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Positive spin
SpaceX getsup
but not away

SpaceX’s Starship lifts off for a flight test
from Starbase in Boca Chica, Texas, yes-
terday, less than four minutes before the
most powerful rocket ever built
exploded some 40km above Earth.

Despite the setback, Elon Musk,
speaking after the explosion, called the
launch of his company’s spacecraft “an
exciting test”. The unmanned rocket
aims eventually to fly to Mars, with the
formidable task of turning humanity
intoamulti-planetary species.

The first fully reusable rocket had
been due to reach orbit as part of a
90-minute flight that would have ended
insplashdown off Hawaii.

But Musk had spent the days before
the launch talking down expectations
for the 120 metre tall rocket, warning
that it was unlikely to complete all of the
phases for its first attempted space

it.
Starship explodes page 2
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» Blackstone boss warns
investors on rate-cut odds
Jonathan Gray, president of the
alternative asset manager, has
warned against overestimating
the speed of any fall in US interest
rates.— PAGE é; LEX, PAGE 18

» Inflation heads ECB fears
Minutes of the March 16 meeting
have shown that most rate-setters
pushed for concern about bank
turmoil to be separated from the
effort to tame inflation.— pAGE 4

» Yemen stampede tragedy
Atleast 78 people have been
Killed at a school in capital Sana’a,
where a large crowd had gathered
to receive aid for the holy Muslim
month of Ramadan.— PAGe 2

» Russian’s exit irks Rome
Italy’s rightwing government has
blamed the nation’s courts for the
embarrassing escape of Artem
Uss, who is wanted in the US for
sanctions evasion.— PAGE 3

» Credit Suisse suit for Bern

US decoupling from China would be
disastrous’ for both, Yellen warns

& Washington tries to mend frayed ties & No desire to stifle economy e ‘Unfair’ policies remain a target

DEMETRI SEVASTOPULO — WASHINGTON

US Treasury secretary Janet Yellen has
warned that any effort to decouple from
China would be “disastrous”, saying
national security measures targeted at
Beijing were not designed to “stifle” the
Chinese economy.

Tnaset-piece speech yesterday, Yellen
called for a “constructive and fair” eco-
nomic relationship between China and
the US, as Washington seeks to repair
badly fraying relations between the two
economic powers.

“The US will assert ourselves when
our vital interests are at stake,” the
Treasury secretary said. “But we do not
seek to ‘decouple’ our economy from
China’s. A full separation of our econo-
mies would be di oth coun-

tries. Tt would be destabilising for the
restoftheworld.”

Relations between the two powers are
in their worst state in decades after
efforts to ease tensions were derailed
two months ago when a suspected Chi-
nese spy balloon flew over the US.

Beijing maintains Washington is try-
ingto contain its rise by limitingts abil-
ity to develop a high-end semiconduc-
tor industry. It also claims the US is
helping Taiwan to resist its long-term

‘We can find a way
forward if China s also
willing to play its part’

Janet Yellen, Treasury secretary

plan to bring the island under control.
Chinese officials are privately frus-
trated that their US counterparts weave
critical language into speeches ostensi-
bly about improving relations. But
Yellen said both countries needed to be
ableto discuss “difficultissues” frankly.
“Negotiating the contours of engage-
ment between great powers is difficult,”
she said. “But we can find a way forward
ifChinaisalsowillingto playits part.”
But while the Treasury secretary
called for a “healthy economic relation-
ship” and co-operation on macroeco-
nomics and climate change, she said the

“undercut its neighbours and countries.
across theworld”.

“Even as our targeted actions may
have economic impacts, they are moti-
vated solely by our concerns about our
security and values,” she added, main-
taining that the US was not trying to
undermine China.

The Chinese government did not
respond toa request for comment.

In a reference to US chip export con-
trols, Yellen said safeguarding certain
technologies from the Chinese military
was of “vital” interest but not
designed “tostifle China’s economicand

certain US outbound investment in spe-
cific sensitive technologies with signifi-
cant national security implications”.
Tensions have risen sharply as Wash-
ington becomes more concerned by
assertive Chinese military activity.
‘When Joe Biden and Xi Jinping met at
the G20 in November, the two presi-
dents agreed to try to seta “floor” under
the relationship and discussed a series
of high-level exchanges that would start
with Antony Blinken, secretary of state,
visiting Beijing in February. That plan
was knocked off course when the spy
balloon appeared over the US and

Uswould
resist Beijing’s “unfair” economic poli-
cies. She said China’s decision in recent
years to pivot from market reforms to a
more state-driven approach had

She also signalled the US was prepar-
ing more measures likely to anger Bei-
jing. She said the administration was

the visit.
Despite her critical comments, Yellen
said she planned to travel to China “at

considering a programme to “restrict

Edward Luce page 4

f the bank’s investors in
Singapore have begun talks to sue
the Swiss government over its
writedown of $17bn of bonds as it
broke a trade pact.— pAGE 10

»BMW ice cream apology
The German carmaker has been
forced to apologise after being
accused of discrimination at the
Shanghai motor show when
giving out free ice cream.— PAGE 6
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Food inflation remains highest in low-
and middle-income countries. Lebanon's
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Zimbabwe, with Argentina completing
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Beijing turned down Wagner’s appeal
for weapons, says US intelligence leak

MEHUL SRIVASTAVA — LONDON
MAX SEDDON — RIGA
FELICIA SCHWARTZ — WASHINGTON

Russian paramilitary group Wagner,
notorious for its brutal role in Vladimir
Putin’sinvasion of Ukraine, unsuccess-
fully asked China for supplies of weap-
ons this year, according to a leaked US
intelligence report.

from Wagner, control-
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led by close Putin ally Yevgeny Prigo-
zhin, “sought munitions and equip-
ment” from China in “early 2023”,
according to the previously unreported
document. Wagner’s direct request to
China indicates it had some confidence
Beijing would be open to arming Mos-
cow, going beyond other non-lethal
forms of support for the military cam-
paign provided by Chinese companies.
But as of early January, China “had

not sent [Wagner] any weapons, not
even for testing, and had no contact
with [Wagner] regarding weapons
deliveries”, accordingto the report.

The US has publicly claimed China is
considering supplying Russia with
lethal arms to replace crucial stocks of
ammunition, artillery and missiles, but
there is no evidence Beijing has pro-
vided such assistance.

Top officials in charge of Russia’s
armaments industry, however, were
prominent at Xi Jinping’s state visit to
Moscow last month, while China’s def-
ence minister lavishly praised Putin ata
rare meetingin the Kremlin this week.

The meetings have raised concerns
among western officials that China,
which has already given Russia an eco-
nomiclifeline to weather western sanc-
tions, may be closer to helping Russia’s
wareffort directly.

The Kremlin declined to comment.
Beijing did not comment on the US
claims that Wagner had approached it
forarms but has repeatedly denied that
it has plans to supply weapons to Russia.

Usintelligence listed Wagner’s appeal
to China alongside successful attempts
to buy arms from Russia’s two closest
allies, Belarus and Syria. The US report
said Belarus had “already delivered 50
per cent of unspecified weapons prom-
ised” by earlyJanuary.

The USreportis part of more than 100
highly classified documents alleged to
have been posted online by 21-year-old
Jack Teixeira, a member of the Massa-
chusetts Air National Guard who was
working as a systems administrator in
anintelligence unit.

The CIA and National Security Coun-
cil declined to comment.
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Unmanned flight

SpaceX rocket explodes after first launch

Failure to separate from
booster leads to setback
for Musk-led company

RICHARD WATERS — SAN FRANCISCO

SpaceX’s giant Starship rocket exploded
after its first launch yesterday in a set-
back for Elon Musks company and its
effort to build a spacecraft capable of
flyingto Mars.

The near 400ft-tall rocket, the most
powerful ever launched, left its base
along the Gulf coast in south Texas at
about 8.30am. It rose on a ball of flame
from its 33 Raptor engines and reached
an altitude of nearly 40km before tum-
bling back towards Earth and explod-

ing. “As if the flight test was not exciting
enough, Starship experienced a rapid
unscheduled disassembly before stage
scparation,” said SpaceX, adding:

planned separation of the first stage
booster. After the rocket flipped over,
part of a planned manoeuvre to prepare
for a return of the reusable booster to

“Today’s test will help us
ship’s reliability as SpaceX seeks to
make life multi-planetary.”

‘Musk, who was at the SpaceX control
centre for the launch, had spent the
days before talking down expectations
for the huge rocket and warning that it

‘The most important part
was thatitlaunched . . .
quite the accomplishment
for anew rocket

was unlikely to complete all the phases
of its first attempted space flight.

The unmanned rocket had been due
to reach orbit as part of a 90-minute
flight that would have seen it splash
down off the coast of Hawaii. The flight
appeared to be going to plan for the first
three and a half minutes until the

Earth, the first stage failed to separate
and Starship tumbled back before
exploding.

“Congrats @SpaceX team on an excit-
ingtestlaunch of Starship! Learned alot
for next test launch in a few months,”
wrote Musk on Twitter.

“It was a partial success, it was not a
large setback,” said Laura Forczyk, a
former Nasa official and now a space
consultant at Astralytical. “The most
important part was that it launched —
that i quite the accomplishment for a

The rocket failed performing a
manoeuvre that had never been
attempted before, said Forczyk, adding
that information gathered from the
failed flight was likely to contribute to a
successful orbital test of the Starship

yearor two.
Though designed to fulfil Musk’s goal
of reaching Mars and turning humanity

new rocket, i pl I
asStarship.”

In an interview with the Financial
Times during the of the  intoa multi-pl

rocket, Musk called it “a staggeringly
difficult technical problem”, adding: “I
sometimes wonder, is it actually within
theability of humans to do this?”

The massive scale of the Starship and
a design intended to make it the first
fully reusable rocket — essential to
bringing down its cost — added to the
complexity.

ry species, the Star-
ship rocket could transform the eco-
nomics of space flight far sooner and
much closerto home.

Capable of carrying payloads as heavy
as 100 tonnes into low Earth orbit, Star-
ship could greatly reduce the cost of sat-
ellite launches. It is also scheduled to
take part in Nasa’s missions to return
astronauts to the Moon this decade.

The generals, who are former
allies, are involved inan

existential conflict, say analysts

ANDRES SCHIPANI — NAIROBI
DAVID PILLING — LONDON

Sudan’s battling generals branded each
other “criminals” responsible for civil-
ian deaths, as they escalated a war of
words that suggested there was little
room for compromise in their fight for
Africa’s third-largest country.

Mohamed Hamdan Dagalo, Sudan’s
vice-president and commander of the
paramilitary Rapid Support Forces, cast
hisrival as the leader of a “radical Islam-
ist gang” seeking to entrench a military
dictatorship, as he accused the country’s
armed forces of targeting hospitals and
non-military targets.

“We're ready for him to hit us but not
the civilians,” Dagalo, better known as
Hemeti, told the Financial Times from
Khartoum. “We ask God that we gain
control and arrest him to hand him over
tojustice.”

Asked if his forces would prevail,
Hemeti replied: “We have the readiness
and now we're in the battlefield. The
battlefield will define everything.”

In a separate interview, his oppo-
nent, Abdel Fattah al-Burhan, head of
the Sudanese Armed Forces and the
country’s de facto president, accused
RSF forces of indiscriminate violence.

“A large part of [Hemeti’s] forces is
outof control,” he said, adding that they
were responsible for looting in Khar-
toumand the western Darfur region.

‘Burhan blamed Hemeti for sparkinga
diplomatic incident by “kidnapping” a
group of Egyptian soldiers, whom he
said had been in Sudan on official busi-
ness as part of joint armed forces train-
ing. Yesterday the 27 soldiers were
handed by the RSF to the International
Committee of the Red Cross and remain
at Egypt’s embassy in Khartoum waiting
tobe evacuated.

Burhan also said the RSF had killed
staff from the World Food Programme
and attacked a US embassy convoy,
claims that could not be independently
verified. Hemeti insisted it was Burhan
who had “spread fear among the people,
guestsand diplomats™.

“This is an existential conflict for both
these generals,” said Kholood Khair, a
Khartoum-based analyst who saw little

East Africa. Battle for supremacy

Sudan’s rival strongmen signal fight to the end

‘We ask God that we
gain control and arrest
him to hand him

over tojustice’

Mohamed Hamdan Dagalo

prospect forinternational effortstohalt  Destroyed:
the conflict. “They will want to see it military
throughto theend.”
Chidi Odinkalu of the Fletcher School  badly damaged
of Law and Diplomacy at Tufts Univer- ~ afteran
sity, said neither man would stop short  exchange of fire
of outright victory. “One of those two  in Khartoum
people will not continue in power.”
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‘The army is committed
to transferring power
to acivilian-led
government’

Abdel Fattah al-Burhan

humanitarian aid have failed with each
side accusing the other of bad faith.
More than 330 people have died and
nearly 3,200 injured, the World Health
Organization said yesterday, as the lat-
est attempt at a ceasefire faltered, with
residents saying fighting continued in
partsof Khartoum.

Burhan and Hemeti are one-time
allies who joined forces in 2019 to oust
Omar al-Bashir, who had ruled the

country for 30 years. Since then —and
especiallyaftera 2021 putsch they led to
remove Prime Minister Abdalla Ham-
dok — they have formed an uneasy alli-
ance, with both participating in on-off
negotiations with civilian leaders osten-
sibly aimed at steering the country
towards democracy.

“The army and the RSF were equally
complicit in the country’s most recent
political crime: the 2021 coup,” said
Amijed Farid, a former Hamdok adviser.
“Their current conflict is a battle over
the spoils.”

A rift began to look inevitable in
recent months as Burhan looked to
absorb the RSF into the regular armed
forces as part of the civilian deal, amove
that threatened to neutralise Hemeti’s
independent power base.

Hemeti said he was not opposed in
principle to folding the RSF into the reg-
ular armed forces. “The RSF has a spe-
cific role and the RSF has not declined
the merger,” he said, accusing Burhan of

Middle East

Scores killed
in Yemen

stampede as
cash handed
out at school

SAMER AL-ATRUSH — RIYADH
SIMEON KERR — DUBAI

Atleast 78 people have been killed ina
stampede at a school in Yemeni capital
Sana’a, where a large crowd had gath-
ered to receive aid for Ramadan,
according to the country’s media.

Footage of the aftermath released by the
al-Masirah television station showed
piles of bodies and discarded shoes
strewn over a staircase outside the
school building.

Social media images showed hun-
dreds of people crammed into a narrow
street before the stampede, and bodies
laid out in what appeared to be a
morgue. The Financial Times could not
verify the authenticity of the images.

The Houthi rebel government, which
controls Sana’a, said the stampede was
the fault of local businessmen who had
pledged to distribute cash handouts at
theschool.

‘Some Yemeni Twitter users said peo-
ple in the crowd were to receive
'YR5,000 ($20) each.

Dozens more were injured in the
crush, which happened in the final days
of the Muslim holy month.

The stampede s the latest tragedy to
hit Yemen, where hundreds of thou-
sands of people have died in an eight-
‘year conflict that began after a Houthi
offensive sparked a Saudi-led military
intervention in 2015.

The civil war mutated into a proxy
conflict pitting Iran-allied Houthi forces
against the internationally recognised
government backed by Saudi Arabia
andits allies.

The warring sides agreed a truce last
year and are close to reaching a peace
agreement, according to diplomats.

‘A Chinese-brokered pact between
Saudi Arabia and Iran last month to
restore diplomatic relations broken in
2016 ism for an end

being unwilling to impl the so-
called framework agre
duetopave the waytoci §

Despite their military backgrounds
and resort to violent struggle, both
Burhan said Hemeti have sought to
present themselves as democrats,
insisting the transition to civilian rule
canbe put back on track once they have
gained victory.

Burhan said people supported the
army over the RSF and that, once
Hemeti had been defeated, the transi-
tion to democracy could resume. “The
army is committed to completing the
political process according to the frame-
workagreement and transferring power
toacivilian-led government,” he said.

accused Burhan of being aligned with
radical Islamists bent on restoring a
Bashir-style dictatorship. “Burhan and
his gang of Islamists came into power
andare notwillingtoletgo,” he said.

He dismissed suggestions that merce-
naries from Russia’s Wagner group
‘mightbe roped in to the fight on his side,
calling such concerns a “phobia”.
Although Wagner helped train the RSF
before 2019, he said, he had cut dealings
since the US Treasury branded the
sroupacriminal organisation this year.

“Iused to have a good rel.

tothe conflict.

Prisoner exchanges between both
sides in Yemen this month havelaid fur-
ther groundwork for a lasting solution.

Hans Grundberg, UN envoy for
Yemen, has described the current
situation as an unprecedented opportu-
nity for resolution but has urged both
sides to “take bolder steps towards
peace”.

Hopes for an end to the conflict come
amid continued concerns over the dis-
mal humanitarian situation and fears
that fundinggaps could exacerbate hun-
geracross the impoverished nation. The
UN estimates that two-thirds of the pop-
ulation requires humanitarian aid and
protection.

The World Food Programme last
month warned that a funding squeeze
‘was threatening its ability to provide
enough sustenance for the country’s
most needy citizens.

The WFP helps feed 13mn people in
Yemen, almost a third of the population,
but can provide them with only about
65 per cent of standard provisions.

The aid organisation would need $3bn
this year to meet their full require-
ments, including food rations, other
assistance programmes and operational
expenses

with them but once they were sanc-
tioned, T have personally told Burhan to
deal only with the Russian Federation.”

don
Fcbruary managed i pledgcs of
just $1.2bn out of a $4.3bn target set to
fund UN programmes in the country.
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Rise Mzansi

South African political party hopes to seize on anger with ANC

JOSEPH COTTERILL — JOHANNESBURG

A new political movement has been
launched in South Africa to capitalise
onvoters’ discontent with the stagnant
economy and rolling blackouts that
have engulfed the country under the
African National Congress.

Rise Mzansi, led by a former newspaper
editor and bank executive, said it would
contest elections next year when the
ANC's share of the vote could fall below
50 per cent for the first time since it won
thefirst post-apartheid vote in 1994.
ANCbacking has collapsed to aslittle
as 40 per cent in some surveys but
established opposition groups have
strugg]ed toexpand support, prompting
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Times Limited.
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of several new parties to
contest next year’s vote in Africa’s most
industrialised nation.

Rise Mzansi’s leader, Songezo Zibi, a
former executive at South African bank
Absa, said “2024 is our1994”.

Nearly 30 years into the post-apart-
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heid h ing fragmen-
tation of politics in the wake of the
ANC’s problems reflects disaffection
with established politicians over
ingrained issues such as rising crime,

https://ft.pressreader.com/v99f2023042100000051001001

rampant corruption and severe black-
outsknown asload-shedding.

“The rise of these new political parties
seems to reflect a general sense of dis-
contentment with the traditional par-
ties,” Khaya Sithole, an independent
analyst, saic

n response to this political fractur-
ing, the main opposition Democratic
Alliance proposed a “moonshot pact”
this month for the rising number of
anti-ANC parties to work together to
unseat the once-dominant liberation
movement.

“Let us cast aside our petty differ-
ences and stand together as one pact,
united in our diversity, and work
towards our shared goal of unseating the
ANC,” John Steenhuisen, the DA’s
leader, said this week.

At the same time, the DA has ruled
out working with the third-largest
party, the radical leftist Economic Free-
dom Fighters, who are seen as the likeli-
est coalition partner for the ANC if its
support does fall below 50 per cent next
year.

The ANC won about 57 per cent of the
vote in 2019 general elections after Cyril
Ramaphosa revived the party’s fortunes

by replacing Jacob Zuma, who had
presided over years of misrule and
corruption.

Named after an alternative term for
South Affica, Rise Mzansi is seekingalli-
ances with civil society groups to galva-
nise voters ona centrist platform.

“South Africa needs a reset . . . Rise
Mzansi's vision is to build an equal, safe,
united and prosperous South Africa in
one generation,” Zibi said at the launch
event at Constitution Hill, Johannes-
burg, home of the country’s highest

former bank executive
and editor says ‘2024 is our 1994’

court and an old apartheid prison.

The party has won backing from pro-
fessionals and civic activists in a sign of
the politicisation of the middle class in
the face of collapsing infrastructure,
such as record power cuts being
imposed by the broken Eskom electric-
ity monopoly, and unhappiness with the
opposition.

“It’s not load-shedding that demoral-
ises us, it’s the sense that we've lost the
ability to deal with it,” Zibi said. “Mil-
Tions of [ANC] supporters deserve a bet-
ter political home, one that takes their
valid dreams seriously instead of using
them as fodder for personal enrichment
and power.”

He signalled that Rise Mzansi’s poli-
cies would include reviving foreign
investment in the mining sector, which
'has faltered in recent years, and ending
a perceived authoritarian drift in for-
eign relations. The ANC has refused to
condemn Russia’s invasion of Ukraine.

“We export far less than we should
because we have killed mining invest-
ment,” hesaid.

“Our foreign policy has gone from
non-aligned to complete misalignment
with our constitutional values.”
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Ukraine races to prepare newly enlisted
troops for counterattack against Russia

‘Washington pessimistic Kyiv can achieve its goals after losing so many experienced soldiers

CHRISTOPHER MILLER
ZAPORIZHZHIA PROVINCE,
SOUTHERN UKRAINE

Ukrainian infantrymen charged across
a boggy field, Kalashnikovs raised,
unleashing a flurry of bullets. “Move!
Move! Move!” came the order. Con-
cealed by the cloud from a smoke bomb,
one soldier raised a rock lled

ond world war,” Oleksiy said. “We were
shelled by mortars, tanks and planes.
Drones dropped bombs on us. I had to
evacuate a severely wounded guy and a
dead body from the trenches . .. It all
happenedin 24 hours.”

Ukraine and Russia both keep their

official casualty figures secret. But the
US has estimated Ukraine’s

prop
grenade launcher and fired at a target
50 metres away — and missed. The
group’s trainer ordered them to run the
drill again.

Alittle more than a year ago, most of
these troops were civilians. Then Russia
launched its invasion and they volun-
teered to join the fight, becoming sol-
diers of the Dnipropetrovsk 108th Sepa-
rate Territorial Defence Brigade.

Aged from their 20s to their 60s, the
former lawyers, interpreters, program-
mers and retired factory workers are
part of Ukraine’s big push to train less
experienced and completely new troops
forits counter-offensive against Russia’s
occupyingforces.

“The average combat experience of
the guys in this brigade is seven to 10
‘months,” said Roman, a press officer for
the brigade who provided only a first
name, or call sign, in keeping with
Ukrainian military protocol.

“Some of them have seen real fighting
but many have not . . . They all must be
prepared fora tough battle ahead.”

