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» China threat over US trip
Beijing has threatened to retaliate
if Taiwan president Tsai Ing-wen
‘meets House Speaker Kevin
McCarthy on a trip to California,
as US-China tensions rise.— PAGE 4

» Epstein evidence sought
JPMorgan chief Jamie Dimon will
be interviewed under oath on the
bank’s decision to keep Jeffrey
Epstein as a client, those familiar
with the matter have said.— Pace 6

» Climate role for UN court
UN nations have voted to let the
International Court of Justice
assess states’ obligations to shield
current and future generations
from climate change.— PAGE 4

» Blume scrutiny in pay bid
Volkswagen’s bid to pay executive
board members up to 25 per cent
‘more has sparked wider concerns
over Oliver Blumes role as chief
of VW and Porsche.— PAGE 8

» Berlin dirty money push
Germany is to establish a new

Ermotti returns as UBS chief to steer
$3.25bn Credit Suisse rescue mission

e Hamers ousted e Chair hails ‘best person’ for job e Biggest bank tie-up since 2008 e Shares rise 4%

OWEN WALKER — LONDON

UBS has ousted its chief executive and
brought back former boss Sergio
Ermotti to steer the takeover of Credit
Suisse less than two weeks after the
announcement of the contentious
$3.25bn rescue deal.

Ermotti, UBS chief executive for nine
years before stepping down in 2020, will
lead the effort to merge two of the
world’s biggest banks after Ralph Ham-
ers was pushed aside. “I cannot empha-
sise how big a deal this is in terms of
financial history and financial engineer-
ing that’s required,” UBS chair Colm
Kelleher said. “It’s about having the best
person in our opinion to effect the
execution of this merger.”

He added that he had initially called

Ermottito seeif he was interested in the
job on Monday last week — the day after
Hamers gave a fumbling performance
onananalyst call on the takeover.

Hamers said he was “steppingaside in
theinterests of the new combined entity
and its stakeholders, including Switzer-
land and its financial sector . . . Tam, of
course, sorry to leave UBS but circum-
stances have changed in ways that none
of us expected.”

The takeover, orchestrated by Swiss
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authorities, will create the world’s
fourth-largest bank, with 120,000 staff
and $5tn of assets under management.

Butitis politically divisive, with more
than three-quarters of Swiss voters call-
ing for the combined mega bank to be
splitup by new legislation.

Bondholders are also preparing legal
proceedings against the Swiss govern-
ment after $17bn of high-risk securities
were wiped out in the transaction.

Kelleher said Ermotti’s work in scal-
ing back UBS’s investment bank a dec-
ade ago and his experience of operating
ata global level were essential for over-
seeing the biggest bank merger since
2008. He added that Hamers, chief
executive since November 2020, had
put the bank “in a position to stabilise
Credit Suisse and ensure a successful

integration”, but that Ermotti would
“hit the ground running”.

Ermotti will start next week, while
Hamers will remain as an adviser fora
transition period.

UBS shares closed nearly 4 per cent
higher, with some investors welcoming
the change. “As ashareholder and bond-
holder, we are very happy,” said Davide
Serra, chief executive of Algebris, who
added that Ermotti would reduce inte-
gration risk and “serve [the bank’s] cli-
entsandnot . . . investmentbankers”.

Since leaving UBS, Ermotti has
chaired the reinsurer Swiss Re as well as
a special purpose acquisition company
that bought Italian luxury fashion group
ErmenegildoZegna.

Mark Diethelm, an analyst at Vonto-
bel, said Ermotti’s experience in trans-

forming UBS after the financial crisis
‘would be crucial, noting that the bank
was “already facing significant political
pressure due to its large size and impor-
tance for the country”.

Hamers joined UBS from ING after 25
years at the Dutch lender, seven as chief
executive. He was a surprise choice for
the UBS job, despite having been hand-
picked by then-chair Axel Weber.

Critics pointed to his lack of experi-
enceinwealth and invest-

authority,
after: cnuclsm of its white-collar
crime record.— PAGE 2

» Financial Times awards
The FT has won both the National
Newspaper and Weekend
Newspaper of the Year, and FT
Weekend magazine won National
Magazine of the Year, at the UK’s
2023 Newspaper Awards.
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ment banking, UBS’s two biggest busi-
nesses. He was viewed as a digital expert
‘who could help cut back the bank’s cost
base, but his ideas took time to imple-
ment. It was more than a year before he
unveiled his plan for the business, which
consisted of targeting wealthy clients in
the USand Asia.

The UK s becoming more iberal,
according o the latest World Values
Survey. Since 2018 there have been
double-digit increases i folerance of
divorce, abortion and casual sex. Support
for homosexuality also increased
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Binance hid substantiallinks to China
for several years, execu-

extent to which Binance, the world’s
largest crypto exchange, has sought to
obscure lhe extent and location of its

tives’ claims that the crypto exchange
left the country after a clampdown on
the industry in late 2017, according to
internal company documents seen by
the Financial Times.

Chief executive Changpeng Zhao and
others holding senior positions repeat-
edly instructed Binance staff to hide the
company’s presence in China. This
inuse until atleast the
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end of 2019, and one Chinese bank that
wasused to pay some employee salaries.

“We no longer publish our office
addresses . . . people in China can
directly say that our office is not in
China,” Zhao said in a company message
inNovember 2017, seen by the F1

The documents underscore the

utinise cryp-
to-related activity. Zhao has said that
‘most Binance staff, ulhgr than “a small

Crypto exchange Binance concealed
extensive links to China for years

claimed Binance was opening an office
in Beljing. “Reminder: publicly, we have
offices in Malta, Singapore and Uganda,”
one message said. “Please do not con-
firm any offices anywhere else, includ-
ing China”

number ", left
China after 2017 when Beijing intensi-
fied its crackdown on crypto.

The exchange was sued by US regula-
tors this week over allegations that it
hadillegally served American clients.

The Commodity Futures Trading
Commission also alleged that Binance

“intentionally” did not disclose the loca-
tion of its executive offices and that
statements that its headquarters were
wherever Zhao was located reflected “a
deliberate approach toattempt to avoid
regulation”.

In late 2019, employees at the com-
pany discussed a media report that

Id the FT: “It

that anonymous sources are citing
ancient history (in crypto terms) and
dramatically mischaracterising events.
This is not an accurate picture of
Binance’s operations.”

Zhao was born in China but has Cana-
dian citizenship and has publicly denied
that Binance is a Chinese company.

“The original founding team mem-
bers that were based in Shanghai left
China just two months after the com-
pany was organised,” Binance said, add-
ingthat it had “never been registered or
incorporated in China”, nor did it have
any technology in the country.
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Financial crackdown

German agency to chase white-collar crime

Berlin reacts to criticism
with tougher body to
tackle money laundering

GUY CHAZAN — BERLIN

Germany is o establish a new beefed-up
anti-money laundering authority, after
widespread criticism of its failure to
crack down on white-collar erime.

The new agency willbe called the Fed-
eral Authority for Fighting Financial
Crime, or BBF in German. It will be
guided by the principle of “follow the
money”, said asenior official.

The move follows a critical report
issued last August by the Financial

Action Task Force, a Paris-based inter-
governmental agency that sets stand-
ards for limiting money laundering and
the financing of terrorism.

It said Berlin needed to “do more to
proactively and systematically investi-
gate and prosecute money laundering
activity, inline with [its] risk profile”.

The creation of the agency also fol-
lows the fall of payments giant Wire-
card, whose collapse in 2019 turned into
the biggest accounting scandal in Ger-
‘many’s postwar history.

Laws passed in the wake of Wirecard’s
collapse granted financial watchdog
BaFin extensive powers to probe the
accounts of Germany’s most important
listed companies and tightened rules for

auditors. Germany’s existing anti-
‘money laundering agency, the Financial
Intelligence Unit, will be integrated into
the BBF, which will also be responsible
for enforcing international sanctions.
The FIU has long been under fire for
its slowness in dealing with reports of
suspicious financial activity. German
media reported last year that it was sit-
ting on a backlog of more than 100,000
such reports. Officials said that by
March 21, that had been cut to 30,000.
“The aim of the new agency .. . is to
strategically realign the fight against
money laundering in Germany,” a sen-
ior official said. The authority would
“concentrate on meaningful cases of
international money laundering. ..

large-volume, complex, systematically
organised [crimes] . . . thatare planned
from Germany or have some kind of
German connection”, he said.

“Where we see suspicious activity on
financial markets, in payment flows, in
carousel or securities transac-
tions . . . we will investigate it along the
money flows.”

Money laundering has long been seen
asa serious problem in Germany, where
cashisused in many transactions that in
other countries would occur digitally.

In its report last year, the FATF said
domestic co-ordination across Ger-
many’s 16 states was a “challenge” and
called for better co-operation between
its supervisory and law enforcement

agencies. “Priority should also be given
to mitigating the risks associated with
the high use of cash in the country and
the use of informal money or value
transfer services,” itsaid.

The head of the FIU, Christof Schulte,
resigned last December after the gov-
ernment admitted that the FATF had
been keptin the dark about the extent of
the backlog of cases at the agency.

Schulte will be succeeded by Daniel
Thelesklaf, a Swiss citizen whom
finance minister Christian Lindner has
said is a “proven expen in the fight
against money launderis

The finance ministry W11| submitabill
on the creation of the new authority to
the Bundestagin the coming months.

Russian invasion

Kyiv suspects
China ‘testing
ground’ on

role to play in
peace process

BEN HALL AND GIDEON RACHMAN
KYIV

China is still “testing the ground” on
whether it wants to engage fully in a
peace process to end Russia’s war
against Ukraine, the Ukrainian foreign
minister has sai

Dmytro Kuleba said Beijing had not yet
decided whether to invest fully in brok-
ering a negotiated end to the war or to
mtenslfyw_s suppon for Moscow, includ-

Spain

Madrid to raise contributions
rather than cut benefits as

population ages and costs soar

BARNEY JOPSON — MADRID

Spain is forging ahead with pension
reforms that include a contentious fix
for years of expensive promises to reti-
rees: making younger people pay more.

‘While France is in revolt over plans to
lift the minimum retirement age from
620 64, Spain’s has been at 65 for dec-
ades, leaving it searching for other ways
to shore up a creaking pension system
while being fair to youngand old.

Having repealed 2013 reforms that
became politically intolerable for cut-
ting the benefits of today’s retirees, the
Socialist-led government will today ask
lawmakers to approve a package that
seeks more from younger generations.

José Luis Escriv, pensions minister,
said the measures would move from
“the traditional paradigm of pension
reform”, calling France’s bid to raise the
retirement age an old-school approach.

Adopting measures eschewed by
France, Spain will pull new money into
the pensions pot from companies and
employees, especially the highest-paid,
then use it to reduce injustices such as
the punitive impact of missed contribu-
tions on women who gave up jobs to
lookafter children.

“We have created revenue-generating
measures that will strengthen the sys-
tem so that we can finance additional
spendingincreases,” Escrivé said.

But there is controversy over one
source of revenue called the “intergen-
erational equity mechanism”, Although
its name hints at redistribution from

Retirement. Reforms

asks young to pay for pensions shortfall
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older to younger people, it involves peo-
plein work havingto contribute more to
the social security system.

“Most experts think the title of this
mechanism is perverse. It is just the
opposite,” said Rafael Domenech, an
economist at bank BBVA who advised
on the repealed 2013 reforms, which
were passed by a conservative People’s
party (PP) government.

Escriva says Spain'’s efforts exemplify
the impossible dilemmas faced by many
European countries: how to balance
decent pensions for existing retirees,
intergenerational fairness for young
peopleand financial sustainability.

Achieving two of these goals tends to
be manageable. Securing all three is

Demonstration:  hard. Certain features of Spain makeits pensioner; by 2050 that dependency  “[¢’s ot
apensions challengetoughe, sarting withtheurg-  ratio will b just 17 o one. Spain's high i
protest this ency of reducingits qual to of 83 s behind the fall, about being
month in 116 per cent of gross domestic product. md thefactits baby boomeamelate.  geerous,
Barcelona. Anotheris that Spain has not fostered  Although its civil war ended in1939, & .
Unlike France,  a competitive market for 401(K)-style  Spain did not experience the surge in  1tS about
spainwillpull  private pensions seen n the S or em-  pregnanciesthatfollowed theendof the 1 ko syre
newmoneyinto ployer-based plans. That meanstheeld-  second world war elsewhere. Instead, .
theretirement erly’s dependence on state pensions,  the birth rate in the first years of Fran- ~ Pensioners
pot from with active workers financing the bene-  cisco Franco’s military dictatorship did havea
companiesand  fitsof retirces,is higher thanclsewhere. ot climb until the economy beganto 1<
employees Partly for this reason, the heneflts of take off in the late 1950s. Spain’s first ~ dignified

existing are compa bab just starting to reti life’
Lo generous. The size of their pensmns Politicians have given today’s pen-

equates to 80 per cent of net pre-retire-
‘ment income, ahead of France’s 74 per
centand an average of 62 per cent in the

sioners an immovable promise, limiting
options for reform. In a letter to them
last year, Escriva wrote: “Whatever the

OECD club of countries. circumstances, you must be sure that
‘The European C hasmade  the ing power of your pension is
afairer and healthier pensions systema  alwaysguaranteed.”

prerequisite for getting billions of euros
of EU recovery funds. Brussels has yet to
review the latest reforms.

Airef, Spain’s fiscal watchdog, last
week said the reforms would not pay for
themselves and would increase Spain’s
budget deficit by 1.1 percentage pomls

His sentiments reflected a consensus
over the 2013 reforms on the political
left. To limit costs, they had introduced
mechanisms to cap monthly pension
payments when the system was in defi-
cit and reduce benefits as the average
lifespan increased. These reforms had

of GDP by 2050. Th -
sures are stark. Today in Spain, lhere
are three people of working age for each

been d: into force in 2019 but
as soon as it came to cutting the pen-
sions of 10mn who vote, the Socialist-led

government voted to scrap them in
2021, but the PP opposed the decision.

That left pensions linked just to infla-
tion. As such, they rose 8.5 per cent in
January, better than the average rise of
about 3 per cent for salaried workers.
The average payment is now €1,191 per
‘month and the maximum €3,059.

“It’s not about being generous. It’s
about making sure pensioners have a
dignified life,” said Fernando Lujén of
the UGT union.

The CEOE, Spain’s business lobby,
complains not only about employers
having to make more social security
contributions, but also highlights the
raw deal for the young. Rosa Santos,
labour relations director at the CEOE,
described the intergenerational equity
‘mechanism as a tax. Young people “are
going to have to work more years [for]
the same pension as current pensioners,
and that’s the best-case scenario ... hav-
ingcontributed more to the system”.

Madrid calculates the reforms would
add €5,300 to the pension of someone

lda

weapons.

i teating Hie wround Tt oome
of the peace process, whether the
moment has come for them to play a
roleornot,” Kuleba said.

Beijing has still not agreed to Ukrain-
ian president Volodymyr Zelenskyy’s
request for atalk with Chinese leader Xi
Jinping despite China’s attempt to posi-
tion itself as potential peacemaker. The
leaders have not spoken since Russia’s
full-scale invasion in February last year.

Western capitals have expressed
scepticism about China’s statement of
principles for ending the war, which it
issued last month. But officials in Kyiv
arekeen to engage with Beijing.

Kuleba said China foreign minister
Qin Gang earlier this month assured
him that China would not provide weap-
ons to Russia. Kyiv has seen no evidence
itisalready doing so.

But Kuleba said he made clear to Chi-
nese officials “it is very inappropriate to
tryand put on the same footing the mili-
tary support provided to Ukraine and
‘military support provided to Russia”.

He added: “Ukraine is exercising its
right to self-defence to protect its terri-
torial integrity. And therefore countries
who provide weapons to Ukraine, they
helptodefend the UN Charter.”

Countries providing arms to Russia
would “become accomplices in the
crime of aggression and in the violation
of the territorial integrity of a sovereign
country,” he said.

“If the fundamental principle of the
Chinese foreign policy is respect for ter-
ritorial integrity, then we don't see any
kind of rational explanation or argu-
ment why it is legitimate to provide
weapons to Russia.”

Days before the invasion, China’s
president referred to a “no limits part-
nership” with his Russian counterpart,
Vladimir Putin, and Xi visited Moscow
on a state visit last week in a show of
support for the Kremlin. But Kuleba
said Ukraine’s intelligence assessment
was that Russia was “completely furious
with Chinese attitudes and the lack of
support comingfrom China”.

China “will not allow Russia to col-
lapse” but “they need a weak Russia to
make concessions to China, to provide
their resources”, he added. Russian oil
and gas exports to China have rocketed
over the past year as western markets
have been all but closed off.

Ukraineis gearing up for a counter-of-
fensive later this spring to drive Russian
troops out of the south and east of the
country. For many, it is seen as a key
moment for Kyiv to achieve a break-
through or risk leaving a stalemate that
deters further US and European sup-

port. Kuleba said the narrative of a
k break moment- d:

‘whois 60 today but give a 25-y
extra €20,000. As longas the benefits ot
currentretirees are: umoucl\able itmay

for Ukraine, as if it failed, it would help
those inthe west who want to push Kyiv

be the best deal young

Moscow.
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Europe

Ukraine’s neighbours grapple with glut of tariff-free grain

STEPHEN MCGRATH — BUCHAREST
BARBARA ERLING — WARSAW

Ukraine’s tariff-free access to the EU
has caused a grain glut in neighbouring
countries, leading to complaints that
Brussels is offering farmers too little
compensation.

The flow of cheap imports began after
the invasion last year when the EU
scrapped customs duties and quotas on
Ukrainian grain and rerouted some
shipments Russia had been blocking in
Black Sea ports via the Polish and Roma-
nian road and rail networks.

“Farmers in Romania are the most
impacted by the transit of grain coming
in from Ukraine,” said Alexandru Baciu,
who farms about 2,200 hectares in
south-east Romania. “They have depos-
its of unsold wheat from last year’s har-
vest . .. We have three months left and
we have not managed to sell last year’s
harvest because of this transitissue.”

At a European Council meeting in
Brussels last week, the European Com-
mission proposed that affected EU
farmers receive a total of €56.3mn to
mitigate the effects of an “excessive sup-
ply” of Ukrainian grain imports. Bul-

gariawould be offered €16.7mn, Poland
€29.5mn and Romania €10mn.

In late January, Bulgaria, the Czech
Republic, Hungary, Poland, Romania
and Slovakia pressed Brussels for an
“Urgent response” to address the impact
of a “significant increase” in Ukrainian
grain onlocal markets.

Romanian president Klaus Tohannis
said Brussels was ignoring the “huge
sacrifices” being made in facilitating
Ukraine’s exports and asked for more
than €10mn, which was “tiny, if not to
sayamockery of the issue we face”.

Romanian trade groups echoed this
sentiment. The Forum of Professional
Farmers and Processors has threatened
nationwide protests next month over
what it called a “derisory” offer.

During a visit to Bucharest on Mon-
day, Charles Michel, European Council
president, praised the role Romania had
played in setting up export routes and
bringing vital revenue to Ukraine. “But T
know this has adversely affected Roma-
nian farmers,” he said. “We should look
into increasing this amount.”

‘Mateusz Morawiecki, Poland’s prime
minister, who was visiting Bucharest
yesterday, said the offer was “inade-

quate” and called on Brussels to “helpus
more”. EU members are set to vote on
the farmers’ aid package today.

In Poland, Ukrainian imports have
been particularly destabilising in the
south-east. “Neither the Polish govern-
ment nor the EU is aware of the serious-
ness of the situation,” said Michat
Kolodziejczak, leader of Agrounia, a
farmers’ movement. Poland should
admit Ukrainian grain only if it was
bound for other markets, he said.

Ukrainian imports had driven down
local grain prices. “Last year grain prices
were around 1,500 zlotys ($346) a

mli=
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Constanta: grain lorries have been
queueing around the Romanian port

tonne, today prices are well below 1,000
Zlotys, they evenreach 750 zlotys.”

Lech Sprawka, governor of Lublin
region, which borders Ukraine, said
Poland was failing to re-export most of
the Ukrainian grain. Sprawka told TOK
FM radio that of 800,000 tonnes that
entered Poland this year, only about
4,000 tonnes were re-exported outside
the EU, to Africaand elsewhere.

Farmers recently pelted Henryk Kow-
alczyk, Poland’s agriculture minister,
with eggs, calling him a traitor and
accusing him of destroying their liveli-
hoods. Opposition lawmakers have
called for his resignation. The ministry
was yesterday scheduled to hold talks
‘with farmers on issues inchuding subsi-
dies for deliveries of grain toseaports.

