth you can be tracked by
agents whenever you feel unsafe. Of
course, if you need help there is not
‘much the agents can do other than call
911. Which you couldjust doyourself.

The fervour with which this option
was promoted was the excuse I needed
to delete the app. It felt like a constant
anxiety prompt. Instead of safety, it
prompted private security.

Ring also offers amonthly plan that
lets you watch recordings taken on
‘your door. For now, the Ring doorbell
has also been relegated, tucked away
into a drawer. If it's ever installed T
hopeit’sjust for spotting wildlife.

elaine.moore@ft.com

https://ft.pressreader.com/v99f/20230311
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Inflation makes the global local and the transitory persistent

Andy Haldane, the former chief
economist at the Bank of England, may
claim to love inflation targets (Opinion,
March 4) but, as lovers go, he is fickle
at best.

The idea that “global” inflationary
pressures caused by supply side shocks
can be kept separate from “local”
inflationary pressures, thereby
justifying “suspending inflation targets
for atemporary period”, may seem fine
in theory but is unlikely to work.

Sadly, “global” can all too easily

become “local”, in much the same way
that “transitory” can become
“persistent”. Those central banks who
choose not to act — or act too slowly —
are more likely to discover that
inflation is no longer “tethered to
target” over the medium term.

Think, for example, of the varying
inflationary experiences of the 1970s:
common global shocks, perhaps, but
the policy responses and, thus,
inflationary outcomes differed hugely.

As for the differences between the

“golden era” of globalisation and where
we find ourselves today, Haldane
should explain why central banks
ought to tolerate the domestic
consequences of globalised inflation
now when they did their level best to
prevent the domesti of

excess that policymakers should
ideally seek to avoid. Fighting inflation
can be painful. Tolerating inflation is,
in the short term, much easier. Yet
suspending inflation targeting while
offering no alternative nominal

k smacks of extending

globalised deflation in earlier years.
Back then, overly loose monetary
policies helped trigger a series of asset
price bubbles, all too often followed by
Dusts. Such asymmetries suggest a bias
towards inflationary and financial

tolerance too far. History suggests that
such an accommodating process is
likely to end in tears.

Stephen King

Senior Economic Adviser, HSBC

London E14, UK

Neuroscience is scary but
don’t catastrophise just yet
T felt that Camilla Cavendish’s article
“Humanity is sleepwalking into a
neurotech disaster” (Opinion, FT
Weekend, March 4) encouraged
unnecessary anxiety.

As a neuroscientist myself, who is
often unable to draw solid conclusions
from neuroscientific data, I cannot
envision a future where brain data
could be analysed and decoded so
effortlessly to allow sinister forces to
understand people’s mental activity
“on demand”. It takes years, enormous
computational power, the development
of more sophisticated tools than the
rudimentary electroencephalogram
(EEG), and maybe a lttle bit of luck to
reach a point where we can accurately
elucidate what happens in a person’s
‘mind at any given moment.

Not least because we need to average
data from dozens of experimental
participants to establish reliable links
between brain activity and mental
states. Let’s ensure regulatory
processes are in place, but let’s not
catastrophise, just yet.

Anna Maria Alexandrou
Milan, Italy

‘West needs more positive
policy to deal with Russia
While it is timely to revisit the famous
“long telegram”, David Manning and
Jonathan Powell’s update regrettably
remains within George Kennan’s late-
19405 containment idea for dealing
with the Soviet Union. Surely we now
need a new policy concept, with the
possibility of a more positive
relationship with Russia. Previous
enemies have become allies. Why not
Russia (The Weekend Essay, Life &
Arts, February 25)2

Russia’s 2022 invasion of Ukraine
could be seen as the second act of the
1989 collapse of the USSR. It is obvious
the west’s challenge at this time is the
continued containment of Russia,
notably by sustained military and
economic support for Ukraine.

But can Russia’s leadership also be
persuaded to understand that the very
existence of Nato, the demands of the
former Warsaw Pact countries to join
Nato, and the recent decisions by
Finland and Sweden also to join Nato,
are all a direct result of past Russian
actions and the consequent ongoing
sense of threat from Russia itself?

Despite its humiliation in the 1990s,

Russia is a great nation with a great
culture and highly talented and
resourceful people. Surely it is worth
trying for a policy, inevitably long-term
like Kennan’s, to bring about a better
outcome than continuing enmity?

And from everyone’s viewpoint this
outcome is especially desirable as by
the time such a policy succeeds, Russia
will find that its oil, gas and coal sales.
are so curtailed as to threaten its very
existence as a polity.

Brian Scott
Cushendall, County Antrim, UK

Article on Kennan's long
telegram missed a key fact

In their otherwise interesting article on
George Kennan, David Manning and
Jonathan Powell fail to make a crucial
point. Kennan was a fervent opponent
of Nato enlargement. No western
policy, he argued prophetically in the
late 1990s, was better guaranteed to
inflame Russian nationalism and
militarism (A new long telegram”, Life
& Arts, February 25).

John L Harper

Emeritus Professor of American Foreign
Policy, The Johns Hopkins SAIL

Focus on the alpha duck,
that’s what nature tells us

Jonathan Guthrie’s Nature Therapy
column on the marvel of migrating
birds (“Rock stars of the skies”, House
& Home, FT Weekend, March 4)
reveals the wisdom of allowing nature
to challenge your preconceptions.

‘When we had a dozen ducks a while
back, I faced the daily task of getting
them into a fox-proof house before
dark. Ilearned then that herding cats
has nothing on herding ducks, until T
discovered the technique of “getting
your ducks in a row”.

This meant focusing only on the
alpha duck — often an unlikely
character. Once he or she went up the
ramp, the rest would follow.

Thad always considered the ducks-
in-a-row phrase the preserve of
hunters pointing guns skywards and
wearing badges saying “Ifit flies, it
dies”.

It may still be used that way, but my
application had 100 per cent success,
whereas theirs was nowhere near.

There is alife lesson in there
somewhere.

Peter

Bologna, Italy

Sampford Brett, Somerset, UK

Central banks
going crypto.
Isitagood
idea?

Notebook

by Gillian Tett

1 the third floor of the

dark cylindrical tower

that is home to the Bank

for International

Settlements, I was faced
with a sight that made me blink in
surprise: white walls.

This may not sound very startling,
50 let me explain. The BIS is the
central bankers’ central bank. It’s
based in Switzerland, one of the
world’s renowned financial centres.

When I've visited previ its

was the HQ of disgraced FTX founder
Sam Bankman-Fried, or the graffiti-
covered building in Brooklyn that is
home to ConsenSys, a key player in
the ethereum currency. But it's clearly
an effort to break the stuffy image of
central banking just a little.

Is this a good idea? The answer from
crypto aficionados is an emphatic “no’.
Afterall, most of those who are serious
about bitcoin or ethereum got involved
because they want to overturn
existing financial hi ies, and

controlling vast quantities of citizens’
data and undermine the role of
commercial lenders. It may not even
produce faster payments for citizens.
Arecent House of Lords report was so
unimpressed that it asked whether
CBDCs were “a solution in search of a
problem”, while Tony Yates, a former
adviser to the BoE, argues that “the
huge undertaking” s simply “not
worth” the costs and risks. Jay Powell,
chair of the Federal Reserve, admits
he is “legiti undecided on

decor was reassuringly traditional:
dark wood panelling, sober chairs,
bland colours, dull art. Like most
central banks, it projects an aura of
timeless, marble-pillared stability.

But the white walls are one sign that
acurious cultural experiment is taking
place here. A couple of years ago, the
BIS launched half a dozen “innovation
hubs” that would embrace initiatives
in the crypto and cyber worlds. Most
notably, it is helping to create a string
of central bank digital currency
projects around the globe.

About 114 countries were exploring
CBDCs at the end of 2022, 20 were
piloting them and 11 had launched
them according to the Atlantic Council,
the international affairs think-tank.
The Bank of England, which has been
‘mulling a CBDC since late 2021, has
just announced that a “digital pound™
is likely to be needed in the future.

So, ina bid to channel Silicon Valley,
one corner of the BIS has replaced the
dark wood panelling with whiteboards,
glass and soft chairs. Its hardly the
laid-back Bahamas penthouse that

they believe that central bankers are
00 old-fashioned to understand the
innovative power of digital assets.

Moreover, they fear that the only
reason establishment institutions such
as the BIS are playing with CBDCs now
is to crush the private-sector tokens
that might challenge traditional or
“fiat” currency, not with an outright
ban on those challengers but by
stealing their cyber clothes instead.

The conspiracists are partly right. At
arecent meeting of central bankers and
regulators that I attended in that Basel
tower, there was a belief and hope, that
CBDCs could displace most private
tokens in the future, particularly given
that crypto assets such as bitcoin have
collapsed in value, and scandals such
as the one at FTX are sparking a
regulatory crackdown. Indeed,
Agustin Carstens, BIS head, says
recent events mean that the “battle
has been won” between crypto and
fiat — by central banks.

Yet not everyone inside those central
‘bank towers thinks it's sensible to play

‘with CBDCs. It could leave the banks

whether the benefits outweigh the
costs or vice versa”.

No wonder. Even as these worlds
overlap, tribalism remains a powerful
force. Central bankers are trained to
move carefully, valuing stability and
operating within hierarchical power
structures. By contrast, tech
entrepreneurs value “networks” —
crowd power, not hierarchies — and
want to disrupt the establishment by
taking bold steps and risks.

Some are making attempts to bridge
the divide. Jeremy Allaire, founder of
the Circle group, which runs a
stablecoin (a digital currency that is
pegged to either fiat money, exchange-
traded commodities or another
cryptocurrency), says he wants to
‘work with, not against, regulators.

He even sports a sober shirt an

blazer. Meanwhile, the BIS is trying to
hire employees from the tech world,
and some central bankers are taking
off their jackets. But mixing the Basel
tribe with the tech tribe is not going to
be plain sailing, least of all since each
believes it should have the upper hand.
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Raghuram
Rajan

n his testimony to Congress earlier
this week, Federal Reserve chair Jay
Powell indicated “the ultimate level
ofinterest ratesislikely to be higher
than previously anticipated” and

“restoring price stability will probably

require that we maintain a restrictive

stance for some time”.

This was the tough Fed on display, and
‘markets accordingly tanked. Yet a few
weeks earlier, Powell had set the finan-
cial markets off to the races when he
said, “We can now say, for the first time,
the disinflationary process has started.”
Financial markets, used to years of easy
‘money, celebrate at the slightest indica-
tion the Fed will soften policy, making
its task harder. Yet they are not the only
‘market not currently co-operating.

Labour markets have, if anything,

Hard landing or harder one? The Fed may need to choose

become even tighter, despite the Fed
raising interest rates by 450 basis points
since last March, and yesterday’s strong
jobs numbers did not alleviate concerns.
While goods production is slowing after
the pandemic increased consumption
significantly, services, which are more
labour-intensive, are now picking up
strongly. Workers are hard to find, espe-
cially when it comes to hospitality and
leisure. One reason is that the labour
force is missing 3.5mn workers relative
to pre-Covid projections. Older workers
understandably quit during the pan-
demic, and many did not return. Retire-
ments still continue at an accelerated
pace. And tragically, as Powell pointed
out, Covid-19 also ended the lives of half
a million workers in the US, while a
slower rate of immigration has led to
about a million fewer workers than
expected.

