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Turkey votes
Crunch time
for Erdogan

Turkish president Recep Tayyip
Erdogan meets supporters at a polling
station in Istanbul yesterday after vot-
ingin the country’s most consequential
electionsintwo decades.

Erdogan, 69, seeking to extend his two
decades in power first as prime minister
and then as president, faced his tough-
est campaign to date against an opposi-
tion alliance led by presidential candi-
date Kemal Kihigdaroglu.

The outcome of the presidential and
parliamentary elections will carry glo-
bal resonance since Turkey, a member
of Nato, has played an increasingly
important role on the international
stage in recentyears.

Kihgdaroglu, 74, vowed to revive the
inflation-wracked economy, repair frac-
tious relations with Turkey’s western
allies and restore institutions damaged
by Erdogan's authoritarian policies.

See FT.com for results and analysis

,E LINDA YACCARINO PROFILE, PAGE 6

Financial Times Asia

FINANCIAL TIMES

ASIA

The ‘donut effect’ blighting US cities

RANA FOROOHAR, PAGE 19

Tolga Bozogiul EPA-EFEShuttersiock

G7 and EU to heap pressure on Russia
with ban on reopening of gas pipelines

o First embargo since Ukraine invasion e Flows cut by Kremlin to stoke crisis & Storage levels now high

HENRY FOY — TOKYO
DAVID SHEPPARD — LONDON
ALICE HANCOCK — BRUSSELS

The G7 and EU will ban Russian gas
imports on routes where Moscow has
cut supplies, according to officials
involved in the negotiations.

The decision is to be finalised by G7
leaders at a summit in Hiroshima this
week. It will prevent the resumption of
Russian pipeline-gas exports on routes
to countries such as Poland and Ger-
many, whose supplies Moscow cut off
last year, triggering an energy crisis
across Europe.

It will be the first time pipeline-gas
trading has been blocked by western
powers since the invasion of Ukraine.

Western powers want to ensure that
Russia does not receive a boost to its

energy revenues as they attempt to raise
economic pressure 15 months after
Moscow’s full-scale invasion of Ukraine.

One of the officials, all of whom spoke
on condition of anonymity, said that the
move was “to make sure that partners
don’t change their mind in a hypotheti-
cal future”.

A draft G7 statement seen by the
Financial Times said that the group of
leading economies would further
reduce their use of Russian energy

‘Europe’sleaders are
confident this plan will
not scupper security of
supply any time soon’

sources, “including preventing the reo-
pening of avenues previously shut down
by Russia’s weaponisation of energy” at
least until “there is a resolution of the
conflict”.

One European official from outside
the G7 said that he suspected the move
also partly aimed to give investors confi-
dence to back liquefied natural gas
infrastructure projects in Europe and
North America, by making it less likely
there could be a quick return of cheaper
Russian gas.

While the measures are unlikely to
affect any immediate gas flows, they
underscore Brussels’ deep determina-
tion to make its rapid pivot away from
decades of reliance on Russian energy
permanent. Officials are confident that
gas storage will reach capacity long

before next winter. It is already some
60 per cent full, compared with roughly
30 per cent at the same time in 2022.

At the start of the war the EU avoided
targeting pipeline flows, given its huge
dependence on Moscow’s gas. Russia cut
supplies anyway, sparking a surge in
prices to more than 10 times their nor-
mal level. But in recent months prices

range, you can understand why
Europe’s leaders are confident this plan
will not scupper security of supply any
time soon,” said Tom Marzec-Manser at
energy consultancy ICIS.

The embargo is being discussed by
diplomats as part of the EU’s 11th sanc-
tions package. The commission said
that it would not comment on sanctions

have fallen as Europe suc-
cessfully reduced winter demand,
increased its use of renewable energy
and sourced alternative supplies.

Moscow’s share of European gas
imports has fallen from more than 40
per cent toless than 10 per cent.

“With European gas storage unusu-
ally high for the time of year and whole-
sale prices inching back to what might
just be considered their normal price

leaks.

One EU diplomat said that the pro-
posal needed more clarification to show
howthe “status quo” would change.

Some of Russia’s main gas conduits to
Europe — the Nord Stream 1and 2 pipe-
lines — were sabotaged last year and
only one of their four strings remain.

But other pipelines such as the Yamal
lineto Poland remain intact.
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» Argentina set to bringin
emergency fiscal measures
Argentina will today announce a
round of emergency government
‘measures, including raising rates
600 basis points to 97 per cent, to
try tostave off its worst economic
crisis in two decades.— PAGE 2

» Mastercard defends fees
Mastercard’s European head has
defended the fees it charges as it
and rival Visa face UK regulatory
probes, dissent from retailers and
Big Tech incursions.— pace 6

» Possible US deal emerges

The shape of a debt ceiling deal is
emerging as White House and the
Republicans intensify talks to try
to avoid a national default.
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» Novavax pleads over jabs
The US biotech’s chief has urged
governments to honour Covid-19
vaccine-purchase commitments
asit battles to stay afloat amid a
collapse in jabs demand.— pace &

» Oaktree warns of crunch
Howard Marks, co-founder of the
$172bn investment group, has
warned that the boom in private
credit will soon be tested by
higher interest rates.— PAGE 8

» Crossword and Lex

The Lex column, Business Life
and the FT crossword can be
found inside today.— PAGE 13
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1n2021 about 12 per cent of Americans
said they had no close friends, compared
with 3 per cent in 1990. A recent report
by the US surgeon general concluded
that Americans are more lonely and
socially disconnected than ever before.
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Shell-backed Iraqi venture
casts light on Iran’s reach

Iran to benefit » PAGE 7

Banks press Brussels to prolong access
to UK clearing houses for euro trades

LAURA NOONAN, GEORGE PARKER,
AND PHILIP STAFFORD — LONDON
SAM FLEMING — BRUSSELS.

The EU is coming under mounting
pressure from Europe’s biggest deriva-
tives houses to rethink radically its
plans for wresting euro-denominated
clearing from the ity of London.

Clearing houses — which reduce market
risk by standing between two parties in
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by Brussels’ blueprint. Europe’s biggest
derivatives houses, including BNP Pari-
bas, Deutsche Bank and Société Géné-
rale, fear extra costs and less efficient
clearing, while London’s LCH, which
stands to lose business, has also pushed
forarethink.

“Officials are involved at the highest
levels on both sides as this is a financial
stability issue for the EU/eurozone and
itisalso an existential issue for the City,”
said one person involved in the talks
who asked not to be named as discus-
sions were sensitive.

Lobbying led by the International
Swaps and Derivatives Association is
focused on the detail of the EU’s plans to
force companies to route a yet-to-be
determined percentage of certain euro-
denominated trades through EU clear-
inghouses. ISDA said that the proposals
were so unworkable they could “have

the undesired outcome of dissuading
market participants from clearing
transactions”.

Lobby group the European Banking
Federation has warned that the plans
“may lead to unforeseen and exten-
sively adverse effects on the competi-
tiveness, resilience and attractiveness of
European financial markets and their
financial institutions”.

A person involved in the industry dis-
cussions said: “We almost take it as a
given that equivalence will be
extended.” LCH declined to comment on
any specifictalks.

Deutsche Bank, BNP Paribas and
Société Générale declined to comment.

The commission said that there were
“no plans to amend this decision”. Peo-
ple familiar with the EU’s position said
any changes would fall to the next com-
mission, which takes over inlate 2024.
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Latin America

Argentina battles growing economic crisis

New measures push rates
tonear 100% as inflation
soars and peso plunges

MICHAEL STOTT

Argentina will announce today a new
round of emergency government meas-
ures, including raising interest rates 600
basis points to 97 per cent, to ry to stave
off the country’s worst economic crisis
intwo decades.

‘The Peronist government is desperate
to avoid a big devaluation before elec-
tions in October. But the South Ameri-
can country is running out of foreign
exchange reserves as Argentines aban-
don the fast-devaluing peso and
embrace the US dollar. Fuelled by

money printing to finance a large gov-
ernment deficit, Argentine inflation hit
109 per cent a year in April, the highest
level since 1991. The economy ministry
said the new measures would involve
the central bank stepping up interven-
tion in the foreign exchange market to
try to slow the peso’s fall

Economy minister Sergio Massa is
also trying to persuade the IMF to bring
forward the disbursement of agreed
loans and will travel to China on May 29
to seek greater use of the renminbi in
foreign trade.

Last month, Argentina activated a
currency swap with China allowing it to
pay just over $1bn of its imports this
month in renminbi.

The IMF has already shown leniency
towards Argentina over the past year,

allowing it greater leeway on targets to
increase reserves and reduce money
printing in an attempt to keep a $44bn
loan programme on track. It is unlikely
to want to bring forward disbursements
in the months before a potentially piv-

Policies of heavy state
intervention have failed to

bring down inflation or
boost the economy

ers. The government will also lower
interest rates on a state-run scheme for
Argentines to buy locally made prod-
ucts on credit, part of an effort to boost
national industry.

The latest package of measures does
not represent a change of course, more
anattempt to double down on policies of
heavy state intervention that have
failed to bring down inflation or boost
the economy. It also entails risks: con-
stant rises in interest rates are making
the servicing of a huge pile of domestic

otal election, which the government is
likelytolose.

‘Massa also plans to allow the import
of food at a zero tariff to try to bring
downinflation, afirstina country which
is one of the world’s largest grain export-

debtincreasingly expensive.

Economists have criticised the gov-
ernment’s foreign exchange and price
controls for creating huge distortions,
deterring investment and depressing
production. Many forecasters expect
Argentina to enter recession this year,

with Oxford Economics forecastinga 1.6
per cent fall in gross domestic product,
the worst outlook for any major Latin
American economy.

Amid a bitter squabble over policy
between President Alberto Fernandez
and his powerful vice-president, Cri
tina Fernindez de Kirchner, Massa is
seen as one of the Peronist movement’s
few remaining options as a presidential
candidate for October’s elections.

But his plan to try to patch up the
economy with temporary interventions
to avoid painful austerity measures
before the election has run into increas-
ingdifficulties, compounded by a severe
drought which has hurt agricultural
exports. Massa’s chances as a candidate
now depend on the success of his eco-
‘nomic plan over the next few months.

Finance ministers

Warning over
gaps spotted
in banking
regulation

KANA INAGAKI — NIIGATA

G7 finance ministers have warned of
“heightened uncertainty” surrounding
the global economy and the need to
address regulatory gaps in the banking
system following turmoil in the finan-
cial sector.

“The global economy has shown resil-
ience against multiple shocks,” finance
ministers of the world’s most advanced
economies said in their final communi-
qué after a three-day ministerial meet-
ingin Japan on Saturday. “Nevertheless,
we need to remain vigilant and stay agile
and flexible in our macroeconomic pol-
icy amid heightened uncertainty about
the global economic outlook.”

The finance ministers also noted the
need to fill “data, supervisory and regu-
latory gaps” in the banking system that
had come to light following the March
collapses of Silicon Valley Bank and Sig-
nature Bank and the failure of First
Republicin recent weeks.

The US and its G7 partners have made
removing sanctions loopholes and com-
bating evasion their priority in recent
‘months as, more than a year after Rus-
sia’s full-scale invasion of Ukraine, the
appetite for imposing restrictions on
new parts of Russia’s economy wanes.

Against that backdrop, the finance
ministers also agreed to strengthen
sharing of intelligence on possible sanc-
tions dodging, and monitor the effec-
tiveness of the price caps on Russian
crude oil and petroleum products.

The G7 pledged to provide economic
support of $44bn to Ukraine, enabling
the IMF’s approval of a four-year lend-
ing programme worth $15.6bn.

“It was a big achievement for us that
the G7 was able to strengthen its unity
rather than going in separate ways to
address major international chal-
lenges,” Shunichi Suzuki, Japan’s
finance minister, said.

According to people briefed on the
talks, Brussels is also discussing restric-
tions on certain EU exports to countries
that it suspects are re-exporting sanc-
tioned products to Russia to prevent
critical components from ending up on
the Ukrainian battlefield.

Dementia fight
Japan urges G7
to pledge more
for treatments

Grey matter: scans compare
activity inside a normal brain,

left, with an Alzheimer’s patient’s
brain

World leaders are expected to make
their strongest pledges to tackle
dementia for 10 years at the G7 summit
in Hiroshima, as degenerative brain
diseases impose a growing burden on
the global economy and treatments for
Alzheimer’s begin to emerge.

Japan’s government hosted a meeting
of global dementia organisations in
Nagasaki yesterday ahead of the
summit from Friday. Tokyo hopes the
conference will pave the way for an
updated declaration, matching the
scope of the commitments made at the
G8's London summit in 2013.

The declaration is likely to include
commitments such as increasing

inding for research, improving access
to care and increased international
co-operation to address Alzheimer’s
disease and some of the 100 or so less
common forms of dementia.

“The London summit made historic
commitments to improve the lives of
people affected by dementia and to
speed up development of disease-
‘modifying drugs,” said Lenny
Shallcross, executive director of the
World Dementia Council, set up in
2013 to help governments meet those
commitments.

“Today, governments need to

challenges, now that

we have the first disease-modifying
drugs, biomarkers that could show who
could benefit from them and citizens
‘who will expect to be treated,” he said.

The first two drugs shown in clinical
trials to slow the progression of the
disease; donanemab from Eli Lilly of
the US and lecanemab developed by
Japan’s Eisai with US biotech Biogen,
reduce the build-up of sticky amyloid
proteins in the brains of those with
Alzheimer’s.

Asurvey of the drug’s development
pipeline in 2022 by Jeffrey Cummings
and colleagues at the University of
Nevada showed companies and
academic labs globally are working on
143 medications with a wide variety of
mechanisms besides targeting amyloid.

Japan takes a particular interest in
dementia, as it has one of the world's
oldest populations with about 30 per
cent aged above 65.

“The summit in Japan will allow us to
shine a spotlight on dementia, which
‘has become the first or second leading
cause of death in five of the seven G7
members,” said Paola Barbarino, chief
executive of Alzheimer’s Disease
International, a federation of dementia
associations. She added that 60 per

disease but part of normal ageing”.

George Vradenburg, founding
chair of the Davos Alzheimer’s
Collaborative, an international
foundation promoting innovation in
dementia treatment, said the 2013
G8 summit had an initial galvanising
effect on the field but the longer-
term response was inadequate.

“I'm disappointed that
governments didn't follow through
with a more co-ordinated
approach,” he observed.

Only the US government carried
through with a large and sustained
increase in Alzheimer’s research
funding, rising tenfold from
$400mn to $4bn a year over a
decade, Vradenburg pointed out.

“Publicly funded research must be
increased everywhere, including low
and middle-income countries, to
provide a base for the pharma and
biotech industry to develop new
treatments,” he added.

Inclusion of dementia in Japan’s
G7 agenda “shows governments
shining more of a spotlight on the
issue”, Shallcross said.

Another high-level conference has
been organised by the government

cent of healthcare iti “think

of the for the autumn.

incorrectly that dementia is not a

Clive Cookson

Ukraine war

Zelenskyy
welcomes
Germany’s
extra €2.7bn
in military aid

OLAF STORBECK — FRANKFURT
ROMAN OLEARCHYK — KYIV.
AMY KAZMIN — ROME

President Volodymyr Zelenskyy
praised Germany as a “true friend and
reliable ally” after Berlin announced it
swould supply €2.7bn of additional mili-
tary help for Ukraine and build a weap-
ons factory in the country.

Zelenskyy's visit to Germany yesterday,
his first since Russia’s invasion of
Ukraine in February 2022, marks a sig-
nificant improvement in bilateral ties
after Kyiv, at the onset of the war,
accused Germany of dithering nts sup-
portfor Ukraine.

Zelenskyy met German chancellor
Olaf Scholz, President Frank-Walter
Steinmeier and other officials a day
after visiting Rome to meet Italian lead-
ers and Pope Francis. Zelenskyy was
also set to arrive in Paris yesterday for a
surprise meeting with President
Emmanuel Macron on the second such
visit to France by the Ukrainian presi-
dent, who also visited Paris in February
forameeting with Macron and Scholz.

Germany, which inJanuary decided to
send its Leopard 2 main battle tanks to
Ukraine, announced on Saturday it
would provide Kyiv with additional
weaponsworth €2.7bn. According tothe
German defence ministry, Berlin has
provided €4.2bn of military aid since
2022.

German heavy weapons manufac-
turer Rheinmetall also announced on
Saturday that it would build a factory to
repair and service tanks in Ukraine ina
joint venture with state-owned defence
group Ukroboronprom.

The deliveries will include 18 self-
propelled howitzers, four Iris-T SLM
air-defence systems, 30 older Leopard 1
tanks and 20 Marder infantry fighting
vehicles, as well asartillery munition.

In a post on Twitter, Zelenskyy called
the deal the “largest military aid pack-
age since the beginning of the full-
scale Russian invasion” and said
German equipment was “saving
Ukrainian lives and bringing us closer to
victory”.

Reflecting the improved ties, German
defence minister Boris Pistorius said
Berlin would provide help for “as longas
its takes” to end the “Russian war
against the Ukrainian people”.

Rheinmetall chief executive Armin
Papperger said on Saturday that the
German arms-maker would “jointly
produce selected Rheinmetall products
in Ukraine” with Ukroboronprom.

Yesterday, Zelenskyy and Scholztrav-
elled to the western German city of
Aachen, where the Ukrainian president
and his country’s people were awarded a
prize to honour achievements in foster-
ing European unification.

Zelenskyy’s overnight flight to Berlin
came as Russian forces conducted air
strikes on the western Ukrainian city of
Ternopil that is home to electronic
music duo Tvorchi, who were at the
time representing Ukraine in the final of
the Eurovision Song Contest, which was
held in Liverpool, England.

Zelenskyy arrived in Berlin after
making a trip to Rome, where he met
Ttalian president Sergio Mattarella and
Prime Minister Giorgia Meloni. The pre-
mier said Italy endorsed Kyiv's 10-point
peace plan.

FINANCIAL
T TIM

MAKE A WISE
INVESTMENT

Subscribe today at
ft.com/subscribetoday

(ANCIAL TIMES
61 Floor, Nan Fung Tower
Central, Hong Kong

Subscriptions and
Customer Service
88,

Japan: Nikkei Tokyo Newspaper Printing Center, Inc,
+10-5, Shinonome, Koto-Ku, Tokyo 135-0062
Representative; Hiroko Rizzo Hoshino;

1SS 0915-9460

South Korea: Macil Business Newspaper, 30-1,1-Ga,
Pil-Dong, Jung-Ku, Seoul, 100728

vertising
“Tel: (852) 2868 2863 asiaads@ft.com,
wwwftasianet

Letters fo the editor
letterseditor@ftcom

Published by

“The Financial Times (HK) Limited,

6th Floor, Nan Fung Tower, 88 Connaught Road
Central, Hong Kon

Asia Editor: Robin Harding

Printed by

Australia: Spotpress Py Ltd, 24-26 Lilian Fowler
Place, Marrickville, NSW 22(

Hong Kong: Kin Ming Printing Co Ltd,

15/F BLK A, 18 Ka Yip Street, Ming Pao Indusfrial

Media Limited, 2 Jurong Port Road,
619088
Representa

. Anjali Mahindroo

© Copyright The Financial Times Limited 2023.
Alrights reserved.

Reproduction of the confents of this newspaper

in any manner is not permitted withou the.
publisher's prior consent. Financial Times' and

FT are registered trade marks of The Financial
Times Limited.

The Financial Times and i journalism are subject fo
a self-regulation regime under the FT Editorial Code
of Practice: wwwftcomeditorialcode

Bespoke clauses

Shipping companies press for sanctions-proof China contracts

OLIVER TELLING AND KATE BEIOLEY
LONDON

Shipping groups are increasingly seek-
ingbrealcclauses in contracts with Chi-

nies to consider the likelihood of even
more disruptive restrictions being
imposed on China, amid fears over US-
China tensions and Beijing’s military
as around Taiwan.

would make it eas-
er for them to walk away from deals if
western governments imposed sanc-
tionson Beijing.

Senior lawyers at four maritime law
firms said that vessel owners were regu-
larly asking for bespoke clauses that
would offer clearer protection against
the impact of western sanctions when

The shipping industry would be
acutely exposed to a collapse in diplo-
matic relations with Beijing: billions of
dollars’ worth of goods are carried
between China and the rest of the world
very day, while China builds more ships
annually than any other country.

In the past, industry contracts have
generally included a provision allowing

s with C|
parts such as shipbuilders, lenders and
traders chartering freight services.
The impact of Russia’ invasion of
Ukraine has shak d left

to walk away from a deal if
fulfilling it would cause them to break
the law. However, such clauses do not
altvays cover sanctions, which are gen-

groups far more exposed to sanctions,
with the war putting pressure on them
to keep track of their vessels amid
greater scrutiny from regulators, banks
and insurers.
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scale of the sanctions against Russia.
And how quickly we ultimately got
there,” said Patrick Murphy, a shipping
lawyer at Clyde & Co.

The situation has prompted compa-

erally time-limited, meaning shipown-
ers could struggle to renege on agree-
ments permanently.

Lawyers said a desire for greater pro-
tection was drivingdemand for bespoke
clauses, such as permitting shipowners
to tear up deals when sanctions created
the risk of continued trade becoming
illegal.

“Sanctions tend to be introduced sud-
denly. That leaves commercial parties
forced to choose; comply with the law

and breach the contract, or perform the
contract and break the law,” said Daniel
Martin, a shipping and sanctions spe-
cialistatlaw firm HFW.

“Sanctions clauses allow commercial
parties to more easily manage these
competing pressures. It they invoke the
clause, they may be able to comply with
thelaw without breaching the contract.”

China Shipbuilding Industry Corpora-
tion and China State Shipbuilding Cor-
poration, two of the world’s largest, are
bothstate owned.

However, despite some deals being
struck, lawyers said that agreements

ma}&%rﬁﬁ&f

Shanghai: China builds more ships
annually than any other country

had been tricky to achieve in China.

“It is very, very difficult to get these
clauses,” said one London-based sanc-
tionslawyer.

Shipbuilders were “often quasi-state-
owned and the [Chinese] government
won'tlikeit”.

Another lawyer said shipping groups
were particularly concerned about
being locked into long-term contracts
with Chinese shipbuilders. Payments
aregenerally made n stages while aves-
sel is built over several years, creating
the risk of sanctions being imposed
while a ship was being built and pay-
‘mentsstill havingto be made.

Lawyers said some shipowners had
made compromises to reach agree-
ments, such as agreeing to pay more
upfront or to provide compensation if a
contract was torn up because of sanc-
tions.

Butone said that “a clause that allows
[a shipowner] to walk away is not going
tobereadily accepted”.

Chinese shipbuilders were construct-
ing increasingly specialised ships, creat-
ing difficulties in transferringa vessel to
another owner if the original buyer
called off the deal, the lawyer added.
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Soaring growth
puts Greece on
path to recovery

Rebound of Europe’s one-time problem
child follows decade of painful austerity

ELENI VARVITSIOTI — ATHENS
MARTIN ARNOLD — FRANKFURT
MARY MCDOUGALL — LONDON

More than a decade after bailouts and
austerity measures pulled Greece from
the brink of bankruptcy and a eurozone
exit, the country has rebounded and is
on the cusp of regaining its investment-
graderating.

S&P recently changed its outlook for
Greece from stable to positive. A full
upgrade would put the country at triple
B minus, the rating agency’s lowest
investment grade rating.

Many, including Greece’s central bank
governor, expect the upgrade to come
after next Sunday’s elections should the
new government continue with the
reforms and maintain political stability.

The ruling conservative New Democ-
racy party has alead of 5 to 6 points in
the polls ahead of Syriza, the radical left
opposition party. But it is expected to
struggle to form a government after the
first round of voting, with Greeks set to
return fora runoffin July.

Fokion Karavias, chief executive of
Greek lender Eurobank, said the return
toinvestment grade — to which not only
the government’s borrowing costs but
also those of local lenders and corpo-
rates are inextricably linked — would
signal “the greatest turnround in the
European financial system’”.

He said: “There [had been] many
voices asking for Greece to exit the euro-
zone. They were arguing that the coun-
try’s debt would never be sustainable,
that it will be impossible to achieve pri-
mary surpluses, and that its banking
system will not be able to reduce its
stockpile of bad loans. In the end, noth-
ingisimpossible.”

‘Afteryears as Europe’s problem child,

growth in Greece is now rocketing. The
economy made one of the strongest
recoveries from the pandemic, with
gross domestic product up 8.4 per cent
in2021and 5.9 per centlast year.

Figures from Eurostat, the EU’s statis-
tics office, show that Greece recorded a
0.1 per cent primary budget surplus in
2022. The amount of loans that are now
non-performing on banks’ balance
sheets has fallen from more than 50 per
centin2016tocloseto7percent.

Economists at rating agencies and
investment banks such as Goldman
Sachs expect Greece to continue to out-
perform the bloc this year and next.

It is a far cry from February 2012,
‘when the country’s credit rating came
close to the lowest rating — selective
default — following a debt crisis that
threatened to tear the eurozone apart.