Logistics has become a pressing issue
in Romania, where ports handling
Ukrainian grain were “full of goods”
they cannot handle, said Cezar Gheo-
rghe, an adviser to the agriculture min-
istry. Drone footage shot near the
Romanian Black Sea city of Constanta
shows lorry queues stretching around
the port. “In my 20 years of career in
agribusiness, Idid not see [queues] like
that,” said Gheorghe.
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American Jews
in backlash over
Netanyahu's
judicial reforms

Group that s politically diverse but
normally supportive criticises Israeli PM

FELICIA SCHWARTZ AND JAMES POLITI
WASHINGTON

Benjamin Netanyahu's attempt to over-
haul Israelsjudicial system has sparked
abacklash among some of the country’s
mostardent backers in the US, straining
support that has been at the core of its
security strategy for decades.

The recent criticism is remarkable in
that it is coming from a politically
diverse group of American Jews that has
for the most part been steadfast in its
defence of Israel, even as the country
faced mounting condemnation of its
treatment of Palestinians.

What has shaken the US Jewish com-
munity so much this time is the sense

scene, by showing contempt for then
president Barack Obama, then by em-
‘Dbracinghis successor, Donald Trump.

‘Among the high-profile defenders of
Israel who have spoken out recently is
former New York mayor Michael
Bloomberg, who said Israel’s govern-
ment was “courting disaster”. Miriam
Adelson, wife of the late US casino mag-
nate and mega Republican donor Shel-
don Adelson, said Netanyahu's hasty
rush to enact changes was “naturally
suspect” and that “bad motivations
never bring good outcomes”.

Zeke Emanuel, an oncologist and
Dioethicist at the University of Pennsyl-
vaniaand a prominent Jewish American

that is tryingto
Israel’s democraticinstitutions.

“We love Israel but we're not going to
watch as Israel’s democratic founda-
tionsare weakened, if not undermined,”
said Rabbi Rick Jacobs, president of the
Union for Reform Judaism, dubbing
recenteventsasa “key inflection point”.

He added: “We can't imagine a Jewish
state that isn’t democratic and yet there
are peoplewhocan.”

Netanyahu has bolstered his leader-
ship credentials in Israel by touting his
sophisticated understanding of US
political dynamics, frequently suggest-
ing his rivals at home might mishandle
relations with Washington when polls
show many Israelis have security issues
uppermoston their minds.

But critics argue he planted the seeds
of the recent break with American Jews
by overtly inserting himself into an
increasingly polarised US political

Rahm Emanuel, the US
envoy toJapan, said he saw eroding sup-
port for Israel within his own family.

“Alot of American Jews don’t identify
with this regime . . . and I think that’sa
real problem,” said Emanuel, at the
weekend’s protests while visiting Israel.

Emanuel, a former government
health official, added: “I look at my
daughters, my nieces and my nephews.
Unlike me, we were clamouringto come
tolsrael, we felt free inIsrael, they don’t.
They’re not clamouring to come, they’re
not taking their children, they don't see
itasessential.”

David Friedman, the US envoy to
Israel during the Trump administration
who is close to Netanyahu, described
the past few days and weeks as “one of
the hardest things I've had to watch”.

“We see the whole of Israel as a mira-
cleand as something that is at the core of
ourJewishness, and watching that social

o

Aprotestat the
Israeli consulate
in New York on
Monday. Below,
2016, Benjamin
Netanyahu and
Barack Obama
Leonardo unczand Jim
Wascr/AFPIGeny mages

fabric disintegrate was more painful
than if Israel were attacked by an enemy
from the outside,” Friedman said. He
supports some of the changes but called
the implementation process “botched”.
Four top American Jewish organisa-
tions have also weighed in. The Confer-
ence of Presidents of Major American
Jewish Organizations, the Anti-Defama-

tion League, the AmericanJewishCom-  *Waching

mittee and the Jewish Federations of

North America this week called the last ~ that social
three months “painful” and urged  falric

Isracl’s parliament to build consensusin
themonthsahead.

said he would suspend the reforms fol-

lowing widespread protests, sayinghe ~ painful
wanted “to avoid civil war through dia- o if

logue”. But many concerns remain.

Jacobs of the Union for Reform Judaism ~ Israel were
pointed out: “I was relieved, but not attacked by

entirely. There was a commitment to

delay but notacommitment todiscard.”  an €nemy
The crisis peaked after Netanyahu from the

fired his defence minister, bringingtens

of thousands on to Isracl'sstreets as the outside’

country temporarily shut down amid
‘mass strikes. But tensions with Ameri-
canJews had already been mounting.
When Netanyahu returned to power
late last year, he formed what is argua-
bly the most rightwing government in
the country’s history, including minis-
ters from far-right and ultra-Orthodox
parties. This further hurt ties with

disintegrate
This week, Israel’s prime minister (3 more

American Jews who largely identify as
liberal and vote Democratic.

Adding to the schisms were provoca-
tive statements by government minis-
ters such as Bezalel Smotrich in the
defence ministry who said Israel should
“wipe out” the Palestinian town of
Huwara. More than 120 Jewish leaders
signed a letter opposing his planned
visit to the US. It went ahead, but he was
shunned by major Jewish groups.

“Most of the American Jewish com-
munity has deep reservations on Net-
anyahu’s politics,” said Jon Alterman,
director of the Middle East program at
the Center for Strategic and Interna-
tional Studies. “The American Jewish
community tends to skew left and the
IsraeliJewish polity ismoving right.”

In Congress, there has been bipartisan
pressure on Netanyahu to back off. Mitt
Romney, the Republican senator from
Utah, joined Chris Murphy, a Connecti-
cut Democrat, this week welcoming the
reforms’ postponement. President Joe
Biden said of them on Tuesday: “Thope
he [Netanyahu] walks away fromit.”

Pre-election pledge

Erdogan slashes Turkey’s energy bills

ADAM SAMSON — ANKARA

Recep Tayyip Erdogan has said his gov-
ernment will cut energy bills for con-
sumers and companies in the Turkish
president’s latest attempt to ease the
costof living crisis weeks before a hotly
contested election.

Residential and business electricity
rates will be cut by 15 per cent next
month, while industrial groups will
receive a 20 per cent discount on their
natural gas bills, Erdogan said in parlia-
mentyesterday.

The stimulus measures come as con-
sumers face a squeeze from severe infla-
tion that has caused the price of every-
thing from groceries to housing to soar.
Erdogan’s unconventional economic
policies have inflamed the inflation cri-
sis and weakened the currency, which
has weighed heavily on his popularity.

He is set to face his toughest election
during his two decades in power on May
14. Several of Turkey’s leading opposi-
tion parties this month chose Kemal
Kihgdaroglu as a common candidate to
battle Erdogan.

The state of the economy and the gov-
ernment’s sometimes stuttering
response to the February 6 earthquake,

which killed more than 50,000 people in
Turkey, are expected to dominate the
campaignin its final weeks.

Consumer prices were up 55 per cent
in February compared with the same
month in 2022, while the domestic pro-
ducer price index was up 77 per cent
over the same period, according to offi-
cial data.

Erdogan pushed the central bank to
slash interest rates last year, in contrast
o most countries, which boosted them
to combat inflation. The lira has tum-
bled 62 per cent against the US dollar
since the start of 2021, as many foreign
investors have fled the country over

Recep Tayyip Erdogan: set to face
his toughest election in two decades

concerns about its economic trajectory.

The government has attempted to
dull the blow from runaway inflation
with a series of measures, including a
55 per cent rise in the minimum wage at
the start of this year and increases to
pensions for publicservants.

It has also attempted to shore up the
lira with the introduction of bank
accounts that protect against exchange
rate fluctuations and tight controls on
the movement of foreign currency by
companies.

While Erdogan’s appeal has been
wounded by the economic malaise, he
remains popular in many constituen-
cies, particularly in the more pious parts
of society that he has championed dur-
ing his time in power. He has also
received a boost on the international
stage since early 2022 for acting as a
mediator between Russiaand the west.

His pushback against Sweden’s bid to
join Nato, over claims that it had har-
boured individuals Turkey considers to
be terrorists, also gained Erdogan
favouramong some groups.

Kiligdaroglu’s opposition coalition,
which is composed of six parties, has
promised to return Turkey to a more
orthodox economic model if it wins.

Bern-Brussels relations

Switzerland to restart talks on

SAM JONES — ZURICH
ANDY BOUNDS — BRUSSELS

Switzerland has announced plans to
restart diplomatic talks with the EU
after a two-year hiatus that raised
doubts on the nation’s future economic

2021 when Bern abruptly announced it

closer EU ties

to strong-arm Switzerland into big con-

‘The breakthrough came earlier this
month after a visit to the Swiss capital
by European Commission vice-presi-
dent Maros Sefcovic, ible for

the EU sought
its authority with neighbouring states.
In a 2020 referendum, 38 per cent of
Swiss voters supported pulling out of

relations wil Heagreed to

and political ionship with the bloc.

Bern said it was authorising diplomats
to prepare a formal negotiating man-
date to reopen talks this summer on a
deal that could stabilise trading ties in
exchange for concessions on Swiss sov-
ereignty. “There is a positive momen-
tum in the talks between Switzerland
and the EU at the technical, diplomatic
and political levels,” the government
said yesterday.

Swiss officials are proposing a “pack-
age” agreement bundling multiple trea-
ties rather than a universal framework.
Efforts to forge a hensi

ditch the overarching talks format.

“We welcome the positive momen-
tum towards modernising EU-Swiss
relations,” Balazs Ujvari, a commission
spokesman, said yesterday. “Our objec-
tive remains the same: to upgrade EU-
Swiss relations in a way that reflects
Switzerland’s deep integration into the
EU single market, with a level playing
field asits cornerstone.”

The 2021 breach set the stage for a
“slow motion Swexit”, as individual
agreements in areas such as medical
regulation, financial equivalence and

inceri dardslap:

In Brussels, the talks were seen as a
way to streamline EU-Swiss relations
and rectify disproportionate conces-
sions granted to the country as a result
of previous piecemeal negotiations.

A country of just under 9mn people,
Switzerland is the fourth largest eco-
nomic partner of the EU, after China,
the US and UK, with annual bilateral
trade worth €280bn last year.

Switzerland is in urgent need of an
electricity and power-trading agree-
ment with Europe, economists point
out, as highlighted by extreme energy
price fluctuations this year, and Swiss

iversiti ing for access to

“framework agreement”, which
reworked a series of treaties with Brus-
sels into a single text, foundered in May

The framework negotiations, which
had dragged on for seven years, were
regarded by many in Bern s an attempt

https://ft.pressreader.com/v99f/20230330

The Government of Sri Lanka Seeks
Transaction Advisors

Assist in Divesting
Selected State-Owned Enterprises

The Government of Sri Lanka (GoSL) has mandated the State-Owned Enterprise
Restructuring Unit (SRU) to divest the following State-Owned Enterprises.

Sri Lanka Insurance Corporation Ltd
Canwill Holdings Pvt Ltd

to

(Grand Hyatt Hotel Colombo)

Hotel Developers Lanka Ltd

(Hilton Hotel Colombo)

Litro Gas Lanka Ltd inciuding
Litro Gas Terminals (Pvt) Ltd

(LPG retailing, filling and storage)

To assist with such divestments, SRU seeks to appoint reputed, qualified and

experienced firms to provide transaction advisory services.

Interested firms may refer to the link https://www.treasury.gov.lk/web/sru for details of
the entities being divested and the information /documentation to be provided when

responding to this advertisement.

Expressions of Interest (EQI) and responses to the Request for Proposals (RFP) must be

submitted no later than 16.00 hours (IST) on 27th April 2023.

State-Owned Enterprise Restructuring Unit
3° Floor, Lotus Building, Temple Trees, Colombo 03. Sri Lanka.

for more info

the EU's Horizon funding programme.
Sefcovié warned there were still big
differences between the twosides.
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Credit Suisse
violated 2014
plea deal over
secret accounts

@ Senate panel says tax evasion persisted
o Bank failed to disclose nearly $100mn

OWEN WALKER — LONDON
STEFANIA PALMA — WASHINGTON

Credit Suisse violated a 2014 plea deal
with the US government for the Swiss
bank's role in helping wealthy Amer
cans evade tax, according to an investi-
gationbyth i i

$100mn for a family of dual US-Latin
American citizenship, the report says.
The bank “intentionally” hid the cli-
ents’ US citizenship on internal paper-
work and helped them “quietly close”
the accounts and transfer the assets
Isewhere, the report said, citing the

‘The two-year probe claimed that the
bank, which s being taken over by rival
UBS, failed to disclose nearly $100mn in
secret offshore accounts belonging to a
single family of US taxpayers.

“At the centre of this investigation are
greedy Swiss bankers and catnapping
government regulators, and the result
appears to be a massive, ongoing con-
spiracy to help ultra-wealthy US citizens

‘At the centre of this
[probe] are greedy Swiss
bankers and catnapping
government regulators’

to evade taxes and rip off their fellow
Americans,” said Senator Ron Wyden,
who chairs the committee.

‘Under the 2014 Department of Justice
deal, Credit Suisse was fined $2.6bn, but
settled for $1.3bn after agreeing to com-
ply with disclosure rules. But in March
2021, several ex-Credit Suisse bankers
who originally blew the whistle on the
bank urged US authorities to reopen the
case, stating that the tax evasion contin-
ued “well after the plea agreement and

whistleblowers. This may lead to one of
thelargest penalties for violations of for-
eign bank account registration rules in
US history, the committee said.

The 77-page report also set out Credit
Suisse’s alleged efforts to help Dan
Horsky, a wealthyIsraeli-American eco-
nomics professor conceal $220mn in
offshore accounts from the govern-
‘ment. In 2017, Horsky was sentenced to
seven months in prison for tax evasion.

Staff at the Swiss bank were aware of
Horsky's potential compliance issues at
least three years before declaring one of
his accounts after being contacted by
the DoJ in2015, the report found.

The report said that Credit Suisse
informed the committee that it had dis-
closed thousands of undeclared
accounts worth more than $1.3bn to US
authorities since its plea deal. But in
response to the panel’s inquiries, the
‘bank found 23 more client relationships
valued at more than $20mn with poten-
tially undeclared accounts, the report
said. The DoJ did not immediately
respond toarequest for comment.

Credit Suisse has faced fines from
European regulators over similar issues,
including a €238mn deal with France to

Flight cancelled Airbus drops Atos unit deal
fund chief Hohn

SINSALRIENGR

SYLVIA PFEIFER —

after pressure

—
R

from hedge

3] —

TCI chief Chris Hohn said Airbus should focus on hitting aircraft delivery targets — paicia Huchor Boissersbacapresscom

LEILA ABBOUD — PARIS

Airbus bowed to pressure from bil-
lionaire hedge fund manager Chris
Hohn and yesterday pulled its bid to
buy a minority stake in a unit of
FrenchIT services company Atos.

Shares in Atos plummeted 17 per cent
to €10.62 in Paris after the company
confirmed the European plane maker

LONDON digitalisation and technology devel-

opment, said a person familiar with
the matter, but decided buying a
roughly 30 per cent stake in Evidian
was not the best way forward.

Airbus would not have been able to
run the business, which is in the mid-
dle of a turnround, even after having
invested a significant amount.

But the two companies said in sepa-
rate statements they would continue

ways they could work

would nolonger p totakea
29.9 per cent stake in Evidian, itsdig-  together. Airbus stressed that a part-
italand bigdataarm. nership had “the potential to create

Guillaume Faury, Airbus chief exec-
utive, had said the company would
only progress with a deal if it made
sense “from a financial standpoint”.

The decision not to progress comes
after Hohn, whose TCT fund is one of
the largest shareholders in the Euro-
pean plane maker, demanded it drop
its interest, describing the proposed
deal as a “bailout of Atos, a company
that is burdened with unsustainable
levels of debtand other liabilities”.

Hohn also questioned the use of

time on i

JPMorgan’s
Dimon forced
to testify in
Epstein cases

JOE MILLER AND JOSHUA FRANKLIN
NEW YORK

Jamie Dimon, the longtime chief execu-
tive of JPMorgan Chase, will be inter-
viewed under oath over his bank’s deci-
sion to retain the late sex offender Jef-
frey Epstein as a client, said people
familiar with the matter.

The sworn deposition, to take place
behind closed doors in May, is the latest
development in two high-profile cases
brought against the US bank by an
alleged Epstein victim and by the US
Virgin Islands, where the disgraced fin-
ancier hadahome.

The lawsuits claim JPMorgan, where
Epstein banked for 15 years from 1998
02013, benefited from human traffick-
ingand ignored internal warnings about
its client’s illegal behaviour. The lender
has described the claims as meritless.

The pre-trial process unearthed com-
munications between JPMorgan staff
that referred to a “Dimon review” into
the bank’s relationship with Epstein.

The bank denied that its chief execu-
tive hadany knowledge of such areview.

A person familiar with the bank’s
internal probe said there was no record
found of Dimon being in direct commu-
nication with Epstein or being included
inany discussion over retaininghim asa
client. JPMorgan declined to comment.

Lawyers for JPMorgan had previously
resisted attempts to depose Dimon and
tried to limit the range of documents
handed over in the pre-trial process.

Last week, Judge Jed Rakoff, who is
presiding over the cases, denied in part
JPMorgan's request to dismiss the law-
suits and allowed some claims against
the bank — and some against Deutsche
Bank, which is being sued separately by
analleged Epstein victim — to proceed.

He later ordered JPMorgan to hand
over documents containing communi-
cations involving Dimon and former
general counsel Steve Cutler from
before 2006, the year that Epstein was
firstarrested. A provisional trial date for
both cases has been set for October.

arguing Airbus should be focusing on
meetingaireraft delivery targets.

TCL, which has a more than 3 per
cent stake in Airbus and has been a

sentencing”. resolve claims that it broke laundering ‘Theloss of that option will pile pres- ~ significant value for both companies”,
The release of th ittee’sinves-  laws by luri and. sure on Atos, somethingthatwill con-  something Atos repeated.

tigati le ksafter  Ina yesterday, Credit | cernthe French government because  Atos said it would “explore other

UBS agreed to buy Credit Suisse for ~ Suisse said: “In its core, the report h itive qu ptions with Airbus and keep working

$3.25bn in a deal orchestrated by Swiss ~ describes legacy issues, some froma | computingassets and cyber defences  ona icand partner-

regulators in the face of adecpeningcri-  decade ago, and we have i that Paris consi i ship for the long term”.

sisatthebank.

Following the launch of the investiga-
tion, whistleblowers in 2021 informed
the committee that Credit Suisse also
held undeclared accounts worth nearly

extensive enhancements since then to
root out individuals who seek to conceal
assets from tax authorities.”

Credit Suisse staff poached page 9
AT1wipeout to cost banks page 10

The investment would have helped
Atos carry out a planned split after a
period of heavy losses.

Airbus had begun talks with Atos
because it was interested in boosting

Airbus stressed that withdrawing
the bid was “an independent decision
by our board of directors and man-
agement which was not influenced by
outside pressure or parties”.

since 2012, had filed a
motion for the group to answer 16
questions on the transaction at its
annual meeting next month.

Atosin June last year said it planned
to split in two, a process it aimed to
complete by mid-2023 at the earliest.

Former JPMorgan executive Jes Staley
is also set to be deposed by his former
employer’s lawyers in April after the US
bank countersued him for any potential
damages. JPMorgan's complaint claims
Staley witnessed and participated in sex
crimes at Epstein’s residences, and
alleges he did not disclose this “despite
havinga fiduciary duty”todoso.

Staley has denied any involvement in
Epstein’sillegal activities.
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Industrials have much to gain by abandoning forever chemicals’

INSIDE BUSINESS

Peggy

Hollinger

n 1987, the world decided to ban
chlorofluorocarbons, just two years
after discovering that they were
depleting the ozone layer. Industry
warned of dire economic conse-
quences should the ban go through. Fast
forward 36 years and 99 per cent of

industry is up in arms, declaring that
Europe’s proposal threatens global
growth, makes the green transition
impossible and jeopardises thousands
of jobs by classingall PFAS as harmful.

In some cases, such as chipmaking,
alternatives are unavailable or costly to
develop. Meanwhile, at least one law
firm is advising its chemical clients to
“step up advocacy activities” — or lob-
bying —tokill the proposal.

It is a predictable reaction. But it is
misguided. The global trend is clear and
itisnotin PFAS’s favour.

Two of the most toxic variants have
already been banned under a UN con-
vention. Concern is now growing over
their PFAS replacements and, with so
many, it is hard to judge toxicity on a

s 2

depleting sub ‘have been
phased out and the ozone is recovering.

To anyone following the so-called
“forever chemicals” debate, the tale is
familiar. But there is no guarantee of a
happy ending this time unless industry
adaptsits approach.