In addition, given the difficult nature
of jobs in leisure and hospitality, work-
ershave sought opportunities elsewhere
in the economy. And perhaps as impor-
tantly, companies have been holding on

to their staff precisely because hiring
has been so hard. Until they are confi-
dent that the economy will slow down
and they will not need these workers,
and also perhaps until they see enough
unemployment around them to signal
that hiring will not be difficult in the
future, labour hoarding may continue.
Other markets are also treading
water. For instance, US house sales have
slowed considerably, but property
prices have generally held up, probably
because there is not much supply enter-
ing the market. With mortgage rates
having risen by so much over the past
year, ahomeowner with a 30-year mort-
gage at 4 per cent will have to shell out
‘much more in monthly paymentsif she
upgrades to a slightly better house with
anewmortgageat 7 per cent. Because she
cannot afford to buy, she does not sell.
And because this is limiting the supply
of homes on the market, there is only
modest downward pressure on prices.
Finally, inflation has been trending
down because pandemic-induced sup-
ply chain disruptions and war-induced

commodity supply disruptions are now
beingsorted out.

Beliefs in a painless “immaculate dis-
inflation” and soft landing lead to a self-
reinforcing equilibrium, in which few
believe the Fed will have to do much
more. As a result workers are not being
laid off, financial asset prices and hous-
ingare holding up, and households have

The bank has to force
markets to abandon their
belief that disinflation will

involve only mild job losses

the jobs and wealth to keep spending.
But without some slack in the labour

that every disinflation since the 1950s
has involved a significant rise in unem-
ployment.

There are dangers in the Fed takinga
soft landing with mild job losses off the
menu of possible outcomes. The first,
evidenced by the questioning Powell
underwent during his Congressional
testimony, is that politicians will be irate
if the Fed torpedoes a recovery they
‘have just bought with trillions of dollars
in fiscal spending. The central bank is

more muted spending . . . We may end
up with a deeper recession than cur-
rently anticipated because it is hard to
getjust alittle unemployment.

Of course, the Fed could then revive
the economy by cutting rates, but it will
need to be wary of doing so until it sees
enough slack build up in the labour
market. If it turns too fast, markets will
celebrate and the job will be left unfin-
ished. But if it waits until there is suffi-
cient slack, lay-offs could develop a

n rath.

Second, the benign equilibrium may
turn into a vicious one. The markets
could have their Wile E. Coyote
moment. Lay-offs may spur more lay-
offs now that businesses are confident
they can hire backif necessary. In turn,
laid-off employees may be forced tosell

market, the Fed
pausingits efforts.
To get the job done, therefore, the Fed
has to force markets to abandon their
i 5

their price:
and reducing houschold wealth. Unem-
ployment and lower wealth may hurt
household spending, which will in turn
d i

belief that disi ion will I y
mildjob losses. Indeed arecent study by
Stephen Cecchetti and others suggests

p That willlead
to more lay-offs, falling financial mar-
kets and financial sector stress, and yet

theirown.

The temptation then is for the Fed to
be more ambiguous, keep a soft landing
on the menu and pray for an immacu-
late disinflation. If so, the Cecchetti
study warns that the eventual unem-
ployment needed to rein in inflation
could be much higher. The Fed’s only
realistic options may be a hard landing
and a harder landing. It may be time for
ittochoose.

The writer is a former central banker and
a professor of finance at the University of
Chicago’s Booth School of Business

Behind his carefully
cultivated image and gruff
belligerence lies a nimble
and pragmatic tactician,
writes Leila Abboud

ith his bushy mous-

tache and gruff manner,

Philippe  Martinez

certainly looks the

part of the revolution-

ary Frenchman as he leads protests

aimed at forcing President Emmanuel

Macron to abandon his bid to raise the
retirementage.

But people who know him say the

61-year old boss of the CGT, France’s

oldest and most hardline labour union,

whichis in fact somewhat artificial. The

real Martinez, they say, is a canny
negotiator and pragmatist with a dry
sense of humour.

The former metalworker at auto-
maker Renault is now putting those
skills, as well as his notoriety, to use in
the most pivotal battle of his eight-year
tenureat thehelm of CGT.

Blocking Macron'’s pensions reform is
theimmediate priority. But sois manag-
ing his succession (he steps down at the
end of the month) and keeping the CGT
relevant at a time when membership
has fallen so much that it has lost its
crown as France’s biggest union to the
‘moderate CFDT.

“We must put France at a standstill to
make the president hear us,” said
Martinez on Monday. The CGT has
hardened its tactics, with rolling strikes
that have disrupted transport, blocked
deliveries to petrol stations and cut
electricity output at nuclear plants.

Martinez has been preparing for
this moment since childhood. He was
born in a Paris suburb to a Spanish
republican activist mother. His father, a
Frenchman, fought with anti-Franco
forces in the Spanish civil war.

“Philippe grew up in a militant family
50 has been going to protests since he
was akid,” says Fabien Gache, a former
colleague at Renault. “The conviction
that social progress can come only from
workers establishing their power in the
streetsis something deep in his DNA.”

He first joined the Communist party’s
youth wing in high school, but later left
the party. At 21, he began working as a
technician at the Renault factory in
Boulogne-Billancourt on the outskirts
of Paris. He remained at the French
carmaker for his entire career.

AtRenault, he joined and climbed the
ranks of the CGT, which was founded
in 1895 and has long been associated
with international socialism and the
Communist party. Dominique Andol-
fatto, a political scientist at the Univer-
sity of Burgundy, says that although the
CGT was often seen as monolithic,
it always contained diverse leftwing
currents. “Itis aunion thatis areflection
of French national history and symbol-
isesthe fragmentation of the left.”

By the 1970s, the CGT had 2mn mem-
bers. But by the time Martinez was
fighting for workers at Renault, the
union was on the wane. Globalisation
led to a wave of factory shutdowns in
France, while unions struggled to shield
workers from more intense competition
and deregulation in business. Member-
ship has fallen to about 660,000 today,
accordingto Andolfatto.

Martinez was not to solely to blame

CUMMINGS

Toblerone can afford to

abandon the

John
Gapper

All Consuming

ou can tell how much some-
oneloved something by how
upset they are to lose it.
‘When Mondelez announced
this week that it was replac-
ing the Matterhorn symbol on its
‘Toblerone chocolate bars with “a mod-

ernised and streamlined mountain
logo”, itdid not sound that bothered.

The US confectionery and snacks
group has to change the packaging of its
triangular bars because it is moving
some of its production from Bern to Bra-
tislava in Slovakia. It can no longer use
“Made in Switzerland” or national sym-
bols. The “Swissness” rules dictate that
Swiss chocolate must be made there,
entirely from the milk of Swiss cows.

While Toblerone has fought with
rivals to stop others producing triangu-
Jar bars, it ceded its Swissness without a
struggle. It prefers to expand in Bratisl-
ava to meet what it calls “an increasing
demand for personalised and diverse
products” globally than to remain
entirely in Bern, where Jean Tobler built
his chocolate factory in 1899.

This feels ration: Ithough I like
‘Toblerone, I never noticed that it was
Swiss or studied the Matterhorn, let
alone the Bernese bear hidden in the
image. Like Cadbury and Snickers, it
long ago transcended its roots to
become a global product. There is no
danger of confusing milk chocolate

’s 28 per cent cocoa solids

Person in the News | Philippe Martinez

The union leader
taking on Macron

for the decline, according to Denis
Gravouil, the head of the CGT branch
representing workers in the cultural
sector. He notes the frequent trips to
companies of all sizes and types to hear
from workers. “Everyone wanted to
take selfies with him in the factories and
at protest marches,” Gravouil says. “But
he is not very diplomatic, so that has
created tensions internally.”

Since the pensions protests started,
the CGT has formed a successful coali-
tion with seven other unions in what has
turned out to be the biggest such mobili-
sation in decades. Martinez has allowed
his critics to demonise him and the CGT
for intransigence, letting the CFDT’s
Laurent Berger be the face of the
‘movement. In a front-page photo of the
pair beaming at each other at a protest,
the newspaper Libération dubbed the
bromance “La lutte de miel”, which is a
play on the French words for honey-

said Berger in an interview. “He is a
unionist who has carefully cultivated his
image as a carmudgeon but actually he
is totally focused on labour issues.
He has led this in a very

Martinez audibly sighs when asked

about the CGT’s pensions plan. “It

‘would wipe out millions of jobs!” the

person says. “Philippe is so dogmatic.
is positi of date.”

responsible manner.”
Martinez is adamant that raising the
retirement age to 64, which is paired in

‘Everyone wanted selfies
with him . . . But he is not
very diplomatic, so that has
created tensions internally’

Macron’s proposed reforms with the
requirement to work 43 years for a
full pension, is profoundly unjust — he
argues that it hurts blue-collar workers
the most. The CGT wants people to
retire at 60 with higher pensions for all,
and he would fund it with higher taxes

‘moon and class warfare.
“Philippe Martinez is not some awful  on companiesand therich.
person. like to paint him,”

https://ft.pressreader.com/v99f/20230311

A government official who knows

Within the CGT, Martinez is actually
seen as a moderate who has sought to
attract younger members by adding
issues such as climate change and
feminism to the union’s agenda. He has
nominated Marie Buisson, a school-
teacher, to succeed him, although
other candidates are also running. She
would be the first woman to lead one of
France’smajor unions.

Asked by a TV journalist recently
‘whether he would shave off his mous-
tache once he retired since he nolonger
needed to “inspire fear”, Martinez shot
back: “You don’t like my i

withaluxury Swiss bar.

Clinging to a local identity and doing
everything possible to preserve and
monopolise it is a European thing:
France’s champagne producers and Ibe-
ria’s ham makers guard their terroir
fiercely. The US tends to be more free
and easy: the first time I tasted (or more
accurately failed to taste) “Swiss
cheese” in Philadelphia, I knewIwas not
inEmmental anymore.

Matterhorn

that has been aged for at least 90 days
and has small holes in it, even if it bears
little resemblance to Swiss gruyere: the
name is therefore generic.

But it fitted with federal law, which
codifies 75 kinds of cheese, including
“gruyere cheese”, “parmesan and reg-
giano cheese” and “Swiss cheese” with-
out mentioning their territorial origins.
European traditions have been
absorbed into America along with the
European immigrants who brought
them, and their origin countries’ claims
discarded. Hard cheese.

This raises the question of how much
geography matters. Towns, regions and
countries like to retain their local identi-
ties in manufacturing and marketing,
and the US hasa “Made in the US” label-
ling law that is just as strict as Switzer-
land’s version. But does a cheese taste
better simply because it comes from
Reggio Emiliaor Fribourg?

One answer is that size counts: the
smaller and more cohesive the culture,
the more likely that products will con-
sistently be made in a certain way, with
higher standards and ingredients. As
Toblerone shows, “Made in Switzer-
land” does not guarantee luxury, but its
alpine pastures have a quality that
makes chocolate delicious.