After 14 months of all-out war, includ-
inggrinding, months-long battles in the
eastern cities of Bakhmut and Avdiivka,
Ukraine’s military has been worn down.
It has lost a large portion of its experi-
enced soldiers, who made up the most
effective units, and expended massive
amounts of weaponry and artillery.

Afew days before the training, Olek-
siy, a soldier in a Kyiv Territorial
defence brigade who was a linguist and
teacher before the invasion, told the
Financial Times that of his platoon of 21
troops only three, including himself,
had not been wounded or killed after a
single day in Bakhmut.

“It was real hell. Like the first or sec-

be about 100,000, possibly as high as
120,000, including between 16,000 and
17,500 soldiers killed in action. Wash-
ington estimates that Russia’s casualties
since its invasion in February 2022 are
about 200,000, including between
35,500 and 43,500 troops killed.

The combat readiness of Ukraine’s
military is vital if it is to achieve its
ambitions of crushing Russian forces on
the battlefield, recapturing occupied
territory and swinging momentum in its
favour.

After the training exercise, a soldier
and father of three in his 50s who goes
by the call sign Discus said he and his
comrades might not be the most experi-
enced soldiers but they were highly
motivated. “We are fighting for our
existence.” Discus retired from the
Ukrainian armed forces in 2010, only to
come out of retirement last year. “What
‘was Igoingto do, siton my ass?” he said.
“How could I look my children in the
eyesifIdidn’t help?”

Yet leaked US intelligence documents
reviewed by the FT suggest Washington
is pessimistic that Kyiv can achieve its
counteroffensive goals, even as western
military aid pours into Ukraine. One
document predicted that the war in the
eastern Donbas region would remain a
“stalemate” throughout 2023

Ukraine launched a big recruitment
drive in winter. Several assault units are
being formed under the Ministry of the
Interior. The government expects about
40,000 soldiers to fill out their ranks.
But officials fear that will not be enough.

The stakes for Ukraine in the coming
months could not be higher, senior offi-
cials in Kyiv said. They are worried that
acounteroffensive that fails or does not

Combatzone:  winbackalargeamount of Ukrainian  “Ta
108th brigade territory could lead western supporters
troopsjoinan  to push Kyiv to open negotiations with ~ average
exercise in Moscow.
southern ‘Andriy Sybiha, deputy head of Presi- Combz}t
Ukraine this dent Volodymyr Zelenskyysoffice, said ~ €Xperience
month. Below,  this month that there was noroom for oty gy
amilitary ‘mistakes. “We are in a decisivemoment N
cemeteryonthe  now. Weneedtoshow successes.” in this
outskirts of The Russian army in Ukraine has i :
Kharkiv faced its) own | challenges!in recent brigade s
Ciscphr MY months. An offensive launched in Janu- ~ SEVeN tO

ary has largely failed; Russian troops  1() months’

have managed to capture — but not

completely control — onlya few square  Ukrainian

‘miles of groundin Bakhmut.
Moscow’s military struggles were
underscored by an intercepted phone
call by a Russian soldier to his mother
back home on March 18 that was pro-
vided to the FT by a Ukrainian intelli-
gence service. In the call, Yegor tells his
‘mother in Arkhangelsk, a city in Rus-
sia’s far north-west, that his comrades in
and around Bakhmut are sustaining big
losses and only a few men from his
motorised rifle brigade remain alive.

He states that they lack ammunition
and are forced to carry out risky offen-
sive operations without proper artillery
support, leading to steep casualties.
They are not even paid on time. Newly
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Sanctions

Rome blames
courts after
businessman
flees before
US extradition

AAMY KAZMIN AND GIULIANA RICOZZI
ROME

Italy’s rightwing government has
blamed the country’s courts for the
embarrassing escape from house arrest
of a Russian businessman wanted in
the US for sanctions evasion.

In parliament yesterday, Carlo Nordio,
justice minister, criticised Milan judges
for their favourable treatment of Artem
Uss, who had been cleared to be extra-
dited to the US where he has been
charged with crimes including sanc-
tions evasion and money-laundering.

Uss’s escape from a luxury apartment
on the outskirts of Milan has been a
huge embarrassment for Giorgia Mel-
oni. The prime minister is both an
ardent supporter of Ukraine’s struggle
against Russia’s invasion and eager to
show that her government is a reliable
allytothe Usand Nato.

“When something like this happens,
there can be two explanations — incom-
petence or malice,” said Stefano Ste-
fanini, Italy’s former ambassador to
Nato. “All in all, in a matter like this,
incompetenceis better.”

US authorities claim the fugitive —
‘whose father is on the board of Russian

“When something like this
happens, there can be

two explanations —
incompetence or malice’

state oil champmn Rosneft, and also on

mobilised Russian icemen arrive at
the front line untrained and scared, and
“run away” when they are fired on, he
added.

He blames President Vladimir Putin
and top commanders for the battlefield
failures. “The main thing for them is to
dowell for themselves. They don't care
aboutanythingelse;” Yegor says.

The FT could not i Iy

e L ofa
trading company lhal helped Russian
entities under sanctions to obtain sensi-
tive military technologies. People famil-
iar with the matter say the younger Uss
could potentially have been exchanged
with US nationals in Russian custody.

Uss broke his electronic tag and
escaped just a day after Milan courts
approved hi ion to the US. Two

authenticate the call.

‘While Russian forces have struggled
to seize Ukrainian territory, they have
dug in on land under their control,
intent on holdingareas Putin claimed to
have annexed into Russia in September.
Kyiv and much of the international
community condemned the move.

Satellite imagery has shown newly
dug, miles-long trenches and anti-tank
“dragon’s teeth” obstacles in Zapor-
izhzhia and Kherson provinces, as well
asinCrimea.

Moscow’s focus on those areas is clear.
Kyivis expected to launch its counterof-
fensive somewhere near the flat, wide-
open terrain where the FT met the
108th Separate Territorial Defence Bri-
gade on April 12, driving in a military
truck toa pastureless than 2 miles from
the southern front line in izh

weeks later he re-emerged in Russia
where he expressed gratitude for
“strong and reliable people [who] were
bymyside”.

Nordio blamed Milan's appeals court
for allowing Uss to leave jail and return
to a luxury apartment with an elec-
tronic tag six weeks after he was cap-
tured ata Milan airport in October.

“The judicial authorities had been
inundated by observations concerning
the dangers and the risk of escape of this
gentleman,” Nordio said.

After Uss was freed on December 2,
the US Department of Justice
“exhorted” Rome to act urgently to get
Uss backiinjail, given his high flight risk,
Nordio said. Washington even urged
Ttalian authorities to file an appeal with
the country’s Supreme Court, he added.

The US D of Justice did not

province.

Ukraine wants to push south and
retake the strategic city of Melitopol, a
logistics hub for Russian forces with a
prewar population of about 150,000
that serves as a key section of the land
bridge linking Russia to occupied
Crimea.

Liberating the city would undermine
Moscow’s ability to reinforce its army
and deal a humiliating blow to the
Kremlin. It would also slice the territory
under Russia’s control in two.

Coyote, a soldier in his 50s who drove
over two landmines while fighting in
eastern Ukraine and survived with
minor injuries, brushed off doctors”
orders and left hospital early to get back
tothebattlefield. “We need every man,”
hesaid.

Drones see Lex

respond to arequest for comment.

But Nordio told parliament his minis-
try was powerless to “interfere, appeal
orask for stricter measures” or override
thelower court ruling, given the “princi-
ple of autonomy and independence of
the magistrates”.

Nordio has since imposed discipli-
nary action on several judges in connec-
tion with their handling of the case.

However, Italy’s legal community has
attacked Nordio for his own handling of
the matter, arguing that prosecutors
should have appealed against the court
ruling rather than punishingthe judges.

The National Association of Magis-
trates accused Nordio of undermining
the “autonomy and independence” of
judges by disciplining them.

‘Additional reporting by Silvia Sciorilli
Borrelliin Milan and Max Seddon in Riga

Defence alliance

Stoltenberg pledges Nato will stand with Kyiv for ‘as long as it takes’ on visit to capital

ROMAN OLEARCHYK — KYIV
HENRY FOY — BRUSSELS

Jens Stoltenberg vowed that Nato
would stand with Kyiv “for as long as it
takes” in its defence against Russian
aggression, during his first trip to
Ukraine since the full-scale war began
14 months ago.

The western alliance’s secretary-gen-
eral’s visit comes ata crucial time in the
conflict as Kyiv pleads for more western
weaponry to push on with a spring
counter-offensive.

Ukraine has also stepped up its
demands for Nato to offer concrete
security guarantees and a tangible path-
way to join the alliance, despite reluc-
tance from Washingtontodo so.

Nato has long stressed that it is not a

to the war, rebutting Russian pres-
ident Vladimir Putin’s claims that the

conflictis part of a wider
between Moscowand thewest.
Speakingalongside Ukraine president
Volodymyr Zelenskyy in Kyiv yester-
day, Stoltenberg said the alliance
“stand[s] by you today, in your heroic
fight against in

“Foot-d

deci-  Germany, which are farless enthusiastic

of
sions is time lost for peace and the lives
of our soldiers, who have not yet
received the vitally necessary number
of defencetools,” he added.
Stoltenberg’s visit was in part to shore
up Zelenskyy's to attend

about Ukraine’s membership in the

short term and believe talk of accession

is distracting from the core priority of
; Jfom the core p

and this will be high o the agenda of the
meeting.”

Stoltenberg also said he expected
“Nato llies and partners will make new

“Talso expect that Nato allies, at the

defence of your country. Nato stands
with you today, tomorrow and for as
longasittakes.”

The visit came on the eve of a meeting
of Ukraine’s western alles in Germany

the Natoleaders’ summitin July.

The Ukrainian president has sug-
gested he would only attend if he was
offered concrete commitments of
progress towards Ukraine’s future

forKyiv.
The Nato et s el use the

Atameeting of Nato foreign ministers

gathering to urge allies to

last mont]

shipments of weapons.

“This visit of Jens Stoltenberg is the
first since the full-scale war. We inter-
pret it as a sign that the alliance is ready
to start a new chapter in relations with
Ukraine, a chapter of ambitious deci-

sions,” Zelenskyy said.

asthe Baltic nations, Poland and the UK
pressed allies to step up their support
for Kyiv to join the alliance, and called
on Nato as an organisation to offer Kyiv
atangible pathway to that goal.

But Stoltenberg must also balance the
views of countries such as the US and

https://ft.pressreader.com/v99f2023042100000051001001

‘We interpret it as a sign
that the alliance is ready to
startanew chapter in
relations with Ukraine’

Vilnius summit with the presence of
President Zelenskyy, will agree to fur-
ther strengthen Nato'’s package for
Ukraine with even more support,”
Stoltenberg said yesterday.

“Then, of course, I also recognise that
President Zelenskyy will raise the issue

of concrete military
support to Ukraine” at the Ramstein
meeting today, without providing spe-
cific details

The Nato chief paid respects to fallen
Ukrainian soldiers at a war memorial in
downtown Kyiv during his trip, which
was not pre-announced for security
reasons.

‘Asked about the visit, Dmitry Peskov,
Putin’s spokesman, told reporters that
stopping Ukraine from joining Nato was
“unconditionally” one of the goals of
Russia’s invasion.

“Otherwise there would be a serious,
substantial threat to our country andits
security;” Peskovadded.

of ip, of security

parately yesterday, Ukraine

defence minister Oleksiy Reznikov
thanked Nato countries for recently
supplied weaponry, including MiG-29
fighter jets from Poland and Slovakia, as
well as the arrival of the first Patriot air
defence systems.

But he also repeated demands for
Nato-grade fighter jets and larger sup-
plies of previously supplied air defence
systems, including shorter-range Amer-
ican-Norwegian Nasams and German
Iris-Ts. “Our top priority is to quickly
build a multilevel air defence/anti-mis-
sile defence system,” Reznikov said in a
poston Twitter.

“Patriots, Iris-T, Nasams and MiG-29
are the most recent, but not the final,
steps towards this goal. Given the Krem-
lin’s barbaric tactics, we need Nato-style
fighterjets,” headded.

Additional reporting by Max Seddon in Riga
See Opinion
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Meeting minutes

Inflation trumps banking fears for ECB

Price growth remains of
paramount importance
among rate-setters

MARTIN ARNOLD — FRANKFURT

Most rate-setters at the European Cen-
tral Bank pushed for it to separate con-
cern about turmoil in the banking sec-
tor from efforts to tame inflation by rais-
ingrates when they metlast month.

The outcome of March’s ECB meeting,
which came less than a week after the
collapse of Silicon Valley Bank and only
acouple of days before Credit Suisse was
pushed into the arms of rival UBS,
underlined how concern about high
inflation remained paramount among
rate-setters.

Some ECB policymakers cited the
“separation principle” to argue that
monetary policy should be assessed
independently of financial stability

risks before they pressed ahead with a
widely expected half-percentage point
rate rise, accordingto the account of the
March16 meeting published yesterday.

“Unless the situation deteriorated sig-
nificantly, the financial market tensions
were unlikely to fundamentally change
the governing council’s assessment of
the inflation outlook,” the ECB said. “In
light of the risk of persistent inflation
dynamics, the ECB’s monetary policy
had tobe persistentas well.”

Since then, several members of the
ECB’s rate-setting governing council
have said they expect it to keep raising
rates at its next meeting on May 4, while
adding it could slow the pace to a quar-
ter- point rise d ding on

price growth to drop from an average of
5.3 per cent this year to 2.1 per cent in
2025 “gave the impression of an
‘immaculate disinflation™.

The doubters pointed to above-fore-
cast inflation figures in February and
said “the strengthening of wage growth
was consistent with second-round
effects havingalready started”.

They cited several “risk factors” that
could keep inflation high, includinggen-
erous fiscal policy by eurozone member
states, which bolstered the case for
more raterises.

Afterlastmonth’s meeting, ECB presi-
dem Christine Lagarde said there was

“no trade-off” between its objectives of
financial stability and rais-

datadueinthe nexttwoweeks.

There was also scepticism among sev-
eral council members at last month’s
meeting that its forecasts for inflation to
fall steadily over the next few years were
too optimistic. Some said its forecast for

ing rates to bring down inflation. She
also said rates were likely to move
higher if the ECB’s baseline inflation
forecast remained unaffected by the
upheaval in the banking sector.

There were a handful of dissenters

‘Inlightof  amongthe council’s 26 members, who
GNLOL . lled for a pause in rate rises to assess
the risk of the impact of banking’s problems.
: They argued that “the risks from not
persistent Y argl
N . raising rates, if the tensions turned out
inflation to be shortlived, were assessed to be
3 much less severe than the risks associ-
dynam1§s, ated with raising rates into a persistent
the ECB’s crisis”. But they were outnumbered.
monetary Andrew Kenningham, an economist

" at research group Capital Economics,

policy said the ECB’s account of the meeting

“confirms that it was only the banking

had W be sector turbulence that deterred policy-

persistent  makers from signalling further rate

d hikes to come”. He added that as bank-

as well St e b meny et
would keep lifting rates.

Tsabel Schnabel, an ECB executive
board member, said on Wednesday
extra complexity created by banking
tumult made it impossible for her to say
whatitwould doat future meetings.

n Tett see Opinion
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Yellen offers economic
olive branch to China
amid bilateral tension

anet Yellen’s China speech has been a long time in
coming. It has been almost a year since Antony
Blinken, US secretary of state, said the country
was “the most serious long-term threat” to world
order. Yellen’s phrasing was more emollient.

The US Treasury secretary spelt out that Joe Biden’s
administration had no intention of decoupling from
China, which would be “disastrous for both economies”.
Though she emphasised that where US national security
collided with economics, the former would always take
priority, her address ought to be seen as an olive branch to
Beijing. Whether China will see it that way — having
rebuﬁed ‘Washington’s overtures since the US shot down
rogue Chinese spy balloon in February — is

Extended leave of 89-year-old
Feinstein prompts some in

party to call for her to resign

LAUREN FEDOR — WASHINGTON

Less than six months after Democrats
defied expectations and expanded their
majority in the US Senate after midterm
elections, the prolonged absence on
health grounds of Dianne Feinstein, the
89-year-old senator from California, has
left the party scrambling for votes.

At the same time, Feinstein’s absence
from Capitol Hill has raised uncomfort-
able questions about the age of many
lawmakers and exposed fissures in the
Democratic party that cut across gener-
ational and ideological lines.

“She has had an outstanding career
but, as far as Tam concerned, it is time
for her to step down. It s not fair to her
constituents and it is not fair to her col-
leagues,” said Jim Manley, a veteran
political operative who was a longtime
aide to Democratic senators Harry Reid
and Ted Kennedy.

“Not only is her absence having an
impact in the judiciary committee,” he
added, referring to the group of senators
that vets President Joe Biden’s judicial
picks, “itisalso having an impact . . . on
the Senate floor and the ability of Demo-
cratstoget stuff done.”

With the Senate in full attendance,
Democrats have a razor-thin majority
(51-49) in the 100-member chamber.
But Feinstein’s absence cuts into their
already narrow margins and sets the
stage for several nail-biter votes, espe-
cially if moderate senators cross the
political aisle, suchas West Virginia’s Joe
Manchin or Kyrsten Sinema, who now
sits as an independent but caucuses
with the Democrats.

One such high-stakes vote will be over
the confirmation of Julie Su, Biden’s
choice for secretary of labour. “When
you have got a 51-49 margin, you need
every vote you can get, especially for the
big ones,” said Larry Sabato of the Uni-
versity of Virginia Center for Politics.

Feinstein announced in early March
that she had been hospitalised for shin-
gles. More than six weeks later she
remains in California, and a small but
growing number of Democratic law-
makers have called for her to resign.

‘The longtime senator — who has also
faced questions in recent years about
whether her cognitive abilities have

US politics. Age debate
Veteran senator’s absence vexes Democrats

Critics have questioned whether  the Senate this week after an absence

e question. Yellen cannot be accused of not trying.
Inan interview before her speech, Yellen made clear she
‘wanted to visit China as soon as Xi Jinping had appointed
her counterparts to their jobs. If Yellen’s trip goes ahead,
shewould be the most senior US official to visit China since
Biden took office. Blinken cancelled his planned trip ear-
lier this year after the Chinese balloon furore. Yellen’s goal
would be to revive dialogue, at least on economic matters.

During the cold war, periods of detente were bolstered
by commercial interaction. “I see myself as carryingon the
agenda that Biden and Xi established at the G20 meeting in
Bali [in November],” Yellen said. “There was a clear under-
standing that economic relations are not a zero-sum game
and that we need to step up our interaction.”

In October, the US announced a ban on high-end semi-
conductor trade with China, which is being seen in Beijing
as an act of economic
aggression to curb the ‘Economic
country’s development. ]

Yellen was at pains to  Telations are not a

rebut Chinas interpreta. - ze0-sum game and
on. Restrictions would

be confined to trade that  We need to step up

I\ellxed its m|1|tar_y mnd_— our interaction’

ernisation, she said. This

included a new set of con-

trols on outbound US investment to China that will be

announced soon.

“We've tried to provide guidelines so far for the export
controls that we've put in place,” Yellen said. “If the Chi-
nese perceive these actions we have taken as harming their
national competitiveness, thal ‘sareason for usto slep up

ur tour

Most of America’s tradmg partners in the Indo Pacific,
such as Singapore and Australia, want to see more US
engagement on trade and investment, even if Biden has
ruled out rejoining the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership (the renamed
TPP, which China has applied to join). Other than the
recently launched Indo-Pacific Economic Framework,
which critics have dismissed as a talking shop, and the
equally young US-EU trade and technology council, noth-
ingelseisin the pipeline, accordingto Yellen.

Inthe limelight: declined with age — said in February she
Dianne ‘would not run for re-election in 2024,
Feinstein has setting the stage for a hotly contested

announced she
will not seek

primary next year. Three Democratic
members of the House of Representa-
re-election tives — Barbara Lee, Katie Porter and
to the Senate ‘Adam Schiff — have already declared
next year they arein the runningtoreplace her.
g::m:jjw Ro Khanna, a Democratic congress-

man from California who has backed
Lee’s bid for Feinstein’s seat, was the
first member of Congress to call for
Feinstein to step down. “We need to put
the country ahead of personal loyalty.
While she has had a lifetime of public
service, it is obvious she can no longer
fulfil her duties,” he said in a tweet last
week. “Not speaking out undermines
our credibility as elected representa-
tives of the people.”

Despite attracting ire from many in
his party — including former House
Speaker Nancy Pelosi, 83, who sug-
gested Khannas comments were rooted
in sexism — the congressman has not
‘wavered. He has been backed by several
other relatively young progressive
‘members of the House, including Alex-
andria Ocasio-Cortez, Jamaal Bowman
and Dean Phillips.

Khannais calling for Feinstein’s resigna-
tion only to pave the way for Lee to take
her place. If Feinstein were to step
down, California governor Gavin
Newsom would need to appoint a
replacement.

In 2021, Newsom vowed to pick a
black woman if Feinstein did not com-
plete her six-year term and Lee is the
only black woman in the contest. New-
som has shied away from commenting.

Feinstein, who was mayor of San
Francisco in the 1970s and 1980s before
being elected to the Senate in 1992, said
after Khanna's tweet that her return to
Washington had been “delayed due to
continued complications relating to my
diagnosis”. She added she intended to
come back to the Senate “as soon as pos-
sible once my medical team advises that
it’s safe for me to travel”.

Feinstein said she had asked Chuck
Schumer, Democratic Senate majority
leader, to appoint another Democrat to
temporarily serve on the judiciary com-
mittee. Schumer tried this week but
Republicans blocked his efforts.

Mitch McConnell, the 81-year-old
Senate minority leader who returned to

following a fall that led to a
and fractured ribs, accused Democrats.
of playing partisan politics. “Senate
Republicans will not take part in sidelin-
ing a temporarily absent colleague off a
committee just so Democrats can force
through their very worst nominees.”

The White House, meanwhile,
accused Republicans of seeking “parti-
san advantage” from Feinstein's
absence. White House press secretary
Karine Jean-Pierre said it was a “deci-
sion for [Feinstein] to make” as to
whether she stayed on in the job.

But many in Washington say calls for
the California senator to step aside are
unlikely to abate — nor are debates
about the age of many political leaders.

While Feinstein is the oldest sitting
member of the Senate, several others
are also octogenarians, while Biden
‘himself, at 80, is the oldest serving presi-
dentinUS history.

That has led many to question
whether few on Capitol Hill are willing
to back Khanna's plea. “To be frank
about it, a fair number of members of
the Senate and House would love to stay
there forever too,” said Sabato.