Last week Europe launched a public
consultation on one of the most radical
pieces of chemical legislation ever pro-
posed: a phased ban on up to 10,000
substances known as PFAS.

These molecules, which have a chain
of linked carbon and fluorine atoms, are
used in millions of applications, from
cookware to cosmetics, batteries and
semiconductors to medical devices.

They are valued for their high resist-
ance to oil, water and heat. But as their
use has grown, scientists have worried
about health risks. PFAS do not break
down easily, accumulate in the environ-
‘ment and human organs, and are linked
to cancers and other health issues. The
US Environmental Protection Agency
has warned that even near-zero levels of
PFAS could pose a threat.

Yet the international chemicals

basis.
So European regulators are consider-
ing a broader

restriction unless The global trend is not in

safety can be
proved. Even inthe
US, where the
approach is more
targeted, PFAS
curbs are growing.

PFAS’s favour. Two of the
most toxic variants have
already been banned
under a UN convention

Some 30 US states
have either implemented or are consid-
ering restrictions on forever chemicals.

The number of US lawsuits is also ris-
ing, while in Europe 3M's $581mn settle-
‘ment with Belgium last year over PFAS
pollution could signal more environ-
mental lawsuits, insurers have warned.

3M, one of the world’s largest PFAS
producers, certainly thinks that the risk
isnot worthit. It has said it will stop pro-
ducing or using the compounds by the
end 0f2025.

Investors, too, are concerned. Manag-
ersof$8tn in assets last year wrote to the
biggest chemical companies to demand
that persistent chemicals be phased out.

Some, like 3M, have set out road maps

for action. Others are pulling informa-
tion on their troublesome chemicals
from public view. And yet others such as
Chemours — a company spun out of
DuPont — and Japan’s Daikin are even
opening new production lines to serve
chipmakers and other industries.

There is a case for exempting vital
industries such as chipmaking, where
the high specifications required make
alternatives more difficult to find. But
this should be paired with stricter regu-
lation on useand disposal.

There is less justification for contin-
ued use in discretionary areas, such as
cosmetics, rainwear and dental floss.

Without the pressure of regulation it
is doubtful that producers or users will
beinclined to find alternatives. Industry
has known of the toxic effects of some
PFAS for decades, yet they arestillinuse
and accumulatingin the environment.

Any EU ban s still years away and the
proposals are sure to be revised before
then.

But for industry to get the best out-
come, it needs to engage more actively
with the emerging concerns. For exam-
ple, there is a distinct lack of transpar-
ency.

After three years of work, the
researchers drafting the EU plan still
struggled to identify who produces what
andwhere in Europe.

Companies should be more open
about their PFAS products. They should
disclose independently verified assess-
‘ments of safety and their investment in
alternatives.

Replacing PFAS will be harder than
the global effort to replace CFCs. But
that experience shows the industry is
capable of achieving the seemingly
impossible. And for those that do, there
is considerable business to be won.

peggy-hollinger@ft.com
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Chatbot labs urged to delay projects

Musk among those to sign
letter seeking a six-month
hiatus on ‘dangerous’ race

TIM BRADSHAW AND IAN JOHNSTON
LONDON

Elon Musk and more than 1,000 tech
researchers and executives have called
forasix-month “pause” on the develop-
ment of advanced artificial intelligence
systems, such as OpenAI’s ChatGPT, to
halt what they call a “dangerous” arms.
race.

An open letter, published yesterday
by the Future of Life Institute, a non-
profit campaign group, had been signed

by more than 1,100 individuals from
across academia and the tech industry
within hours of its publication.
“Recent months have seen AT labs
locked in an out-of-control race to

“We call on all Al labs to immediately
pause for at least six months the train-
ing of Al systems more powerful than
GPT-4. This pause should be public and
verifiable, and mc]ude all key acturs [f

put Alinto the hands of millions of eve-
ryday users. That accelerating pace of
development and public deployment
has worried some AT researchers and
tech ethicists about the potential impact

blic di d

1 d ful

digital minds that no one — not even

uch a
governments should step in and insti-

their predict
orreliably control,” the letter stated.

Signatories include Al professors Stu-
art Russell and Yoshua Bengio, the co-
founders of Apple, Pinterest and Skype,
and the founders of Stability AT and
Character.ai. The FLIL, which published
the letter, counts Musk among its top
funders and is led by Max Tegmark, a
Massachusetts Institute of Technology
professor and Al researcher.

tutea

The letter follows a rush of ground-
breaking Al launches over the past five
months, including Microsoft-backed
OpenAlI’s ChatGPT in November and
this month's release of GPT-4, the model
that

humanitys ability to keepup.
The letter urged the creation of

treal, and Berkeley professor Russell.
Musk, who was a co-founder of OpenAT
but left in 2018 and has since become
critical of the organisation, also signed
theletter.

Others include Apple co-founder
Steve Wozniak, author Yuval Noah
Harari and former US presidential can-

shared safety protocols that are audited
byi experts to“

systems adhering to them are safe
beyondareasonable doubt”.
“Al systems with human-competitive

Companies such as Google, Microsoft
and Adobe are also adding new kinds of
Al features to their search engines and
productivity tools, in a move that has

pose profound risks to
society and humanity,” it stated.

Top of the growing list of signatories
to the letter are noted Al researchers
Bengio, professor at University of Mon-

didate Andrew Yang.

Nobody identifyi asan
employee of OpenAT was amongthe first
1,000 people tosign theletter.

The intervention comes as govern-
ments around the world are racing to
formulate a policy response to the rap-
idly evolving field of AL even as some
Big Tech companies are cutting back
their Al ethics teams.

Critics voice safety concerns
after Google, Microsoft and

rivalslay off ethics advisers

CRISTINA CRIDDLE AND MADHUMITA
MURGIA — LONDON

Big Tech companies have been slashing
staff from teams dedicated to evaluating
ethical issues around deploying artifi-
cial intelligence, leading to concerns
about the safety of the new technology
as it becomes widely adopted across
consumer products.

Microsoft, Meta, Google, Amazon and
‘Twitter are among the companies that
‘have cut members of their “responsible
Al teams”, who advise on the safety of
consumer products that use artificial
intelligence.

The numbers of staff affected remain
inthe dozens and representa small frac-
tion of the tens of thousands of tech
workers eliminated in response to a
broader industry downturn.

The groups said they were dedicated
to rolling out safe AT products. But
experts said the cuts were worrying, as
potential abuses of the technology are
being discovered just as millions of peo-
ple begin to experiment with Al tools.
Their concern has grown since the suc-
cess of the ChatGPT chatbot launched
by Microsoft-backed OpenAL which led
other techs to release rivals such as
Google’s Bard and Anthropic’s Claude.

“Itis shocking how many members of
responsible Al are being let go at a time
‘when arguably, you need more of those
teams than ever,” said Andrew Strait,
former ethics and policy researcher at
Alphabet-owned DeepMind and associ-
ate director at research organisation
AdaLovelace Institute.

Microsoft disbanded all of its ethics
and society team in January, which led
the company’s initial work in the area.
The tech giant said the cuts amounted to
fewer than 10 roles and that Microsoft
still has hundreds of people working in
its office of responsible AL

“We have significantly grown our
responsible Al efforts and have worked
hard to institutionalise them across the
company,” said Natasha Crampton,
Microsoft’s chief responsible Al officer.

Twitter has slashed more than half of
its headcount under Elon Musk, includ-
ing its small ethical AT team. Its past
work included fixing a bias in the Twit-
teralgorithm, which appeared to favour
white faces when choosing how to crop
images. Twitter did not respond to a
request for comment.

Twitch, the Amazon-owned stream-

Technology. Governance

Silicon Valley curtails ‘responsible AT’ oversight

.z

Cost cutting:
Meta, Amazon,
and Twitter are
among the tech
groups whittling
down teams that
were set up to

safeguard users
T montage/resmetine/
ety images SOPA Insges

ing platform, cut its ethical Al team last
week, making all teams working on AT
accountable for issues related to bias,
according to a person familiar with the
‘move. Twitch decli

author of Algorithms for the Peaple. “The

n September, Meta dissolved its
responsible innovation team of about
20 engineers and ethicists tasked with
evaluating civil rights and ethics on
Instagram and Facebook.

Meta did not respond to a request for
comment.

9 ible AT the

mationand inexam:

only internal bastions that Big Tech
‘have to make sure that people and com-
‘munities impacted by Al systems are in
the minds of the engineers who build
them,” said Josh Simons, former
Facebook Al ethics researcher and

WtGPT

G\

=2

speed with which they are beingabol. 15
ished leaves Big Tech's algorithmsatthe ~ shocking
mercy of advertising imperatives,
ining the wellbeing of kids, vul- how R
nerable people and our democracy.” are being let
Another concern is that large lan-
guage models, which underlie chatbots  S° when
suchas ChatGPT, are known to “halluci- ~arguably,
nate” — make false statements as if they
it el
ous purposes suchasspreading disinfor- - MOTE of
“What we are beginning to see is that those tearyns
than ever

we can't fully anticipate all of the things
that are going to happen with these new
technologies, and it is crucial that we
pay some attention to them,” said
Michael Luck, director of King’s College
Londons Institute for Artificial Intelli-

8¢l

The role of internal AI ethics teams
has come under scrutiny as there is
debate about whether any human inter-
vention into algorithms should be more
transparent, with input from the public
andregulators.

In 2020, the Meta-owned photo app
Instagram set up a team to address
“algorithmic justice” on its platform.
The “IG Equity” team was formed after
the police murder of George Floyd and a
desire to make adjustments to Insta-
gram’s algorithm to boost discussions of

race and highlight profiles of marginal-
ised people.

Simons said: “They are able to inter-
vene and change those systems and
biases [and] explore technological
interventions that will advance
equity . . . but engineers should not be
deciding how society is shaped.”

Some employees tasked with ethical
Al oversight at Google have also been
laid off as part of broader cuts at Alpha-
bet of more than 12,000 staff, according
toaperson close to the company.

Google would not specify how many
roles had been cut but said that respon-
sible Al remains a “top priority at the
company, and we are continuing to
investin those teams”.

The tension between the develop-
ment of Al ithin compa-

Automobiles

VW wants to
pay members
of executive
board up to
25% more

PATRICIA NILSSON — FRANKFURT

‘Volkswagen wants to pay members of
its executive board up to 25 per cent
more, sparking wider concerns over
Oliver Blume’s role as chief executive of
both VW and Porsche.

Blume, head of Porsche since 2015,
stepped into the dual role in September
after Herbert Diess was ousted as boss of
'VW by shareholders and union leaders
following repeated clashes with the
group’s powerful works council.

Some investors have criticised
Blume’s unusual position as head of
both companies, particularly given his
plans to overhaul VW at a difficult time
for the group and car industry as it
switches to electric technolo;

“The dual role of CEO Blume and the
resulting capacity restrictions for his job
at VW raise the question whether it is
the right time to increase his maximum
pay,” said Janne Werning, head of ESG
capital markets and stewardship at
Union Investment, one of the company’s
top15shareholders.

VW’s supervisory board proposed
raising maximum pay for members of
the executive board up to 25 per cent.
from €12mn to €15mn, which share-
holders must approvein a vote in May.

Supervisory board members are also
in line for a significant pay rise under
the proposals, with fixed pay increasing

Some investors have
criticised Blume’s unusual
position as head of both
Volkswagen and Porsche

from €100,000 a year to €175,000,
while the cap on maximum pay would
grow from €7mn to €8.5mn.

The plan, which was developed with
the help of a “renowned and independ-
ent external remuneration consultant”,
kicks in retroactively from the start
0f2023.

Under the German system, there
are two boards. The executive board
is the main decision-making body that
manages the company, while the
supervisory board oversees the work of
the former and advises on strategic
planning,

Werning said that Union Investment
would engage with VW on the underlin-
ing targets of the proposed executive
remuneration strategy, which would see
long-term incentive schemes play a rel-
atively moreimportantrole.

“A raised ceiling should not lead to
excess pay because of unambitious tar-
gets,” hesaid.

The decision comes against a back-
drop of strikes in Germany and other
European countries as workers press for
higher pay because of the rising cost of
living, while companies warn the
demands will fuel further inflation.

VW last year agreed to increase staff
pay for 2023 by 5.2 per cent, following

Ticé with v

nies and their impact and safety has pre-
viously emerged at Google. Two Al eth-
ics research leaders, Timnit Gebru and
Margaret Mitchell, left in 2020 and
2021, respectively, after a highly publi-
cised row with the company.

“Itis ic when

Blume has not yet fully laid out his
plan for VW, which has struggled with
its software strategy and decided to ven-
‘ture into battery manufacturing to sup-
portits transition into electric vehicles.
VW said two weeks ago that it would

Al practices are deprioritised for com-
petition or for a push to market,” said
Strait from the Ada Lovelace Institute.
“And unfortunately, what L am secing

pand in the US and
also in China on which the group relies
foralarge portion of its profits, commit-
ting €180bn over the next five years.
The carmaker also has a notoriously

nowisthatis exactly
Additionalreporting by Hannah Murphy in
San Francisco

complex structure, but is
ultimately controlled by the Porsche-
Piéch family, heirs of Porsche’s founder.

Automobiles

Tesla loses ground in China after price war

EDWARD WHITE — SEOUL
GLORIA LI — HONG KONG

Tesla’s move to slash prices in China
‘has backfired as Elon Musk’s company
loses market share to Warren Buffett-
backed BYD, putting Chinese carmak-
ers on track to sell more passenger
vehicles than their foreign rivals for the
firsttimein2023.

‘Tesla last year started cutting pricesina
bid to reclaim lost ground in the cut-
throat Chinese market, sparkinga price
war in the country Lhat has hit Euro-

Technology

Shanghai-based consultancy Automo-
bility and the former head of Chrysler in
China.

“Foreign brands are clearly bleeding
market share and we therefore expect
2023 to be the first full calendar year in
which local brands outperform global
brands in terms of sales volume,” Russo

Last year, Chinese carmakers
accounted for 47 per cent of total pas-
senger vehicle sales, according to Auto-

cent surge in net profit for 2022 to
Rmb16.6bn ($2.4bn).

InJanuary and February, BYD’s share
of plug-in hybrid and battery car sales in
the world’s biggest car market increased
to more than 40 per cent from 34 per
cent last year, while Tesla’s eased
slightly to7.8 per cent.

Tesla’s price cuts and the ensuing
price war among major electric vehicle
brands in China come at a time when
Beijing is removing generous state sub-

‘mobility data. sidies after spending more than $120bn
BYD'sstrong since
Chinese d China boast.s one of the world's most

pean,

Chinese consumers responded by
favouring cheaper, newer models by
BYD. In the first

The group’s vertically mbegrabed struc-

advanced EV markets. However, car

cure— from

fthe year, itanad he global
the Shenzhen-based group sold more  car industry works to transition away
than five times the number of unitsthat  from the combustion engine.

Tesladid in China.

The US carmaker’s decision to cut
prices in October was a “nuclear” option
that triggered most of the industry to
follow suit, said Bill Russo, founder of

BYD chair Wang Chuanfu said yester-
day he expected first-quarter sales to
jump 80 per cent year on year and weak
competitors to be “eliminated” after the
group reported a more than 400 per

https://ft.pressreader.com/v99f/20230330

sales Ily down as the country
emerges from pandemic restrictions
that have slowed economlcgmwth

The China

PATRICK MCGEE — SAN FRANCISCO

Apple launched its buy now, pay later
programme in the US on Tuesday in a
further expansion into finance and
challenge to incumbents including
Klarnaand

The iPhone maker unveiled plans for
Apple Pay Later at its developers’ con-
ference in June. After several months of
delays, “select” US consumers were
being invited to use the finance tool,
said the $2.5tn tech giant.

Apple Pay Later is built into the Wal-
let function of the iPhone and lets users
pay for online goods and in-app services
in four payments spread over six weeks.
Zero-interest loans of $50-$1,000 will
be made through App]e Financing, a

ubsidi:

Manufacturers warned 1m week that
the sector now faced “sharply rising
inventories and mounting operational
pressure” with the slump in sales wors-
eningover the past month.

Goldman Sachs, with which Apple
launched its credit card in 2019, will
play a role by allowing Apple access to
Mastercard’s network since the iPhone
maker lacks  licence to issue payment

credentials directly. The scheme fea-
tures “no fees and no interest” and was
designed to let customers “make
informed and responsible borrowing
decisions”, said Jennifer Bailey, who
heads Apple Pay.

The service will be embedded in the
iPhone operating system, which
accounts for more than 50 per cent of
smartphones in the US, according to
data from C i

Apple opens buy now, pay later service in US

steps of Klarna, Afterpay and Affirm,
pioneers of the buy now, pay later
model, which have struggled to retain
their momentum as the economy has
slowed and interest rates have surged.
When Apple announced its plans,
Sebastian Siemiatkowski, Klarna chief
executive, hailed a “great win for con-
sumers”, adding on Twitter: “Plagiarism
isalsothe highest form of lattery.”

A bple Pay T stec follows h e foor

Apple’s finance aims have drawn the
interest of Wall Street and

attention from Wall Street and regula-
tors. Jamie Dimon, JPMorgan chief exec-
utive, has said he saw Apple as a long-
term challenger. “That’s a bank .. . If
you move money, hold money, manage
money, lend money, that’s a bank.
There’s alot of competition coming”
Rohit Chopra, director of the Con-
sumer Financial Protection Bureau, said
in July that his agency would “have to
takea very careful look [at] the implica-
tions of Big Tech entering this space”.
Apple s the only large tech company
productinthe US.

8/18
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Ermotti answers ‘call of duty’ with UBS return

Banker embraces opportunity to reclaim chief executive role and integrate a rival lender that had long been in his sights

OWEN WALKER AND STEPHEN MORRIS
LONDON

The day after agreeing to rescue Credit
Suisse in the most significant banking
deal since the financial crisis, UBS chair
Colm Kelleher called Sergio Ermotti to
seeif he wanted his old job back.

Kelleher had watched his current
chief executive, Ralph Hamers, fum-
bling questions from analysts at a hast-
ily arranged call the night before. The
performance had underscored concerns
the board had over the Dutchman’s abil-
ity to oversee such a huge and compli-
cated transaction.

Kelleher was also becoming spooked
about the magnitude of the challenge
UBS had taken on in striking the
$3.25bn deal, which would create the
world’s fourth-largest bank, with
120,000 staff and $5tn of assets under
‘management.

The bank’s shareholders and regula-
tors were also raising concerns, sharp-
ening the appeal of bringing back
Ermotti, who ran UBS for nine years
before stepping down in 2020.

On the call with Ermotti, the Monday
after the deal was signed, Kelleher pro-
posed that the 62-year-old return as
CEO and marshal the integration of
Switzerland’s two biggest banks, in the
first-ever combination of two global
systemically important financial
institutions.

The pair knew each other well and
had spoken regularly about the plight of
Credit Suisse for several months, but the
call was the first time Ermotti’s return
was officially discussed.

They had dinner on the Tuesday
evening, and six days later, on the fol-
lowing Monday, UBS’s board signed off
on one of the most stunning corporate
comebacksin recentyears.

“I cannot emphasise how big a deal
this is in terms of financial history and
financial engineering that’s required,”
Kelleher said of the Credit Suisse takeo-
ver yesterday as UBS announced
Ermotti’s return.

“It’s about having the best person in
our opinion to effect the execution of
thismerger,” he added.

While the decision to replace Hamers
‘was taken quickly, his position as UBS
CEOhad never seemed secure.

Hamers had been a surprise choice to
replace Ermotti in late 2020, having
spent the majority of his career at the
much smaller Dutch bank ING. His lack
of experience in UBS’s two main busi-
ness lines, investment banking and
wealth management, was criticised by
analystsand UBS staff.

But he was chosen by former chair
Axel Weber to help cut costs and
develop a stronger digital strategy for a
bank whose roots stretch back 161
years.

On the surface, Hamers’ time at the
helm of UBS appeared a success, with
the bank notching up a series of record-
breaking quarterly profits. Yet it took
time for him to make his mark and it
was more than a year into his tenure
before he presented his grand vision for
the bank.

The plan, which was focused on devel-
oping UBS’s wealth management busi-
ness in the US and Asia, was laden with
references to tech initiatives. Much of
the communication around the strategy
was muddled by explanations of how

Strategy test
Boss who prizes instinct
re-enters financial fray

In bringing back Sergio Ermotti as
chief executive, the UBS board has
gone for someone who knows the
bank well. Ermotti held the role from
201120 and won plaudits for leading
its recovery from the
financial crisis.

min he 62. 1d

almost 60 per cent in the value
of Credit Suisse over the same
period.