Something similar applies to the US
state of Wisconsin, which has 1,200
cheese makers and more than 1mn
cows. “Made in the US” signals nomore
tomethan “Made in the UK” in terms of
quality, but the “Proudly Wisconsin
Cheese” trademark indicates artisanal

Maker of triangular
chocolate bars has
ceded its Swissness
without a struggle

knowledge. As its trade body boasts,
“wedomore with cheddar than England
everdreamtof”.

That is impertinent, but I get the
point. Even if French champagne and
Swiss gruyére are wonderful, that does
not mean their makers should be able to
exclude outside competitors. I want the

The gruyé of France
and Switzerland found this to their cost
last week when a US appeals court

hoice b buying parmigiano reg-
giano or generic parmesan that is infe-
rior but cheaper. As long as both are
labelled, decids

rejected their claim for a
mark. It noted that the cheese “origi-
nated in the district of La Gruyére in the
canton of Fribourg” but ruled that US
makers could keep making their own
et

‘That is the opposite of a 2008 judg-
ment by the European Court of Justice in
favour of the Italian makers of parmi-
giano reggiano cheese. The court ruled
that their EU “protected designation of
origin” status also gave them rights over
the term “Parmesan”. German cheese-
makers were breaching European law
Dy usingthe label on theirown.

Legal principle is often adulterated
with protectionism when it comes to
food. The US court’s judgment was
rather parochial: Americans have come
to know gruyere as a kind of mild cheese

Top reads at FT.com/opinion

Countries will always try to police
their borders and take economic advan-
tage of their reputations if they can.
Switzerland says that the “Made in Swit-
zerland” marque adds up to 50 per cent
to the price of luxury goods. But grant-
ing extraterritorial monopolies over
food and drink is a bit rich: let Ameri-
cans buy gruyere or “Le Gruyére Swit-
zerland” as they wish.

Toblerone has chosen: a generic
mountain on a triangular bar is good
enough for its purposes. Others will
remain within geographic zones and
gain from their halo effects. But what
matters is how good a food tastes, not
how exclusiveits label is.

john.gapper@ft.com

Regardless of the fate of his facial hair,
he vowed that he would “still be in the
streets with my comrades although no
longer at the front of the marches”.

leila.abboud@ft.com

ial media ar
destroying children’s mental health
Evidence of the i

- i the
rabbit hole

overwhelming, writes John Burn-Murdoch

speculafive positioning, writes Gillian Tett
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Casino probed over alleged
stock price manipulation

o Claims of insider trading at retailer @ Results show net loss hitting €316mn

THE IS of e inyestlgaioricame i the day e e e e T Uil e Yot | oo e W

ADRIENNE KLASA — PARIS
ROBERT SMITH — LONDON

France’s financial prosecutor has
revealed that it has been investigating
food retail group Casino for financial
manipulation and insider trading that
allegedly took place in 2018 and 2019,
when the group was locked in a battle
with short sellers while struggling under
heavy debts.

The prosecutor’s office said the pre-
liminary probe, which was opened in
2020 following a report from the AMF
markets regulator, was looking into
potential charges related to “stock price
‘manipulation” carried out by a group of
people, as well as corruption and
“insider trading”.

The details of the investigation came
on the same day Casino owner Jean-
Charles Naouri unveiled a deal to com-
bine the group’s French supermarket

The retailer reported a full-year
loss of €316mn yesterday and higher
debts than expected in its core French
operation.

Naouri, 74, constructed aweb of hold-
ing companies through which he con-
trols Casino. However, he overburdened
them with debt and was forced to place
four of the holdings that sit atop Casino
— Rallye, Euris, Finatis and Fonciére
Euris — into the French of

descendant of the company’s founder,
and Pierre-Henri Leroy, founder of
proxy advisory Proxinvest — filed addi-
tional legal complaints against the com-
pany in February.

One of them, which alleges that the
process by which Rallye entered insol-
vency protection in 2019 was fraudu-
lent, has been referred to the Paris pros-
ecutor’s office. A second complaint had

bankruptcy protection in 2019.

As a reprieve granted by a French
court in the debt restructuring process
comes to an end, billions of dollars of
repayments will come due in 2024 and
2025. Credit analysts have questioned if
Rallye can meet its payments in 2025,
while Casino has been selling assets in
aneffortto cover its obligations.

The period the prosecutor is examin-
ing covers the years before Casino’s par-

The total of debt at the
supermarket business has
increased to €6.4bn,

arise of 8% year on year

not yet been received by investigators,
theoffice said.

In response, Casino said Kemlin and
Leroy’s allegnnuns were “perfectly inac-

unit with Teract,a food retailer.
The two sides are in exclusive talks
which, if finalised, would provide alife-
line for Naouri to stave off creditors and
restructure his indebted holdings.
Casino declined to comment on the
investigation.

ent ies filed for insolvency pro-
tection, during which the company’s
communications to the market came
under intense scrutiny.
Tnaddition to the long-running prose-
cutor’s probe, two minority sharehold-
ers in Casino — Xavier Kemlin, a

”, adding that the
group reserved the right to take legal
action “as we did in 2018 against the
same individuals, in reaction to the
sameallegations”.

Casino’s results published yesterday
showed a net loss of €316mn for 2022,

animprovement on the year before, but
total debt rose to €6.4bn — up 8 per cent
year on year.

Net debt in the core French retail
operation hit €4.5bn for the year,
exceeding analyst expectations, and
putting further pressure on cash flow
following a sharp decline in sales vol-
umesin the last months of the year.

If the deal with Teract comes off,
Casino will spin out its French retail
assets such as Monoprix and Franprix
and combine them with Teract, a listed
company formed last year in a Spac deal
involving Invivo, a farmers’ co-opera-
tive, and backed by several big names in
French business.

The venture will get at least €500mn
in equity, but no details were given on
valuations or where debt would sit in
the new entities.

The business said that it would
focus on cutting costs, reducing inven-
tory and paying down its debts in 2023,
and that it was on track to complete
its promised plan to sell €4.5bn in assets
byyearend.

Casino’s share price s down by a quar-
terin the pastmonth.

Adani aims to sell cement
unit stake worth $450mn

CHLOE CORNISH — MUMBAI
MERCEDES RUEHL — SINGAPORE
AAND STEPHEN MORRIS — LONDON

Gautam Adani s seeking to sell a stake
in his cement business worth about
$450mn, as part of efforts to reduce
debtand restore investor confidence in
‘his conglomerate.

Three people with direct knowledge of
the plan said that Adani this week made
a formal request to international lend-
ers to sell 4 to 5 per cent of Ambuja
Cement.

Adani, which owns 63 per cent of
Ambuja Cement, has not disclosed who
‘would buy the stake and the plan is not
finalised, it added. A fourth person con-
firmed the talks without disclosing
details.

Adani’s move comes after a report by
US short seller Hindenburg Research
alleging fraud and stock market manip-
ulation wiped $145bn from the market
value of the conglomerate’s listed com-
panies. The group has denied the allega-
tions and has said servicing its $24bn of
netdebt will notbe anissue.

If it went ahead, the Ambuja stake
sale would mark the group’ first asset
sale as it works to reduce its debt. An
Adani Group spokesperson declined to
comment. Ambuja shares stood at
Rs378 yesterday afternoon, making a

never defaulted and that its operating
companies make sufficient cash to com-
fortably coverinterest payments.

The conglomerate has paid offaround
$2bn worth of loans pledged against the
shares of Adani’slisted companies since
the short seller report in late January.
The group said it intended to “pre-pay
all share-backed financing” this month.

Adani’s $10.5bn deal for Holcim’s
Indian assets Ambuja Cement and ACC,
a subsidiary, was India’s biggest infra-
structure and materials acquisition and
made it India’s second biggest cement

Gautam Adani:
the business has
rejected concerns
about its debt,
noting that it has
never defaulted

player overnight. A consortium of 14
international banks provided $4.5bn in
financing, led by Barclays, Standard
Chartered and Deutsche Bank.

‘Adani has paid back a $500mn bridge
loan, which was part of this package and
due to mature this month, two people
familiar with the matter said. “The phi-
losophy has been that they don’t, gener-
ally speaking, divest,” said a person
familiar with the group’s thinking, “But
they understand they have multiple

dTthink that det

5per cent: bout $460mn.
Adani has dismissed concerns about
its debt levels, pointing out that it has

Additional reporting by Simeon Kerr
inDubai

Banks

Credit Suisse chair cleared after
inquiry into outflow comments

OWEN WALKER — LONDON
OLAF STORBECK — FRANKFURT

The Swiss regulator has closed its
investigation into comments made by
Credit Suisse chair Axel Lehmann
about customer outflows, clearing him
of wrongdoing.

Credit Suisse said yesterday that Finma
had concluded a probe it began last
‘month into remarks made by Lehmann
in December duringthe final days of the
banK’s capital raising. The bank said
after markets had closed that the regu-
lator “does not see any reason to open a
regulatory proceeding”.

Lehmann told media outlets at the
start of December that outflows had
“completely flattened out” and “basi-
cally stopped” after a period of heavy
bleeding by the Zurich-headquartered
lender. But when Credit Suisse reported
its results for the fourth quarter last
month, the bank revealed that outflows
had continued throughout December
and into January, though at a far slower
pace than in October and November.

This prompted Finma to look into the
accuracy of Lehmann’s comments.

Credit Suisse senior managers had also
looked into the issue, people familiar
with the matter said.

Customers withdrew SFri11bn from
the group in the final three months of
2022, with two-thirds of the outflows
coming in October when the bank was
hit by rumours on social media about its
financial health. The wealth manage-
ment business accounted for SFr92.7bn
of the outflows in the quarter.

At the time of Lehmann’s interviews,
Credit Suisse was trying to persuade
investors to take part in a rights issue to
help the bank raise the SFr4bn it needed
to pay for arestructuring.

The bank’s stock hit a then all-time
low of SFr2.70 the day before Lehmann’s
first FT interview on December 1.

At least two US law firms said they
were preparing class actions against
Credit Suisse following Finma’s probe.

Since December, Credit Suisse stock
has fallen further, to SFr2.66 yesterday,
the day after the bank was forced to
delay the publication of its annual report
when the US Securities and Exchange
Commission made a call over cash flow
statements dating to 2019,

Food & beverage

Chilean winemaker Concha y Toro makes a splash with upmarket expansion

MICHAEL STOTT — MAIPO VALLEY

Among the French premiers crus and
top bottles from California and Italy,
Bordeaux’s historic fine-wine market
La Place traded no less than six wines
last season from Chile, a country for-
merly associated with easy-drinking,
good-value tipple.

One of the six was Almaviva, the Chilean
Cabernet Sauvignon-led blend that first
broke open the traditionally French-
only marketplace to foreign wines in
1998 and now retails for as much as
$200 a bottle. Named after a character
in The Marriage of Figaro, Almavivais a
symbol of its maker’s determination to
grow by movingupmarket.