The lack of investment-grade status
resulted in higher financing costs and
meant that, for a time, the European
Central Bank was prohibited from buy-
ing Greek debt as part of its multi-
trillion-euro bond-buying programmes
tostabilise the bloc’s economy.

Reaching a point where rejoining the
investment-grade club — a status
bestowed by S&P on just 70 countries —
would become a real possibility has
beentough.

Painful austerity measures have left
their mark on a country that now has
one of the highest rates of relative pov-
erty in the EU. Up until a few weeks ago,
when it was raised from €832 to €910
per month, the minimum wage was
lower than it was 12 years ago.

After shrinking by almost a quarter
from peak to nadir, Greece’s output
remains substantially below pre-crisis
levels. Giorgos Chouliarakis, economic

Greece is on the cusp of regaining its
investment-grade rating

More than a decade on from Greece’s
default, workers remain far worse off

The economy remains much smaller than

before the country’s financial crisis

S&P credit rating Average annual wages at constant prices, Greek GDP at current prices, index (2007=100)
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Back on top:
visitors at the
Areios Pagos hill
opposite the
Acropolis in
Athens. Tourism
rebounded last
year to reach

97 per cent of

pre-Covid levels
Rrosos rmmnsiarPGeny

adviser to the Greek central bank gover-
nor, believes a return to peak “still needs
another decade”, while only “a serious
multiyear investment plan in human
capital, key infrastructure and health
services” will boost wages.

Reforms have not only stabilised an
economy in freefall but also led to some
real improvements. Chief among them
is trade: between 2010 and 2021, the
country’s goods exports soared 90 per
cent, compared with 42 per cent in the
euroareaasawhole.

“Greece’s biggest success story over
the past decade is exports,” said Dimitris
Malliaropulos, chief economist of the
Greek central bank. But a big factor was
“outright” cuts in wages, he added. “The
price of this improvement was high.”

The pain is now beginning to pay off.
After surging to 206 per cent during the

pandemic, Greek government debt asa
proportion of GDP was down to 171 per
cent last year, its lowest level since 2012
and one of the most rapid rates of debt
reduction in the world. It is expected
to keep falling in 2023, aided by high
inflation.

Covid helped to raise revenues by
forcing people to use easier-to-trace
electronic payments as shops shuttered.
“Economic activity that was in the dark
has now been revealed and taxed,” said
Malliaropulos.

Greece hasalsobenefited from a surge
in foreign direct investment, which rose
50 per cent last year tots highest level
since records began in 2002. The EU’s
post-pandemic recovery fund is set to
provide €30.5bn of grants and loans to
Greece by 2026, equal to 18 per cent of
current GDP. Tourism — the Greek

“There [had
been| many
voices
asking for
Greece to
exitthe
eurozone.
Intheend,
nothingis
impossible’

economy’s largest sector, accounting for
about one-fifth of GDP — last year
rebounded to reach 97 per cent of pre-
pandemiclevels.

Foreigners not only have their holi-
days in the country but are also heavily
investing in real estate. Property sales to
overseas buyers were almost four times
higher last year than in 2007, reaching
almost €2bn.

Construction, the hardest-hit sector
during the financial crisis, is also boom-
ing. Haris Kokosalakis, whose construc-
tion business collapsed in 2012, said
demand from overseas buyers had given
him a slight “hope” of a sustainable
Tecovery.

“Ifit weren't for our foreign clients, I
would be very pessimistic,” he said. “T
still fear we are back in 2007, about to
face another crash.”
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Deadline pressure

Outline of possible US debt deal emerges

Talks between White House
and Republicans stepup in
bid to avert national default

JAMES POLITI AND LAUREN FEDOR
WASHINGTON

The shape of a possible US debt ceiling
agreement between the White House
and Republicans in Congress is emerg-
ingas the sides intensify talks to try to
avoid an unprecedented national
default.

People familiar with the matter said
that the issues involved had narrowed,
as senior Biden administration officials
and aides to Republican Speaker of the
House Kevin McCarthy prepared to

hold discussions throughout yesterday.
At the heart of any deal would be a
pact to limit domestic spending. Repub-
licans are demanding deep cuts to many
government programmes over 10 years,
while the White House wants to see
more modest curbs over two years, one

person familiar with the talks said.
“There’s [a] real discussion about
d make,” Presi-

legislation to speed up the permit proc-
essforbiginvestment projects. That leg-
islation has been championed by West

could be a bigsticking pmm the person
familiar Wl[h the talks.

Virginia senator Joe Manchin, a centrist
Democrat, and is backed by the White
House and supported in different forms
byRepublicans.

‘The White House has rejected Repub-
lican calls for the repeal of clean energy

dentJoe Biden said

were partofthe nflation
Reduction Act,

The ina tuxm political
climate averse to compromise and on a
short deadline: the US could default on
its debt as early as next month if no deal
isreached. Any agreement is unlikely to
be concluded before Biden’s attendance
at the G7 summit in Hiroshima this
week, but it could plauslbly be in place
after that, the per:

“We're not there yet.” He added:
“We'll know more n the nexttwo days.”

Biden has signalled he is open to
applying savings from unspent Covid
relief funds to any agreement, which
could help narrow the differences
between thesides.

Another element of a possible deal is

tionlast year, and their calls to scrap stu-
dent debt relief measures implemented
by the president.

Democrats are also opposed to a
Republican demand for work require-
‘ments to be applied to anti-poverty and
social safety net in areas

On Friday, Karine jean Pierre, the

the tenets of the only bill to pass a body
of Congress that raises the debt limit,
avoids default and enacts spending
reforms,” one Republican aide said,
referring to legislation passed by the
House last month that raised the debt
limit but tied it to deep budget cuts.

“It doesn’t feel like any of [the issues]
areimpossible toresolve, and that really
puts you on a path to get a deal,” said
Neil Bradley, chief policy officer at the
US Chamber of Commerce, the largest

‘White House press secretary, expressed
some optimism. “It’s been

p.
h istomake

It’s been continuing,” she said. “The
conversations are going in the right
direction.”

have been more

such as healthcare and nutrition, which

Yet
sceptical. “Republicans are focused on

sure lhey donot sacrifice any of their big
policy accomplishments of the past two.
years, or are forced to accept a level of
austerity that would stunt the economy.
See Opinion

Supporters say move would
plug security gap but critics

fear the fuelling of violence

JAMES SHOTTER — GUSH ETZION

At the Caliber 3 shooting range in Gush
Etzion, a cluster of Jewish settlements in
the occupied West Bank, business is
booming. “I've seen a big uptick,” said
Sharon Gat, a colonel in the Israeli mili-
tary who founded the business in 2007.

“Gun sales in the past two months
have grown by 100 per cent, and the
number of people coming to train [has
alsorisen].It’salways like that when the
violenceisup.”

For some at the range, obtaining a gun
is a reaction to the wave of bloodshed
that has engulfed Israel and the occu-
pied West Bank for the past year. The
surge in violence has become the worst
for a decade, with Israeli forces killing
more than 250 Palestinians in a series of
near-nightly raids in response to a spate
of Palestinian attacks that have killed
‘more than 40 Israelis.

But broader gun ownership is also a
goal championed by Israel’s national
security minister, Itamar Ben-Gvir, who
argues it would make the public safer.
Critics dispute this, saying that more
guns will fuel violence rather than deter
it and exacerbate already soaring ten-
sions between Israelis and Palestinians.

Unlike in the US, there is no general
right to bear arms in Israel. But Israelis
can typically get a licence for a firearm
and 50 bullets if they meet certain crite-
ria, such as living in an area exposed to
heightened security threats, passing a
‘medical test, having no criminal record
and completing weapons training.
About 140,000 Israelis hold gun
licences.

After a Palestinian gunman shot dead
seven Israelis in the Neve Ya'akov settle-
ment in January, Ben-Gvir — a settler
previously convicted of inciting racism
and supporting a terrorist organisation
— pledged to loosen the rules and speed
uplicensing.

Boosting gun ownership is one of a
number of measures demanded by Ben-
Gvir in response to the spiralling ten-
sion, which include establishing a
national guard and imposing the death
penalty for terror killings. The violence
posesa challenge toTsraeli prime minis-
ter Benjamin Netanyahu’s hardline gov-
ernment, which has accused its prede-
cessors of being soft on security.

Advocates argue that arming more

Middle East. Security
Israelis wrangle over easing gun controls

Taking aim: civilians would plug gaps the security
aman firesa forces cannot fill, making it possible for
pistol at an attacks to be stopped more quickly and
indoor shooting  deterringsomeassailants.

rangein Among those who have recently
Katazrin, applied for a licence is Mike Epstein, a
Golan Heights ~ 32-year-old from Tekoa, a settlement

Jala Mare /AFPIGetty
images

near Hebron. He decided to do so
because his family was growing and he
had heard “first-hand stories of people
whowereinincidents”.

Thope to never, ever

for Civil Rights in Israel, said attackers

of internal security.

have to use except on the range,”
Epstein said, as he picked up his new
handgunat Caliber 3. “But .. Idlike to

haveit

in criminal ci

However, critics argue that broaden-
ing gun ownership will do little to boost
security and dismiss Ben-Gvir's plans as
a political gimmick. “This is a way for
him to get votes very easily without
struggling with the limits of [his] power
in the hierarchy of the government,”
said Eitay Mack, a human rights lawyer.
“ButI think he’s pushingIsrael to a place
that is going to be very, very dangerous
foreverybody.”

Noa Sattath, head of the Association

e ey o (el o B VGun sales
chances of being killed were already 1N the past
high. Only 5 per cent of incidentsclassi- — ¢wo months
fied by Isracl as terrorist attacks
between 2018 and 2020 were thwarted have grown
by armed civilians or security guards, o
choaddod, citingdata fromthormistry  0Y 100%,
and the
Others argue that letting more civil- number of
fans own weapons would be counter-
While gun violence remains ~ people
low, it has risen since the last loosening :
of licensing rules in 2018, with the CCTINELO
number of people killed with firearms ~ train [has
rising from also risen]'

84 in 2019 to 117 in 2021, according to
data collated by Gun Free Kitchen
Tables (GFKT), an alliance that backs
stricter gun controls.

Rela Mazali, co-founder of GFKT, said
iflicensing rules were eased again, some
weapons would end up being used in
organised crime. Others would be used
in murders and domestic violence — in
particular against women — and would
increase deaths by suicide.

The prospect of wider gun ownership

has alarmed Palestinian citizens of
Israel, who fear the weapons will be
turned against them. “It’s already terri-
fying living here as a Palestinian. You
can’t make any mistakes,” said Diana
Buttu, a Palestinian analyst and former
negotiator. “At any time the police can
view us as a threat and gun us down.
And now [Ben-Gvir] wants to extend
this to private citizens.”

Sattath said she was also concerned
that along with Ben-Gvir’s other ambi-
tions — such as setting up a national
guard and involving Tsrael’s Shin Bet
internal security service in policing
Arab society — wider gun ownership
could exacerbate tension between
Israel’s Jewish majority and its minority
groups, such as inians and the

Election

Thailand
opposition
party leads
rivals with
military ties

Thailand’s pro-democracy opposition
has taken the lead in early polling
results as voters delivered a rebuke to
the military in a contest that could her-
ald the country’s first transfer of power
foradecade.

Yesterday’s election represents the
strongest chance for Thai voters to
reclaim control from a military-aligned
government and arrest a cycle of mili-
tary coups, violent crackdowns and
political turmoil that has plagued the
country and seen its economic growth
lagbehind regional neighbours.

The Pheu Thai party, Thailand’s larg-
est opposition group, was in the lead
with about 23 per cent late yesterday,
with more than half of the votes
counted, according to Thailand’s Elec-
tion Commission. The party is led by
Paetongtarn Shinawatra, 36, who only
formally entered politics last year. Sheis
the youngest daughter of Thaksin
Shinawatra, the billionaire telecoms
magnate and populist former prime
‘minister whose elected government was
overthrown ina military coup in 2006.

Her party was closely trailed by Move
Forward with about 21.5 per cent of the
votes, reflecting early signs of a backlash
against Thailand’s deeply conservative
royalist-military establishment. The
progressive party had surged in pre-
election polling on enthusiasm from
urban and young voters following pro-
tests in 2020. Pita Limjaroenrat, Move
Forward’s Harvard and MIT-educated
leader, announced late yesterday that
e expected his party to begin coalition
talks with Pheu Thai.

Move Forward’s supporters “have
grown up in a time of political polarisa-
tion marked by protests, coups and
crackdowns”, said Napon Jatusripitak, a
research fellow at the Iseas-Yusof Ishak
Institute in Singapore, saying the result

“will give us a glimpse into whether
thereis enough appetitefor change”.

il ned parties trailed in early
returns. The United Thai Nation party, a
vehicle for incumbent prime minister
Prayuth Chan-ocha, garnered only
about 8 per cent of the vote. The ruling
Palang Pracharath party, which s led by
Prayuth’s deputy and longtime mentor
Prawit Wongsuwan following a schism
inthe government, had 10 per cent.

Prayuth, a former military chief who
seized power in 2014 by deposing Thak-
sin’s sister, Yingluck Shinawatra, had
faced criticism at home and by some
allies for repressing civil liberties and
crushing the 2020 protests, which
soughtto curb the privileges of the mon-
archy, Thailand’s most powerful institu-
tion. But the military maintains a signif-
icant advantage under Thailand’s 2017
constitution, which allows a 250-mem-
ber junta-appointed senate to vote
alongside the 500-seat elected lower
house ona prime minister.

One possible kingmaker is the
regional populist Bhumjaithai party,
which was third in early returns. The
party, led by health minister Anutin
& A

rd he ful

Bedouin. “In this atmosphere of incite-
‘ment and the stoking of fear and vio-
lence, we worry that these guns would
notbe used for security,” she said.

“Stoking fears and talking about guns
‘may alleviate some of the [security con-
cerns in society]. But in reality, increas-
ing gun ownership will lead to more
deaths and more violence.”

campaign last year for marijuana
decriminalisation, also tipped the scales
following disputed polls in 2019, when it
backed Prayuth.

The opposition is hoping an over-
whelming margin will press the Senate
to co-operate with the result, but it faces
abattle to form a government, and final
results may not be available for weeks.
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Rocket attacks

Palestinian Islamic Jihad
agrees Gaza Strip ceasefire

JAMES SHOTTER — JERUSALEM

Israel and Palestinian Islamic Jihad
officials in the Gaza Strip said they had
reached a deal to end the worst bout of

Corrigendum-|
ce.com and

n all working n 10:30

cross-] 2021

Mohammed al-Hindi, a senior member
of IslamicJihad’s leadership, told the Al
Kahera Wal Nas channel that the deal,
brokered by Egyptian officials, would
take effect at 10pm local time on Satur-

rs (1ST)and
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ay, raisi ofanendtothe
five-day flare-up.

In the minutes after the deadline,
sirens warning of incoming missiles
went off in areas around the Gaza Strip,
and Israel subsequently said its aircraft
had struck two concealed rocket
launchers in Gaza, leaving the deal’s
durability in question.

By yesterday morning, however, the
truce appeared to be holding. Israel reo-
pened the main border crossing to Gaza,
and gradually eased restrictions on

Israelis living in the south of the coun-
try, which was most affected by the
rocket fire.

Tzachi Hanegbi, head of Israel’s
national security council, said that
Israel’s acceptance of the truce meant
that “quiet will be met with quiet”, and
that if Israel were attacked or threat-
ened, “it will continue to do everything
thatitneedstoinorder to defend itself”.

The latest round of violence erupted
on Tuesday when Israel killed 15 people
in air strikes targeting three senior
members of Islamic Jihad that it said
had been involved in rocket fire from
the strip a week earlier. In the days
since, a total of 33 people have been
killed in the Gaza Strip, according to the
local health ministry.

InIsrael, two people have been killed
by rocket fire, including a Palestinian
with a permit to work in Israel, and a
‘woman who died when a rocket hit an
apartmentblock in the city of Rehovot.

Karnataka

BJP election loss in south hits
Modi hopes for national poll

JOHN REED — NEW DELHI

The ruling Bharatiya Janata party has
lost control of a crucial southern state
to the Indian National Congress in a
closely watched election, dealing a rare
political setback to Prime Minister

Wednesday’s vote. Both parties’ candi-
dates raised issues of religion, caste, the
economyand corruption.

“We have been not able to make the
mark, in spite of a lot of efforts [that]
have been put up by everybody, from

Narendra Modia year national
poll.

Congress won in 135 of the 224 seats that
were up for grabs in the Karnataka state
assembly, the Election Commission of
India reported. The BJP won in 66 seats,
putting Congress in position to form a
government without a coalition partner.
Newly elected Congress lawmakers in
the state were due to meet yesterday to
begin talks on forminga government.
Karnataka is one of the country’s
wealthiest states and home to the tech-
nology hub of Bengaluru. The defeat
‘means the BJP will lose the only state it
governs in the country’s south. Modi
campaigned for a week ahead of

our pri tothe workers,” said
Basavaraj Bommai, Karnataka’s BJP
chief minister, as he conceded defeat in
remarks broadcaston Saturday.

‘The results will be a big boost for Con-
gress, which was the dominant political
party for decades before it was crushed
by the BJP in national elections in both
2014and 2019,

Ahead of the polls, the BJP state gov-
ernment scrapped a 4 per cent reserva-
tion under job quotas for minority Mus-
lims, and reallocated it to two other dis-
advantaged groups in a move seen as
appealing to its Hindu nationalist base.
Muslims make up about 13 per cent of
Karnataka's population.

Additional reporting by Jyotsna Singh
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Mastercard
defends fees
amid probe by
UK regulator

o Chief'says system offers ‘good value’
o Merchants campaign to reduce costs

SIDDHARTH VENK,

LONDON

Mastercard’s European president has
defended the fees it charges merchants
as the card network and rival Visa face
regulatory investigations in the UK, dis-
sent from retailers and threats from Big
Tech’s attempt to muscle in on their
territory.

“We believe inter change [fees paid to
banks for payments on their network] is
the right mechanism for everybody,
sharing the costs and benefits of the
payment system,” Mark Barnett told the
Financial Times. “We think it repre-
sentsincrediblygood value.”

The UK’s Payment Systems Regulator

‘We believe [ fees paid to
banks for payments on
their network] is the right
mechanism for everybody’

is reviewing cross-border interchange
fees, levied by card networks on behalf
of banks for every debit or credit card
payment that uses their networks.
Together, Mastercard and Visa
accounted for 99 per cent of these pay-
ments inthe UK in 2021.

EU regulation introduced in 2015
capped interchange fees at 0.2 per cent
of the transaction value for debit cards
and 0.3 per cent for credit cards.

But following the Brexit transition
period, both networks raised the inter-
change fees for online payments
between the EU and the UK to 1.15 per
cent for debit card transactions and 1.5
per cent on credit cards, citing fraud and
growing competition.

Barnett said the caps put in place in
Europe in 2015 had helped to double the
number of merchants who accepted

d to 100mn over the past
eight years by lowering the costs.

The PSR is also studying scheme fees,
the charges that go directly to the card
networks rather than to the banks.

Barnett said Mastercard was fully co-
operating with both investigations and
had provided large amounts of data to
thePSR.

He said the scheme fees paid to Mas-
tercard were “minuscule”.

Based on a 2021 report from Boston
Consulting Group, Mastercard esti-
mates that scheme fees across Europe
were equivalent to 6p on a £50 transac-
tion, although it said the cost would now
be lower since the card network with-
drew from Russia.

The card networks are also under
pressure from merchants to reduce
costs. Trade bodies including the British
Retail Consortium and the Federation of
Small Businesses launched campaign
group Axe the Card Tax last year, calling
for the PSR to reduce card fees.

In November 2021, Amazon said it
would stop accepting UK-issued Visa
credit cards as a “result of high costs”,
with a person familiar with Amazon’s
position citinginterchange fees as one of
the sticking points. Amazon reversed
course inJanuary last year, saying that it
was working with Visa to reach a
solution.

The battle came as the relationship
between Big Tech companies and pay-
ment firms has become increasingly
complex, with the US west coast giants
expanding their reach into financial
services.

Apple launched a pilot of its buy now,
pay later service in the US in March,
using Mastercard’s network, while
Amazon offers an instalments pay-
ments service through Barclays in the
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Credit crunch Nervous investors braced for
imminent sell-off of US high-yield bonds

Graeme SoanyBloomberg

‘ US banks say they are tightening standards for lending to small businesses
which has historically been followed by a widening US high-yield bond spread
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MARY MCDOUGALL — LONDON

Investors are growing nervous about
asharp fall in the prices of risky cor-
porate bonds as credit conditions for
US businesses and households grow

increasingly tighter.

The Federal Reserve’s quarterly Sen-
ior Loan Officer Opinion Survey last
week showed 46 per cent of US banks
planned to raise their lending stand-
ards because of worries about loan
losses and deposit flight.

In the past, tighter lending stand-
ards have led to the spread, or gap,
between yields for riskier corporate
bonds and ultra-safe government
bonds widening, because credit
becomes riskier to own.

But while lending has not evapo-
rated as feared following the collapse
of Silicon Valley Bank in March, the
spread between higher-yield bonds
and Treasuries has stayed relatively
tight, leaving investors speculating
thata correction is coming.

“In terms of why corporate bond
spreads have not yet moved, I think it

is simply because lending standards
are a lead indicator on the real econ-
omy,” said Mike Riddell, a bond fund
manager at Allianz Global Investors.

“We think that global risk premia
will move sharply higher once the
exceptionally tight lending standards
begin to have a major impact on glo-
bal growth, which is due to happen
imminently.”

Ultimately, he said, it took at least a
year for a change in interest rates to
have the full impact on the economy.
The Fed started raising rates in March
last year.

Investors’ worries over the health of
the US banking system are still rip-
plingthrough markets, more than two
monthssince the failure of SVB.

PacWest shares lost more than a
fifth in value last week after the bank
announced it lost almost a tenth of its
deposits in the first week of May.

The KBW regional banks index,
which tracks midsized and local US
banks, has shed 35 per cent since the
start of the year.

“The failures of several banks in

secent months have been relatively

Novavax chief
urges nations
to honour
Covid deals

JAMIE SMYTH — NEW YORK

‘The new chief executive of Novavax has
urged governments to honour Covid-19
vaccine purchase commitments as the
US biotech battles to stay afloat amid a
collapse in demand forjabs.

John Jacobs told the Financial Times
there was no guarantee governments
would deliver on all their existing com-
mitments with the company, which
include $2.1bn in advanced purchase
agreements signed with the US biotech
groupstretching into 2025.

“We had to invest billions . . . to
deliveravaccine that helped to stem the
tide of a global pandemic that was kill-
ing millions of people,” said Jacobs, who
replaced Stan Erck as Novavax’s chief
executive in January. “And then to all of
a sudden say ‘well you spent all your
money, you committed to protect our
citizens. Now we don’t think we need it
as much. Sorry, you're out of luck.’
That's probably not good for long-term
relationships and that type of thingand
tobenefit publichealth,” he said.

Novavax is one of a handful of vaccine
makers, along with BioNTech/Pfizer
and Moderna, which are approved to
supply Covid jabs in the US, EU and
other western countries. All providers
are facing steep falls in sales owing to a
supply glut that has left billions of vac-
cine doses unused. This has prompted
governments to renegotiate contracts

stylecrisis
looks much less llkely than it did
when Silicon Valley Bank collapsed in
March,” said Eugene Philalithis, head
of multi-asset investments at Fidelity.
“However, the US banking sector
remainsin aslow-motion crunch.”
Fidelity believes high-yield US
bonds look particularly vulnerable to
tighter lending. Spreads are at levels
consistent with a “more benign out-
look than reality suggests”, according
to Philalithis, who is buying highly
rated sovereign bonds and avoiding
risky credit.
Howard Cunningham, fixed
income portfolio manager at Newton
has said he

with , a move that ana-
Iysts warn could pile further pressure on
cash-strapped Novavax.

Novavax said in December it would
repay the UK government $112.5mn fol-
lowing its decision not to exercise an
option in its contract to buy additional
vaccine doses. The company also faces a
$700mn arbitration process linked toits.
cancellation of a vaccine contract with
Gavi, an international body providing
vaccines to poor countries.

Novavax’s market capitalisation
soared above $20bn when it developed
Nuvaxovid, a Covid jab made using a
traditional protein-based vaccine proc-
ess rather than the messenger RNA

has also “sharply reduced” exposure
to high-yield bonds because “where
lendingstandards gojunk bond yields
will follow”.

In its financial stability report last
week, the Fed cited the chance of a
credit crunch among the biggest cur-
rent risks to the financial system but
notits most likely scenario.

used by BioNTech/Pfizer
and Moderna. But the company’s valua-
tion has since crashed below $1bn,
because of delays in launching the vac-
cine, competition from rivals and weak
demand for Covid jabs. Jacobs said
Novavax expected to deliver on the
$800mn advanced purchase agree-
ments with the EU, Australia, Canada
and New Zealand that are due this year.