Ermotti stood down in 2020, saying:
“After nearly a decade as CEO, now is
the right time to write my next
chapter. UBS is in great shape, enjoys
maximum strategic flexibilty and is
well positioned for

Corporate comeback: Sergio Ermotti was invited back to UBS to lead the complex integration of domestic rival Credit Suisse - Hicizuraieriersone ian®

Dboard stepped up plans for a potential
rescue, anticipating that Swiss authori-
ties would eventually ask them tomove.

For UBS, Kelleher drove the takeover
talks, with Hamers playing a back-seat
role, according to people involved in the
negotiations.

After the takeover was announced on
March 19, and while Kelleher was in dis-
cussions with Ermotti over his return,
the bank’s senior management team
started putting together a plan for inte-
gratingthe two banks.

The task was handed to Mike Dargan,
the bank’s chief digital and information
officer, though other executives have
been feeding into the process, according
topeople with knowledge of the plans.

Given the lack of experience of trans-
formative M&A deals among the bank’s
executive ranks, UBS invited consultan-
ciesto pitch for work on the takeover.

Atameeting of UBS's executive com-
mittee last week, senior managers tried
to persuade Hamers against granting
McKinsey too big a role in the process
dueto thelevel of influence the 97-year-
old consultancy has had over both
‘banks in recent years, according to peo-
plewith knowledge of the talks.

Throughout his time in charge, Ham-
ers had increasingly relied on McKinsey
to help push through changes at the
group. This rankled with senior manag-
ers at the b:mk as well as board mem-
ber: inthe

‘ Performance of UBS stock under four leaders

SFr

“Rohner Griibel

80

Ermotti Hamers

60

discussions. Hamers had also served on
McKinsey's advisory council.

For Ermotti, the chance to come back
to UBS at atime when it was taking over
its rival proved too good to turn down.

During his nine years at UBS, Ermotti
had drawn up plans to acquire Credit
Suisse “three or four times”, according

growth”

Ralph Hamers ook over from
Ermottiin ZOZO and will stand aside
now as the takes back

is a career banker, having compleved
stints at Citigroup, Merrill Lynch and
UniCredit before moving to UBS.

As chief executive, his main task was
to solidify the bank after a SFrébn
(565bn) bailout by the Swiss
government during the financial crisis
and a $2.3bn rogue trading scandal.

Ermotti scaled back the investment
bank — but did not close it altogether,
despite some calls for him to do 50—
and built the core wealth management
operation.

“My best decision was not to follow
consensus .... 'm sure | wouldn't be
the CEO today if | had done it,” he told
the Financial Times in an interview in
2020. “As a leader, your first instinct is
usually the right one.”

The share price was at about the
same level when he left the job as it
was when he started, but that
compares favourably with a drop of

the business would adapt to an “agile
working” model.

Critics derided Hamers’ strategy and
his description of UBS as a “Netflix for
‘wealth” in media interviews.

A key pillar of his strategy was the
$1.4bn acquisition of US robo-adviser
‘Wealthfront, the first time UBS had
agreed atakeover since the financial cri-
sis. But the start-up’s customers —

the reins.

Since stepping away from UBS,
Ermotti has kept himself busy with
board seats at fashion group.
Ermenegildo Zegna and at Innosuisse,
the Swiss innovation agency.

He has also been chair of
reinsurance group Swiss Re, although
his time there has not been without
controversy. Last year, proxy adviser
Institutional Shareholder Services
recommended that investors vote
against Ermotti's re-election because
of alack of gender diversity on the
board.

Despite these distractions, he is
relishing his return o the fop job at
UBS. “The task at hand is an urgent
and challenging one;” Ermotti said in a
statement, promising to deliver “the
best possible eurcome for ou ents,
our employee

with

40
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Source: Refinitiv

took Hamers under his wing and
attempted to brush up his communica-
tions skills. Hamers was banned from
using his favourite buzzwords such as
“purpose” and “ecosystems” in their
weekly meetings.

The pair set about trying to convince
international shareholders to invest and
close UBS's valuation gap with US peers.

Kelleher had been willing to give
Hamers time to prove he was capable of

leading the business and carryingout its
growth strategy. But when UBS aborted
the Wealthfront acquisition in Septem-
ber, questions began to be asked about
Hamers’ authority within the bank.
Hamers, who will remain at UBS as an
adviser during a transition period, did
notrespond toa request for comment.
By the turn of the year, when the situ-
ation at Zurich rival Credit Suisse was
looking increasingly perilous, the UBS.

But discussions with the Credit Suisse
board never progressed as they were not
interested inadeal.

After officially joining next Wednes-
day, Ermotti will take stock of the tech-
nical aspects of the deal before deciding
ifhe needs to make changes to the exec-
utive board — including the possibility
of bringing back other former UBS staff
—ortothe integration plans.

“Coming back to manage this situa-
tion is a challenge, but also . . . I felta
call of duty,” Ermotti told journalists on
Wednesday.

“Talways felt that the next chapter
[for UBS was] a transaction like this
one. Tt would be a bit of a contradiction
from me not to accept the job to execute
on what I believe was the right next
move for UBS””

SeeLex
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the Swiss government" Oliver Ralph

mostly younger, digitally savvy savers —
seemed an odd fit with the wealthier cli-
ent base UBS was looking to attract in
theUS.

By the time Kelleher replaced Weber
as chair a year ago, the board and long-
serving UBS staff were already starting
tolose patience with Hamers, according
to several people with knowledge of
internal discussions. Kelleher initially
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Rivals seek to poach senior Credit Suisse staff

SAM JONES — ZURICH
OWEN WALKER — LONDON

Switzerland’s private banks are seek-
ing to poach key staff and clients from
Credit Suisse as steep job and bonus
cuts force bankers into the market fol-
lowing the takeover by UBS.

Julius Baer, Pictet, Lombard Odier, EFG
and LGT are among Swiss wealth man-
agers sounding out di Credit

an exit. “Theywill move inablock. [It’s]
in a location where UBS already has a
team . . . Things are going very fast.”
Credit Suisse’s operations in Asiaarea
focus, several rival bankers said. The
region has been the main driver of profit
growth in Swiss private banking over
‘the past decade but the spoils have been
unequally shared. Many midsize Swiss
banks have, until now, been outcom-

Suisse bankers, people familiar with
continuing conversations have told the
Financal Times, offering job stability

peted by :

‘While most analysts have been posi-
tive about what the takeover of Credit
Suisse will mean for UBS, the loss of key

the following

Agenda

2022, Reports of the Directors, the Board of Statutory Auditors and the Audit Firm.

Allocation of net profit

Appointment of the Directors.

Vontobel,a He
said he expected senior bt e
major clients with them when they
depart. In some respects, he said, they
would be pushing at an open door.

“You have alot of ultra high net worth
individuals who were clients of both
UBS and Credit Suisse, because they
value diversification,” he said. “UBS has
tried to play down the overlap of clients
‘but Iwould be very surprised, frankly, if
it was that low.” He also pointed to an
existing trend of outflows: rich clients
took a net SFr95.7bn ($104hn> out of

an
upforbonsesblocked o vipedout by
b

on whal the banks' combined wealth

looks

the gover

Credit Suisse employees saw hun-
dreds of millions of francs worth of
deferred bonuses erased by the emer-
gency takeover this month, while the
Swiss government has ordered a freeze
on future bonus payments. Many are
also anticipating swingeing job cuts, as
UBS seeks to integrate its biggest rival
intoits own successful franchise.

“The best people don’t wait,” said one
senior executiveat atop-five Swiss bank
that is negotiating with individuals at
Credit Suisse. “This is a highly competi-
tive environment. All UBS has to offer is
fiveyears of insecurity.”

Aboard member at another rival said
he knew of an entire Credit Suisse team,
010 to 15 people, that was looking for

like, some have warned.
“In the end this is a relationship busi-
ness,” said Andreas Venditti, analyst at

Jumping ship: top Credit Suisse
bankers are being courted by rivals

https://ft.pressreader.com/v99f/20230330

Credit

Nicole Curti, cifafexeditive ofCapllal
Y, an adviser to ultra-rich families and
president of the Alliance of Swiss Wealth
Managers, said clients were worried
“about where this is going”.

She added: “The advice we have been
giving to clients s to diversify — to the
private banks like Pictet, Lombard
Odier and, of course, Julius Baer, but
also to the Swiss cantonal banks, which
have good online payment systems for
custody of cash.”

An adviser to UBS said retention was
now the “number one” issue for man-
agement as it grapples with digesting its
rival. The combined bank will have a
balance sheet of close to SFr5tn, with
SFr3.3tn of assets managed for the rich.
“Credit Suisse private bankers are being
calledleft, right and centre,” he said.

Appmmmenz of the Statutory Auditors.

om\lovu-yww

Determination of the number of members of the Board of Directors.
Determination of the Directors' term of office.

Avpmnrmem of the Chairman of the Board of Directors.
the Chairman of the Board of Directors and the Directors.

Appointment of the Chairman of the Board of Statutory Auditors.

Eni SpA financial statements at December 3], 2022 Related resolutions. Presentation of consolidated financial statements at December 31,

0. Determination of the remuneration of the Chairman of the Board of Statutory Auditors and of standing Statutory Auditors.

1. Long term incentive Plan

d disposal of Eni

12 Reporton

13, Report on
.

[0} ion paid in 2022

for the purch:

d disposal of

15. Use of available reserves for and in place of the 2023 dividend.

\)- policy

(extraordinary part)
16, Reduction and use of the reserve pursuant to Law 342/2000 for and i place of the 2023 dividend.
T.C: the By-
consequent resolutions.
8.C: y treasury shares to be p v the terms of toitem ¥
of | and Article 5 of the By-laws; related resolution:

As allowed by Decree Law no. 198 of December 29, 2022, atified by Law no. 14 of February 24, 2023, participation in the Shareholders' Meeting
shall take place solely through the Shareholders’ Representative designated pursuant to Article 135-undecies of Legislative Decree no. 58 of
February 24,1998 The Shareholders' Representative may also be granted proxies or sub-proxies pursuant to Article 135-novies of Legislative
Decree no. 58 of February 24,1998, in derogation from the provisions of Article 135-undecies, paragraph 4, of that decree.

Additional miclmaucn regarding, in vamculer the procedures for holding the Shareholders' Meeting and the procedures for exercising rights of

Meeti

tors and the Statutory Auditors on the basis of slates is provided in the full notice of Shareholders’

labl cnlheC pany

ection " ! Meeting’, to which reference is made.

With reference to the appointment of the Directors and the Statutory Auditors, the slates must be filed at the Companys registered office by April

7,2023.

The documentation concemmg the Shareholders’ Meenng will be available to the public - in accordance with the legal time limits, at the
S

P
on the website wunwlinfoit, dontie Company’s e metadat

so permitted by applicable regulations.

by Consob CaHed'\Info -which can be cunsu\!ed
1y b

The Chairman of the Board of Directors

Lucia Calvosa
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Credit Suisse AT1 wipeout
tipped to cost banks dear

Investors warn Swiss decision
to write down $17bn of bonds

‘forever impairs’ new issuance

NIKOU ASGARI AND OWEN WALKER
NDOI
HARRIET CLARFELT — NEW YORK

Some banks will struggle toissue a form
of risky bonds used to bolster their capi-
tal and others will pay a much higher
price for them after similar debt held by
Credit Suisse was wiped out in its forced
sale, investors have warned.

Swiss regulators’ decision to write
down $17bn worth of Credit Suisse’s
additional tier 1 (AT1) bonds as part of

‘ AT1 debt is part of banks’ regulatory capital

(Capital as a percentage of risk-weighted assets)
I Common equity tier 1 1 Additional tier 1 W Tier 2

BNP Paribas

Santander

Source: JPMorgan

most banks were paying 8 to 10 per cent.
coupons for AT1bonds but should brace

the bank’s purchase by UB than

for this “potentially rising

wipe out shareholders, has called into
question the future viability of the
$260bn segment of debt markets.

Greg Peters, co-chief investment
officer of PGIM Fixed Income, said the
fallout from the decision for banks “for-
ever impairs the ability to issue AT1s”.
He added: “There will be a continued
risk premium repricing in that space.”

Stephen Ehrenberg, a portfolio man-
ager for Barings’ investment-grade fixed
income group, warned that higher costs
could well lead to a segmented market.
“You could see some of the strong UK
banks and the Nordic banks continue to
be able to access that market [while]
some of the weaker banks find that
cither they can’taccess new issue or that
the cost of doingsois too expensive.”

Inasign of smaller banks optingnotto
refinance at higher rates, Deutsche
Pfandbriefbank, a lender that special-
isesinreal lending, decided not to

into doubledigits”.

If some banks are effectively locked
out of the market for AT1 bonds, they
could be forced to rely more heavily on.
other sources of capital, such as equity,
to i

10 15 20 25

Investors typically earn high interest in
return for bearing these risks.

The bonds form part of a bank’s tier
one capital, which also includes com-
mon equity and is the core measure of a
lender's financial strength. CET1 and
AT1 capital must comprise more than 6
per cent of a bank's risk-weighted assets
under Basel Tier2 capital is

4

‘Mark Holman, co-founder of Twenty-
Four Asset Management, said he did
“not expect anybody to issue at current
levels”. “I don't see why they would pay
that much when they can grow equity in
other ways such as through retained
earnings,” he

Some hanb have issued AT1bonds at
Tess than 4 per cent coupon. “Lookingat
the underlying risks, that just doesn’t
‘make sense,” said Rob Thomas, a credit
researchanalystat T Rowe Price.

AT1 bonds are a product of the global
financial crisis, born out of regulators”
desire for banks to shift risk away from
depositors, and to have greater capital
in case of failure. Also

callits AT1 bond last week, citing “mar-

ket conditions and economic costs”.
Kian Abouhossein, European banking

analyst at JPMorgan, noted recently that

known as contingent convertibles, or
Cocos, the bonds can be converted into
equity if capital ratios slide below a cer-
tain level, or written down entirely.

the second layer of a bank’s capital and
comprisesassets suchas hybrid debt.

While debt typically ranks above
equity in a restructuring, Swiss financial
regulator Finma upended the order of
priority by giving SFr3bn (§3.3bn) back
to Credit Suisse shareholders while
wiping out AT1 bondholders. Joost
Beaumont, head of bank research at
ABN Amro, said the decision “will defi-
nitely leave its mark on the AT1 instru-
ments”, adding: “Tdefinitely think it will
increase the cost of capital for banks.”

AT1bonds are perpetual, meaning the
borrower has no obligation to repay
investors. However, banks typically
refinance the bonds with new issuance
once an initial “non-call period” has
expired — giving valuable flexibility to
investors, who can decide whether to
invest in the new debt.

Some banks
‘may have to rely
heavily on
equity to meet
regulatory

More than $37bn worth of AT1 debt
issued globally has call dates in April
alone, according to Refinitiv data. If
many banks decide not to call their
debt, yields in the AT1 market could be
driven even higher,

Jose Cendon/Bloomberg

An Invesco exchange traded fund
tracking AT1 debt has fallen 19 per cent
this month, underscoring the loss of
confidence inthe market.

“In the short term we're suffering
from contagion and we're suffering from
aconfidenceissue,” said Holman.

Reassurances from other European
authorities that they would not follow in
Finma'’s footsteps have provided little
comfort. On Tuesday, Bank of England
governor Andrew Bailey distanced the
UK from the Swiss actions, saying: “In
any resolution, we will always abide by
the creditor hierarchy because that’s a
cardinal principle.”

The European Central Bank previ-
ously said “common equity instruments
are the first ones to absorb losses”. They
“really wanted to show in Europe this
will never, ever happen . . . But then the
question is, will investors really believe

Regulation

Carbon credit
watchdog calls
for ‘stepup’in
offset quality

CAMILLA HODGSON — LONDON

The independent task force that is set to
police the carbon credit market
announced initial rules yesterday, with
its chair stressing “everyone has to step
up” toimprove the quality of offsets.

The Integrity Council for the Volun-
tary Carbon Market, whose board mem-
bers include representatives of the pri-
vate sector and non-profit groups, said
that it planned to raise the bar on the
quality of credits, which buyers, largely
companies, use to compensate for their
emissions.

The market for carbon offsets —
which are supposed to representa tonne
of carbon avoided or removed from the
atmosphere — has been hit by concerns
aboutalack of integrity and regulation.

“Not everybody consistently meetsall
[criteria for best practice] . . . Every-
body is going to have to step up,” said
Annette Nazareth, chair of the ICVCM
and a former commissioner of the US
Securities and Exchange Commission.

There was “not enough consistency in
the quality” of credits, she added.

The first batch of offsets with the
ICVCM stamp of approval are set to be
available before the end of the The
ICVCM, which grew out of an initiative
spearheaded by former Bank of Eng-
land governor Mark Carney, marks the
first big attempt to regulate the growing

The market for carbon
offsets has been hit by
concerns about a lack of
integrity and regulation

industry, though Nazareth said that the
groupwas more of a “self-regulator”.

She said that she was talking to regu-
lators, including the US Commodity
Futures Trading Commission and the
International Organization of Securities
Commissions, which are interested in
the growing market.

The ICVCM will have the power to
approve groups such as Verra, a non-
profit organisation that is the largest
issuer of credits from environmental
projects that are used by companies to
offsettheir emissions. The body will also
Dbe able to remove its approval in cases of
seriousnon-compliance.

Under the plan, approved groups will
be required to label individual credits
that meet all the rules, with the ICVCM
undertaking periodic spot checks.
Those issuing credits must also publicly
disclose important information, includ-
ing the names of the projects linked to
the credits that companies purchase.

The initial rules from ICVCM came as
the chief executive of Verra said that the
group was working to improve the
assessments of carbon-credit projects
byits third-party auditors.

“We're streamlining [the process],
‘we're improving systems, we're training
the auditors, bringing in technology”
and making sure that “the rules and the
requirements are fit for purpose”, said
David Antonioli.

Nazareth said it was “incumbent” on
i

‘In the short  this?” asked Beaumont.
N One person involved in negotiating
LerMWET€  the Credit Suisse deal for UBS said the
suffering Swiss decision to change the rules was
“rushed out to avoid a [winding down of
from CreditSuisse] and massive global conta-
contagion ~ glon”. They added: “The AT1 market
: will reprice and we will pay a higher
and we're price for awhile . . . At the moment, we
suffering are well capitalised and well buffered
and we'llbe OK””
froma Ehrenberg agreed it would take time
confidence  for the market to settle. “People come  Our global
hei away from somethinglike this and say  team gives you
1ssue ‘yeah, we've got these rules, but overa  market-moving
Mark Holman,  Weekend agovernment can change the  news and views,
TventyTon rules’. Sol think there will beaneedto 2 hoursa day
Asset regainsomeof thattrust.”
M by LauraNoonan

a)
auditors were “doingagood job”.

Equities

Alibaba’s break-up plan spurs tech sector
rally on hopes of end to China crackdown

HUDSON LOCKETT AND
WILLIAM LANGLEY — HONG KONG

Alibaba’s plan to split into six business
units has spurred a rally for Chinese
technology groups, with traders seeing
themove as the latest sign that Beijing’s
rolling crackdown on the sector was
comingtoaclose.

Alibaba’s Hong Kong-listed shares rose
‘more than 12 per cent yesterday, after
similar gains for the stock on Wall
Street, while the Hang Seng Tech index
tracking the largest techs listed in Hong.
Kong climbed 2.4 per cent. Shares in
Japanese tech investor SoftBank, one of
Alibaba’s key early investors, rose more
than 6 per cent in Tokyo.

Analysts said the radical shake-up to
Alibaba’s structure, which people famil-
iar with the matter said had received
positive feedback from regulators prior
to the announcement, reflected a shift
by internet groups to become more
responsive to Beijing’s priorities.

The move would also serve to bolster
profits in the wake of a long share price
slump for the sector’s biggest names.

“Big internet firms appear to be
changingstrategy, from expanding plat-

forms across verticals todownsizingand
focusing,” said Winnie Wu, China equity
strategist at Bank of America. “[Ali-
Dbaba’s] break-up may be an important

experiment.”

already received a boost this week after
Alibaba founder Jack Ma on Monday
appeared publicly in mainland China
for the first time in a year, as Beijing

seeks to boost investor confidence in its

Fixed income

US label maker is first to tap junk bond
investors since SVB-led flight to safety

HARRIET CLARFELT — NEW YORK

A US labelling company has become
the first to break a weeks-long drought
of issuance in the $1.4tn US junk bond
market after banking sector turmoil

Wusaid such splits “may
the impact of [regulatory] risks” for the
newly independent units, since “differ-
ent subsidiaries can have varied data

support for the countr

Under its new plan, Alibaba will
install a separate chief executive and
board at it business units, which can

disclosure and auditing
and US investors can invest in ecom-
merce wi i Alpart”.

each “pursue i
and IPOs when they are ready”, Alibaba
chief executive Daniel Zhang said.