“Bigtrad beingactively planned,” she said.
Instead, the US would push its “friends” to join Yellen’s so-
called friend-shoring initiative. These include Indonesia,
India and Vietnam. She said she was consideringa trip to
Vietnam. “We need to diversify our supply chains to avoid
extreme dependence on countries who could use those
againstus, like Russia has with energy.”

Whether Yellen’s efforts to revive the economic side of
US-China dialogue bear fruit is open to doubt. Xi has been
meeting leaders from all over the world yet has resisted
schedulinga call with Biden. Yellen is the most senior serv-
ingofficial who was part of the US-China Strategic and Eco-
nomic Dialogue — an annual talking shop — that was set up
by George W Bush and continued under Barack Obama.
Donald Trump shut it down. During the 2008 financial cri-
sis, Hank Paulson, Yellen’s predecessor as Treasury secre-
tary, was n frequent co-ordination with his Chinese coun-
terpart: ration is hard to imagi

As a significant holder of US public debt, China has a
material interest in the outcome to the looming battle
between the White House and the Republican-controlled
House of Representatives over lifting the debt ceiling. An
American default could badly undermine the dollar’s
reserve currency position. If anything could topple the US
dollar, it would be the self-inflicted wound of a US sover-
eign default. Growing rivalry from the Chinese renminbi
would be theleast of Washington’s worries.

edward luce@f.com

International forum

Biden pledges extra $1bn to UN climate fund

AIME WILLIAMS

Joe Biden pledged $1bn in new US fund-
ing to help developing countries cope
with climate change at a virtual gather-
ing of leaders of the world’s biggest
industrialised nations that included

China’s climate envoy.
At the meeting of the Ma]ol Economies
Forum on energ yesterday,

Monetary policy

Australia to reform under-fire central bank

Alongside offering the US funding,
Biden stepped up pressure on incoming
World Bank president Ajay Banga, the
US nominee for the role, by calling on all
multilateral development banks to scale
up their lending to tackle climate
change, adding that doing so would also
accelerate the fight against poverty.

The US recently put forward the

the US president announced the plan to

contribute the money to the UN-led

Green Climate Fund, which finances

clean energy and climate resilience
projects in developing countries.

Separately, he promised $500mn over
defe

former chief executive asits
candidate to lead the World Bank after
David Malpass resigned from the post
almost a year early amid criticism of his
perceived lack of conviction on climate
change.

The bank has come under attack for

five years fora fund to
tion in the Amazon, watched by Brazil's
President Luiz Incio Lula da Silva. But
the pledge for the Amazon Fund would
require approval from the US Congress.
Republican lawmakers have opposed
Biden’s previous efforts to boost US
international climate funding.

failing
the global climate crisis while maintain-
ing its mission to reduce poverty.
According to the White House, the
more than 25 countries taking part in
the fourth Biden energy and climate
forum account for 80 per cent of the
world’s greenhouse gas emissions.

China’s climate envoy, Xie Zhenhua,
was in attendance, the White House
confirmed, despite increasing geopoliti-
cal tension between the two countries.

“We have to step up our ambitions,”
said Biden, speaking from the White
House before the meeting. “We're going
to have tosstand together and meet great
challenges . .. we will preserve our
planetin the future.”

He called on the gathered nations to
“show up” at the UN COP28 summit in
the United Arab Emirates this year with
improved 2030 climate targets.

The US has committed to reducingits
greenhouse gas emissions by 50 per cent
to 52 per cent below 2005 levels by
2030.

UN secretary-general Anténio
Guterres said present policies would
‘make the world 2.8C hotter by the end of
the century, representing “a death sen-
tence”, but could be limited to 1.5C with
aleapinaction.

https://ft.pressreader.com/v99f2023042100000051001001

NIC FILDES — SYDNEY

Australia’s treasurer has announced
the biggest shake-up of the country’s
central bank in its 63-year history, pro-
posing the establishment of an interest
rate-setting board and an overhaul of
its culture.

The reforms follow a review of the
Reserve Bank of Australia amid criti-
cism of its interest rate guidance and
slow response to rising inflation.

Philip Lowe, RBA governor, had indi-
cated in 2020 that the bank did not
expect to raise rates until 2024 before it
did so for 10 consecutive months start-
ingin May, pausingonly last month.

The about-face left thousands of
mortgage holders with sharply rising
payments after rates jumped from 0.1
per cent to 3.6 per cent in a year and
prompted Lowe to apologise for alack of
clarity in his forward guidance.

The review, initiated by the Labor

government elected shortly after the
first rate rise, found that the RBA had
played a critical role in Australia’s eco-
nomic strength over the past three dec-
ades, when the country’s resilience to
financial shocks deterred reform of the

Philip Lowe: had to
apologise for a lack
of clarity in his e
forward guidance
after rate rises hit

mortgage payers

central bank. But the review also criti-
cised the bank’s commumcauon and

allow a panel of experts to set monetary
policy, replicating structures adopted
by the UK and Canadian central banks.

Isaac Gross, an economics lecturer at
Monash University, said splitting the
board would break a “cosy arrange-
ment” whereby non-experts sitting on
the RBA panel deferred to the advice of
senior bank staff. “There’s no one to
hold them accountable,” he said.

Lowe said yesterday that the RBA had
“learnt some lessons about how to com-
municate” since the pandemic started
and broadly welcomed the review rec-
ommendations. However, he pushed
back on some of the review’s findings,

structure, portrayi hical cul-
ture of deference to senior staff, as
exemplified by its response to the
coronavirus pandemic.

Jim Chalmers, Australia’s treasurer,

suchas thy the board's structure,
which he said were “not quite lined up
with the reality that Tknow”.

His comments suggested a risk that
the proposals might not be fully imple-

accepted in principle all the
dations of the review, including a move
to divide the bank’s board that would

‘mented, analysts warned.
force the RBA to do so much if they’re
notonboard,” Gross said.
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Companies & Markets

Blackstone
warns against
overestimating
rate-cut odds

o Fed focused on inflationary pressures
e Asset manager'’s profits drop sharply

ANTOINE GARA — NEW YORK

Thehead of Blackstone, the world's larg-
est alternative asset manager, has
warned that investors are overestimat-
ing how quickly the US Federal Reserve
will cutinterestrates.

Blackstone president Jonathan Gray
said that while the Fed would probably
hold off from further rate rises because
of cooler inflation, financial markets
had overpriced the odds of the central
bank reducingthe costof borrowing.

“The Fed is likely to pause or maybe
2025 basis points higher from here, but I
think they’re unlikely to pivot as quickly
as the market is expecting,” he said.

He added that the Fed would “hold
rates at an elevated level for an

‘T think [the Fed] is
unlikely to pivot as quickly
as the market is expecting’

Jonathan Gray, Blackstone

extended period of time” to stamp out
remaining inflationary pressures.

Gray, whowas speakingas Blackstone
reported first-quarter earnings yester-
day, is the latest senior Wall Street exec-
utive to warn investors to expect higher
ratesto persist.

JPMorgan Chase boss Jamie Dimon
and BlackRock’s Larry Fink both
argued last week that the collapse of Sili-
con Valley Bank and struggles among
regional US banks would not be enough
todeter the Fed from keepingrates high.

Investors still expect a final quarter-
point rate rise in May or June, but for the
Fed to then begin lowering rates, with
twocutsforecast by the end of the year.

“Ithink inflation is definitely cooling.
Itisincreasingly in the rear-view mirror
and we see it in our portfolio compa-

toits lowest level in nearly two years,
with the consumer price index for
Marchup 5 per cent year on year.

Gray warned that high rates might
create additional problems in the bank-
ing industry as savers run down depos-
its at some lenders. But he said that he
was not concerned about a sector-wide
collapse: “It’s possible we could see fur-
ther incidents, but Idon’t think there’sa
systemic problem because we don’t
have a systemic credit problem.”

Gray was speaking after the group
reported that profits fell sharply in the
first quarter and its fundraising slowed
asinvestors grappled with fears over the
health of the commercial property mar-
ketand a slump in dealmaking activity.

Blackstone attracted $40bn in new
investor capital in the first quarter, a
more than 5 per cent decline from the
previous quarter, as investors made
fewer new commitments to the group’s
real estate and private equity funds.

The slowdown left Blackstone with
$991bn in assets under management,
just shy of the $1tn milestone it had
hoped to achieve. Those plans were
thwarted by a negative turn in financial
markets that caused investors to pull
money from two funds Blackstone built
for wealthy individual investors.

The fundraising challenges, and
markdowns in some of its largest real
estate funds, caused the New York-
based group’s fee revenues and profitsto
decline sharply from thistime last year.

Blackstone’s fee-related earnings, a
proxy for the base management fees it
collects, were $1bn, a9 per cent fall from
this time a year ago, while its distributa-
ble earnings —a metric favoured by ana-
Iysts as a proxy for overall cash flows —
fell 36 per cent to $1.25bn. The fee reve-
nues slightly missed estimates from
analysts’ polled by Bloomberg, while
profits slightly exceeded expectations.

Flat-pack foray Ikea makes biggest investment
in a single country with €2bn US expansion

f
Unboxed: Tkea has 50 US stores, such as this one in Fort L

RICHARD MILNE
NORDIC AND BALTIC CORRESPONDENT

Tkea is seeking to take advantage of
the economic downturn to take mar-
ket share as the world’s largest furni-
ture retailer unveilsa €2bn push into
the US, its biggest investment in a
single country.

The group plans to open eight new
large stores and nine smaller planning
studios and order points in the US as
part of the three-year investment
drive. It expects the US to overtake
Germany as its largest country in
terms of sales in the coming years.
“Not being on the stock market
gives us a big opportunity to acceler-
ate when maybe others are slowing
down. In times of economic turmoil
when thereare challenges in the econ-
omy, we usually see the opportunities
that this brings,” Tolga Oncii, head of
Tkea Retail, told the Financial Times.

the US in its financial year to the end
of August 2022, while it had €5.7bn in
Germany, its current biggest market.
Oncil said the US was getting “closer

“endless opportunities” in the US.
Ikea would use its €2bn investment
over three years to refit its existing
stores to enable them to process more

BMW sorry
for ice cream
meltdown at
Shanghai show

GLORIA LI — HONG KONG

BMW has been forced to apologise in
China after being accused of discrimi-
nation at the Shanghai motor show
when givingout freeice creams.

A video on China’s YouTube-like plat-
form Bilibili showed the German car-
‘maker’s Mini booth at the show offering
free ice cream to foreign visitors but
turningaway Chinese customers.

The ice-cream campaign “was
intended to offer a sweet dessert to
adults and kids visiting the show”, the
Mini China account said in a post later
on Chinese microblogging site Weibo.
“But our sloppy internal management
and our staff’s failure of duty have
caused you unpleasantness. We offer
oursincere apology for that.”

A later statement from Mini globally
said the business “condemns racism and
intolerance in any form” and that it
would ensure it did not happen again.

The hashtag “BMW Mini booth ace-
used of discrimination” had amassed
more than 190mn views on Weibo by
yesterday afternoon.

The biennial motor show is one of the
largest motoring events in the Chinese
calendar and a chance for international
carmakers to show off their latest prod-
uctsinahighly competitive market.

For years China was the global indus-
try’smain profit driver as local consum-
ers sought the prestige of driving inter-
national brands. But amarked improve-
ment in the quality of vehicles from
domestic brands has meant fiercer com-
petition, especially in electric vehicles.

The Mini apology is not the first time
that global brands have suffered public

and closer”and h dit to over-
take Germany “in the next years”.

Tkea, which was founded in Sweden
80 years ago but now has its head-
quarters in the Netherlands, is pri-
vately owned by a foundation, set up
to allow the flat-pack furniture pio-
neer to resist the pressure to list as
well as for tax advantages. Its founder,
Ingvar Kamprad, who died in 2018,
also frowned on taking on bank debt.

“Over the years, we have had a very
conservative financial policy. We only
spend the money we make. In the
beginning, it meant we took it slow to
expand. It means we always have
‘money set aside for rainy days,” said
Oncil, an executive at Ingka, the main
Tkearetailer.

Headded thatIngka, by far the larg-

line ord iti usesits

The new stores would create 2,000
jobs, Ikea said, and would come on top
of two new shops opening this sum-
‘mer in San Francisco and Arlington,
Virginia. Tkea at present has 50 stores,
two planning studios and 15 order
pointsinthe US.

Oncii said Ikea had no “head-on
competitor spanning the entire US”
but rather smaller, local rivals in sin-
gle states or across several of them.

“Despite [our four] decades in the
US, we are just in the beginning. We
see ourselves as just a toddler trying
toget tothe next stage of life. We need
to go from crawl to walk, and walk to
run. Westill have such potential in the
US that it’s not the moment to worry

nies,” Gray said. US inflation has eased ~ See Lex

Tkea had annual sales of €5.5bn in

est retailer in the Ikea system, saw

aboutwhatothers are doing.”

Mercedes-Benz had to apologise in
2018 to Chinese consumers for an Insta-
gram post that featured a quote from
the Dalai Lama, the Tibetan spiritual
leader, who is considered a dangerous
radical by Beijing.
Tesla was also criticised by Chinese
state media after a consumer protest on
its stand at the 2021 Shanghai auto show
by owners alleging problems with their
vehicles. The US carmaker subse-
quently apologised for not dealing bet-
ter with customer complaints.
Overseas car brands have been rap-
idly losing market share to Chinese
rivals, with domestic carmakers on
track to sell more passenger vehicles
than foreign rivals this year.
Additional reporting by Peter Campbell in
London
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INSIDE BUSINESS /

ow much of the booming
generative Al market will
disappear into the maws of
the biggest tech compa-
nies? And what will be left
over for the many other companies that
are hoping to cash in on the tech world’s
latest craze?

Tt may be less than five months since
the launch of ChatGPT, but those ques-
tions already loom large as the biggest
tech companies race to stake out large
parts of the territory for themselves.

Amazon has been the latest to set out
its generative Al stall, through its Ama-
zon Web Services cloud computingarm.
Along with its own large Al models,
named Titan, AWS last week said it
‘would offer access to several others on
its platform, including the large lan-
guage model from Al start-up Anthropic
and the open-source Stable Diffusion

Smaller players search for crumbs from Big Tech’s

the latest generation of its own chips,
called TPUs, have achieved break-
through levels of performance in train-
ing large AT models. Microsoft has also
joined the stampede among the biggest
tech companies to develop its own spe-
cialised chips for A1, according to one
senior figure (its plans were first
reported by The Information).

Moves such as these show just how far
the Big Tech companies are going in
their attempts to control all parts of AI's
new computing “stack” — that is, the
layers of technology required to support
and run demanding new computing
workloads and turn them into useful
services for customers.

At the bottom of this stack are chips
designed to process the vast amounts of
data needed to train large AI models.
Other layers include the algorithms and
other software

required to train - Amazon, Microsoft and

and deploy the sys-

tems; the large- GOOgle are already staking
scale language and — theijr claim to most of

vision model

s .
themselves, known the lower levels of this
as “foundation hjerarchy of technology

models” because
they act as a base level of intelligence;
and, finally, the many applications and
services that run on top of these models
to shape the technology for specific

Hosting and delivering independent
Alservices such as these s all part of an
attempt by AWS to put its cloud at the
centre of the new generative Al market.
AWS also supplies all the tools develop-
ers need to build, train and deploy their

uses.

Amazon, Microsoft and Google are
already staking their claim to most of
thelower levels of this hierarchy of tech-
nology, making it hard for others to
break into a market where operating at
huge scale with the lowest unit costs will

dels, and for good
measure designs its own specialised
chips for both training and running
large machine-learning systems.

It is not alone. This month, Google
boasted that supercomputers built with

Even Elon Musk, who claims his nas-
cent AT company will be a “third force”
in Al against Google and the Microsoft/
OpenAl partnership, faces a steep
climb. Tesla, his electric car company,

feaston Al

hasalready built an Alcomputer to han-
dle vision recognition. This week the
irrepressible Musk claimed selling this
technology to others could one day be
worth “hundreds of billions”. But catch-
ing up with the tech giants that have
spent years fine tuning their technology
for the world’s largest language and
image models will not be easy.

The question now is how much fur-
ther up the “stack” the cloud companies
try to move, in the process claiming
more of the value from the new technol-
ogy for themselves.

For those who don’t already have it,
control of their own large Al models (or,
in Microsoft’s case, a close alliance with
OpenAl) seems a likely goal. Founda-
tion models cost a huge amount to
develop and can be put to work on a
wide range of applications, making
them anatural first step for any Big Tech
company with Alambitions.

The centrality of these large models to
their wider strategic goals means the
companies are not likely to view themas
profit centres in their own right. That is
certainly how Emad Mostaque, head of
Stability A1 the company behind Stable
Diffusion, sees it. He warns of a “race to
the bottom” in pricing as Big Tech com-
panies battle to establish their AI sys-
tems, leavinglittle room for anyone else.

Mostaque is instead counting on two
things. One is that Amazon will always
e happy to make money hosting rival
Almodelsinits cloud and nottry tosup-
plant them with its own. The second is
that there will still be room for differen-
tiation between Al models, and that not
all customers will want to rely on giant,
opaque systems run by a handful of
dominant tech companies. If he is
‘wrong, generative AI’s early, competi-
tive phase could prove very shortlived.

richard waters@ft.com
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Technology

Google to deploy generative Al in ads

US group plans to ‘unlock
world of creativity’ using
ideas supplied by clients

CRISTINA CRIDDLE — LONDON
HANNAH MURPHY — SAN FRANCISCO

Google plans to introduce generative
artificial intelligence into its advertising
business over the coming months, as big
tech groups rush to incorporate the
groundbreaking technology into their
products.

According to an internal presentation
to advertisers seen by the Financial
Times, the Alphabet-owned company
intends to begin using the Al to create
novel advertisements based on materi-
als: 1)roduced by human marketers.

creativity,” the company said in the
presentation, titled “Al-powered ads
2023".

Google already uses Al in its advertis-
ing business to create simple prompts
that encourage users to buy products.
However, the integration of its latest
generative Al, which also powers its
Bard chatbot, means it will be able to
produce far more sophisticated cam-
paigns resembling those created by
marketingagencies.

‘According to the presentation, adver-
tisers can supply “creative” content
such as imagery, video and text relating
to a particular campaign. The AT will
then “remix” this material to make ads
based on the audlence itaims to reach,
aswell

tool could spread misinformation,
because text produced by Al chatbots

AL which has swept to prominence in
recent months by creating highly

can state “Itis

material such as text and

optimised to convert new customers
and has no idea what the truth is,” the
person said.

The systems will ‘remix’
the material to make ads
based on the audience and
goals such as sales targets

Google told the FT it planned to put
firm guardrailsin place to prevent such

images created in response to human
inputs.

Google last month launched Bard in a
bid to take on Microsoft-backed
OpenAT’s ChatGPT, which can write
convincingly humanlike responses to
questions and prompts.

Ithas also recently integrated genera-
tive Al into its widely used productivity
applications, such as Google Workspace,
Google Docs and Gmail.

The new technology will be embed-
ded into Performance Max, a program

errors, knownas ‘1 ”, when
itrolls outits new generative Al features

One person familiar with Google’s

i world of

they were worried the

The ads move comes as Big Tech com-
panies race to capitalise on generative

Google has offered since 2020 that uses.
an algorithm to determine where ads
should run and how marketing budgets
should be spent, as well as producing
simplead copy.

The advertising industry is facing sig-
nificant headwinds, with businesses
seeking to control costs and increased
restrictions on using personal data for
‘marketing purposes.

Google’s advertising revenue slipped
4 per cent in the final quarter of last
year, leaving its parent, Alphabet,
with overall revenue growth of just 1 per
cent. The largest social media plat-
forms, which rely on advertising for the
‘majority of their revenues, are seeking
to use the latest automation technolo-
giestodraw in clients.

Meta, which owns Facebook and
Tnstagram, launched a similar offering
to Performance Max last year called
Advantage+. It also plans to use genera-
tive Al in its ads systems by the end of
theyear.

See Opinion

Technology
Dominion
‘irreparably
damaged’ by
Fox claims,
says investor

JOE MILLER AND ANTOINE GARA
NEW YORK

Dominion was “irreparably damaged”
by Fox’s airing of false claims that its
voting machines helped steal the 2020
US election, the company’s main inves-
tor said, after landing a historic
$787.5mn settlement from the conserv-
ative broadcaster.

Three acquisitions set to go ahead
before the news network began airing
claims that Dominion’s devices were
responsible for Donald Trump’s loss will
no longer be pursued, said Hootan
of Staple

Automobiles

Ford to sell
Lightning
electric truck
in Norway

PETER CAMPBELL — LONDON

Ford is to begin selling the electric
F-150 Lightning in Norway, the first
time the US carmaker has sold a ver-
sion of its flagship pick-up truck out-
side North America.

The company has earmarked a handful
of the models for Norway, the world’s
leading electric-vehicle market, where
four out of every five vehicles sold run
onbatteries.

The move is likely to help Ford hi
European carbon emissions targets,
both by adding another fully electric
vehicle to its line-up and because the
heavy truck may alter the weight-based
CO, targets ithasto meet. It wants allits
cars in Europe to be electric by the end
of the decade, while all European vans
will be zero-emission by 2035.

While pick-up trucks are popular
across North America, the three big US
sellers — Ford, General Motors’ Chevro-
letand the Stellantis Ram brand — have
not so far launched them in Europe, in
part because the vehicles are much
larger than European models and
unsuitable for local roads and cities.

However, Norway’s roads are typi-
cally wider than those elsewhere in
Europe, while the outdoor lifestyle of its
consumers means the vehicle is consid-
ered suitable for the market, said Per
Gunnar Berg, managing director of
Ford’s Norwegian business.

He added that the company decided
to bring the vehicle over after a signifi-
cant number of customers went to deal-
erships to try to reserve a model follow-
ingits US launch last year.

“P've had customers literally banging
on my door and pleading for us to bring
the electric pick-up to Norway;” he said.

Ford is able to ship outside North
America in part because it has
expanded the capacity of its Rouge plant.
in Michigan that makes the vehicle,
bringingitupto150,000ayear.

Norway is Europe’s most significant
‘market for electric cars, partly because
of high taxes levied on petrol and diesel
models. Norway accounts for almost a
quarter of the electric Mustang Mach-e
‘models Ford soldin the region last year.

The US carmaker is not planning to
sell the Lightning more widely in
Europe in its current life cycle, though it
‘may consider a global market for future
electric pick-ups.