Conchay Toro s Latin America’s big-
gestwinery, with sales of about $1bnand
an empire stretching beyond its native
Chile to organic vineyards in California
and vinesin Argentina,

Almost half of the company’s revenue
in 2022 came from premium wines, and
Eduardo Guilisasti, chief executive, is
redoubling efforts on the push upmar-
ket despite net profit slipping 2.9 per
cent in the first nine months 0f 2022 to
66.1bn pesos ($82.6mn).

“Chile has a lot of space to grow in the

[fine wine] category because it’s only
just becoming known,” Guilisasti said in
arareinterview at the 19th century Con-
cha y Toro mansion and vineyard out-
side Sanu.igo

ur mess segments with the
grcatcal resilience [last year] were the
most premium ones, showing that the
strategy adopted by the company five
years ago was correct . . . the tendency
towards premiumisation will continue.”

Over a lunch of Chilean abalone,
mushroom risotto and slow-cooked
pork ribs, paired with different wines
from the family portfolio, the Guilisastis
discussed Concha y Toro’s biggest chal-
lenge: how to build a new global pre-
mium wine brand positioned above
Casillero del Diablo as part of the push
upmarket.

The group’s Trivento brand from
Argentina could be a template, because
Argentina’s wine has historically sold at
apremium toChile’s.

At the top of the Concha y Toro range
sits the prized Almaviva wine.

A joint venture with France’s legen-
dary Chateau Mouton Rothschild, it was
conceived after a trip by Guilisasti’s
father to the Bordeaux vineyards in the
1990s in search of fine winemaking

https://ft.pressreader.com/v99f/20230311

expertise. One chéteau owner stood out
for her willingness to help: Baroness
Philippine de Rothschild, then the pro-
prietor of Mouton Rothschild.

Before signing any deal, De Roth-
schild sent her chief oenologist Patrick
Léon to sample Chile’s wines. “He must
have tried 50 of our wines and those of
the competition . . . and he went back
very excited,” Guilisasti recalled.

Concha y Toro had started to make
fine wine in the 1980s with Don Mel-
chor, the first Chilean bottle to win a top
accolade from international critics.

The partnership with Rothschild
brought Old World expertise and the

TRE Faily CnEro S 50 B2 =00 ietfares A yiies i e e

prestige of a top chateau, helping to fuel
international growth.

“Much like Penfolds in Australia, Con-
cha y Toro is a company that produces
both large volumes of reliable, well-
priced branded wines — Casillero del
Diablo and Cono Sur — plus a smaller
number of top fine wines such as Don
Melchor;” said Julie Sheppard, regional
editor for South America at Decanter
‘magazine.

“That’s the secret of its success. As
Chile’s largest producer it controls a
large supply of grapes . . . meaning it
can monitor quality carefully. That high
quality, combined with top winemak-

ers, plus savvy branding and marketing,
isawinning formula.”

The Rothschild partnership was not
the only successful international alli-
ance Conchayy Toro has formed.

A marketing deal with Manchester
United in 2010 brought the brand’s big-
ger-volume Casillero del Diablo wines to
a worldwide audience. The group now
sellsin130 countries.

Despite Conchay Toro's best efforts —
its fine wines obtained more than 150
scores of 90+ in the leading wine publi-
cations in 2022 — and the help of the
Rothschilds, Chilean wine has not com-
pletely shed its low-budget image.

“Chilean wine has been getting better
and better, with Concha y Toro and its
many brands very much moving with
the times,” said Jancis Robinson, the
Financial Times wine critic.

“The problem with all Chilean wine is
that the obvious export market, the US,
has been slow to recognise the improve-
ment in quality and still sees
Chile . ... asasource of cheap wine.”

ConchayToro'ssalesinthe US fell 18.6
per cent by volume in the first nine
months of last year, making it the com-
pany’s worst-performing division,
although the push upmarket saw sales

Dy value rise by 2.3 per cent. The com-
pany “has for long failed to deliver on its
growth expectations in the [US], sug-
gesting that the competitive landscape
is proving fiercer than expected”, ana-
lystsat BTG Pactual said in areport.

Listed on the Chilean bourse, Concha
y Toroissstill controlled by the Guilisasti
family, with 27.9 per cent of the shares,
and one other Chilean family, the Lar-
rain Santa Marias, with 9.3 per cent.

The group also owns the organic
Bonterra vineyard in California but
most of its 12,500 hectares of vines
arein Chile.

Among the most prized are those
descended from Carménére stock
imported in the 19th century from
France. One of the six original Bordeaux
grapes, Carménére was devastated in
France by the phylloxera insect pest but
survived in Chile, whereitis a staple red

rape.
“What we have in Conchay Toro [the
portfolio] can compare with . . . the
best American [wines),” Guilisasti said.

“Iwouldn’t say the French or the Ital-
ians, because that is another story. But
for New World wines, Conchay Toro has
absolutely nothing to fear in a head-to-
head comparison”.
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Europe needs a
plan to rival US
green subsidies

The Top Line
Peter
Campbell

As the world’s main trading blocs
decarbonise, there is a race to attract
green investment.

The US rolled out the Inflation
Reduction Act, $369bn of largesse that
has left Europe scrambling to work out
arival plan.

As officials formulated a response,
one of the region’s most totemic
businesses made a bombshell
announcement. Volkswagen, the
continent’s largest carmaker, will
reorder its priorities, choosing a North
American battery plant ahead of one in
eastern Europe.

The reason? It estimates it could

receive $10bn in subsidies and tax
Dreaks over five years, the Financial
Times reported this week.

The sum is vast. When Swedish
battery start-up Northvolt set up its
first plant, it received a grant for just

the European Investment Bank was

$22mn (a separate $350mn loan from

repayable with interest). Yet it believes
it can get $8bn for a full-size US facility.

This is existential. Fear courses
through Brussels that the region will
bleed talent and technology to its
North American rival. Its answer is to
bend even further EU state aid rules,
allowing countries to pay whatever it
takes to match US incentives.

Several things are worth noting,
First, companies must beware of
abandoning strategic sense in favour of
chasing the largest pot, whichever flag
it bears. VW says it would have opened
aNorth American factory anyway to
help its revived Scout brand; this
‘merely moved the project up the list.

Others have been less canny. UK
start-up Arrival ditched an electric
delivery van for Europe and its UK
plant in favour of a US one, arguing it
could get better subsidies. The move
set the revenue-less business back two
years, triggering further job cuts.

Second, matching the US dollar-for-
dollar is not enough. The structure of
the US tax breaks, split between federal
and state, makes it comparatively easy
for VW to calculate the $10bn figure.

Yet Europe’s current system is a
patchwork that companies complain
often requires something approaching
Kremlinology to unlock.

Allowing EU countries to fork out
eye-catching sums also favours richer
nations. Germany’s economy can bear
the cost of matching the huge
payments needed to outbid America.
Bulgaria’s may not.

Finally, consider the end game. The
Us is doing far more than simply trying
to prevent its historic auto industry
from being hollowed out: it is trying to
build a walled garden of clean energy
expertise that will provide security in
an increasingly fractious world.

In the battery arena, its aim is to
rebuff China, which sees electric

Ferrovial chair’s Dutch shift takes toll on Madrid’s pride

Spotlight

Rafael del Pino

Chair,
Ferrovial

In 1981 Rafael del Pino was
dispatched to the deserts of
Muammar Gaddafi’s Libya to help
Ferrovial, his father’s infrastructure
group, build 700km of highways —a
test of his mettle in one of the Spanish
company’s most difficult markets.

The young engineer passed the test
and four decades on he is the
company’s chair. But the most
hostile environment he faces today is
in Spain.

The billionaire’s decision to shift
Ferrovial’s head office from Madrid to
the Netherlands, designed to pave the
way toa share listing in New York,
has incensed the Spanish
government.

Del Pino, 64, has been accused of
trashing Spain, avoiding tax and of
ingratitude for abandoning a country
whose publicly funded road and rail
projects were the foundation of
Ferrovials prosperity.

‘Most wounding of all were the
‘words of Socialist prime minister
Pedro Sénchez. “There are many
‘businessmen who are committed to
their country,” he said. “This is not
the case with del Pino.”

The Ferrovial boss was taken aback
by the fierce reaction this month and
tried to contact Sanchez, according to
one person close to del Pino, but his
attempt was rebuffed.

His surprise suggests political
naivety. One senior government
official says it was a big mistake to not
tell the prime minister the
announcement was coming. Del Pino
also failed to see that Ferrovial’s move
would hit a nerve by highlighting a
paradox of the leftwing government,
‘which is wooing overseas investors
while alienating some domestic
companies with windfall taxes and
accusations of greed.

Although del Pino is under
pressure, “he’s an extremely rational
person — he tends to be
dispassionate”, according to Alberto
Terol, an entrepreneur who has
known him as a client and fellow
member of trade associations.

Another person who first met del
Pino in the 1990s describes him as a
“cold fish” who is not inclined to get
angry. His 20 per cent stake in

“There Ferrovial is worth €4bn, making him
Spain's third-richest person, but he

are many eschews the spotlight.

‘What makes him uncomfortable,
who elxd according to one longtime friend, is
committed | how the clash with the government
1aiheie has become so public and personal.

“He's a guy who's low-profile and

country. allergic to conflict.” But it is a different

L8 matter if he s not cast as the
Thisisnot protagonist, the friend added, and he
the case is more than willing to drive his

B company into battle.

Wllth’del His greatest conquest came in 2006
Pino with a hostile bid for BAA, the UK

e airports operator that owned
E;f:m f;f{;l‘*" Heathrow, which Ferrovial eventually

acquired for more than £15bn

Goldman Sachs in a frenetic auction.

“They fight very hard,” said the
person who has known him since
the 1990s.

Born in Madrid in 1958, del Pino
grew up as his father, Rafael del Pino
Moreno, built a business on public
works contracts from the regime of
dictator Francisco Franco.

After studying civil engineering in
the Spanish capital he joined the
family business in the early 1980,

including debt after outmanoeuvring

when his uncle Leopoldo Calvo-Sotelo,
amarquess, was the country’s second

democratically elected prime minister
following the fall of Franco. In 1984 he

took two years out for an MBA at MIT’s
Sloan school.

Del Pino became chief executive in
1992 and was there for Ferrovial’s
successful 1999 bid to manage a
Toronto toll highway, a turning point
in its international growth. But it was
not until he replaced his father as chair
2000 that he began to modernise
the company and expand it decisively
beyond its Spanish roots.

An anglophile averse to following the
crowd, del Pino did not join a rush into
Latin America by other Spanish
businesses. Instead he focused on the
UK, Australia, Canada and the US,
where another prized contract is its
operation of Terminal 1 at New York’s
JFK airport.

One appeal of the Anglo-Saxon
world has been its “legal security”,
which Ferrovial also cited as an
advantage in the Netherlands — a
slight on Spain that infuriated the
government.

One person recalls being on the
wrong end of a “horrible” deal with del
Pino. In 2006 it sold its domestic real
estate unit to a Spanish consortium for
€2.2bn including debt to offset
borrowing amassed to buy BAA.

The property market was
overheating and even before the deal
closed one consortium member had
last-minute doubts. “But del Pino has a

Rafael del Pino:
Spain’s
government is
angry about
Ferrovial’s
decision to
‘move its head
office to the
Netherlands
oo Foves Pl

big ego, and his ego persuaded them to
go ahead,” the person said.