Shares in Chinese tech groups had

‘The moves reflect sector efforts to
be responsive to Beijing’s priorities

https://ft.pressreader.com/v99f/20230330

Analysts have responded positively to
the new structure, wlth «ome Vo\cmg

dented investor debt.

Labl, operating as Multi-Color Corpora-
tion, completed a $300mn bond issu-
ance on Tuesday, with the debt set to
mature in 2028. Proceeds from the deal,
which priced witha yield of 9.5 per cent,
according to people familiar with the
details, will be used in part to fund a

hopes that
will help mitigate what they descnhe as
a“conglomerate discount” by the mar-
ket, which values Alibaba asa whole less
than the sum of its parts.

“We think reorganisation empowers
different business units to respond
quickly to market changes and enhance
decision-making,” analysts at Jefferies
‘wrote inanote.

“In our view, this is an important
organisational change, and [the new
structure] leads to flexible and leaner
‘management, supported by its middle
and back-end infrastructure.”

SeelLex

potential

While the tmnsacuun was not partic-
ularly large, Multi-Color — which makes
labels for food, drinks and other con-
sumer products — was the first US bor-
rower with a subinvestment-grade
credit rating to tap the market since the
failure of Silicon Valley Bank.

The fallout from the lender’s collapse
had derailed a strong start to the year for
sales of high-yield bonds. Issuance
halted after SVB’s collapse and the crisis
at Credit Suisse led investors to flee into
saferassets, such as government bonds.

The high-yield market had “for all
intents and purposes been shut down

for new issuance activity”, said Mike
Chang, a bond portfolio manager at
Vanguard, in a “reversal of trends that
we saw in the first couple of months of
thisyear”,

Tuesday’s deal brought some relief to
amarket that had been on ice following
issuance of $34bn in January and Febru-
ary combined, greater than the total for
thesecond halfof2022.

‘In the past we've seen the
underwriters try to reopen
the market with a known
name to test the waters’

But John McClain, portfolio manager
at Brandywine Global Investment Man-
agement, warned against reading too
much into the Multi-Color deal. He pre-
dicted a few “high quality” high-yield
issuers would follow the label maker
with their own junk bond offerings in
the next few weeks.

Marty Fridson, chief investment
officer at Lehmann Livian Fridson Advi-
sors, described the offering as “kind of a
gutsy move” by the label maker and its

bankers. He added: “A lot of times in the
past we've seen the underwriters try to
reopen the market with a high-end,
well-known name totest the waters.”

After the drought of recent weeks,
corporate borrowing for the first quar-
ter stands at $37.5bn as of March 28, the
lowest figure in seven years,

By contrast, companies with stronger
credit ratings have maintained greater
access to bond markets. High-grade
borrowing has exceeded $374bn in
2023, with investors continuing to buy
into large deals, such as last week’s
$6.5bn bond issued by UnitedHealth.

Investors said the disparity between
junk and investment grade-rated issu-
ance underscored the very high borrow-
ing costs low-grade issuers face, with
interest rates averaging almost 9 per
cent for risky US bonds. This is up from
less than 6 per cent just over a year ago,
before the Federal Reserve embarked
on the most aggressive campaign of
monetary policy tightening in decades.

The spate of US bank failures has
shaken markets and exacerbated wor-
ries about an economic downturn this
year that could lead to defaults at some
highly indebted companies.
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The day in the markets

What you need to know

& Wall St gains as banking turmoil eases
 Alibaba’s HK stock rises on split plan
 Real estate boosts FTSE 100

US stocks rose yesterday as fears of
further furmoil in banking eased, while
Asian equities were buoyed by Chinese
ecommerce giant Alibaba’s plans fo
splinter into six business unifs affer years
of pressure from domestic regulators.
Wall Street's S&P 500 and the tech-
heavy Nasdaq Composite added 1 per

‘ Alibaba’s break-up plans boost local tech stocks I

Hang Seng Tech index

2 ,800
VI-\ ,600
/JV\,\/ \.\A .

/ Al

cent and 13 per cent ively, leaving

both on track for modest monthly gains
despite the recent collapse of three mid-
sized US lenders. The KBW Bank index
rose 15 per cent, while shares in First
Republic Bank climbed 6.1 per cent.

“Banking system stress remains high
but there are some signs of stabilisation,”
said analysts at Bank of America, with
lenders on Tuesday borrowing roughly
$5.7bn from the Federal Home Loan
Banks, down from $156.4bn borrowed
from the liquidity provider on March 13,
when stresses in the sector emerged.

Bond markets traded between gains.
and losses throughout the day, with the
two-year US Treasury yield down 001
percentage points at 404 per cent and
the yield on the 10-year Treasury down
001 percentage points at 356 per cent in
New York. Yields fall when prices rise.
The dollar advanced 0.3 per cent against
abasket of six other currencies.

Figures out yesterday showed US
home sales rose for the third consecutive
month in February, up 08 per cent on
January. Economists polled by Refinitiv
had expected a decline of 2.3 per cent.

Alibaba's Hong Kong-listed shares rose

M

"\

Reality check for
venture capital after
amagical decade

Michael Casey

Markets Insight

enture capital bl
from an artisanal strategy
into a behemoth over the
past decade, raising $163bn

dexedon apttallight softy doons
sumer start-ups, which rose from 39 per
cent of capital invested in the US in 2012

10 49 per cent in 2021, according to

hasagri-
culture, computation, energy and life
sciences are likely to fail. Many
eschewed such sectors: only 12 per cent.
of deals in the US over the past decade
were in the “hard” sectors of energy,
hardware, biotech and pharmaceuti-
cals. Ironically, analysis from In-Q-Tel
reveals two-thirds of the funders for US

000 last year in the US alone.  PitchBook data. The attractions of soft-
But the run on Silicon Valley Bank is  ware were obvious: bigmarkets, de mini-
raising questions about the industry  mis marginal costs. This orientation
¥ 3800 | andi inent voices. benefited from tailwinds in a world
‘While levitating on the vapour of tan-  where the globalisation of services and
talising valuation mark-ups, many of i i uch as data, I
BALALARR AR AR RS AR AR AR R T 3800 | these leaders mistook the advantagesof — ing. Software will remain very impor-
Jan 2023 Mar Gl i

Source: Bloomberg

more than 12 per cent, following similar
gains on Wall Street the day before, while
the Hang Seng Tech index fracking the
largest technology companies listed in
the city climbed 24 per cent to s highest
level since late February. China’s CS1 300
fose 0.2 per cent.

The moves came after Alibaba
announced a radical restructuring that
would mean it separating into business
groups dedicated to cloud computing,
ecommerce, local services, logistics,
digital commerce and media. Long under
pressure from domestic regulators,
Alibaba's stock has fallen almost 70 per

cent from its peak in October 2020.
Europe’s Stoxx 600 index added 1.2 per
cent, with shares in UBS up 3.7 per cent
after the bank said it would bring back
Sergio Ermotti as CEO to steer its
takeover of Credit Suisse. Europe’s Stoxx
600 Banks index gained 19 per cent.

London’s FTSE 100 rose 1per cent,
helped by real estate stocks affer UK
February mortgage approvals edged up
10 43500 from January's 39,600.

Prices for Brent crude gave up earlier
gains 1o slip 06 per cent 10 $7838 2
barrel, but still up from roughly $73 a
barrel two weeks ago. George Steer

Markets update
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Wall Street

Upmarket “athleisure” group Lululemon
Athletica jumped after assuaging fears
about excess stock.

“Those worries appeared overdone.”
said UBS, which nofed that Lululemon's
inventory rose “only” 50 per cent in the
fourth quarter, below the 60 per cent the
broker said was problematic.

Gross margin also beat UBS's
estimates, with the group's chief
executive telling analysts “we do not
drive our top-line growth through
discounts or promotions and we have no
intentions to”.

Near the top of the S&P 500 index was
PayChex, the human resources provider,
which posted earnings of $1.29 per share
forifs fiscal third quarter, 5 cents above
the Refinitiv-compiled consensus.

Joining PayChex at the upper end of
the blue-chip benchmark was chipmaker
Micron Technology, which unveiled
several belt-fightening measures.

Sanjay Mehrotra, chief executive, said
capital expenditure would be reduced to
$7bn, down more than 40 per cent from
last year, amid slowing demand growth.

Micron plans fo cut headcount by 15
per cent alongside executive salary cuts
and a suspension of bonuses.

IT management tools company
N-able rallied in anticipation of joining
the S&P SmalCap 600 index next week.
Ray Douglas

Europe

France's Atos dived on news that Airbus
nolonger planned to acquire a minority
stakein Evidian, the IT services group’s
cyber security and big data arm that was
set to be spun off.

Jefferies, commenting on rumours of
such a deal earlier this year, said: “We fail
10 understand the rationale of taking a
minority stake, as it would limit any
synergies that Airbus could extract from
this”

Ol rose sharply after Inclusive Capital
Partners, a US activist investor, said the
fertiliser maker was trading at a
significant discount to its intrinsic value.
In-Cap, which has a 5 per cent stake in
the Dutch group, proposed strategic
options o unlock value, which reportedly
included asset sales.

OCl, in response, said it would “evaluate
the merits of the views and ideas of our
stakeholders, including In-Cap”.

Alack of dividend alongside weak
guidance weighed on Germany’s Encavs.
‘The renewable energy group, having
benefited from “exceptionally high
electricity prices” last year, said it
expected earnings of “more than €0.60”
per share in 2023, 3 per cent below the
consensus estimate.

A payout was also put on hold as
Encavis pursued “a highly ambitious
capacity expansion from our own
resources”. Ray Douglas

https://ft.pressreader.com/v99f/20230330

London

Next sank fo the bottom of the FTSE 100
index after chair Michael Roney said it
had “prepared (and budgeted) for a
difficult year” ahead.

The fashion refailer reiterated its 2023
outlook that pointed to sales dedlining 15
per cent and a pre-tax profit of £795mn,
which was slightly below the £805mn
analysts had expected.

In the bottom half of the FTSE's smaller
peer, the mid-cap FTSE 250 index, was
Digital 9 Infrastructure, which was
downgraded by Jefferies. The investment
group’s rating was lowered from *hold” fo
“Underperform” owing fo its “stretched
fund-level balance sheet”.

Investment group Phoenix Spree
Deutsch fell sharply on news that it was
suspending its dividend. This was done in
order to “preserve cash and support its
core business’, which revolves around
Berlin's residential property market.

Robert Hingley, chair, said: “During
2022, the real estate industry has had o
adjust to the combined effects of global
inflationary pressures and higher inferest
rafes.” These were trends PSD had “not
been immune from”.

Component provider Essentra, which
sells electronic, hardware and fastener
products, rallied on announcing it would
be returning £150mn to investors viaa
special dividend and share buyback.

Ray Douglas

low interest rates and for
their skill, and anointed themselves
prophets of innovation.

In truth, the wall of cash in recent
years led many VC funds to rely less on
discrimination and judgment and more
on playinga numbers game, investingin
an array of start-ups in the hope that
one delivered a vertiginous return. This
has always been part of the VC playbook
but it became more gamified, descend-
ing into an undisciplined play on the
momentum of industry and market
trends. The standards of due diligence
deteriorated.

Rising rates and the collapse of SVB
have laid bare that reality. Yet some per-
sistin the belief that VC’s problems may
disappear if we return to a world of fall-
ing interest rates and cheap money —
that the assets in VC portfolios will
return to their high-water marks; thata
buyer will pay a price as dear as Soft-
Bank's Vision Funds have in the past.

of artificial intelligence. But, alas, we
already see a splintering of the internet,
and governments are likely to exercise
greater control over the flow of data and

The wall of cash in recent
years led many VC funds to
rely less onjudgment and
more on anumbers game

intellectual property across borders.
The European Commission’s recent
decision to ban its staff from using Tik-
Tok over security concerns is but an
early example.

In addition, while software may have
caten the world and disrupted many
industries, most software is riddled with
bugs and vulnerabilities. Cyber crime
Lt he FBI d that

These sentiments are delusional. The
real problems are broader. We are living
ina world of deglobalisation, geopoliti-
cal competition and the elevation of
resilience over efficiency. These condi-
tions demand rapid advances in science
and technology for markets that are
sub-global in scale. For many US VC
firms, executinga pivot is not so simple.

Why? First, the industry over-in-

financial losses from cyber crime quin-
tupled to $6.9bn between 2017 and
2021. In a heightened threat environ-
ment, companies and countries are
likely to emphasise information secu-
rity over efficiency. This is likely to
shrink the potential to sell across mar-
Kets while increasing the development.
costs for many software products.
Second, VC firms wishing to reorien-

hardware
between 2015 and 2017 were foreign.

Many US VC firms lack the expertise
and networks to originate and evaluate
deals in deep tech. They mostly do not
have relationships with universities and
technology transfer offices that can
facilitate the commercialisation of
groundbreaking scientific discoveries.
Nor do they have the experience navi-
gating labyrinthine regulatory path-
ways to bring novel technologies and
therapies to market. Moreover, their
value-creation tool kits are deficient for
capital-intensive businesses.

Finally, the sources of early-stage and
growth capital are likely to shift. States
are likely to expand concessionary
financing to start-ups in priority sectors,
creating competition for deals. And val-
uation multiples are likely to be hit by
restraints on deep-pocketed foreign
investors. In addition, dual-use technol-
ogies — particularly those in aerospace,
biology, computation and materials —
are likely to face more stringent export
controls.

Venture capital prospered in a magi-
cal decade that placed a premium value
on storytelling — perhaps because the
price of money had none. If it wishes to
retain relevance, VC will need more
than a software update.

Michael Casey is the founder of Portico
Advisers
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Complicité back
at full throttle

Sarah
Hemming

he house lights are still up
when a woman in her six-
ties, clutching a plastic car-
rier bag, wanders on to the
stage and taps the micro-
phone speculatively. The audience shifts
apprehensively. Is she here to make
some sort of emergency announcement?

It seems not. “I want to tell you a
story,” she says, before offering some
tangential details about washing her
feet. So it is that this magnificent Com-
plicité adaptation of Olga Tokarczuk’s
2009 novel Drive Your Plow Over the
Bones of the Dead opens. Simon
McBurney’s staging immediately sets
the tone, finding a supple theatrical
equivalent of Tokarczuk’s dazzling, slip-
pery narrativestyle.

‘What’s true and what’s not true are
soon very much open to question, as
Janina (a name she hates) embarks on
her wildly idiosyncratic yarn — part
murder mystery, part parable, part
blazing political manifesto. Her quiet
backwater on the Polish-Czech border
has become a crime scene, we lear:
bodies are mounting up with the fre-
quency of a lurid TV cop show. And
Janina has a theory. The victims, all
‘men, all belonged to thelocal hunt club.
Tt’s obvious to her that the animals are
taking revenge. This is a view she has
shared with the police —to no avail: they
simply reckon she is crazy — and now
‘wants to share with us. How reliable a
narrator she is remains tobe seen.

Tokarczuk’s brilliant novel is every bit
as enigmatic as its protagonist: under
cover of a crime thriller, she slips in a
subversive slicing and dicing of the
patriarchy and a rallying cry for greater
environmental awareness. But you

barely notice she’s doing it as you fall
into stride with her marvellous central
character. This is a woman who scarcely
registers with those in power, butwho is
drily funny and sardonic and who artic-
ulates a profound, urgent call for a
rethink of humanity’s place on the
earth. Her affinity with local wildlife,
her fascination with astrology, her pas-
sion for the work of William Blake and
her love affair with an entomologist all
add up to a deep sense of the inter-
connectedness of life.

In McBurney’s production, that inner
life leaps out on to the stage, with Dick
Straker’s gorgeous video work drench-
ingRae Smith’s set in star-studded skies,
astrology charts and dappled, beetle-
inhabited forest floors. We are seeing
the world as Janina sees it. Meanwhile a

‘Drive Your Plow’ is part
murder mystery, part
parable, part blazing
political manifesto

wonderfully versatile ensemble plays
both the neighbourhood residents and
the local fauna — statuesque, watchful
deer; slinky foxes; strutting magpies.
The practice of having humans portray
animals neatly embodies Janina’s view
that the two are equal.

Christopher Shutt’s sound design and
Richard Skelton’s music can be menac-
ing, suspenseful or tenderly lyrical. The
blurred borders in the novel —between
territories, species, literary genres, inte-
rior and exterior worlds — translate to
stage as a multi-faceted, fourth-wall-
breaking spectacle.

At the centre is Janina, eccentric,
insistent, mordant, fearless. She’s
superbly played by Amanda Hadingue
(Kathryn Hunter, with whom she has
been sharing the part, was taken ill
before the official London opening).
The role is a feat of memory to begin
with, but Hadingue delivers it with crisp

matter-of-factness underscored by
burning outrage. There is standout
work too from César Sarachu as Janina’s
gawky but loveable neighbour, Oddball
(very funny when stoned), Tim McMul-
lan as the oleaginous priest and Alexan-
der Uzoka as the gentle student Dizzy
with whom Janina translates Blake.

It’s great to have Complicité back at
full throttle, with a prime piece of com-
pelling storytelling that uses comic
ingenuity, sharp physicality and clever
technology to lift a complex, multi-

layered novel into vibrant stage life.
There’s a sag in energy before the inter-
val, when the weight of incident begins
toslow the show’s momentum. And one
big narrative twist feels less shocking
than in the book.

But this is a beguiling, imaginative
piece of theatre, as strange, dark and
mischievous as the book. And it demon-
strates how powerfully theatre can
advocate through artistry. In the book,
Janina has a platform; on stage, she hasa
microphone. A solo read becomes a
communal experience, so amplifying
the call for a different way of thinking
about who is important and about our
placein the world.

To April 1, barbican.org.uk, then on UK and
European tour, complicite.org

Another mysterious casualty, another
eccentric story and another unconven-
tional narrator and arbiter of justice.
But the mood in Accidental Death of an
Anarchist is very different. This 1970
farce by Dario Fo and Franca Rame is
based on a real-life scandal: the murky
death during police interrogation of an
Ttalian railway worker and anarchist.
Tom Basden’s riotous new version
brings the satire right up to date and

Above: Amanda
Hadingue in
Complicité’s
“Drive Your Plow
Over the Bones
of the Dead”.
Left: Howard
‘Ward, left, and
Daniel Rigby in
‘Accidental
Death of an
Anarchist’

lex Brenner; Helen Murray

Drive Your Plow Over the Bones
of the Dead

Barbican, London

Fokokok

Accidental Death of an Anarchist
Lyric Hammersmith, London
Fokk ke

could not be more topical: Daniel Rag-
gett’s staging (a co-production between
the Lyric and Sheffield Theatres)
arrived in London at the same time as
the publication of a scathing independ-
entreview of the Metropolitan Police.

The laughs, which are plentiful, come
edged with rage: a statistic emblazoned
onthe set wall at the end informs us that
1,850 people have died in police custody
or following contact with the police in
England and Wales since 1990. And
Basden’s script is sprinkled with all too
recognisable outrages: officers taking
selfies with murder victims; dodgy
WhatsApp groups.

It's comedy that is the tool of interro-
gation here, however, and Raggett and
his cast wield it mercilessly. The agent of
truth is “the Maniac”, an enigmatic indi-
vidual who fetches up in a police station
accused of impersonation and who pro-
ceeds — by impersonating a judge — to
run rings round everybody, all the
while deliveringa running commentary
tothe audience.

Donning a ludicrous wig, half-moon
spectacles and a gargantuan air of confi-
dence, he manages to hoodwink the
none-too-bright officers that he is inves-
tigating the suspicious plunge of the
anarchist from a fourth-floor window.
The more he appears to collude with
their ludicrous cover-up, the more he
exposes it as a sham. Pretence uncovers
pretence, the whole thing delivered with
the flourish of a barrister dropping a
killer piece of evidence mid-trial. And
the grand irony is that, on moral
grounds atleast, heis indeed theirjuds

The linchpin of Raggett’s staging is
Daniel Rigby as the Maniac: a human
tornado whose pratfalls, clowning and
one-liners, delivered at blistering speed,
simultaneously stitch up the coppers
and leave the audience in stitches. Heis
well supported by Tony Gardner’s
pompous superintendent, Jordan Met-
calfe’s bullishly stupid detective and
Shane David-Joseph’s hapless constable.
Agood week for eccentric narrators.
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Jazz stripped down to core values

Lakecia Benjamin
Jazz Café, London
prwae

‘Mike Hobart

Lakecia Benjamin draws on the intense
wellspring of classic John Coltrane and
adds the sonics and history of her main
instrument, alto sax. That core aesthetic
was established even before she took the
stage at Ronnie Scott’s. Cymbals
swished, pianist Zaccai Curtis sprayed
modal block chords and bowed double
bass rumbled and scraped around the
tonic key. Benjamin joined, full-throttle
and focused, with tumbling pentatonics,
warbles and long-sustained notes crying
inthe upper range.

