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Xidiplomacy
China hosts
local summit

Performers take part in a welcome cere-
‘mony in Xi’an, China, yesterday where
President Xi Jinping is hosting his first
in-person central Asian summit.

‘With Russia distracted by its war in
Ukraine, Beijing is pushing for closer
ties with five strategically important
former Soviet republics: Kazakhstan,
Kyrgyzstan, Tajikistan, Uzbekistan and
Turkmenistan.

China has played up the symbolism of
the summit, at which Xi is showcasing
his skills as a statesman as Japan’s pre-

it i ida prepares to host the
G7in Hiroshima this weekend.

Proposals at the meeting in Xi’an, the
Chinese city from where the Silk Road
trade route once snaked through central
Asiato Europe, includea plan for China,
Kyrgyzstan and Uzbekistan to build a
$4.1bn rail link to Europe that avoids
going via Russia.

Xi courts former Soviet states page 4
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All that glitters for investors is gold

GILLIAN TETT, PAGE 17

» Credit Suisse investors
win court boost for lawsuit
Bondholders have forced a Swiss
regulator to divulge the decree
that wiped out their investments,
in an early victory in the bid to
overturn the writedown.— PAGE 6

» Turkey poll hits reserves
Currency and gold reserves fell
$17bn ahead of last Sunday’s vote
as the Erdogan government
sought to prop up the economy,
FT analysis has shown.— pace 4

» Case for new Fed rate rise
James Bullard, president of the
St Louis branch of the US central
bank, has reaffirmed support for
arise, underscoring policy splits.
— PAGE 4; GILLIAN TETT, PAGE 17

» PWC parachutes in bosses
The accounting firm has sent top
global executives into its business
in Australia, where they will seize
oversight, after the local team’s
role in a tax leak scandal.— PAGE 8
Florence LoAFP

» BT to slash workforce

Icahn admits mistake after massive
bet on market crash costs him $9bn

& Wager began after 2008 financial cri

ANTOINE GARA AND
ORTENCA ALIAJ — NEW YORK

CarlIcahn has admitted he was wrongto
‘make a huge bet that the market would
crash after the ill-fated trade cost his
firm nearly $9bn oversix years.

Accordingto a Financial Times analy-
sis, the prominent activist investor lost
about $1.8bn in 2017 on hedging posi-
tions that would have paid out if asset
prices had tumbled, before losing a fur-
ther $7bn between 2018 and the first
quarter of this year.

“P've always told people there is
nobody who can really pick the market
on a short-term or an intermediate-
term basis,” Icahn told the FT in an
interview. “Maybe I made the mistake
of not adhering to my own advice in
recent years.”

Tcahn Enterprises started aggres-
sively betting on a market collapse in
the aftermath of the 2008 financial cri-
sis and became increasingly bolder in
subsequent years, deploying a complex
strategy that involved shorting broad
‘market indices, companies, commercial
mortgages and debt securities.

At times, Teahn’s notional exposure,
the underlying value of the securities he
bet against, exceeded $15bn, regulatory
filings show. “You never get the perfect

‘IfTkept the parameters
always believed in, I would
have been fine. But I didn't’
Carl Icahn

s @ Heavy toll over six years & Investor’s reputation at risk

hedge, but if T kept the parameters T
alwaysbelievedin . . .Iwould have been
fine,” he said. “ButIdidn’t.”

Icahn Enterprises, the listed vehicle
majority owned by the activist that
allows retail investors tojoin his wagers,
reported a total of $4.3bn in short losses.
in2020 and 2021 as markets rebounded
from the pandemic slump following the
Federal Reserve’shuge stimulus.

“Tobviously believed the market was
in for great trouble,” said Icahn. “[But]
the Fed injected trillions of dollars into
the market to fight Covid and the old
sayingis true: ‘don’t fight the Fed””

The trades have left Icahn in a vulner-
able position and threaten to under-
‘mine his status as one of the most feared
activist investors on Wall Street. This
month, short seller Hindenburg

Research released a report saying it
believed the market value of Icahn
Enterprises was inflated and its divi-
dend was unsustainable. Shares of the
company have fallen more than 30 per
centsince the report was published.

As Icahn’s short bets drained billions
of dollars from his investment firm, he
ploughed nearly $4bn of his own money
into his publicly listed vehicle, filings
show. That injection helped stabilise the
firm’s investment portfolio value.

Tcahn exposed himself to another risk
by taking out a margin loan that was
first disclosed in early 2022. Hinden-
burg’s report drew attention to the mar-
gin loan from Morgan Stanley, against
which Icahn pledged 60 per cent of his
stakein Icahn Enterprises as collateral.

Hindenburg argued this could lead to

The telecoms group has said it
will cut up to 42 per cent of staff
by 2030 as it embarks on its most.
radical cost-cutting since its 1984
privatisation.— PAGE ; LEX, PAGE 18

» Ghana gets $3bn IMF loan
Funds have been approved after
creditors including China agreed
toa crucial debt shake-up that is
key to resolving Accra’s economic
and financial crisis.— PAGE 4

Marine debris
Average estimated
decomposition time

his business unravellingif the plunging
stock price triggered a margin call that
‘would force Icahn to liquidate some of
his stake.

Tn a statement this month addressing
Hindenburg’s allegations, Icahn Enter-
prises said Icahn was in “full compli-
ance” with regards to all personal loans
and announced a $500mn stock buy-
backauthorisation in an effort to bolster
its share price.

Icahn told the FT he had used the
margin loan to make additional invest-
‘ments and had billions of dollars of cash
outside of his public vehicle. “Over the
years I have made a great deal of money
‘with money,” he said. “Tlike to have a
war chest and doing that gave me more
of a war chest,” he added, referring to
the margin loan.

200 400 600
fears

Sources: Our World n Dafe; NOAA
Oceans are ltfered with everyday items
discarded by fishing vessels, ofl and gas
platforms and cargo ships. Some of these,
such as plastic bags, take 20 years to
decompose, while others, such as fishing
line, can take six centuries

Backlash and scandal halt
rise of star German Green

Analysis » PAGE 2

G7 set to unveil fresh sanctions on
Russian ships, aircraft and diamonds

JIM PICKARD, HENRY FOY AND
DEMETRI SEVASTOPULO — HIROSHIMA

G7 countries are preparing new sanc-
tions against Russia, covering ships,
aircraft, individuals and diamonds,
officials say, as they seek to increase
economic pressure on the Kremlin's
‘war machine.

The planto curtail imports of diamonds,
which leaders meetin Hiro-

shima, Japan, targets one of Russia’s few

remaining export industries still rela-

tively unscathed by western sanctions.
The summit of the group of leading

tracing individual gemstones. The
“traceability” initiative, included in a
draft of the G7 joint statements seen by
the Financial Times, is intended to stop
Moscow bypassing sanctions by using
India, which operates the world’s largest
diamond polishing industry, as a
middleman.

A senior US official added that Wash-
ington would apply new sanctions to
more than 300 Russian individuals,
ships and aircraft. He said the US com-
‘merce department would also add 70
Russian groups to the “entity list” —a
black list that in effect bars companies
fi i ucts with American

isset tob by the
Kremlin's invasion of Ukraine and by
efforts to broaden sanctions that have
already hit Russia’ Teventes.
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The meeting will seek to drive down
Russia’s diamond mining revenues
through a mechanism for tracking and

technology to Russia. “We are upping
the economic pressure on Russia,” the
official said.

The war is entering a crucial phase,
with Ukraine poised for a military coun-
teroffensive, but some of the country’s

allies are warning that support for its
battle may be reaching its peak. Mean-
while, the fall in Russia’s energy reve-
nues has increased the importance of
other sources of funding for the Krem-
lin’s war machine, such as diamond
exports, which generated $4bn in 2021.

The G7 has been grappling for months
over how to setup a system to trace Rus-
sian diamonds to impose restrictions on
their import. Russia’s state-owned dia-
mond producer Alrosa, already subject
to western sanctions, produces an esti-
mated 40 per cent of the world’s dia-
monds by volume from its mines,
according to Edahn Golan, a diamond
industry analyst.

One EU official involved in the G7
talks said: “We are confident that we will
have a [diamond-tracing] system in
place . . . inthe coming months.”
G7todiscuss peace summit plan page 2
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Russian invasion

G7 to discuss proposal for Ukraine peace summit

Move comes as China
envoy visits Kyiv touting

‘political settlement’

FT REPORTERS

G7leaders will discuss a proposal for a
Ukraine peace summit at their meeting
in Hiroshima this week, in an effort to
promote Kyiv’s proposal for ending Rus-
sia’s war against the country rather than
rival plans proposed by China.

The G7 move, backed by Ukraine’s
president Volodymyr Zelenskyy, is not
expected to include Russia, and comes
as Chinese leader Xi Jinping’s special
envoy visits Kyiv touting Beijing’s
“political settlement” to end the almost
15-month long conflict.

Zelenskyy’s 10-point plan includes a
demand for Moscow to withdraw troops
and for Ukraine’s territorial integrity to
be restored. China does not call for Rus-
sia’s full withdrawal before talks begin.

Kyiv's western allies are increasingly
worried about whether US military sup-
port for Ukraine is peaking, and could
decline ahead of nextyear’s US election.

AnEU official said the G7 leaders, who
begin a three-day summit in the Japa-
nese port city today, would use the talks
to discuss the idea of holding a confer-
ence this summer on Zelenskyy’

Andriy Yermak, Zelenskyy
staff, said Kyiv was interested “in China
beinginvolved in the implementation of
the Ukrainian peace formula”. Zelen-
skyy is expected to address the G7 lead-
ersby video conference.

Russian president Vladimir Putin has
blamed Ukraine for the lack of progress
in peace talks but has so far shown no
indication he will accept anything other
thana full capitulation from Kyiv.

The Kremlin has backed China’s
peace plan and is also welcoming an ini-
tiative from Cyril Ramaphosa, South
Africa’s president, who has come under
pressure after the US accused his coun-
try of supplying Russia with weapons.

Dmitry Peskov, Putin’s spokesman,
said yesterday that several African
states would lead a peace delegation to
Moscow after Putin spoke to Ram-
aphosalast week.

European allies are increasingly
uncertain whether the US will come
close to matching its existing $48bn
package, adopted in 2022, particularly

as it requires a vote in Congress this
autumn against the backdrop of more
partisan debate on the war. “No one
knows,” said a European official, one of
10 senior figures from Ukraine’s allies,

for Russia, has given no indication he
intends to reduce support. But he s pre-
paring for a re-election campaign wilh

Ukraine waning, some European allies
say the White House is under pressure
toshow that tens of billions of dollars in

Donald Trump, a critic of op:
US backing for the war, his most hkel
rivalinthe 2024 race.

“There’s no more
flexibility in the US to
keep writing cheques’

European official

referringto the next phase of the war.

“We can't keep the same level of
assistance for ever,” the official added,
arguing the rate of support could be sus-
tained for a year or even possibly two.

US President Joe Biden, who has cast
the war in Ukraine as a strategic defeat

“What Trump says has a lot of impact
on how difficult this issue becomes in
Congress,” said US Democratic Senator
Chris Murphy, a member of the Senate
foreign relations committee. “His posi-
tion on Ukraine funding will have a lot
to do with what happens if we need to
reauthorise support.”

Some allies in regular contact with the
US over Ukraine say Washington sees
the next five months as critical to the
outcome of the conflict and the last real
chance for Kyivto change the situation.

With polling showing US support for

aid havesi the fight.
Western officials are hopeful that
Ukraine’s counter-offensive, backed by
unprecedented supplies of Nato-stand-
ard weapons, will deliver major gains
that could force Putin to negotiate terms.
“The message [to Kyiv] is basically
thatthis is the best you're going to get,”
said another European official. “There’s
no more flexibility in the US to keep
writing cheques, and European arms
factories are at full capacity.”
Reporting by Henry Foy in Hiroshima,
Christopher Miller and Roman Olearchyk
inKyiv, Felicia Schwartz in Washington and
Max Seddon in Riga
See The FT View

Habeck’s unpopularity is in

tark contrast with adulation

he enjoyed for many years

GUY CHAZAN — BERLIN

Cronyism, boiler bans, botched gas lev-
ies: after a whirlwind rise through the
ranks of German politics, Robert
Habeck is now suffering one of its most
precipitous falls.