Car alarm
Renaultrails
at Tesla cuts

Renault is worried about the
residual value of models such
s its SA Zoe —RoifschutenBloomberg

Renault has blasted Tesla for cutting
electric-car prices, warning that the US
group would “kill” second-hand
vehicle values and send itself into a

The comments by Thierry Piéton,
the French carmaker’s finance boss,
came hours after Elon Musk, the Tesla
chief, vowed to keep cutting prices to
drive sales higher.

Renault shares fell as much as 7 per
cent even as it posted higher first-
quarter revenues yesterday, with
analysts citing worries about pricing
pressures across the industry, despite
the French carmaker’s insistence that it
would not slash its own prices.

Renault said its main aim was to
keep customers’ monthly lease
payments as low as possible, something
that requires it to protect the “residual
value” of a car.

Most new cars are bought on finance
deals in which motorists finance the
depreciation of a vehicle over a lease
period, rather than its overall value.

The more value a car is expected to
lose over the three years, the higher
‘monthly payments typically are.

About 80 per cent of the French
carmaker’s EVs are sold on ﬁnance

residual value takes a hit,” Piéton said.
“There is no big incentive to go cut
the prices and kill the resi

group may still have to reconsider
its prices to remain competitive, and
find savings elsewhere to keep

go intoa spiral that some of the
competition has done,” he said. “If it
results short term in slightly lower
volume, so be it.”

Piéton’s comments were aimed
directly at Tesla, which has cut prices
by up toa fifth since the start of the
year, leading to fears of a price war
across the industry.

Renault’s share tumble came in spite

margins growing.
“Renault may be forced to lower
its prices and find new efficiencies

Street Capital, the private equity group.

“There’s just no point . . . the brand
has been irreparably damaged and
harmed,” said Yaghoobzadeh, whose
firm bought amajority stake in 2018. “If
you're an election official and in a
state . . . even where 10 per cent or 20
per cent of your constituents believe
these lies about Dominion . . . it’s a
more difficult option to pick.”

Staple Street, founded by Yaghoobza-
deh and Stephen Owens in 2010, origi-
nally paid about $40mn and raised
more than $30mn of debt to finance its
controlling stake in Dominion, which
‘was at the time a Denver-based business
with just $10mn in operating profits. In
the two years preceding the 2020 elec-

In the two years preceding
the election, Dominion
had ‘a real line of sight

to . .. explosive growth’

tion, Dominion had expanded earnings
by four-and-a-half times, Yaghoobza-
deh said, and had a “real line of sight to
significantly expand the busmess and
experience explosive growt

Chief executive John Pnulne, who had
started Dominion two decades earlier,
had been working with Staple Street to
diversify it from selling clunky voting
‘machines. Their plan was to expand its
software services and maintenance con-
tracts, Yaghoobzadeh said.

Although Dominion was bringing in
up to $45mn a year by 2020, it put a
string of planned acquisitions on hold
until after the election in November.

Its systems were used in 28 states dur-
ing the 2020 vote, which put it in the
crosshairs of Trump and his allies when
they began claiming the vote was rigged.

After the election, Fox and other con-
servative networks aired dozens of

viaits new plants in
northern France,” said Orwa
Mohamad, a Third Bridge analyst.
Renault’s comments come hours
after Musk on Wednesday evening
indicated that Tesla would keep
lowering prices to pursue its target

of s recent trnround efforts after ofexpa.ndmgmarkelshare
steep I maker has an
pandemic. unofﬁcml target of selling 20mn
Philippe Houchois, an analyst at vehicles a year by 2030, which
Jefferies, said the French carmaker was | would make it larger than Toyota

often seen as a “weak link” in the
industry, with lower margins than
many of its peers.
“The market is worried about pricing

coming off after Tesla,” Houchois said.

Renault yesterday posted a 30 per
cent rise in first-quarter revenues from
ayear earlier to €11.5bn, slightly above
analyst expectations, and mz\ntamed
its target to improve operating margi
from 5.6 per cent last year to at least 5
per cent in 2023

Deepue the French carmaker s
said that the

“When you cut pri

and Volkswagen, the industry
leaders, combined.

“This is a good time to increase
our lead further, and we’ll continue
to invest in growth as fast as
possible,” Musk told investors.

The residual value of Tesla
vehicles has fallen significantly since
it started cutting prices this year, the
Financial Times reported last
month, potentially making its cars
‘more expensive to lease.

Peter Campbell in London and Sarah
White in Paris

defamator about the com-
pany, Dominion alleged, including
spiracy theories claiming it was bribing
election officials and worked for Hugo
Chavez, Venezuela’s late leader.

‘Yaghoobzadeh said he and Dominion
decided to sue Fox as it was “easy to fig-
ure out we didn’t rig the election” and it
was obvious the network had at least
“disregarded the truth”, which is the
‘minimum standard for proving defama-
tionunder US law.

Fox had denied it defamed the com-
pany and would only concede that the
court found “certain claims about
Dominion to be false”.

Yaghoobzadeh said he was “sad-
dened” when pre-trial discovery
unearthed communications that
showed key Fox figures never believed
the election was stolen, but feared they
would lose viewers f they said so on air.

He declined to comment on whether
the company would be wound down or
rebranded. “The future of the business
was extremely bright,” he added, “and
‘this defamation campaign stole this.”

Media

BuzzFeed shuts news division and cuts jobs

DANIEL THOMAS — LONDON

BuzzFeed will shut its news division
and cut its workforce by 15 per cent as
the digital media group seeks to slash
costsand focus on profitable parts of its.
operations.

The decision to close its award-winning
news operation is the latest attempt to
reverse the decline in the business,
‘which was once lauded as the future of
digital media thanks to its catchy use of
‘memes, emoji and listicles.

About 180 employees will lose their
jobs, including those in the business,
content, technology and administrative
teams, according to amemo sent to staff
from Jonah Peretti, chief executive.

BuzzFeed, which employs 1,200 peo-
ple, is also planning to cut jobs in some
international markets.

Shares dropped sharply on openingin
New York, and were down almost 25 per

cent in mid-morning trading, leaving it
‘withamarket value of just £98.6mn.

In 2021 BuzzFeed went public in a
deal with a blank-cheque company that
gave it an implied valuation of $1.5bn.
At the time the group was seeking to
build i i

higher standards for profitability”.

While Peretti said some of the changes
toiits commercial teams reflected Buzz-
Feed “beginning to bring Al enhance-
‘ments to every aspect of our sales proc-
ess”, the company later said no jobs

with tech giants such as Facebook.

The company said it was focusing on
parts of the business that could add to
profits. BuzzFeed and HuffPost will
offer some roles to journalists in areas
‘where they want to expand coverage.

Peretti blamed himself in the memo
for overinvesting in BuzzFeed News
“because I love their work and mission
so much”. This has made him “slow to
accept that the big platforms wouldn’t
provide the distribution or financial
support required to support premium,
free journalism purpose-built for social
media,” he said. He also took responsi-
bility for not holding the “company to

wor 3
BuzzFeed bought Complex Networks,
a digital publisher focused on
streetwear and pop culture, from Veri-
zon and Hearst for $200mn in cash and
$100mn of equity in 2021. In the memo,
Peretti also blamed the slow integration
of BuzzFeed and Complex, saying “we
had the potential to generate much
more revenue than we delivered over
the past12 months”.

Edgar Hernandez, chief revenue
officer, and Christian Baesler, chief
operating officer, will leave the com-
pany, with Marcela Martin, president,
taking on responsibility for revenue-
‘making operations.

https://ft.pressreader.com/v99f2023042100000051001001

Financials

Customer sues Credit Suisse after DoJ probe

JANE CROFT

Credit Suisse was aceused of “dishonest
conduct” in London’s High Court by a
Jersey-based investor that claims the
Swiss bank mis-sold ita complex prod-
uctbefore theglobal financial crisis.

Loreley Financing made the claim on
the opening day of a trial that comesless
than a month after Credit Suisse was
rescued by rival UBS in a deal orches-
trated by Swiss regulators.

The trial concerns Loreley’s purchase
in July 2007 of notes that it says left it
with losses of $100mn. Loreley claims
Credit Suisse made false and dishonest
representationsthat induced it to buy the
notes, which were linked to residential

investor was suing because the alleged
‘misconduct came to light in 2017 after
an investigation by the US Department
of Justice into Credit Suisse’s securitisa-
tion of RMBS between 2005 and 2007.

The investigation led to a 2017 settle-
ment in which Credit Suisse paid a
$2.48bn penalty to resolve the claims
and $2.8bninreliefto consumers.

Lord attacked what he claimed was
the bank’s “dishonest conduct” and said
admissions in the DoJ case were “the
foundation for the investor complaint
by Loreley”.

The DoJ settlement was like the “ele-
phant in the room” for the bank, Lord
said, adding that “when one reads this
statement of facts and looks at the

Credit Suisse denies wrongdoing and
is defending the case.

Tim Lord KC, representing Loreley,
told the High Court yesterday that the

Credit Suisse defe oneisina parallel
universe. One is literally in an Alice in
Wonderlandworld.”

Credit Suisse, which denies the
claims, said in its written arguments

that the DoJ's statement of facts “makes
noreference to dishonesty, fraud, know-
ing misrepresentation or anything of
thatkind”.

It added that Loreley’s claims “will
not withstand careful and methodical
analysis” and “fail at every level”.

The case is one of several unresolved
legal cases in which Credit Suisse is
embroiled. Together they could leave
the bank with $5bn of litigation charges
over the next four years, analysts have
estimated.

UBS hastried to shield itself by negoti-
ating a loss guarantee of up to SFrobn
($10bn) from the Swiss government as
partofits takeover of Credit Suisse

In the case against Loreley, Credit
Suisse is also arguing that the investor’s
claims are time-barred. However, Lore-
ley claims it could only file a lawsuit
after the DoJ’s findings in 2017.

The trial continues.
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Banks disrupter N26 faces challenges
of its own in the struggle for maturity

German fintech’s aborted takeover of broker spotlights leadership, governance and regulatory woes

OLAF STORBECK — BERLIN

In February, N26 was closing in on an
acquisition that would finally allow it to
offer equities tradingtoits 8mn clients.

For Germany’s most valuable fintech,
buying Dutch online broker Bux for
€200mn in shares would be the next
stepin deliveringits ambition to “do for
finance what Spotify did for music”.

But after N26 pushed for new terms
andalower price Bux walked away, peo-
ple with direct knowledge of the matter
told the Financial Times.

Some pinned the blame on N26 co-
founder and co-chief executive Valentin
Stalf, saying he had tried to exploit Bux’s
appetite for a deal after a delayed fund-
ing round. “Valentin tried to be oppor-
tunistic,” one person said, adding that
he“leftscorched earth™

Others disagreed, arguing N26 had
become concerned about how much
revenue Bux generated from controver-
sial contract-for-difference trading,
which left retail investors exposed to
large losses.

As recriminations over the aborted
deal fly, the episode has done little to
allay concerns over N26's strategic plan-
ning, its leadership and governance just
as fintechs face rising interest rates
threateningtheir supply of ready cash.

‘With Allianz, one of its largest share-
holders, seeking an exit at a steep dis-
count, persistent losses and a regulatory
crackdown stymying growth, N26's
ambition to disrupt the established
banking order in Europe faces its great-
est threat since Max Tayenlhal and Stalf
founded th

N26 co-founders
Max Tayenthal,
left, and
Valentin Stalf
hope to attract
the long-term
loyalty of young

N26, Stalf and Bux declined to com-
ment on any potential merger talks.
N26 stressed that each M&A decision
involved the executive and supervisory
boards: “Individual decisions by any
N26 employee — including the CEO —
are therefore not possible.”

N26’ slick smartphone app has con-
vinced many of its clients to pay up to
€16.90 a month for premium services,
including a swanky metal credit card
and travel insurance.

The bank operates in 24 countries
across Europe, including Germany,
France, Spain and Italy. Its goal is to woo
young professionals in the hope that
they will buy more products as they get
richer, challenging established retail
banking giants such as Deutsche Bank,
BNP Paribas and Santander.

N26 counts Peter Thiel’s Valar Ven-
tures and Li Ka-shing’s Horizons Ven-
tures among investors that have vouch-
safed it near $1.8bn, including $900mn
inits last funding round in October 2021
when it was valued at $9bn.

But despite its award-winning app,
N26 has struggled to offer some rela-
tively basic products. It still does not
provide equities trading and a year after
the ECB started to hike rates, N26 does
not have the tech in place to pay interest
on overnight deposits. The bank said in
a statement that it would be “launching
interest-bearing savings this quarter”
and an “N26 trading product” would go
live “within the next 12 months”.

Insiders say the delays are not a long-
term setback as the latest retail trading
boom will not be the last one and N26
clients are highly loyal. It also started
offering crypto trading this year.

Asked about the delays, Tayenthal
told the FT: “Am I always happy [with]
how we are progressing? 1 am not. But
I'm still proud of what we have

with their digital
bank, whose
offering
includes an
award-winning
app and a metal
credit card,
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achieved.” N26 also abruptly exited the
UK and US in 2020 and 2021 and has
missed its own targets — sayingin its lat-
est available annual report that in 2021
it “performed below plan”. Tayenthal
admitted that in the past year it had
expanded too quickly.

More recently, Allianz has been offer-
ingits roughly 5 per cent stake for sale at
avaluation of $3bn, the FT has reported.

The scale of the company’s ambition
made growing pains inevitable. But
some say they have been exacerbated
by poor governance and decisions by
the founders.

In February 2022, six executives
accused Stalf and Tayenthal of “behav-
ioural problems” including establishing
a“culture of fear and blaming”.

“Valentin is the biggest problem,” one
former senior manager told the FT.
Another claimed Stalf had a habit of
“constantly overriding other people’s
decisions”.

“He built N26 from scratch, but he
does not understand that his role has to
change,” this person said, pointing to
the size and complexity of N26. Three of
the six executives who signed the memo
stating their complaints have left over
the past year, with a fourth having
announced his intention to go as well.
N26 told the FT that the departures
have been for “very different reasons”.

Stalf and Tayenthal declined to com-
ment on the matter. N26 told the FT that

it ensured “N26 employees feel heard
and valued”. The group also said that it
reduced staff turnover to between 10

and 15 per cent per year, below the
industry average of 20 to 35 per ce

Stalf and Tayenthal took the criticism
seriously, say insiders, and sped up
efforts to address the issues. Others
argue that the real issue is “weak inter-
nal governance that fails to balance” the
influence of the co-founders.

One person familiar with the internal
workings of N26 said investors and the
board should take more responsibility
for strengtheninggovernance.

N26 said it had achieved “several sig-
nificant milestones around corporate
governance, resourcing and internal
structures in thelast 12 months”.

The bank last year introduced a
supervisory board led by Marcus Mosen
— a payments industry veteran and
early N26 investor. “Marcus is a smart
guy, but he does admire Valentin and
Max,” said one insider, adding that this,
combined with potential conflicts of
interest from his role as a shareholder,
‘may weaken his clout.

Mosen told the FT that while he had
“great respect for founders in general,
this respect should not be confused with
what my role entails”, including chal-
lenging Stalf and Tayenthal. He denied
any potential conflict of interest.

However, it may be an escalating bat-
tle with Germany’s financial regulator
that presents N26's biggest problem.

Starting in 2018, BaFin has been
rounding on N26s internal organisation
and money-laundering controls. In 2021
it imposed a €4.25mn fine, parachuted
in a special monitor and, in an unprece-
dented move, ruled the bank could only
accept 50,000 new clients per month,
compared with 170,000 previously.

“The growth cap is really hurting,”
said one early N26 investor, adding that
the bank had been persistently over-op-
timistic about how long this would stay
in place. Initially hoping to get a relaxa-
tion within six months, it now looks
increasingly likely the measure will
remain at least until the end of the third
quarter this year, say insiders. BaFin
declined to comment.

Despite some blunders, N26 did get a
key issue right: its 2021 funding. The

‘Am I always
happy [with]
how we are
progressing?
Tamnot.
ButI'mstill
proud of
what we
have
achieved’

bank had to woo investors with a guar-
anteed minimum return of 25 per cent,
but the round was big and well-timed,
rightat the peak of tech mania.
However, that equity buffer cannot
last for ever and the bank’s promise to
break even before it needs to raise new
funds is looking increasingly hard to
keep. Annual net losses, which the most
recent available data gave as €172mn in
2021, werenorth of €180mn in2022.

Insurance

BofA rattled
by Lloyd’s
rule change
in cyber-risk
coverage

IAN SMITH — LONDON

Bank of America raised concerns with
Lloyd’s of London about a move to
exempt big “state-backed” cyber
attacks from standard insurance poli-
cies, underscoring the concern among
financial institutions about changes to
acrucial safety net.

The US lender expressed unease over
the new rule in one of a series of discus-
sions of the matter in recent weeks
between Lloyd’s and big clients, accord-
ingto people familiar with the meetings,
as the insurance market seeks to protect
itselffrom systemicrisk.

Anxiety is growing among large cor-
porations about the threat from state-
sponsored cyber groups, including over
whether the cost of attacks will be cov-
ered by their insurers.

A senior UK official warned on
Wednesday of the threat from “ideologi-
cally motivated, rather than financially
motivated” hackers allied to Moscow.

Lloyd’s, a centuries-old marketplace
where dozens of insurers negotiate with
hundreds of brokers over the terms and
price of cover, has played a leading role
in cyber insurance and takes in about a
fifth of global premiums.

But the corporation running the mar-

Lloyd’s says it does not
want ‘a blanket exclusion
[for state-backed attacks]
but a segregation of risks’
ket has faced a backlash over the new
requirement that standard cyber poli-

cies contain an exclusion for state-
backed attacks that createa “signiﬁcam

In the business plans,
only envisaged in the second half of nexl
year, according to people familiar with
the matter. By then, most of the equity
raised in 2021 will have been burnt
through or tied up in additional regula-
tory capital, these people warned.

N26 told the FT that it would have
“several hundred million euros in
equity left from the last funding round”
by the time it hits profitability, com-
pared with €700mn at the end of 2021.

The bank recently shelved plans to
issue €110mn in hybrid bondsto beefup
its regulatory equity and improve its
capital structure, the people familiar
withthe matter said.

N26 declined to comment on its 2022
financial performance and its capital
plans. It told the FT that it was “well-fi-
nanced, independent of external capital

out addl ional funding”, adding that it
had been profitable for several years on

Lloyd’s and its supporters have said it
is 2 move to bring clarity, given that
insurance policies typically exclude
war. But the decision has stoked fears
among financial and healthcare groups,
as well as infrastructure providers, that
any big attack against them could be
deemed exempt, meaning a claim
would not be paid.

BofA is one of the groups said to have
raised its concerns directly with Lloyd’s.
Marsh, the world’s biggest broker, has
arranged direct meetings for its clients
with Lloyd’s to share concerns, accord-
ingtopeople familiar with the matter.

BofA and Marsh declined to com-
ment.

‘Paul Benda, senior vice-president for
operational risk and cyber security at
the American Bankers Association, said
any changes to cyber protections were
troubling for banks, which were already
subject to “the most stringent regula-

aper-customer basis. tory requirements”.
Tayenthal told the FT that the banks | He added: “The US banking industry
track. “At: takes i to cyber secunry

1n 2024, we will be operationally profit-
able,” he said.

“We have good unit economics and we
have just a fraction of the cost of other
banks [per client]. Right now, some of
the new products we launched and the
risein interestrates has helped as well.”

The early N26 investor also remains
optimistic, despite plans for an initial
public offering being put on the back
burner. Should N26 eventually pursue
an IPO, its pitch will depend on how it

very seriously. [That] includes a lay-
ered approach to managing operational
risks, and cyber-risk insurance is one of
those layers. Any changes in those pro-
tections [are] understandably a cause
for concern.”

Lloyd’s said it was not demanding “a
blanket exclusion but a segregation of
risks in a fast maturing area of insur-
ance”. There were a “number of teams.
of underwriters” that were developing
add-on policies that could cover state-

itadded.

handles this year’s multipl
“What story do you want to tell to inves-
tors next time?” said someone close to
the company.

But critics say a separate market for
insuring against state-backed cyber
attacks was some way off.

Technology

Instagram plans New York move for UK staff

CRISTINA CRIDDLE — LON
FIANNALI MURPHY — SA PRANCISCO

Instagram is relocating most of its staff,
including the social media platform’s
head Adam Mosseri, from London to
New York as part of a widespread
restructuringat parent company Meta.

The photo app had been buildinga new

Pharmaceuticals

Activist presses incoming Bayer boss for split

than 20,000 jobs as part of a cost-cutting
exercise that includes closing offices
worldwide. Cuts were announced in
November and March and further lay-
offs are expected next month, according
to two people familiar with the restruc-
turing.
Meta declined to comment beyond
sayinga formal 1 process for

The retreat from London signals a
desire for Meta’s chief executive Mark
Zuckerberg to bring Instagram back
under centralised control.

Mosseri joined the company in 2008
and led the team that developed Face-
book’s news feed. He was made head of
Instagram in 2018 when the app’s origi-

et it the

hub in the UK, where its

ther was ing. The

and product teams are based, but is now
asking workers to move to the US,
according to three people aware of the
plans. Mosseri moved from California to
London less than eight months ago.

Instagram will instead be primarily
based in New York, according to two
people familiar with the plans, where it
already has large teams who work on
engaging with its content creators.

London was Instagram’s first interna-
tional office, established in 2013. Last
year the city was Meta's largest interna-
tional engineering base outside the US,
with about 4,000 staff.

Since then the social media company
has announced it would be axing more

company’s moves were first reported by
Bloomberg.

Instagram’s first international office
was established in London in 2013

His ambitions for London, where he
anticipated building a large team with
several layers of seniority in the city,
have been crushed by Meta’s cost-
cutting, according to two people with
knowledge of the operation.

AsZuckerberg sashed jobs, expllclt]y
targeting “middle managers
make decisions faster”, the lns(aglnm
team was sporadically restructured and
often reported back to the US for
instructions, one person added.

The news comes as Meta prepares to
report its first-quarter earnings. After
its full-year results in March, the com-
pany recovered $88bn of the previous
$89bn drop in its market value. Ana-
lysts predictits outlook willimprove.

https://ft.pressreader.com/v99f2023042100000051001001

HANNAH KUCHLER
OLAF STORBECK — FRANKFURT

Activist investor Bluebell Capital Part-
ners is pushing for the break-up of
Bayer and a supervisory board reshuf-
fle, increasing the pressure on the
incoming chief executive ahead of the
conglomerate’s annual meeting.

In a presentation sent to Bayer this
week, the small activist investor, which
says it holds an undisclosed stake, wel-
comed Bayer’s appointment of Bill
Anderson, former head of Roche’s phar-
maceutical business, who will formally
become chief executive in June.