Scene set, the night’s first theme,
“Trane”, was cued by a brief sway of
Benjamin’s alto sax. Whiplash rhythms
alternated with walking bass swing and
ebb-and-flow solos moved inexorably to
a high. Tt took a while before the piece
ended with a final phonic from Ben-
jamin’s alto sax. Audience nailed, it was
time for a brief chat. “Ilike to talk, but
now’s the time for playing,” said the
warm and welcoming Benjamin.

The set was based on her recently
released, guest-laden album Phoenix (on

Lakecia Benjamin at the Jazz Café

Whirlwind di —

inspiration; soon the music would draw
on hip-hopand the blues.

On the album, “Amerikkan Skin” fea-
tures the recorded voice of Angela
Davis, but in this unadorned acoustic
set, the sentiments were expressed by
Benjamin’s spoken word and elaborated
with rhythmically sharp fast-paced rap.

“New Mornings” delivered a change
of vibe and the sinuous playout of
“Blast” was accented with the blues.
Then “Amazing Grace”, played instru-
mentally and channelling 1950s gospel
R&B in the style of Ray Charles: Ben-
jamin’s phrases curled round the chords
and shurred, sighed and moaned; Curtis
supported with gospel voicings and
occasional shakes and trills.

“Jubilation”, written by Patrice
Rushen, one of the album’s guests,
returned to the band’s core style. Tough

samples and electronica are in that spir-
ited mix. Here, the music was presented
by a stripped-down acoustic sax and
rhythm quartet steeped in the core val-
ues of mainstream modern jazz. Fast,
spidery piano came with two-handed
thrust, bassist Ivan Taylor held the fort
and drummer EJ Strickland delivered a
chattering dialogue of bass drum and
snare. The band stretched out, themes
re-entered on cue, and Benjamin, the
focus, drew on a swathe of jazz history —

d sax drew a cheer, the thun-
der and crash of unleashed drums got a
roar. Then the house was plunged into
darkness. “Either it’s time to go, o they
haven’t paid their bills,” said Benjamin,
launching a sharp-edged extended ver-
sion of the Coltrane classic, “My
Favorite Things”.

‘Wayne Shorter’s “Footprints” segued
into the spiritual “Wade in the Water”.
still time for one more, “Moods”, a
Latin-tinged romp from her latest CD.

that first number referenced a key

GAMING

Storyteller
PCand Nintendo Switch
Sk

Lewis Gordon

“An honest tale speeds best being
plainly told,” says Queen Elizabeth in
Richard I1I. 1t’s a surprisingly modern
attitude — that the most effective yarns
favour clarity and brevity. Storyteller, a
new puzzle game based around building
narratives, seems to have taken the
monarch’s advice to heart. It packs 51
headscratchers into just a few hours,
while attempting something strikingly
ambitious: the deconstruction and
remixing of western literature’s most
famoustales.

It does so by fusing together two rela-
tively young forms: the comic strip and
the video game. At the start of each puz-
zle, you are given a title, “Seeing the
Ghost of a Lover” for example, and a
number of panels, characters and
scenes to manipulate. For example, you
place the wedding scene down and then

drop Adam and Eve into it. They fall in
love. Next, you select the graveyard,
with “Adam” on the tombstone and Eve
kneeling next to it. She mourns her late
husband. Finally, you create another
wedding scene featuring the biblical
duo; however, this time Eve sees the
spirit of her deceased partner. Et voila!
The story s thus complete.

Beginning with three panels, the puz-
zles eventually ramp up in complexity
to panels spanning eight. All the good
stuff is here: the aforementioned love,
death, heartbreak and ghosts, as well
as resurrection, amnesia, jealousy,
revenge, monsters and even Oedipal
incest. Some of the most satisfying puz-
zles are those grouped under “Secrets”,
whose comic strips involve demanding
Toyalty, resentful butlers and good old-
fashioned detective work. Indeed, there
is a joy in working backwards like a
detective during these plot-driven
conundrums, arriving at solutions that
often playfully subvert the tropes on
which they are based.

Beyond a handful of characters who

Storyteller offers an enjoyably flexible
approach to classic sagas.

Yet by the time creditsroll, it feels as if
Storyteller hasn’t quite capitalised on the
rich possibilities of its premise. The
game is undeniably funny, but lacks a
few punchlines. Moreover, its tour of the
world’s most beloved stories is whistle-
stop to a fault and ends too abruptly.
What's arguably missing s a rip-roaring
crescendo where all the elements —
plot, character, form and style —
coalesce. As it stands, Storyteller lacks
the closure of its greatest forebears.

possess i traits —
knight, treacherous usurper and a
malevolent dwarf named Hatey —

‘Storyteller’ fuses comic strips and
video games
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Triads, ghost ships and underground banks: an investigation shows how regional business figures linked
to organised crime have helped facilitate illicit deliveries of hundreds of thousands of barrels.
By Christian Davies, Primrose Riordan and Chan Ho-him

Inside North Korea’s oil smuggling

t 10.39am local time on

September 25, 2022, an oil

tanker called the Unica sat

alongside a vessel in waters

just west of the North
Korean port of Nampo.

Tied together by cables, the two ships
sat side-by-side for just under three
hours, conducting what appears to be a
ship-to-ship transfer of oil in violation
of UN sanctions on North Korea.

The Unica is one of just three foreign
vessels that still sails straight to North
Korea. It has made at least 23 journeys
to the country or its exclusive economic
zZone since2019.

Tllegal shipments to Pyongyang have
been well documented. Less well
known, however, are the individuals
behind the shadowy networks that have
enabled the regime of Kim Jong Un to
finance a new generation of ballistic
missiles and nuclear warheads.

Now, a joint investigation by the
Financial Times and the Royal United
Services Institute think-tank shows how
business figures in east Asia linked to
organised crime have helped facilitate
illicit deliveries of hundreds of thou-
sands of barrels of oil.

Documents show that the Unica con-
ducted deliveries to North Korea while
co-owned by Gary To, a Hong Kong oil
trader with links to the triads, a syndi-
cate of organised crime groups with
rootsinsouthern China.

To is a former business partner of
Alvin Chau, one of Asia’s leading gam-
bling tycoons, who was recently jailed
for organised criminal activities.

While the oil and petroleum products
delivered by the Unica and other vessels
offer a critical lifeline to North Korea,
the regime also needs middlemen to
source and pay for the cargo.

Tens of millions of dollars’ worth of oil
was bought by companies operated by a
Macau-based businessman named Sun
Tit Fan, according to documents seen by
the FT. The purchases were made
through the subsidiary of a North
Korean bank placed under sanctions by
the US for assisting Pyongyang’s nuclear
weapons programme. Like Gary To, Sun
isaformer business partner of Chau.

The investigation is a complex tale
traced through shell companies, triad
networks, underground financing chan-
nelsand sprawling family connections.

But it sheds new light on how the shat-
tered economy overseen by North
Korean dictator Kim Jong Un has been
propped up by murky intelligence and
financing operations in the Chinese spe-
cial administrative regions of Hong
Kongand Macau.

Ttalso helps explain how Kim's regime
can continue to build increasingly
sophisticated nuclear weapons in defi-
ance of tough international sanctions.
Last week, Kim attended a missile test
that simulated a nuclear attack on the
USandSouth Korea.

“This is the most detailed evidence
ever put into the public domain to show
how North Korea uses people with high-
level connections to criminal networks
like the triads to evade sanctions and
finance their weapons programmes,”
says James Byrne, director of the open-
source intelligence and analysis
research group at Rusi.

“These networks are central to North
Korea's ability to continue to function
and threaten the world with nuclear
war”

The oil smugglers

Sanctions experts describe the Unica’s
deliveries of oil and petroleum products
to North Korea as a flagrant violation of
UN Security Council resolution 2397,
passed in December 2017 after
Pyongyang’s most recent nuclear test.

The resolution imposed a cap on per-
mitted oil transfers to North Korea of
500,000 barrels a year, far below its
energy needs. All transfers are supposed
tobe reported to the UN, but only a frac-
tion ever are. An unreported transfer
constitutes a violation of the sanctions.

Hugh Griffiths, a former co-ordinator
of the UN panel of experts monitoring
violations of sanctions on North Korea,
says that even before the sanctions were
imposed, Pyongyang relied on ship-
ments from a network of Asian ol trad-
ers whose principal business was smug-
gling untaxed petroleum products into
mainland China.

But after the sanctions were intro-
duced, less hardened offenders fell
away as rogue companies and ships
were identified and brokers arrested.

“What you're left with after all this
pressure are networks that are habitu-
ally accustomed to breaking the law,”
says Griffiths. “People who can secure

Atthe céntreof a web of connections to

the Unica tanker are n gambling

tycoon Alvin Chat, far right, and Hong
Kong oil trader Gary To. Macau-based
by essman Sun Tit Fan, belo

connected to.Chau and the oil trade
Frime ook pace

‘This is the most
detailed evidence ever
put into the public
domain to show how
North Korea uses
people with high-level
connections to
criminal networks
toevade sanctions’

‘In North Korea, it is
not only the leadership
thatis hereditary.. . Itis
good for the new boss
togrow up in the
environment they will
be operating in’

Reporting team
Steven Bernard, Dan Clark,
Sam Joiner and Caroline
Nevitt. Additional work by
Justine Williams and Irene de
la Torre Arenas

To read the full,interactive
version of this investigation,
scan the QR code
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the acquiescence of the crew with the
threat of physical violence, who can be
sure that anyone who is arrested is not

need to rely on people who, for agood
commission, are ready to do pretty
much everything”

nd crucially, who have thy

Akey fi cted to

The oil deliveries expose the difficulty
of preventing violations even after indi-
vidual entities have been identified. The
Unica has continued to deliver to North
Korea even after the vessel was placed
under sanctions by the EU in December.

That somany deliveries are facilitated
through Hong Kong and Macau also
raises questions about China’s commit-
ment to enforcing UN sanctions on
North Korea.

“We would often notify China of
potential breaches of the sanctions
regime,” says Aaron Arnold, a Rusi
counter-proliferation expert who also
served on the UN panel. “It was com-
mon not to receive aresponse.”

In a statement, the Chinese govern-
ment said it implemented UN resolu-
tions and fulfilled its international
obligations, but added: “Political settle-
ment and diplomatic channels are the
only viable way to resolve the [Korean]
peninsula issue, not sanctions.”

The Hong Kong government said it
“attaches great importance” to imple-
menting UN sanctions, adding that its
law enforcement agencies tracked sus-
pected violations “vigorously”. The gov-
ernments of Macau and North Korea did
notrespond to requests for comment.

A single ship can make a difference.
Researchers from Rusi have calculated
that if it was fully laden during each of
its 14 suspected transfers to North
Korea between August 2021 and Sep-
tember 2022, the Unica could have
delivered approximately 489,166 bar-
rels of oil — equivalent to 98 per cent of
North Korea’s entire permitted annual
quota —all by itself.

The North Korean regime has a long
history of engaging in criminal activity
as a means to accumulate foreign cur-
rency. Propping up this illicit shadow
economy are foreign organised criminal
groups such as the triads, who assist in
theregime’ inanci

and individuals doing business with
North Korea across east Asia s disgraced
gamblingtycoon Alvin Chau, the former
chair of Hong Kong’s Suncity Group.
Chau’s conviction and imprisonment
inJanuary on charges includinginvolve-

Chau previously served as an execu-
tive at agold-tradingaffiliate of the Sun-
city Group run by Gary To, the co-owner
ofthe Unica.

To also had a connection to the 14K
triad, an organised crime syndicate
prevalent in Hong Kong and Macau,
through a onetime executive of his gold
company identified asa 14K member by
the Australia iti

ment in a criminal organisation has
shone a spotlight on the illicit activities
centred around Suncity.

One expert says the Hong Kong-based
conglomerate became an “underground
bank”, and court documents show how
its influence stretched from mainland
Chinaacross Asia.

Suncity began in 2007 as a “junket”,
or gambling promoter responsible for
shipping high rollers from mainland
China, where gambling is illegal, into
Macauwhereitis legal.

But the company has since diversified
intoavariety of other businesses, gener-
ating hundreds of billions of US dollars
inrevenue.

According to the judgment issued in
Chau’s conviction, Suncity used legiti-
mate businesses to conceal a host of ille-
gal activities, accumulating assets and
equity in development projects from
gamblers who became indebted to the

To denied any connections to triad
groups. He told the FT in a statement
that he had acquired the gold-trading
affiliate from Suncity to deal in precious
metals, and had only met Chau “once or
twice”.

“|1] hope that my name and my com-
pany will not relate to Suncity or Mr
Chau again,” he says. “Thave never been
involved in any triad-linked operations
toship oil to North Korea.”

He said that he had sold out of Pros-
pera Pacific International, the company
that owns the Unica, in October 2018 —

Shadowy networks
have enabled the
regime of Kim Jong
Un tofinance anew
generation of
nuclear weaponry

the same month the company was

p

The Macau court authorities estimate
Suncity’s illegal gambling turnover was
HK$823.7bn  (US$105bn) between
March 2013 and March 2021. “Suncity
became an underground bank of a huge
scale,” says Steve Vickers, a former
HongKong policeman.

A regional law enforcement official
and former casino executives told the
FT that Suncity was involved in money
laundering across Asia, as well as assist-
ing wealthy citizens from the mainland
tomove money out of China,

Suncity group’s listed entity has since
been renamed LET Group. The group

But an official document seen by the
FT shows that To was one of two ulti-
mate beneficiary owners of the com-
pany as recently as early 2020, by which
time the PPI-owned Unica had already
visited the North Korean port of Nampo
in defiance of UN sanctions on at least
five occasions.

‘When asked for evidence that he had
sold his stake in PPI, and to whom, To
didnotrespond.

It’s not known who paid for the oil on
the Unica. But North Korea has relied on
covert networks overseas to act as mid-
dlemen for generations.

ination of th

distanced itself from its previ hair,
Chau, and said the gambling promotion
business that was the subject of the

o | S

pro-
curement activities. Hardened crimi-
nals offer the North Koreans access to
global smuggling, distribution and
money laundering networks.

“Imagine your missile engineers need
some equipment for their ballistic mis-
sile navigation systems,” says Andrei
Lankov, professor of history at Kookmin
University in Seoul and a leading
authority on North Korea. “You can’t
just visit the factory that makes it — you

ina private company run by Chau. The
allegations were “not relevant to our
organisation”, LET Group said. Chau did
not respond toa request for comment.

A 2022 report by the government
of the Australian state of New South
Wales also suggested Chau was a triad
associate, i diliy e doc-

ities of Macau-based businessman and
racing car driver Sun offers an insight
into how the regime may have facili-
tated such purchases.

Like Gary To, Sun has connections to
Alvin Chau. They appear together in the
company records of a luxury car show-
room in Macau registered in 2014.

Sun also appears to have triad connec-
tions. He is named in the records of a

uments citing “ongoing connections
with triads and the facilitation of organ-
ised crime by Suncity”.

M d company, San Sing
Sai Investment, alongside two former
business partners of the leader of the
‘Shui Fong triad.

But it is Sun’s connection to a sus-
pected North Korean operative called
Suen Chuen Pun — and an apparent
dynasty suspected of carrying out North
Korean financing operations over sev-
eral decades — that raises pressing ques-
tions about his business activities.

The ‘family network’

Defector testimonies and company and
property records suggest that Suen, who
died in 2008 at the age of 89, was an
“overseas agent” dispatched from North
Korea to Macau in the 1950s, charged
with investing money in the territory’s
casino industry on behalf of the
Pyongyangelite.

Macau, a Portuguese territory until its
handover to China in 1999, has long
proved fertile soil for North Korean
operations. “As early as the 1950s,
Macau was a place where North Korean
operatives, whether spies or business
people raising money for the regime,
could go about their business more or
less unnoticed,” says Lankov of Kook-
‘min University.

Beginning in the 1960s, Suen and his
descendants acquired multiple proper-
ties and established dozens of compa-
nies in both Macau and Hong Kong,
‘many of which are known or suspected
to have been involved in business with
oronbehalfof North Korea.

According to a member of his family
who spoke to the FZ, Sun Tit Fan is Suen
Chuen Pun’s grandson. The two were
listed as co-owners in two development
companies based in Hong Kong through
which illicit payments to North Korea
appear to have been made.

Between 2007 and 2014, the two com-
panies paid close to $34mn in 90 trans-
actions for oil purchases through DCB
Finance, a subsidiary of North Korea’s
Daedong Credit Bank. The transactions
continued even after Daedong Credit
Bank and DCB Finance were sanctioned
by the USin2013.

Company and property records also
connect Sun and Suen to a North Korean
national called Son Kon Hwa, who was
involved in the illicit overseas drugs
trade on behalf of the regime.

Ri Jong Ho, a former senior North
Korean official who defected in 2014,
says that Son Kon Hwa was dispatched
to Macau by North Korean foreign intel-
ligence in the 1990s. Defector testimo-
niesand official records suggest that Son
could be the son of Suen — and the
father, or uncle, of Sun.

“The records indicate they are a
closely interlinked family network that
have been engaged in business with
North Korea foralongtime,” says Rusi’s
Byme.

According to Lankov, it is common for
North Korea’s overseas trade and
financing networks to be passed down
over generations. “In North Korea, it is
not only the leadership that is heredi-
tary;” says Lankov. “From an efficiency
point of view, it is good for the new boss
togrow up in the environment they will
be operatingin.”

Sun Tit Fan could not be reached
for comment. His wife, Si San San,
confirmed to the FT that she and her
husband had done business with North
Korea, but she denied they had violated
any sanctions. She denied that Suen
Chuen Pun was Sun’s grandfather,
calling him a “father figure” to her
husband.

Si says that “all of Macau has accused
my husband of being part of the 14K
[triad] and said he’s linked to the Shui
Fongtriad]” butitis “nonsense”.

She says the connections identified by
the FT and Rusi did not constitute a
family network. Asked why so many of
the people co-owning multiple compa-
nies and properties over decades had
variations of the same surname, she
said it was a coincidence.

The ability of North Korea’s criminal-
linked networks constantly to adapt and
reconstitute themselves has led some
experts to argue that identifying and
imposing sanctions on individual com-
panies makeslittle sense.

But Arnold, the former member of
the UN panel on North Korea sanctions,
argues that the concerns raised by this
investigation go far beyond the issue of
North Koreaiitself.

“The same loopholes and vulnerabili-
ties that North Korea exploits to hide a
lot of its sanctions evasion activities are
used by all kinds of other types of crimi-
nal actors — hackers, kleptocrats, tax
avoiders, narco traffickers and human
traffickers,” says Arnold. “It’s all part of
the same system.”

This investigation was produced in part-
nership with the Royal United Services
Institutein London
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How to avoid a debt crisis in the developing world

China’s rescue lending surge
shows need for co-operation
on restructuring

Revelations this week that China is ram-
ping up its bailout lending to poorer
countries serve to highlight a potential
debt crisis in the developing world. A
new study shows China’s rescue lending
surged to $104bn between 2019 and the
end of 2021 to participants in its Belt
and Road Initiative, the world’s largest-
ever transnational infrastructure pro-
gramme.

‘This figure, while striking, is minor
compared to the overall debt levels in
emerging markets. The Institute of
International Finance, afinancial indus-
try association, estimates that total
developing world debt rose to a record
of$98tn at the end 0f2022, after govern-
ments and corporations filled their
bootsinrecent years.

With so much debt weighing on the

world’s weakest economies, it will not
take much to push several into default.
Pressures are building. A stronger US
dollar is increasing the domestic cur-
rency valuation of external debts.
Higher interest rates, required to fight
inflation, are also raising debt service
costs. The war in Ukraine is exacerbat-
inguncertainties.

Heading off a developing world debt
crisis should be a top priority. But as
strategic discord between China and the
UsS-led west intensifies, a dearth of co-
operation among big creditors is pro-
longing the agony for several developing
world defaulters. A solution to emerging
market debt problems is further com-
plicated by the explosion in private sec-
tor debt over the past two decades.

This explosion has meant that
between 2000 and 2021, the share of
publicand publicly guaranteed external
debt of low and lower-middle income
countries owed to bondholders jumped
from10to 50 per cent of the total.

‘The impact of lagging co-ordination is

clearly visible. Fitch, a rating agency,
says there have been nine sovereign
defaulters since 2020, including the
unresolved situations in Sri Lanka and
Zambia. The competing demands
between the multilateral organisations,
China, other bilateral creditors and
private bondholders are so complex
that it now takes three times as long to
resolve a default as it did on average in
the two decades before 2020, according
toFitch.