The Green economy minister and
vice-chancellor faced the darkest day in
his 17 months in office on Wednesday
when he was forced to sack one of his
closest aides over a widening nepotism
scandal.

‘The firing of Patrick Graichen, secre-
tary of state at the economy ministry,
came with Habeck already on the ropes
over an unpopular law to ban new oil
and gas heating systems from 2024.
Consumer groups have criticised the
deadline as too tight, compared with
countries such as the UK and the Neth-
erlands, and worry about the financial
burden it imposes on homeowners.

“Herr Habeck is a man of beautiful
words, but people are beginning to see
through that,” said Julia Kléckner, econ-
omy spokeswoman for the opposition
Christian Democrats (CDU). “At the end
ofthe dayhe’s z.lso aminister who hasto
showleadership.”

The Graichen affair, coupled with the
boiler law, have taken the shine off a
Green politician who was long viewed as
a potential chancellor. In a matter of
months, he has gone from being Ger-
many’s most popular minister to its
most embattled. One poll released this
‘month by Deutschlandtrend said only
30 per cent of voters were satisfied with
the jobhe was doing.

Manfred Giillner, head of the pollster
Forsa, said he doubted Habeck could
recover from his latest setbacks. “When
you fall so far in the polls, and you're still
heading downwards, it’s very hard to
riseupagain,” hesaid.

Meanwhile evidence is building that
Habeck’s travails are also hurting his
party. In weekend elections in the city
state of Bremen, the Greens saw their
share of the vote sink to 12 per cent, the
lowest level since 1999.

Friedrich Merz, the CDU leader, said
the Greens’ poor showing in Bremen
was down to the “Habeck effect”. He

Poor ratings. Economy minister

Germany’s Green star brought down to earth

In the limelight:
Robert Habeck
has been forced
to sack one of
his closest aides
over a widening
nepotism

scandal
Forian Gaeriner/Photoinek/
Getylmages

said: “I can only urgently advise the coa-
lition not to enact climate policy with a
crowbar. Its not working.”

National polling data s also not look-
inggood for the Greens. A poll by Forsa
on Wednesday put the party on 15 per
cent, one point behind the far-right
Alternative for Germany.

Senior Greens are unfazed. “Habeck
has said you can’t do politics on the basis
of approval ratings, and I agree with
him,” said Konstantin von Notz, a prom-
inent Green MP. “He knows that when
you're trying to fight the climate crisis
by changing heating systems, you some-
times have to do things that won’t
exactly win people’s heartsat once.”

The decline in Habeck’s popularity
stands in stark contrast to the adulation
he enjoyed for many years. When he
and Annalena Baerbock were elected
co-heads of the Green party in 2018, the
former children’s book author was
widely admired for his modern style of
leadership, oratorical skills and ideolog-
ical pragmatism — a characteristic not
normally associated with the Greens.

1n 2021, the two led his party to their

best national result ever when they gar- ‘Herr

nered 14.8 per cent in the Bundestag

clection. Soon after, he and Bacrbock Habeckis a
led the Greens into a unique three-way a1 of

coalition with Olaf Scholz’s Social Dem-

ocrats and the liberals. Just monthsinto ~ beautiful
words, but

scale invasion of Ukraine and its subse- ~ people are
quent suspension of gas supplies to. hgining

office, Habeck had to deal with the
energy crisis caused by Russia’s full-

Europe. Habeck and Graichen were

widely credited with ensuring Germany 1O S€€
didnotrun outofgas,avoided blackouts — ¢hyough

and dodged an economiccrisis.

But there were plenty of slipson the ~ that

way. Habeck was lambasted for his plan
toimpose agas levy on all fuel consum-
ers, a measure designed to help gas
importers such as Uniper that had been
driven to ruin by Moscow’s gas shut-off.
After an outcry, he pulled the plugoniit.

The gas levy triggered doubts about
Habeck’s economic competence, said
‘Uwe Jun, a political scientist at the Uni-
versity of Trier, while the Graichen
affair “has called into question his lead-
ership qualities”.

One of the architects of Germany’s

planned transition toa carbon neutral
economy, Graichen came under attack
last month over his role in the selection
process for the new head of Dena, the
German energy agency. He had failed to
disclose that Michael Schafer, who was
chosen for the job in March, was a close

South Africa

Eskom power
group warns
of 16-hour
blackouts

JOSEPH COTTERILL — JOHANNESBURG

The head of South Africa’s broken
Eskom electricity monopoly has
‘warned that rolling blackouts could hit
record levels unless the utility can pre-
vent its decrepit fleet of power plants
being overwhelmed by breakdowns.

South Africans who are already endur-
ing power cuts lasting up to 12 in every
32 hours were told by Calib Cassim,
Eskomactingchiefexecutive, that it was
“goingto be adifficult winter” where the
outages could stretch toupto16 hours.

“The winter outlook indicates an
increased risk of supply shortfall against
expected demand, with our worst-case
scenario indicating that load-shedding
could intensify to stage 8, if our inter-
ventions are not successful,” Cassim
said. South Africa’s current “load-shed-
ding” is classed as stage 6 on a scale that
uses the number of gigawatts of demand
that are subject to rolling cuts. While
stage 8 is the maximum level of outage
for which Eskom braced South Africans,
the utility has been planning for the
stagestogoupto16.

Although Cassim stressed this was the
worst-case scenario, households and
businesses have learnt not to get their
hopes up as the crisis at Eskom has
intensified, throttling growth and
threatening inflation as companies fall

friend and best man at hi

Habeck defended Graichen publndy,

saying he had acknowledged his mis-

ake. But worse was to come: on
Wednesday, the minister revealed that
Graichen had approved an application
for funding from a Berlin environmen-
tal organisation where his sister
worked. Habeck said that was “one mis-
take too many”.

The affair has reflected badly on the
Greens, said Kléckner. “They’re
shocked that they’re now perceived asa
normal party, like any other;” she said.
“They're saints no more.”

But Von Notz dismissed the idea that
Habeck had been damaged by the Grai-
chen affair. “If you look at how other
parties have dealt with issues like this in
the past — they barely draw any conse-
quencesatall,” hesaid.

back:

Outages so far this year have already
surpassed 2022 recordsas looting under
the ruling African National Congress,
lack of repairs and major coal and
nuclear plants going offline have all
brought Eskom tothe brink.

President Cyril Ramaphosa’s govern-
ment has promised to review power sta-
tion performance and to accelerate the
procurement of energy supplies outside
Eskom, but these measures have come
toolate for this winter.

The existing shortfall is so severe that
“the amount of electricity distributed is
at its lowest level since 2002, when the
economy was a third smaller than it is
today,” Jason Tuvey, deputy chief
emerging markets economist for Capital
Economics, said.

David Pilling see Opinion
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Public forum

Ireland to debate neutrality and possibility of joining Nato

JUDE WEBBER — DUBLIN

Ireland must have an “open and hon-
est” debate onitslongstanding military
neutrality and the possibility of joining
Nato, foreign minister Micheal Martin
has said ahead of the a public forum on
the matter next month.

The war in Ukraine has raised questions
about the nation’s security in the face of
21st century threats, which include
cyber security and attacks on undersea
cables.

“We will discuss what our current pol-
icy of military neutrality means,
whether it is fit for purpose in the cur-
rent global security environment and
whether we need to define more clearl
what we do, and do not, mean by mili-
tary neutrality,” Martin told the Dail
parliament yesterday.

“I hope that the forum will provide a
space to discuss what other security pol-
icy choices may exist for our island, as
well as our responsibilities towards
other partners,” he sai

But Martin, who is also Ireland’s
defence minister, stressed it was not a
“simplistic binary choice”.

Headded: “Staying as we are today, or

immediately seeking to join a military
alliance such as Nato, are not the only
options.”

Treland’s military neutrality predates
the second world war and is in its consti-
tution. The country’s defence spending
isafraction of that of EU p

But John O’Brennan, a professor of
European politics at Maynooth Univer-
sity, said a Russian ransomware attack
on Ireland’s national health service in
2021, and incursions by Russian ships
into Irish waters amid suspicion that
they were mapping infrastructure,
meant that Ireland should re-examine
its “ostrich-like mentality”.

Ireland has convened citizens assem-
blies in the past to discuss other major
constitutional changes, including end-
ingthe ban on abortion.

But in this case, the government has
opted for a consultative forum involving
1,000 citizens, experts, academic and
service personnel who will meet on June
22-27n Cork, Galway and Dublin.

Its independent chair will be Dame
Louise Richardson, former vice-
chancellor of the University of Oxford,
‘who will present a report to Martin after
which he will decide whether or not to

recommend any policy changes to the
cabinet.

The forum will include experts from
Norway, a Nato member that, like
treland, has a long history of interna-

date, before more than 12 military
personnel can be deployed abroad.

He also stressed that the country’s
long-held belief that ts location on the
edge of Europe kept it safe was being

tional |
as from Finland, which has been cleared
to join Nato, and from membership-
seeking Sweden. Longtime neutral Swit-
zerland will be invited to address the
discussions.

Martin said it was time to examine the
so-called triple lock mechanism — the
need for Irish government and parlia-
mentary approval, as well as a UN man-

=
Micheal Martin: says status quo or
joining Nato are ‘not only options’

“We can no longer rely either on our
geographic isolation for our security,
nor believe that we can isolate ourselves
fromworld events,” Martin said.

He added that Ireland was home to
nine of the top 10 global tech and com-
‘munications companies with “particu-
lar vulnerabilities” because of its posi-
tion as a “fulcrum” in transatlantic
undersea cables that could have “devas-
tating consequences” for Ireland and its
partnersifattacked.

“Sincethe attacks on the Nord Stream
energy pipelines in the Baltic Sea in Sep-
tember 2022, we cannot ignore the par-
ticular vulnerabilities posed to energy
and communications infrastructure
across Europe, and most especially in
the waters of the North Atlantic, close to
our shores.”

Treland was discussing “possible
engagement” with a new Critical Under-
sea Infrastructure Co-ordination Cell at
Nato, the foreign ministry said.

2/24



2023/5/19 09:27

Friday 19 May 2023

Financial Times Asia

* FINANCIAL TIMES 3

INTERNATIONAL

Central bank
forecasts suffer
from inflation

blind spot

Credibility of institutions that rely
on trust rocked by poor predictions

CHRIS GILES — LONDON

The Bank of England is holding a “Festi-
val of Mistakes” this week, marking les-
sons learnt from financial disasters of
the distant past. Some would argue that
they, and their counterparts at other
central banks, should focus on more
recenterrors.

Advanced economies are experienc-
ingthe most acute —and most enduring
— outbreak of inflation for a generation.
Yet almost all rate-setters failed to spot
the degree to which price pressures
would ratchet up, and would stick
around, despite record amounts of
‘monetary and fiscal stimulus.

Most of the Federal Reserve’s rate-
setters failed to foresee that inflation
would ever rise, and then overestimated
the speed of its decline. Economists at
the BoE and the European Central Bank
underestimated the scale and persist-
ence of inflation. Across the world, poor
forecasts have contributed to central
bankers failing to do their main job:
‘maintaining price stability.

The failure to spot inflation has not
only left central bankers risking finan-
cial instability by having to raise rates
far faster than usual but threatened the
credibility of institutions that rely on
trust to steer the economy towards sus-
tainable growth.

Stephen King, senior economic
adviser to HSBC, blames their collective
failure on rate-setters relying too much
on their own capacity to control the
public’s expectations of what will hap-
pentopricesin the future.