But Bluebell said Bayer needs to go
further, committing now to ensuring
that the four supervisory board mem-
bers whose term expires next year will
not seek re-election. It argues that this
would send a “strong signal of disconti-
nuity” for the underperforming com-
pany, which should be split into its crop
science and pharmaceutical divisions.

The investor’s intervention comes ata
critical moment for Bayer as chief exec-

utive Werner Baumann will leave next
‘month. Shares in Bayer have risen more
than 20 per cent this year but are still
trading more than a third lower than
they were five years ago.

Anderson acknowledged this month
that the group was facing “unique chal-
lenges”, saying he would consider all

Bluebell argued inits
presentation that there
were o synergies’
between the two divisions

options including a potential break-up.
However, he stressed that a split was not
aforegone conclusion.

Baumann is resigning a year early
after persistent investor pressure over
the ill-fated Monsanto takeover that
included a vote of no confidence in man-
agement in 2019. Bayer shares have
underperformed because of billions in
litigation costs from the 2016 acquisi-
tion of the US agrichemical group.

Bluebell argued in its presentation
that there were “no synergies” between
the two divisions and estimated that a
separation could generate about €15bn
to €30bn, which it suggested should be
used to pay down debt and reinvest in
pharmaceuticals.

Marco Taricco, founding partner of
Bluebell, said he had heard from other
shareholders with similar concerns.

“If you appoint a new chief executive
‘when the supervisory board is the same
monolith, they don’t want to do any-
thing, then the CEO is not going to have
an easyjob,” he said.

Jeff Ubben, managing partner of
Inclusive Capital Partners and founder
of the hedge fund ValueAct Capital, has
also taken a stake in Bayer to lobby for
change, including raising questions
aboutwhether it should be splitin two.

Bluebell said that its stake in Bayer
was the biggest it held but did not dis-
closeits size.

Bayer said it was aware of Bluebell’s
letter and presentation and was “always
open fora constructive dialogue”.
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Wary

Equities. Unloved status

foreign investors take

fresh look at Tokyo stocks

Policy shifts and prospect of
end to deflation create hopes

of inflows but doubts persist

LEO LEWIS — TOKYO
Japan’s stock market could be set for the
best returns in a generation, analysts
bullish about the prospect of an end to
decades of deflation and growing levels
of shareholder activism say.

But their optimism has yet to per-
suade many overseas investors to part
with their cash.

Since the start of 2023, Tokyo brok

Equity indices (rebased)

Japanese stocks have eclipsed Europe but lagged behind Wall St ‘
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have hosted waves of investors from
around the world attracted by the
possibility that an equity market they
have ignored since 2018 may now
represent an opportunity they cannot
affordto miss.

The recent visit to Tokyo of Warren
Buffett came with the revelation that he
was interested in expanding his Japan
portfolio.

The hedge fund business of Ken
Griffin's Citadel is planning to reopen its
Tokyo office after an absence of almost
15years.

However, so far, most visitors are
leaving without increasing their
positions. Bank of America’s most
recent Global Fund Manager Survey
found that respondents’ allocation to
Japanese equities fell in the first
two weeks of April, decreasing five
percentage points from the previous
month to anet 10 per cent underweight
positioning.

Investors remain wary of another
false dawn for a market whose rallies
have repeatedly proved shortlived.

Although Japan’s Topix index has
outpaced rivals in Europe over the past
decade, it has lagged behind Wall Street.
And for foreign investors who don’t
hedge their exposure to currency fluctu-
ations,afalling yen has blunted returns.

In the first years of the “Abenomic:

era between early 2013 and late 2015,
which held the promise of serious
market reform led by the late prime
minister, Shinzo Abe, foreign investors
poured roughly $250bn into Japanese
equities.

But in the years that followed, they
have been relentlessly negative and sold
almost exactly that same amount.

However, strategists and economists
aresstartingto argue that the tide s set to
turn. The evidence presented, more
than adozen visiting portfolio managers
told the Financial Times, is more
compelling than for years.

“For the mass market of global
investors, people who haven’t been
focused on Japan, there is a force of
habit to stick with what you know,” said
Drew Edwards, a Japan-focused portfo-
lio manager at GMO Usonian.

“Japan has been seen as a pain. But
that means they are not seeing the truly
interesting things that are happening.
This is a generational shift. People need
to stop asking, ‘What will it take for
Japan to change? Itis changing.”

The combination of a new Bank of
Japan governor and rising prices is
driving speculation that Japan’s days of
ultra-loose monetary conditions may be
numbered and that the country’s two-
decade fight against deflation may

finally be over. That should be good
news for equities, which typically strug-
gle in an environment of falling prices
across the economy.

Japanese stocks should benefit from
theirunloved status among foreign fund
managers, which leaves little potential
for a further exodus, according to Alain
Bokobza, global head of asset allocation
atSociété Générale.

“You cannot sell what you don’t own,”
Bokobza said, adding that resilient
earnings, rising inflation and the
prospect of a new wave of share buy-
backs were making Japanese equities
newly “relevant” to global investors.

There are also signs that Japanese
companies are becoming more
responsive to investors’ interests as
activist shareholders like Elliott
Management, ValueAct and an
increasing cohort of domestic funds
force companies to change their
behaviour.

Shares in Honda surged in February
after the company announced plans to
buy back $500mn worth of its own
stock.

‘Shares in Dai Nippon Printing rose by
almost 40 per cent in January after it
was revealed that Elliott had become
oneof its largest shareholders.

Japan, according to Man GLG

Atthe
crossroads:
investor
decisions are
complicated
because Tokyo's
rallies have
repeatedly
ended up being

shortlived
Behvouz Mehr/AFPIGefy.

portfolio manager Stephen Harget, is
now a unique example of a developed
market where it was possible for inves-
tors to make large returns “by simply
making an AGM proposal that requests
adividend hike or share buybacks”.

However, the reasons for remaining
underweight Japan, said fund manag-
ers, remain persuasive. It is a difficult
‘market in which to pick stocks without
‘having significant expertise and an easy
market for global investment commit-
teestodismiss.

The recent volatility of the yen, which
fell rapidly last year, has provided
‘managers with a reason to hold off from
investingfor now.

The potentially biggest catalyst for a
revaluation of Japan, though, may be a
surprise policy shift at the Tokyo Stock
Exchange.

Late last year and with the
subsequent support of the financial
regulator, the bourse said companies
with a price-to-book ratio that falls
consistently below one should be
required to lay out specific plans to
improve that situation and show greater
awareness of their cost of capital.

“The naming and shaming frame-
work could be very effective because
underperforming Japanese companies
have never been called out like this
before,” said Man GLG portfolio
‘manager Stephen Harget. “The reason

Fixed income
Singaporean
Credit Suisse
bondholders
prepare to sue
Switzerland

MERCEDES RUEHL — SINGAPORE

At least 80 Credit Suisse investors in
singapore are in talks to sue the Swiss
government over its decision to write
down $17bn of Credit Suisse bonds on
the grounds that it violated a free-trade

pact.

The bondholders are preparing
to argue that the move breached
protections against unfair state actions
under the Singapore-European Free
Trade Association signed with
Switzerland in 2003, according to law
firm WilmerHale, which is in talks with
investors.

The potential suit in Singapore would
open a new front in the legal battles
against Switzerland for its decision to
wipe out the bonds as part of the bank’s
state-sponsored takeover by UBS.

Law firms WilmerHale and Engelin
Teh Practice are in talks with a group of
family offices and wealthy retail
investors in the Asian city state whose
additional tier 1, or AT1 bonds, were
written offas part of the deal.

Risky AT1 debt is popular in the
region among retail investors. AT1s are
a class of debt designed to take losses
when institutions run into trouble but
are generally believed to rank ahead of
equity on the balance sheet.

The investors so far had collectively
invested close to $70mn in AT1s,

‘Tm not optimistic but

itis better than doing
nothing. I want a front-row
seat to this debacle’

enough to attract the interest of four
global litigation funds, sai

familiar with the discussi:
that the number of investors was likely
togrow.

The Singapore discussions could also
lead to similar actions by investors in
other parts of Asia where a large
number of wealth managers, private
banks and rich individuals had bought
the Credit Suisse debt instruments.

At least $750mn of the bonds were
denominated in Singapore dollars,
91 per cent of which came from
Singapore and 7 per cent from
elsewhere in Asia.

Switzerland angered bond investors
when the government used an
emergency ordinance to write down the
bonds to zero, even as it orchestrated a
deal where UBS will pay $3.25bn to
shareholders.

Quinn Emanuel Urquhart & Sullivan
and Pallas Partners are among the law
firms representing US bondholders who
plan to fight the decision.

One investor, who runs a family
healthcare business in Singapore,
invested $500,000 of his savings in
Credit Suisse AT1 bonds at the
Deginning of the year.

o

thead. “I'm

‘]apan has we are confident that this will make a
difference is that the changes being
beenseen  iytroduced by the TSE have the backing
asa pain. of the government this time."
Fatn fdh (o mo o e
But that holdings of cheap Japanese stocks with
means ﬂ]ey low price-to-book ratios, said one Hong
Kong based fund manager at a large
are not global asset manager. Our global
seeing “But that is where we’ve seen some  team gives you
activists getting huge wins and it puts i
the truly pressure on long-only funds to follow | news and views,
interes[ing themin tomakesurewedon’tmissout,” 24 hours aday.
the fund manager said. “There’s a sense ft.com/markets

things’

of this market beinga coiled spring.”

not optimistic but itis better than doing
nothing. T want a front-row seat to
this debacle and hopefully I can learn
something,” he said.

Crypto

Deribit sets up exchange war with push
into free trading for digital currencies

NIKOU ASGARI

Crypto derivatives exchange Deribit is
launching free trading of bitcoin and
other tokens, setting up a fresh price
war among digital asset exchanges as
they seek to re-emerge after a bruising
year for the industry.

The Panama-based group, the world’s
biggest crypto options exchange, will
begin direct tradingin three of the most
popular cryptocurrency pairs from next
week and waive the fees.

Its move underscores how
competition is heating up among crypto
exchanges as they try to entice
institutional investors keen to get into a
rising market after the crash in digital
asset prices last year and the failure of
industry bellwether FTX.

About 90 per cent of Deribit’s
customers are institutional clients.

Popular coins such as bitcoin and
ether have outperformed assets such as
stocks and commodities this year, rising
50 per centand 65 per cent, respectively.

It also comes a month after Binance,
the world’s largest marketplace for
crypto trading, ended a six-month foray
into zero-fee trading, a move that

rated its market share. Luuk
Strijers, chief commercial officer at
Deribit, said that the exchange’s move
into spot trading was driven by cus-
tomer demand.

“You would have to buy ether on
Binance instead of Deribit,” he said,
adding: “If you want to convert $5mn
[into bitcoin], for example, we would
have totell youto go elsewhere, which is
terrible customer service.”

He added: “In order to have a proper
derivatives offering you also need to
have spot.”

Panama-based Deribit is the world’s
largest crypto options exchange

Big-name money managers have
continued to explore digital assets and
monetise investor interest in the past
year, even as the industry suffered a
confidence crisis and many companies
failed.

“Serious institutional players remain
committed and, in fact, see the open
space after the demise of multiple cryp-
to-native players as an opportunity,”
Bernstein analysts wrote this week.

Deribit will offer free trading in pairs
of ether and bitcoin, and ether and
bitcoin against the stablecoin USDC,
whichis operated by Circle.

Us-listed Coinbase charges up to 0.6
percent fora trade, for example.

Strijers added that trading on the
pairs would remain free to trade “for the
foreseeable future” and that future
tokens that might be added would have
acharge.

The market share of Binance soared
by a fifth after launching fee-free
trading in 13 coins and reached nearly
two-thirds of total volume on the
exchange, according to data provider
Kaiko.

However, the exchange’s lead fell back
afterit reintroduced charges.

https://ft.pressreader.com/v99f2023042100000051001001

Fixed income

Expectations jump for UK rate rises
after robust jobs and inflation figures

MARY MCDOUGALL AND CHRIS GILES.
LONDON

Investor expectations for UK interest
rate rises have shot up this week
following stronger than expected jobs
and inflation data, putting the markets
increasingly at odds with the Bank of
England’s own messaging that itis close
totheend of its hiking cycle.

Traders are now pricing in three more
rate increases to a peak of about 5 per
cent in September, a sharp increase
from last week’s expectations of 4.6 per
cent before figures showing stubbornly
high inflation took the market by
surprise this week.

Annual consumer price rises in the
UK failed to dip below double digits in
March at 10.1 per cent and core
inflation — which excludes volatile food
and energy prices — remained
unchangedat 6.2 per cent.

“Inflation is higher than the market
'was expecting and, when you look at the
labour market in particular, which s not
asource of inflation now but it will be in
the future, it also seems to be stronger

Markets, which increased its forecast
for BoE rate increases this week.

On top of high inflation, average
earnings excluding bonuses rose 6.6 per
cent year on year, according to figures
from the Office for National Statistics
this week, ahead of a 6.2 per cent
increase forecast by economists.

RBC had expected the central bank to
hold rates at its next meeting but

‘Inflation is higher than
the market was expecting
and the labour market also
seems to be stronger’

has increased its forecast to a 0.25
percentage-point increase in May.
Schaffrik said a terminal rate of 5 per
cent was “not impossible” as jobs data
had also been strong in the US and
Europe and bankingfears had faded.
The yield on 10-year government
debt has also surged in recent weeks,
from 3.4 per cent at the beginning of
the month to 3.8 per cent yesterday,

than previousl ” said Peter
Schaffrik, economist at RBC Capital

fhigherrates.
Price moves have come despite recent

suggestions from BoE policymakers
that they are nearing the end of their
monetary tightening now that interest
Tates are 4.25 per cent.

In a speech in early March, bank
governor Andrew Bailey signalled that
he thought financial markets were
wrong to believe there was a pressing
need for many more rate rises, saying
the BoE was now in wait-and-see mode.

It had shifted from a previous stance
that “further increases in the [bench-
‘mark] bank rate would be needed”.

Huw Pill, BoE chief economist, said it
needed to exercise “judgment” and
should not consider stronger activity to
be necessarily inflationary because the
reversal of natural gas price rises
meant better economic data was not
“something inherently inflationary”.

While he indicated that there was still
aneed to demonstrate that the BoE had
done enough to defeat inflation, none of
his comments suggested an inclination
toraiserates to5 per cent.

While market expectations for rate
increases heightened this week, the
expected timing of rate cuts has not
shifted much with markets pricing
dropsaround the end of this year.
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The day in the markets

What you need to know

& Wall Street and European stocks fall as
investors turn sour on outlook

@ Tesla slides after Musk signals move to
sacrifice margins

' US government debt rallies but dollar
weakens

US stocks dipped yesterday and
European shares closed lower as fraders
grew more doubtful over the durability of
the rally in shares.

Wall Street’s benchmark S&P 500 slid
05 per cent by midday in New York with
all sectors bar consumer non-cyclicals in
negative ferritory. The fech-hea
Nasdaq Composite also fell 05 per cent.

Across the Atlantic, the region-wide
Stoxx Europe 600 slipped 0.2 per cent,
Frankfurt's Xetra Dax lost 0.6 per cent
and London's FTSE 100 rose less than
01 per cent.

Those moves came after Tesla’s Elon
Musk indicated that he was prepared fo
sacrifice short-term profits to take
greater market share, dragging the
company’s shares down.

The S&P 500 has risen 7 per cent and
the Nasdaq 15 per cent this year, even as
interest rates have continued fo rise and
three midsized lenders collapsed in
March, sparking concerns of a looming
credit crunch.

US inflation may have eased last month
to its lowest level in almost two years but
analysts at Morgan Stanley argued that
the outlook for stocks was weak because,
asinflation falls, “pricing power declines
but inventory and other costs have
already been incurred when prices were
higher”.

The bank added: “These challenges for

S per share

‘ Tesla shares slump after first-quarter earnings ‘
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ETFs offera

route to greater

bond liquidity

Henry Timmons

Markets Insight

roviding more liquid means

to facilitate transactions is

the primary function of

financial markets. Before

stock markets, the only way

to participate in company ownership
was toown a piece of the business.

Before the futures market, one would

have had to sell pork bellies and cotton

in a physical marketplace. Markets

trade instruments that are more liquid

there is real-time price discovery for
fixed income ETFs that does not exist
forindividual bonds.

Investors may not fully appreciate the
fixed income ETF market has replaced
the underlying bond market for setting
price discovery for many fixed income
assets. Price discovery is always set by
the pricing of the most liquid market yet
some argue an ETF is not functioning
properly when an ETF trades at a

disaster. But countries, municipalities,
corporations, even our own mortgages
rely on the fixed income market and its
investors to ensure our economies do
not devolve into financial ruin. Yet this
cornerstone of finance barely trades,
‘making price discovery difficult, ineffi-
cientand costly to all. ETFs seem part of
the solution rather than the problem.
Bond investors may be woefully
unprepared for managing a changing

than their under
Fixed income ETFs may bea route to

earnings lead us 1o believe a sizeable
correction is in store for US equities,”
noting that s current preference was for
“high-grade bonds” over stocks.

JPMorgan's Regional Banks index —
closely watched by investors since the
collapse of Silicon Valley Bank — dipped
25 per cent while the KBW Bank index of
larger lenders fell 2.3 per cent.

Elsewhere, new applications for US
unemployment aid edged up slightly
more than expected fo 245000 in the
week fo April 15, ahead of the 240,000
forecast by economists.

A week earlier, new unemployment

claims jumped to 239,000, the highest
level in more than a year.

US government debt rallied with yields
on two-year Treasuries down 10 basis
points 1o 415 per cent and those on
benchmark 10-year debt 7bp lower fo
353 per cent.

The US Dollar index, a basket
measuring strength against six other
leading currencies, weakened 0.2 per cent.

Asian stocks were mixed with Hong
Kong's Hang Seng rising 01 per cent and
China's CS1 300 index of Shanghai and
Shenzhen stocks down 03 per cent.
Tokyo's Topix was steady. George Steer
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Wall Street

Rallying o the fop of the S&P 500 was
toolmaker Snap-On, which reported a

15 per cent year-on-year jump in earnings
per share fo $4.60, almost 11 per cent
ahead of Wall Street estimates.

At the opposite end of the blue-chip
benchmark was telecoms group ATKT,
which reported free cash flow of $1bn in
the first quarter, way below the $3bn
analysts were expecting.

The addition of 424,000 regular
monthly phone subscribers also
underwhelmed, falling short of the
691000 added a year earlier for the
same quarter.

ATST's lacklustre performance, which
pointed to a slowdown in consumer
spending, weighed on rivals Verizon and
T-Mobile.

ATST was joined by electric-car maker
Tesla at the tail end of the S&P 500.

Elon Musk's company posted a gross
profit margin of 193 per cent in the first
quarter, well below Bank of America’s
211 per cent forecast.

The squeeze to margins was the result
of numerous price cuts designed fo gain
market share, said Musk during an
earnings call

Online media group BuzzFeed dived
after announcing that it would be cutting
its workforce by 15 per cent and begin the
process of closing ifs news unit.

Ray Douglas

Europe

Chipmaker Nordic Semiconductor dived
affer reporting a 21 per cent year-on-year
drop in first-quarter revenue to $145mn,
more than 3 per cent below expectations.

Svenn-Tore Larsen, chief executive,
said he had seen a broad slowdown in
demand, adding that “tier-1 customers”
were now adjusting their inventories.

Another big faller was Germany's
Sartorius, which also delivered
disappointing quarterly results.

The lab equipment supplier posted
revenue and core profits of €903mn and
€272mn, respectively, which was 13 per
cent and 22 per cent below analysts’
expectations. s full-year outlook was,
however, maintained.

Weaker profitability than expected
weighed on Nokia, the Finnish felecom
group, which reported a 300 basis point
year-on-year decline in gross margin to
377 per cent in the first quarter, much
softer than the 395 per cent Jefferies had
forecast.

Nokia Technologies, its consumer
products and licensing division, was a
particular drag on performance, with net
sales sliding 22 per cent.

Sweden's Husqvarna, home fo outdoor
power products such as Flymo,
lawnmowers, rallied after posting
operating income of SKr2:36bn ($229mn)
in the first quarter, more than 17 per cent
ahead of expectations. Ray Douglas

London

At the top of the FTSE 100 index was
warehousing group Segro, which issued a
trading update showing “no drop off in
growth frends”, said RBC Europe.

‘The company contracted £24mn of
rent in the first quarter, up from £22mn in
the previous period and down only
slightly from £25mn a year earlier.

Joining Segro near the fop of the blue-
chip benchmark were the UK-listed
shares of Haleon, the spin-off of GSK's
consumer healthcare division.

Haleon said its “strong start” to the
Year meant ifs organic revenue growth
would now be towards the upper end of
its 410 6 per cent range.

Respiratory health sales were
particularly strong owing o a severe cold
and flu season and some restocking
across the globe.

Fashion group Mulberry rallied after
revealing that revenue for ifs financial
year ended April 1was “slightly ahead” of
the previous year.

The company, best known for its
Bayswater bag, said retal sales had been
“driven by a good performance in the UK
and an improving environment in China”.

Amore bullish outlook lifted gambling
company Rank Group, which expected
underlying operating profit for the year
ending June 30 would be at the “upper
end or slightly ahead” of previous
guidance. Ray Douglas

https://ft.pressreader.com/v99f2023042100000051001001

h-needed bond market liquidity in
the same way that ity futures

discount

However, the underlying bonds are
not trading and therefore cannot be

provided liquidity to physical markets
and stocks facilitated easy transfer of
corporate ownership.

Despite well developed and liquid
markets for many asset classes, bond
markets remain notoriously illiquid.

Capital requirements at large banks
have become more stringent since the
global financial crisis. Dealer balance
sheets hold a fraction of the inventory of
corporate bonds as they previously did.

Adding to the liquidity woes, central
banks around the world have bought
astounding quantities of government
and morigage debt, in effect cornering
the market and removing a huge
amount of the “float” in what should be
the most liquid securities in the world.

The US Federal Reserve at one time
owned more than 50 per cent of the 10-
020-year Treasury bond market. With
such market share held by a single
entity, it is no wonder that bond liquid-
ity has dried up and volatility has risen.

Fixed income ETFs could provide a
solution as multiple paths to liquidity
allow investors greater flexibility.