New chief faces challenge of
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mending relationships with
brands that curbed spending

ANNA NICOLAOU — NEW YORK
HANNAH MURPHY — SAN FRANCISCO

Like most things with Elon Musk, it
started with a tweet. “Excited to
announce that I've hired a new CEO for
X/Twitter,” he wrote late on Thursday
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Sy i=ascfineiation Schane = O neroperi®d || afternoon, setting off a maelstrom of
) L speculation across media and tech cir-
SR s i cles about who the billionaire had cho-
RonentleEnorgy Zon wn-mn) n 500 (191 | 115230 s (1T) sentosteer the social mediagroup.
(,,hm_ A Rumours centred on Linda Yaccarino,
5 o) a tising veteran whe
;uum;lg G orRE powerom 1500 trs (8T). | 1530 s (1ST) has spent the past decade at Comcast’s
parkioor PhesellEe NBCUniversal. A spokesperson said on
Noto:P N i
Thursday that Yaccarino was unavaila-
Vit aytanty T anfor
] ble because of “back-to-back rehears-
Bid Process Coordinator ALOE Initiative Partner als” for the group’s annual pitch to
S CREUCTRGITD] advertisers. But by Friday morning, she
o was officially exiting the company,
Aoy e ety R Ministry of Central Electricity Autnority | effective immediately.

It was a fittingly chaotic start for
Musk’s replacement as Twitter chief
executive. Yaccarino will leave behind
the old-school hallways of Madison Ave-
nue for a start-up that has been man-
aged erratically by the tech entrepre-
neur since he acquired it for $44bn last
year.

Yaccarino, 60, is a towering figure in
advertising and has deep relationships
with marketers and advertising agen-
cies, as well as ties to the traditional fix-
tures of global business such as the
World Economic Forum, where she s an
executive chair.

Twitter’s investors hope she can be a
steady hand to mend MusK’s testy rela-

Profile. Linda Yaccarino

Advertising veteran enters wild world of Twitter

tionship with advertisers, the main
source of the company’s revenues.

The appointment comes as Musk has
struggled to wrestle the platform’s
finances under control, carrying out a
dramatic restructuring and cost-cutting
push that critics argue has caused inter-
nal chaos and technical issues for users.

Upon his acquisition of Twitter in
October, Musk, a self-declared “free
speech absolutist”, initially attempted
to woo marketers, promising that the
platform would not become a “hell-
scape” despite his plans to relax content
moderation.

Nevertheless, many top advertising
agencies and brands chose to pause
spending on the platform, hitting Twit-
ter’s revenues by about 50 per cent and
prompting Musk to lash out and
threaten to “name and shame” those
involved. In some cases, he personally
called chief executives of some brands
that have curbed advertising in order to
berate them.

“If she shows up and basically could
tell Musk what needs to happen, and he
actually leaves her alone to do that,
almost all the [advertising] money will
come back, and then some”, said Brian
Wieser, a former WPP executive and
longtime media analyst. “That’s a testa-
ment to how well regarded she is in the
industry, and how deep her relation-
shipsare”

Advertising insiders say that Yacca-
rino’s biggest obstacle to restoring Twit-
ter’s business may be Musk himself,
who is known for his unorthodox man-
agement style and turning on those who
challenge him.

Yaccarino has risen up the ranks of
large publicly traded television compa-
nies over the past three decades, manag-

ing a team of thousands as head of
advertising for NBCUniversal, where
she oversaw more than $10bn in annual
revenue. Her presence will inject pro-
fessionalism at Twitter, where Musk has
cut staff by almost 90 per cent and set
the company’s automatic email reply
forjournalist inquiries toa poop emoji.

Advocates say she is a consummate
relationship builder who could help
turn round the company’s advertising
business, which has long lagged its
larger peers such as Meta in terms of
revente, resources and sophistication.

“There’s no one that won’t take a
‘meeting with Linda, no question,” said
one veteran advertising executive, add-
ing that she had been an “ardent sup-
porter of broadcast and cable advertis-
ing” but was “somewhat dismissive of
the value of social media for building
brands” in the past.

While they appear to make for an odd
couple, Yaccarino and Musk seem to
share political stances. “She doesn’t nec-
essarily fit the profile of left-leaning

Linda Yaccarino: her presence will
inject it at Twitter

executive types,” said the veteran
advertising executive. “If I was placing
‘her anywhere on the spectrum, it would
be as a [Ronald] Reagan Republi-
can.” Another media executive said she
‘was known tobea fan of former US pres-
ident Donald Trump.

She and Musk also share a propensity
for showmanship. Yaccarino, a fixture
at the industry’s glitzy events, has said
that if she weren’t working in advertis-
ing, she would want to run for mayor of
New YorkCity.

‘When news broke of her hiring, Yac-
carino’s ties to the WEF provoked a
backlash from more conspiracy-
minded Musk fans, many of whom
share distrust of international political
organisations. Musk, who in January
described the WEF as “increasingly
becoming an unelected world govern-
ment”, addressed fears that Yaccarino’s
connections would harm his free speech
agenda, writing: “The commitment to
open source transparency and accept-
inga wide range of viewpoints remains
unchanged.”

Some executives questioned Yacca-
rino’s ultimate power. One top industry
executive said it was noticeable that
Musk was still executive chair and
would be calling the shots. He has made
clear he will continue to lead the prod-
uct and engineering business. But a
flurry of product changes, such as the
introduction of the new premium serv-
ice Twitter Blue, has failed to win over
many users, and the platform has suf-
fered an uptick in outages since the
takeover.

Wieser warned that leaving her estab-
lished perch for Twitter was a“very high
beta situation” for Yaccarino. “Either it
flamesout, or it goes spectacularly.”
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Shell-backed gas project set to benefit Iran

UK energy major’s Iraqi joint venture casts light on Tehran’s pervasive business interests in neighbouring country

TOM WILSON — LONDON
RAYA JALABI — BEIRUT

Anlranian company is the biggest bene-
ficiary of a power plant poised to supply
ashell-backed gas projectin Iraq, show-
ing the pervasive presence of Tehran’s
business interests in its neighbour and
putting the UK group at odds with the
west’s shifting geopolitical priorities in
the Middle East.

‘Basrah Gas Company, which is 44 per
cent-owned by the London-listed
energy major, will become a big con-
sumer of power from Rumaila Inde-
pendent Power Plant in southern Iraq
when the gas company’s new facility
starts operations inJune.

The Rumaila plant is owned by
Jordan-based Shamara Holding but was
built by Tehran-based Mapna Group,
which is entitled to 78 per cent of the
revenue from electricity sales, accord-
ing to documents seen by the Financial
Times and people involved in the con-
tracts.

Shell’s joint venture, which has
received World Bank funding, has been
widely praised for its role capturing gas
that was previously flared at Iraq’s oil-
fields and processingit for use in power
generation, cooking or export. Iraq’s
state-owned South Gas Company owns
51 per cent of the project and Japanese
tradinghouse Mitsubishi 5 per cent.

Shell and Basrah Gas both said they
had no dealings with Mapna. Thereis no
indication that payments from Basrah
Gas for power from the Rumaila plant,
made via Iraq’s ministry of electricity,
will violate US or European sanctions on
dealingwithTran.

But Mapna’s role in the power plant
reflects the extent to which companies
close tothe Iranian regime have become
embedded in the fabric of the Iraqi
economy.

“Iran’s interests and influence run
deep into the Iraqi state and its minis-
tries,” said Renad Mansour, director of
the Iraq initiative at Chatham House.
“Its long-term investments and net-
works ensure it remains the most influ-
ential foreign power.”

Iran’s reach is especially entrenched
in energy, where 20 years after the US-
led invasion, chronic under-investment
and corruption has left Iraq heavily reli-
ant on imports of Iranian gas and elec-
tricity, which provide more than a third
ofits power needs.

‘This is not only an issue for Shell. Sev-
eralinternational oil companies, includ-
ing BP and ExxonMobil, run oilfields in
Iraq that pull power from Iraq’s national

id.

Mapna’s construction of the Rumaila
plant is perhaps the best example of
Iran’s penetration of the sector. It also
reflects how the west has vacillated on
its rules of engagement with Tehran
over the past decade, complicating
operations for foreign investors in Iraq.

When Mapna was selected to help
build the Rumaila plant in 2015, Iran

Tehran-based
Mapna Group is
entitled to

78 per cent of
the revenue
from electricity
sales at a power
plant poised to
supply a Shell-
backed gas
projectinIraq,
according to
documents seen
Dy the Financial

‘Times. — FT montage/
MustafaJumsah

How Iran’s Mapna stands to benefit

from Shell’s Iraqi joint venture

South Gas Shell
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for $2.05bn

Source: T research _ Visualjournalism: Paul McCallum

‘was about to sign a nuclear deal with
western powers and relations were
improving, Three years later US presi-
dent Donald Trump pulled out of the
deal and reimposed sanctions.

The contract to develop the 3,000
megawatt Rumaila plant was awarded
to Shamara in 2014, backed by a power
purchase agreement with Iraq’s minis-
try of electricity.

The company initially hoped to work
with a US or European partner but
struggled to generate interest as Isis
fighters swept across parts of Iraq and
Syria that summer, prompting western
investor interest to cool, according to a
person familiar with the early stages of
the project.

At the same time, two years of negoti-
ations between western powers and Iran
onanuclear deal had opened the possi-
bility for renewed engagement with Ira-
nian companies, the person said.

Mapna was ultimately awarded a
$2.05bn contract to build and deliver
the key technology for the Rumaila
plant, backed by an Iraqi government.
payment guarantee signed on July 9
2015 — days before the west’s nuclear
deal withTran.

Mapna, a power and infrastructure
group founded in 1993, is one of Iran’s
most successful companies and the
investment in Rumaila was champi-
oned by the Iranian regime.

The plant received support from the
Export Guarantee Fund of Iran in the
form of a $300mn political risk insur-
ance policy and is described on Mapna’s
‘website as the company’s “largest inter-
national power project”.

The Shell joint venture agreed to take
power from the Rumaila plant in 2019,
signing a $35mn contract to build an
18km power line to a natural gas liquids
(NGL) facility it was building nearby,
accordingto documents shared with the
FT by Unearthed, an investigative jour-
nalism group backed by Greenpeace.

The Basrah Gas NGL plant is due to
start operations in June and will pull up
070MW of power from Rumaila, which
could increase to 200MW as the NGL.
facility is enlarged.

The Rumaila plant has been produc-
ingup to1,500MW of power since 2020.
The ministry of electricity is the sole
provider of power in Iraq, meaning it
acts in effect as a middleman at the
Rumaila plant, paying Shamara and
Mapna for the power produced and sell-
ingitto customers such as Basrah Gas.

Shamara collects 22 per cent of the
revenues, while the rest flows to Mapna
as repayment for its work on the project,
according to the documents and the
three people involved in the contracts.
Shamara declined to comment.

Shell stressed it had “no dealings with
Mapna or any Iranian entity”, adding it
could not comment on the ministry of
electricity “infrastructure, flow of funds
or their commercial arrangements with
third-party suppliers or offtakers of
power”.

It also defended its participation in
the Basrah Gas joint venture, saying it
was “founded as part of the solution to
enhance Traq’s energy self-sufficiency
and reduce dependence on gas
imports”.

Mapna, South Gas Company and the

https://ft.pressreader.com/v99f/20230515

‘Tran’s
interests
and
influence
run deep
into the
Iraqi state
and its
ministries’

‘BGC’s due
diligence on
Shamara
did not
highlight
any
concerns
related to
sanctions’

‘The US and
Iraqare
working
together to
modernise
ITraq’s
financial
system’

ministry of electricity did not respond
to requests for comment. Mitsubishi
referred i h

agreement to build the power line.
“BGC’s integrity due diligence on Sha-

Basrah Gas said it only paid the minis-
try of electricity for power and had no
dealings with Mapna and no contract
with Shamara other than the 2019

‘mara did not highlight any con-
cerns related to sanctions or trade com-
pliance laws,” itsaid.

But Mapna’s role in the project is con-
tentious. A former prime ministerial

adviser and another person familiar
with the matter said Iraq, under US
pressure, had frozen the Iraqi account
into which Mapna received funds since
2021. As a result, Mapna had delayed
finishing the plant, which was designed
togenerate 3,000MW once complete.

The US has been concerned, among
other issues, with the role Hassan Dan-
aeifar, a former Iranian ambassador to
Baghdad and former member of the
country’s Revolutionary Guards, has
played in lobbying Iraq on behalf of
Mapna, the people said. Danaeifar could
notbe reached for comment.

“The US and Iraq are working
together to modernise Iraq’s financial
system, combat corruption, and pre-
'vent manipulation of the financial sys-
tem,” the US State Department said in
response to questions about Mapna.

It added that the US was focused on
“enhancing Iraq’s energy security” by
supporting the country to advance gas
capture projects to reduce emissions
and generate power, construct regional
interconnections and modernise elec-
tricity infrastructure.

The transfers to Mapna’s account are
not the only energy-related payments
between Iraq and Iran to have encoun-
tered problems. US sanctions waivers
allow Iraq to import gas and power
directly from Iran but Baghdad’s pay-
ments can only be used by Tehran to
fund purchases of food or medicine or
for other authorised international
transfers.

This arcane arrangement helps Traq
to meet domestic power demand but
means its payments to Iran are often
delayed, prompting Tehran occasion-
ally to turn off supply.

“The sanctions have created a
Catch-22 for Iraq,” said Yesar Al-Maleki,
Gulf analyst at Middle East Economic
Survey. “Washington understands that
[Iranian gas and power imports] are
crucial for the country’s political and
social stability and continues to allow
import waivers. But the limitations on
transferring the payments to Iran mean
that they are buildingup inIraq.”
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Oaktree warns private credit faces crunch

Founder says high interest
rates and slower growth
will test $1.5tn market

HARRIET AGNEW AND ERIC PLATT
BEVERLY HILLS

Howard Marks, the co-founder of
$172bn investment group Oaktree Capi-
tal Management, has warned that the
boom in private credit will soon be
tested as higher interest rates and
slower economic growth heap pressure
oncorporate America.

The billionaire told the Financial
Times that big asset managers had com-
peted aggressively to lend to the largest
private equity groups as money poured
into their coffers in 2020 and 2021, rais-

he due dili he

such as Black Apollo and KKR.

ing,
funds conducted when they agreed to
provide multibillion-dollarloans.

“[Warren] Buffett says it’s only when
the tide goes out that you discover who
has been swimming naked,” he said.
“The tide has not gone out yet on private
lending, meaning the portfolios haven't
beentested.

“Did the managers make good credit
decisions, ensuring an adequate margin
of safety, or did they invest fast because
they could accumulate more capital?
We'llsee.”

Private credit has ballooned since the
2008 financial crisis prompted regula-
tory reform that pushed banks away
from speculative lending and new lend-
ers stepped in to fill the void, including
many backed by private equity titans

Data provider Pregin estimates the
private credit market, which includes
loans for corporate takeovers, has
grown to about $1.5tn from roughly

pressure on companies, eatinginto prof-

its, with some businesses asking their

lenders to forgo cash interest payments.

Analysts with Moody’s, who are call-

ing for an uptick in corporate defaults as
i h cools, tel:

$440bn a decade ago. has

been brisk, topping $150bn every year
since 2019, But part of that influx of cap-
ital was lent when markets were on a
seemingly unstoppable march higher,
before the US Federal Reserve began
aggressively raising interest rates. Com-
petition among private lenders pushed
borrowing costs down at the time.
Investors have raised questions overa
number of loan deals signed in that
period, including some that were based
on a company’s revenue growth as

warned that the lack of insight into the
private credit market suggests “that the
sector could harbour risks that are not
currently visible”.

Marks set up Oaktree in 1995 with
chief investment officer Bruce Karsh
and three others. Known for his popular
investment memos, he is an unequivo-
cal contrarian, bargain hunter and fol-
lower of market psychology who triesto
live by Buffett’s investing maxim: be
fearful when others are greedy and

opposed to its Higher
interest rates are also beginning to put

greedy wh ful.
Right now he sees a fertile environ-

‘ment for lenders such as Oaktree to step
in and provide financing where banks
are further retrenching following the
collapse of Signature Bank and two
other US regional lenders. The Fed said
this month that banks were tightening
lending standards for businesses and
warned of a potential credit crunch.

“If everyone is eager to invest, you're
not going to get a bargain,” he said. “It's
simple supply and demand. For more
than a decade it wasn’ta great time to be
alender. Nowit’samuch better time.”

Oaktree has expanded beyond its
roots in distressed debt and now invests
across credit, private equity, real assets
and publicly listed equities. The firm is
in the midst of a fundraising push s it

Industrials

Adani groups
seek to raise
$2.5bn via
shares issue

CHLOE CORNISH — MUMBAI

Indian tycoon Gautam Adani’s compa-
nies are seeking to issue shares for the
first time since a short seller accused
the billionaire’s group of accounting
fraud and stock price manipulation
thisyear.

Two Adani Group companies will issue
shares in an effort to raise up to $2.5bn,
they said in stock exchange filings on
Saturday, in a sign that the previously

lookstorai finance large pri-
vate-equity backed takeovers.

Will US retail sales advance after
twomonths of declines?

US retail sales data for April, to be
released tomorrow, will offer insight
into the sentiment among consumers as
inflation cools.

Economists polled by Reuters fore-
cast that the Census Bureau will reporta
0.7 per cent increase in overall retail
sales from the previous month, follow-
ing two months of declines. That will
also reverse the drop of 0.6 per cent in
March.

Analysts at Credit Suisse expect the
increase to be driven by robust spending
on cars and fuel. The underlying
number, which strips out car-related
spending, is expected to be weaker. The
broker is forecasting a decline of 0.2 per
cent inthatmetric month over month.

‘The outlook for retail sales is mixed as
continued strength in the labour market
and wages is likely to support consumer
spending. But it comes amid expecta-
tions of a recession and tightening finan-
cial conditions and slowing inflation, all
of which tend to crimp spending.

The retail sales data comes after the
Bureau of Labor Statistics last week
reported that US inflation slowed more
than expected in April as the Federal
Reserve’s interest rate increases contin-
ued to dent price rises. Smaller
increases in prices typically slows the
growth of retail spending, Kate Duguid

How fast has Japan's cconomy
grown in the first quarter?

Japan’s economy is under pressure from
anunsteady post-Covid rebound in con-
sumption, faltering real wages and weak
demand forits exports.

Real household spending unexpect-
edly fell 1.9 per cent year on year in
March, denting the momentum of a
recovery under way as the country
threw off most of its coronavirus curbs
and travel restrictions.

Real wages also notched up their 12th
consecutive month of decline, with pay
struggling to keep up with inflation,
despite attention-grabbing increases
from some of the country’s biggest
brands.

Goods exports, meanwhile, have suf-
fered from weak global demand, partic-
ularly from China.

UBS, the Swiss broker, has down-
graded its forecast for growth from a
seasonally adjusted annual rate of 1 per

Market questions. Week ahead

Spending on cars set to drive increase in US retail sales

Retail therapy:
ashopperin
San Francisco.
Economists are
forecasting a
rise in sales
following two
months of

decline
David Paul Morris/Boomberg

cent, compared with the previous three-
month period, down from an earlier
estimate of 2 per cent.

But it thinks there are reasons to
believe economic growth will continue
throughout the year.

It points to pent-up demand created
Dy the country’s delayed pandemic reo-
pening, the strong potential for inbound
tourism and the likelihood of arebound
in real wages as lower import prices ease
inflation.

“Ahead, we think the economicrecov-
ery will continue even with the head-
winds from a slower global economy;” it
wrote.

Analysts at Goldman Sachs agree,
revising their GDP growth forecast
down to 1.1 per cent from 1.7 per cent,
based on a “mixed picture” presented

by March economic data, butstillpre-  Mexico's
dicting a “reactive upturn” from the N
final quarterof the year. William Langley  PESO is one
Can the Mexican peso continue of the most
itsrun? sensitive of
The Mexican peso has emerged as the & eroing
best-performing major emerging mar-
Kets currency this year as high interest  market
rales_, al:l increase in remittances and its Currencies
proximity to a strong US economy have N
made it a favourite among currency t0 a slowing
investors.

The peso has risen by 108 per cent of the Us
this year to trade at 17.6 to the dollar, its  €CONOMY

strongest level since 2017. But analysts
‘warn that with a recession looming in
the US, it could be close toiits peak.
Oliver Harvey, managing director at
Deutsche Bank, said the peso looked

“among the most expensive” emerging
market currencies and he would not
expect it to outperform other currencies
in the second half of the year, in the way
ithas done inrecentmonths.

Caution comes as hedge funds have
been ratcheting up their bets against

gry company is seeking to
return to business as usual after the
accusations by New York-based Hin-
denburgResearchin January.

Adani denied Hindenburg’s accusa-
tionsina 413-page rebuttal.

The market turmoil it triggered
forced the group to call off a $2.4bn
stock offering by flagship company
Adani Enterprises as its share price
plunged. At the worst point in the mar-
ket rout, Adani’s combined stock lost
about $150bn in value. Its share price
has since rallied, although it remains
well below its pre-sell-offlevel.

The board of Adani Enterprises,
which includes Adani’s coal trading and
airport businesses, on Saturday passeda
plan to raise Rs125bn ($1.5bn) by selling
shares. The board of Adani Transmis-
sion, an electricity unit, approved an
Rs8S5bn raise.

The announcements were made in
separate stock exchange filings after the
board meetings. The two companies
said shares may be sold by “qualified

Adani Group said capex

in new areas of investment
... isbeing re-evaluated

in the short term’

institutional placement”, a less regu-
lated route than a market offering for
corporates to raise money from institu-
tions such as banks or funds, or other
methods. They did not indicate who the
buyers were likely to be, or what the
funds would be used for.

Since Hindenburg published its
report Adani hastried to reassure inves-
tors by cutting down debt, including
paying back $2.65bn of share-backed
loans, and holding off on non-core
investment. This week Adani Group
said that capital expenditure “in new
areas of investment, outside the core, is
beingre-evaluated in the shortterm”.

A $1.9bn secondary share sale to US-
based investment firm GQG Partners in
early March helped boost its stock price.
In quarterly earnings this month, Adani
Enterprises reported profits after tax
had more than doubled to Rs7.8bn
(395mn) on the same period last year.
But last week global index provider
MSCI dropped Adani Transmission and
Adani Total Gas, Adanis city gas busi-
ness with France’s Total Energies, from
e ——

Mexico, with $4.8bn r bonds
onloan in May, up from a low of $2.7bn
in February this year, according to data
from S&P Global Market Intelligence.
‘The peso is one of the most sensitive
of emerging market currencies to a
slowingofthe U

MSCI reduced its assessment of how
much of the two companies’ stock is
available to be traded after the Hinden-
berg report, and on Friday said the
stocks no longer met its minimum

i for free float size.

Brent David, senior portfolio manager
at RBC BlueBay, said a hard landing in
the US, driven by debt ceiling concerns
or tightening credit conditions, “would
be extremely detrimental for the peso”.
Mary McDougall

A third listed company, Adani Green
Energy, had been due to decide on a fun-
draising on Saturday. But the renewa-
bles company said the meeting had
been rescheduled to May 24.

SeeFT Opinion

Financials. Joint enterprise

Fate of Silicon Valley Bank’s Chinese venture hangs in balance

Regulators put to the testin
complicated aftermath of

US parent lender’s collapse

CHENG LENG — HONG KONG

Almost two months after the collapse of
silicon Valley Bank, the fate of its pio-
neering Chinese joint venture, SPD Sili-
con Valley Bank, remainsin the balance.

Arare type of US-China joint venture
lender in the Chinese financial sector,
SED Silicon Valley Bank has played a

will be to resolve it in accordance with
laws and regulations,” said Jade Lu,
president of SPD Silicon Valley Bank, in
an emailed response to the Financial
‘Times.

“During the process, the normal busi-
ness operation of SPD Silicon Valley
Bankwill not be affected,” she added.

The fate of Shanghai-based SPD Sili-
con Valley Bank offers a test for local
regulators and their communication
with American counterparts, illustrat-
ing the complicated aftermath of SVB's
collapse as well as China’s desire to build
upits finance and tech sectors.

Discussi i's munic-

crucial role in a lending
environment for entrepreneurs and
offering advice and assistance to local
institutions since it was established a
decadeago.

Despite fire sales of SVB’s loan book to
First Citizens Bank and its UK operation
to HSBC, no buyers have emerged for
SVB’s stake in the Chinese business,

ipal government, Shanghai Pudong
Development Bank — SVB’s local part-
ner —and the China Banking and Insur-
ance Regulatory Commission had run
aground, largely because of regulatory
hurdles, said two sources familiar with
thediscussions.

Under China’s commercial banking
rules, the collapse of SVB, the parent
company, means it can no longer

which continues to operate.
“In terms of the foreign stake in the
venture bank, we're icating

with Chinese regulatory authorities and
[US regulator] FDIC, and the next step

remain a in the joint ven-
ture. But, given the fanfare with which
the joint venture was launched in 2012,

https://ft.pressreader.com/v99f/20230515

authorities in China are reluctant to
allowitto fold.