Innormal times, the rules that govern
companies’ decisions on pricing and
workers’ demands for wage rises can be
influenced by central bankers’ own
inflation targets of around 2 per cent.
But what forecasts failed to show was
that those rules only hold when infla-
tion is broadly stable. Once it soars, and
stays high, people begin to believe that
“the central bank is now talking non-
sense”. Scepticism abounds, and infla-
tion readings come to matter more than

Policymakers failed to predict the severity of the surge in inflation

Successive forecasts for inflation, CPI, except US PCE* (%)

Federal Reserve forecasts
he US**

Bank of England forecasts for the UK

European Central Bank forecasts

IMF forecasts for all advanced economies
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Grey lines show successive quarterly forecasts between Q1 2020 and G2 2023
* PCE=Personal C i

central banks’insi their poli-
cies can quell price pressures.

The reputational hit from their failure
to foresee inflation has left central
banks having to raise rates aggressively
to convince investors and the public of
their commitment to low inflation. In
some quarters, it has also led to soul-
searching. The ECB apologised for its
underestimate of inflation and has
promised to focus more on underlying
inflation rather than forecasting models
in future. The IMF has also talked
openly about its forecasting “misjudg-
ments”, although this candour did not
appear in any of its flagship reports.

The BoE has been more combative,
arguing its mistakes owed little to errors
in its forecasts and were instead due to
big shocks such as the war in Ukraine,
which it could not have predicted.

Economists elsewhere caution that
the public should focus less on whether
or not projections turn out to be correct.
That, they argue, is impossible and the
public should focus more on whether
the projections say something insightful
about the economy at this point in time.

** Shows PCE inflation only for Q4 of each year 1o fally with the Fed's forecasts

E F;Federal Reserve
Bank of Richard Hughes, who heads the UK’s Clare Lombardelli, the new chief ‘By closely examined evidence from busi-
England: its independent fiscal watchdog, the Office  economist at the OECD, noted that dire . nesses and the implications of its own
expertsblamed  for Budget Responsibility, acknowl-  predictions of a bleak winter across ~definition actions, then it would have spotted the
their mistakes edged the failure to spot the build-upof ~ Europe were based on assumptions for a forecast severity of the rise in inflation earlier.
on big shocks price pressures was, along with under-  the weather that, by luck, was warmer ¢ Lombardelli said central banks faced
such as the estimating the decline in productivity thannormal —meaninggasstorage,and 1S NEVeET an especially tricky task, as they must
Ukraine war growth since the global financial crisis, therefore economicgrowth, held up. right. The not only produce forecasts for inflation
Here ol Reuters one of “two big macro forecasting  Daniel Leigh, who heads the team - e but set policy to influence price pres-
errors” made in recent decades. How-  behind the IMF’s World Economic Out- ~ question is sures two years from now.
ever, forecasts remained “the best look, which includes projections for whether it “What do you assume about the
understanding of the future, conditional ~each of the fund’s 190 member coun- X effects of policy if youre the policy-
onyour knowledge of the present”. tries, said failing to predict big trends 1S useful’ maker?” she added.

He highlighted the similarity between
these predictions and financial market
pricing, which can also change. “[Mar-
kets are] ‘reacting to news’, while [we]
‘gotitwrong)” Hughes said.

Alexandra Dimitrijevic, global head
of research and development at Stand-
ard & Poor’s, the credit rating agency,
said the purpose of forecasts was not to
get the numbers right to the last decimal
point but “to look at the narrative, the
direction and the risks”. She added: “By
definition a forecast is never right. The
question is whether it is useful.”

did not mean forecasters were clueless.
Even if they proved to be incorrect,
officials and ministers still found the
fund’s projections useful, he said, as
they gave a sense of scale and explained
the likely ripple effects of global trends.
However, others are less sympathetic.
Mohamed El-Erian, president of
Queens’ College, Cambridge, and an
adviser to Allianz, has said the Fed’s
original forecast that high inflation
‘would be “transitory” was “one of the
worst calls in decades”.
He argued that if the Fed had more

That challenge is especially tough in
an environment such as the present,
when the after-effects of the pandemic
and Russia’s invasion of Ukraine are
hard to predict.

El-Erian believes meeting it would
prove difficult, particularly for the Fed.

Central banks, he said, had made
“one-sided” forecasting errors without
acknowledging them. Those errors
could be blamed on models “failing to
keep up with significant structural
change in the economy”, being too late
tolook at “micro data”, and groupthink.
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Central bank

Turkey’s reserves plummeted before poll

Foreign currency and gold
take $17bn hit as Erdogan
props up economy and lira

ADAM SAMSON — ANKARA
HARRY DEMPSEY — LONDON

Turkey’s foreign currency and gold
reserves tumbled $17bn in the six weeks
before Sunday’s general election as
Recep Tayyip Erdogan’s government
sought to prop up the economy and lira
ahead of the tightly contested polls.

The central bank’s foreign currency
war chest dropped $9.5bn from the end
of March to May 12, while its gold hold-
ings fell $7.9bn, according to Financial

Times calculations based on official
data.

The declines come as investors and
analysts are becoming increasingly con-
cerned about the unconventional eco-
nomic programmes the Erdogan gov-
ernment has used in recent years to sta-
bilise the economy. Those fears have
only been exacerbated since Erdogan’s
strong showing in Sunday’s first-round
vote put him in pole position for another
five years as president.

The soaring demand for gold, mean-
while, was driven by local buyers seek-
inga safe asset to protect their savings at
atime of acute inflation and alira that is.
trading near record lows. “There’s a
growing demand for dollars and gold in

the market,” said Enver Erkan, chief
economist at Istanbul-based brokerage
Dinamik Yatim Menkul Degerler.

“The central bank is doing whatever it
can but that’s not a sustainable
approach, because there’s not much left
inthetank, interms of reserves.”

The general election was seen as a
potential economic turning point for
Turkey, with Erdogan’s main chal-
lenger, Kemal Kiligdaroglu promisinga
series of economic reforms.

However, Erdogan’s unexpectedly
strong first-round showing — he failed
to secure an outright majority but
scored a much bigger share of the vote
than his rival — has heaped pressure on
the lira and knocked other Turkish

assets ahead of the May 28 runoff vote.
Foreign currency reserves registered
$53.2bn as of May 12, two days before
Sunday’s election, but those figures
include tens of billions of dollars bor-
rowed from domestic banks through
short-term agreements known as
“swaps”. Reserves had been $75bn at the
end of 2022. Tim Ash at BlueBay Asset
i recent fall in

account deficit. Economists also say the
central bank has used reserves for years
toslow the currency’s fall.

Turkish authorities have made it
more difficult for local consumers and
businesses to purchase foreign curren-
cies in recent months, as part of
Erdogan’s attempt to prop up the lira
and reduce the use of the dollar and

reservesas “huge”.

Fitch Ratings told the Financial Times
this week that pressure on foreign cur-
rency reserves increased as the govern-
ment took a strongly pro-growth
approach before the elections, and
because these assets were helping to
finance Turkey’s near-record current

Many are turning to gold as a safe way
to protect their savings, against a lira
that has fallen 60 per cent against the
dollar over the past two years toarecord
low, and persistently high inflation that
has diminished the currency’s purchas-
ingpowerathome.

Gillian Tett see Opinion

Former premier’s criticism of
army chief risks causing
serious confrontation

BENJAMIN PARKIN — NEW DELHI
FARHAN BOKHARI — ISLAMABAD
For Pakistan’s populist opposition
leader Imran Khan, one man above all
looms over his legal woes and the insta-
bility shaking the nation: the country’s
army chief, General Asim Munir.

Since his release on bail last week,
Khan hasalleged that Munir ordered his
arrest on what he called trumped-up
corruption charges, accusing the gen-
eral of threatening “democracy, our
constitution, fundamental rights”.

“He’s basically dismantling the future
of this country to protect himself,”
Khan, whose anti-corruption and wel-
farist platform has made him wildly
popular, told reporters after he was
freed by Islamabad’s High Court.

The former premier’s challenge to a
man that few Pakistanis have previously
dared openly criticise risks sparking the
most serious confrontation between
civilian politicians and the military
since the return to democracyin 2008.

Even after the restoration of civilian
rule ended open rule by the generals,
the 500,000-strong army has continued
to govern the nuclear-armed south
Asian nation from behind the scenes.

In the days after Khan’s arrest, sup-
porters of his Pakistan Tehreek-e-Insaf
party (PTI) protested around the coun-
try, breached the army headquarters in
Rawalpindi and even set fire to a senior
general’s home in Lahore. Khan has dis-
tanced himselffrom the violence.

Pakistanis are braced for a long spell
of instability as Khan, who aims to re-
turn to power in elections due by Octo-
ber, fights court cases on allegations
from corruption to terrorism. While
analysts say he is the favourite to win
the poll, Khan's supporters decry
the claims as a plot by Munir and
Prime Minister Shehbaz Sharif’s |
government to remove him from the

race.

Bilal Gilani, executive director of
pollster Gallup Pakistan, said Pakistan’s
future was likely to be decided not by
elections or public opinion, but by who
won the power battle between the mili-
taryand Khan.

“One side has the ability to bring the
public out. The other side has the ability

Pakistan. Political turmoil

Populist Khan raises pressure on military

Tight security:
Imran Khan
arrives in court
on Monday in
Lahore. Inset,
Asim Munir
Rt Da/EPAEFE]
Snesiock

to bring the arms out,” Gilani said.

We’'ve just seen the first
round . . . There’ll be more rounds of
violence before everything ettles.”

Khan’s opponents dismiss his criti-
cism of Munir as a gambit to press the
generals into helping him return to
power. PTI officials claim that many
within the army sympathise with the
former cricket star’s party.

‘Munir, who was appointed army chief
by Sharif in November, has not publicly
commented on Khan’s claims. Without
naming the former premier, the army
on Monday decried what it called

“propaganda warfare, unleashed

against the army leadership”.
“Restraint will nolonger be exer-
cised against perpetrators, spoilers
+ and violators who attack military
installations,” it added.

Human rights groups have
expressed concern. Amnesty Interna-
tional accused the army of trying to
“crack down on dissent by exercising

Munir was named chief of the Inter-
Services Intelligence agency in 2018, but
‘was transferred to a different role by

Khan after less than a year. Khan alleges
Munir wants to block his return to
power to protect his current position.

While the army supported Khan's rise
tothe premiership in 2018, the relation-
ship soured and he lost power in a par-
liamentary no-confidence vote in April
last year. Simmering tensions between
Khan and the army burst into the open
in November when, after being shot in
the leg duringa rally, he accused a sepa-
rate military official of conspiring with
the government to assassinate him,
prompting vehement denials.

‘The army insists it does not meddle in
civilian politics and has long portrayed
itself as a guarantor of stability, from
leading the Covid-19 response under
Khan to participating in relief efforts
during devastating floods last year.

Yet many do not believe the army
leadership is truly neutral. Hasan
Askari Rizvi, author of multiple books
about the military, said anti-army van-
dalism was fuelled by the popular belief
the generals sided with Sharif.

“If the army wants to begin resolving
this crisis, it must first begin to be seen
as non-partisan and neutral,” he said.

‘We've just
seen the first
round. ..
Therellbe
more
rounds of
violence
before
everything
settles’

Even some close to the “establish-
‘ment”, as Pakistan’s military deep state

isknown, worry

Monetary policy

Fed’s Bullard
suggests
higher rates
asinflation
‘insurance’

COLBY SMITH — WASHINGTON

A top Federal Reserve official has reaf-
firmed his support for lifting interest
rates further as an “insurance” policy
against inflation, underscoring divi-
sions that have emerged at the US cen-
tral bank about monetary policy.

James Bullard, president of the Federal
Reserve Bank of St Louis and a leading
hawk, said yesterday he would keep an
“open mind” going into the next policy
meeting in June but suggested he is
inclined to back another rate rise after
10 successive increases since last year.

Another quarter-point increase
would bring the benchmark federal
funds rate to a target range of 5.25-5.50
per cent, higher than most officials
deemed necessary in March to curtail
inflation and at odds with the pause that
Fed chair Jay Powell and other policy-
makers have recently suggested at a
time of great uncertainty.

“Ido expect disinflation, but it's been
slower than I would have liked, and it
may warrant taking out some insurance
by raising rates somewhat more to
make sure that we really do get inflation
under control,” said Bullard.