Jonathan Amouyal, a partner at
‘hedge fund TCI, one of Ferrovial's
‘biggest shareholders, said del Pino “is a
visionary . . . very analytical, and
someone who knows how to take
measured risks. He thinks extremely
quickly but doesn’t rush decisions.”

The Dutch ploy did not emerge
from nowhere. Ferrovial listed its
non-Spanish business in Amsterdam
in 2018. A Dutch-based entity called
Rijn Capital has owned part or all of
del Pino’s stake in Ferrovial since 2015.

Ferrovial says moving its head office
to the country — long criticised for
facilitating financial engineering — will
be “neutral” for the company’s taxes
and is not motivated by anyone’s
personal interests.

Del Pino has said nothing publicly
about the furore. A few days after it
erupted his chief executive appeared
in a video message to say Ferrovial
would maintain jobs and i in

The $10bn vehicles as its great. h‘0pe for
conquering the auto industry.
sum that But it places Europe in a bind.
VW Europe cannot ban Chinese cars, much
4 could e mightlike it to. VW
gainby makes most of its money from China.

i One-fifth of Mercedes-Benz shares are
choosmg owned by Chinese companies. It also
the USis cannot ban Chinese technology.
vast.Inthe | Already most battery factories planned

in the region use China’s systems.
EU, agrant What then? Europe may be able to
stem the bleeding but its plan for
0f$2%mn strategic security is not clear. There is a
'Was IVEn to | proposal that 85 per cent of batteries
sold in the region are made locally.
Northvolt But there is nothing about local
content requirements and no
suggestion of a US-style blacklisting of
technology from rival nations.

Until there is, the wall around the
garden will remain riddled with holes.
peter.campbell@ft.com
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WEEK IN REVIEW

Staley lawsuit

o JPMorgan Chase sued Jes Staley, a former top
executive, in an attempt to make him liable for any
penalties the US bank might have to pay if it is found
to have facilitated Jeffrey Epstein’s sex-trafficking
crimes in two high-profile lawsuits. Staley, pictured
below, “observed” the disgraced late financier abus-
ing women and “spent time” with young girls at his
homes, but did not disclose this despite being asked
“whether [the bank] should retain Epstein as a cli-
ent”, the bank alleged
in a Manhattan fed-
eral court filing,

®EU regulators have
told Twitter owner
Elon Musk to hire
more human moder-
ators and fact-check-
ers to review posts in
a dispute over his
plan to use more volunteers and artificial intelli-
genceto help moderate the social media platform.

& Roger N, the 50-year-old former Goldman Sachs
banker convicted in connection with the multibil-
lion-dollar embezzlement schemeat TMDB, was sen-
tenced to10 years in prison by aNew York court.

@ Russian billionaires Mikhail Fridman and Petr
Aven are primed to offload their stakes in Alfa-Bank
in a $2.3bn sale of Russia’s largest private lender,
as they seek to free themselves from western
sanctions.

o The world’s four largest fragrance suppliers —
Swiss companies Firmenich and Givaudan, Ger-

Roger Ng, the ex-Goldman banker
convicted in connection with the
embezzlement scheme at IMDB,
has been given a 10 year sentence

many’s Symrise and US group International Flavors
&Fragrances — were raided as part of a move by reg-
ulators to investigate overcharging and other anti-

Spain. The country now accounts for
just 18 per cent of Ferrovial’s revenue.
and 5,000 of its employees, down from
apeak of 35,000. The chief executive
said the company hoped its new
chapter “will be of great interest to
‘many investors”. The Spanish
government did not get a mention.
Barney Jopson

V-

® Ousted Adidas chief executive Kasper Rersted is
to receive a golden parachute of up to €15.9mn
despite the world’s second-largest sportswear maker
slashing its dividend and bonuses as it braces itself
forits first annual loss in 31 years.

©N26’s top executives sent a memo accusing Max

Tayenthal and Valentin Stalf, co-founders of the

highly valued German fintech, of promoting a “cul-

ture of fear” that threatened to drive the group intoa
-

Travel & leisure

MGM China leads Macau recovery as gamblers return to the tables

CHAN HO-HIM — HONG KONG

The Chinese arm of US gaming giant
MGM and Hong Kong casino mogul
Lawrence Ho's Melco have emerged
stronger from the zero-Covid policy
erathan their rivals, according to earn-
ings reports from the Big Six operators
in Macau.

MGM China and Melco Resorts revealed
the best recovery, even though both
reported revenues last year were down
‘more than 75 per cent on 2019,

Combined revenues for the six of
about $6.7bn in 2022 were 80 per cent
lower than in 2019, which preceded
three years of tough restrictions on busi-
ness and travel to the only part of China
where casino gamblingis allowed.

The pair’s better performance has
been reflected in their share prices.
Hong Kong-listed MGM China’s stock
has jumped 114 per cent over the past
six months, while US-listed Melco
Resorts climbed 144 per cent, and its
Hong Kong-listed parent company,
Melco International, rose 81 per cent.

The other four — Galaxy Entertain-
ment, Sands China, Wynn Macau and
SIM Holdings — had share price
increases of between 23 and 55 per cent.
Macau had gambling revenues six
times that of Las Vegas in 2019, but the
UScity overtookit after Covid struck.
Most pandemic restrictions, which
caused casinos to shut temporarily last
year, were lifted by Macau in December
and its mask mandate d d last

“significantly ahead of 9to 10 per cent  Sure bet: MGM

levels backin2019". China’s Macau

MGM Resorts chief executive Bill  casino reported

Hornbuckle said duringan carningscall ~ a strong
that the company was planningtopush  recovery after

for more market share by adding nearly  the era of zero-

200 gamingtables toatotal ofabout 750 Covid policy
across its casinos. This would be part of ~ &HC KvokEaonbes
its new agreement with local authori-

ties, withall six incumbents having their

‘month. Melco was also helped by reviv-
als for its casino businesses in the Philip-
pinesand Cyprus.

DS Kim, an analyst coveringthe gam-
ing sector for JPMorgan, predicted
Macau’s overall gross gaming revenue
could return to more than 50 per cent of
pre-Covid levels by the end of 2023. He
said a better than expected 33 per cent
year-on-year rise in February showed a
strong January beat was not just a “one-
week wonder” from the lunar new year
celebrations.

MGM China’s gross gaming revenue
market share was about 16 per cent in
January this year, which Kim said was

https://ft.pressreader.com/v99f/20230311

inJanuary fora10-

)

|
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year period. MGM China also opened
two new gambling zones designated for
foreigners last month in order to attract
‘more overseas visitors in the post-Covid
era, according toa person in the market
familiar with the matter.

But Covid has still left a financial leg-
acy. Melco’s Ho said on an earnings call
that his biggest regret during Covid was
“wehadto. .. [take] onalotof debt”.

Headded: “The number one objective
of the company for the next two to three
years is really to deliver and pay down
debt.”

Melcoreported total debt of $8.4bn by
the end of last year, up from about
$4.4bn in 2019. It said on Thursday it
would repurchase $170mn in shares
from its parent Melco International.
Wynn Macau, which performed the
worst in 2022 among the Big Six in
terms of revenue, with a 52 per cent
year-on-year fall, this month
announced a plan to issue $600mn
worth of convertible bonds due in 2029.
Additional reporting by William Langley
and GloriaLiin Hong Kong

o Shares in WANdisco were suspended after the
UK software group said it had discovered potential
fraud by a sales employee that will ignifi
hittoits 2022 revenues.

€159mn £395mn

Expected payout | Blackstone's

for ousted sale of the St
Adidas chief Katharine Docks
Kasper Rorsted site in London

@ Sir Nigel Wilson, chief executive of Legal & Gen-
eral, one of Britain’s largest insurers, decried the
“perpetual drift” of companies away from London’s
stock market, arguing that a low-growth economy
and political infightinghave eroded the UK s appeal.

® Joe Montesano, 46, one of Goldman Sachs’ top
rainmakers and head of equity trading for the Amer-
icas, is to retire after more than 20 years at the bank.

® Blackstone sold the St Katharine Docks waterfront
office complex near the Tower of London for
£395mn to City Developments, a Singapore-based
property led by billionai Leng Ben

©PWC was fined £5.6mn by the UK accounting regu-
lator for failings in its audits of defence group Bab-
cockInternational.
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EY has lofty
mountain to
climb with its
‘Everest’ plan

Big Four firm finds that the intensity
of feeling on both sides over proposed
split means the entire deal is in doubt

MICHAEL O'DWYER — LONDON
STEPHEN FOLEY — NEW YORK

After EY launched its plan to separate
out its consulting business last year,
partners boasted it had worked on
three-quarters of recent US corporate
spinouts, had 19 under way at that time
alone and that “Project Everest”, as the
plan was known, was just number 20.

On paper then, the Big Four firm was
an old hand, so the problems with Ever-
est that exploded into the open this
week are a worry for the firm. The
threat is not just to the reputation of
EY'’s deal advisers but to that of the
wider business, which advises govern-
‘ments and companies around the world
onstrategy and governance.

‘The next few weeks will be critical in
deciding whether Everest will survive.
EY's US boss Julie Boland blindsided the
global ip when she

plan, 6 per cent were against and the rest
were waiting for more information,
according to two people familiar with
theresults.

But the overall international tally is
not the key to whether Everest goes
through. Like the other Big Four
accounting firms, EY is not a typical
company with a single board, chief
executive and streamlined chain of
command. It is an alliance of locally
owned firms that share a brand, tech-
nology and common standards, all of
which are overseen by a global office to
which each country pays a fee.

Each national firm must balance its
own internal factions and then push for
theirinterests with global headquarters.
Each national firm taking part in Ever-
est will have to approve the deal sepa-
rately under its own rules.

Thedesignandi fthe

“The US and UK are the
real power base but Global
is driving this and trying
to tell them what to do’

in a webcast to US partners on Wednes-
day that the plan would be put on
“pause” to resolve an international row
over how much of the tax practice
would stay with EY’s core audit busi-
ness.

Boland was not talking off the cuff,
people at the firm said. Her words were
pre-prepared and one person who
watched the webcast said she appeared
tobe usinga teleprompter.

Butthe extent of the fallout seems not
to have been anticipated. Partners and
staff across the firm’s operations
expressed shock, confusion and anger.
“Chaos” was one of the words used most
frequently by people at the firm. Others
calledita “shitshow”.

“There’s huge frustration [and]
embarrassment locally at the state it’s
allin,” said a person in EY’s UK business.

Boland’s comments have “caused
confusion and contained contradic-
tions”, said one US partner. She “wasnot
clear” on the problems that had caused
the impasse or what she meant by call-
inga “pause” tothe deal.

Another person who saw a transcript
of the webcast said Boland wanted to
“pause to ultimately move forward”.

But Boland’s difficulty in juggling fac-

deal by global HQis “the tail wagging the
dog”, said one UK partner. “The US and
UK firms are the real power base but
Global is driving this and trying to tell
themwhat todo.”