In a recent memoir, Ken Wilcox,
former chair of SVB and a former board
member of the Chinese operation, said
Chinese officials valued the lending
model of SVB and wanted other banks
to learn from its expertise. The joint

Al ;
rp) 7 24R4T SPDBANK

e - — 2 -
In limbo: an SPD Silicon Valley Bank branch in Shanghai — oiisrevgoonses

venture helped foster other local lend-
ers including Bank of Hangzhou and
Beijing Zhongguancun Bank, an impor-

out candidates such as HSBC, which
acquired SVB UK for £1 days after its
parentcollapsed.

ofloans for tec]

Chinese banking rules exclude a few
potential buyers. A bank cannot hold
controlling stakes in more than two
incorporated banking entities, ruling

3 asalocal bankin
China in 2007, also holds a controlling
stake in Hang Seng Bank in China as its
parent company. The same rules make
it difficult for Shanghai Pudong Devel-
opment Bank, the partner in the joint
venture, to take full control.

There were many potential reasons
for the delay compared with the quick
resolution of other SVB units, said
Andrew Fei,a Hong Kong-based partner
atlaw firm King & Wood Mallesons.

“There’s less urgency on the China
side potentially, as according to the
company’s own statement, the joint
venture bank is operating in a normal,
standalone manner and with no press-
ingliquidity issues,” said Fei.

“On the FDIC side, they can’t really
force somebody to buy it since it’sa very
nicheasset . . . you have to have a China
strategy and knowhow about China’s

“The communication and co-ordination
channel [hasbeen] established, buthow
quickly or effectively they are exchang-
ing views [over the stake resolution] is
difficultfor an outsider to tell,” said Fei.

‘The Shanghai municipal government,
CBIRC and FDIC did not respond to
requests for comment.

The joint venture bank, registered
with Rmb2bn ($290mn) in capital,
reported a Rmb52mn profit on revente
of Rmb401mn in 2022. The bank’s total
assets were Rmb23.2bn as of the end of
2022, a tiny fraction of Shanghai’s total
Rmb23tn in banking assets last year.
Software and information services start-
ups account for a third of its clients,
closely followed by manufacturers and
retailers.

“AUS bank with a certain tech portfo-
lio is an ideal candidate to take over,”
said one person familiar with the regula-
tory thinkingand discussions.

Fei said: “If there aren’t many inter-
ested buyers, then the buyer may have a

tech and start-up ity to be the  lot of power [in terms of
rightfit.” price].”
The lack of between dditional i

regulators has added to the uncertainty.

g
and Tabby Kinder
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Beware the ‘bad-ish’ actor
when it comes to Al
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The
unstoppable
advance of
the acronym

Pilita Clark
Business Life

ast week I went to Germany
where I discovered they have
aword for being excessively
fond of abbreviations.

The word is.
abkiirzungsfimmel and it makes sense in
alanguage with words of such dire
length that they look as if they’ve been
typed on a keyboard with no space bar.

But the mania for acronyms,
initialisms and other iations is

not two but three pages listing the
acronyms readers would come across.
There was a reason: it was a book
about climate finance, covering the
chronically abbreviation-heavy worlds
of climate change and finance. The
P-words alone included PRI (principles
for responsible investment); PPA
(power purchase agreement) and PPP,
which means purchasing power parity

just as rife outside Germany, despite
years of moaning about how
profoundly these terms confuse,
exclude and generally exasperate.

In fact, the trend is growing and
resistance is so obviously pointless that
Thave begun to think it best to look for
the upsides in the genre.

It helps to remember

and, public-private
partnerships.

There was a time when T would have
seized on this as another example of
the idiocy of abbreviation. One reason
Tused to admire Elon Musk was his
order to SpaceX and Tesla staff to shun
“acronyms or nonsense words”
because “anything that requires an

A vk H o

date back to at least the time of Cicero,
when ancient Romans shortened
Senatus PopulusQue Romanus — the
senate and people of Rome — to SPQR.

These shortcuts have exploded in
more modern times as advances in
science and technology have brought
longer, more complex terms that many
sectors rushed to abridge, not least the
business world.

Twas reminded of this recently when
Iwas sent a new book that had not one,

Thave an email folder headed
Acronyms Gone Mad where I ile the
inhibited business communication that
regularly washes into my inbox.

66 Resistance is so
obviously pointless that
I have begun to think it
best to look for the
upsides in the genre 99

The top-ranked contender so far this
year is: “CSI names FIS veteran Linda
Fischer COO, appoints new CRO, CPO
and SVPs”. But competition is tough,
especially since the rise of crypto.

Last year I received an email quoting
atrading platform CEO declaring,
without explanation: “The UST and
LUNA situation, along with the big
recent BTC dips, are a clear example of
how anything can go wrong in the
volatile world of cryptocurrency.”

Faced with this remorseless tide, it
helps to remember how much power
awell-placed abbreviation can have.

Awriter on the FT’s Lex column
once memorably used the acronym
PIGS to describe the economic woes of
Portugal, Ttaly, Greece and Spain, in an
item headlined Pigs in muck.

As the paper’s then editor, Lionel
Barber, later wrote in his memoir, The
Powerfil and the Damned, this provoked
outrage. Readers accused the paper of
sinking to the level of The Sun and
Daily Mirror, while the Spanish
embassy in London complained that
“pig” was one of the most pejorative
terms in the Spanish language.

Alas for the embassy, the Pigs have
endured, probably for the same reason
acronymic behaviour has engulfed, of

Kenneth Andersson

all places, Washington DC: it creates
catchy words in an age of distraction.
Back when I worked in Washington,
more than 20 years ago, members of
Congress tended to introduce bills with
the dull, sober titles you see in
legislatures around the world. Since
then, Capitol Hill has become a hotbed
of the reverse-engineered acronym
known as the “backronym”.

Thus the Coronavirus Aid, Relief,
and Economic Security Act, or Cares
Act, was followed by Creating Helpful
Incentives to Produce Semiconductors,
or Chips, and the Crook Act
(Countering Russian and Other
Overseas Kleptocracy). Captivating
analysis by a writer on the Atlantic
magazine last year showed about
10 per cent of bills and resolutions
introduced in the previous two years
‘had backronym names, up from
roughly one in 20 a decade earlier and
less than 1 per cent in the late 1990s.

The thing about these names is they
achieve what so many abbreviations do
not: instant understanding. The world
would not be a better place without
them. If only we could say the same
about every one of their ilk.

pilita.clark@ft.com

Fake meat
has-beans

Fake meat market
has stopped growing
Sales ($bn)
= Beyond Meat
Other US plant-based meat
14

— — 12

2019 2020 2021 2022

Sources: S&P Capital 10, Plant Based Foods Association; S&P Capital 10

Not long ago, plant-based meat seemed
poised to fake over the world's dinner
plates. Fuelled by concerns about
animal welfare, the environment and
health, investment poured info the
alternative protein sector. The frenzy
for faux burgers and sausages hit a
peak with Beyond Meat's US initial
public offering in 2019.

The shares, priced af $25, surged
almost 10-fold within two months of
trading to give the company a market
value of close to $14bn. The stock has
crashed 9% per cent since then. Beyond
Meat reported a first-quarter loss of
$59mn this week on a 16 per cent drop
in revenues to $92mn.

Why has fake meat lost its sizzle?
Thefirst problem is that it has not won
enough converts. In the US, sales of
plant-based meat substitutes have
plateaued following a boost from
pandemic stockpiling. Sales fotalled
$137bn last year, compared with
$138bn in 2021and $1.4bn in 2020,
according to the Plant Based Foods
Association. Price increases helped
flatter the numbers. Sales volumes
declined 8 per cent year on year.

The second issue s that plant-based
meat is more expensive han the real
thing. Omnivores have been trading
down to cheaper cuts of animal meat.

Food producer valuations

Market value as a multiple of revenue (x)

Simply Good

Foods
Sovos Brands
Beyond Meat

Hormel Foods:

Vegetarians have been defaulting to
simpler plant proteins, such as fofu or
quinoa.

The third difficulty — highlighted by
Lex amid inifial market enthusiasm for
Beyond Meat — is low bariers fo
market entry. There are now more than
60 plant-based meat companies, each
with more than $500,000 in retail sales,
according to The Good Food Institute.

The catalogue of problems puts
Beyond Meat in a tight spot. Cash and
equivalents have shrunk for the eighth
straight quarter fo $258mn. Net debt
stands at $11bn. It plans fo raise
$200mn via a stock sale and announced
two rounds of job losses last year.

Privately held rival Impossible Foods
has reportedly been planning fo cut
jobs 100, despite record sales in 2022.
Brazilian meat giant JBS has shut its US.
plant-based foods business, Planterra
Foods, just two years after launching it.

Inits heyday, Beyond Meat's shares
traded on as much as 122 times
revenue. The valuation has fallen tojust
two times. But that stilllooks expensive
compared with other food producers,
such as Hormel and Conagra, both of
which are profitable and boast growing
sales. The stock now resembles the
unappetising leftovers from a failed
culinary experiment.
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ACROSS

1 Concerned with present line taken by
newspaper that's unofficial (3.3.6)

8 Match finished, appear happy (5,2)

9 Thinking it sad, men throwing a
wobbly (7)

1 Drug - dope (7)

12 Plant the aforementioned frees, like
elms for starters (7)

13 Fit of temper seeing place flooded?
®

14 Credit claimed by eminent maverick
for amount raised (9)

16 Sort of clue, just perfect (9

19 Lead and cobalt finally found (5)

21 Knock prize, first off (7)

23 Pile provided in English bones (7)

24 One looking down on others, giant
knocked over primates (7)

25 Torn stocking design for clothing (7)
26 Indicator roads relatively empty? (7,5)

DOWN

1 Dragon flying around you, ultimately
aware of danger (2,5)

2 Note put on record in very serious,
manner 7)

3 Inon(®

4 Instructions given as watch wound up
®

5 Lock up prisoner very well (7)
6 Pattern of spinning pirouettes, ornate

7 Promising squeezes don't have
enough pressure to make sausage (5.7)
10 Clear format for cricket? (6-6)

15 Converted, the cardinal having left
home for place of worship (9)

17 Get dancing bear for drinking
establishment (4,3)

18 Marriage over by the look of it stop
talking (43

19 Initially six below par in sport (7)
20 Insect tucking away green food (7)
22 Rice dish served in Ephesus,
historically (5)

Get the business insights you need to succeed in Asia

Visit asia.nikkei.com

https://ft.pressreader.com/v99f/20230515

presented by

13 -16 JULY

TICKETS AND HOSPITALITY NOW LIMITED

GOODWOOD.COM

13/24



2023/5/15 09:20

FINANCIAL TIMES

Financial Times Asia

Monday 15 May 2023

WORK & CAREERS

It’s ‘Atlas
Shrugged’

and we’re
watching it live

Messages from the archive of
Rutherford Hall, critical
communications strategist

WhatsApp to Stephen: Eek. This is
going to be tough. The tech lobby is
freaking out over the UK's new online
safety laws. They hate that it could see
them ordered to weaken end-to-end
encryption in messaging apps.
Ministers say encryption shelters
paedophiles and terrorists and they are
taking powers to demand that police
have some backdoor into the system;
like decryption keys or maybe just
demanding that all messages be shared
confidentially with Tsabel Oakeshott.

Member DSIT Panel on Business and
the Metaverse

Find me on Strava, KoM Sydenham
Hill, PR London to Brighton 3h 57m

WhmApp to Siri: No, I've not tested
that point about voters liking
crackdowns on paedophiles with focus
groups. We don’t need extra data on this.

‘WhatsApp to Siri: Honestly, I wouldn't
talk up the tech firms “stellar record”
on content moderation. But I can get
you the polling data on that!

Siri@techmartyrs.com
Hi Siri, We see two arguments here. The

- = first is your warnings that users may be
© e more hacking and that
S i@techmartrys.com evil governments will use that to
Hi Siri, We're psyched to be on your persecute opponents. T know you feel
P campaign. Our clients are voicingthe | this is key but ministers know voters
\ same fears about laws to stop tech prioritise counter-terrorism and child
giants doing whatever they see fit. It’s safety over civil-liberties. In any case,
big government against the individual. | people assume that everything online
-~ You are so right. Ayn Rand would see | gets hacked sooner or later anyway. We
s 7 this for what it is. ts Atlas Shrugged see more traction with government in

Rutherford Hall

and it’s happening in real time.

But we need to reframe the debate.
Right now we have tech guys banging
on bout secure comms versus
isters who don’t understand the
tech but see a public safety line that
plays with voters. Best, Rutherford

playing up the wider threat to Britain's
status as a global tech hub. You heard
Rishi Sunak talking about the Unicorn
Kingdom — yes Tknow, it’s terrible.

You just know it came up at the end of
along meeting and people weren't really
listening or were too tired to object.

Rishi wants the UK to be a magnet
for tech talent. But recent decisions
and policies are sending shivers up the
sector’s spines. So our message must be
that the UK is now overregulated,
costly and less tech-friendly than the
EU. That will really get to them. Signal
has already said theyd pack up if this
law is enacted. Can we get someone in
Meta to say the same about WhatsApp?
That's the real Atlas Shrugged-level
play. But don't get Nick Clegg to say it,
he’s got less credibility here than Boris
Johnson’s hairdresser. Best,

‘Member DSIT Panel

Find me on Strava .

WhatsApp to FrankP@Downing
ank, congrats on the new role
as th. s business adviser. I'm really
worried about the impact tech policy is
having on our ambitions for Britain as the
Unicorn Kingdom. Who came up with
thatline by the way? It's bloody genius

WhatsApp to FrankP@Downing
Street: Seriously, Meta may shut down
WhatsApp if you do this. What will that
say about tech in the UK? I'm not
fussed by overblown, privacy
arguments, but they are. You're notan
innovation superpower if tech
companies flee to the EU because its
‘more lightly regulated. No unicorns, no

Unicorn Kingdom. And Carthorse
Kingdom docsn't sound as good.

WhatsApp to Stephen: Am getting
seriously worried about MartinK at
Volpone Bank. That data breach is
really hurting him.

i a ‘WhatsApp to Stephen: What? H
ats) en: What? How
tobe amagnet for | giathat get out? The entire details of
tech talent. But the Volpone loan that let me buy your
3 shares is on the web as a result of that
there’sbeenarun | gata breach? This s a disaster. we
of decisions and haven't even told the staff. Wasn't it
.. . encrypted? What was Martin thinking?
policies sending - -
shivers up the ‘WhatsApp to Siri: You know, on
o o reflection perhaps we could play up the
sector’s spines security and privacy point a bit more.

‘WhatsApp to FrankP@Downing
Street: Frank, this isn’t just about UK
ple. I'think we've underestimated the
data security issue. Our private affairs
being vulnerable to enemies of the
state, rival businesses or our own staff,
could erode trust in the fundamentals
of democracy and capitalism. Imagine
if every sensitive message you sent
could be hacked by the Chinese, or
worse, the Daily Telegraph. If we
undermine the encryption that
protects our way of life, aren’t we
actually letting the terrorists win?

Remuneration

Does it pay for British executives
to move to the US?

Fears grow among boards
that wage constraints will
hurt UK-based companies,
write Daniel Thomas and
Andrew Edgecliffe-Johnson

hen Gavin Patterson
moved to become a top
executive at San Fran-
cisco-based tech com-
pany Salesforce in 2019
after a sometimes bruising few years
running BT, there was one clear perk.

“On a personal level, you get to earn
‘more money in the US,” he said. “And
there is no public outcry if you are
successful.”

Patterson took the decision now facing
many UK executives — whether to move
jobs, or sometimes businesses, to the US
given the potential for higher valuations
and personal rewards. Having returned
to London after stepping down in January
to pursue anon-executive career, Patter-
son is also clear the grass is not always
greenerfor British executives.

“Governance in the US has positives
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and negatives,” he said, reflectingonthe ~ Thedebateover  The median total senior executive packages to people who were perfectly
threat of class action lawsuits and the  whether the UK remuneration, including salary, bonus,  capable of running companies for less,
more commonplace merging of chair s losing its top tock ds,isabout  Glocer said, but the more
and chief executive roles. talent — and £26mn at companies in the S&P 500,  parsimonious and time-consuming

The debate over whether the UK is  falling further ~ according to Refinitiv data based on  approachacross the Atlantic. “Its notall
losingits top talent — and falling further ~ behind New annual reports. For FTSE 100 compa-  negative that there’s this heavy measure
behind New York as the home of the ~ York as the nies, the median is about half that  of suasion in Europe to contain [high
worlds top companies — has flaredupin  home of the figure, at £13mn. Looking specifically  pay| butthe balance s often off . . . and
recent months. world’s top at the chief executive role, median pay  the time waste is enormous.”

Last week, London Stock Exchange  companies — was $13.4mn in the US in 2019, com-  Comparative pay figures for senior
boss Julia Hoggett called for a freshlook  has flaredupin  pared with $5.5mn in the UK, according ~ executives in the US and UK do miss the
at how executives are paid inthe UK —  recent months to Willis Towers Watson. CEOs’ base  fact that the US has many far larger

and in particular the role of proxy agen-
cies, which often urge shareholders to
votedown pay awards. Her words echoed
concerns from many FTSE chairs about
the constraints they see on paying com-
etitive wages totheir top executives.

Shareholders recently voted down
proposals for pay at Unilever, one of the
UK’s largest companies, and more
revolts are expected as executive pay is
scrutinised during a wider cost of living
crisis. Campaigners and politicians have
also called for curbs on executive pay as
the gulf widens between the C-suite and
lowerlevel employees.

Laxman Narasimhan is among the
recent examples of executives trans-
forming their wealth by moving from
the UK to the US. He earned the equiva-
lentof $7.5mn in his last full year as chief
executive of UK-listed household prod-
ucts group Reckitt Benckiser, but nego-
tiated a package potentially worth
$17.5mn a year to run US coffee chain
Starbucks, even ignoring one-off
inducements that took the headline
numberas high as $28mn.

In 2019, Namal Nawana quit as chief
executive of Smith & Nephew because
the UK medical devices company could
not meet his pay demands.

Mark Freebairn, head of the board
practice at headhunters Odgers Berndt-
son, said the issue was becominga crisis
for some companies: “There is genuine
anxiety about losing executives to the
US. It’s happening at chair, CEO, CFO
and non-execlevels.”

FT montage/Drcanstime/
Unspish

salaries were broadly comparable, but
the US companies offered much higher

‘bonuses and long-term incentives.
Freebairn said pay was not the only
‘motivating factor for executives consid-
ering a move: “The regulatory environ-
ment [in the US] means more time
spent running the business and less
icki ” But earning poten-

that someone is doing the same job for
five or six more”. He cited an example of
achief executive of a US business taken
over by a UK-based rival, who became
group CEO in London but was forced to
take a pay cut for the promotion.
Patterson agreed the “bureaucracy
and i has ive”

companies. One New York-based British
executive said: “There are more, bigger
roleshere than there.”

Tom Gosling, executive fellow at the
London Business School, said the aver-
age size of companies worth more than
$10bn in the US was higher than the
comparable cohort in the UK given its

“You get to earn more
money in the US. And
there is no public outcry
ifyou're successful’

stocks. “So the 2x or more

in the UK, saying that much of the com-
mentary now required in UK annual
reports boiled down to box ticking.

Anxiety about executives’ rewards is
not unique to the UK, noted Tom Glocer,
who ran London-listed Reuters and
then Canadian-controlled Thomson
Reuters between 2001 and 2011. As a
member of the compensation commit-
tee at Publicis, the French advertising
group, he noted similar worries about
an executive brain drain from France.

Nor is hostility to high pay new, Glocer
said. Even in the 1990s, British Gas faced
“fat cat” protests under US-born chair
Richard Giordano, while EMI struggled
to defend how much it paid another US
executive “LuckyJim” Fifield.

It was “clearly wrong” that some US
boards were willing to pay $100mn

https://ft.pressreader.com/v99f/20230515

difference in pay levels . . . is probably
abit overstated. Over many years com-
paring CEO pay in the US versus the UK
and Europe, I developed arule of thumb
that for comparably sized companies,
CEO pay was about 50 per cent higher
[inthe US]”

He noted that this gap had “probably
gone up recently, as UK pay has been
broadly flat over the years (with some
upsand downs) whereas US pay has con-
tinuedtoriseat5to10 per centayear”.

But he added: “Although CEO pay has
become more of a political issue in the
US, the ‘outrage constraint’ is still
lower.” In the US, the investor “say-on-
pay regime” remains advisory, he
added, as opposed to bindingin the UK.

For some British executives, it is not
just the pay but also the culture that is

attractive in the US. Richard Harpin,
founder of former FTSE 250 services
group Homeserve, which was bought
this year by Brookfield's infrastructure
funds, said there was no better place to
start a business than the UK. But Harpin
added therewas “no doubt that entrepre-
neurs weremore applauded in America.”

There was a sense in the US that inves-
tors were more focused on long-term
growth, he said. “This is why we are see-
inga number of businesses move a Lon-
donlistingtoadual tojust the US. The UK
stock market needs long-term investors
andbusinesses that are better valued.”

For companies, whether or not it
‘makes sense to move will depend more
on how much of their business and
shareholder base is in the US than what
they can pay their executives, Patterson
said tech-based companies were
undoubtedly better suited to the US,
offering high valuations, and stronger
analystand investor coverage.

That view was echoed by Endava, an
IT services company that moved its
listing from London to New York five
years ago. “We thought [US investors]
would understand our story better,”
said Mark Thurston, its chief financial
officer. “They understand what we do.
They didn’tinthe UK.

As forthe role executive pay played in
its decision to move, he noted that
“nobody [in the US] would blink an eye™
at the $3.7mn John Cotterell, Endava’s
founder CEO, earned last year.

“I think there is more sensitivity in
the UK but would it drive decisions
about [whether] you want to work for
a US-listed company? T don’t know,”
Thurston said. In Endava’s case, at least,
“Compdidn’t comeintoitatall.”

Pay may be a larger factor in other
industries, according to Glocer, who also
sits on Morgan Stanley’s board and
pointed to banks as “probably the worst
case”. If an executive has decided early
in life on a career in banking, he said,
“Itsall about the Benjamins [dollars].”

'YOUR QUESTION FOR OUR EXPERT — AND READERS’ ADVICE

Is it unwise
to leave my
well-paid job
to pursue a
film career?

This week’s problem

Over the past five years,
Ihave had a very successful
career at a leading

moved back as well to learn
how they adjusted.

The industry is attractive,
it's stil growing post-
pandemic, is supported in the

pany —
and have a salary fo match.
However, | have never really
enjoyed my work. | have long
aspired 1o work in film,
where | know it can be very
difficult fo succeed. Dol
prioritise a standard, reliable,
mundane career that pays
well,or take the plunge and
pursue my creative
ambitions? Female, 20s

Jonathan's answer

The elements of what makes
working life enjoyable are
different for each person and
can change at each stage in
their life. You have a
successful,reliable career

UK by and
innovating continually. There
is an accepted and welcome
career path for people
transferring in from other
lines of work, from
accountants fo army officers,
through Screenskills' Trainee
Finder scheme.

From the fact you are
asking the question, it seems
you are ready to make the
move fo pursue what you
love, or at least find out if this
work can be sustaining and
enjoyable. You are early
enough in your career fo act
10.avoid a future of
unfulfilling work; follow your
aspiration of working in film,

with y.
However, this is not
satisfying you at the moment.
There may come a time when
such elements will be
enough, but for now you are
willing to consider trade-offs
1o pursue creative ambitions
and enjoy your work more.

Seetha Kumar, chief
executive of ScreenSkills,
atraining and career
development organisation for
the film, television and game
industry, said, If something is
calling you, if's not too late””

Before faking the plunge
and leaving the steady pay
cheque, apply your research
skills that make you
successfulin the
commodities industry fo the
film industry.

Kumar noted there are
career maps on the
Screenskills website for more
than 270 roles in the indusry,
and she encourages you to
explore those. Which
positions excite you and
pique your curiosity? This is
an industry about
storytelling, and everyone
involved can feel part of
supporting that creative
process. Kumar suggested
that you assess what
transferable skills you have
that you can and want fo use.
These may include
communications, logistics,
finance and negotiation skills
while remaining calm under
pressure. All useful for
location and production
managers.

Many roles n the industry
are freelance and project
based; this can give great
flexibility and allow you to
pick and choose locations
and projects but would be a
transition for you from your
“reliable mundane” career.

Talk fo some people in the
industry who made the move
(and maybe some who

gain some fraining, then take
the plunge info an exciting
and creative new world.

Readers’ advice

Are you prepared to make
the lfestyle change that
losing your big income, and
replacing it with a smaller one
that you will work harder for,
will bring? You willstart at
the bottom. Sam_economist

1worked in the cinema
industry for five years

Pros: it can be fun and
sociable. Cons: it's extremely
political. What you win or lose
seems to be dictated by luck
and individual self-
promotion. JavaAndHorses

Use the cash you earn from
your day job to fund your
passion for film as a side
hustle. For example investing
in and producing films. A CFO
1 worked with had a passion
for theatre and used his cash
1o produce Broadway shows.
Randomavr

The next problem

1 have worked in financial
markets for about 35 years.