“Our main risk is that inflation
doesn’t go down or even turns around
and goes higher, as it did in the 1970s.”

Bullard’s comments align with those
of Lorie Logan, president of the Dallas
Fed and a votingmember on the Federal
Open Market Committee this year, who
earlier yesterday said the case for a
pause inJune was not yet convincing.

Those stand in contrast with remarks
from several officials this week who
have urged a more cautious approach as
well as Fed governor Philip Jefferson,
‘whom the Biden administration just
tapped to be the next vice-chair. Jeffer-
son emphasised his expectation for
growth to slow this year and for interest
rates to be fully felt in the economy.

“History shows that monetary policy
works with long and variable lags, and
that a year is not a long enough period
for demand to feel the full effect of
‘higher interest rates,” he said yesterday.
Healsocited a likely drag from banking
sector stress aslenders retrench.

Bullard said concerns about the

of control. Ghulam Mustafa, a retired
lieutenant general, said that while the
army “must be very upset over how
events unfolded”, it should work to
bringKhan and Sharif together.

“Hopefully, I think an olive branch
will be extended [to Khan],” he said.
“Alternatively this crisis will grow.”

The political turmoil comes as ordi-
nary Pakistanis struggle through the
country’s most severe economic crisis in
years. Annual consumer price inflation
hit 36 per cent in April and the $4.4bn in
foreign reserves is enough to cover only
aboutamonth’s worth of imports.

Analysts warn the country is at risk of
defaulting unless it s bailed out by cred-
itors such as the IMF, China or Saudi
Arabia, yet the instability leaves poten-
tial saviours even less likely tolend.

“We sincerely hope that the political
forces in Pakistan will build consensus,
uphold stability . . . so that it can focus
on growing the economy,” China foreign
‘minister Qin Gang said during a visit to
Tslamabad thismonth.

impact of were “overem-
phasised”, and whatis likely to affect the
economy more significantly is a recent
decline inyields on Treasury bonds.

“We're trying to have this disinflation-
ary pressure and that’s supposed to
come through higher rates,” he said. It
was a “bit concerning” that yields were
“going in the wrong direction”. He
added: “Maybe this will fuel a slower
disinflation or even a little bit more
inflation . . . than whatweintend.”

Bullard said the current benchmark
rate is at the low end of a range that
would be considered “sufficiently
restrictive” — doing enough to alleviate
price pressures. According to his calcu-
lations, a policy rate just above 6 per
cent represents the top end of the range.

“It would probably be better and
more prudent to be in the middle of the
zone,” he said, noting that the labour
market was “not just strong, it's very
strong”. Tom Barkin, president of the
Richmond Fed, said on Tuesday that “at
best” the labour market had moved
from “red hotto hot”.

Central Asia

Xi courts former Soviet states as Russian influence wanes

JOE LEAHY — BELJING

President Xi Jinping is stepping up
efforts to boost China’s influence in
central Asia by hosting his first in-
person regional summit dedicated to
tightening ties with an area tradition-
ally dominated by Russia.

With Moscow weakened and distracted
by the war in Ukraine, the two-day sum-
mit that started yesterday is a chance
for Beijing to push for stronger eco-
nomic and political relationships with
five strategically important former
Soviet republics; Kazakhstan, Kyrgyz-
stan, Tajikistan, Uzbekistan and Turk-
menistan.

“Idon’t think China is going to replace
the significance of Russia in central Asia
in a short period of time but [competi-
tion for influence] has already started,”
said Chienyu Shih at Taiwan's Institute
for National Defense and Security Res-
earch. “They are inakind of silent com-
petitionmode.”

the Chinese capital from where the Silk
Road trade route once snaked through
central Asia to Europe. This year also
marks the 10th anniversary of Xi’s
launch of his Silk Road equivalent, the

of the leaders had “initially politely
avoided the trip”, but “when Putin rang
it became not just difficult, but danger-
ous to say no”, said Temur Umarov, at
the Carnegie Ri d Eurasia Center.

$1tn Belt and Road Initiative.

Beijing views central Asia as critical to
the security of its western Xinjiang
region, where it is has been accused of
suppressing the indigenous Muslim
Uyghur population. The area is also an
important source of energy and a con-
duit for land-based trade with Europe.

Russia has begun to lose influence
across the former Soviet Union amid
disquiet over the war in Ukraine. Mos-
cow has also lost its traditional peace-

Central Asia’s economies have boom-
ed partly on an influx of investment
from Russian individuals and compa-
nies following the outbreak of hostili-
ties, the European Bank for Reconstruc-

‘[Competition forinfluence]
has already started.

They areinakind of
silent competition mode’

keeper role, being ab ring border
clashes between Kyrgyzstan and
Tajikistan last year.

Kazakhstan, one of Russia’s closest
partners, has refused to support the
invasion or recognise Moscow’s annexa-
tion of Ukrainian land and last year
signed an intelligence-sharing pact with

China has played up the symbolism of
the summit, at which Xi is showcasing
his skills as a statesman even as Japa-
nese premier Fumio Kishida prepares to
hostthe G7in Hiroshima this weekend.
China is holding the meeting in Xi'an,

Turkey,a X

President Vladimir Putin invited all
five central Asian leaders to the annual
Victory Day parade celebrations in Mos-
cow last week, some at the last minute.
The hasty organisation indicated most

https://ft.pressreader.com/v99f/20230519

tion and Development said. Some of the
countries are benefiting from increased
remittances from migrant workers in
Russia as labour gets more scarce there.
Central Asian countries were caught
“between two fires”, worried about
being sweptupin Putin’s war but unable
to resist the benefits from remaining
one of Russia’s few windows to the
world, Umarov said. “Anything that
looks like the region is leaning one way
or the other shouldn’t be taken as total
support for Russiaora break withit.”

The summit is China’s third with the
so-called C5 countries, as previous ones
were online due to the pandemic.

Beijing’s focus on central Asia dates
from 2012, when Xi launched a “March
West” strategy, said Yang Jiang at the
Danish Institute for International
Studies.

The following year, Xi launched the
BRI in Kazakhstan. China’s trade with
the five countries totalled $70.2bn last
year while nearly 80 per cent of China-
Europe freight trains passed through
the region, Chinese state mediasaid.

China is the biggest buyer of central
Asian gas. The region also has reserves
of rare earth metals, especially in Kaza-
Khstan. “China can play a key role in the
mining and extraction of these reserv-
es,” said Yunis Sharifli, at the Central
Asia Barometer, aresearch body.

Analysts said China might offer to
help the region with green energy
projects, the building of 5G mobile net-
works and extending road and rail links.

Another plan is a proposal for China,
Kyrgyzstan and Uzbekistan to build a
$4.1bn rail link to open rail-only travel
to Europe and avoid going via Russia,
which is subject to western sanctions.
Additional reporting by Max Seddon, Riga

IMF loan

Ghana secures $3bn bailout
after restructuring deal struck

DAVID PILLING AND JONATHAN
WHEATLEY — LONDON
JOSEPH COTTERILL — JOHANNESBURG

The IMF has approved a $3bn loan to
Ghana after the west African country’s
creditors, including China, agreed to a
crucial debt-restructuring that is vital
to resolving Accra’s long-running eco-
nomicand financial crisis.

The approval, which will immediately
release $600mn, caps the first stage ofa
prolonged saga over the $63bn of exter-
nal and domestic debts that Ghana ran
upoverthe past 15 years.

The IMF’s decision to move ahead
with the bailout will be welcomed by
other countries struggling to reach

i hoy

about $1.9bn to China. But its debts to
commercial creditors are larger, about
$15bn, including some $13bn owed to
holders of its eurobonds. It has about
$34.5bn of domestic debts, mainly to
local banks and pension funds.

Accra stopped paying most of its
external debts at the end of last year
after reaching a preliminary agreement
with the IMF, and has embarked on
what its finance minister has called a
“punitive” restructuring of its domestic
debts. Ghana has had to agree to meas-
ures designed to raise more tax revenue
and stop the central bank from buying
the government’s debt.

Kristalina Georgieva, IMF managing
director, said Ghana was putting in place

their lender:
todeal with debt woes.

Discord between western creditors
and Beijing over how to restructure out-
standingloans and bond payments have
added to the burden facing some of the
world’s most financially troubled coun-
tries, such as Zambia and Sri Lanka.

Ghana owes about $5.4bn to lender
nations, according to the IMF, including

a“strong reforms to revi-
talise growth and reduce the country’s
debtburden”.

Kevin Daly of Abrdn, an asset man-
ager and member of a committee for
private sector bondholders, said the
deal implied external creditors would
take a $10.5bn hit from 2023-2026. That
figure amounts to about half of Ghana’s
current obligations over the period.
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Ceramic technologies that
prevent pollution and capture carbon

n 1970, the US federal government passed

the Clean Air Act, which established air

quality standards regulating pollution from

industry and transport. This landmark law
has been emulated by governments worldwide
ever since, contributing to better air quality for
billions of people.

Significantly, the legislation also spurred
technical innovations designed to meet environ-
mental goals without sacrificing growth. One
of these innovations is the catalytic converter,
fitted onto automotives with internal combustion
engines to reduce harmful emissions. As a result,
tailpipe emissions from new passenger vehicles are
99 per cent cleaner for most pollutants compared
to the 1960s.

One of the largest global manufacturers of
substrates used in such catalytic converters
today is NGK Insulators Ltd., the Japanese tech-
nology company.

NGK’s president Shigeru Kobayashi likes
to talk about Senator Edmund Muskie of
Maine, who authored the Clean Air Act and
became a leading voice of modern American
environmentalism. Kobayashi sees similarities
between the developments in the 1970s in air
pollution regulation and the current pivot
to carbon neutrality. He says the new global
commitment to cutting GHG emissions and
its regulatory frameworks is transforming his
company. And, he believes, the commitment
will continue to spur new innovations, including
many in ceramics.

“Reducing and regulating the emissions of
CO; is now the key issue and clearly where the
business opportunities are,” says Kobayashi.
“I believe we have many ceramic-based techno-
logies that can effectively contribute to decarboni-
sation and efforts to capture, store and utilise
carbon sustainably”

Ceramic solutions for CCUS
Indeed, NGK has a surprisingly broad portfolio
of potential solutions across the carbon, capture,
utilisation and storage (CCUS) cycle.
The company is working on ceramic
b capable of i t
at a molecular level, including carbon dioxide,
with unique sub-nanometre-sized pore control
technology. It is already field-testing one of these
membranes separate CO, during enhanced
oil recovery processes. In addition, it hopes to
develop others that can capture CO, directly
from factory and energy plant flues. And for
the vast amounts of CO, already released into
our atmosphere, the company is developing a
honeycomb-structured ceramic contactor for
use in direct air capture (DAC, see sidebar).
Captured carbon in these processes can be
fed into a solid-oxide electrolysis cell to generate
hydrogen or ceramic reactors to generate various
synthetic fuels such as methane, methanol and
e-fuels, both solutions that NGK is hard at work
to realise.

Atmospheric CO;
adsorptive modules

NGK’s proprietary
DAC technology

Capture from
the ambient air

|
<
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Shigeru Kobayashi, President, NGK Insulators, Ltd.

Finally, to power various steps of this cycle,
the company is offering grid-scale ceramic-based
NAS?® storage batteries that have been successfully
deployed for over 20 years. It is also developing a
new zinc rechargeable ZNB battery optimised
for safe indoor use.

“All of these key technologies — from
membranes, reactors, to honeycombs — have
evolved out of producing catalytic converters
for the automotive industry,” says Kobayashi.
“So we already have the know-how, factories,
people and capital needed for massive scaling
of these solutions””

New value from ceramics

It makes sense for a company to be eager to
refashion its production lines, which annually
supply tens of millions of components to internal
combustion engine automobiles, towards
products aimed at a carbon-neutral future.

But even from a purely technical perspective,
ceramics offer advantages.