It is now time for western creditors
and China to make concessions and
reachabold new framework. All parties
— China, multilateral lenders, other
bilateral lenders and the private sector
—need to be ready to take losses.

A new institutional framework is
required. If Beijing feels allergic to the
Paris Club of creditors, then the new
framework could potentially be con-
structed around the G20, which is often
China’s preferred international forum.

Stakeholders should be clear, how-
ever, that the objective should not be

3eijing should
realise thata
framework in
which haircuts
are spread
evenly is its best
hope to limit
eventual losses
and preserve its
reputation

simply to revive the G20’s debt service
suspension initiative, which expired at
the end of 2021. The DSST performed a
valuable function in providing relief on
debt interest payments for 73 of the
world’s low-income countries. What is
needed now is more ambitious: an
agreed framework for the restructuring
of developing world debt.

Opposition to such a scheme will no
doubt be strong. But failure to grasp the
nettle now will only exacerbate eventual
losses for all creditors further down the
track. Beijing should realise that a
framework in which haircuts are spread
evenly among creditors is its best hope
not only tolimit eventual losses but also
to preserve its reputation in lower-in-
come countries.

Unresolved defaults in the developing
world are already making life a misery
for people in countries such as Sri
Lanka. Many more could suffer unless
China and the west find a path to co-op-
eration on what is clearly a moral
imperative.

Opinion Media

Fox’s populist mask has
slipped in defamation case

BenHickey

L

Jemima
Kelly

ox News was meant to be a
TV channel for the man on
the street. Sure, its prime-
time anchors might be able
tolivelives of luxury on their
multimillion-dollar salaries, but that
didn’t matter: this was a channel that
told it straight and reported the real
facts that “they” — the metropolitan
liberal “ruling class” — didn’t want
“you’, ordinary Americans, tohear.
‘This was not, of course, a view that
everyone subscribed to — least of all
Democrat voters, fewer than one in
five of whom trust Fox News, accord-
ing to a YouGov poll last year. But it
was a narrative that the network and
its star anchors have pushed relent-
lessly. Anchor Tucker Carlson, for
instance, invoked the “ruling class” in
‘more than 800 0f 1,150 episodes of his
show, accordingto analysis by the New
York Times last year.

The network’s real
motives have suddenly
become embarrassingly
transparent

Over the past month or so, however,
this narrative has unravelled spectac-
ularly
depositions made public as part of a
$1.6bn defamation case brought
against Fox by Dominion Voting Sys-
tems. The company alleges that the
network knowingly aired false claims
that the 2020 election had been stolen
from Donald Trump, partly because of
the use of Dominion machines.

The aspect of the communication
between Fox News hosts and execu-
tives that I found most repugnant was
the gap between what was being said
among themselves and what was said
on air. In November 2020, Carlson
sentatexttohis producer referring to
claims that voting software had been
manipulated to rig votes. “The soft-
‘ware shit is absurd,” he wrote. Later
that night, he told viewers of his show:
“We don’t know anything about the
software that many say was rigged. We
don’t know. We ought to find out.” In
another text to one of his team, in Jan-
uary 2021, Carlson, who has been a
‘major supporter of Trump on his show,
said about the then president: “T hate
him passionately” In another, he called
Trump “a demonic force, a destroyer”.

This isn’t the first time Fox has itself
ended up accidentally revealing that
viewers should not take what it says
seriously. In another defamation law-
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suit in 2020, alawyer for the network
successfully defended Fox by arguing
that the “general tenor” of Carlson’s
show should inform viewers that he
was “not ‘stating actual facts’ about
the topics he discusses and is instead
engaging in ‘exaggeration’ and ‘non-
literal commentary””.

Carlson and co might have been
exaggerating, sure, but they were still
onthe viewers’side —any “reasonable
viewer”, argued the lawyer, watched
Carlson “with an appropriate amount
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Optimism around Al productivity is premature

Like Monsieur Jourdain, the Moliére
character who had been speaking
prose all his life without realising it,
we have for years been using artificial
intelligence, unobtrusively embedded
in a range of goods and services, but
the emergence of “generative” artificial
intelligence has stirred up optimism to
alevel that I feel is premature.

Goldman Sachs’s latest research,
which s cited in Delphine Strauss’s
article (“Al predicted to put 300mn
jobs at risk in big economies”, Report,
March 28), concludes that its

application could raise global gross
domestic product by 7 per cent over
adecade.

But we have been here before, during
the computer revolution, that swept
away whole swaths of clerical jobs,
from typing pools to telephonists, but
prompted economist Robert Solow’s
famous remark that “you can see the
computer age everywhere but in the
productivity statistics”.

What was the missing factor?
Schumpeter’s “Creative Destruction”.
In other words, the transition from

existing working practices to new ones
is not seamless nor frictionless. It takes
time to install the new systems and

to train workers, and the dislocation
this creates drags down overall
productivity growth.

Only once the new systems are
bedded in can productivity move toa
higher level. I suspect this will happen
again for AL Goldman Sachs may well
see the GDP growth it expects, but
happening a decade later than planned.
Richard Cragg
London KT1, UK

A different interpretation
of Sino-Russian relations

In “China, Japan and the Ukraine war”
(Opinion, March 28), Gideon Rachman
cites Harvard professor Graham
Allison’s observation that the Russia-
China axis is “the most consequential
undeclared alliance in the world”.

But if it is, how can Allison
and Rachman explain the total
contradiction between the decision
to deploy nuclear weapons in Belarus
and the Sino-Russian communique,
which explicitly states that “all

tat

of ism” about the
hemakes.

This time, a Fox anchor was seem-
ingly conspiring against his own
viewers. In a text message to fellow
primetime hosts Sean Hannity and
Laura Ingraham about a Fox News
reporter who had tweeted that there
was “no evidence” for Trump’s claims
that the election had been stolen by
Dominion's voting machines, Carlson
wrote: “Please get her fired. Seri-
ously . . . What the fuck? I'm actually
shocked. It needs to stop immediately,
like tonight. It’s measurably hurting
the company. The stock price is down.
Notajoke.”

Fox’s real motives have suddenly
become embarrassingly transparent.
As Brian Stelter, CNN's former chief
media correspondent and the Walter
Shorenstein Media and Democracy
Fellow at Harvard, tells me: “Fox
presents itself as a family, and Fox
wants viewers to feel like they are part
of the Fox family. But the gap between
the imaginary family and the capital-
ist reality is really clear in these mes-
sages . . . It’sactuallyjust acold, hard,
calculatingbusiness.”

It’s not yet obvious what the impact
of all of this will be on Fox’s viewing
figures. In a survey conducted earlier
this month by Maru Group for Variety
Intelligence Platforms, 21 per cent of
Fox viewers said they trust the net-
work less after the revelations. But
while 10 per cent of those aware of the
case said they were watching the chan-
nelless now, Fox actually saw a slight
increase in viewers on the day after
chair Rupert Murdoch’s deposition
wasrevealed

Neither is it clear that Dominion —
which is seeking to call Murdoch and
Carlson to testify — will win the case,
which is expected to go to trial next
‘month; Fox is arguing that its execu-
tives and anchors were not directly
involved enough in the coverage of the
election fraud claims to be held liable,
and the fact the network has not set-
tled suggests they are confident they
canwin.

But whatis clear is that the mask has
come off. The idea that Fox News is a
channel of the people has been shown
to be alie, just like the claims of tech-
nology-enabled election fraud ped-
dled toitsloyal viewers.

jemima.kelly@ft.com

https://ft.pressreader.com/v99f/20230330

nucl d not
deploy nuclear weapons abroad and
should withdraw nuclear weapons
deployed abroad”.

Tt also shows that the relationship,
if not on the Russian side, it
transactional. And everything suggests
that Beijing has no interest in Ukraine
and Taiwan being thought of as
similar situations.

Vladimir Putin must have been
disappointed by the modest
commitments offered by the Chinese
president, Xi Jinping, standing at his
side. Certainly China has no interest
in the collapse of Russia. And their

BANX

common hostility to western values
cements their relations. But to speak
of an alliance is simply an abuse of
language, contradicted by the latest
developments. A transactional
relationship is not an alliance.

aidi

Professor, Sciences Po, Paris, France

Defence spending is not
the priority for Europeans
Your leader on the end of the peace
dividend (FT View, March 27)
understates the problem facing
western governments seeking
the support of their populations for
anew military build-up.
An eight-nation European survey
I conducted with Berlin colleagues,
found that less than half the 12,685
respondents thought military threats
were a fairly big or big risk to their
country’s security. In Britain only 51
per cent saw a risk; in Germany 48 per
cent. By contrast, 88 per cent saw the
global economy as a risk and 80 per
cent similarly viewed climate change.
Among those who did see aisk,
64 per cent chose Nato or the US as the
best source of help for dealing with
military threats. In short, leaders do
not need to convince their citizens
about what needs doing, but to wake
them up to the need to act.
Professor Richard Rose
University of Strathelyde, Glasgow, UK
Visiting Fellow European Union Institute,
Florence, Italy; WZB Berlin Social Science
Center, Berlin, Germany

Imprudent pension ploys?

While it is true that final salary
pensions have been “horrible” for UK
companies for the past two decades,
they were very nice indeed for many of
the same companies in the decade
before that (Report, March 28).

Jonathan Eley’s analysis does not
take into account the “pension
holidays” taken by many companies
in the 1990s. These companies stopped
contributing to their pension schemes
on the basis that rising share values
‘meant they did not need to contribute.
For example, Unilever took a
seven-year pension holiday during
‘this time. The Inland Revenue
estimates that £17bn in contributions
to pension schemes were not made
as a result of this.

Many companies actually took
‘money out of their pension schemes
on the basis of actuarial valuations
showing these funds to be “surpluses”.
Itis not clear how much money was
taken out of pensions on this basis. It is
also not clear if any of this money was
used for wage growth, investment,
takeovers, etc or whether it was simply
paid to shareholders as dividends.

All of this was, of course, completely
legal and reasonably public, but it
may not have been wise or prudent.
How much of the £500bn paid
into UK pension schemes in the past
two decades, according to Eley, could
have been saved if companies had not
stopped contributions or extracted
surpluses in the 1990s?

Conor Downey
London N1, UK

Correction

e Anarticle ina Watches and Jewellery
‘Special Report on March 27 regrettably
referred to “thelate” Vanessa Redgrave.
Wesincerely apologise to Dame Vanessa
for the error.

Time is money
and it’s being
wasted in

the north

by Jennifer Williams

ecause 'm a regional policy
nerd, the part of Jeremy
‘Hunt’s March Budget
speech that caught my
attention was not about

pension rule changes, but the promise

of “12 potential Canary Wharfs”

outside London, via the creation of

new investment zones.

The chancellor’s analogy

hypothecation of national insurance:
retain 1p at local level and put it
towards mega-projects. A long-term
guaranteed income stream would give
‘mayors something to borrow against;
itis why the mayors of Greater
Manchester and the West Midlands
argued for business rates retention for
“levelling-up zones” over 25 years, an
argument they won in the Budget.

highlights the ch
policy failure holding back UK cities
beyond the capital: transport.

The seeds of the London dockland
development’s success may have
originated in Michael Heseltine’s low-
tax “urban enterprise zone”. But it
Denefited from the wildly expensive
Jubilee line extension, completed in
the late 1990s. The bill for the Tube
project was more than £3bn.

Leeds, which has been

even though for
people in the north the argument.
seems self-evident, there is a battle to
convince government that major
transport investment outside London
is economically desirable.

Perhaps it is because the bleak
reality and economic impact of
transport connections serving Leeds
and other northern cities are hard to
appreciate if you're not using them.
The of Ty i

for one of these new Canary Wharfs,
remains the biggest city in Europe
to lack a mass transit system. When
Boris Johnson, then prime minister,
unveiled his integrated rail plan
in November 2021, he promised the
city that ministers would finally
work up a plan for a network, in
exchange for removing Leeds from
England’s scaled-back and delayed
high-speed railway.
But while a plan is being worked on,
a funding mechanism with which to
deliver the Leeds equivalent of the
Jubilee line boon remains elusive.
Such issues last week’s

Express, the operator serving the
north of England, is now so appalling
that it has become a running joke.
This month, West Yorkshire mayor
Tracy Brabin was late for a conference
about the state of northern transport
after a string of trains from Leeds to
Newcastle were cancelled overnight.
A government decision on TPE's

be 5.5 per cent larger. “Time is
money,” he says. Every hour someone
stands on a platform has a cost for
Leeds, northern England and UK ple.

1n a report on regional economic
inequality last month, the academics
Anna Stansbury and Dan Turner,
along with former shadow chancellor
Ed Balls, identified poor urban
transport as one of four key barriers
to better productivity. The state of
urban infrastructure outside the
capital “stands out in international
context”, they wrote, and not in a
good way. “Spending data suggests
‘more can be done,” they added.

So it is against this backdrop that
the government is talking about
creating its new Canary Wharfs. The
£80mn — spread over five years —
that comes with the new zones has
to be split between tax incentives
and other investment such as
infrastructure. That isn’t going to
build Leeds a Jubilee line.

A picture paints a thousand words
though, so when geographer Alasdair
Rae posted a map this month showing
what London’s new Elizabeth line
would look like if you picked it up and
plonked it in the north of England, it

contract is due i butin the
‘meantime Tom Forth, head of data at

nt viral.
1ts not that northern England

Leeds-based Open has
done some calculations to quantify the
cost of the chaos.

The effective population of Leeds

report on local funding by the
Northern Powerhouse Partnership,
‘which suggested a French-style

would, he estimates, have been 44 per
cent larger if TPE wasn't cancelling
nearly one in four of its trains, as it did

in January, and it would

ily begrudges London its rail
links. It’s that the growth argument
for also investing properly in
transport outside the capital feels so
obvious. So obvious, indeed, that even
the chancellor’s own rhetoric agrees.
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hen First Citizens Bank

agreed over the week-

endto buy most of what

is left of Silicon Valley

Bank, there was one
thing it absolutely did not want.

Though SVB, whose March 10 failure
shook the global banking sector,
was best known for serving venture
capitalists and techies, First Citizens
purchase agreement went out of its way
to exclude cryptocurrencies and loans
backed by crypto from the deal.

The North Carolina lender is not alone
initsaversion todigital assets. New York
Community Bank, which snapped up
the remnants of Signature, the lender
that failed right after SVB, refused
to touch Signature’s substantial digital
banking arm. The US Federal Deposit

Banks face a tough choice over crypto

Insurance Corporation is having to
return $4bn in deposits directly to those
customers.

Former US congressman Barney
Frank, who was on Signature’s board,
argued to me that the banks were
responding to growing regulatory
hostility to cryptocurrencies in the
wake of last November’s implosion of
digital exchange FTX. He even went so
far as to blame concerns about crypto
for what he thought was  hasty govern-
ment takeover of Signature.

“Icannot think of any other reason for
the New York regulator shutting
us down,” he said. “They shoot one man
to discourage the others [and say] stay
away from crypto.”

Boosters of bitcoin and other digital
assets agree. Online chats and Twitter
are full of speculation about what they
see as a concerted effort by the US gov-
ernment to ban crypto completely.
Dubbed “operation chokepoint 2.0”, the
theory includes the collapses of Signa-
ture and Silvergate, a smaller lender
that also did a lot of digital assets busi-
ness, and a string of regulatory actions.

Regulators insist that they are just

trying to ensure that banks are stable
and cryptocurrencies do not enable
money laundering and other crime.
Signature’s shut down “was not
crypto related”, said the New York
Department of Financial Services. The
banklost 20 per cent of its total deposits
within hours of SVB’s collapse, deplet-
ing its cash, and withdrawal requests
were continuing, the FDIC said.

Official attitudes
towards the currencies
have hardened since FTX’s
collapse. They had to

“We have not lost sight of the poten-
tial transformative effect that these
technologies could have on our financial
system,” Michael Barr, the US Federal
Reserve’s vice-chair, said in a recent
speech about crypto. “But the benefits
of innovation can only be realised if
appropriate guardrails are in place.”
However, the crypto bros have a
point: official attitudes have hardened

since FTXs collapse. They had to. In the
years while US regulators engaged in
endless consultation and hand-wring-
ing, massive risks had builtup.

FTX, once valued at $40bn, was
considered the crypto industry’s
responsible player. Yet it turned out to
be so lacking in basic financial controls
that millions of customers’ assets were
allegedly plundered by its executives.
The scandal and falling cryptocurrency
prices undermined Silvergate: deposi-
tors pulled out $8bn in the fourth quar-
ter, forcing it to sell securities at a steep
loss. That prompted a further run and
ultimately liquidation.

Now US watchdogs are clamping
down. The Fed and other regulators
officially warned banks inJanuary to be
careful of “fraud and scams” and “signif-
icant safety and soundness concerns”
‘when working with crypto companies.

The enforcement cases are also
coming thick and fast. US-listed crypto
exchange Coinbase has been warned
that it might be charged with securities
violations. On Monday, the Commodity
Futures Trading Commission sued
Binance, alleging that it illegally allows

Americans to trade crypto derivatives.
The watchdog contends that Binance
also facilitates illegal activities. “Like
come on. They are here for crime,” its
chief compliance officer is quoted as
saying of some customers. (Coinbase
and Binance reject the allegations.)

Jeremy Allaire, chief executive of sta-
blecoin issuer Circle, which had parked
$3bn in reserves at SVB, has warned
that the crackdown is driving crypto
enthusiasts on to “platforms with no
oversight, totally opaque bank and risk
exposures . . . this doesn’tend well”.

That’s a little overdone. Some banks
are still serving digital asset companies
in limited ways. Circle has big deposits
at custody bank BNY Mellon and a
pannershlp with New Jersey bank
Cross

But no one is openly bidding to
replace Signature and Silvergate as the
main crypto-focused banks. The time
has come for the industry to make tough
choices about digital assets. Lenders
such as First Citizens are signalling
which side they want tobe on.

brooke.masters@ft.com

Britain's new
stability rests on

shaky ground

Robert
Shrimsley

-

eremy Corbyn is on his way out
of the Labour party and proba-
bly parliament. Boris Johnson
is facing suspension from the
Commons. The last election’s
prime ministerial candidates are now
embarrassments to their parties, men
the current leaders define themselves
against. The Sunak government has
prioritised financial stability and even
compromised over Brexit in Northern
Treland, while in Scotland the separatist
cause is losing ground after the depar-
ture of Nicola Sturgeon as first minister.
Pragmatism is giving populism a run
for its money. Could the UK’s years of
‘political turmoil be over?

The discrediting of Corbyn and John-
son — the most dismal choice ever pre-
sented toa British electorate —is striking.
After a disastrous election for Labour,
Corbyn’s leadership was doomed but
few would then have foreseen his suc-
cessor, Sir Keir Starmer, barring him asa
candidate next time around. Yet the
rapid and ruthless marginalisation of
the hard leftis th the

readiness to face hard choices over his
premiership’s dishonesty, rule-breaking
and impossible promises. The next
election will be a contest between two
recognisably mainstream and serious
leaders. More urgent concerns like the
cost of living and the state of public
services have deepened the national
fatigue with political upheaval.

Brexit's malign effects linger. It polar-
ised politics, destabilised Northern Ire-
land and revived Scottish nanona.llsm
But while most voters th

decision a mistake, there is less appetite
for reversing it. Both main parties are
committed only to improving the terms.

To the outside world Britain begins to
look more dependable. The Ukraine
invasion has forced the UK to reappraise
the cost of sour relations with EU neigh-
bours. The bloc now even merits posi-
tive mentions in the recently revised
foreign and defence strategy.

In Scotland, unionists expect the
replacement of Sturgeon with the affa-
‘ble but unproven Humza Yousaf to offer
a respite from fears of a UK break-up.
Even a modest Labour revival will
undercut the case for a fresh independ-
ence i

power in Holyrood and still
of another referendum, momentum is
faltering and the factional poisons are
seeping out. Support for independence
has fallen from an occasional majority
tothelow 40s.

The UK has found a new stability — yet
it stands on soft foundations. The coun-
try has not fallen back in love with cen-
trist smoothies. Sunak and Starmer are
tolerated, rather than embraced by
their parties. Defeat might quickly see
the Tories revert to their aggressive early-
Brexit manifestation. Much of Britain’s
‘media has augmented partisan bias with
anew and paranoid hostiity to institu-

remain. Growth is low and productivity
poor. Real household incomes are
expected to fall by nearly 6 per cent over
two years. Income inequality is among
the highest for an OECD nation. Auster-
ity has hollowed out public services.
‘Without growth, small-state Tories will
struggle to reconcile their desire for
significantly lower taxes with the lack of
‘public support for spending cuts, a real-
ity Labour is also reluctant to acknowl-
edge. On top of this are the enormous
economic and social challenges of the
Aland green industrial revolutions.
Immigration — a canary in the popu-
list coal mine — is again a focus for vot-

EvanWhite

levelling up and regional democracy
remains essential.