1 work for a fund | helped
build from scratch, but | want
to0see out my final few years
working remotely overseas.
How should  sell this to my
employer and my team? | will
work just as hard and be just
as dynamic, but at the same
time feel more driven and
creative with a fresh confext
away from the UK. Male, 50s

Jonathan Black is director of
the Careers Service at the
University of Oxford. Every
fortnight he answers your
questions on personal and
career development and
working life. Do you have a
question for him? Emall:
dearjonathan@ft.com
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The Italian counters

team rivalries with calm
management as he
expands the car racing
series, writes Samuel Agini

he management style of
Formula One head Stefano
Domenicali is not exactly a
private matter.
Netflix’s ~ behind-the-
scenes documentary series Formula 1:
Driveto Survive has broadcast to millions
the sensitivities of dealing with racing
drivers, their team managers, billion-
aire owners and sponsors, as well as the
heads of state and royals involved in
motorsport’s elite car racing series.

In the latest season, Domenicali’s
leadership is tested at a meeting of team
chiefs, including Toto Wolff, head of
Mercedes, and Christian Horner, his
counterpart at Red Bull. The perennial
rivals are locked in a row over new car
design regulations and, as tempers fray,
Domenicali intervenes to defuse the sit-
uation. The discussion would continue
“in the proper way” with the Fédération
Internationale de 'Automobile, the
sport’s governing body, he tells the gath-
eringof team managers.

Reflecting on the incident at F1 head-
quarters in London, Domenicali says
knowing the team managers on a per-
sonal level was important to how he
handled the situation. “These kinds of
things you learn how to deal with the
‘more you see [them] happeningand the
‘more you understand the people. Every
one of us is different, so you need to
respect that.”

Domenicali claims to have “zero ego”
and “never” shouts. “That’s the beauty
ofit, you take one ego less.”

Asaformer Ferrari team principal, he
knows the pressures the likes of Horner
and Wolff face, from managing champi-
onship-winning drivers such as Max
Verstappen and Lewis Hamilton, to
Mmotivating engineers and aerodynami-
ciststobuild the best cars.

Formula One i i i us

Leadership. Stefano Domenicali, chief executive, Formula One

"You cannot do anything alone;
you need to have a good team

Stefano Domenicali denies F1 has become less competitive, saying that ‘what we did in terms of financial regulations will help to minimise the gap on the technical side’ maGonr™

Hamilton’s vegan bulldog, Roscoe — the
chief executive is relaxed about the
pressure. “What is the weight of a
demanding business if you like it and
you're motivated to do it? Zero,”
hesays.

“Weare lucky . . . It’s hard work, yes,
but look around, we are in a business of

owner Liberty Media, which acquired
F1inan $8bn deal in 2016, has redrawn
the economics of the sport: it shares rev-
enues more evenly among teams, intro-

‘What is the weight of a
demanding business if
you like it and you're
motivated to do it? Zero'

duced spending limits on the develop-
ment of cars to boost competition and
transformed the way it engages with
fans on social media.

A Miami Heat basketball net hanging
on the wall opposite Domenicali’s desk
is a souvenir following the addition last
year of a Grand Prix in the US city. F1
will race in Las Vegas this November for
the firsttime in four decades.

Annual revenue increased by 20 per
cent to more than $2.5bn in 2022 dueto
higher fees paid by race promoters,

” He adds that if people
creating the entertainment are not
happy, “there is a problem”. “So if you
want to be here, you need to be fully
dedicated to the job, with the right
enthusiasm.”

The Italian says his approach is to
treat people the same, whether presi-
dents or his gardener. “Its my style, take
itorleave it. 'm not able to have a mask
in frontof me”.

“People that are not smart believe
there is only one style to expand the

i ou're ible for. 've

circuit. Spooked, the drivers debated
whether or nottorace.

“To see such an incredible, dark
mushroom of smoke 12 miles from
where you are is emotionally quite
strong,” says Domenicali.

The stakes were high. Despite criti-
cism from human rights groups, Saudi
Arabia has become an important mar-
ket for F1, critical to Liberty Media’s
expansion in the Middle East. State-
owned Saudi Aramco is among F1’s glo-
bal partners, the highest bracket of
sponsorship in the sport, while teams
such as Aston Martin and McLaren rely
onSaudi sponsors.

What was already “not an easy
moment” was amplified by social
media, says Domenicali. The race went
ahead after late-night meetings with the
drivers in which Domenicali passed on
from local authorities and

proved I'm able to be the same, here, in
this chair, and if you come with me on
holiday with my family, with my
friends . . . Idon’t change.”

Born in Imola, home to the circuit
where Brazilian three-time F1 world
champion Ayrton Senna succumbed to
afatal crash in 1994, Domenicali started
his career at Scuderia Ferrari and later
saw German driver Michael Schu-
macher dominate the championship in
the early2000s.

“Ilearnt the fact that you cannot do

hi d

increased media rights, I
and attendance at the Paddock Club
hospitality business.

But for all the efforts to boost engage-
ment, the sport has been lacking excite-
mentat the front of the grid. Verstappen
won 15 of 22 races in 2022. His Red Bull
team has more than double the points of
theirnearestrivals this season.

For fans lured in by Drive to Survive,
does Red Bull’'s dominance threaten F1's
ability to keep their attention? Speaking
atthe Financial Times’ Future of the Car
conference in London last week,
Domenicali said he would “totally disa-
gree” that F1 had prioritised entertain-
ment over the sportitself.

“This year, we need to say the truth:
Red Bull did a better job than the others,
it’s a fact. But I would be imprudent to
say the championship is finished,” he
told the audience. “We cannot intervene
in the performance of the teams. I am
sure what we did in terms of financial
regulations will help to minimise the
gapon the technical side.”

Meanwhile, some former staff and
others who know him say Domenicali is
alittle “old school” — he prefers staff to
be physically present at the office and
travel to races. It’s a demanding sched-
ule: the season runs from March to
November and has expanded to 23 races
this season from double-digit teens in
the1990s.

At F1 headquarters, where the meet-
ing rooms are named after legendary
racing personalities such as Juan
Manuel Fangio — but also nod to

y ; you need
team, the strongest team ever, actually,”
hesays of histime at Ferrari.

In 2014, he quit three races into the
season after Ferrari’s on-track perform-
ance slumped. “T have no fear to take
responsibility when I think it is right to
do certain things,” he says. “I started the
job after university, so you can imagine
it has not been easy, but you need to be
rational.”

He worked at Volkswagen’s Audi
brand — where the diesel emissions
scandal thwarted a potential entry into
F1—andthenjoined Lamborghini.

As F1 chief executive he has helped
convince Audi to return in time for
2026, when new power units, which will
be more efficient and use more sustain-
able fuel, are due to come into play.

Abiggertest of his persuasive capabil-
ities came in March 2022 ahead of the
second Saudi Grand Prix in Jeddah.
‘When a Houthi missile attack struck a
Saudi Aramco oil storage facility in the
‘build-up to the race, the smoke that bil-
lowed into the air was visible from the

JEgy Wordnot
The FTs workplace podcast and

newsletter provides expert
analysis and key takeaways

fo keep leaders and managers
up to date with post-pandemic
trends and help make sense of
the big news stories shaping the
global world of worl

ftcom/working-it

https://ft.pressreader.com/v99f/20230515

explained the safety measures n place.

“If you follow the emotion, you will
most likely go in a direction that is
wrong,” he says. “Lead by example

Thave no fear to take
responsibility when
I think itis right to
do certain things’

means that T was there. If I was the
first to be worried, 'm not so stupid to
leave there . . . and to say, T go and you
stay’. Everyone understood and they
trustedus.”

More recently, the expansion into
Saudi Arabia has led to speculation that
the oil-rich Gulf state’s sovereign wealth
fund would be keen to acquire F1.

A Bloomberg News report in January
that F1 had drawn takeover interest
from the Saudi Public Investment Fund
prompted a firm response from FIA
president Mohammed Ben Sulayem. He
tweeted that the governing body was
“cautious” about the “alleged inflated
price” of $20bn, including debt, and
warned that any suitor should bring
‘more than “justalot of money”.

F1and Liberty Media decided not to
respond publicly, but in a letter to the
FIA president that was leaked to the
media, they warned his comments
“overstep the bounds of both the FIA’s
remit and its contractual rights” and
that the FIA “may be liable” if the presi-
dent’s tweets “damage the value of Lib-
erty Media”.

Ben Sulayem subsequently stepped
back from day-to-day involvement in
Formula One.

“If you want to do something, you
don’t have to shout or to announce,”
says Domenicali of his attempt to
resolve the matter privately, “and you
do what is in the best interest of the
business that you're responsible for,
as simple as that. Everyone is different,
but thisis me.”
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Sweden wins Eurovision nailbiter

Eurovision Song Contest 2023
Liverpool Arena

Ludovic Hunter-Tilney

I's rare for history to be experienced as
tragedy and farce simultaneously. The
tragic element of the 2023 Eurovision
Song Contest was provided by the war in
Ukraine, which forced the staging to be
held outside the country following
Ukrainian victory last year. Meanwhile,
the farce lay in the usual Eurovision
motley of warrior-queens, devilishly
outfitted German metallers, bearded
balladeers and a Czech girl group wav-
ingtheir plaited ponytails like lassos.

Liverpool was the host city, a stand-in
for Lviv or Kyiv. The show opened with
last year’s winning song, Kalush Orches-
tra’s “Stefania”. This hearty but forget-
table folk-rap anthem benefited from a
sympathy vote in 2022, casting the
frontrunner, the UK’s Sam Ryder, into
secondplace.

Eurovision is primarily a televisual
spectacle, with 161mn people tuning in
from participating countries in 2022,
but its many moving parts can be a rec-
ipe for chaos. This year’s final was held
at the Liverpool Arenain front of a rau-
cous audience of 7,000. The four-hour
show felt snappier than its marathon
length. Tt looked stylish on TV, and was
well compéred by a mixed set of pre-
senters from the UK and Ukraine.

After aweek of elimination rounds, 26
countries were represented, an alpha-
bet of high hemlines and high notes. A
frisson of excitement went through
Eurovision obsessives at the appearance
of Austria’s first ever female duo, Teya
and Salena. This minor footnote in
musical history took the form of an elec-
tronic pop curio called “Who the Hell Is
Edgar?”, inspired by the writer Edgar
Allan Poe. “Nevermore,” quoth the
raven; and so, alas for Teya and Salena,
quoth the judges and voting public too.
The songcame 15th.

Launched in 1956, Eurovision has

Top: Swedish singer Loreen won
the contest with ‘Tattoo’.

Above: Finland’s Kiriji proved
popular in the public vote
Aaron Croum/PA

evolved its own style of songcraft, adja-
cent to but separate from the main-
stream pop charts. “Who the Hell Is
Edgar?” epitomises one strand, the nov-
elty song. Other examples included Fin-
land’s entry, Kariji’s “Cha Cha Cha”, a.
lurid mash-up of EDM, death metal and
beerhall singalong whose staging
involved much tongue-waggling from
its singer and a cheery human centipede
of dancers. This monstrosity proved
‘mystifyingly popularin the public vote.
Croatia’s Let 3 played a quirky anti-
war song in their underpants, which
sounded every bit as messy as its pres-
entation suggests. The Ukraine conflict
overhung proceedings, most notably
during an interval rendition of “You'll
Never Walk Alone” featuring massed
ranks of singers in Liverpool and more
in a live feed from Kyiv. However,
Ukraine’s president Volodymyr Zelen-
skyy’s request to deliver a video address

‘was refused on the grounds of politicisa-
tion. Meanwhile, the Ukrainian entry, a
duo called Tvorchi, held up a sign read-
ing “Ternopil” as the votes were read
out. It was the name of their town, which
was bombed with murderous choreog-
raphy by Russian forces at the precise
moment that they were performing.
The other main types of Eurovision
songwriting were well represented.
Emotive balladeers made imploring
hand gestures in weepies that began
with a drizzle of piano chords before
building to fortissimo peaks of senti-
mentality. Ttaly’s Marco Mengoni was
the leading example with “Due vite”,
which came fourth. Turbo-folk with
musicians dressed like characters from
Game of Thrones was prominent, includ-
ing an unusual Scandinavian variant,
Alessandra from Norway’s monumental
“Queen of Kings”, which won the popu-
Tar vote, although not the judges’ scores.
Euro-dance is the other central pillar
of the ision sound. Israels singer
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Noa Kirel pulled out the stops with a
thunderous Gaga-esque ode to the
“power of a unicorn”. The bookies’
favourite, Loreen’s “Tattoo”, found the
Swedish singer performing perilous
‘handography with her immensely long
fake nails as she belted out ano less full-
bore dance anthem.

For Britain, Ryder’s success in 2022
wasn't replicated. Mae Muller’s “I Wrote
a Song”, a breezy pop number with a
static staging, came second last, just
above the crestfallen German heavy
metallers. But lightning struck twice for
Loreen, a prior winner in 2012. The long
nails came in for a bit of biting at a late
charge from the Finnish horror show,
but she was ultimately victorious. To
Sweden the spoils, namely the right to
host next year’s competition, on the 50th
anniversary of ABBA's famous victory.
History repeats itself, Eurovision-style.

CLASSICAL

Kennedy Center, Washington DC
Hkk ke

Clemency Burton-Hill

all their !

Renée Fleming/Evgeny Kissin

Rachmaninov’s “A Dream”, she
sang the line “It has magic still-
ness”, I thought: agreed. Or Liszt’s
“Im Rhein, im schéonen
Strome”, when we were trans-
ported from the Potomac to
Cologne without moving from our
seats. Some feat, that.
Meanwhile, in Kiss

s solo

Sometimes, long-venerated musi-  interludes — including Liszt’s

cal superstars decide to pull out  “Sposalizio” and “Valse oubliée” —
all the stops, as if to proclaim  we were treated to his superb
their continuing greatness (and  grasp of chromaticism. His touch,
relevance): to tell us they arestill it seemed to me, was somehow
here. Others just show up in  improved since the last time Isaw
making  him inlive p pre-pan-

telling required.

us know they are still here: no  demic, and there was no trace of

the almost frantic intensity which

True, operatic soprano Renée  Thad found off-putting. Instead, he
Fleming chose to wear two diva-  seemed relaxed, cheery, receptive
worthy gowns — one claret red;  to the audience, while his com-
one burnished copper; both boast-  mand of dynamics, discord and

resolution )

inglongtrails —for herk

pianist Evgeny Kissin.

gemlike Lied.

ward, always forward!”).

lieder recital on Wednesday
evening at the Kennedy Center.  keyboard pyrotechnics, proving
But that was the sole nod to sur-  that he’s still “got it” — in case
face glitter in what was a quietly ~anyone was wondering — but
powerful chamber recital withher ~ what impressed most was the
friend, equally venerated virtuoso ~ delicacy and spareness of his

Of course, there were the usual

playing. Almost as i, at 51, he has

Afteraslightly faltering start, at ~ taken afewsteps backand founda
the beginning of Schu- new quictude; a meditative perch
bert’s “SuleikaI”, they soon hita  from which to observe this world,
vein of conversational truth with ~ and breathe. In these moments,
the barest of raw materials —a  the audience had a chance to
human voice, some piano keys,  exhale, too.

poetry, music — that was to build
in subtlety, intensity, drama and ~ devoid of gimmickry. After the
depth over the course of the duo had performed Schubert’s
evening. And we were reminded  “Ave Maria” as their first encore,
that, when ingredients such as  Fleming addressed us directly.
those are executed like this, there’s  “It’s like the old good days,” she
almost nothing more musically ~ exclaimed, apparently genuinely
satisfying than a small, intimate, moved. “Issuchajoy.’ Sheadded,

This was a beautiful recital,

“Feel free to leave, but we have a

The concert contained great  fewmore encorestodo foryou.”
humour, with Schlegel’s human-
scoffing avian flock in Schu-  Rachmaninov, and thena contem-

Nobody left. There was more

bert’s “Die Vogel”, and great mel- ~ porary number, Kevin Puts’s
ancholy, with Liszt’s goosebump-  yearning-laced “Evening”. (Puts
inducing setting of Victor composed The Hours, which was
Hugo’s “Oh! quand je dors”. premiered by the Metropolitan
Phrasing, colour and tempi were ~ Opera this season, co-starring
chosenwith intention, and artfully ~ Fleming.) A certain note of shim-
drawn, never over the top. In  mering wistfulness in the text
Schubert’s “Rastlose Liebe”, Flem-  seemed to reflect the moment per-
ingremindedusofherskill assing-  fectly. “Even though the stars are
er-actor, imbuing flair into sofaraway.” Arethey?Twondered.
Goethe’s affecting words (“for-  Then —lookingat these retreating

stellar musicians, hand-in-hand —

She exhibited this instinct else-  Idecided: not here. Not yet.
where, including n Liszt's “Freud-
voll und Leidvoll”. When, in  kennedy-centerorg

Intimate:
soprano Renée

Fleming
Ve Gety s

Can comedy and chemistry save the UK?

Fiona
Sturges

compare political notes with Khan and
Kumar. Much comic mileage comes
from identifying the differencesin the
respective political systems of the UK
and the US. “Ithink it’s very cool that
when your party wins, they get to
implement their agenda. We don’t have
that,” says Lovett i

have chemistry and an unruly energy,
and the ratio of serious to funny is
expertly judged. There are noticeable
differences between the USand UK
editions: the hosts of Pod Save America
are former political insiders armed with
huge amounts of knowledge on the

5

Thelatest episodeis called Protest,
Furovision and Showgirl

hortly after ?
of Donald Trumpin2017,a
new podcastlaunchedin

which former White House

Amongthe
topics s the controversial new Public
Order Act, which allowed police to
arresta number of anti-monarchy
by .

f power, while the UK
version provides more of a baffled
outsider’s view.

‘This feels right given that Pod Save the
UK's biggest British rivals — LBC’s The
News Agents, with Emily Maitlis, Jon

President
Barack Obama —Jon Favreau, Jon
Lovett, Tommy Vietor and Dan Pfeiffer
— mulled over political events. Billed as

earlier this month. The hosts interview
the barrister and environmental
activist Paul Powlesland, who made

talk radio, the twice-weekly Pod Save
Americawas chatty, cleverand
unashamedly partisan. It wasalso
funny, whichisatall orderinafast-
movingpolitical podcast. Such wasits
success — it averaged 1.5mn listeners
perepisode — it spawned HBO TV
specialsand audio spin-offs including
the foreign-policy-focused Pod Save
The World.

Now, six yearslater, a British version
‘hasarrived. Pod Save the UK is hosted by
journalist Coco Khan and comedian
Nish Kumar. Ifits arrival feels long
overdue — if Pod Save Americaheld
liberal listeners’ hands through the
Trump years, left-leaning Brits could
surely have done with the same during
Boris Johnson's turbulent premiership
— thereis still plenty for the hosts to
chew on asthe cost of living crisis
deepens and the country prepares for
next year’s election.

The series kicks off with confidence
with a one-off conversation with
Favreau, Lovett and Vietor, who

by climbingatree
that wasabouttobe cut down in

Sopeland L dall,and The RestIs
Politics, with Rory Stewartand Alastair
Campbell —broadcast from inside the
‘Westminster bubble. Both those shows
have their merits, but thereis agapin
the market for a political series that

md who
examines what the new law means

voters
and treatsits listeners as equals. Pod

rdingis vague and
opentoexploitation).
Ifthat makes it sound a bit serious, the
toneisanythingbut. Khan and Kumar

the UK fills that gap nicely.

crooked.com/podeast-series/
pod-save-the-uk

Police reaction
toanti-
monarchy
protestsat the
Coronation is
addressed in
‘Pod Save the
UK’ —ceny
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FT BIG READ. AFRICAN ECONOMY

A success story has become a cautionary tale for other countries on the continent that overspent in an
eraof cheap debt. As the president pushes bold projects, many citizens are questioning his priorities.

By Aanu Adeoye

nthe centre of Accralies a deserted
construction site that is a symbol
both of Ghana’s ambitions and its
afflictions.

Hereis where the National Cathe-
dral of Ghana is set to be built — the pas-
sion project of the country’s president,
envisioned as anational landmark and a
centre of religion to rival Westminster
Abbey and Abu Dhabi’s Grand Mosque.

Sitting just off the major thoroughfare
of Independence Avenue, the multimil-
lion-dollar development was proposed
in 2017, the year Ghana celebrated 60
years free from British rule. Once com-
pleted, it will be a 5,000-seat place of
worship to accommodate formal events
suchas state funerals.

Butsix years on, President Nana Aku-
fo-Addo’s grand vision has stalled —
while the economy he presides over s in
tatters and citizens struggle under the
weight of crushing inflation.

The building project is a cautionary
tale not only for Ghana but for many
countries in Africa that overspent on
infrastructure and now face the bill.

Ghana has long been considered a
success story and a model for African
development. It is a major producer of
gold and cocoa and has one of the
region’s highest gross domestic product
per head. A robust democracy since the
early 1990s, it has a relatively well-run
government that provides decent levels
of public service, including free educa-
tion, and a thrivingtourism industry.

The current government, in particu-
lar, burnished an image of fiscal respon-
sibility and technocratic nous, some-
thing that enabled it to tap commercial
debt marketsat decentrates of interest.

That reputation now lies in ruins.
Ghana had just agreed a $3bn bailout
from the IMF when it defaulted on its
debts last December, a fate that could
soon befall 19 other countries on the
continent, according to the fund. Like
Ghana, many have borrowed heavily to
fund projects — whether railways,
roads, ports or airports — that have
failed to generate enough income to pay
back debts, particularly in an environ-
mentof high interest rates.

To further complicate matters, the
threat of insecurity is now on Ghana’s
doorstep due to unrest in neighbouring
Burkina Faso, the new epicentre of the
jihadist upheaval in the Sahel, the semi-
arid strip south of the Sahara.

Yet despite this uncertain outlook, the
president remains committed to build-
ing a cathedral to serve the country’s
33mn population, 71 per cent of whom
are Christians. “The National Cathedral
isan act of thanksgiving to the Almighty
for his blessings, favour, grace and mer-
cies on our nation,” Akufo-Addo said in
January after visiting the site and pledg-
ing 100,000 cedis ($8,500) of his own
‘money towards the build.

Many in Ghana are questioning his
priorities. About 87 per cent of Ghana-
ians think their country is heading in
the wrong direction, according to data
from the Accra-based polling company
Afrobarometer. They blame the govern-
ment and protests have broken out in
the past year over the high cost of living.

Justas the citizens of Ghana are asking.
howbadly Akufo-Addo, whose twoterms
in office end next year, has mismanaged
the economy, there are similar ques-
tions around the unfinished cathedral.

The building’s price tag has surged to
$400mn, four times the original budget.
The government says that donors are
being wooed to help pick up the tab —
and allow construction to continue —
but it has contributed most of the
$58mn that hasalready been spent.

Paul Opoku-Mensah, the project’s
executive director, says the edifice,
which is being designed by the promi-
nent Ghanaian-British architect Sir
David Adjaye, will serve as a national
monument, tourist magnet and eco-
nomic masterstroke that will eventually
pay foritself upon completion.

“Ina country where politicsis so divi
sive, you need a structure to help build
cohesion outside of the political par-
ties,” says Opoku-Mensah. “And the
church becomes such an institution.”

But instead of being an emblem of
unity, for some in Ghana it has become
representative of all that has gone
wrong here in the past few years — a
‘mothballed site nicknamed, derisively,
the “world’s most expensive crater”.

Pain of inflation

In Accra’s sprawling Makola market,
shopper Tracy Aloko has more immedi-

‘With inflation
squeezing
Ghanaians,
many are asking
just how badly
President Nana
Akufo-Addo has
mismanaged the
economy over
his two terms in
office. Below
right: the
government
says it is wooing
donors to ensure
construction
continues on the
National
Cathedral
project designed
by Ghanaian-
British architect
sir David Adjaye
FT montage AFPIGery
Images; Adaye Associaes

‘T felt like
the people
in charge
could no
longer
manage
things’

How Ghana lost its way

tomatoes, the building blocks of Ghana-
ian soups and stews, more expensive,
but so is garri, the granulated cassava
flourthatisafood staple.

‘Ama Mary, the market woman who
served Aloko, says the cost of the pro-
duce has partly shot up due to the Islam-
ist crisis in Burkina, from where Ghana
imports a sizeable amount of its toma-
toesannually.

Ordinary people such as Aloko and
Mary are on the frontline of Ghana’s eco-
nomic crisis, and struggling to adapt to
record levels of inflation. Although it

toinsulate the economy from its effects
and may have avoided a recession as
a result. But the country’s debt as a
percentage of GDP went from 62.7 per
cent in 2020 to more than 100 per cent
last year, according to finance minister
Ken Ofori-Atta. Debt servicing now
takes up about 70 per cent of govern-
mentrevenue.

Despite this growing debt load, the
ruling New Patriotic Party resorted in
2020 to a habit that Dzansi says bedevils
politics in Ghana: overspending in an
election year.

Th ini;

has dipped from the two-decade high of
54 per cent in December, inflation
remainsat 41.2 per cent.