“Ceramic membranes and filters can be
used efficiently under high temperature, high
pressure and corrosive environments while
also providing efficient and highly accurate
separation of particles, including for CO,;"
explains Kobayashi.

Compared to other organic materials
currently being tested for DAC and various
CCUS processes, such as pellets and fibres,
ceramics can improve energy efficiency and
structural durability.

Another consideration is that these ceramic
products can be made from a material that is
abundant and commonly available. For example,
NGK’s ceramic-based NAS® batteries, which
do not use rare metals, will become increasingly
attractive as global lithium supplies come under
strain from surging demand.

Forests

Underground Renewable
storage NAS® battery  energy Fuel and
chemical
products
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i

shg
ceramic membrane

CO; separation
—

NGK has a portfolio of potential
solutions across the carbon, capture,
utilisation and storage (CCUS) cycle
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80%

v 2030 o 2050 -

Percentage of total sales NGK is aiming to generate
from products related to carbon-neutral and digital
technologies

To work towards its new vision as a leader of
carbon-neutral and digital technologies, NGK
will spend ¥300bn over the ten-year period to
2030 on R&D for solutions related to these two
fields. The goal is to generate half of its total
sales from products from these areas by 2030
and to then raise it to 80 per cent by 2050 from its
current 30 per cent!.

The company also expects steady demand
for automotive catalysts as exhaust regulations
across developing world markets become
more stringent, and the shift to EVs has yet
to materialise. Elsewhere, sales from semi-

di ing i materials

and various electronic components are robust, in
line with the ongoing digital transformation of
the global economy.

Bringing a hard-to-abate sector to zero
emissions

One key challenge in achieving net zero
emissions is ensuring the technology used to
capture carbon does not generate more carbon
than it captures. This challenge is particularly
relevant for ‘hard-to-abate’ sectors like steel,
cement and chemicals, which are energy-
intensive and have hefty emissions.

Ceramic manufacturing is an energy-hungry
industry, with high-tech industrial ceramics
often fired at over 1,300 degrees Celsius inside
furnaces primarily fuelled by burning natural
gas. Today, industrial ceramics accounts for some
1 per cent of Europe’s carbon emissions.

NGK figures show the company emitted, at
its peak level, 870,000 tonnes of CO, in 2019
(of which 70 per cent came from electricity and
30 per cent from fossil fuels used for kilns). The
firm says it is working to reduce emissions to
370,000 tonnes of CO, by 2030 and to reach net
zero by 20502

“We have been experimenting with hydrogen
to fire our kilns and find that it is more or less
possible,” explains Kobayashi. “But for this fuel
transition to be feasible, there needs to be a
supply chain of cheap and clean hydrogen.”

In the meantime, NGK is making existing
plants more efficient and experimenting with
other processes, such as methanation and
electric kilns.

Last year, NGK joined the RE100, a global
initiative which aims for 100 per cent of the
electricity used in business operations to come
from renewable energy sources. As a result, the

K NGK INSULATORS

www.ngk-insulators.com/en

How ceramics can contribute

to scaling up DAC

The science is clear. Meeting Paris
Agreement goals will require giga-
tonnes of carbon already emitted to be
effectively scrubbed out of the air.

One promising solution is direct
air capture (or DAC), a technology
that removes carbon directly from the
ambient air through a chemical process.
To make a material impact, DAC must be
scaled up fast. The International Energy
Agency estimates that an average of 32
large-scale DAC plants, each capable of
capturing 1 megatonne of CO, per year,
need to be built annually between now
and 2050.

NGK believes that its ceramic sub-
strate — supplied for decades in use for
catalytic converters to purify exhaust
gases from combustion engines in cars —
is suitable for this task.

The ultra-thin walls of the substrate’s
honeycomb structure create a very large
surface area to be coated with chemicals
that bind to CO, and remove them from
ambient air. Its structural strengths also
generate reduced pressure loss and
heat capacity than other approaches.
This means less electricity is needed
to push the air through the contactor
and less heat is required to release
the captured CO,, making the process
more efficient. Ceramics are also highly
durable, resulting in longer lifespans
and lower capital costs, compared to
other materials.

By deploying these ceramic compo-
nents in modular and easy-to-scale
solid-DAC plants, carbon removal opera-
tions can be scaled up rapidly and
more efficiently.

The company expects that 30 litres
of honeycomb ceramics will be needed
to extract one tonne of CO, annually.
NGK aims to modify its existing plants
to be able to supply 300 million litres
of honeycomb for DAC by 20406. That
represents a fifth of the capacity of DAC
that the [EA estimates will be required
to reach climate targets.

Currently the company is supplying
samples of its ceramic components to
DAC companies and aims to achieve
demonstration tests by 2025.

The company believes the honeycomb
structure of its ceramic substrates could
help scale carbon removal operations.

company has committed to sourcing all electricity
in its overseas operations from renewables by
20253 and globally by 2040+ To accelerate this
process, NGK is deploying large-scale NAS®
storage batteries in combination with photovoltaic
cells across its factories globally, with a target of
generating some 40MW (amounting to a cut of
22,000 tonnes of CO, emissions) from its solar
panels by 20255,

Much remains to be done, but the tempo for
the century-old ceramics specialist is accelerating.

“There are few companies like us which have
been patiently, almost boringly, researching
ceramic technologies for decades,” says Kobayashi
“Now, we are combining this with a focus on
agility to bring these solutions to market quickly”

1,2 NGK Report 2022
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Credit Suisse
bondholders
study Finma’s
wipeout order

@ Judge grants access in AT1 lawsuit
o Ruling piles pressure on watchdog

ROBERT SMITH, STEPHEN MORRIS AND
OWEN WALKER — LONDON

Credit Suisse bondholders have forced
the Swiss financial regulator to divulge
the decree that wiped out their invest-
ments, handing them an early victory in
thelegal battleagainst the writedown.

in the days before its rescue by UBS.

This provoked an outcry from inves-
tors because the AT1 bonds could be
written down only if government assist-
ance also bolstered the bank’s capital
ratios, which they argued was not the
case given the authorities intervened

Investors atleast $4.5bn
of wiped-out additional tier 1 bonds
filed alawsuit against Finma last month.
The suit accuses the banking regulator
of having acted unconstitutionally
when it ordered the bank to cancel the
$17bn of AT1 bonds as part of its shotgun
‘marriage to UBS two

only to aid Credit Suisse’s liquidity.
Acopy of Finma’s decree says the gov-
ernment-backed facilities had a “direct
positive effect on the liquidity and capi-
tal situation”. Finma said this satisfied
the so-called viability event clause in
the bond’s documents and meant the
‘bank “was therefore abl ite off the

The investors and Quinn Emanuel,
their law firm, launched their challenge
largely in the dark as Finma had kept

AT1instruments on its own initiative”.
One bondholder said the fact that the
decree expl:cnt]y sets out Finma’s inter-

secret the wording of its d ing

‘Before, it seemed like
[investors] were fighting
alaw . .. nowit’s back in
the realm of contracts’

the writedown of their investments.

But the judge overseeing the case,
filed in St Gallen, ordered Finma to
hand over the decree last week, giving
the AT1 bondholders a firmer foothold
to contest the writedown. In addition to
the decree, the government issued two
emergency ordinances expanding
Finma’s powers todo so.

The first ordinance on March 16 did
not mention the AT1 bonds. But on
March 19, a Sunday, officials added the
line: “Finma may order the borrower
and the financial group to write down
additional tier one capital”. The govern-
ment said this gave Finma a “clearer
legal basis” towipe out the bonds.

Finma has publicly said the contrac-
tual conditions were met to write down

h ‘redit Suisse d

rning the
AT1bonds would help the challenge.

“Before, it seemed like you were fight-
ingalaw, or an ordinance, which madeit
a constitutional fight” in which inves-
tors were less likely to prevail, he said.
“Now it’s back in the realm of contracts.”

The investor said Finma’s reasoning
that drawing on liquidity facilities also
bolstered Credit Suisse’s capital was
“absurd” and could have set a worrying
precedent. “If every time a bank draws
on central bank money it triggers their
AT1sthen we'd be in areal mess.”

Finmadeclined to comment.

The decree sheds further light on the
scale of the run in the days before the
takeover was agreed. Finma noted that
after a run on the back of a crisis in US.
regional lenders, Credit Suisse “reached
its internal cash limit with the Swiss
National Bank” in mid-March and thata
fall below this value presented a risk the
bank would “no longer be able to exe-
cuteits payment transactions properly”.

Credit Suisse applied to the SNB for
SFr39bn ($43bn) in liquidity assistance
on March 15. It was granted the next

1 SFri4bnon March

government-backed liquidity facilities

day.
16, ltapplledforafutherSFﬂobn

Retail haven Bullish Walmart raises guidance
after first-quarter earnings beat expectations

Tt e e e PV e e

AANDREW EDGECLIFFE-JOHNSON
NEW YORK

Walmart reported stronger than
expected earnings in the three
months to the end of April, allowing
it to raise its full-year estimates and
buck the more wary tone about US
consumer spending set by rivals
Home Depot and Target this week.

“Stubborn inflation” in dry grocery
and consumables still weighed on
some families and created uncer-
tainty about the outlook for the sec-
ond half, Doug McMillon, Walmart’s
chiefexecutive, told analysts.

Despite a 4 percentage point fall in
headline inflation in food and con-
sumables in the quarter, food prices
were more than 20 per cent above
their level two years ago, said John
David Rainey, chief financial officer.

“At the headline level consumer
spending has proven resilient but
below the surface we continue to see

signs that customers remain choice-
ful, particularly in discretionary cate-
gories,” Rainey said, echoing com-
‘ments from Home Depot and Target.

But Walmart gave a more bullish
account of growth in the quarter and
ofits prospects for the rest of the year
than its rivals. The world’s largest
retailer raised its full-year forecasts,
predicting 3.5 per cent sales growth
rather than the 2.5 to 3 per cent guid-
ance it had reaffirmed last month. It
now expects adjusted earnings to hit
$6.1010$6.20ashare, above the $5.90
0$6.0:

‘Walmart gained market share in
grocery, including from higher-
income consumers who have become
price-conscious. Cheaper private-
label brands also claimed a larger
share ofits US sales in the quarter.

Corey Tarlowe, a retail analyst at
Jefferies, said the increases Walmart
saw in both the number of

‘Leaner’ BT
plan means
loss of up to
55,000 jobs

ANNA GROSS — LONDON

BT is to slash up to 42 per cent of its
workforce by the end of the decade as.
the UK telecoms group embarks on its
most radical cost-cutting since it was
privatised in the 1980s.

The move comes two days after rival
Vodafone unveiled plans to axe 11,000
jobs over the next three years to boost
its flagging performance.

BT chief executive Philip Jansen said
the group would become “aleaner busi-
ness with a brighter future,” adding that
many of those reductions would come
from the end of its full fibre rollout.

Other roles will go due to increasing
digitisation, Jansen said, as he claimed
ATwould bringabout sweeping changes.

“Foracompany like BT there isa huge
opportunity to use Al to be more effi-
cient,” he said of the jobs to be lost
through digitisation and automation.

BT said yesterday that it would cut
between 40,000 and 55,000 jobs,
including employees and third-party
contractors, by 2030. The FTSE 100
group’s current workforce totals
130,000, includingaround 30,000 third-
party contractors.

Faced with rising costs and a series of
underperforming businesses, BT had
already embarked on a cost-cutting pro-
gramme. The group said it had achieved
£2.1bnin cost savings of a £3bn target.

The cuts will include 15,000 fibre
engineers and 10,000 maintenance
workers, a person close to the company
said, with another 10,000 eliminated by
increasing digitisation and automation.

“This is an existing plan, we're just
announcing it and giving people a fla-
vour of the landing zone in five to seven
years' time,” Jansen said.

The Communication Workers Union,
the biggest union representing BT work-

rs,said that the job cuts did not comeas

coming to its stores and their average
spend were “very encouraging”.

Its more confident outlook than the
one Target offered suggested it could
gain market share at a time when US

becoming “moreand

lagged.