First, ETFs trade on an exchange and
do not need a dealer to provide a bid or
offer. This alone creates advantages as

priced If the underlying
instruments were to trade, they would

You cannot get accurate
price discovery when an
asset does not trade or is
not marked to market

likely transact at prices significantly
different from their last actual trade,
whenever that was. This is like the
fallacy of private equity and debt invest-
‘ments being less volatile to similar pub-
licinvestments. You cannot get accurate
price discovery when an asset does not
trade oris not marked to market.
Second, ETFs can be created and
redeemed through the most liquid
baskets of securities that do not incur a
forced sale in the open market.
Tronically, the liquidity in these bonds
has resulted in the rest of the bond
‘marketbecominglessliquid.
Improved liquidity has not arisen
without its doubters. Some have sug-
gested that more liquid fixed income
ETFs which incorporate illiquid under-
lying securities (bonds) risk financial

pe where higher inflation
could necessitate more tactical deci-
sions on asset allocation than what was
needed for the past 40 years. The bond
market’s inherent illiquidity will ham-
per active management and the role of
fixed income ETFs will likely expand.

Already during periods of volatility,
capital floods to fixed income ETFs,
driving greater price transparency and
liquidity. For example, during broader
market turmoil in March 2020, the larg-
est corporate bond ETF, the iShares
iBoxx § Investment Grade Corporate
Bond ETF, known by its ticker LQD,
traded daily with significantly more
volume before or since.

At the time, individual bond transac-
tions were barely existent due to signi
cantly wider trading spreads. Bond
ETFs weathered the storm, serving as
the only way to reasonably trade risk.

Investors will need to be cognisant
of how their bond portfolios need to
change. Given the macro liquidity,
economic and profit landscape, bond
ETFs, not individual bonds, give the best
chance for survival and opportunity.

Henry Timmons is director of ETFs at
Richard Bernstein Advisers; Michael
Contopoulos, RBA director of fixed income,
contributed to this article. RBA does not
currently hold LQD in any of its portfolios
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This week’s film releases Pacifiction
N Albert Serra
reviewed by Jonathan P
Romney and Leslie Felperin Siek of Myaelf
Kristoffer Borgli
he operative term in Albert Fkkk
Serra’s Pacifiction is “fic-
tion”. The film was shot — A Thousand and One
and is presumably set —on AV Rockwell
‘Tahiti, and appears ostensi- Fokokokte

bly to be a geopolitical thriller involving
colonial power, indigenous militancy
and the shadow of French nuclear test-
ing. But despite being liberally dusted
with what used to be called “local col-
our”, it s surely as credible a depiction
of Polynesian realities as Rodgers and
Hammerstein’s South Pacific.

Whether or not the film has anything
politically serious to say — and there is
always the teasing suggestion that it
might — Pacifiction is an intoxicating
pleasure. It’s also a striking shift of tone
for Catalan writer-director Serra, whose
previous work has explored an austere
but mischievous line in “slow cinema” —
for example, the languorous, claustro-
phobic The Death of Louis XIV.

Serra s the last director youd expect
t0 go glossy, yet that’s what happens in
Pacifiction, with its play on clichés of
South Seas exoticism. Artur Tort’s gor-
geous photography uses a vivid palette
somewhere between Gauguin's Polyne-
sian canvases and the skyscape post-
cards you might find in the lobby of the
Honolulu Holiday Inn.

The protagonist is Monsieur de Roller
(Benoit Magimel) — supposedly the
French High Commissioner, although
he doesn’t seem overburdened with
duties. At one point he meets with
islanders troubled about reports of
renewed nuclear tests, reassuring them
with the woolly, condescending bon-
homie that is his default mode.
Otherwise, he’s a general glad-hander
and fldneur — hanging around a night-
club that specialises in atmospheric
soft-porn chic, or kibitzing at the
rehearsals of a supposedly traditional
dance troupe.

He also practices a little wary espio-
nage, enlisting the aid of hotel worker
Shannah — Pahoa Mahagafanau, exud-
ing regal, slyly mocking glamour — who
may or may not become his lover. But
mostly, de Roller swans around grandly
in the double-breasted ice-cream suit
that he wears even when riding a jet ski
on monumental waves — a genuinely
breathtaking sequence, and one reason

Seduced by a South Seas

Top: Benoit Magimel is a
flaneur in ‘Pacifiction’.
Above: Kristine Kujath
Thorp in the caustic,
comic ‘Sick of Myself”

why Pacifiction demands to be seen on
the bigscreen.

Luxuriously visual and sonically rich
(birdsong, retro “exotica music”, the
narcotised throb of nightclub elec-
tronica), Pacifiction is an enigmatic,
sultry experience. At the centre of it is

de Roller; shifti from lofty

enigma

work have di

insouciance to agonised paranoia, he’s
played with imposing casualness by
Magimel, whowon the Best Actor award
for the role in France’s Césars. Once
Known for youthful raffishness, notably
as Isabelle Huppert’s lover in The Piano
Teacher, Magimel, now 48, h: ired

for the protagonists. It may be set in a
very specific place at a particular time,
but the film’s portrait of desperation,
poverty, poor decision-making an
enduring love is as universal and time-
less as it gets, from the work of Emile
Zolato recentstori 1

a heft in physique and manner that is
a perfect fit for de Roller’s tarnished-
roué demeanour.

He’s matched by Marc Susini as the
dapper, sinister French admiral seen at
the nightclub making feline flirtation
with the half-naked staff and his crew
alike. His bizarre, stately shimmy to
1960s soul number “I Like Your Style”
ranks high among art cinema’s most
memorable dancefloor moments.

Pacifiction may ultimately bea piece of
conceptual art about the idea of a post-
colonial political thriller rather than
actually being one for real — but that
makes it all the more transfixingly
seductive. JR
InUKci
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Norwegian feature Sick of Myself is, as
the title might suggest, afilm in queasily
bad taste: it comes as no surprise that it
has had the thumbs-up from cinema’s
“Pope of Trash”, John Waters. The filmiis
breathtakingly mean-spirited — butina
way that you often wish social satires
would have the nerve to be. And Kristof-
fer Borgli’s horror comedy of manners
certainly has no shortage of nerve.
Kristine Kujath Thorp plays Signe, a

It starts in 1994, with 22-year-old Inez
(Teyana Taylor, whose intensity burns
up the screen), just out of Rikers Island
prison and hustling for legit work as a
hairdresserin Brooklyn. When she spots
her six-year-old son Terry, who has been
in foster care since she was inside, Inez
decides to make amends in her own way
by snatching Terry and running away to
Harlem to raise him herself.

The abduction makes the news,
promptinganame change and false doc-
uments to get the child into school. As
Terry grows up (played by Aaron Kings-
ley Adetola, then Aven Courtney, then
Josiah Cross, all terrific), he matures
into a sweet, smart young man with an
old, cautious soul. Inez makes plenty of
‘mistakes, including leaving six-year-old
Terry alone for hours in an apartment.
with only a TV and full fridge for
company. She too eventually grows
up, later getting a parenting assist
from boyfriend Lucky (Will Catlett),
another ex-con trying to go straight. But
secrets have a way of getting exposed,
and the one revealed in the last act
changes everything.

Writer-director AV Rockwell some-
times tries to cram too much plot and

Y ker with tal-
ent, and seemingly little redeeming
character, but who is desperate for

social y into her debut fea-
ture, which tips into melodrama in its

The makers of horror movie sagas want
no rest for their wicked creations — and
from Halloween and A Nightmare on Elm
Street to Child’s Play and Scream their
numbers are legion. The owners of the
Evil Dead franchise are no different. But
where the aforementioned scary story
cycles usually revolve around recurring
characters — sometimes heroes, mostly
‘baddies that refuse to die — the common
denominator for Evil Dead movies isn’t
somuch a specific being but a prop, that
cursed Book of the Dead. With its creepy
descriptions of bodily mutations, som-
bre incantations and ability to manifest
in the oddest of places throughout his-
tory, it resembles asatanic version of the
Adrian Mole diaries.

The latest instalment, Evil Dead Rise,
directed by Lee Cronin (his debut fea-
ture The Hole in the Ground was a
cracker), at least breaks with tradition
by unfolding mostly in a Los Angeles
apartment building instead of a cabin in
the woods, the book’s usual favourite
place to corner and kill people. In a
building about to be condemned,
tattoo artist and cool mom Ellie (Alyssa

‘Whether or not
‘Pacifiction” has anything
politically serious to

say, the film is an
intoxicating pleasure

Sutherland) and her three children
welcomes a visit from Ellie’s sister
Beth (Lily Sullivan), a rock-band guitar
tech. The two teenage kids, Danny
(Morgan Davies) and Bridget (Gabrielle
Echols), find the evil-incarnate tome in
abank vault below the building, uncov-
ered after a medium-intensity earth-
quake, along with a 78rpm record that
Danny, an aspiring DJ, foolishly slips on
tohisturntable.

Soon, Ellie is taken over by the book’s
evil spirit and goes on a murderous
rampage, attempting to kill not just
everyone in her family but also the hap-
less neighbours and, most heinously, a
fluffy cat.

There will be not just blood by the
bucketload but lots of eyeball gore, sev-
ered limbs and lashings of the slapstick
theatre of cruelty that is the franchise’s
signature, including a cheese grater
applied to human flesh and a climactic

of: hi

final act. But th pitched per-

attention. She isina look-

luminous ci

at-me relationship with Thomas (Eirik
Saether), a smugly clueless conceptual
artist (mixed media: rampant ego, sto-
len furniture). When Thomas gets asolo
show, Signe wants in on the attention,
and steals the show by feigning a nut
allergy —which launches her on a career
of larly sel

and quiet, jazzy score counteract that
excess, creating a stately feel that’s rare
instories of contemporary urban suffer-
ing. Comparisons to Precious and Moon-
light have inevitably been made, but A
Thousand and One has its own unique
pitchand timbre. LF

f- tive acting-
out. After reading a report (on Mail
Online, where else) about a Russian
drug with a side effect of causing peo-
ple’s facesto erupt horribly, she begins a
concerted campaign of overdosing.

As Signe achieves the desired result —
and more — the jokes turn increasingly
cruel: with her face resembling a treas-
ure map etched in blood and loose flesh,
Signe is signed up by a model agency
specialising in disability chic (there’s an
overworked running gag about the
boss’s blind assistant). Eventually, the
film hovers on the verge of an Ab Fab
episode guest-directed by David Cro-
nenberg, butit’s all done with steely cool
and a cleverly dislocated structure that
integrates glimpses of Signe’s deluded
imaginings.

The depiction of pathological narcis-
sistic fabulation rings relevant in the age
of Instagram and trumped-up misery
‘memoirs, although some may consider
Sick of Myself objectionably flippant or
callous about such real-world malaises
as Munchausen syndrome or histrionic
personality disorder. But that’s the
point: Borgli is suggesting that in the age
of the 24-hour online persona, western
society in general has assumed the char-
acteristics of what were once marginal
pathological states.

Ifthe film succeeds in being so caustic
and teeth-grindingly comic, it’s partly
because of Kristine Kujath Thorp’s
Signe — at once gauche, arrogant and
oddly innocent. She is never remotely
likeable, yet the performance makes us
empathise even as we cringe. Signe may
not be all of us — but she is more of us
than is remotely comfortable. JR
InUK cinemas now

A piercingly intimate domestic story
aboutamother and son is at the heart of
this Sundance Film Festival award-win-
ner. But A Thousand and One also
keeps looking out of the window at a
changing New York City, where gentrifi-
cation and shifts in police and social

In UK.

Fans will devour it all regardless, but
for viewers less invested in the series
this gets repetitive. Worseis the absence
of good one-liners, a far cry from the
firstthree films, written and directed by
Sam Raimi (still acting as a producer
here), which had wit and invention as
well as puréed brains. LF

In cinemas now

Left: Teyana
Taylor and
Aaron Kingsley
Adetolain the
mother-and-son
film ‘A Thousand
and One’.
Below: Alyssa
Sutherland on
the rampage in
“Evil Dead Rise’
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New Delhi has pioneered a new approach to online infrastructure in its drive to connect 1.4bn people. But
there are privacy concerns in a country where civil liberties groups have accused the state of over-reach.
By Benjamin Parkin, John Reed and Jyotsna Singh

decade ago, Tej Pal signed
up for India’s Aadhaar bio-
metric identity scheme,
acquiring his first national
IDcard.

Afewyearslater the 44-year-old, who
sells fruit near Delhi, used it to open his
first bank account. Last year he took a
loan to buy his first smartphone to sign
up for the Unified Payments Interface
(UPI), India’s digital money system.

Now Pal, who grew up in a north
Indian village without banks or land-
lines, takes payments for bananas or
‘mangos directly into his bank account
viaapps such as Google Pay or Walmart-
owned PhonePe. “Earlier, whenTused to
go home to my village, T had to hide all
the cash — literally all my savings for
‘months — in my socks, so as to not be
robbed on the train,” he says. Life has
become “much easier”.

Pals story has been replicated mil-
lions of times in recent years in India as
the authorities launched an unprece-
dented drive to bring its 1.4bn popula-
tion online.

At the heart of this effort is the so-

called India Stack: government-backed
APIs, or application programming
interfaces, upon which third parties can
build software with access to govern-
ment IDs, payment networks and data.

This digital infrastructure is interop-
erable and “stacked” together — mean-
ing that private companies can build
apps integrated with state services to
provide consumers with seamless
access to everything from welfare pay-
‘ments toloan applications.

Supporters argue that India has found
a world-beating solution for building
out and regulating the online commons
that is more equitable than the US’s lais-
sez-faire approach, more innovative
than the EU’s regulation-heavy model
and more transparent than China’s
totalitarian template.

Now, as New Delhi hosts this year’s
G20 presidency and surpasses China as
the world’s most populous country,
India’s public digital infrastructure has
become a core part of Prime Minister
Narendra Modi’s efforts to present India
as a nascent economic superpower,
alternative investment destination to
Chinaand voice of the global south.

At panels and events featuring global
government and business leaders,
Mody’s government has launched a dig-
ital diplomacy drive to promote its
digital infrastructure template as a new
model for development around the
world, with some success. Countries
including the Philippines and Bhutan
have adopted elements of Indian-
designed infrastructure.

“This kind of public-private partner-
ship approach is neither there in the
west nor in the east,” says Ashwini
Vaishnaw, India’s minister of informa-
tion technology. “We believe this is a
great contribution from our side to the
‘world — so that’s why we have offered it
totheworld.”

However, as the scope and ambition

India Stack to bridge digital d

Above: India’s government and
companies are collecting
unprecedented quantities of data
without a data protection law; left: a
‘woman takes an iris scan to link to
her Aadhaar card; right: a phone
shop in Bangalore advertises the
Walmart-owned PhonePe payment

system
T mtageReters Do T AFYGetymages
Samyita kshiBoonbera

Smartphones have become
more common in India —
and cheaper to use

% with smartphone

while nearly 80 per cent of adult Ken-
yans have used digital payments,
thanks to the country’s mobile money
network. But analysts say the scale and
interconnectivity of India’s digital infra-
structure haslittle parallel.

India’s model “is very innovative. It’s
different to what you see in most other
countries in the world,” says Luis

S

that digital public infrastructure is a
way to transform a country”, says Nan-
dan Nilekani, the co-founder of IT mul-
tinational Infosys who is helping lead
India’s digital infrastructure push. “Now
we have evidence on the ground.”

Anewmodel for digital business?
India has made some of the tech behind

Breuer, the IMF’s senior resident repre-
sentative to India. “India as a country
has made a huge beton IT.”

The India Stack started with the Aad-
haar digital 1D scheme, which was
launched in 2009 and — though contro-
versial with privacy advocates — now
covers nearly the entire adult popula-
tion. Atop this “identity layer” sits a
“payments layer,” which includes the
UPI digital money system, and a “data
layer” where citizens can, for example,
store official documents virtually.

Though backed by Modi’s govern-
ment, Aadhaar started when the oppo-
sition Indian National Congress was in
power, and the private sector also
helped develop India’s digital infra-
structure. Apps and services have pro-
liferated on top of it, from paperless
Covid-19 vaccination certificates to a
one-roof system for paying utility bills
toa platform for sharing school curric-
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of India’s digital push h 50 t00
have the concerns. India’s government
and companies are collecting unprece-
dented quantities of data without a data

protection law, creatil pportu-
nities for surveillance and abuse in a
country where civil liberties groups
have accused the state of over-reach in
snooping on citizens.

And while boosters describe
tion a
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Internet proliferates in India,
but a digital divide is evident
Internet users (%)

Share of the population®

Supporters say this digitisation saves
time and money. The authorities made
$66bn of benefit payments online in the
year ended 2021, for example, com-
pared with $1.2bn in 2014, helping to cut
waste and leakage. And the cost to
banks of verifying customer identities
using Aadhaar can fall from Rs1,000
($12) to Rs5 each, according to one esti-
mate in an IMF report. This helped
banks to open hundreds of millions of
new accounts over the past decade,
leadingto gains in financial inclusion.

Several countries have already begun
working with India on their own pro-
grammes. The Philippines and Morocco
use made-in-India digital identity
schemes, while Jamaica used the coun-
try’s technology for its Covid-19 vacci-

ices is not enough to compensate for the oo nation certificates. Singapore recently
inequality of skills and internet access 80 connected its digital payments system
that leave hundreds of millions on the 60 to India’s to allow instant cross-border
wrong side of the country’s digital V=N from its 400,000 residents
divide. “Technology cannot substitute ofIndian origin.

fundamental existing gaps, such as 7’4 20 “fcanbetnowhere in the world does
i ice delivery and low dig- T T T o this exist at this speed, at this price
italliteracy,” says Prateek Waghre, pol- 2010 15 20 point,” says Sopnendu Mohanty, chief
icy director with the Internet Freedom  pemographic splifs** fintech officer at the Monetary Author-
Foundation. 100 Ity of Singapore. “A poor immigrant
. worker can now send money at small
AhugebetonIT" M Male M Female — 80 values — $10, $20 — instantly . . . This
India’s gove 60 creates a massive impact at the bottom
the world’s poor online is one of the fast- 4o Oofthepyramid”

est means to the end of global develop- P The UN Development Programme

ment. Around 850mn people globally
don’t have legal ID and 1.4bn are
unbanked, according to the World
Bank.

Digital infrastructure is not unique to
India. The IMF says 99 per cent of digital
pioneer Estonia’s population has ID

Urban Rural

* Individuals of any age who use the internet at

least once a month * For ages 15-49 that have
e infernet (2019-21

Sources: IMF; Pai and Vats;Insider Inelligence;

India's Ministry of Health and Family Welfare

estimated last year that digital public
infrastructure could add as much as 1.4
per cent growth to lower- and middle-
income countries by 2030, allowing
them to accelerate financial inclusion
and “leapfrog” other countries.

Many in India “have a common belief

https://ft.pressreader.com/v99f2023042100000051001001

its digital i e public for oth-
erstouse.

Officials say this guards against both
excess state control and market capture
by Big Tech giants such as Amazon and
Google in advanced economies like the
US. This has indeed proved a powerful
tool for businesses to innovate. UPT's
interoperability, for example, means
that customers use to transact with
whichever bank orapp they choose.

Companies such as Google and
PhonePe in turn built successful pay-
ments apps on top of it, helping the serv-
ice take off — with more than 8bn trans-
actionsamonth.

Ambarish Kenghe, vice-president at
Google Pay, says that as digital pay-
ments grow “a bunch of opportunities

GooglePay. Government
andPhonePe's benefit payments
shareof UPI madeonlineinthe
fransactions yearended2021

become available”, from allowing cus-

tomers to pay bills through the app to

taking loans. “You'll see us enabling

commerce, enabling services on top of

payments. That’s my hope;” he says.
The Indi: thoriti

grocery chain MK Retail recently
started trialling ONDC. “I didn’t have
much trust. But now I think it’s going to
bethe next bigthing”

Some critics are sceptical about
India’s claims to be craftinga new model
for digital business, however. Despite
claiming to undermine monopolies, a
few big names have managed to assert
commanding positions in the digital
sphere: PhonePe and Google Pay
account for over 80 per cent share of UPI
transactions between them, according
toofficial data.

“If you look at UPI, the idea was this
would prevent monopolies,” says the
IFF’s Waghre. “But in terms of domi-
nantapps, it’s aduopoly between Google
Payand PhonePe.”

Critics also argue that the success of
these services is not simply the result of
organic growth but of India using its reg-
ulatory clout to tilt the playing field in
their favour. For example, the govern-
‘ment subsidises merchants using UP to
promote its growth, which has eroded
demand for cards from companies such
as Visa and Mastercard. The value of
debit card transactions fell more than
15 per cent in March from a year earlier,
according to data from the Reserve
Bankof India.

UPT’s “biggest impact comes when
private players are able to leverage the
stack on a non-discriminatory basis to
deliver their services so consumers can
choose the product that best suits their
preferences,” says Alexander Slater,
‘managing director of the US-India Busi-
ness Council.

A dprivacy issucs

P
imenting with even more ambitious ini-
tiatives. Among them is the Open Net-
work for Digital Commerce, an interop-
erable ecommerce scheme that the
authorities began testing in India’s tech
hub Bangalore last year.

While platforms such as Amazon
manage everything from the seller to
the customer, through ONDC a buyer
can order groceries using digital pay-
ments service Paytm from a shop regis-
teredtoa differentapp, such as Bitsila. A
third app, like Dunzo, can deliver the
order.

India argues that opening up the
infrastructure behind ecommerce in
this way will help check the power of Big
Tech by limiting its ability to dictate
terms, helping lower costs and grow the
market. The traditional ecommerce
model is “very one sided”, says Nitin
Nair, an ONDC executive in Bangalore.
ONDC will “make this a slightly more
democratic process™.

An open-source ride-sharing app,
Namma Yatri, also launched using
‘ONDC in the city last year to connect
drivers directly to customers without
commissions.

“Ifthings go to plan, it will be the next
online revolution,” says Niyas MK,
whose 100-year-old Bangalore-based

Dileep Kumar’s shop in the rural area of
Haidergarh, in India’s northern state
Uttar Pradesh, is both a symbol of dig-
ital India’s reach and of ts limitations.
From his small storefront, the 27-
year-old earns Rs300 to Rs400 a day
helping Indians without smartphones
navigate the maze of online services
that have become so central to their

“You'll see us enabling
commerce, enabling
services on top of
payments. That's

my hope’

vide

lives. “Whether it’s a birth certificate or
adeath certificate, applying for jobs, ora
soft copy of a photograph required for
an online form, people come in for this,”
Kumar says, as a female customer
applies her thumbprint to a scanner to
securea payout from her bank account.

Kumar’s shop highlights how, even as
digital services take off, poor internet
access and skills mean that much of the
population —particularly rural dwellers
and women — is at risk of being left
behind. Fewer than half of India’s people
are able to use the internet, according to
the IMF, while only 15 per cent of rural
households and 42 per cent of urban
households have internet access. Of
women who own a mobile phone, a
thirdare notable toread text messages.