“Life s hard for everybody in Ghana,”
saysJohn Asafu-Adjaye, a senior fellowat.
the Accra-based African Center for Eco-
nomic Transformation (ACET) think-
tank. “But the ones feeling it the most are
those in the low socio-economic groups.”

The daily minimum wage was
increased by almost 10 per cent to 14.88
cedis at the beginning of the year but it is
only a tiny reprieve in the face of astro-
nomical price rises.

The government says Ghana’s eco-
nomic misfortune has been caused by
the external shocks of Covid-19, which
ground the economy to a halt, and Rus-
sia’s invasion of Ukraine, which sent glo-
bal food and energy prices soaring.

Ernest Addison, governor of the Bank
of Ghana, the country’s central bank,
says the decision of the three big rating
agencies to downgrade Ghana to junk
status made the economic situation
“more complicated” in 2022 as prices

limbed i the I forces

stopped charging
for mains water and brought in cheaper
tariffs on electricity. Analysts say the
policy could have been most effective if
it targeted those most in need of assist-
ance in a difficult year; instead, it was
widely available to everyone, including
city-dwellingurbanites.

“The government saw an opportunity
in leveraging the Covid pandemic
to engage in reckless expenditure in
view of the 2020 election,” Dzansi says.

Telli says Ghana’s government should
have “consolidated” in 2021 by applying
“very strong brakes on government
spending” the year after the election
and should have asked the IMF for help
sooner than it did. “Politically, the IMF
‘may not be popular but it is an economic
tool,” Telli adds. “It’s available to use
when youneed a different strategy.”

Ghana did eventually seek relief from
the IMF in 2022 as it became apparent
that its economy needed outside assist-
ance. “We have our own issues with the
IMF but we saw that the country needed
external help,” says Mensah Thompson
of Asepa, an anti-corruption group that
helped organise protests calling on the
government to seek aid. “It felt like the
people in charge could no longer man-
agethings”

‘Ghana speedily reached a staff-level
agreement with the IMF for a $3bn loan
in December, pending approval from
the fund’s board if the country meets
some conditions it has set out. In an
unprecedented move, Ghana has had to

d ic

“You warm the and the
thinice broke.”

Perils of cheapmoney

Much of the Ghanaian government’s
spending took place in a world of low
interest rates. Ghana gorged on cheap
money, raising almost $17bn in
eurobonds that the Ministry of Finance
frequently said were oversubscribed for
ninesstraightyears.

But as central banks began raising
rates to control inflation — the Bank of
Ghana has raised rates by 1,250 basis

ints since March 2022 — Ghana found

‘were against us, with Russia-Ukraine,
the cost of imported food going up and
onthe exchange rate we had no access to
foreign capital,” he adds.

Butanalysts say this account only tells
half the story. James Dzansi, chief Ghana
economist at the International Growth
Centre, an Oxford university and Lon-

itself shut out of international debt mar-
kets as concerns grew over its ability to
repay whatitowed.

The government has since been
forced to rely heavily on a domestic cap-
ital market, where interest rates are as
high as 40 per cent, and central bank
financing of 37.9bn cedis ($3.2bn) in

don School of ked global
think-tank, argues Ghana was “walking
on thin ice but not sinking” before
the pandemic hit.

The government borrowed heavily

2022. Some of the money beinginjected
into the economy by the central bank
‘may have helped to fuel inflation, says
Henry Telli, an economist at the Inter-
national Growth Centre.

‘ Ghana's inflation rate has been falling
but remains very high
Annual % change in CPI

ate concerns than national
as shelooks wistfully at the bag of toma-
toes she has just bought.

‘The same quantity costabout 20 cedis
in January, she says. Now, shaking her
head, she complains that the same bag
costs 50 cedis. And this is a good deal —
another vendor just tried to sell her the
same amount for 60 cedis.

“It’s like hell,” Aloko says, rattling off
household items whose prices have s
rocketed in recent months. Not only are

‘Compared to its neighbours Ghana
is a relatively prosperous country
GDP per head in 2023 (at purchasing power parity,
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Now, it has to restructure its external
debt of about §34bn, most of which it
stopped paying in December. Ghana’s
bilateral creditors have formed a com-
mittee led by France and China to begin
debt restructuring talks, clearing the
way for the IMF’s board to approve the
country’srescue package.

Ghana additionally has to stop central
bank financing to plug the government’s
revenue shortfalls. Addison, the central
bank governor, told the Financial Times
this month that a “zero financing”
agreement had been signed with the
finance ministry. The government must
also increase revenue generation. To
achieve this, it introduced new com-
pany and income taxes, higher excise
duties on goods including tobacco and
alcoholic drinks, and raised VAT by 2.5
pointsto 15 percent.

Cleaning house

The new taxes are already proving con-
troversial. Joseph Obeng, president of
the Ghana Union of Traders Associa-
tion, a trade body, calls them “obnox-
ious”, adding that they will further
increase the cost of doing business.

Heaskswhy istarget-

https://ft.pressreader.com/v99f/20230515

Tna
country
where
politicsis
so divisive,
you need a
structure
to build
cohesion
outside of
political
parties’

ing the few who pay formal taxes and
not widening the tax net to bring in
more people in the informal sector,
which is estimated to make up at least
80 per cent of the economy. At around
13.4 per cent, Ghana’s tax-to-GDP ratio
is below the African average of 16 per
centand the government’s own target of
20per cent by this year.

The IMF deal, when approved, could
help restore investor confidence in
Ghana and slow currency fluctuations
that have raised the cost of imports, says
Asafu-Adjaye, of the ACET think-tank.
But he cautions that it could take time
before ordinary citizens feel its impact
onthe cost of living.

Analysts say they hope this economic
crisis and the impending IMF pro-
gramme will spur radical reforms in
Ghana. There is a need to plug leakages
that deny the government crucial reve-
nues. A report by the auditor-general
Johnson Akuamoah Asiedu says Ghana
missed out on almost $3bn in revenues
in 2021 due to what he described as.
“irregularities [representing] trade
debtors, staff debtors and outstanding
loans and cash locked up in non-per-
forming investments”.

But most importantly, there is a con-
sensus among experts that the size of
Ghana’s government must shrink.

At the outset of Akufo-Addo’s presi-
dency in 2017, he defended his decision
to appoint 110 ministers as a “necessary
investment” for the country’s transfor-
mation. At present, there are about 90
ministers, some of whom have two or
three deputies. “It’s jobs for the boys,”
says Asafu-Adjaye, who pointed out that
there are many ministries with signifi-
cant crossover. Ghana has separate min-
istries for transport, railways develop-
ment, roads and highways, and avia-
tion, for example.

Corruption is another concern. The
country was rocked last month when a
2021 report was leaked to the press
alleging that government officials have
frustrated the fight against illegal gold
mining. The government denies the
allegations but opposition MPs are call-
ingfor a bipartisan investigation.

Kweku Bamford, a young shopkeeper,
says he has no faith that the $3bn from
the IMF will be judiciously spent, point-
ing to the auditor-general’s report that
showed some of the funds mobilised
for Covid support were mismanaged:
“Ghanais a corrupt country right now.”

This perception is reflected in how
some Ghanaians see the delayed cathe-
dral — although not everyone has lost
faith. Solomon Ntiamoah, a taxi driver
on his way to a sermon in Accra’s Black
Star Square, is “praying for the project
togoon”.

Opoku-Mensah, the project director,
still expects it to be completed by the
end of next year. But unless Ghana can
turn its economy around, Ntiamoah's
prayersarelikely to go unanswered.

Datavisualisation by Keith Fray

17/24



2023/5/15 09:20

18

FINANCIAL TIMES

Financial Times Asia

Monday 15 May 2023

The FT View

FINANCIAL TIMES

“Without fear and without favour’

The perils of economic forecasting in uncertain times

Economists need to be
clearer about the limits of
their predictions

“The only function of economic fore-
casting is to make astrology look
respectable,” the economist Ezra Solo-
mon once said. It looks even less
respectable today, as practitioners
attempt to demystify the fallout from
multiple shocks including the pan-
demic, the war in Ukraine, and the shift-
inggeopolitical landscape.

Andrew Bailey, governor of the Bank
of England, knows this only too well. On
Thursday as the central bank raised
interest rates by 25 basis points, he faced
ahost of questions over its large upward
change to its growth and inflation pro-

the mark. The US Federal Reserve and
European Central Bank have both erred
in their inflation forecasting too, partic-
ularly since the onset of the pandemic.
The IMF has also chopped and changed
its recent growth outlooks. Given the
role that forecasts play in informing the
decisions of investors, households, and
policymakers, accuracy is important.
For central bankers a record of decent
forecastingis also vital to build credibil-
ity, particularly as higher trust can help
anchor inflation expectations.

Recent criticism of erroneous fore-
casts needs to be tempered. Economists
have faced an unusually uncertain
world since 2020. They have had to take
positions on epidemiology, war scenar-
ios, supply chain shifts, and rapidly
evolving domestic and international
policies. Another element is a limited

jections. isindeed
an inexact science; but hefty revisions
dolittle to reassure the public that cen-
tral what they are doing.

ft.com/opinion

Itis not just the BoE that has been off

public of what forecasts
actually represent. They are condi-
tioned on judgments made at a particu-
lar point in time. As new data comes in,
those judgments need to be recali-

brated. They should be treatedasindic-  As new data
ative, notas gospel truth. comes in,

Economists still have some questions
to answer. Central bankers were argua-
bly too slow to raise rates when inflation

picked-upin 2021, clingingto the notion recalibrated.
They should be
There were misjudgments over the (reated as

that price pressures were “transitory”.

effects of fiscal stimulus, how stable
inflation expectations were, and the
damage from the pandemic to supply,
which contributed to monetary policy-
makers falling behind on inflation. The
preceding decade of low inflation may
have also lulled them into a false sense
of security. Errors have been made dur-
ing the rate-raising cycle too. Both the
BoE and ECB failed to grasp just how
sticky food inflation would be.
Forecasting can be augmented in a
few ways. Recent shocks underscore the
importance of drawing on expertise
beyond the economics profession.
Economists should also continue to
explore how advances in big data,
machine learning and AI can offer

judgments
need tobe

indicative, not
as gospel truth

opportunities to improve economic
analysis and better model complexity.

Tmproving how forecasts are commu-
nicated, particularly in times of uncer-
tainty, is essential. Showing projections
under different scenarios can help
deepen understanding of the range of
possible outcomes. Likewise, although
central banks have attempted to high-
light the probability distributions
around their forecasts, they could be
conveyed inamoreaccessible way.

Above all economists need to be
clearer in setting out how and why their
key judgments have changed between
forecasts — and how that affects the
numbers. A greater effort to show how
they reach their projections can go some
way towards building trust and normal-
ising an understanding of economic
forecastsas reference points rather than
foresight. After all, John Maynard Key-
nes, the famous economist, is often
credited — perhaps wrongly — as asking:
“when the facts change, I change my
mind. What doyou do?”

Opinion Technology

Beware the ‘bad-ish’ actor
when it comes to Al

MariaHorgueta

uring Google’s big I/0

showcase event for devel-

opers —a protracted, glis-

tening flex of the com-

pany’s new Al muscles —

one of the keynote speakers dwelt on
the risks posed by “bad actors”.

The phrase, in the context of an oth-

onstrated an Al-emp transla-
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EU must learn the right capital markets lessons

Capital markets across the EU remain
under-developed and many
companies, especially small and
medium-sized enterprises, struggle
with access to capital (“How Europe
failed to challenge the US”, The Big
Read, April 26).

The EU must learn the right lessons.
If the objective is to improve funding
conditions for companies across the
whole union, the purpose of the
capital markets union (CMU) project
cannot be to replicate the City of
London in the EU. Nor can the US
provide a suitable blueprint for
European capital markets of the
future, given the different starting
conditions when it comes to language,

tion software it was currently testing
and which — by the company’s own
recognition — looks a lot like a user-
friendly, highly powerful generator of
deepfake footage. The Google division
head admitted as much, describing
the need for guardrails, watermarking
and other safety measures that may, in
reality, prove hard to enforce.

Video of a speaker talking in one
language is played; their words are
transcribed, translated and rendered
back by the ATas audio in another lan-
guage. The tone and lilt of the trans-
Jated vojce s adjusted to more closely

erwise self-

event, came with a balance of real and
abstract threat. There was enough
menace in the use of the term bad
actor to reassure the audience that
Google’s human brains have duly con-
sidered the dangers of AT expanding
very rapidly beyond the point of real-
istic control, but without enough spe-
cificity about the threats to dull the
partyspirit.

‘The mainstreaming of generative AT
‘may indeed place ever more powerful
weapons of mischief in the hands of
scam artists, disinformation mer-

’s and then the soft-
ware re-dubs that over the original
video. Spookily — though not yet per-
fectly — the Al then manipulates the
tapes so that the new words are syn-
chronised with the speaker’s lips.
Remarkable stuff — butalso not terri-
bly hard to imagine how the power to
very quickly make people look like
they were saying something they
never did could be useful to both our
badand bad-ish actors.

In another demo, Google executives
showed off the company’s Al-powered
Magic Editor — essemia]ly a very

chants and other i bad

Companies underestimate
the mundane villainy of
those who will use the
techifitis there to exploit

actors. We are right to fear this, and
Google was right to break off, as it did,
and acknowledge the tension that now
exists at acompany of this importance
between what it can and should
release on to the market.

But Google’s tone made it look
likely, at least for now, that the com-
pany will proceed on the basis that
ordinary people can be trusted with
quite alot of generative AL It may be
underestimating, though, the mun-
dane villainy of the bad-ish actor:
those who do not actively seek out the

quick and
type tool that looke like u will allow
even the not especially techie to alter
photos and by implication change the
history of an event or encounter witha
couple of jabs of the finger.

The company’s scenario was inevi-
tably benign, and began with a photo
of a tourist in front of a waterfall.
Happy memories but — oops! — a
prominent handbag strap she would
rather erase. Jab! It instantly van-
ished. She wished the weather had
been better on that trip. Jab! The sky
‘was nolonger granite-clouded but glo-
riously blue. If only she had been
closer to the waterfall and with her
arm at a different angle. Jab! She had
moved.

Nobody could begrudge this
notional tourist the right to rewrite
reality a little. But the uses to which
a bad-ish actor could put this cast it

allinamore dublous light. Not every-

dark potential of but will
definitelyuse it ifit s justsitting there
ready toexploit.

The problem was that as each of
Google’s new AT offerings flashed up
on the screens, the risks felt less
abstract and more real. The fact that
Google, Microsoft and other tech
titans are making a consumer and
enterprise battleground of Al means
that commercial competition has now
in effect been instructed and freed to
do what it does best: put as much as it
legally can in our hands as quickly as
possible. This means that the tools
required to be a casual (but also very
efficient) bad-ish actor will be ever
moreavailable.

‘There were two moments that stood
out. In one, Google’s executives dem-

one will i they can
benefit from these instant powers of
retrospective manipulation of the vis-
ual record, but just having that ability
in your pocket will make a very large
number of peopleairbrush-curious.

Since the launch of ChatGPT, Google
and others have little choice but to get
involved in this early experimental,
three-way clash between humanity,
AT and trillion dollar companies.
Google’s guiding principle in this, its
chief executive Sundar Pichai said last
week, would be a “bold and responsi-
ble” stance. This is OK, but it feels like
a place holder until the world gets a
proper sense of how many bad-ish
actorsare out there.

leolewis@fi.com
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Instead, the motto of the EU, “united
in diversity”, should become the
guiding principle for designinga
“polycentric” capital markets union
that works for the benefit of citizens
and companies in all member states.

Leveraging the EU single market
with a best-in-class regulatory
framework, the EU can become a
highly dynamic provider of inancial

progress in all member states, bearing
in mind existing di in market

mzrkets Creatmg closely
regional

characteristics and business models.
The expertise of nauonal competent
horities will be key for

and local financial hubs will help
ensure that at cach stage of their
devel jes across the

“enabling” financial sector ecosystems
to channel investments in the green
and digital transitions.

A further centralisation of
supervisory powers would on the other
hand be

services, able to deliver
products that respond to the varying
and evolving needs of a domestic,
European and global client base.
‘Taking into account the relatively
low starting point, there is potential to
significantly increase the overall depth
and liquidity of European capital

, as it would
deprive local financial market
participants and public authorities of
access to the crucial interlocutors
needed to improve the framework
conditions for developing capital
markets throughout the union.

A successful CMU also requires

EU are able to access the funding
sources that are best suited to their
specific needs.

Since the global financial crisis, we
have seen a loss of competitiveness of
the EU financial sector to the benefit of
financial centres outside the bloc. We
are convinced that only a polycentric
capital markets union will be able to
reverse this trend and enable the EU to
tackle the challenges that lie ahead.
Yuriko Backes
Luxembourg Minister of Finance

distribution models, investor markets by beginning from the ground | capital markets that are open, within Magdalena Rzeczkowska

or legal frameworks. up and focusing on incremental the EU as well as towards global Polish Minister of Finance
Singapore’s puzzling — " The dishwasher test On China, don't elide trade
property phenomenon Publishers should have little to fear with national security

Would you pay 60 per cent tax just to
buy an apartment in a city which is
already the most expensive in the
world (“singapore doubles foreigner
property tax”, Report, April 28)?
Economists sometimes may find it
difficult to explain demand and supply.

Thirty years ago a newly Nasdag-
listed furniture king could still afford to
buy a good piece of land in Singapore
island’s posh residential area to build a
grand mansion. Ten years ago a
monthly apartment rental at Dalvey
Estate, next to the quiet and lush green
Botanic Gardens, could cost no more
than $$6,000 — nowadays barely
enough to rent a humble 80 sq metre
flat in the Woodlands, a stone’s throw
from the neighbouring Malaysian state
of Johor.

Maybe a Japanese animation can
explain the phenomenon of Singapore,
once called Temasek — “a thriving sea
city” in South East Asia. The richest
people in Asia, especially from Greater
China, have been attracted there, but
are now like a giant squeezing into a
tiny little bottle. Eventually the
property-hungry giant will find more
comfortable accommodations across
the Causeway in Malaysia.

In the meantime it is not too late for
the city state to build more houses to
allow the locals to enjoy some extra
income as landlords.

Khaw Wei Kang
Macau

Labour risks killing goose
that laid the golden egg

With the prospect of a Labour
government in sight, the party’s delight
at taxing the “carried interest” in
private equity deals as income should
be tempered by the obvious fact that
these businesses are highly mobile.

‘The arrogant assumption that London
will remain one of the two financial
capitals of the world may be a great
case of hubris. Taxing foreigners living
in London, regardless of the global
competitive landscape, ignores the fact
that other than the rules about taxation
and domicile, it was the abolition of
exchange controls by Margaret
Thatcher in 1979 that was instrumental
in enabling London to become the
financial powerhouse that it now is.

Itis one of the few economic assets
the UK has and laying waste to it will
ultimately impoverish the very same
voters who might so welcome the
slaughter of the goose that lays the
golden egg. The UK is already a very
highly taxed jurisdiction. Who knows
what the breaking point will be.
William Salomon

London W11, UK

View of the City of London, ‘one of
the few economic assets the UK has’

Have you met my
artificial intelligence PA?
ChatGPT has made the power of
today’s artificial intelligence
understood by the general public.

Some technologists present us with a
false dilemma, between a near-certain
extinction event, powered by a
superintelligent Al or — as a best-case
scenario — that AT will put most of us
out of work and we'll be dependent on
an Al giant, such as OpenAl, to provide
a “universal basic income” (FT
Magazine, April 15).

Disrupting this false dich for

from artificial intelligence, based on
large language models (“Al/publishers:
drones over their data gardens”, Lex,
May 11).

Science and many other subject
textbooks depend on diagrams, photos
and mathematics to communicate and
explain complex concepts. To date,
no Al model is capable of explaining
using such multi-modal forms of
representation.

‘When it can, and when such
“intelligence” is capable of emptying
my dishwasher, I'will know that
humanity has become a secondary
species of being.

Jonathan Osborne
Professor of Science Education
Stanford University, CA, US

Beware the triumphalism
around Alzheimer’s drugs

On May 9, the FT devoted a half page to
describe the results of an anti-amyloid
trial that showed a slowing in decline of
the ability to perform daily tasks
(“Alzheimer’s drugs offer hope after
decades of false dawns”, Report,

May 9).

Ttis both amazing, and depressing,
that this small benefit is regarded as a
triumph. The goal of therapy should be
areversal of dementia, not merely a
slight slowing of its pmgre«mn

Alzheimer’s dementia is

Sim Gurewitz’s letter (“No wonder
China thinks its ‘peaceful rise” is
thwarted”, May 2) raises interesting
questions as to who is entitled to feel
insecure as between China, its
neighbours and the US.

Tt also highlights the importance of
separating economic issues from
national security concerns.

On the economic front, until
‘Treasury secretary Janet Yellen’s
statement, the US had seemed to have
been on a path of seeking to thwart
China’s economic development, which
‘was always a ridiculous aim. As Rana
Foroohar says (“China, America and
why not all growth is equal”, Opinion,
May 1), the very notion that any nation
could contain China economically is a
fiction. China had good reason to feel
insecure in the face of that policy, even
if it now appears to have been
abandoned. However, the position as
regards national security is different,
and should not be elided with trade
concerns. Xi Jinping has taken a
consistently bellicose stance as regards
Taiwan, and China’s position in the
South China Sea. In the face of that
hostility, it is not surprising that
China’s neighbours have taken steps to
strengthen their defensive positions.

For China to portray these actions as
grounds for insecurity, when it caused
them, is to turn fa(ts on lhelr head, and

and it should be obvious to any one
who thinks about it — the chief

the future is the open source
community’s recent work optimising
ChatGPT equivalents to run natively —
completely offline — on MacBooks,
iPhones, and even Raspberry Pi
computers. Stanford’s Alpaca project
likewise has demonstrated that the
performance of a leading |

language models (like ChatGPT’s) can
be cheaply and easily extracted and
applied to a less capable model.

The future to prepare for is one in
which every device natively hosts and
runs its own private, custom and
wholly owned personal Al assistant,
massively increasing the personal
productivity of every human on the
planet — just as the typewriter, the PC
and the internet have done in previous
generations.

‘We have a shot at preserving
autonomy, self-governance and human
creativity in a world with powerful AL

The new generation of Al can be a
tool for us to reclaim autonomy in our
acquisition of information,
Commumcauon, and the means of

Founder and Chief Executive, Aligned AT
Oxford, UK

executives of Big Pharma obviously do
not — that curing dementia cannot be
achieved by usinga single drug.
‘Published proposals abound for
using several drugs in combination but
since those drugs are not owned by
large pharmaceutical companies they
are profitless and so are not subjected
to clinical trials.
Regarding the current triumphalism,
I suggest “caveat lector”.
Jeffrey Fessel
Emeritus Professor of Medicine
San Francisco, CA, US

Inflation string theory

John Plender writes in his “The Long
View” (FT Weekend, April 29) that
Milton Friedman famously declared
that inflation is always and everywhere
amonetary ph

touse

that Vladimir Putin has used regarding
Nato and Ukraine.

Raj Parkash

London W4, UK

Harmonising accounting
practice can create discord

John Ralfe (Letters, April 26) wants us
to stick with accounting standard
FRS17. He says we won't solve any
problems by looking for a new
pensions “weighing machine”.

But maybe it was a mistake moving
to FRS17 in the first place (for no very
good reason). In 1995 the Accounting
Standards Board decided not to
change, partly on the grounds that
“current market prices may not be
representative of the long-term
expected outcome”, Then in 1999 the
ASB changed its mind and concluded
that it should move into line with
i practice and use “market

To complement the quotation,
Friedman, perhaps channelling John
Maynard Keynes, wrote in The Role of
‘Monetary Policy (1968) that: “Monetary
policy was a string. You could pull on it
to stop inflation but you could not push
onit to halt recession.”

Robert Oser
Castlecrag, NSW, Australia

values” rather than actuarial values.
The trouble is that “harmonising”

accounting practice tends to lead toa

global monopoly and foregoes the great

advantages of competition between

regulators.