Reventtes for is fiscal first quarter
‘were up 7.7 per cent excluding cur-
rency swings to $152bn, with ecom-
merce sales advancing 26 per cent.
Cutsto operatingexpenses helped off-
setthe spending shift from more prof-
itable general lifting

‘more stretched”, Tarlowe said.

‘Walmart pointed to a 28 per cent
sales increase at its stores in China as
Covid curbs were eased, and double-
digit growth from the Walmex busi-
ness in Mexico and from its Flipkart
inIndia.

adjusted earnings per share by 13 per
cent to $1.47, above the $1.25 to $1.30
rangeit had told investors to expect.

‘Walmart shares were up 1 per cent
inlate morning trading yesterday.
Seelex

abig surprise. However John Ferrett, a
negotiator at Prospect, said the union
was “deeply concerned by the scale of
these cuts” and that it had demanded an
urgent meeting with Jansen.

BT’s move to deepen its cost cutting
came as the former monopoly reported
amixed set of annual results. While rev-
enues and profits surpassed expecta-
tions, its free cash flow — a metric
closely watched by investors — disap-
pointed. For the 12 months to the end of
March, the group reported free cash
flow of £1.3bn, at the lower end of the
£1.3bnt-£1.5bn range it had setout.
SeeLex
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Claim No. CR2023-000341
In the High Court of Justice
Business and Property Courts of England and Wales
Compani D)

In the matter of AS LHV Pank (UK Branch)

In the matter of LIV UK Limited

In the matter of the Financial Services and Markets
Act2000

NOTICE IS HEREBY GIVEN that, by an application
dated 4 May 2023:

e

(@) appearing at the Sanction Hearing and making
representations in person; or

B eyt

O e

otk repesmis o n ich prsou'steball

s possible that the Sancton Hearing will be remote and.

o one will attend in person. The position will be

! for to the dae of the Sanction Hearing and

instructions will be provided as (o how 10 attend

Sanction Hearing

yon end o sppes o e Santion Heaing i e,

establishment of 3
cusbisment it BRO30%? (b Teanetror'y
and

@) the above-named LHV UK Limited (1o be renemed
LHV Bank Limited), being a privte limited company

‘your behalf, you are
e et e
S ot the esons why
‘youbelieve you may be adversely affec

s vt o send s i, o  you s et
Foe th T e e izl
eprescive,any writen reprsenaions
have, by VAo 20310

FSMA”) sunctioning a banking bu
transfr scheme (the “Scheme”) providing for the trnsfer
of deposittaking and payment services business by the
Transferor to the Transferce and for an order making
provision under section 112 of FSMA.

AND NOTICE IS FURTHER GIVEN that the said
spplication s expeced o e hesd befor  udg of the
High Court at 7 Rolls Building, Fetter Lane, London
EC4A INL, u...w Kingdom on 15 August 2023 (the
“Sanction )

e
Schme (e “Scheme Dosument) od s sy of e
el s of the Seveme Documert e il

WHITE & CASE LLP.

5 0ld Broad Strect
ondon EC2N 1IDW.
ted Kingdom
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(Ref: 7194493-0003)

£ you ve the requested noice, you wil sl be

ool mdnike

Hearing or o instruct someone to. appear and make.

represcntations on your behalf

It S sansiondythe Figh Cout, il el
the contracs, 1s and

e o e T i e sepe e Schme

0 the Transferee. Notwithstanding that a person would

rwise be enttled to:
(1) terminate, modify,acquire or claim aninteest or right;

modified,

, at
on oot ot T e Trnsiep 1 Angel

urt, London ECZR 7HJ, United Kingdom. The
aforementioned documents will be available up until the

sanctioned at the Sanction Hearing, the effctive date of

the Scheme vill be 22 August 2023

ESMIA provides taan e Gnluding nmploee of

the Transferor or the Transferee) who alleges tht he / she

it may be adversely affected by the carrying out of the

‘Scheme s eniitled o be heard. The aforementioned can

achieved including by:

1) makin epescnasions i iin o boput eor the
High Cour

as a result of such transfer, that entitlement will ony be
enforceable o the extent the order of the High Court makes
provision to that effec.

Dated: 19 May 2023
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A form of direct regulation for Al models will become inevitable

INSIDE BUSINESS ~
i

‘Waters

orregulators trying to get their
heads around the new genera-
tion of artificial intelligence
systems like ChatGPT, there
are two very different prob-
lems to confront. One is when the tech-
nology does not work as intended. The
otheriswhen it does.
Generative A, which produces text or
images automatically, has become a
potential menace because of both its
awesome power and its uncontrollabil-
ity — a noxious combination that
presents unique problems for anyone
hoping tolimit their capacity for harm.
Before ChatGPT, a consensus had
largely formed around the objectives of
Al regulation. All the attention was on
trying to control the applications of the
technology, with a particular focus on its
use in high-risk slluauons like health-

ular input in the form of a prompt will
lead toa particular output.

The encouraging news is that there is
plenty of work going on to get to grips
‘with the unique problems presented by
the technology. For governments
around the world, the question now is
whether to step inand back these efforts
‘with the force of formal regulation.

The so-called large language models
that lie behind generative Al services
like ChatGPT fail on the most basic
‘measure of effectiveness for any piece of
technology: being able to clearly specify
‘whatitisintended todo, and then meas-
ure whether itachieves s objectives.

There is little that is repeatable in
their performance, and evaluations of
their output are highly subjective.

In the US, the National Institute of
Standards and Technology has been
working  wit

experts to try to - QpenAl and Google

come up with

standards for how face reputational risk
these systems  from the fear caused by

should be

designed, tested SUCh a powerful and
opaque technology

and deployed.

Another push
has been for transparency, potentially
making it easier to subject the models to
2 greater degree of outside scrutiny.

care. Now, an ques-
tion has presented itself. When a smart,
all-purpose chatbot has the ability to
cause upheaval across a wide range of
human activity, is it time to regulate the
Almodels themselves?

So-called general purpose technolo-
gieslike AL which can be used for many
different things, present a particular
problem for regulators. With AL itis dif-
ficult to separate benign uses from the
more sinister. And Al makers admit
they can’t explain exactly how the tech-
nology works, or predict when a partic-

‘hat’s happening inside
alearning system like an LLM is not as
straightforward as exposing the code in
traditional software.

But makers of large models like
OpenAlI and Google face reputational
risk from the fear caused by such a pow-
erful and opaque technology, and are
keen to find ways to satisfy the hunger
for more openness. After the chief exec-
utives of four of the leading AT compa-
nies visited Washington earlier this
month, the White House announced
that they would submit their models for

outside scrutiny at the annual Defcon
cyber security conference this August.

Setting standards for safety processes,
increasing transparency about the mod-
els’ workings and giving outside experts
achance tokick the tyres are all ways to
increase assurances about LLMs. The
question is what formal regulation is
needed — and what restrictions should
be placed on models deemed a threat.

One possibility, suggested by Alex-
andr Wang, CEO of Scale AL would be to
treat Al the same as the GPS positioning
system, limiting the most powerful ver-
sions of the technology for restricted
uses. Butit would be hard to impose lim-
its like this in a competitive technology
market. Another approach, recom-
mended this week by OpenAI CEO Sam
Altman, would be to subject LLMs to
direct regulatory oversight. A licensing
regime could be used to ensure they
adhere to certain safety standards and
‘havebeen appropriately vetted.

Despite the appeal, there are obvious
drawbacks to this. It would risk carving
outaseparate market of large, regulated
models under the control of a handful of
companies with resources to operate in
ahighly regulated environment.

The current breakneck pace of devel-
opment in Al would also cause prob-
lems. By definition, today’s most
advanced models quickly become
‘tomorrow’s routine pieces of software.

Atthe same time, some of the capabil-
ities currently available only in large,
all-purpose models like ChatGPT may
soon also come from much smaller sys-
tems trained to handle narrower tasks.

None of this lends itself to easy
answers. But with the technologists
themselves calling for oversight of the
smart bots, some form of direct regula-
tion seems inevitable.

richard waters@ft.com
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PwC seizes oversight of Australia operation

Global bosses flown in to
gauge scandal impact will
stay for extended period

MICHAEL O'DWYER — LONDON
NIC FILDES — SYDNEY
STEPHEN FOLEY — NEW YORK

PwC will seize long-term oversight of its
Australian business following the local
team’sroleinatax leak scandal.

International executives — some of
‘whom were flown to Sydney by the Big
Four firm to assess the immediate dam-
age to its brand — are set to remain in
place for an extended period, according
to two insiders with knowledge of the
decision.

‘While PwC’s national businesses have

autonomy over their operations, its glo-
bal headquarters was using its rights
under the international network’s rules
inorder to exert influence over the Aus-
tralian business in response to the mis-

has been banned from practising as a
taxagent for two years.

The scandal came as insiders said the
firm had been preparing to publicly roll
out the next phase of a plan to increase

use of government ation, said
oneof the people, who spoke on the con-
dition of anonymity.

PwC’s global office declined to
comment.
The response follows the publication
of emails showing how PwC used infor-
mation received during its work with
the Australian government to win busi-
ness by advising corporate clients on
anti-tax-avoidance rules.

The chief executive of PWC’s Austral-
ian business and two other leaders have
stepped down, while a former partner

the of its auditors and
“build trust” in its business, a central
plank of its global branding since 2021.

International executives were likely
to remain at the Australian business for
several months or longer, the person
said. The need for “support” was likely
to be heightened by the installation of a
new management team in Australia,
said another person at the firm.

The move mirrors the response of
rival Big Four firm EY when it was
plunged into crisis by the collapse
of Wirecard in 2021 after a fraud in

Germany, and by Toshiba’s accounting.
scandal in Japan in 2015. Both compa-
nies had been EY audit clients.

EY’s global legal, audit quality, and
communications teams were among
those given roles in the response to the
‘Wirecard crisis, which led to a two-year
ban on new audit work for EY Germany,
said people familiar with the matter.
International audit quality teams spent
several months in Japan following the
accounting scandal at Toshiba.

KPMG deployed a similar strategy in
2018, embedding international partners
intoits South African firm after it was at

h acorrupti dal

would “have unrestricted access towhat
they need to enable them to investigate
and to inform their recommendations
for change”.

Linklaters would be given access to
earlier internal investigations carried
out by PWC and use these in its review,
said people with knowledge of the mat-
ter. But PwC Global said the law firm
would “form its own independent
assessment of what happened across
our network”.

PwC has not said whether it will pub-
lish the findings or how long the process
will take. PwC Global said the sharing of

Industrials

Adani courts
bankers after
onslaught by
short seller

CHLOE CORNISH — MUMBAI

Gautam Adani has invited bankers ona
three-day trip next month to tour his
conglomerate’s prized assets and
restore confidence after a short seller
accused his group of accounting fraud
and stockprice manipulation.

The magnate has offered lenders a
chance to visit the airport his group is

PwCsaid law firm Linklaters, which s
toreview the involvement of personnel
outside Australia in the leaks scandal,

by its Austral-
ian business had been “unacceptable”.
Linklaters and PwC Australia did not
respondtorequests for comment.

Duildi ide Mumbai, as well as port
and energy facilities in Mundra, in
Gujarat, from June 8 to 10, according to
an email seen by the Financial Times.
Guests had been invited to meet and

Pristine rigs are auctioned off
at bargain sums after sector
rejig and fall in energy prices

MYLES MCCORMICK — NEW YORK
Texas auctioneer Kruse Asset Manage-
ment will put two unused, top-of-the-
line drilling rigs under the hammer next
week.

The towering structures designed to
bore oil and gas wells are on offer for
fire-sale prices. Valued at $40mn and
$30mn when built in 2019, their respec-
tive starting bids will be $12.9mn and
$2.3mn.

“There’s no reason for them to be so
cheap, but there’s just no demand,” said
Dan Kruse, chief executive of the San
Antonio-based auctioneer, who has
been selling oilfield equipment for four
decades.

Anoversupply of equipment isa stark
sign that drilling in US shale energy
regions is levelling off, as producers
respond to lower commodity prices and
pressure from Wall Street to direct spare
cashtoshareholders.