Others countered that the global busi-
ness had done a good job of brokering
consensus among the countries outside
the US and helping them negotiate.

For the split to be approved in the US,
there must be support among two-
thirds of partners as a whole, but also
two-thirds of the partners who are pro-
fessional accountants and whoare inthe
auditand tax practices.

Everest envisions most of EY’s tax
advisers will go to the consulting side of
the business, but there is a section of US
partners that is uneasy about splitting
the tax business, said peopleat the firm.

“The tax i d audit practice:

‘ EY growth

are inextricably linked,” said Jeffrey
Johanns, a former PwC partner who
teaches auditing at the University of
Texas at Austin. “Every financial trans-
action has a tax impact. It doesn’t make
sense to split them from an audit quality
perspective.”

Unlike many other countries, US
rules allow firms to sell tax advice to
audit clients, leading Boland to push for
more tax experts to be retained in the
audit side of the business, which she is
slated torunif the split goes ahead.

The proposal had been for tax to
‘make up about 30 per cent of the audit
business in the US, versus 14 per cent
globally, but the US wantsa bigger share
in other countries too, to allow it to do

tions on the US executive
and the intensity of feeling on both sides
of the split has left the deal in doubt for
the entire global business.

Before this week’s row, internal poll-
ing of partners in 15 countries found
that some 70 per cent supported the

tax work for There are
also otherunresolved questions, suchas
which asset valuation experts should be
retained on the audit side, said two peo-
plebriefed on the details.

Until the impasse in recent days, lead-
ers of most of EY s large countries were

Staff attitude
Revenue ($bn) Consulting/advisory revenue, year on year (%) Q: Do you back Project Everest (% of respondents)
50 25 B Yes [ Undecided I No
40 60 80
Tax/legal
15
Audit Consulfants
10
Consuitingl’ 5 Accountants
advisory
@ Other EY staff
2010 20 22 2011 15 20 22
‘Sources: Monadnock Research; Fishbowl survey of EY staff Fiscal year ended Jun 30
Each national on track to finalise exactly which parts  est, according to two people familiar ‘[It] needs People familiar with EY’s planning,
firm taking part  ofthebusinessshould beretainedbythe  with the matter. and partners at rivals said the chaos
will have to audit firm, according to people at the UK leaders told their partners on  to belanded  could also embolden individual part-
approve the firm. Thursday night that there was “no or bekilled ners, practices and private equity firms
‘Project Everest’ UK partners were told in a call on  doubt” that the US firm and Global still . tostart discussingalternatives.
deal separately.  Thursday night that until Friday March  intend toget Everest done. quickly or These could include teams defecting
US boss Julie 3, there had been “progress” in talks  “The minority are holding it back, it will cause torivalfirms —apartner atone compet-
Boland, below,  with Global and US partners to resolve  being challenging, not throwing out real itor said he was approached this week
indsidedthe  remaining issues. It then became clear  issues and moving the target,” said one  €NOFMOUS Dy ateam of EY advisers in the US — or
firm’s global “anewapproach” would be needed. US partner. damage private equity-backed buyouts of indi-
leadership this Supporters of Everest hope that the EY’stop bosses say they are now plan- vidual practice streams.
week —rrnone  backlash from some US partners who  ning a “sprint” of intense negotiation  because This could be similar to deals done by
Dresesiiue. want the deal to happen might sessions to try to resolve the issues  ftha Deloitte and KPMG in the UK in recent
embolden Boland to press ahead eveniif  within weeks. But the start date and ., yearsand by PwC, which in 2021 was
objections from other US partners number of rounds of talks havenot yet  UNCErtainty  paid $2.2bn for its global mobility prac-

remain.
However, she hasinsisted on tryingto
‘win unanimous board support for Ever-

notbeenset, said one person close tothe
details.

The deal now hangs on whether EY’s
global leaders can broker a deal that
Boland can sell to US partners.

Clients, rival firms and the profes-
sional services industry are looking on
intently. Johanns said that EY’s clients
‘may beless focused on the messy proc-
ess of gettingagreement than on the risk
that the final deal diminishes the quality
of service they receive. “The planning
and the strategy goes hand in hand,” he
said. “Isall this really worth it?”

A senior partner at a rival Big Four
firm said the deal “needs to be landed or
be killed quickly or it will cause enor-
‘mous damage because of the uncer-

tainty”.

tice by private equity firm Clayton,
Dubilier & Rice.

For global chief executive Carmine Di
Sibio, the driving force behind Everest,
and Boland and other senior partners
who have been integral to shaping it,
thereis much atstake.

“Anyone for an insurrection?” asked
one person in the EY partner group on
Fishbowl, a social media site used by
many in the industry. “It's time for a
coup,” said another. Yet another asked
colleagues to say whether they would
support a “petition of no confidence in
our most senior leaders” in the US and
EY Global, towhich several said “yes”.

Not everyone, though. One person
said: “Come on, this is a complicated
transaction.”

Technology

German TikTok and Meta staff push for rights

CRISTINA CRIDDLE — LONDON

TikTok and Meta content moderators
in Germany have joined forces to
demand better rights for some of the
most vulnerable staff at social media
companies, forming the first industry-
wide collective of its kind in Europe.

The push is the result of a meeting in

Berlin this week, led by the German
d Verdiand techjt

tracts and work long and intense shifts
while reviewing some of the most harm-

fuland illegal platform:

Technology

impactof their jobs. The new collective
said it would push for new rules for Big
Tech iies to provide workers

‘The new group wants Meta and Tik-

with access to independent, 24-hour
linical

Tol taff

to collectively bargain or unionise, as

well as form legally protected “works

councils” that exist across many EU
: e

‘Thousands of staff across most social
media networks have been laid off

JOHN REED — NEW DELHI
KATHRIN HILLE — TAIPE|

Apple and its manufacturing partner
Foxconn were among the companies
behind a landmark liberalisation of
labour laws in the Indian state of Kar-
nataka last month, according to three

recently as thy perienced
el g

countries
to negotiate on matters of wages, hours

Foxglove, which gathered more than 40
workers who moderate content on Tik-
Tokand Meta-owned platforms such as
Facebook and Instagram. The new
group is seeking an agreement with
social media platforms over the rights of
content moderators, who are often
hired on short-term or zero-hours con-

Antaretica Expedition this December?

and

‘The moderators here [are]
demanding that Big Tech
sort out their factory floor’
Martha Dark, Foxglove d

tor

The group of German moderators
said if its demands were not met, it
planned to take legal action against
social medi i

an exclusive, professionally-guided, vehicular
expedition from the edge of Antarctica o the.
South Pole and refurn.

Fly into Antarctica from Chile ate December
2023, return mid-January 2024,
Interested in the experience of
alifetime?

labour standards. “The moderators
here [are] demanding that Big Tech sort
out their factory floor,” said Martha
Dark, director at Foxglove.

‘The work of content moderators can
lead to long-term mental health issues,

im';" ——— including post-traumatic stress disor-
P der, and contracts have previously
included liability waivers for

https://ft.pressreader.com/v99f/20230311

in fafall
inadvertising spend, driving employees
toseek formal representation.

Social media companies rarely recog-
nise labour movements. Twitter and
Meta do not have internal unions, but
staff at Google parent Alphabet, which
owns YouTube, formed a union in 2021,
inwhatit called thefirst of its kind.

Last year, the Financial Times
revealed how staff in TikTok offices
across Europe and in South Korea had
launched works councils for formal
worker representation.

“Without the hidden army of content
moderators, there is no Facebook, no
TikTok, no YouTube and no Google,”
said Dark. “No one knows better than
them the steps that must be taken to
keep us safe online . . . There is no
excuse, and tech giants must make this
rightwithout delay.”

TikTok and Meta did not respond toa
request for comment.

Their successful lobbying for new legis-
lation means two-shift production can
X inIndia, akin to th

that Apple phones would be producedat
a new 300-acre factory in Karnataka.
Foxconn has not confirmed any plans.
The state, a centre for India’s tech
industry, last week passed an amend-
ment to its application of the factories
act allowing for 12-hour shifts, up from
the previous limit of nine hours. It also
eased rules on night-time work for
women, who dominate electronics pro-
duction lines in China, Taiwan and Viet-

panies’ practices in China, their primary
manufacturing base. The law gives the
southern state one of the most flexible
working regimes in India as the country
aimsto become an alternative manufac-
turingbaseto China.

Karnataka’s move is an attempt to
seize the opportunity created by compa-
nies that. ingtoend i

Two-shift production is
‘crucial for building
efficient manufacturing’
in the state of Karnataka

nam but are under-represented in

ance on Chinese ing, follow-

India’s workforce. The legislation caps
i working hours at 48 per

ingmonths of Covid-19 disruption.
“India is due to become the next big
manufacturing hub;” an Indian govern-
‘ment official said, who asked to remain
anonymous. “When we compare India
with other countries . . . we have to
increase by a big margin our efficiency
interms of increasing the work output.”
Rajeev Chandrasekhar, India’s elec-
tronics and IT minister, said last week

week, butalso expands allowable over-
time hours to 145 over a three-month
period, from aprevious 75.

The official said Karnataka had
amended its labour law after “a lot of
inputs” from Indian industry lobby
groups and foreign companies, includ-
ing Foxconn and Apple. Foxeonn and
Apple both declined . “This

Apple and Foxconn win India labour reforms

been pursuing,” said a person close to
Foxconn, referring to Apple. “It is an
adjustment that’s crucial for building
efficient manufacturing hereat scale.”

The person said that India, which this
year is due to overtake China as the
world’s most populous country, was a
promising market that Foxconn could
no longer ignore, but that big gaps
remained in the investment environ-
mentbetween Indiaand China.

“Being able to run production with
two 12-hour shifts around the clock
‘would be a big step to bring us closer to
whereweneed tobe,” the person said.

Narendra Modi’s government is try-
ing to promote manufacturing, which
still plays a modest role in India’s serv-
ice-heavy economy, under a “Make in
India” push. Both the central govern-
ment and Indian states, especially in
India’s south, are offering incentives to
investors in electronics and other sec-
tors inabid to lure manufacturers seek-
ingto diversify away from China.

Foxconn, which makes iPhones at a
plant in Tamil Nadu state, has spoken of
expanding its operations in Karnataka
and the neighbouring state of Telan-
gana, but has not spelt out in detail its

Apple.

s ing we and th have

Patrick McGee
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Overall borrowing costs for
eurozone governments have

risen sharply in the past year

MARTIN ARNOLD — FRANKFURT
GEORGE STEER — LONDON

Investors expect the European Central
Bank to accelerate the shrinking of its
balance sheet this summer, testing their
appetite for eurozone sovereign debt as
cash-strapped governments also turn to
markets toraise funds.

The shift by the ECB to tighten its
policy stance is likely to drive up
government borrowing costs in more
heavily indebted southern European
countries once “investor fatigue” from
‘more bonds flooding the market sets in,
someanalysts warned.

‘Thismonth, the ECB started toreduce
its bond holdings by not replacing
€15bn of the securities that mature each
‘month in its asset purchase programme
(APP), which makes up two-thirds of
the almost €5tn of assets that it has
purchased underits longstanding policy
of quantitative easing.