Professor DR Myddelton

Cranfield School of Management

Bedfordshire, UK
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BRITAIN

he sale of the UK water
industry in1989 is the most
controversial of all Marga-
ret Thatcher’s privatisa-
tions. Critics argue that it
has been little more than a rip off: the
privatised companies have failed to
eliminate leaks, been permitted to
dump vast quantities of untreated sew-
age into our waterways and used clever
financial engineering to boost rewards
to shareholders. Indeed, a study pub-
lished in 2018 argued the cash flow from
customers could have funded all invest-
ment undertaken, while borrowings
‘merely went to rewarding shareholders.
‘Was itall a terrible mistake? Whether
ornot it was, what should be done now?
It s easy to argue that the answer to
the first question has to be “yes”. Water

How to fix Britain's water industry

is not just alocal monopoly, it is also a
vital necessity. This means the provid-
ers have enormous market power and
are subject to no competition. That in
turn makes tough regulation essential.
But regulators are always likely to be
outwitted, if not captured, by the profit-
driven businesses they are trying to
curb. Furthermore, given the nature of
the business, the relevant risks are
mainly borne by the customers rather
than shareholders. If the companies fail
to deliver, the former cannot go
elsewhere. They can only complain and,
if the answer is more investment, pay
up. Beyond all this, water is an industry
with profound externalities, notably
those for the environment and health.
For all these reasons, it has long been

assumed that profi pr

ently ignores the assets. So, the water
industry was chronically starved of
investment. In this highly second-best
world, privatisation would, it was
argued, lead to higher investment and
better performance in the industry.
Michael Roberts, former chief execu-
tive of Water UK, argued a few years

especially their dumping of sewage, and
a corresponding failure to be demand-
ing enough on needed investments.
Moreover, Ofwat’s powers were inade-
quate: it could not impose changes on
licences, block dividends or control sal-

ariesinany way. Nowat least it can.
So, whatis to be done? Tt would be pos-
toaalise the busi b

back that “since pr invest-
ment of nearly £160bn has seen strong,

This is a sector with
profound externalities,
notably those for the
environment and health

i
are bound to be problematic in this sec-
tor: conflicts of interest are too great to
be managed. Yet there is a counterargu-
mentthat, in the UK case, seemed deci-
sive. It is that Her Majesty’s Treasury in
particular, and the government more
broadly, is a hopeless trustee of such
vital assets. It s obsessed with the liabil-
ity side of its balance sheet and consist-

steady i giving customers
world-class drinking water. Leakage is
down a third since the mid-1990s, two-
thirds of beaches are classed as excel-
lent, compared with less than a third

sible to

remain, however, sceptical over the gov-
ernment’s ability to run the sector any
better (though Scottish Water is a public
company accountable to the Scottish
parliament). A second option is to keep
independent companies, but change the
structure of ownership from sharehold-
er-owned companies. One such alterna-
tive is Welsh Water, which is funded
solely by debt and charges. This model
was controversial when created in 2001.
Yet it has been a successful business
with a good record on changes in

h: But il

deal more investment. That in turn
‘must ultimately be funded by charges
(with tough controls on diversions to
salaries and dividends). Crucial here
will be the closest possible co-operation
between environmental and financial
regulators. Higher standards must be
set, monitored and imposed, with fierce
penalties on those who fail to meet
them. Licences must be lost if necessary.

Lastbut not least, there s adiscussion
to be had over whether the framework
needs to be transformed. Oxford’s
Dieter Helm is particularly radical. He
argues for “a water system that places
fewer demands on drinking water sup-
plies, where sewerage systems are used
to handle sewage only, where sewage is
not discharged into rivers, and where
farming and flood defences take
account of the wider natural capital”.
The answer, he insists, is integrated reg-

ut
on other dimensionsis less clear.

fority

y . This s not entirely wrong.

Yet over time improvements in per-
formance tailed off and the scandals we
see emerged. There was a failure to
‘monitor what water utilities were doing,

the key action must come from the

ulation of river

Sometimes the best thing to do s to
step back and ask how radically some-
thing needs to change. That is now the

remit and actions of L It is
clear that the current situation is unsus-
tainable. There will have to be a great

ase for the water Letus doso.

A ban on short
selling is a bad
idea as the 2008
crisis showed

Jim
Overdahl

ollowing weeks of declining
prices for US regional bank
stocks, short selling of equity
shares is once again coming
under scrutiny with calls for
more regulatory oversight of the prac-
tice. Inaletter toclients this past week, a
‘major Wall Street law firm argued that
the Securities and Exchange Commis-
sion should impose a 15-trading day
prohibition on short sales of the stock of
financial institutions. Jamie Dimon,
chief ive of JPMorgan Chase, has

martinwolfi@ft.com

US cities must
beware the
donut effect

BUSINESS

Rana
Foroohar

he story of troubled Ameri-
can cities left with empty
office buildings post-pan-
demic is well known.
What's less well understood
is that this is really a tale of two cities —
downtown, and everywhere else. While
‘many commercial business districts are
struggling, their urban outer rings are
often thriving. Callit “the donut effect”.

Academics Arjun Ramani and Nicho-
las Bloom — who named this phenome-
non in a recent NBER working paper of
the same title — have shown that the
‘majority of people leaving city centres
are not moving far, mostly to the sub-
urbs and exurbs of the urban areas in
which they already reside. New Yorkisa
great case in point: a heat map in the
NBER paper shows movement away
from Manhattan towards the outer bor-
oughsand Longlsland.

Even if the “donut effect” is strongest
in large cities like New York and San
Francisco, you can see it in others like
Chicago, which has some disturbing
parallels to the original “donut” city —
Detroit. For decades, the beautiful
Detroit downtown buildings of the late
19th and early 20th century stood

nearly empty, thanks to a combination
of racism, the loss of US auto-industry
predominance, rising crime and vio-
lence, and white flight to the outer rings
of thecity.

Detroit’s downtown has recovered
somewhat in recent years, due in part to
the efforts of entrepreneurs like
Quicken Loans founder Dan Gilbert to
renovate old commercial buildings into
loft spaces and bring in new businesses,
as well as the shops, restaurants and
hotels that attract younger workers. But
the lack of a well-functioning transit
system makes it tough to rebuild down-
townatscale.

This is one of many lessons that
Detroit holds for modern “donut” cities:
commute time matters, especiallyin the
post-Covid age when working in an
office every day is still a choice rather
than a requirement for many.

Tracy Hadden Loh, a fellow at the
Brookings Institution who specialises in
commercial real estate, infrastructure,
racial justice and governance, notes that
while the research into which cities are
failing or thriving post-pandemic is still
nascent, one variable that seems to mat-
ter is ease of transit. This may be one
reason why downtown London and
Paris seem vibrant compared to many
UScities.

It’s not surprising to me that a place
like New York, which has a reasonably
well functioning (albeit declining) pub-
lic transport system, has more eco-
nomic activity downtown (as measured
by cell phone usage) than Chicago or Los

Matt Kenyon

Angeles, where such infrastructure is
notoriously poor. These latter cities are
also held back by highly segregated
neighbourhoods and city centres which
are suffering not only from the commer-
cial real estate crisis, but a decline in the
entertainment or amenities that would
draw people downtown for something
aside from work.

Such problems are likely to get worse
before they get better. The Federal
Reserve’s financial stability report last
week called out the exposure of finan-
cial institutions to commercial real
estate as one of the major threats to the
US economy, as the bursting of the bub-
ble has only just begun. The Fed warned
that, since mortgages backed by office
and downtown retail property tend to

‘While many commercial
business districts are
struggling, urban outer
rings are often thriving

beabout a third of CRE holdings, “with
CRE valuations remaining elevated, the
magnitude of a correction in property
values could be sizeable and therefore
could lead to credit losses by holders of
CRE debt”. As those dominoes fall, so
may othersin the financial system.

How to avoid the “donut effect” en
masse? The conversion of commercial
real estate to residential or mixed use
space has helped rejuvenate parts of
downtown Detroit. But as historian Tom
Sugrue, author of The Origins of the
Urban Crisis: Race and Inequality in Post-
war Detroit notes, the city’s 1920s office
buildings were far easier to retrofit than
the skyscrapers of today. That’s one rea-
son why rents and housing prices in the
outer rings of cities like New York have
been rising so sharply since the pan-
demic. “There are lots of intermediate
neighbourhoods that didn’t hollow out,
and often they are the immigrant neigh-

an even broader cost of living crisis for
working people and higher rents for
small businesses in areas like Queens or
Brooklyn. Simply pushing the problems

also called on regulators to look into the
‘behaviour of short sellers.

Twas the SEC’s chief economist during
the 2008 financial crisis, the last time
regulators banned the practice of short
selling, an investment strategy in which
an investor borrows shares from long-
term holders with the expectation share
prices will decline. Based on my experi-
ence, I believe any new regulatory inter-
vention banningshort sellingwould be a
huge mistake.

The SEC’s longstanding view has
been that this practice plays an impor-
tant role in promoting market quality
and helping investors by contributing
to price discovery, liquidity, risk man-
agement and by lowering the overall
cost of trading and raising capital. The
2008 ban was a departure from this
view.

Emergency authority was used to ban
short selling in 799 financial stocks
(eventually over 900 stocks). This was
part of then Treasury secretary Henry
Paulson’s “shock and awe” approach to
the crisis, and came amid concerns that
short selling was causing sudden and

Restrictions failed to slow
the decline of financial
stocks and many market
participants were harmed
excessive fluctuations in share prices of
financial institutions. Paulson’s aim was

to alter investor perceptions, bolster
confidence, stabilise markets and pre-

of Manhattan — or San
Union Square — to the periphery isn’t a
solution, particularly if it results in
higher taxes being imposed on those
residents least able to afford them.
(Most major cities, including New York
and San Francisco, already rely more on
residential property tax receipts than
commercial real estate taxes to fund
publicservices.)

So what’s to be done? Id take a page
out of urban activist Jane Jacobs’s book,
and consider mixed usage. Office work
‘may never be what it was, but movie
theatres and Broadway shows are back,
hotels are booming and service sector
wages are substantially above the pre-
Covid level, according to data from
Apollo. People still want to live in and
visit big cities — they just want todo it in

rmore w
bourhoods that never really shut down,”
Sugruesays.

Unfortunately, that’s now leading to

new ways.

rana foroohar@ft.com

Glenn
Hubbard

o “hit the ceiling” is to be
frustrated enough to be
‘mad. Just last week, Treas-
ury Secretary Janet Yellen
informed Congress and the
public that the US Treasury, the world’s
biggest borrower, may be unable to meet
all of th & i i

Thereis a way to end Americas debt ceiling stand-off

abill allowing for the debt ceiling to be
raised, but with tough conditions not
acceptable to the Biden administration.
The presidentand Yellen have called for
a“clean” extension with no negotiation.
A meeting between Biden and House
Speaker Kevin McCarthy produced lit-
tlemomentum.

This looming game of chicken yields a
range of reactions from “What's the
debt ceiling?” to “They’ve always
worked it out, so they will again” to
“This could get ugly”. Well, it could well
getugly, but it doesn’t have to. While the
Biden ini ion is correct that a

tions by June 1, raising the spectre of a
first-ever default on Treasury debt. The
culprit is the “debt ceiling’ — that is, the
government has to periodically raise the
amount of allowable debt outstanding, a
feature of U fiscal affairs since 191

blow-up leading to a default would be a
disaster, a “no negotiation” stance
makes achieving any political bargain
very difficult. And while House Repub-
licans passed a debt ceiling billlinked to
some spending changes,

The drama has two parts — the sur-
face question of whether the debt ceiling
will be raised to borrow-

their inclusion of a range of policies
beyond this spending debate makes

ing that reflects spending decisions
(whether to pay our bills) and the
underlying question of how to alter the
nation’s unsustainable fiscal trajectory
(whether to agree on a framework for
sound policy). h d

Bringing long-term debt issues to a
head by threatening default is calami-
tous. Even the prospect threatens the
costof credit not only to the federal gov-
ernment, but to US states, businesses,

and Itis both a bad experi-

https://ft.pressreader.com/v99f/20230515

‘ment and a weak negotiating position.
That said, we can’t just keep raising the
debt ceiling without consideration of
the underlying challenges. The nation is
on an unsustainable fiscal path, magni-
fying future pain.

There is a better way. Understanding
consequences of excessive federal defi-
cits and debt is essential in shaping con-
sensus for action on spendingand taxes.

the annual budget — with targets for
debt and a ceiling on expenditure. The
Swedish Fiscal Policy Council provides
ani luation of fiscal sus-

ity for all federal programmes to
between four and six years. Healso sup-
ported the social security benefit reduc-

tainability, visible to the public and to
which the government must respond.

A decade ago, Tim Kane and I pro-
posed aspending limit for the US linked
to a long-term average of federal reve-
nue (adjusted for inflation), triggering
b ! !

pon fisca rk could

A fiscal framework could
give targets for spending,
deficits and debt, and
foster accountability

give Congress and the president targets
for spending, deficits and debt. This in
turn could foster ility, by giv-

action to reduce spend-
ingor to raise taxes if large deficits per-
sist. Congress could only override it with
a supermajority. The precise mecha-
nism is less important than Sweden’s
intuition that a longer-term fiscal
framework and direct accountability
are needed. Such a mechanism sepa-
rates worries about debt from the issue
of the debt ceiling. Adhering to the
budget framework allows future clean
increases in the debt ceiling as long as

ingopportunities to criticise inaction.

Good advice on how to achieve this
comes from unlikely places. For con-
servatives in Congress, Sweden offers a
path forward. In response to its own fis-
cal crisis in the 1990s, Sweden initiated a
‘medium-term budget process beyond

kisin place. Thiswould be
an advance over our present stand-off
and adding near-term spending
restraint offers awin for McCarthy.
Asfor progressives? Good advice here
comes from . .. Joe Biden. In the 1970s,
then Senator Biden introduced a bill
that would have limited budget author-

the 1983 reforms. The point
is not that any framework is perfect, but
that a forward-looking target for spend-
ing and debt with accountability is
important. Moving forward with debt
ceilingincreases within a budget frame-
workoffers awin for Biden.

Consider the alternatives. Flirting with
default will prompt an immediate, costly
drop in stock prices and confidence in
analready weakening economy. (Memo
to Congress and the White House: study
market reactions to the initial failure to
approve the Troubled Asset Relief Pro-
gram for banks at the onset of the 2008
financial crisis.) And simply acquiesc-
ing to a debt ceiling increase with no
framework for fiscal sustainability is a
prescription for unnecessary future
pain. As the late economist Herb Stein
once quipped, “If something cannot go

on forever, it will stop.”

The writer is a professor at Columbia Uni-
versity and was chair of the US Council
of Economic Advisers under President
George W Bush

ent price declines in financial
shares. The ban was lifted three weeks
afterit wasimposed.

Its effects were extensively studied by
SEC economists and by anumber of aca-
demic researchers. The results of these
studies paint a uniform picture of a pol-
icy that clearly failed any reasonable
cost/benefit test. The ban failed to slow
the decline in the price of financial
stocks and many market participants
were harmed without any offsetting
benefit. The studies showed the ban
worked in at least one way: shorting
activity declined significantly for
affected stocks.

Importantly, these studies revealed
that the premise for the ban — that short
sales were more aggressive than the
sales made by those holding shares and
wishing to dispose of them — was mis-
taken. They also showed that short sell-
ing of financial shares was more intense
in rising markets, not falling ones.

Furthermore, the studies found the
ban was counterproductive, asitled toa
severe degradation in market quality by
increasing intraday stock price volatil-
ity, reducing market liquidity, increas-
ing bid-ask spreads and price impacts,
reducing pricing efficiency and increas-
ingtrading costs.

Itled to a substitution of other instru-
ments to gain short exposure, such
as equity swaps or credit default swaps.
The studies documented impaired
arbitrage and hedging processes caused
by the ban leading some traders to
unwind their positions, resulting in
additional selling pressure on financial
shares.

Finally, many exchange traded funds
that depend on short exposure halted
the creation of new shares. The result
was many ETFs tradingat a premium to
their net asset value since there were no
new shares created to meet demand.

The compelling body of evidence doc-
umenting the harmful effects of the
2008 ban led leaders at that time to con-
clude ithad been counterproductive. As
the then chair of the SEC, Christopher
Cox, was preparing to leave the agency,
he said agreeing to it had been his big-
gest mistake. Today’s SEC should review
the lessons of 2008 and make sure it
does not get pressured into repeating
theerror.

The writer is a partner with Delta Strategy
Group. He was previously chicf economist
atthe Securities and Exchange Commission
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Bank collapses prompt liquidity rethink

Demise of lenders, from
SVB to Credit Suisse, is
making policymakers
review their ‘final’ rules,
writes Laura Noonan

tends with us. Years before those

words were used for the title of a

best-selling romance novel, they

could easily have been the rallying

cry of global regulators, as
they announced the “finalisation” of the
Basel banking rules in 2017, to over-
haullax banking standards.

But, now, that promise of a regulatory
endgame to toughen capital, liquidity
and resolution rules is coming back to
haunt policymakers, who are consider-
ing further regulatory changes in the
wake of the collapse of Silicon Valley
Bank, Signature Bank, Credit Suisse,
and, most recently, First Republic.

“If you take the view that these are
standards that you can set once and for
all, then they’re doomed to fail,” argues
David Aikman, professor of finance and
director of the Qatar Centre for Global
Banking and Finance at King’s College
London.

The Basel Committee on Banking
Supervision, which sets global stand-
ards, has said it is reviewing recent
events, to see if there are lessons to be
learned, and rulesto be enhanced.

“Itisimportant to keep an open mind

tial revisions to the global regulatory
and supervisory framework are
needed,” Pablo a de Cos,

—

uncertainty and fear set in. Global regu-
lators are also looking at modifications
to the liquidity coverage ratio, which
requires banks to be prepared for runs
of i Th SVBin

Spain’s central bank governor and chair
of the Basel Committee, told the Eurofi
conference on April 28.

Although the crises that engulfed the
three US banks and Credit Suisse were
all unique to an extent, there are com-
monalities between them. All four suf-
fered from a bank run when depositors
rushed to withdraw their money en
masse, destabilising the lenders, who
then had to rapidly sell assets so they
could meet their customers’ demands.

The UK and the US are both looking at
changes to their deposit guarantee
schemes, which they hope would dis-
suade customers from bolting when

particular — which lost $42bn, or a
quarter of its deposit book, in a single
day — proved that banks should be pre-
pared for much faster runs, and revised
rulesare expected to reflect that.

“Liquidity stress testing/rules
present an area where all countries
need to do more work,” says Sheila Bair,
former chair of the US Federal Deposit
Insurance Corporation.

As well as changing assumptions
around the speed of bank runs, Bair says
regulators might want to revisit their
treatment of government-backed debt,
which is treated as highly-liquid regard-
less of its maturity, and of uninsured

Lessons learnt? Bank runs have come back to haunt

OL{M6L ch

d customer:

“Thereis a framework for Pillar 2 that
some jurisdictions implement [for
IRBB], including the UK,” says Aikman.
But he adds: “There are questions about
the stringency and adequacy of that
framework that regulators would want
to take another look at [including]
whether it is transferred to Pillar 1 and
implemented across the board.”

Tnaddition, regulators must decide to
whom the Basel rules apply. “T don’t
think there are significant changes
needed to the global Basel framework;
the toolsare there, we just need jurisdic-
tions to implement them faithfully,”
suggests Jeremy Kress, assistant profes-
sor of business law at the University of
‘Michigan Ross School of Business.

The Basel Committee agreed to apply
the rules to their “internationally
active” banks — but that term has never
been defined. So, in Europe, regulators
decided to apply the rules to almost
every lender, while US regulators took a
phased approach: applying the most
stringent of the Basel rules to banks with
abalance sheet of more than $700bn; a
lighter package to those with more than
$250bn; and even fewer to those with
smaller businesses.

As a bank with less than $250bn in
assets, SVB therefore did not have to
comply with Basel liquidity rules and
some other elements of the Basel pack-
age, even though it had significant oper-

i . The bankalso b d

deposits, which are “probably treated as
‘more stable than they really are”.

The risks from rising interest rates are
another common thread running
through the US bank collapses. When
depositors rushed to withdraw funds,
lenders had to sell the bonds they had
boughtwith depositors’ money.

Those bonds were top quality govern-
ment debt, but their market price had
fallen because rising interest rates make
old bonds paying lower rates less valua-
ble. Under US accounting rules, banks
were allowed to ignore that fall in value,
even if the bonds were part of their
“available for sale” portfolio, rather
than the ones they planned to hold until
they matured.

“When interest rates rise, this treat-
ment masks market losses on their AFS
(available for sale) investments, making

their capital position look stronger than
itreallyis,” explains Bair, who argued for
the UStofollow theglobal approach and
force banks to recognise losses on their
AFSbondsinrealtime.

ut there are also broader

issues with the way interest

rate risk is managed. Regula-

torstry to capture the risks of

interest rate changes through
a capital add-on called “interest rate
risk in the banking book” (IRBB). Capi-
tal charges for factors such as lending
risk are captured in Pillar1—which cov-
ers the main capital requirements and
has hard and fast global standards —
whereas interest rate risk is in Pillar 2,
which addresses capital requirements
where national supervisors have vast
discretion.

from Trump era deregulation that gave
lenders a three year grace period on
stresstests.

The US authorities were reviewing the
appropriateness of those lighter touch
rules before SVB triggered a spate of
midsized bank failures. And, if US regu-
Tators do not get there on their own, the
Basel Committee could try to force their
hand as it considers whether there is a
case stipulating that the rules be applied
acrossalarger group of banks.

Whatever change does come, it is
unlikely to be swift, though. The 2017
Basel package is delayed in most juris-
dictions until 2025. If any further
enhancement of the global rule book
follows a similar timeline, we might not
see the results until 2030, by which time
the memory of the recent bank failures
may have faded — and the “it ends with
us” promise even more so.
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Hackers get more ‘hands on’
with their attacks on banks

Cyber security

Financial industry is on the
front line of escalating digital
war, writes Hannah Murphy

Bankinghaslongbeen recognised as one
of the sectors with the most mature and
collaborative approaches to cyber secu-
rity. But it also remains constantly
under threat, as hackers’ rapidly adopt
emerging technologies to find new ways
tobreach defences.

According to Bill Borden, corporate
vice-president of worldwide financial
services for Microsoft, this presents
financial companies with a unique chal-
lenge: “Creating high-friction experi-
ences for cybercriminals, fraudsters

el

year said that it suffers about 100,000
cyber attacks a year, of which it classi-
fies more than 1,000 as serious — with
chief executive Nicolai Tangen labelling
cyber security as its biggest concern,
above tumultuous markets.

Michael Sentonas, president at cyber
security group CrowdStrike, says cyber
adversaries are “continually increasing
the sophistication of their tactics and
exploits, while decreasing the breakout
time for intrusion activity, or the time it
takes for them to move laterally withina
network”.

CrowdsStrike found a 50 per cent
increase in “hands-on” attacks — in
which the perpetrator uses a keyboard
to break into the host network —
between 2021 and 2022, with financial
services being the second most targeted
sector, after technology. Financial serv-

and money ing
low-friction customer experiences.”

Banks, in particular, have found
themselves more exposed to hackers in
recent years — despite being part of
most countries’ critical infrastructure —
because of their digital transformation
and moves to cloud computing, which
bringa reliance on aweb of third, fourth
oreven fifth-party suppliers.

Not only must they protect their own
assets and data from both criminal
groups and nation-state hackers, they
must also protect their clients from fall-
ing foul of scams or identity theft, for
example. Given the amount of sensitive
personal information they hold on cus-
tomers, as well as their funds, they
remain a prime target — ever bom-
barded byattacks.

Norges Bank Investment Manage-
ment, the sovereign wealth fund, last

ices s alL the top 10 sectors tar-
geted by access brokers, who trade in or
abuse stolen credentials, Sentonas says.

Similarly, an analysis of attacks by the
Financial Services Information Sharing
and Analysis Center —an industry wide-
alert system — found the finance and
insurance industry is the third most tar-
geted sector by ransomware criminals.

And the stakes are high, particularly
when it comes to reputational risk. “A
cyberattack on a bank would have a sig-
nificant impact and effect [on] that
share price and that trust between the
bank and the clients, which could have a
much more significant impact than
other sectors,” says Stuart McKenzie,
head of consulting for Europe, the Mid-
dle East and Africa at Google’s cyber
security business, Mandiant.

In response, experts recommend that
banks focus on enabling multi-factor

https://ft.pressreader.com/v99f/20230515

authentication, robust access and iden-
tity management procedures, and
enhanced data governance. In addition,
banks should draw up incident response
plans and simulate attacks to practise
theirresponse.

Steve Soukup, chief executive of
cyber security company DefenseStorm
says banks are increasingly taking a
proactive approach and treating cyber
security “more like a risk management
discipline”, by having policies and con-
trols in place that are regularly tested
and measured.

However, he finds that many smaller
banks and credit unions still spend
more time managing the risk of their
small business lending portfolio than
they do on cyber security —evenif, from
afinancial standpoint, their exposure is
“justas profound”.

Longer term, technologies are being
developed that will further test the
cyber security strategies of financial
institutions. Firstly, banks will have to
weigh how to defend against, and make
use o, artificial intelligence, given its
potential to automate attacks at scale,
and its ability to adapt to targets.

CROWDSTRIKE
BN
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Sophistication of tactics ‘increasing”

vulnerabilities more quickly. But,
Colombo adds, Al will also increasingly
be used by banks to detect attacks and
automate their cyber defences.

Some are upbeat about other develop-
ments that affect the industry. Micro-
soft’s Borden points to a new privacy-
enhancing technology known as “confi-
dential computing” that allows cloud
providers to process encrypted data
without being able to access oralterit.

“Confidential computing provides the
missing piece for full data protection at
rest, in transit, and now inuse,” he says.