After slowly climbing since the depths
of the coronavirus pandemic, the
number of oil and natural gas rigs at
work in the country has declined 6 per
cent since the beginning of the year to
731 last week, according to Baker
Hughes, the oilfield services company.
Almost 2,000 rigs were running in the
middle of 2014, when the shale revolu-
tion was at a peak. Last week the
number of gas-directed rigs dropped by
16, 0r10 per cent — the steepest weekly
fall since 2016.

Oil & gas. Equipment glut

US drillers ‘hit the halt button’ as backdrop shifts

An oil pumpjack  Resources snapped up private equity-

at work in the
Permian Basin.
Producers are

backed Permian basin driller Advance
Energy for $1.6bn, while the public com-
pany Ovintiv bought $4.3bn of assets

watching energy  from Encap Investments last month.

prices before
hiring new
drilling crews

US crude oil and dry gas production
are on track tomake annual records this
year, according to the Energy Informa-

“Today’s operators ar discern-
ing than ever before,” said Matt John-
son, chief executive of Primary Vision,
an energy data company. Johnson said
producers that received a windfall from
last year’s rally were watching oil prices

tion Administration. But as drilling hits
aplateau, growth is decelerating.

US oil output soared more than 1mn
barrels a day each year between 2012
and 2014, with production hitting a

before hiring new drilling crews. “The
overall economy is still in a state of cau-
tious uncertainty and upstream partici-
pantsare paying attention.”

Atthe same time, more private com-
panies that accounted for much of the
modest increase in shale drilling actis
ity last year have been acquired by cash-
rich public companies, which are under
greater scrutiny over returning cash to
shareholders.

“They had really been the growth
engine,” said Nathan Nemeth, an ana-
lyst at Wood Mackenzie, a consultancy.
“Now those privates are being bought
and taken out and the trend has been a
slowdown ingrowth.”

Recently, New York-listed Matador

‘ Drilling tapers off in shale patch
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peak of 13mn in November 2019. Ana-
Iysts are scaling down forecasts, with the
EIA saying production will rise just
200,000 b/d over the next 12 months to
12.6mnb/d.

The productivity of wells has
improved in recent years as companies
sharpened their skills at breaking
through shale resources. But it has
begun to slide in some once-prolific
regions such as the Bakken shale of
North Dakota, where new oil produc-
tion per rig rose from just over 100 b/d
in 2007 to more than 2,700 b/d in 2020,
before declining since to less than 1,700
b/d, accordingto EIA.

Weakening energy prices have accen-
tuated the pullback in US drilling. US oil
prices settled just below $71 on Tuesday,
<down more than 40 per cent since Rus-
sia’s invasion of Ukraine sent them
above $120 last year.

Benchmark US gas prices have fallen
about two-thirds over the same period
tojust above $2 per million British ther-
mal units.

Publicly traded gas-focused produc-
ers including Chesapeake Energy
and Comstock Resources — alongside
a host of private companies — have
indicated that they will ease drilling
in the Haynesville shale basin that

“The overall
economy is
stillina
state of
cautious
uncertainty
and
upstream
participants
are paying
attention’

straddles Texas and Louisiana this year.

“In terms of the gas markets, obvi-
ously, we have hit an air pocket here,”
Anthony Petrello, chief executive of
drilling contractor Nabors Industries,
said on a recent earnings call. “When
the end of March came along, a lot of
those guysjust hit the halt button.”

Like its competitors, Nabors has
sought to move rigs from gas-focused
basins to oil-focused plays such as the
prolific Permian basin in west Texas and
New Mexico. Rival Precision Drilling
said on a recent call with analysts that it
planned to shift rigs north of the border
toCanada.

Many gas drillers are banking on the
construction of new terminals to export
liquefied natural gas, a promising sales
outlet for domestic US gas producers.
But these projects take years to come on
line and no new projects are scheduled
tostartup until late 2024.

For Kruse, the auctioneer, that is too
late. He said he was now looking beyond
the “mushy” US market, seeking buyers
inLatin Americaand the Middle East.

“We're marketing everywhere, but
abroad is more realistic to find the
buyer, I think — where more end users
would be. Internationally is probably
where the rigs will sell.”

dine with Adani Group executives at a
hotel near M i’s airport, the invita-
tion said.

Two people familiar with the matter
confirmed details of the itinerary. Adani
declined to comment.

Theinitiative s the first trip of its kind
hosted by Adani since New York-based
short seller Hindenburg Research pub-
lished its report in January, which wiped
more than $100bn off the market value
of the group’s listed companies.

The ports-to-power business, which
has denied the allegations, has since
been forced to slow down spending on
new businesses and focus on cutting
down its debt pile, which stood at about
$30bn at the beginning of the year.

Adani’s rapid expansion in the past
decade has been supported by loans

The mogul ‘would try and
do everything possible to
heal the relationships, to
quell the uncertainty’

from banks, including Barclays, Deut-
sche Bank and Standard Chartered.

After the short seller’s report, analysts
‘warned that it could become more diffi-
cult for the company to secure financing
from global institutions because of gov-
ernance concerns.

“Even banks would have become
more cautious as there’s a controversy
going on,” said Arun Kumar, a retired
economics professor at New Delhi’s
Jawaharlal Nehru University. “Isuppose
‘Adani would try and do everything pos-
sible to heal the relationships, to quell
the uncertainty that’s surrounding their
groupat the moment.”

Adani had hosted similar events
before the Hindenburg report and sub-
sequent sell-off, albeit virtually during
the pandemic, a person close to the
company said.

The invitation comes as two Adani
companies, electricity unit Adani
Transmission and flagship Adani Enter-
prises, are seeking to raise a combined
$2.5bn by issuing shares in a private
placement or by other methods. The
companies’ boards approved the plan
last Saturday.

Farlier in the year, Adani Enterprises
had to call off a $2.4bn fundraising fol-
lowing the release of the Hindenburg
Teport.

The Securities and Exchange Board of
India s probing Adani over claimsin the
report, and the Supreme Court has
appointed a panel to monitor its
progress. The court in March gave Sebi
two months to finish its probe, but the
regulator asked for more time.

Sebisaid in an affidavit this weel that
any “premature conclusion of the
case ... arrived at without full
facts . . . would belegally untenable”.

Opposition politicians have criticised
the delay, and Supreme Court judges on
‘Wednesday asked Sebi to wrap up the
investigation by August 14, Reuters
reported.

Banks

Deutsche in $75mn payout to Epstein victims

JOE MILLER — NEW YORK

Deutsche Bank has agreed to pay up to
$75mn to settle a lawsuit brought by an
unnamed woman who alleged it had
benefited from human trafficking by
retaining Jeffrey Epsteinasa client.

Under the pseudonym Jane Doe, she
said she was abused by Epstein, and
filed the proposed class action against
Deutsche in November, after a New
York law allowed sexual abuse claims
where the statute of limitations had
expired to proceed for a limited period.

She claimed the German bank “chose
profit over following the law” and knew
it would “earn millions of dollars from
facilitating Epstein’s sex trafficking”.

Dozens of women may ultimately
share the damages award, which will be
distributed in amounts determined by
an administrator assessing individual
claims, people familiar with the matter
said. Claimants could get as much as
$5mn each, the people said.

Financials

SILVIA SCIORILLI BORRELLI — MILAN

The settlement draws aline under one
of three lawsuits involving lenders to
Epstein. Two others target JPMorgan
Chase, which has been sued by another
alleged victimand the US Virgin Islands,
where Epstein had a home. JPMorgan
brought a fourth suit against former
executive Jes Staley, accusing him of
lyingabout his links with Epstein.

Plaintiffs’ lawyers said they believed
the sum paid by Deutsche was “likely
the largest sex-trafficking settlement
involving a banking institution in US
history”. Doe’s representatives at
Edwards Pottinger and Boies Schiller
Flexner said the agreement was the
“culmination of two law firms conduct-

tionship and internal compliance fail-
ures and last year agreed to pay $26mn
to shareholders who accused the bank
of misleading them over its client vet-
ting process.

The Frankfurt-based lender had tried
to have Doe’s case dismissed, arguinga
settlement she reached with the Epstein
estate in April 2022, in which she recei-
ved $7.4mn, covered its liability, too.

It also argued Doe’s “deficient” com-
plaint did “not come close” to ade-
quately alleging Deutsche was part of
Epstein’s sex-trafficking ring.

Deutsche declined to comment.

Inrecent years, Deutsche has invested
€4bn in improving its internal compli-

S

ing more than a decade-long investiga-
tion to hold one of Epstein's financial
ble for

tems, building an anti
crime team of more than 1,900, a person
" &

banking partners i the
role it played in facilitating his traffick-
ingorganisation”.

Deutsche paid $150mn to the New
York State Department of Financial
Services in 2020 over its Epstein rela-

https://ft.pressreader.com/v99f/20230519

The bank first took on i i

Mediobanca has acquired London-
based financial advisory Arma Part-
ners as the Italian bank pushes deeper
into the UK and attempts to win more
tech clients across Europe and the US.

‘The deal for Arma, which advises clients
across industries including software,
underlines how Mediobanca is trying to
expand its role beyond corporate Italy,
where it has been a powerbroker for
decades.

Mediobanca chief executive Alberto
Nagel said that Arma’s geographic
spread was a “perfect fit” that would
allowit to build a presence inthe US.

Over the past five years, Arma has
advised on deals worth a combined
€8.5bn across the software and cloud

i tors as well as fintechs. It

entin August 2013, soon after JPMorgan
dropped him amid concerns about his
sexual misconduct and reports that he
was paying victims in cash.

has annual revenue of more than
€100mn.

The deal values Arma at more than
twice its revenue, according to a person

familiar with the matter. Following the
acquisition, Arma’s founder and manag-
ing partner Paul-Nog] Guély, a former
head of European technology invest-
ments at Lehman Brothers and Gold-
‘man Sachs, will continue to lead its team
0£100 bankers across offices in London,
Munichand the US.

Guély said that selling the business
would allow Arma to “expand globally
while remaining an independent firm.”
Guély and his team will work closely

Alberto Nagel, Mediobanca’s chief,
said Arma’s spread was a ‘perfect fit’

Mediobanca buys UK-based tech advisory firm

with Mediobanca’s co-heads of invest-
ment banking Francisco Bachiller and
Giuseppe Baldelli.

The deal is the latest by Mediobanca
that takes it beyond its domestic mar-
ket. In2015it struckits first foreign deal
with the acquisition of Cairn Capital, a
London-based investment manager.

Two years ago, Cairn bought dis-
tressed-debt specialist Bybrook Capital,
creating a group with about $8bn in
assets under management.

Mediobanca did not disclose the
price, but said that it would pay 40 per
cent of it in cash when the deal closes
and the remaining 60 per cent over the
next four years, depending in part on
the performance of Arma.

The deal comes amid speculation that
Mediobanca’s next target could be
Banca Generali, Ttaly’s largest private
banking group and the largest share-
holder in insurer Generali. A potential
deal was derailed a couple of years ago
amid disagreements over price.
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Social media groups struggle to cope
with US states’ youth safety decrees

Lawyers for platforms thrash out how to handle array of protection laws and their associated risks

FTmortogefGetry mages

HANNAH MURPHY — SAN FRANCISCO

Social media platforms are struggling to
deal with a patchwork of US state laws
requiring them to verify users’ ages and
give parents more control over their
children’s accounts.

States including Utah and Arkansas
have passed child social media laws in
recent weeks, and similar proposals
have been put forward in states such as
Louisiana, Texas and Ohio.

The legislative efforts are designed to
address fears that online platforms are
harming the mental health and wellbe-
ing of children and teens amid a rise in
teensuicide.

But critics — including the platforms
and some children’s advocacy groups —
say the measures are poorly drafted and
fragmented, potentially leading to unin-
tended consequences.

One staff member at a large technol-
ogy company who leads its state
legislative policy described the propos-
als as “nightmarish [and] nonsensical,
if not Kafkaesque. Being able to
prepare for this with confidence is a
Herculean task”.