“The problem is that people are not
educated. They don’t know how to do
these things themselves,” says Kumar’s
friend Pintu Singh, a 25-year-old
farmer. “Everything is online so they
have to do it. And if they can’t do it
themselves, they have to get help, and
they haveto pay forit.”

The IMF’s Breuer says: “The big chal-
lenge here is dissemination of technol-
ogy ... Tothe extent that [digital public
infrastructure] leads to productivity
gains, you might have some inequality
issues become even more exacerbated.”

Gaps in digital literacy were laid bare
during the Covid-19 pandemic, when
fraudsters sold online loan schemes to
Indians who had lost their jobs.

And regulatory oversight has also not
Kkept up with the speed of India’s digital
push. Tens of millions of Aadhaar
records, for example, have allegedly
been exposed in a string of data
breaches. “The importance of privacy
and security is very much an after-
thought, rather than something that’s
built into these projects,” says Udbhav
Tiwari, head of global product policy at
the Mozilla Foundation.

While the country has some data reg-
ulation, it lacks a comprehensive data
protection bill despite years of dist
sion. A pending draft of the bill includes
sweeping carve-outs for the authorities
to snoop on citizens that critics warn
risk turning India into a surveillance
state. “It’s about digitising our entire
society,” says Srinivas Kodali, a digital
rights activist who has petitioned India’s
Supreme Court on cases related to Aad-
haar. “And when your digital society’s
entire basis is built on identity, you will
nothave privacy.”

For Pal, the fruit seller, adjusting to
“Digital India” has not been easy, what-
ever the benefits. He is still paying off
the debt he took out to buy his smart-
phone and is yet to fully grasp the UPI
payments network, given that he strug-
glestoread and write.

“Itis a hassle for me to figure out the
payment system, but I have no choice,”
he says. “It works for me because I can’t
afford to lose customers. You have to
move with the times.”

15/18



2023/4/21 16:05

16

FINANCIAL TIMES

Financial Times Asia

Friday 21 April 2023

The FT View

FINANCIAL TIMES

“Without fear and without favour’

ft.com/opinion

India’s democratic backsliding

Decline of political
freedoms under Modi is
tragic for the country

India will soon officially be the world’s
most populous country. Its claim to be
the largest democracy, however, is
wearing thin. On Thursday a court in
Guijarat, the home state of Prime Minis-
ter Narendra Modi, rejected an appeal
by India’s most prominent opposition
politician, Rahul Gandhi, seeking a stay
on a dubious defamation conviction
that prompted parliament to eject him
from his seat. He could face a two-year
jail sentence and disqualification from
next year’s election. Gandhi’s legal trou-
bles are one of the most extreme exam-
ples of widespread democratic decline
in Modi’s India. That is bad news not
only for its 1.4bn people, but also for
theworld.

With democratic values under pres-
sure globally and economic fragmenta-

tion afoot, India’s vibrant, tech-savvy
population and rapidly growing econ-
oomy are precious assets. A robust, inclu-
sive and truly democratic India that
might serve as a counterweight to China
and as a global role model matters for
everyone. But it is ever clearer that
Modi’s Bharatiya Janata party is ready to
useall toolsatits di I tobend India’s

ment and sometimes legal repercus-
sions. The government exerts enormous
influence on media outlets through its
ties with owners, and editors are pres-
sured to toe the government line. For-
eign media are not immune. In Febru-
ary tax inspectors raided the BBC,
shortly after the broadcaster aired a
d y critical of Modi. Academ-

democraticinstitutions toits own ends.

Since the BJP defeated Gandhi’s
Indian National Congress party in 2014
on a Hindu nationalist platform, Modi's
backers have stifled free expression
across media, civil society, and politics,
and have stoled inter-relisi .

ics, think-tanks and foreign non-profit
groupsare under pressure too.

The undermining of political oppo-
nents also goes beyond the Congress
party. A senior figure in the Aam Aadmi
party, India’s second-biggest opposition
party, is in detention over alleged excise

with Muslims. Fear of speaking out
against Modi is common in public life.
Freedom House, a US NGO, has down-
graded the country from “free” in 2021
to “partly free” now while the Sweden-
based V-Dem Institute considers India
an “electoral autocracy”, alongside the
likes of Russiaand Turkey.

Journalists deemed critical of the BJP
frequently experience online harass-

fraud and its leader and Delhi’s chief
minister Arvind Kejriwal was also ques-
tioned on Sunday.

With the crackdown on dissent, India
is damaging its own prospects. The
country needs robust and open public
debate to help it address challenges that
are holding it back from reachingits full
potential. These include chronic unem-
ployment, high illiteracy, and crony

Western leaders
need to be more
outspoken in
condemning the
government's
attacks on civil
society and free
speech

capitalism. An investigation by US short
selling group Hindenburg Research into
companies owned by Gautam Adani, a
tycoon with ties to Modi, has also raised
important questions.

The west sees India as a democratic
and economic counterweight to China.
But disillusionment with Xi Jinping has
prompted western leaders to turn a
blind eye to Modi’s actions. Businesses
and investors see opportunities in India
for growth and diversification away
from China. But the weakening rule of
law will make them think twice.

India’s democracy has never been
perfect, but it has achieved impressive
results. Tt has supported the country’s
rise to the fifth-largest economy in the
world and cultivated a burgeoning mid-
dle class. For India’s sake, western lead-
ers need to be more outspoken in con-
demning the Indian government’s
attacks on civil society and free speech.
1f Modi fails to reverse course, his vision
of India as a superpower will remain
onlyafantasy.

Opinion Data Points

Young families flee
parasitical housing
marketin London

John Burn-Murdoch
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ondon has always been a
demographic conveyor belt.
Every year, it pulls in tens of
thousands of recent gradu-
ates. They spend a decade or
so climbing the professional ladder in
the hope of making enough money to
get on to the housing one, and then in
their thirties many of them bid the
capital farewell as they discover they Il
have to look farther afield to afford a
place bigenough to start a family.
Over the past few years, ever-tighter
housing supply has accelerated
that conveyor belt and the effects
are becoming startlingly clear. The
number of new housing starts in
London has been on a steady down-
ward trend since late 2015, and a fresh
30 per cent year-on-year drop in the
first quarter of this year took it to its
lowest level in a decade apart from in
the depths of the pandemic. Prices and
rents have, unsurprisingly, rocketed.

When you lose first-time
buyers, you lose what often
follows those first home
purchases — children

Older readers or those from else-
where in the UK may be wondering
what all the fuss is about. Surely Lon-
don graduate salaries can pay for Lon-

h i But thi

their parents’ generation just four.

For renters, there are 40 per cent
fewer properties available for new
tenants in London compared with five
years ago, according to Zoopla. The
crunch has been especially vicious in
the last year, as the brief pandemic-
induced bump in supply rapidly
swung back. Prospective tenants
are facing 15 per cent year-on-year
increases in rent, compared with 9 per
centintherest of the country.

This has had a dramatic impact
on the age group that would have
historically bought or rented many of
these properties. While London’s total
population has grown by about 3 per
cent since housebuilding went into
reverse, the number of people aged
25t0 39 in the capital has dropped by
almost 4 per cent — or 82,000 — after
risingsteadily for decades.

The number of 25- to 39-year-olds,
who represent the first-time buyer
demographic, has not declined in any
other UK nation or region. London’s
4 per cent decline is made up of those
who would historically have managed
to stay in London, but have been
forced tomove elsewhere.

When you lose first-time buyers,
you lose what often follows those
first house purchases — children. In
the five years between 2016 and 2022,
the number of kidsin nursery or Year 1
in London dropped by 8 per cent,
almost twice as steep a decline as seen

type has not been true for some time.
1f we only look at incomes, London
households make about 15 per cent
more than the rest of the country —
but subtract housing costs, and a
household in the capital is no better off
than the national average. Thisis espe-
cially true for those headed by people
aged 25-39, for whom housing costs
amount to 36 per cent of net household
incomes, almost double the burden for
the same age group 30 years earlier.
Would-be buyers and renters
are both in difficulties. The house-
price-to-earnings ratio gets a lot of
attention, but while many graduates
are doing fairly well on incomes, it is
wealth — specifically deposits — that
they struggle with, especially now
that the days of 95 per cent LTVs
are largely a distant memory. By my
calculations, it takes the average
London first-time buyer 15 years to
save for their deposit (unless they are
helped by a particularly well-capital-
ised bank of mum and dad). It took

‘here else n the country.
Asaresult, the city’s school closure
statistics now echo those of rural
Japan. Twenty state-funded nurseries
or primary schools were closed
or merged in the capital between
2017 and 2022, including five in the
borough of Tower Hamlets alone.

As a result of all this, London
has aged more rapidly than any other
part of the UK since 2015, its median
age rising three times faster than
the UK average.

Like a parasite, the undersupplied
and overheated housing market is

ing the fruits of Londoners’
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UK export performance will puzzle Brexiters and Remainers

Valentina Romei quotes an economist
at the Resolution Foundation think-
tank who labels Britain’s trade
performance with the EU since Brexit
as a “disaster” (“Goods exports lag
behind G7 peers”, Report, April 13).

UK exports to the EU have indeed
performed very poorly in recent years,
but imports have also been hard hit.
‘What matters for overall UK output is
net exports.

For years prior to the Brexit vote, the

UK’s real goods trade deficit with the
EU increased, reaching over 5 per cent
of gross domestic product and
subtracting from growth. Since the
Brexit vote, the real trade deficit with
the EU has shrunk by 1 per cent of
GDP, actually adding to growth.
Meanwhile, since 2020, the UK’s real
goods deficit with non-EU countries
has risen, with export performance
also miserable, which should puzzle
Brexiters and Remainers alike. Both of

these groups believe, though observing
from different standpoints, that trade
relations with Europe will transform
the UK’s economic prospects.

If only it were so simple. The UK’s
relative economic decline set in before
EU membership, continued right
through it and is set to stretch far into
the future.

‘What ails Britain is deeply embedded
in the domestic economy. The UK’s
‘miserable export performance is a

symptom of a far more entrenched and
troubling malaise, not the cause of it.
Unless Britain and its government,
wakes up and makes far-reaching and
radical reforms, the inexorable slide
into mediocrity will continue.

The failure to appreciate that is the
true disaster.
Paul Mortimer-Lee
Research Fellow, National Institute of
Economic and Social Research (UK)
Purchase, NY, US

US is textbook case of how
anchoring inflation works

Martin Wolf (“The future of interest
rates is a riddle”, Opinion, April 19)
writes that “the inflation genie is now
out of the bottle. Putting it back in
will hurt”

This may have been true in the past
but it no longer makes sense because
the inflation process has become
“anchored” to the targets of central
banks. This means that inflation rates
will probably fall of their own
accord without the need for excess
unemployment.

‘This does not mean that rates will
fall instantly — with the degree of
anchoring estimated by the
econometricians, it may take several
years to get close to the 2 per cent
target. But, in a textbook example of
how anchoring works, they have
already fallen in the US despite a
strong jobs market.

Central bank credibility is a lot like
agood credit rating — worth achieving
only if you put it to good use when
needed, in this case precisely to

Emeritus Professor of Economics
Colgate University, Hamilton, NY, US

Britain has role in ending
Brazil's ‘blood gold’ trade

Your interview with Sénia Guajajara,
Brazil’s first ever indigenous affairs
‘minister, rightly highlighted the
Brazilian government’s call for more
support from foreign governments and
industry in tackling illegal gold mining,
including punishing the companies
who buy this gold (“Brazil calls for
international clampdown on illegal
gold trade”, Interview, April 17).

Cafod, an aid agency for the Roman
Catholic Church in England and Wales
that has worked with partners in Brazil
for decades, recently published a
report — Gold Mining in Yanomami
Indigenous Territory — showing the
destructive impact of the “blood gold”
trade in Brazil on indigenous
communities

The Yanomami and Ye’kwana people
shared their stories of devastation
from disease, violence, displacement
and even murder, all brought about
by “wildcat” miners on their land.
Forest the size of more than 7,000
football pitches has been destroyed
by gold mining in the Yanomami
Indigenous Territory between 2018
and 2022 alone.

The gold illegally mined on the back
of this ion is found around the

labours before they can ever be
enjoyed, and pushing away multiple
generations of talent from the nation’s
most productive city. It is already
too late for thousands of these lost
families — but without a huge leap in
housebuilding, Britain’s capital risks
losing more of the youthful dynamism
that madeitgreat.

john.burn-murdoch@ft.com

world, with half of all Brazilian exports.
of gold estimated to be illegal.

The Brazilian government is taking
steps to tackle this issue, but for lasting
change, the demand side of this
devastating trade must be tackled.

The UK is among the three biggest
importers of gold from Brazil; London
is a global centre for gold trading. It's
in products we use every day, from
jewellery to electronics. This means it’s

https://ft.pressreader.com/v99f2023042100000051001001

very much a problem we have a
responsibility to tackle.

The UK government must take
immediate steps to stop the trade in
Brazilian blood gold by tightening
regulation of the gold supply chain
and strengthening traceability
requirements for gold imports, so
that people can make informed and
responsible choices, otherwise this
lethal trade will continue.

The future of indigenous peoples
and the Amazon rainforest in Brazil
depends on it.

Christine Allen
Director, Catholic Agency for Overseas
Development (Cafod), London SEL, UK.

If headhunters can do it,
‘why can't the Pentagon?

In “Pentagon investigates how a
Tow-level recruit was given access to
top secrets” (Report, April 20), your
article about the leak of confidential
documents by Jack Teixeira, you put
the focus on why a low-level sta
member had access to highly classified
documents. In my opinion this is the
wrong question; even classified
documents need to be accessed by
some people, and one can never be
absolutely sure of people’s integrity,
regardless of seniority.

The real question is how Teixeira was
able to leak the information. Simple
security measures can prevent
printing, copying, emailing or any
other ways of transferring documents,
and even taking screenshots. This
leaves taking a photograph of the
screen the only way of copying
information, which of course can be
prevented by not permitting phones
or cameras in the rooms where such
information is accessible.

Tknow headhunters — a business
surely less critical than the US Army —
that use all these measures to protect
their candidate databases from
being copied by staff who move to
competitors. And such measures are
pretty much unbreakable without the
right administrative access.

Jem Eskenazi
London N3, UK

‘Why France’s president
may yet be proved right
However unpopular Emmanuel
Macron is at the moment, history may
prove him right (“Macron at odds with
the world”, The Big Read, April 15).

To use a word the French president
used in his controversial remarks
about Sino-US-EU relations, Europe
today does appear to be a “vassal”
of America's in its reliance on the US
to supply the bulk of the military aid
to Ukraine, as it seeks to repel
Russia’s invasion.

‘We should never forget that France
did not enter into the Iraq war. The
French were right then and Macron
may be right now.

American influence is only working
to extend and escalate the Ukraine
conflict.

Meanwhile, there is a feeling
America’s confrontational stance with
China has much to do with itsloss of
global influence.

However bold or threatening the
statements made by the US or the EU,
awar with China over Taiwan is not
one the west can win. It’s a war no one
should imagine sending young men
to die for.

Macron makes unpopular decisions
and says things weak leaders are afraid
to say. He may be isolated, but history
may prove he was not wrong.

opkins
‘Montreal, QC, Canada

De Gaulle was flawed titan
who embodied grandeur

Alan Beattie is right (“The perils of
Emmanuel Macron’s strategic
assertiveness”, Trade Secrets, FT.com,
April 13), French president Emmanuel
Macron’s emphasis on strategic
autonomy is not original.

Tndeed, in his speech at The Hague,
Macron appeared to channel Charles
de Gaulle’s insistence that France
should create a third force in
world affairs. Sadly, the comparison
ends there.

In De Gaulle, allies saw a decorated
war hero, wounded at Verdun, who
rejected amnesty with Nazi Germany
and, through his leadership of Free
France, preserved his nation’s honour
and integrity.

De Gaulle wrote the constitution of
the Fifth Republic, made France the
world’s fourth nuclear power and
opposed the development of a
supranational Europe.

Macron is a former investment
banker facing turmoil on the streets of
France and the collapse of his pension
reforms who imagines the EU as a
potential superpower.

De Gaulle was a flawed titan who
embodied grandeur.

Macron is an unproven president
using foreign policy to distract from his
domestic difficulties.

Professor Tim Luckhurst
Principal, South College
Durham University

Durham, County Durham, UK

If we could only recreate
the Open University spirit
Minouche Shafik, president and
vice-chancellor of the London School
of Economics, is right — there are
precedents for what works (“How to
fix the UK’s higher and further
education finance system”, Opinion,
April 9). However, she fails to recognise
that tertiary education needs
increasingly to be life-long.

Passing reference is made to the life-
long loan entitlement, without pointing
out that while other countries invest in
life-long learning opportunities, in the
UK this entitlement is about taking on
loans and getting into debt — hardly an
incentive. The loan terms are said to be
good, but what if the terms change?
‘The UK government has form. And
these “entitlement” proposals lack
the necessary advice and support
for learners.

There are precedents in terms of the
scale of the problem, and its solution.
‘The Ministry for Reconstruction’s 1919
report on adult education argued that
what today we call life-long learning is
a “permanent national necessity”,
‘which must be funded.

This was because of the great social
issues that required national debate —
the need for an educated electorate,
new industries and technologies on the
horizon and the need for a workforce
with the capabilities to deal with those
new technologies as they emerged.

That report called on universities to
provide life-long learning, and all
responded, culminating in the
world leading Open University in
the late 1960s.

Since then, regression — particularly
since 2010 with austerity and the rise
in fees which the universities minister
David Willetts acknowledges had a
particularly detrimental effect on life-
long learning.

There have been several reviews over
the past few years, with strong calls for
investment to be restored tolife-long
learning, with a life-long entitlement to
education rather than just loans.

But that consensus needs to be
acted upon.

Professor Jonathan Michie
President, Kellogg College
University of Oxford, UK

The satirical headline that
greeted Obama’s election

Reading Stephen Bush’s reflections
(“We cannot ‘unsee’ race, but we can
View it in context”, Opinion, April 18)
on the significance of Rishi Sunak, “the
UK's first British-Indian prime
minister” and Scotland’s first minister,
Humza Yousaf, “the first Muslim
politician to become a national leader
in western Europe”, T was reminded of
the headline on a piece in The Onion, a
once-brilliant satirical newspaper,
‘which celebrated Barack Obama’s 2008
victory with the words: “Black Man
Given Nation’s Worst Job”.

Peter Overholser

McKinleyville, CA, US
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Keeping ultra-intelligent machines docile is the challenge of our age

John
Thornhill

he British mathematician
1J Good was among the
first to speculate about
what would happen when
computers outsmarted
humans. One day, he wrote, we would
build an ultra-intelligent machine that
could design an even more intelligent
machine by itself, triggering an “intelli-
gence explosion”. “Thus the first ultra-
intelligent machine is the last invention
that man need ever make, provided that
the machine is docile enough to tell us
howtokeep it under control.”

Good's speculations seemed fantasti-
cal when they appeared in 1964. They
donot seem so fantastical today. Recent.
advances in artificial intelligence, high-
lighted by powerful generative AT mod-
els such as OpenAl's GPT-4 and Google’s

Bard, have dazzled millions. We may
still be a few conceptual breakthroughs
away from the creation of Good’s ultra-
intelligent machines, the founder of one
leading Al company tells me. But it is no
longer “absolutely crazy” to believe that
‘we might achieve artifi intel-

that, if nothing changes, the most likely
result of building “superhumanly smart
AI” s that “literally everyone on Earth
will die”, We should strictly monitor the
use of the advanced computer chips
used for ATand even consider air strikes

ligence, asitis called, by 2030.

The companies developing Al tech-
nology rightly highlight its potential to
raise economic productivity, enhance
human creativity and open up exciting
new avenues for scientific research. But
they also accept that generative ATmod-
els have serious flaws. “The downside is,
at some point, that humanity loses
control of the technology it is develop-
ing,” Sundar Pichai, Google’s chief exec-
utive, bluntly told CBS News.

More than 27,000 people, including
several leading Al researchers, have
signed an open letter from the Future
of Life Institute calling for a six-month
moratorium on developing leading-
edge models. Others have gone further
in calling for all research into AGI
to be shut down. Eliezer Yudkowsky,
research lead at the Machine Intelli-
gence Research Institute, has argued

against rogue data centres that flouted a
ban, he wrotein Time.

Such hyperventilating talk incenses
some other researchers, who argue that

Every regulator should
consider how Al might
affect their field, and
enforce existing rules

AGI may forever remain a fantasy and
discussion of it only obscures the
technology’s here-and-now harms. For
years, researchers such as Timnit
Gebru, Margaret Mitchell, Angelina
MecMillan-Major and Emily Bender have
been warning that powerful machine-
learning models risk further concen-
trating corporate power,

public information. It is dangerous to
distract ourselves with “a fantasised
Al-enabled utopia or apocalypse”, they
claim. “Instead, we should focus on the
very real and very present exploitative
practices of the companies claiming to
build them,” they wrote in response
tothe FLI’s letter.

One can only pity the policymaker
trying to respond to these clashing con-
cerns. How should they prioritise their
regulatory efforts? The short answer is
they need to take both sets of concerns.
seriously, differentiating between the
immediate and longer-term risks.

Tt is certainly not helpful, as John
Tasioulas, director of the Institute
for Ethics in AT at Oxford university,
observes, that the Al safety crowd and
the AT ethics crowd, as he calls them,

regulator should be considering how AL
might affect their field, enforce existing
human rights, privacy, data and compe-
tition rules and consider how they
‘might be updated. On the longer-term
challenges, we should be debating more
radical approaches.

In arecent article, investor Tan Hoga-
rth urged legislators to grill the leaders
of the Al research labs under oath about
safety risks. He also called for the
creation of a collaborative international
agency, modelled on the Cern particle
physics laboratory, to research AGI.
This would nullify the dangerous
dynamics of a private-sector race to
develop the technology.

Itis a smart idea, even if it is hard to
imagine how such an international
agency could be rapidly created. It is

appear to be “engaged in i
warfare”. But he suggests they are
mostly arguing about different things.
The safety crowd tends to see the source
of the problem as the technology itself,
demanding a technical solution. The
ethics crowd argue Al mustbe viewed in
abroader soci

societal inequalities and polluting

-driven pri-
vate companies alone will safeguard soci-
ety’s interests when pursuing the possi-
bility, however remote, of AGL. Keeping
machines docile enough for humans to
control, as Good hoped for, will be the
governance challenge of ourage.

john. i om

On the i jate chall every

Wake up to the
danger of digital
bank runs

ast month, just after Silicon
Valley Bank collapsed, a
team of American econom-

ists embarked on the
daunting task of crunching
5.4mn tweets.