At the same time, Colombo notes that
financial services is one of the sectors
“most impacted” by quantum comput-

Generative Al redefines
risk management factics

Technology

Companies consider benefits
of automating data analysis
processes, writes Nick Huber

In the quest to minimise threats and
maximise rewards, risk officers have
become more reliant on artificial intelli-
gence. But, while Al is increasingly
being used to spot patterns and behav-
iours that may indicate fraud or money
laundering —and, more controversially,
to recognise faces to verify customer
identity — its wider use to manage risk
ininstitutions has been limited.

Now, though, the release of Al chat-
bots such as ChatGPT — which use “nat-
ural language processing” to under-
stand prompts from users and generate
text or computer code — looks set to
transform risk management functions
in financial services firms.

Some experts believe that, over the
next decade, AT will be used for most

ing—a ically pow-
erful that experts fear it will be able to
crack the encryption that is typically
used tosecure user data.

“Ithink we'll
tive Al to craft much better phishing,”
says McKenzie, referring to Al that can
generate text and images in response to
human inputs.

Fabio Colombo, global lead for finan-
cial services security at consultancy
Accenture, agrees: “On the one side, it
could mean th kers |

“Many global banks and global insur-
ance companies are looking forward for
let’s say, three to five years, to under-
stand what could be the threat if some of
the algorithms or encryption will be
broken,” Colombo says, urging banks to
assess where they might be vulnerable
and how they might be able to address
an

avery fast way of engineering new mal-
ware, new code, new threats.” This
might mean companies will have to
move faster to patch, or upgrade, their
systems as hackers are able to exploit

o4
Borden adds that ies — and

areas of risk in finance —
including enabling new types of risks to
be assessed, working out how to miti-
gate them, and automating and speed-
ingup the work of risk officers.

“The genie is out of the bottle,” says
Andrew Schwartz, an analyst at Celent,

That may help, for example, to
improve current methods for assessing
credit risk, or to create more intricate
and realistic “stress testing” exercises —
which simulate how a financial com-
pany could handle adverse market or
economic situations — says Schwartz.
“You just have more information and,
‘with more information, there could bea
deeper and theoretically better under-
standingof risk.”

Sudhir Pai, chief technology and inno-
vation officer for financial services at
consultancy Capgemini, says that some
financial institutions are in the early
stages of using generative Al as a virtual

assistant for risk officers.
Such assistants collate financial mar-
ket and investment information and

Deeper insights:
generative Al
could improve
organisations’
ability to assess
risks

can offer advice on strategies to mitigate
risk. “[An] Al assistant for a risk man-
ager would allow them to gain new
insights onriskin a fraction of the time,”
heexplains.

Financial institutions are typically
reluctant to talk about any early use of

aresearch and advisory group special
ing in financial services technology.
More than half of large financial institu-
tions are, at present, using Al to manage
risk, he estimates.

Conversational, or “generative” AT

particularly their boards — will also
need new trainingin how tohandle acri-
sis. “They need to be prepared for the
unknown, the black swan,” he warns.

uch as OpenAT’s ChatGPT
or Google’s Bard, can already analyse a
vast amount of data in company docu-
ments, regulatory filings, stock market
prices, news reports, and social media.

Alfor risk but
Schwartz suggests they may be tackling
the critical issue of vetting the quality of
data to be fed into an Al system, and
removingany false data.

Initially, larger firms may focus on
testing generative AT in those areas of
risk management where conventional
Al is already widely used — such as
crime detection — says Maria Teresa

Continued onpage3

21/24



2023/5/15 09:20

Financial Times Asia

* FINANCIAL TIMES

Risk Management Financial Institutions

Monday 15 May 2023

Interest rate rises bring greater risks for banks

Lenders need to adjust
toa world where
funding is no longer
cheap, writes

Brooke Masters

fter decades of near-zero

per cent interest rates,

many bankers had been

looking forward to the day

when higher policy rates
would give them the chance to charge
more — and profit more — from day to
daylending.

But, now that the US Federal Reserve
and the Bank of England have pushed
rates to levels not seen since the 2008
financial crisis, bank executives are dis-
covering that with rising rates has come
a heightened need to manage interest
rate risk more carefully.

The dangers first showed up publicly
in banks’ unrealised losses in their secu-
rities portfolios. Government securities
are ordinarily considered super-safe
assets, but those that were purchased
when interest rates were very low have
been losing value as rates began to rise.
In the US, these losses ballooned from
just $8bn at the end 0f 2021 to more than
$620bn at the end of 2022 for lenders
insured by the Federal Deposit Insur-
ance Corporation.

Rising interest rates have also pushed
down the value of other long-dated
assets, such as mortgage loans. One
study led by EricaJiang, at the Univer-
sity of Southern California, estimates
that the total losses, if banks had to
markall of their assets to market, would
top $2.2tn, and that more than 2,000
banks would have losses larger than
their equity.

That loss of value, experts say, calls
into question the banks’ ability to man-
age changes in interest rates. The prob-
lem also became an existential risk for
several banks, including Silicon Valley
Bank, Signature, and First Republic. All
three were taken over by the FDIC after
rapid deposit outflows forced them to
sell assets to meet customers’ demand
for cash.

Other regional banks have also had

their share prices hit hard by investor
fears that they will be unable to adjust
their business models to a higher-inter-
est rate world, where funding is no
longer cheap, customer deposits are
moving around, and the prices of safe
assetsarenotasstable.

Regulatory consultant Mayra
Rodriguez Vallardes argues that bank
risk managers need to “go back to
basics” and do an assessment known as
a“gap analysis”, in which liabilities and

assets are grouped by their duration to
see at what point in time the bank will
start having more liabilities than it can
easily meet. From there, the next step is
to forecast what will happen f rates con-
tinue tomove, she says.

Traditionally, such tests looked at 25
or 50 basis point interest rate moves,
but “right now, they should be doing
[asking] what if rates go up by 100 basis
points or 200 basis points in a short
period of time,” she says.

Bank risk managers would also do
well to study other periods with high or
rapidly rising rates, such as the 1980s, to
make sure they are covering the right
bases, says Rodriguez Vallardes. As she
puts it: “Before anybody goes into a risk
management position, they should be
required to take a history class.”
Usually, when interest rates rise,
banks initially profit because they can
start charging more for loans more
quickly than they have to start paying

|
‘Before anybody goes infoa
risk management position,
they should be required to
take a history class’

Investors are concerned that
banks’ models are out of date
Spencer lati/Getry Images.

higher interest on deposits. This results
inan increase in what is known as “net
interest income”. Savings customers
eventually catch on and seek products
that pay more interest but there has tra-
ditionally been a significant lag.

This time, the shift has come far more
quickly because digital banking makes
it much easier to move money from
bank to bank, or into money market
funds, which are not insured but now
offer high annual rates. Worries about
regional bank stability after the fall of
SVB also prompted many depositors to
take a hard look at their local bank and
‘move some or all of their money out.

One large investor in bank shares now
worries that bank risk models are out of
date, saying: “Outflow rates need to
change. We are learning that retail
deposits areas flighty as anythingelse.”

Bill Isaac, who chaired the FDIC dur-
ing the 1980s savings and loan crisis,
says that the lessons from that period
are clear and still relevant today. “Don’t
lock up [deposits] for long periods
because easy come, easy go — rates are
not going down and they could go up,”
he says. “Don’t buy too many govern-
ment bonds at fixed rates and, if you do,
hedge them.”

That, however, is easier said than
done — hedging can be expensive and
bank profits are already being squeezed
Dy the shrinking of net interest margins.

“It’s wrong to say banks should hedge
their spread risk — you'd be payingaway
all of your profit in hedges,” argues
Barry Norris, a short seller investor who
bet hard against Silicon Valley and Sig-
nature banks. “This is a real test for

bank businessmodels . . . Tt’s only when
you get tested that you see who has the
better managers.”

ButJiang, at the USC, sees a different
solution. “Long term, these banks need
tohavealarger equity buffer to cover all
of their interest rate risk,” she sugges

Industry awaits
fresh ‘green guide’

Enforcement

FTC consultation on how to
market sustainability comes
amid a global push against
greenwashing, writes
Patrick Temple-West

Corporate sustainability claims are
expected to come under fresh scrutiny
after a US regulator concluded a public
consultation into its 11-year old anti-
greenwashingguidelines.

Public feedback on the US Federal
Trade Commission’s current version of

aggressiveness in hunting for green-
washing. Last year, it settled with US
retailers Walmart and Kohl's for mar-
Keting dozens of rayon textile products
as bamboo. The companies paid $3mn
and $2.5mn in penalties respectively.

“Walk down the aisle at any major
store [and] you are likely to see pack-
ages trumpeting their low carbon foot-
print, their energy efficiency, or their
‘sustainability’,” FTC chair Lina Khan
said in December. The agency’s green
guidesare supposed to “help companies
avoid running afoul of the law’s ban on
deceptive advertising”.

The FTC’s decision to consult on its
“green guides” comes amid a growing
push by global regulators to combat

the ides” — used to poli
ronmental marketing claims — has
shown how several groups are at odds
over how both to define as well as to
raction:

hing. Last March, the Euro-
pean Commission proposed rules to
fight greenwashing in the rapidly grow-
ing bond market. And, last year, the
FTC tinthe UK, the Adver-

During the consultation period, sev-
eral consumer advocacy groups pro-
posed tougher enforcement for finan-
cial products.

Americans for Financial Reform, a

lmng Standards Authority, banned
HSBC’s advertisements after being
found to be misleading about the bank’s
own green credentials. It was the first
time the regulator had barred ads by a
bank

Agencies aim fo oot out greenwashing

tal, social and governance claims by the

banks. The banks agreed to pay $1.5mn

and $4mn in penalties respectively.
“Consumers and markets continue to

Strategic risk failure is what
unites Credit Suisse and SVB

Evgueni
Ivantsov

Atfirstglance, itisdifficult o identify

high-stakes strategy, which ultimately
led to disaster when interest rates rose.
In contrast, Credit Suisse’s road to
failure was much longer than SVB’s. In
2015, its new chief executive Tidjane
‘Thiam unveiled an ambitious strategy
toreinvent the bank, implementinga
radical transformation that overhauled

Credit Suisse was too bigto be felled
byasingle event —eventhoseas
significantas the insolvency of Greensill
Capital, the supply chain finance firm to
whichit lent billions of dollars, or the
collapse of family office Archegos
Capital, which caused huge trading
Tosses. However, aseries of scandals

everysi

reputationtothe

collapses of Silicon Valley Bank and
Credit Suisse.

Thestrates i ivisi power

pointwh k lost their trust

and focused on new markets —even
though the bank often had limited

entirely, and the lender was doomed.
Banking failures suchas those of SVB

SVBwas aregional USbank that knowledge andrisk expertiseinthese | and Credit Suisseare all too common,
represented ar ehuvely moderncohort | areas. with toxic culture and strategic risk
of credit beinganiche Thi; i used a cultural i ing signil

player witha specificemphasis on
servingstart-ups and tech

entrepreneurs. Conversely,Credit
Suisse was a

shockin th resulting in

factors. Other notable

‘many top managersleaving. Thiam
‘madeadramaticreshuffle of the

history daung back tothe 19th century
and member of the

iving decision-makingpower o people
d the new strategy.

“glcba] bankingelite”. Itwasa
systemically important bank and a
backbone of the Swiss financial system.
Eventhe manner inwhich the two
lenders failed was strikingly dissimilar,
with Credit Suisse struggling for years

placear
billty and climate change pollcies” says
Stacy Kray, co-head of Orrick’s environ-
‘mental practice.

left-leaning coalition of
labour and community groups, has rec-
ommended that the FTC include terms
such as “Paris-aligned” as it relates
financial institutions’ use of “net zero”
and other commitments to fossil fuel
transition plans.

“The explosive rise of the ESG inves
ment space has raised new questions
about what constitutes fair and faithful
‘marketingand disclosure around finan-
cial products and services,” AFR said in
an April 24 letter to the FTC.

However, other companies are fearful
of increased regulation and enforce-
ment which could put them at risk of
incurring “potential substantial civil
penalties.” says Jon Direnfeld, a partner
atlaw firm Orrick.

Switzerland-based food group Nestlé
says it supports the FTC’s green guides,
but does not want these policies added
to the agency’s enforcement rules for
environmental claims.

Itis “critical” for the FTC to keep its
green guides “flexible and nimble,”
Nestlé said in an April 24 letter to the
agency, adding these policies should be
updated more frequently as technology
and business practices evolve.

Already, the FTC has shown increased

The US Securities and Exchange Com-
mission is also writing separate rules to
root out greenwashing in the financial
sector. Last year, the agency proposed to
toughen the regulation of financial
product names, especially those of
investment funds with sustainable
themes. While financial companies said
they support the SEC’s effort, they have
alsoasked for changes.

|
‘Markets continue fo place
apremium on corporate
sustainability and climate
change policies’

“Ifit’s easy to tell if milk s fat-free by
just looking at the nutrition label, it
might be time to make it easier to tell if
‘green’ or ‘sustainable’ funds are really
what they say they are,” SEC chair Gary
Gensler said last year.

As part of its greenwashing enforce-
ment, the SEC last year settled charges
with BNY Mellon and Goldman Sachs
over allegedly misleading environmen-

https://ft.pressreader.com/v99f/20230515

For ies, “we do see risks,
including anti-ESG enforcement and
legislation efforts led by Republican pol-
iticians in the US,” she adds.

In March, 21 state attor-

|
Toxic culture and strategic
risk mismanagement are
significant contributing

examples include LTCM, HBOS,
Lehman Brothers, AIGand Wachovia.

But, despite the pivotal role played by
culture and strategy in these banking
failures, risk management divisions and
regulators tend to allocate relatively
modest resources and attention to
scrutinising these areas. The main
reason for this is the difficulty in
quantifyingand measuring intangible
risks associated with culture and

and SVB inamatter of days. strategy.
Nonelheless both banks shareda factors to bank failures Currently,risk management
common root. their downfall: ate muchmoretime
Combm'\uon of toxic culture and and resources to monitoring, managing,
of strategicrisk. p to and example, credit
SVB's pathto failure started three hi hand profitability targets | risk than theydotocul d i
oo bal dstoshift

‘years ago, when the bank underwenta
significant transformation ofits
Thearrival of the

neys-general challenged ESG-minded
asset managers over the effects of their
commitments to net zero carbon emis-
sion targets.

In a letter addressed to some of the
largest US fund managers, originally
reported by Reuters, the attorneys-gen-
eral said “many of you have committed
to take actions inconsistent with your

adropin interest

risks. Thi

berisk-prudent, lowered compliance
discipline, and blurred risk
o <

Although notevery change in business
strategy leads to disaster, each radical

rates to historiclows and an influx ol

cashtotechstart-ups,

SVB'score clientele.

Inresponse, SVB's management made
arisky decision to capitalise on this
opportunity by repositioningtselfas an
investment firm, and channelling
ey~ securities

clients” financial interests”. Several
asset managers are also members of the
Net Zero Asset Managers Initiative, set
up to accelerate the transition towards
netzeroglobal emissions.

‘Amid this tension between regulators
and politics, companies will need to
spend more time and money scrutinis-
ing their own green claims before mak-
ingthem public, Kray believes.

“We don’t think this means that com-
panies will no longer try to be green,”
she says. “Rather that ies will

investments.

Asaresult, SVB’s security investment
portfolio inflated rapidly, increasing
from 39 per cent to 59 per cent of the
banks total assets in just two years.
‘While short-term results appeared
impressive, with a 56 per centsurge in
netincome and tripled total assets, the
bank had become overexposed to
interest raterisk.

Given the aggressive strategy pursued
to aclueve ashort-termgain, itis

tookno

need to be more rigorous with the gov-
ernance controls and procedures they
use to manage and verify sustainability
claims.”

action to mitigate the interest rate risk,
asit would have conflicted with the
entire growth strategy. The bank’s risk
culture seemed too weak to question the

resultedina, sleady decline of Lhe bank’s | tonewand often high risks.
Tis] isk- Ris therefore
taking, financial lossesand d i d

overtime.

Credit Suisse’s decline took years

identify new strategic risks, clearly
communicate them across the
organisation, and develop credible
‘mitigation plans usingtheir expertise
and tools, such s reverse stress testing.

Similarly, regulatory oversight should
take arobust approach to examining
corporate culture and any significant.
changes in strategy. A rapid
transformation of an existing business
model and balance sheet should raise
red flags and trigger an in-depth risk
review by regulators.

Overall, more attention and resources
must be devoted to identifyingand
‘managing culture and strategic risks to
prevent future banking failures.

The writer is chair of the European Risk
Management Council and amember of the
Advisory Group on Global Risks at the
World Economic Forum
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Appetite for geopolitical advice is growing

Consultancies are
offering access to
former top military and
government officials,
writes Miriam Rozen

rom Russia’s invasion of
Ukraine to worsening US-
China relations, geopolitical
disruptions were at the fore-
front of bankers’ minds at the
start of the second quarter of this year.
James Gorman, Morgan Stanley’s
chief executive, told analysts in April
that “geopolitical risks” ranked as one of
the “wild cards out there, which we can’t
really handicap”. In the same week, Jane
Fraser, chief executive of Citigroup,
‘warned on an earnings call: “We have to
keepacl ti Us-

also a business model validation. Firms
including Lazard, Ankura, Kissinger
Associates, Eurasia Group, Teneo’s Wes-
tExec Advisors, and The Cohen Group
are all now pitching geopolitical risk-
evaluation services — in a variety of
forms and fee structures — to financial
services executives.

But global companies’ growing appe-
tite for geopolitical advice stems from
more than the fact of war in Ukraine or
US-China tensions. “When I first came
to Washington, that kind of information
was kept within a narrow group of peo-
ple,” explains Dana White, former chief
Pentagon spokesperson under ex-US
defence secretary James Mattis, who in
March joined Ankura’s global strategic
advisory practice. “Now, the need to
understand the context is so much
greater because so many more people
have thatinformation.”

The however, are still

China relationship becomes increas-
ingly strained and is fragmenting eco-
nomic blocs.” Colm Kelleher, chair of
UBS, also in April, labelled the war in
Ukraine as “a stark reminder of how
fragile our world is”, and lamented the
“general rise in geopolitical tensions”.
To investors, those comments may
sound like a cause for caution but, toa
growing pack of consultants, they are

testing how to package and price geopo-
litical risk analysis as they assess the
“emerging” demand, says White.
Ankura and many of its rivals offer,
first and foremost, access to the knowl-
edge of professionals with top govern-
ment, military and diplomacy-focused
credentials. In late 2021, Ankura
acquired McLarty Associates, which is

staff Thomas McLarty and ex-US dep-
uty secretary of state John Negroponte.

“Theres a whole cottage industry of
former government officials who are
basically putting up a shingle saying
they're here [to provide] advice,” says
Theodore Bunzel, co-head of Lazard’s
geopolitical advisory unit, which the
investment bank launched in 2022.

In the past two years, Lazard also
hired a trio of military and govern-
‘ment intelli veterans: Jami Mis-

chaired by former White House chief of

cik, a former CIA deputy director of

Companies are seeking guidance
on events such as the Ukraine war

Revers
|
‘It'san unregulated industry
right now .. . it's a liftle bif
of awild west approach’

Daniel Hartnett, London Stock
Exchange Group

intelligence; William McRaven, a
retired US admiral who headed the
hunt for Osama bin Laden; and John
Abizaid, aformer US general.

In building the unit, Lazard’s
approach was to blend “geopolitical
insights from people who have deep
experience and knowledge in the indus-
try” with “business expertise within the
investment bank”, says Bunzel.

The unit’s consultants deliver their
geopolitical risk-evaluation services
both as one-off events and, alterna-
tively, as part of long-term retention
relationships. Some clients seek five-to-
10-year i ical scenario:

risk evaluation. “It’s an unregulated
industry right now,” says Daniel Hart-
nett, director of third-party risk intelli-
gence at London Stock Exchange Group,
with reference to pricing. “Is a little bit
ofawildwestapproach.”

Some providers insist that corporate
clients purchase all their services at
once; others offer a la carte menus.
Some market low-cost subscriptions to
regular published analysis as a loss
leader. As an executive at one of the pro-
viders explains, the idea is to *hook you
in” — in the hope that clients will then
buy the firm’s services for “a special
projectd

Others focus on a region, such as the
Middle East, or on China —which domi-
nates “the majority of conversations at
themoment”, Bunzel says.

Lazard has also begun helping compa-
nies establish their own internal, dedi-
cated political risk-evaluation units.
The consultancy’s senior advisers —
McRaven, Abizaid and Miscik — share
“a very strong process-orientation
around these issues”, Bunzel says.

They bring the kind of discipline of
how you think in a structured way, iden-
tify and then monitor the important
risks, and howyou forecast scenarios.”

An emerging question is how much

pay for

Price-wise, Lazard falls at the higher
end. Tt offers customised “consulting-
style engagement” and provides signifi-
cant, direct access to the firm’s senior
advisers, which are “one of our most val-
uableassets”, Bunzel says.

However, Kenneth Jacobs, chair and
CEO of Lazard, told an industry confer-
ence audience in December that geopo-
litical risk consulting “is never going to
be a several hundred million[dollar]
business”.

Instead, his view is: “What’s really
‘wonderful about it is it’s a form of dia-
logue . . . at a moment in time where
companies are starved of this kind of
dialogue.”

Generative Al
redefines risk
management
tactics

Continued from page1

Tejada, a partner specialising in risk,
regulation and finance at Bain & Co, the
global consultancy.

Generative Al s a “game changer” for
financial institutions, she believes,
because it enables them to capture and
analyse large volumes of structured
data, such as spreadsheets, but also
unstructured data, such as legal con-
tracts and call transcripts.

“Now, banks can better manage risks
inreal time,” says Tejada.

SteelEye, a maker of compliance soft-
ware for financial institutions, has
already tested ChatGPT with five of its
clients. It created nine “prompts” for
ChatGPT to use when analysing clients’
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ChatGPT:

the complexity of ChatGPT and similar
Al technologies may make it hard for
financial services firms to explain their
systems’decisions. Such systems, whose
results are inexplicable, are known as
“black boxes” in Al jargon.

Developers of Al for risk manage-
ment, and users of it, need to be very
clear about the assumptions, weak-

text for regulator
compliance purposes.

SteelEye copy-and-pasted the text of
clients’ communications — such as
email threads, WhatsApp messages,
and Bloomberg chats — to see whether
ChatGPT would identify suspicious
communications and flag it for further
investigation. For example, it was asked
tolook for any signs of possible insider
tradingactivity.

Matt Smith, SteelEye’s chief execu-
tive, says that ChatGPT proved effective
at analysing and identifying suspicious
communication for further examina-
tion by compliance and risk specialists.

“Something that could take compli-
ance professionals hours to sift through
could take [ChatGPT] minutes or sec-
onds,” he notes.

However, some have expressed con-
cerned that ChatGPT, which pulls in
data from sources including Twitter and
Reddit, can produce false information
and may breach privacy.

Smith’s counter to this is that Chat-
GPT is being used solely as a tool and
compliance officers take the final deci-
sion on whether toacton information.

Still, there are doubts as to whether
generative AT is the right for

nesses and li of the data, the
council suggests.

A further problem is that the regula-
tory approach to AI differs across the
world. In the US, the White House
recently met with technology company
‘bosses to discuss the use of AT before for-
mulating guidelines. But the EU and
China already have draft measures to
regulate Al applications. In the UK,
meanwhile, the competition watchdog
hasbegunareviewinto the ATmarket.

So far, discussion about its regulation
has focused on individual rights to pri-
vacy, and protection from discrimina-
tion. A different approach may be
required for regulating AT in risk man-
agement, though, so that broad princi-
ples can be translated into detailed
guidance for risk officers.

“My sense is that regulators will work
with what they’ve got,” says Zayed Al
Jamil, a partner in the technology group
atlaw firm Clifford Chance.

“They will not say that [AT] is banned
[for risk management] or be extraordi-
narily prescriptive . . . I think that they
will update existing regulations to take
intoaccount AL” he says.

Despite these regulatory que_stmns,
T's reliabil-

the highly regulated and inherently cau-
tious risk management departments in
financial institutions, where data and
complex statistical models must be
carefully validated.

“ChatGPT is not the answer for risk
management,” says Moutusi Sau — a
financial services analyst at Gartner, a
research company.

One problem, flagged by the Euro-
pean Risk Management Council, is that

ity in managing risk in ﬁnanclal serv-
ices, many in the industry believe it will
become far more common. Some sug-
gest it has the potential to improve
many aspects of risk management sim-
ply by automating data analysis.
Schwartz of Celent remains “bullish”
about AT's potential in financial institu-
tions. “In the medium term, I think we
will see a huge amount of growth inwhat
[Altools] areable todo;” he says.
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hatever the obstacles, CME Group provides the|tools that

global market pa
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ith 24-hour access to futures, options, cash
and OTC produgts across all major asset classes,
our trading strategy forward with confidence an

ou can drive
precision.
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Empowering
people with data

As the leading data and business intelligence platform, Statista supports people
worldwide to make fact-based decisions. We provide professionals with over 1 million
statistics, data on 170 industries, and in-depth insights on markets, consumers,
companies, and eCommerce.

Learn more about how Statista
can help you gain expertise:

statista %

D statista.com/site/business www.statista.com
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