Nor s ending the turmoil the same as
reversingits impact. Brexit will hold for
at least a generation. The nation is still
working through an immense change
which remains a faultline in politics and
amongthe nations of the UK.

As to Scotland, close to half of Scots
have shown a past readiness to back
independence and support is stronger
among under-50s. Continued SNP suc-
cess is a prerequisite for a new referen-
dum so a slump in party support eases
pressure for a break-up. But demo-
graphic forces mean unionists would be

ers. Or

tions, populi busi-

may
find it harsh to lump this “progressive”
nationalism with other populisms but it
too feeds on anger, a “foreign” enemy
and sketchy details of how the rupture

party’sreturnto electoral viability.
Johnson's eclipse owes less to his poli-

mightwork.

Tory of demands for a
fresh independence vote has temporar-
ily paid off. Nationalism thrives as a

tics than hi But thistoo

. But after

is a victory for stability, standards and

a
brutal leadership contest, along spell in

Many of the underlymg condmo.}s
which fuel populism and

for ramping up anger at the small boats
crossing from France, but iberals have
seen the costof

Nationalism thrives as a
campaigning movement,
but it is faltering and the

poisons are seeping out

Populism thrived in the UK, as it is
still thriving elsewhere, where leaders
lost sight of or dismissed the concerns of
their own citizens. It happened espe-
cially where they hollowed out the state,
focused on national rather than regional

income and on the asset-rich over the
asset-poor. It is why a sustained focus on

foolish to assume victor
For all this the UK laoks more stable.
While it may be premature to call the
end of upheaval, politicians have a
chance to show the value of pragmatic
over dogmatic government. One worry
is that parties are too campaign-focused
and reactive in the face of so many soci-
etal challenges. But thereisa moment, if
h

leaders h:

Makeit easier
for people to
invest directly in
US Treasuries

Robert
Hockett

ne of the crowning ironies

of the collapse of Silicon

Valley Bank is that it was,

by and large, doing what

we want banks to do —
lending to productive industries and
‘managing its asset portfolio prudently.
SVB lent to promising start-up compa-
nies, while investing its non-loan hold-
ings in the safest assets there are: US
Treasury securities.

For well over 50 years now, US Treas-
uries have been the “gold standard” in
both American and global financial
markets. They never default, and they
pay guaranteed returns well in excess of
the minimal interest that individuals
and businesses earn on their bank
deposits. Banks’ profits derive from the
“spread” between low-interest borrow-
ings — that is, client deposits — and
higher-yield investments — in SVB’s
case, Treasuries.

But any business or individual in
America can already invest directly in
Treasuries, through web-accessible
personal accounts held at the Treasury.
The aptly named TreasuryDirect sys-
tem already cuts out the middleman by
enabling anyone, to open an account at
the Treasury in minutes. In effect, this is
e-banking with the US’s own Treasury —
ameans by which individuals’ treasur-
ies become part of the national one.

But why doesn’t everyone do this?
Ithinkit’s due to a certain cumbersome-
ness in the TreasuryDirect tal
architecture — an issue that Treasury
secretary Janet Yellen could resolve
with the stroke of apen.

Apart from the need for a social

These are the gold
standard’ in domesticand
international markets
— they never default

security number, the sole impediment
to TreasuryDirect’s operating as a uni-
versally accessible savings and pay-
‘ments platform right now s the fact that.
to use it one must also maintain a sepa-
rate account at a bank, out of which one
can pay for Treasuries at Treasury-
Direct, and into which one can receive
cash onredemption of those securities.

Three years ago, when the US was
looking for ways quickly to get money
into the hands of its citizens locked
down by Covid-19, T contacted officials
at the Treasury and at the US Digital
Service. How long, I asked, would it take
to convert the system of web-accessible
TreasuryDirect accounts into a nation-
wide network of smartphone-accessible
digital wallets for all citizens and busi-
nesses in America.

The answer? About three months.
‘Within a matter of months, all Ameri-
can citizens and businesses could have
interest-bearing digital savings and
transaction accounts on their phones
andall similar devices. Tl

robert.shrimsley@ft.com

fthe US has taken to heart one big
lesson in the 21st century, it is that
democracy is not created at gun-
point. The 20th anniversary of the
Iraq invasion reminded Americans
of that. It does not follow that the safe
space of Zoom will fare better.
President Joe Biden’s second summit
for democracy, which is taking place
this week, is both virtual and surreal.
Amongthe participants are India, which
is in the process of jailing opposition
leader Rahul Gandhi on a trumped up
defamation ruling; Israel, whose leader,
Benjamin Netanyahu, wants to shut
down judicial independence; and Mex-
ico, whose leader, Andrés Manuel Lépez
Obrador, is trying to end free and fair
elections. With friends such as these,
democracy hardly needs enemies.

Biden's awkward democracy summit

Biden’s aims are noble, and it is note-
‘worthy that neither Hungary nor Tur-
Key, regarded in Washington and west-
ern Europe asilliberal democracies, was
invited. But the president’s means are
open to doubt. According to V-Dem, a
Swedish research institute, almost three
quarters of the world’s population now
Tive in autocracies against less than half

fact that the Jewish nation state is not
exactly democratic with the Arab terri-
tories it occupies.

Sarah Margon, whom Biden named to
lead his administration’s efforts on
democracy and human rights, withdrew
her name in January after senators
objected to her criticisms of Isracl. Hav-
ing a record of arguing for democracy

a decade ago. That vertiginous shift jus-
tifies the term “democratic recession”.

Itis difficult to believe a liberal demo-
cratic Russia would have invaded
Ukraine. It is equally hard to imagine
the people of an autocratic Ukraine
fighting as fiercely for their freedom as
they are doingnow. Itis thus reasonable
for the US to think that spreading
democracy is in its national interest.
The problem is that America is not very
goodatit.

Nowhere has the US expended more
guns and butter than in the Middle East.
The democratic returns have been
almost uniformly negative. The Arab
world’s only recent convert, Tunisia,
‘was recently lost to.a coup détat. Israel’s
democracy, meanwhile, hangs in the
‘balance. That is without mentioning the

https://ft.pressreader.com/v99f/20230330

d rap against the person
whose jobthat will be.

Since the fate of the system

will be settled in the global

south, it would be sensible
to ask what they think

The only unqualified success in US
democracy promotion was the Marshall
Plan for postwar Europe. Since the fate
of democracy will largely be settled in
the so-called global south — the parts of
the world that are neither in the west,
nor the emerging China-Russia axis — it
would be pragmatic to ask them what
they think.

To judge by their UN voting record,
many care little about the fate of
Ukraine. Their retort is that the west
seems not to care much about their con-
flicts. During a two-year civil war in

labelled the latter “genocide” — the
gravest charge possible. Yet barely a
peep is heard from Washington about

whatisgoing on in Kashmir.
‘When the west can be bothered tolis-
ten, the global south’s consistent refrain

formed the basis for the “Digital Green-
backs” plan that I then developed — i
honour of our nation’s first paper
currency, which for ts first 50 years was
issued not by the Federal Reserve, but
by the Treasury.

Think about some of the transforma-
tive changes this simple expedient
‘would make to our banking, commerce
and finance. For a start, the problem of
America’s “unbanked” and “under-
banked” would be solved more or less
overnight. Moreover, banking would be
safe for all — both because Treasuries
never default and because we'd need no
rmddle_man tostand between us and our

northern Ethiopia, 000 peo-
ple lost their lives. Although accurate
estimates of the death toll from Russia’s
full-scale invasion of Ukraine are hard
to come by, it is roughly a quarter of
Ethiopia’s figure. The Ukraine war is
daily front-page news; Ethiopia’s trou-
bles might get mentioned on page 14
every couple of months.

As India’s foreign minister, S Jais-
hankar, put it last year: “Europe has to
grow out of the mindset that Europe’s
‘problems are the world’s problems, but
the world’s problems are not Europe’s
problems.” What Jaishankar really
meant, of course, was the west as a
whole. But he was careful to exclude the
US, just as Biden is careful not to men-
tion India’s democratic backslidi

is for more dollars to help their shift to
clean energy, better infrastructure and
modern healthcare. Which of the two
great powers, China or the US, helps the
‘most is likeliest to shape their political
future and foreign policy alignment.
One of the by-products of Russias inva-
sion of Ukraine is that it has brought this
pressing question to the fore.

Biden’s White House s tryi

And, also th

out the middlemen, these digital Treas-
ury bank accounts, provided they are
held to maturity, would pay far more
interest than ordi ‘bankaccountsdo.

Finally, by facilitating and speeding
up transactions, TreasuryDirect wallets
‘would accelerate economicgrowth — for
our principal measure of growth, gross
domestic product takes transaction
volumeasi

up with a coherent US approach to the
global south, but officials admit it is a
work in progress. China has pumped
‘more money into the developing world
than all the west combined — with both
good and bad effects. Whether the
Malis, Cambodias and Bolivias of this
world be lies in their

Each needs theother to. counLerCl-uua.

Xinjiang. The US State Department has

hands. The best way of nudging them
down that path is to lecture less and lis-
tenmore.

edwardluce@ft.com

President Joe Biden is often said to be
dead-set on outdoing his former boss,
Barack Obama. One way he could do
this is to set USDS the task of safely and
remuneratively banking all businesses
and individuals in America, thereby
enablingall of us to share in the nation’s
annually growing wealth.

The writer, former counsel at the Federal
Reserve Bank of New York and the IMF, is
Edward Cornell professor of law at Cornell
Law School
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UBS/Ermotti:
old guard, new reality

Switzerland’s Sergio Ermotti has
replaced Dutchman Ralph Hamers as
chief executive of UBS only 10 days
after the bank’s shotgun marriage to
Credit Suisse. But this is not a “Swiss
solution”, chair Colm Kelleher insisted.

‘The phrase “Irish intervention” may
be more apt. Ermotti has better
credentials to handle one of the most
critical integrations in banking history.
This serves Swiss national interests,
invoked by politicians i forcing UBS to
absorb its failing rival.

But Irishman Kelleher is responsible
for the switch. He has shown judicious
ruthlessness. Last year, he scrapped
Hamers’ ill-advised $1.4bn takeover of
US robo adviser Wealthfront. If rising
interest rates had not helped UBS to
post record profits, the deal might have
finished Hamers then.

Ermotti was the UBS chief for nine
years. He restructured a bank bailed
out by the Swiss government. Cutting
down the investment bank to a service
division triggered fury that turned to
plaudits. Expect Ermotti to follow the
same playbook, with his powerful chair
at his elbow. This will be the first tie-up
of two globally systemically important
investment banks. Execution risks will
also be systemic.

A target reduction in pro forma risk-
weighted investment bank assets from
30 per cent to 25 per cent is a starting
point. Credit Suisse’s non-core side
already accounted for about a quarter
of total divisional RWAS of $80bn.
Securitised products, which Apollo is
buying, represents another $20bn.
These alone should take UBS to its
immediate goal

Fixed income will feature in the cull.
Equities are a better fit with wealth
management clients. That did not stop
Credit Suisse fuelling an Asian
expansion with cheap loans to Asian
tycoons in the 2010s. Ermotti will
inspect these assets gingerly.

UBS will dispense with the bulk of
the markets division, worth another
quarter of investment banking RWAS.
Combined with a 10 per cent loss of
asset-based fees the hit to revenues
might be $5bn from a total of $13bn for
Credit Suisse, thinks Citigroup.

Us financier Michael Klein now has
little chance of resurrecting the Credit
Suisse First Boston brand. He may still

be able to field some assets on the
cheap. Integrating these would be a
walk in the park compared with what
Ermotti faces. As Hamers clears his
desk, he may comfort himself by
imagining what he has been spared.

US natural gas prices:
hope springs infernal

This time was supposed to be different.
Last summer, the price of US natural
gas hit a high of $10 per million British
‘thermal units. The worry then was that
Europe would run short of winter
supplies as Russia cut its output in
protest at sanctions.

Today, the price has fallen to just $2/
‘mmbtu. Gas consumption in the US has
hit a five-year low thanks to a mild
winter. The US Energy Department.
says the country will finish March with
more than 1.9tn cubic feet of gas in
storage, a quarter more than the five-
year average.

A massive production boom in the
2010s led to a glut, low prices and
eventually financial distress for some
businesses. Oil and gas drillers were
forced into austerity by shareholders.
The Ukraine war followed. The US gas
industry envisaged a golden era where
output growth would be supported by
sustained high prices and profitability.
It s turning into a long wait.

One optimist is Chesapeake Energy,
a pioneer of shale drilling, It went
‘bankrupt in 2020 but re-emerged and
pivoted away from oil and towards gas.
Tts shares have fallen more than a
quarter from their peak last summer.
Chesapeake’s chief executive Domenic
Dell'Osso told investors last month that
the company had to manage through
price volatility this year, but that the
secular trends supported natural gas as
a winning commodity.

His thesis depends in part on the
‘volume of LNG export capacity the US
is adding. The US began exporting
natural gas only in 2016 and its current
shipment capacity has already reached
14bn cubic feet per day, a figure set to
jump to about 20bn with the addition
of three new export terminals.

The US Energy Department admits
that its forecasts did not anticipate the
scale of the current chill in prices.

It may turn out to be no more than a
quirk of the weather. But investors
have been burnt before by prophecies

Next: size down
The British fashion retailer has delivered higher than expected profits, despite the cost of living crisis. Next’s
disciplined approach to discounting yielded higher margins than many peers achieved. But chief executive
Lord Simon Wolfson says that cost inflation will make the next year challenging.

Next’s margins
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Higher than expected annual profits
sound like a good excuse for a
shopping spree.

In the UK retail sector, however,
purse strings are tightening. Over the
past eight years, UK fashion retailers
such as Next have adapted to the
shift to online sales and dealt with
pandemic lockdowns. The cost of
living crisis adds to their woes.

Strong full-year results are
therefore overshadowed by fears over
whether Next’s growth has peaked.

There are several signs that the
business has reached maturity. The
shares fell yesterday as longstanding
chief executive Lord Simon Wolfson
warned that inflation would drive a
near 9 per cent drop in pre-tax
profits this year to £795mn. Labour

of secular tailwinds and new
production discipline. They should
retain their hard-won scepticism.

Alibaba:
small poppies syndrome

Jack Ma has returned to China after a
year’s absence. His arrival coincides
with the decision to divide Alibaba, the
$255bn ecommerce group he co-
founded, into six. Alibaba’s share price
rose 12 per cent in response.

There is little reason to think the
split will make these businesses more
competitive. The revamp may,
however, placate politicians and
regulators intent on cutting China tech
groups down to size. Six small poppies

Jan 202

costs are the biggest contributor. Full-
price sales are also expected to dip 1.5
per cent as consumers tighten belts.
Given the profits guidance was first
issued in January, Wolfson could be
forgiven if he felt that yesterday’s share
price reaction was overdone. Yet Next's
long-term outlook invites caution.

host for other retailers. Yet many of
these ventures are immature. Total
Platform accounted for £16mn out of
atotal pre-tax profit of £870mn in
the year ending in January.

Wolfson believes there may still be
room for market share growth in the

s ss. But h

In the past 20 years, Next has
delivered a compound annual growth
rate of 14.1 per cent in pre-tax earnings
per share (assuming dividends are
reinvested). More recently growth has
been flattening out. Compound annual
growth in EPS will be closer to 5.4 per
cent over eight years if the profit
forecast for 2023/24 is correct.

‘Wolfson has tried new tricks. For
example, in 2020 Next launched a
“Total Platform” service as an online

make a less tempting target than one
large one.

‘The new units encompass domestic
ecommerce, cloud computing, services
such as food delivery, digital
entertainment, international
ecommerce, and logistics. Each will
have its own chief and the flexibility to
raise funding, including via market
listings.

Shareholders hope rejigs unlock
value. There are hazy promises of
greater efficiency. But the split will not
yield hidden treasures. Logistics is fast-
growing but unprofitable. Revenue
growth in cloud computing was 3 per
cent in the last quarter, down from 62
per cent in 2019,

Google’s creation of holding company
Alphabet in 2015 offers clues to what
‘may happen. Google claimed it would

p's s
that opportunities to expand are “less
numerous than they were”.

Next trades at a higher multiple
than peers Marks and Spencer and
Frasers Group, at 13 times forward
earnings versus 10.8 times and 9.2
times, respectively.

Next’s disciplined discounting has
allowed it to maintain enviable
‘margins. Poorer growth prospects
mean investors should still think
twice before filling their baskets.

support new tech ventures. Yet
Alphabet’s main unit remains online
ads. A show of greater transparency
soothed twitchy US regulators, though.

Alibaba has accepted more oversight.
Yet the shares are off nearly 70 per cent.
from their 2020 high. The stock trades
at 8 times forecast ebitda, a third below
Amazon. Blame nimble rivals and a
slow economy. Alibaba has posted
three straight quarters of negative
customer management revenue —
‘money paid by merchants for services.

‘Tencent also looks like a candidate
for a break-up, which could split apart
its financial and entertainment units.
But the danger in aping Alibaba is that
it would inspire further cynicism.

Defensively creating independent
businesses in a familiar wrapper does
ot count as a radical overhaul.

Jefferies:
direct approach

As the first investment bank to report
results, Jefferies is often seen as a
preview of what is to come for the rest
of Wall Street. On that basis, there is
good news and bad.

First, the good. The trading boom
that began during the pandemic is still
going strong. Uncertainty caused by
rising interest rates engenders
volatility — honey to a bear for risk
takers. At Jefferies, first-quarter
trading revenues surged by a third
from a year earlier to $639mn.

Fixed income trading had a
particularly strong run, with revenue
up 63 per cent, as clients raced to place
big bets or hedge against risks.

Next, the bad news. Business
remains in the doldrums for
dealmakers handling mergers,
acquisitions and initial public offerings.

In the US, the total value for M&A
deals is down about 45 per cent this
year, according to Refinitiv. IPO deal
Proceeds are down 18 per cent from a
year ago. Overall, investment banking
Tevente at Jefferies fell 42 per cent to
$567mn. Debt underwriting revenues
collapsed during the quarter. They
plummeted 67 per cent, compared
with a 20 per cent fall for equity
underwriting, This could be a sign that
‘more companies are getting their loans
from private credit funds and other
direct lenders.

Recently, struggling US lender Pacific
Western Bank turned to investment
firm Atlas SP Partners for a $1.4bn
financing facility.

Elsewhere, alternative asset groups
Apollo and Blackstone are among those
in talks to provide a $5.5bn loan for the
buyout of health-technology company
Cotiviti. If successful, it would be the
largest buyout financing deal ever
arranged by private credit firms.

This does not bode well for US banks
that make lucrative fees from
underwriting and syndicating loans.
JPMorgan, Bank of America, Citigroup,
Goldman and Morgan Stanley were the
top five bookrunners last year.

This year, new entrants will do their
best to chip away at that franchise.
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ACROSS

1 Exiled bishop disappeared scratching
head (8)

6 Wild herb carpefs outside of villa (6
9 One has shot with iron between hands

©
10 Hid case of some diamonds on island
@

11 Pronounced conceited streak (4)

12 Controlling hens with grains scatfered
around (10)

14 Choose fo accept period in charge of
musical show (8)

16 Fine book many regularly ignored (4)
18 Out of shape needing runs fo be
brought forward (4)

19 Enferfainer in sfreef not alien in 1050
@

21 Great pub | recalled in mind, bar close
to heart (10)

22 River crossed by unclothed local
swimmer (4)

24 Nobbled gaoler recelving pressure;
fellow’s opening vault (8)

26 Maybe diamonds and gold inferested
chap (6)

27 Olympian great, he naturally boxes (6)
28 Was monarch bearing son passive? (8)

DOWN

2 Asprinkler came Info activity (5)

3 Youngster army trained, new soldier (i1)
4 Profective covers shielding road in
excavation with stone coming up ,4)

5 Reglonal boss of defective,
comparatively tough, catching guy with
silver (87

6 Label with time passing becomes
weaker (6)

7 Endlessly wind angled object (3)

8 Fruit not mature? Check, we're told (9)
13 Falling forch in smog faulty (1D

15 Manuscript pieces found under church
In passage (9)

17 Review disrupted Malaysians affer
mother leaves (8)

20 I'm uncertain on second-class express
to north Ifalian region (6)

23 Inlet encloses tip of lugged bulb section

25 Plerre’s wrong to skip meal (3)
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