Debt markets were unperturbed by
the Frankfurt-based institution starting
toreduceits bond holdings this month.

But eurozone governments issued
about €100bn of extra debt — above
that needed to refinance maturing
bonds — in January and again in
February, according to Camille de
Courcel, head of strategy for G10 Rates
Europeat French bank BNP Paribas.

“We have this very strong supply
[of new debt] and we think there
will be some kind of indigestion in the
market and then we could see some
underperformance,” she said.

Overall borrowing costs for eurozone
governments have risen sharply in the
past year as the ECB has reduced its
bond purchases and raised interest

Investors wary over ECB’s
shrinking bond holdings

However, analysts said higher yields
on longer-term Italian government
bonds were attracting more investors,
helping to compress spreads. Piet
Haines Christiansen, director of fixed
income research at Danske Bank, said
this had started to “attract a certain
investor base that has been absent in the
past many years during the low interest

rates. But the or spread,
between the cost of borrowing for
heavily indebted countries in Europe’s
periphery, such as Ttaly, and those of
safer “core” countries such as Germany
hasnarrowed in the past six months.
Since Giorgia Meloni’s election as
head of Italy’s rightwing government,
she has surprised investors by taking a
relatively cautious approach to public
spending, calming anxiety about the
country’s high debt levels. “Meloni is
more fiscally prudent than initially
thought,” said Ludovic Subran, chief
economistat German insurer Allianz.
Italy’s 10-year bond yield was 4.42 per
cent on Wednesday, close to its highest
level for almost a decade. But the spread

Rabobank researchers calculated that
assel managers, insurers, pension funds
and households “stepped up” to absorb
€30bn of Italian sovereign debt sold by
banks and foreign investors around the
time of last October’s election.

“Italy is the one we're watching fairly
closely;” said Michael Metcalfe, head of
macro strategy at State Street, adding
that private sector demand for Italian
government debt had held up well.

“The [ECB policy] tightening we've
had has been well flagged, so markets
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have had time to adjust,” headded. “But ~ Long shadow: head Robert Holzmann, have even said

it’s worth being cautious. Quantitative  the European it should bring forward from the end of

tightening will be along process.” Central Bank’s next year the start of a reduction in its
Others still think Italy’s borrowing ~ shifttotighten  separate €1.7tn portfolio of bonds

costs aresstill likely torise. its policy stance  bought under an emergency scheme
Sophia Oertmann, an analyst at DZ  islikely todrive  launched during the pandemic.

Bank, calculated that, to avoid a  up government To go even faster, the ECB could sell

“vicious circle” of rising debt and borrowingcosts  bonds before they mature but most

borrowing costs, Ttaly needed toreturn  in southern analysts think thisis unlikely asit would

toa primary budget surplus, excluding ~ European arystallise biglosses.

interest costs — something that it has  countries Konstantin Veit, a portfolio manager

notdonesince 2019.

Without this, “a psychological tipping
point would then also be reached”, she
said.

Encouraged by the smooth start to
shrinking the ECB’s bond portfolio,
some of its governing council members,
such as Bundesbank president Joachim
Nagel, have called for the central bank
to speed up the quantitative tightening
process when thisis reviewed in July.

Others, such as Austria’s central bank

‘ Italy’s cost of borrowing narrows

Spread between German and Italian 10-year bond yields (basis points)

with its German equi was just
below 1.8 percentage points after falling
fromlevels above 2.5 pointslast year.
This seems an anomaly to some
economists, who expected rising
rates to cause the spread between
riskierassets and less risky ones torise.

“The stability in peripheral spreads
in the face of the fastest monetary
tightening cycle ever, and re-pricing
of the terminal rate higher, looks
puzzling,” said Frederik Ducrozet, head
of macroeconomic research at Pictet
‘Wealth Management.

LI B e ey
2021 22

Source: Refinitiv

Andieas Rentz/Getty

at bond investor Pimco, said he
expected the ECB to stop replacing all
maturing bonds in the APP from July,
which would increase the monthly
reduction ints holdings to €25bn.

“The main consequence is increased
government bond supply to the
market,” said Veit.

Normally, he added, such a shift
“probably doesn’t matter that much
and higher yields typically makes fixed
income moreattractive”.

However, this could change in a
political or economic crisis, in which
case “the market might take a closer

“We have look at supply dynamics”.
oD . Most investors think the private
this very sector has enough capacity to mop up
the extra supply of bonds this year but
200  StIONE only if inflation declines roughly in line
supply with expectations.
150 andwe “Last year, the ECB helped reduce net
. bond supply, this year the ECB will add
100 think toit, likely taking the net bond supplyto  Our global
there will over €700bn, from something around  feam gives you
€150bn last year,” said Derek Halpenny, market-moving
1 % besome head of research for global marketsat news and views,
23 klnd Of MUFG. “If inflation were to prove 24 hours a day
S ., notably higher than expected, that ft.com/markets
indigestion’  could create problems”

Fixed income

FCBarcelona
pauses €1.5bn
fundraising
for stadium

SAMUEL AGINI AND ARASH MASSOUDI

FC Barcelona has halted a €1.5bn
fundraising after baulking at the terms
of the deal amid an increase in US
borrowing costs.

Ithas forced the football club to weigh
up alternative financing arrangements,
according to three people with
Kknowledge of the plans.

The deal was meant to be priced late
last week, one of the people said, but
negotiations with private investors
stalled as a flurry of recent inflation data
pushed up US borrowing costs to 2007
levels.

The situation was “fast-moving” and
Barcelona could soon decide on a new
method of financing, according to
another person briefed on the deal,
‘which is meant to pay for the revamp of
its Spotify Camp Nou stadium.

Kroll Bond Rating Agency had given
the club’s planned private placement a
preliminary rating of triple B plus and a
stable outlook on February 3 but later
that month it lowered it to triple B,
citing a revised financing structure
comprising a five-year €200mn bank
loan and five tranches of senior notes.

KBRA said that two of the tranches
‘were expected to be issued in US dollars
and “swapped back to their euro
equivalent”, leaving the club more
exposed to US interest rate movements.

The club had previously planned
to issue three equal tranches of

The club was ‘working to
optimise the terms and
flexibility of the final
financing structure’

€500mn senior notes. The agency said
the change “introduces additional
refinancingand interest rate risk”.

People close to the club said it was
“working to optimise the terms and
flexibility of the final financing struc-
ture” and still intended to have funding
inplace by its March-end target.

Wall Street investment bank Gold-
man Sachs is the club’s longstanding
partner onits stadium financing.

JPMorgan and Key Capital are also
working on the placement. The banks
declined to comment.

The Catalan team, which is owned by
its members, is seeking to refurbish
Camp Nou —atop priority for Barcelona
president Joan Laporta, who was elected
by membersin 2021 tolead a turnround
at the club, increase revenues and
restore sportingsuccess.

Barcelona has not won Spain’s La Liga
title since 2018-19. The Covid-19
pandemic wiped out ticket sales and left
the club fighting for survival as debts
came due while high player wages and
expensive transfer signings also
‘weighed on its balance sheet.

The club recorded a €500mn loss
following the 2020-21 season, a record
for any football club. But it returned to
profit in 2021-22 for the first time since
before the pandemic.

Ithad net debt of €608mn at the end
of June 2022, according to its latest
annual report.

Asset management

UAE national security adviser picked to
chair $790bn Abu Dhabi sovereign fund

SIMEON KERR — DUBAI

Sheikh Tahnoon bin Zayed al-Nahyan
hasbeen appointed chair of the $790bn
Abu Dhabi Investment Authority, the
main sovereign wealth fund of the
United Arab Emirates’ capital, in a
signal of his expanding influence.

Sheikh Tahnoon is the UAE’s national
security adviser but he also chairs the
state holding company ADQ, the
country’s largest lender First Abu
Dhabi Bank, and International Holding
Company.

THC is a listed group linked to the
ruling family that has undergone an
astonishing rise to become the region’s
second-largest company by market
capitalisation after the oil company
Saudi Aramco.

He replaces as chair of Adia the late
Sheikh Khalifa, the former UAE
president, who died last year and was
succeeded by Sheikh Tahnoon’s
brother, Sheikh Mohammed bin Zayed
al-Nahyan. The new president has yet to
namean heir.

Adia, established in 1976, has for
decades invested in overseas capital
‘markets, becoming one of the region’s

most important sources of funding for
global asset managers.

It has also branched out into asset
real estate

which the UAE clashed during the Arab
Spring, while also tryingto keep alidon
tension with reg]onal rival Iran.

His longst interests as a

aspri
andinfrastmcture.

The sovereign wealth fund acts as a
vehicle to deploy excess hydrocarbon
revenues to deliver long-term returns
forthe government.

Sheikh Tahnoon has increasingly
risen to prominence, dealing with
sensitive foreign policy issues as
national security adviser.

These have included repairing
relations with Qatar and Turkey, with

Sheikh Tahnoon’s roles include chair
of ADQ and First Abu Dhabi Bank

https://ft.pressreader.com/v99f/20230311

domestic and global investor have also
stood out. IHC, a listed vehicle that
emerged from the private Royal Group,
which Sheikh Tahnoon has long
controlled, has perplexed bankers with
its surge on Abu Dhabi’s stock exchange
overthe past few years.

ADQ has also become one of the most
active investors in regional markets.

His elevation comes as Abu Dhabi,
buoyed by high ol prices, has cemented
its role as one of the few global
locations of excess capital. Bankers and
companies have been attracted to the
UAE's capital toraise funds.

But the UAE, like other Gulf states, is
also seeking to reinvest revenues
domestically.

The country is trying to adapt its oil-
reliant economy for a post-oil future as
well as taking greater control over how
its capitalis deployed overseas.

AADQand IHC, both chaired by Sheikh
Tahnoon, this week teamed up with
General Atlantic to launch a global asset
‘management firm based in Abu Dhabi.

Commodities

Nickel IPOs test Indonesia’s vision of
global role in electric vehicle industry

MERCEDES RUEHL — SINGAPORE

Nickel companies are driving a record
year for publiclistings in Indonesiain a
erucial test of investor enthusiasm for
President Joko Widodo’s ambition to
make the country a top participant in
theglobal electric-car mar]

Harita Nickel, a subsidiary of Harita
Group with a significant project in
North Maluku, is holding its investor
roadshow this week and hoping to raise
at least $600mn ahead of a book build
later in March, two people familiar with
thetalkssaid.

Merdeka Battery Materials is also
planning a local listing in the first half,
the people said.

Hillcon, a nickel contractor that went
public last week on Indonesia’s stock
exchange, is trading 25 per cent higher
thanitsinitial public offering price.

Indonesia is already the second-
busiest IPO market by both deal value
and number of listings in Asia this year
after China, according to data from
Dealogic. Bankers expect as much as
$4bn inissuance for20253.

The country wants to become a
crucial cogin the global supply chain for

the fast-growing electric-vehicle
industry. It holds the world’s largest
nickel reserves — a key metal used in
batteries — and is the biggest producer
of the commodity.