The reason? When SVB failed it was
dubbed the world’s first “Twitter-
fuelled bank run” by Patrick McHenry,
House Financial Services Committee
chair. So, the economists — Anthony
Cookson, Corbin Fox, Javier Gil-Bazo,
Juan Imbet and Christoph Schiller —
‘wanted to testif this was true, or not.

The results are striking: after perus-
ing all tweets mentioning bank stocks
since 2020, they conclude that “social
media exposure led to bank run risk
rather than simply reflectingit”.

More specifically, “at the hourly fre-
quency, we show that negative returns
[for banks’ share prices] emerge after
periods of intense Twitter conversation,”
they added. They also noted that “banks
with a large pre-existing exposure to
social media performed much worse
during the recent SVB bank run,” since
the granular pattern of tweets suggests
that “investor conversations spilled
over into depositor conversations”.

In other words, and to borrow a dis-

tinction made by financial sociologist
Donald MacKenzie, social media is not
merely a “camera” of events, but an
“engine” driving them as well when
combined with 24-7 mobile banking.
Hence why some $42bn (or almost a
quarter of all deposits) left SVB in a few
hours on March 9 — and another
$100bn was poised to flee on March 10,
before the bank was shut down.

So what should regulators and inves-
torsdo?

Some might think (or hope) that SVB
was an anomaly. After all, what made it
so vulnerable was not just its misman-
agement of interest rate bets, but the
concentrated — uninsured — nature of
its depositor base. And as the econo-
mists’ study shows, many depositors
congregated online in a tribal echo
chamber, fuelling feedback loops.

But while SVB was an extreme case, it
also revealed a bigger pattern: neither
banks nor governments are prepared to

£ Chalkopouiou

to hold enough liquidity to protect
themselves from a scenario in which
they lose 5 per cent of their deposits
each day, for 30 days, or a quarter of
their deposits; SVB lost that in a few
hours.

Then there is a more generic issue:
information moves so fast in cyber
space that it is hard to detect what is
accurate and what is not. And while this.
leaves some beleaguered bankers eager
to muzzle social media, this seems

deal with a social media-infused world
that d

almost i ible to do right now —
given that the owner of

One problem exposed in March, for
example, was that the Federal Reserve’s
discount window, which is where trou-
bled banks can get liquidity in a crunch,
closes at 7pm Eastern time, even though
social media and mobile banking oper-
ates 24-7. Another was that the staff of
the Federal Deposit Insurance Corpora-
tion have hitherto assumed that they
will have enough warning before a bank
collapses to scrutinise its books, prior to
asale. Notsoat SVB.

A third problem is that the Basel Il
regulatory framework only asks banks

Twitter, Elon Musk, is a self-described
“free speech absolutist.”
Soisthereanythingthat governments
can actually do? We should hear some
answers when the Fed releases its own
report into SVB on May 1. But even

Governments and lenders
are not ready to deal with a
social media-infused world

operating at warp speed

before thi b

that Washington (and others) should
take. First, the Fed urgently needs to
ensure that its discount window can
operate24-7.

Second, regulators must improve how
they track signals of impending stress,
not just in markets but on social media
as well. The obvious way to do this in
America is to give more resources and
status to the Office of Financial
Research, a monitoring entity created
after the 2008 banking crisis that was
subsequently (foolishly) undermined
by the administration of Donald Trump.

Third, regulators should change their
liquidity coverage rules to prepare for
faster bank runs (although that would
not necessarily have protected SVB).
Fourth, banks should explore the idea of
introducing measures to restrict the
speed of deposit outflows in a crisis.

Itwould beaterrible idea to do this ad
hoc duringa crisis, since this could fuel
contagion. But it might not be so crazy
to stipulate that, in the future, when
new accounts are opened that exceed
the $250,000 threshold for FDIC insur-

anc
inashock.

However, the unpalatable fact is that
even if all of these steps are imple-
‘mented, it might still not be enough to
stop the contagion arising from social
media panics. So the final move that
needs to be made is for governments to
recognise that the only truly effective
option to quell a cyber panicinahurry is
to backstop the system themselves, by
protectingdepositors.

The SVB drama suggests that govern-
ments will indeed do this — if needed.
But that raises two more big questions: if
the only way to quell a Twitter panic is
for governments to backstop deposi-
tors, does that mean banks must
become utilities? And, most crucially,
will governments also backstop non-
banks such as money market funds if
they fall prey toa Twitter run?

Right now the answers to these ques-

1d be gated fora few days

A Nato bank is

the best way to
_fund defence in
uncertain times

Robert
Murray

earlyadecade since Russia’s
invasion of Crimea
prompted Nato allies to
reaffirm their commitment
to defence spending,
progress remains lacklustre. Since their
meeting in Newport, Wales, only seven
of the current 31 members have so far
achieved the target — a minimum
defence investment of 2 per cent of gross
domestic product. At this sluggish pace,
‘wemightreach the objective by 2073.

Russia’s invasion of Ukraine, its disin-
formation campaigns and cyber attacks
require far more urgent action. Mean-
while, China’s Belt and Road Initiative
and its ambitions to mould the security
order have left Nato allies increasingly
vulnerable. Despite these threats, the
politics of boosting defence coffers seem
intractable. While alliance members
agree on the 2 per cent policy goal, vot-
ers in Europe are steadfast in prioritis-
ing domesticspending.

Defence spendingis primarily a politi-
cal problem, not an economic one.
Nato's current strategy of pleading and
arm-twisting allies to spend more is
painfully inadequate. However, there is
abetter way: by creating an Allied Mul-
tilateral Lending Institution — in other
words, a Nato Bank. Properly capital-
ised, this could be agame-changer.

The bank would save nations millions
on essential equipment purchases and
offer tantalisingly low interest rates on
loans to alliance members, breaking the
investment deadlock. It could also
introduce a new line of financing with
longer repayment timeframes than
those enabled by standard government

The moment for
cajoling and coercing
countries to spend more
has long passed

borrowing. This would actively encour-
age strategic investments rather than
those limited by short-term domestic
taxand spend policies.

Four years ago, while in Nato’s
defence investment team, I worked with
officials and investment bank experts to
devise a feasible model. We proposed
that the bank could generate additional
resources through interest earned on
paid-in subscription capital, funding
not only Nato but also spin-off projects
such as a defence technology venture
capital fund. We modelled the bank’s
balance sheet at about $300bn, based
on the gulf between existing spending
and the 2 per cent target.

When we floated the idea in 2019, it
piqued interest among some allies and
the secretary-general’s office. However,
it also sparked political opposition due
to concerns about collective debt and
the belief that low interest rates made it

tions seem unclear. Maybe
Musk should test the market mood ina
new Twitter poll.

gillian.tett@ft.com

. Since then, the European
Commission has raised collective debt
for its post-Covid recovery funds, and
inflation has boomed.

Given the onset of a new war in
Europe, the bank makes more sense
than ever. Capitalised by allles, itwould

Eye-popping executive pay rewards luck,

hanks to last year’s war-
driven energy price hikes,
recent performance related
pay awards for chief execu-
tives in the oil sector have
been beyond extraordinary. Profits
have ballooned, causing boardroom pay
torocket.

Leading the field is ExxonMobil chief
executive Darren Woods, whose $36mn
pay last year was up 52 per cent from
2021. Then there is BP’s chief executive
Bernard Looney whose package more
than doubled to £10mn last year. Not far
behind: Shell’s former chief executive
Ben van Beurden who received total pay
of £9.7mn, up 53 per cent from the year
before —all in the first year of the cost of
livingcrisis.

Big Oil would have us believe that

these payouts are a just reward for

1 wizardry. But however tal-

ented (or otherwise) these CEOs may

be, do not doubt that luck played a sub-

stantial part. And escalating inflation
5 A

the median full time worker, up from 79

times in 2020 and 107 times in 2019.
This inequality is demoralising for

workforces and fosters

not managerial wizardry

‘managers (agents) a significant equity
stake. Yet the beguiling notion of align-
ment reflects an absurdly over- slmplls-
ticview of £

pany specific share performance and the
‘movement of the overall market. Those
that rely on earnings per share can be
easily notably through

y thatatiny elitei

lom because
metrics used in perfor lated

f the spoils of

pay are based on historic costs unad-
justed forinfltion. They do not eflect

— a recipe for
ing populism in politics. How did it
come o this? Seminalinthe creation of
inthe US and UK was

the cost of
inventory, plant and machinery or the
falling value of money.

The result is eye-popping inequality
between the boardroom and the factory
floor. According toa survey of 350 of the
largest US quoted companies by the
Economic Policy Institute, realised CEO
pay, including proceeds from equity
shares and stock options, rose 1,460 per
cent from 1978 to 2021. This compares
with 18 per cent growth in typical

219705 paper by American economists

CEO remuneration in the
US rose 1,460 per cent
from 1978-2021, compared
with 18 per cent for workers

Michael Jensen and William MecKling.

orker’s pay o

The same survey shows tat the CEO-

They hi the lack of manage-
ment accountability arising from the
of and control in

to-worker pay gap rose from 20 times in
1965t0399in2021. Awards in the UK are
less elevated but spectacular nonethe-
less. A joint High Pay Centre and TUC
survey estimates that median FTSE 100
CEO pay in 2021 was 109 times that of

quoted companies.

The Jensen and Meckling solution to
this principal-agent problem was to
align managers’ interests with those of
shareholders (principals) by giving

https://ft.pressreader.com/v99f2023042100000051001001

f the equity market.
Every chief executive has a personal
balance sheet with different levels of
indebtedness. This, along with their var-
ying expectations about their likely ten-
ure, has a profound impact on their risk
appetite. CEOs’ moral and

share buybacks which boostearnings per
share while weakeningbalance sheets.
That helps explain why the value of
big oil companies” buybacks and divi-
dend payouts now vastly exceeds their
investment in renewables. And as the
British ist Smithers has

thus their readiness to feather their
nests at shareholders’ expense, vary
widely. None of thisis disclosed, so igno-
rance prevails over the executives’
interests that agency theorists wish to
align with shareholder interests.

As for shareholders they have differ-
ent time horizons and risk appetites.
They are certainly not the residual risk
takers of the italist system as agency

convincingly shown, the bonus culture
largely explains the decline in invest-
ment in the US and UK along with low
productivity growth.

Tnasane world CEO pay would be pri-
‘marily in cash with equity used only for
truly exceptional performance. Smith-
ers argues for a more investment
fnendly tax system and for bonuses to

theory posits. Institutional ownership
‘means that bankruptcy risk is diversi-
fied across huge portfolios. Yet manag-
ers’risk cannot be so easily diversified.
Equally problematic is that perform-
ance related pay metrics are flawed.
Those in which the share price is a key
driver rarely distinguish between com-

on improved prod;
ity. But this will not happen because
CEOs love rewards for luck and have
lobbying power. The astonishing failure
of corporate governance and investor
stewardship over executive pay will not
be remedied any time soon.

john.plender@ft.com

offer lower rates for defe

and allow for long-term stable financ-
ing. It would almost certainly attain a
triple A credit status, benefiting the
approximately three-quarters of Nato
members that fall below this rating.
Existing triple A nations would gain
increased orders to their domestic
defence industries. This would stimu-
late new markets for defence technolo-
, promoting innovation and compet-
itiveness. The first step — an agreement
on structure and operations — requires
concerted political negotiations at the
highest levels supported by national
security and finance ministry profes-
sionals. The implementation process
would involve drafting and ratifying a
legal framework, including articles of
agreement, to establish the bank’s gov-
ernanceand functionality.

Inan era of rising geopolitical tension
and global uncertainty, Nato allies must
confront the reality that military deter-
rence requires innovation. The time for
‘halfhearted cajoling and coercion has
long passed. As presidents and prime
ministers prepare for this summer’s
Nato summit in Vilnius, the bank pro-
posal should be on the agenda. Our col-
lective security and the stability of the
world order depend oniit.

The writer is a senior lecturer on strategy
and leadership at Johns Hopkins University
and washead ofinnovation at Nato
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Blackstone:
taking credit

Blackstone may already be your
landlord. It would like to be your loan
officer next. Yesterday, the world’s
largest alternative assets manager,
best-known for its real estate business,
reported first-quarter results.

Profits were as desultory as expected
amid depressed public and private
market valuations. Overall assets
under management grew by less than
$20bn in the first three months of the
year, leaving Blackstone just shy of the
mythic $1tn mark. Cash earnings fell
37 per cent year on year. It slashed the
quarterly dividend by roughly the
same amount.

Firms are trying to deploy cash fast
to take advantage of bargains.
Blackstone brass assured the market
that its vast property portfolio has little
exposure to empty office towers.
Intriguingly, they later described the
turmoil in the regional banking
industry as a “golden moment”.

Private credit — lending that comes
from dedicated funds rather than
banks — poses a key opportunity.
Regional financial institutions are
watching deposits flee. Blackstone’s
credit group already manages nearly
$300bn. It thinks it can expand.

Blackstone noted that regional banks
were important intermediaries for
autos, home improvement and
equipment, and potential sources of
funds. Capital could come from life
insurers and other institutions willi

private capital general partnerships.
As Blackstone crosses the $1tn AUM
threshold and charges straight towards
$2tn it will be judged less on its
fundraising prowess and more on how
it finds opportunities for excess return.

Drones:
flying too high

Black-market drones have been used in
military attacks for years. Drones have
been heavily used in the Ukraine war
t0o, prompting speculation that China
was involved.

The government has regularly
refuted reports that Chinese drones
have been provided to Russia. Beijing
says it has strict control of drone
exports to prevent them from being
used in conflicts and vowed to
strengthen export controls for drones.

China’s civilian models dominate.
The world’s biggest drone-maker DJI —
also known as Da Jiang Innovations —
accounts for about 70 per cent of the
global market. When combined with
Tocal peers such as Guangzhou EHang
Intelligent Technology and Avic Xi‘an
Aircraft Industry Group that share goes
up to well above 80 per cent.

So it is not surprising that DT has
been one of many companies that has
found its products used in the war in
Ukraine. These are controlled using
modified drone firmware from a vast
black market. One of the most popular
seems to be the Mavic 3, DJT's $1,500
flagship camera drone, along with its

to shift allocations away from public to
private fixed income products.

The group also emphasised that it
‘merely manages third-party insurance
assets, and is itself an insurer. This is an
attempt to draw a sharp contrast with
rivals Apollo and KKR.

Both Wall Street and Washington
now ponder whether banks that take
deposits are really the best allocators of
capital given the inherent mismatch
between long-term assets and short-
term liabilities. Blackstone and firms
like it may be eager to get into credit
intermediation, but their higher cost of
capital requirements would have
implications for economic growth.

Regardless, the era of the nearly free
bank deposit may be over. This seismic
change creates enormous credit
opportunities for fund-based groups —
‘money markets, mutual funds and

drone-detection platform. DJT has said
its drones are for civilian use, and do
not meet military specifications.
Demand for drones, which are
already used widely for i

Publicis: call my agency
Publicis’s share price has outrun those of Britain's WPP and US rival Omnicom over the past year. The French
media group had a stronger-than-expected start o the year. After a period in which traditional agencies lost
market share to digital disrupters, traditional business has returned fo growth.

Publicis is outperforming
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bers s st that Publicis has

having a miserable time. Structurally,
the shift to digital ads — via the likes
of Google — has weighed on top-line
growth. Cyclically, the agencies
should feel the chill early from an
expected recession.

An update from French media
giant Publicis provided a cheerier
jingle. Organic revenue growth in the
first quarter was a consensus-beating
7.1 per cent. Full-year sales should
touch the top end of its guidance of
between 3 and 5 per cent growth.

Operating margins for this year
should come in at 17.5-18 per cent —
broadly in line with last year’s peak
performance. That beats the mid-
teens the group was achieving prior
to the digital disruption. These

that reliance is just as big for the rest of
the world. In the current environment
that looks unsustainable.

firefighting, and deliveries, is growing
rapidly. The global commercial drone
market should double to about $60bn
in the next three years.

The Nasdaq-listed shares of
Guangzhou EHang have tripled in the
past six months. Its market value
remains small at $649mn. Despite US
efforts to blacklist the company, DJI’s
private valuation is estimated to have
surpassed the $15bn mark five years
ago during a funding round then.

As the list of US and European
sanctions on Russia grows, the latter
has become increasingly dependent on
Chinese technologies and companies.

But when it comes to civilian drones,

Melrose/Dowlais:
auto maths
Listed buyout group Melrose is no

stranger to engineering. Recently its
has dabbled in the financial kind. Its

sorted out its business model — at least
until AT-generated ads take off.

Itis no longer cut out of fees by
clients flocking to advertise directly on
digital platforms.

Its bet on technology has helped, but
it has taken time. In 2014 it bought
Sapient, which provides Accenture-like
IT consultancy services, and five years
later Epsilon, a data business.

These now contribute a third of
revenues, growing at a double-digit
pace, and enable Publicis to push back
against aforementioned structural
‘headwinds.

That has enabled Publicis to leapfrog
UK rival WPP in terms of market
capitalisation. It is now worth more
than €19bn — two-thirds more than its

decision to spin off Dowlais was a
change of direction.

Melrose has yet to employ  spin-off
method. Previous targets of its “buy,
improve, sell” strategy have usually
ended up as trade sales.

Dowlais is well placed for the sector’s
biggest overhang — the accelerating
shift to electric-vehicle manufacturing,
The company specialises in drivetrains,
the part of the car that gets power to
the wheels. These are just as necessary

Big Six media agencies
Market share, traditional vs
digital media billings (%)
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US regional banks:
funding frosts
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UK peer. The French group’s share
price has outrun those of WPP and
US rival Omnicom over the past year.

Publicis hopes that revenues from
data-driven businesses are less
cyclical. That matters because ad
agencies do only as well as their
dlients’ marketing budgets.

So far, these are proving
remarkably resilient. Witness
T'Oréal, which posted like-for-like
sales growth of 13 per cent for the
first quarter without margin erosion.

The French agency appears to have
found a business model that works.

Barclays estimates that this should
enable it to achieve 8-9 per cent EPS
growth — not a bad advertisement for
astock that’s trading on less than 12
times forward earnings.

increased by about a fifth since last
summer.

Dowlais thinks operating margins of
10 per cent are possible if car unit sales
return to 2019 levels. This should
happen in 2025, thinks S&P. On those
expectations the current enterprise
value of £3bn is 5.5 times the 2025
estimated ebit. Dowlais then looks
decent value. France’s Faurecia and
Spain’s Gestamp trade on 6.2 times and
6.3 times their 2025 ebit estimates,

plans formally to split into a
and aerospace businesses snapped into
place yesterday.

Trading in the shares of its new
automotive component pure play
Dowlais put its market value at £1.6bn.

Together with the remaining Melrose
aerospace unit, the combined value of
the two rose 5 per cent on the day. Its

inEVsas vehicles.
‘With public automotive parts

valuations near decade lows, Melrose
felt that its typical exit method last
year would have been costly. A rally in
the sector should offer an opportunity
for Dowlais to close the discount in its
shares. Already, the European car-
parts sector earnings valuation has

Meanwhile, Melrose itself, having
spun out its lowly rated automotive
unit, has some scope to bolster its 11
times 2025 ebit multiple to closer to
the 12-13 times of pure aerospace
peers. An atypical deal engineered by
Melrose should provide a decent return
for its shareholders.

For US regional banks, surviving the
turmoil that followed in the wake of
silicon Valley Bank’s collapse may be
the easy bit. The hard part is charting a
path to sustained profit growth in the
midst of rising funding costs, cracks in
the commercial real estate market and
possible tougher regulatory oversight.

First-quarter earnings released by a
range of US regionals have been better
than feared. Most reported lower
deposit levels as customers rushed to
“too big to fail” institutions and money
‘market funds. But the pace of the
outflow — which ranged from 1-11 per
cent — was well below that which
recently felled SVB and Signature Bank.

Among the 12 banks that have
reported earnings, the bulk delivered
year-on-year growth in quarterly net
income. Western Alliance was the
notable outlier, with a 40 per cent fall.

Net interest margins have probably
peaked. Banks will face tougher
comparatives in the coming quarters as
the pace of tightening slows.

The fight for deposits will also
intensify. Deposit beta, or the share of
Fed rate rises that banks pass along to
depositors, will rise. Expect even
higher funding costs from banks like
Zions, which tap more expensive short
term borrowings from the Federal
Home Loan Banks system.

Repricing of loans will not help
much. Yes, there is plenty of demand
from the commercial real estate
market. Of the $4.4tn in outstanding
CRE loans, some $730bn, or 16 per
cent, are set to mature in 2023.

But concerns about deteriorating
credit quality, as reflected in higher
provisions from some regionals this
quarter, suggest that banks might think
twice about lending more.

The largest banks, those with assets
0f $250bn and above, and the smallest
community banks with assets of $10bn
and below, look best placed. The
former benefit from their size and scale
and the latter from the loyalty of local
customers. The banks left in the
middle must monitor their customers’
credit health more carefully than ever.
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ACROSS

1 Primate in rage performing strip (5.3)
5 A piece of timber on ship (6)

9 il processor with crude in ferry
bearing east (8)

10 Only half of limb covered by short
dress — that's playful (6)

12 A cloister built from various parts (9)
13 What's regularly found in eclair? The
cream! (5)

1 Colours in flower (4)

16 Flat hat | designed, Asian fare (3,4)

19 Complex procedure in familiar state (7)
21 Heart stolen by sceptic, or evangelist
@

24 Fowl gangster doesn't finish off (5)

25 Plug user upset with leakage
ultimately — might this solution help? (9)
27 Language always incredibly coarse
Initially, around left-leaning pub (6)

28 Beer bottles with top name (8)

29 More apprehensive, | agreed, having
knocked out a drunk (6)

30 Easily heard, factory safeguarding
information (8)

DOWN

1 Loud snatch of Elgar is heavenly (6)
2 Result extra flukey, Fulham enjoying
cup triumph, first of all (6)

3 Zest and love in Argentinian
performance (5)

4 Average leader entering space (7)

6 Server finding purpose in trade (9)

7 Without error? Fair enough (3,5)

8 Model pierced, bust finally falling fo
pieces (8)

1 Toss — lose it 4)

15 Eastern Mediterranean column, inside
which very neat cracks (9)

17 Present style of movement welcomed
by scholar (5-3)

18 Exactly two strikes (8)

20 Lovely bloom came up (4)

21 Male for example, excellent (7)

22 Niche where chicks originally protected
by a duck (6)

23 Leave fragment: finish off parts (4,2)
26 Encounter wreck crossing bottom of
ocean )%
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