‘Widodo has banned the export of raw
nickel to encourage more battery
makers to build domestic factories to
process it. Known as downstreaming,
the move has helped increase the value

“You could see institutional
investor participation in
Indonesia’s own market
shift meaningfully’

of the country’s nickel product exports
to nearly $30bn last year, more than 10
times what they were adecade ago.

As a result, a full electric-vehicle
supply chain is emerging. South Korea’s
LG Energy Solution is building a $1.1bn
battery cell plant while carmaker
Hyundai opened its first south-east
Asian plant to assemble electric cars last
year. China’s CATL has invested in the
industry while Tesla and BYD are being
courted by the government.

Now the public listings of nickel
companies are set to test foreign
institutional investor interest in
Widodo’s vision, despite Indonesia still
beingseen as a fragile emerging market
with volatile equities.

Siddharth Mathur, head of Asia-
Pacific emerging markets research for
BNP Paribas, said nickel could help
“reduce its external vulnerability struc-
turallyand, as aresult, allow it to deliver
‘higher returns for less volatility”.

Mathur added: “That, in turn, allows
the market to re-rate how it thinks
about Indonesia. You could see institu-
tional investor participation in Indone-
sia’s own market shift meaningfully.”

Jerry Goh, an investment manager on
the Asian equities team at Abrdn said:
“This can be a chance for global
investors who like the [nickel] story to
investintoit”

Ttis not only nickel producers heading
for the market. Amman Mineral
International, Indonesia’s second-larg-
est copper and gold miner, is planning
an IPO of up to $1bn in the first half,
according to a person familiar with its
plans. Copper is another essential
‘material in electric vehicles.
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On Wall Street
Highland’s court saga
tests fact versus fiction

Mark
Vandevelde @3 *

2

‘Whenthefinancial crisis struck,
Donderoenjoyedaglimpseofthe
bonanza. His firm heldsome of the debt
issued by Metro-Goldwyn-Mayerin
connectionwithitsill-fated 2004-05
buyoutbyaconsortiumthatincluded
Texas Pacific Group.

Th

court. Jerniganimposed sanctions of
nearly$240,000 on Donderoandothers
overoneofthoseincidents, warning
that, ifthey appealedagainsther ruling
andlost, shewouldhitthem with
$100,000more.

‘What beganasaroutinebusiness

ded vertime, become
liceofth e studi ic.Dimthe
imDondero, the distressed debt Dist d court ligh youwould havea
investor real-life Texas noir.
scourgeofprivateequity,isthe | about$272bnunder asof thought
kindof hard-chargi ier | lastyear,accordi tally maintai everoccurredtoJernigan,whoisnot
youmightreadaboutinanovel. | byPreqin—morethandoublethe onlythe bankruptey courtschiefjudge
Infact, Donderothinksit possiblethat | amountof10yearsearlier. butalsoapart-timeauthor.
you imi ButHi wasnotamongthe Hermostrecentnovel, Hedging Death,
that, strikingly, waswrittenbyafederal | victorsofth ialcrisis.Itsflagship | featuresa 2 2 ade

judgewhois overseeingthe bankruptey

vehicle, the Crusader fund, closedto

Graham.

of Highland Capital hi
oncehigh-flyinginvestment firm.
Highland’sriseandmessy fallisastory
fortheages. Duringthego-goyears,
visitorsto Dondero’s Dallasoffice
reported thatthestaffthereworked
undertheglassygaze of animalsthathe
hadshotdead fromhisporch.
Thefirmraked inbillions of dollars of

rinplnese

A business dispute has

become more poetic. Dim
courtroom lights and you
have a real-life Texas noir

Herfictiti buy:
eclecticrange of assetsfrom commercial
debttolifeinsurance policies whose
originalownersnolongerwantthem —a
trade called “creepy” by one character.

“Hisboyishbrown hairhad turned
silver,”Jernigan writesof Graham, “and
hissun-kissed smoothskin had grown
weathered”.

The day in the markets

What you need to know

& Treasuries jump as investors reduce
bets on half-point US interest rate rise
@ Softer American jobs data eases fears
of sharp policy tightening

o Wall Street stocks retreat while
European and Asian indices also sink

Treasury yields tumbled yesterday as
investors sought safety amid a sell-off in
bank stocks and a mixed labour market
report allayed fears the US Federal
Reserve would raise rates by half a
percentage point this month.

Yields on benchmark 10-year bonds fell
18 basis points to 374 per cent, reflecting
tising prices, having breached 4 per cent
earlier this week.

The yield on the two-year benchmark,
which is more sensitive fo interest rates,
fell 22bp to 4.69 per cent.

Wall Street stocks fell for a second day
in volatile trading, dragged by losses for
bank shares following fears that tech-
focused Silicon Valley Bank could be a
sign of broader woes in the sector.

European bank stocks dropped from
the open following sharp US falls on
Thursday but the sector recovered
slightly from its lows as the day wore on
and analysts cautioned against reading
too much into SVB's woes.

“The situation says more about 'SV
than B;” said analysts at CreditSights.
“Our initial ake is that the issues at SVB
are idi ic based on ifs business

model and especially its funding profile”
The S&P 500 was 0.7 per cent lower
and the Nasdaq Composite was down 09
per cent as investors weighed the
banking drama against signals from the

capitalintheyearsbefore2008, Inaruli ded i K, in

investi it debt, triggeri arestillechoin; hichshedenied ' that

real estate,evenunwantedlifeinsurance | across Americancourtrooms. shestepasideongroundsofbias,

policies. business, though, was Perhapsiti ightis Jernigan ic:hernovel, she

owningthedebt: i had timebut wrote, was “entirely fiction” and “not

pri ity firms. now. aboutMrDonderoor thehedge fund
D 2 i privat Accordi howorkswith industry”. closely watched data.

equitywass: ited.Some | him, hishairhastur e Inthestory,she pointsout, Graham

ofthe biggestUS buyout firmsgrewso
tiredoftheir shouting matches with his

After] irmishwith
investors, Highland Capital
ntered bankruptcyin

underli theytri

2019. Initially filedin Delaware, the
iohland

linkingupwithdrugcartels. Heisa
Princeton graduate. Donderohold:
degree fromthe University of Virgi

‘ Investors flock to US Treasuries as bank stocks fumble
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The monthly US employment report
showed the economy added 311,000 new
jobs in February, far above market
expectations of 210,000.

But wage growth slowed fo 0.2 per
cent from January while a separate
survey showed a larger than forecast rise
in the unemployment rate to 3.6 per cent.

Combined, the data could ease
pressure on the Fed to curb inflation with
bigger interest rate rises.

CME Group's FedWatch tool implied
investors were pricing in a 50-50 chance
of a quarter-point rise after its March 22
meeting, from having reckoned on

Thursday that there was a 68 per cent
probability of a half-point move.

The US Dollar index, which measures
the currency against a basket of six peers,
fell 09 per cent.

Across the Atlantic, the region-wide
Stoxx Europe 600 lost 1.4 per cent, hit by
falls in bank stocks. The Stoxx bank index
lost 38 per cent. London's bank-heavy
FTSE 100 ended down 17 per cent.

In Asia, Hong Kong’s Hang Seng index
was down 3 per cent, China’s CS1 300 of
Shanghai and Shenzhen stocks shed 1.3
per cent and Japan's Topix lost 19 per
cent. Jennifer Hughes and Martha Muir

Markets update
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YOUR BUSINESS
RUNS ON
KNOWLEDGE.

RUN FASTER.

It's time to make knowledge work.

Knowledge is the fuel on which all business runs. Its beating heart.

Knowledge gives you an edge.

iManage is the knowledge work platform that helps organizations
to uncover and activate the knowledge that exists in their business
ontent and communications. With the power of context, iManage
goes beyond basic productivity, empowering teams to demonstrate
high-value expertise and businesses to prosper.

To find out how we can make your knowledge work harder for you visit:

‘www.imanage.com/makingknowledgework

‘m) iManage
Making knowledge work
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Wall Street

The takeover of SVB Financial, formerly
known as Silicon Valley Bank, by US
regulators reverberated across financial
stocks on Wall Street, sending lenders
Signature and First Republic to the
bottom of the S&P 500 index.

SVB fell sharply at the opening bell
before share trading in the tech-focused
lender was halted.

The development left traders “fretting
about financial contagion . . . on both
sides of the Atlantic,” said Russ Mould,
investment director at AJ Bell, adding
that investors were “wondering who is
exposed to whom”.

Allbirds, the sneaker brand that listed
only in November 2021, tumbled affer
posting a 13 per cent year-on-year slide in
revenue to $84.2mn in the fourth quarter
— 13 per cent below analyst esfimates.

Co-founder Joey Zwillinger admitted
that Allbirds needed to improve its
performance, “with results below our
expectations due fo both execution and
macro challenges”.

Another big faller was electronic-
signature group DocuSign, which forecast
first-quarter revenue of $639mn fo
$643mn, the midpoint of which missed
analysts estimates of $643.5mn.

Cynthia Gaylor, who was appointed
chief financial officer in 2020, said she
would be stepping down. Ray Douglas

Europe

Spain's Applus Services jumped in
response fo takeover rumours.

Newspaper Expansion said private
equity funds were eyeing the Madrid-
based provider of testing and quality
assurance services.

Germany's Stratec, which provides
medical diagnostic systems, sank after
releasing “softer than expected”
preliminary figures, said Berenberg.

An adjusted operating profit margin of
16.4 per cent for last year fell outside of
the 165 10 185 per cent forecast stated in
October while Stratec’s guidance implied
a10 per cent downgrade to its earnings.
per share in 2023, said the broker.

Underwhelming preliminary projections
were also behind a fallin Germany's
Hypoport, which expected revenue and
operating profit fo decline by up 1010 per
cent and 30 per cent, respectively, in
2023,

The holding company — made up of
groups servicing the real estate, credit
and insurance industries — blamed this
on the “current dysfunctionality of the
mortgage market”.

A ratings downgrade weighed on Hugo
Boss, which was lowered from “buy” fo
“hold” by Deutsche Bank

The broker saw ‘limited upside
pofential” that would push the fashion
group above ifs target price. Ray Douglas

London

Guarantor loans provider Amigo
retreated after revealing that it had not
“received sufficient aggregate indications
of interest"” to hit its £45mn equity
funding target.

Amigo, which has been embroiled in a
tussle over compensation for historic mis-
selling, had its “scheme of arrangement”
sanctioned by the High Court in May but
this rescue plan was conditional on the
completion of a capital raise by May 26
this year.

That deadline was unlikely to be met,
said Amigo, which was exploring a
“potential new scheme” that will require
approval by the High Court and creditors.

Recruiter Robert Walters jumped affer
an 11 per cent rise in pre-tax profit of
£55.6mn for 2022, an all-time high.

This was driven by “significant wage
inflation” and a tight labour market,
particularly in the first half of last year.

The results coincided with an
announcement that Robert Walters would
be retiring as chief executive in April.

Weighing on the FTSE 100 were
financials with banks such as HSBC,
Barclays and Standard Chartered in the
bottom half the index.

This followed a hefty sell-off in US
lender SVB Financial a day earlier and
news that it had been taken over by US
regulators yesterday. Ray Douglas
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