‘The person said theirlegal teams were
thrashing out how to interpret the vari-
ousrules and their associated risks.

There is a growing body of research
linking heavy use of social media by
children and teens to poor mental
health, prompting demands to better
protect children from toxic content.

Republican Utah state representative
Jordan Teuscher, who was the House
sponsor of the state’s bill, said it had
been created in response to anumber of
studies showing “some really devastat-
ingeffects of social media on teens”.

He said of the decision to introduce
the legislation, which is set to come
into force in March 2024: “We
strongly believe that parents best
know how to take care of their own chil-
dren. It was parents coming to us saying,
‘Ineed help’.”

The Utah law requires social media
platforms to verify the age of all
state residents and then get parental
consent before allowing under-18s to
openanaccount.

Inaddition, platforms must grant par-
ents access to those accounts and they
are banned from showing them adver-
tisements or targeted content.

Governments and regulators are rac-
ing to introduce legislation with the
UK’s Online Safety Bill and the EU’s Dig-
ital Services Act compelling social
media companies to shield children
from harmful content.

In the US, a new federal proposal, the
Kids Online Safety Act, was introduced
by US senators Marsha Blackburn, a
Republican, and Richard Blumenthal, a
Democrat, which would place a duty of
careon platformsto protect children.

Earlier this year, Republican senator
Josh Hawley introduced a bill that
would enforce a minimum age require-
ment of 16 for social media users.

Social media platforms and experts
agree that federal laws would be most
effective in order to impose a uniform
nationwide standard. But, in the mean-
time, the smattering of state laws
emerging has forced the platforms to
scramble toadapt.

States taking action on the issue
have diverged into “two lanes”,
said Zamaan Qureshi, co-
chair of a youth coalition
advocating safer social |
media for young people.

In one, several Demo- A
cratic-led states, suchas

Marsha
Blackburn is one
of the senators
who introduce
the Kids Online
safety bill

by TikTok

10 Bejing.

legal challenges.

for a federal ban.

TikTok is facing its first ban by a US.
National state over national securify concerns

security after Montana's governor signed a bill
prohibiting downloads of the social
media app, setting up a pofential legal
Montana fight over free speech.
The bill, signed by Greg Gianforte on
Danfaced Wednesday and taking effect in January,
bans TikTok from operating in Montana

and prohibits app stores from allowing
downloads of the app, which is owned
by Chinese company ByteDance.

If they do not comply, TikTok and the
app stores, such as Apple and Google,
could face fines of $10,000 per violation
per day, according fo the law.

The ban comes amid mounting
security concerns from governments
and regulators about the company’s ties

Earlier this year, the US government
called for a ban or divestiture of the app,
fearing it could harvest data on its
150mn US users for espionage.

“To protect Montanans’ personal and
private data from the Chinese
Communist party, | have banned TikTok
in Montana” Gianforte wrote on Twitter.

The law is widely expected fo face

TikTok said: “Governor Gianforte has
signed a bill that infringes on the First
Amendment rights of the people of
Montana by unlawfully banning TikTok,
a platform that empowers hundreds of
thousands of people across the state.”
TikTok has become a flashpoint in

tension between the US and China,
uniting Republicans and Democrats in
Washington, many of whom have called

China has said i opposes a demand
from the US that the US arm of TikTok
be separated from ifs Chinese owners.

In Montana, it is unclear what will
happen to TikTok users who have
downloaded the app ahead of the law
coming info force. I is unclear if and
how app stores can carve out offering
an app on a state-by-state basis.

Google and Apple did nof respond fo
a request for comment.

California, had been focused on regula-
tion that aimed to “force technology
companies to make design changes to
their products to better protect minors”,
he said. In the other, a greater number of
Republican states had focused on the
role of parents.

One common theme among the
Republican state lawmaking efforts is a
requirement for the platforms to carry
outage verification for all users.

This paves the way for a second
requirement in some states for plat-
forms to gain consent from a parent or
guardian before they allow under-18s on
their apps, and in some cases, to allow
those parents to have access to their
child’saccounts.

Given a lack of specificity in the draft-
ing of the measures, the platforms have
been left perplexed by how to gather
parental consent, according to multiple
people familiar with the matter, weigh-
ing whether this might be a simple
check-box exercise or will require com-
Ppanies to collect a copy of a birth certifi-
cate, forexample.

Academics and advocacy groups
have also raised questions about
free speech and the privacy of the chil-
dren the laws are designed to protect.
And certain state rules might leave
LGBT+ children whose families did not
support them particularly vulnerable,
Qureshi warned.

“What an active parent means is very
different for each child or each young
person,” hes

The age verification mandate poses
big challenges. Vetting for age, which
typically involves requestingID or using
age estimation through face scanning
technology, will result in underage users
being removed from the platforms, hit-
tingadvertising revenue.

T ID is the main method for verifica-
tion, critics warn that not all minors
have access to official identification. Age
range estimation is an inexact science.

Arkansas, whose legislation comes
into force in September, has ordered
platforms to use third parties to
verify ages, raising concerns about

“Nonsensical whether there are enough tools to man-
k * agethedemand.
ifnot Yoti,a UK provider of age verification
technology, is used by Meta’s Instagram
Ka?kacsquc. ] o oo coI:grimny
Beingable to  nas said. TikTok is weighing using
the tech, according to two people
prepare for L oo atter
this with One of the biggest companies offering
- age verification tech is MindGeek,
confidenceis 28 tt e T nd RedTube,
aHerculean  accordingtotwotech policy staff.
task’ Social media platforms, including
Metaand Snap, have begun pushing the
idea that age verification should be han-
dled by the app stores where they are
downloaded or at the device level — on
an AppleiPhone, forexample.
“We Meta said the company had devel-
oped more than 30 tools for teens and
strongly families, including parental supervision
: tools. “We'll continue evaluating pro-
believe that e Tl
parents cymakers on theseimportant issues.”
best Snap, which has also developed
parental controls, said it was in talks
know how with peers, regulators and third parties
about how to address the age verifica-
o) tak‘e Car€ o challenge. TikTok said “industry-
of their oWn  wide collaboration” was needed.

children’

Some children’s advocacy groups
argued that the focus of the legislation is
‘misplaced. “The theme is putting it on
parents and giving more parents more
rights . . . IUs saying the platforms don’t
need to change,” said Josh Golin, execu-
tive director of non-profit Fairplay.
“Really, what we think we should focus
on is making platforms safer and less
exploitative of kids.”

See FT Big Read

Technology
Al pioneer
Bengio warns
of threat to
democracy

MADHUMITA MURGIA
ARTIFICIAL INTELLIGENCE EDITOR

Advanced artificial intelligence sys-
tems such as OpenAI's GPT could
destabilise democracy unless govern-
ments take quick action and “protect
the public”, an Al pioneer has warned.

Yoshua Bengio, who won the Turing
Award with Geoffrey Hinton and Yann
LeCun in 2018, said the rush to launch
Al products had become “unhealthy”.
He sawa “dangerto political systems, to
democracy, tothe very nature of truth”.

Bengio has joined a growing faction of
Al experts sounding the alarm about the
rapid rollout of powerful large language
‘models. His colleague and friend Hinton
quit Google this month to speak more
freely about the risks posed by AL

Bengio said indiscriminate access to
large language models was a serious
concern, noting the lack of scrutiny.
“Companies can rent access to Chat-
GPT ... forexample,” he said. “Ttwould
be important that this access be closely
monitored so we know who is using
those systems so we can track poten-
tially illegal or dangerous uses.”

Tech groups have been racing to
Taunch generative Al products — soft-
ware that can write text and create
images. Google last week unveiled a
revamped search engine powered by its
new Al system PaLM2.

Microsoft-backed OpenAI's most
advanced software, GPT-4, which it
revealed in March, is being adopted by
banks, consulting firms, start-ups, edu-
cational institutions and governments
inan effort to supercharge productivity.
“The race dynamic . . . is a vicious cir-
cle,” said Bengio, a professor of compu-
ter science at the University of Montreal
and the founder of Mila, the Quebec
Artificial Intelligence Institute.

Regulators and governments are step-
ping up scrutiny of the technology. Sam
Altman, OpenATs chief executive, on
Tuesday called on US lawmakers to reg-
ulate the field, outlining his fears about
“interactive disinformation” ahead of
US elections next year.

Best known for his work on deep
learning, Bengio is one of a handful of
senior Al researchers who have stayed
in academia following a brain drain to
tech companies over the past decade.

LeCun joined Meta in 2013, while
Bengio’s brother, Samy, was a senior
research scientist in Google’s Al division
foralmost 15 years before he quit to join
Applein2021.

Bengio was one of more than 1,000 AT
experts and tech executives to sign an
open letter last month calling for a six-
month pause on the development of
advanced Al systems.

“If you want humanity and society to
survive these challenges, we can't have
the competition between people, com-
panies, countries — and a very weak
international co-ordination,” he said.

There was an urgent need to make AT
systems more transparent, including
auditing the data being used to train
them and their outputs. With peers,
Bengio has also proposed an interna-
tional coalition to fund AT research in
areassuch as climate and healthcare.

“Like investments into CERN in
Europe or space programmes — that’s
the scale where AT public investment
should be today to really bring the bene-
fits of AT to everyone, and not just to
makealotof money,” headded.

Technology

Chipmakers to expand in Japan as tech decoupling accelerates

LEO LEWIS AND KANA INAGAKI — TOKYO.

Seven of the largest semiconductor
makers have set out plans to increase
‘manufacturing and deepen tech part-
nerships in Japan as western allies step
up efforts to reshape the chip supply
chainamidrising tensions with China.
At an unprecedented meeting in Tokyo
with Japanese prime minister Fumio
Kishida, the heads of chi

Imagine your advert here

¥500bn ($3.7bn), including Japanese
state subsidies, to build a plant to pro-
duce cutting-edge extreme ultraviolet
lithography technology in Hiroshima.
Samsung is also discussing setting up

chip chief executives. “We reconfirmed

tobuilda new plant in the south-west-
ern prefe Kumam

the strong potential for Japan’s semicon-
ductor industry.”

The announcement comes as Japan
prepares to host a G7 summit where eco-
i ity will be a focus of talks.

a¥30bn researchand cen-
tre in Yokohama with pilot lines for
semiconductor devices.

Japanese government officials said
the move followed a thaw in relations
between' d 1|

including Taiwan Semiconductor Man-
ufacturing, South Korea's Samsung
Electronics and Intel and Micron of the
US described plans that could transform
Japan’s prospects of re-emerging as a
semiconductor powerhouse.

Micron said it expected to invest up to

Samsung was not available for
comment.
“Japan’s role has risen as like-minded

The easing of longstanding tensions
between South Korea and Japan comes
as the US has deployed significant diplo-
matic capital to urge closer alignment
between its allies in the region against
the perceived threat of China’s expand-
ing technological and military powers,

nations work to strengthen their supply
chains,” said Yasutoshi Nishimura,
Japan’s minister of economy, trade and
industry, following the meeting with

https://ft.pressreader.com/v99f/20230519

andtored on chips pro-
duced by TSMCand others in Taiwan.
TSMC, the biggest contract chip-
‘malker, also expressed the possibility of
more investment in Japan after it agreed

Nishimura also referred to conversa-
tions with Intel on greater co-operation
with Japanese chipmakers and said he
had discussed co-operation among
Applied Materials, IBM and Japan's Rap-
idus. The gathering of the chipmakers in
Tokyo adds further definition to the
industrial blocs that are emerging as
soured US-China relations continue to
produce signs of decoupling in global
supply chains.

Nishimura said the government
would use ¥1.3tn earmarked in Japan’s
supplementary budget last year to sup-
port the pledges made by foreign chip-
‘makers.
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Crypto. Tougher oversight

US digital asset crackdown
pushes exchanges offshore

Overseas rivals taking larger
share of trading volumes with
less fear of regulatory reprisals

SCOTT CHIPOLINA
US cryptocurrency exchanges are
setting up offshore venues in a hunt for
overseas customers and to escape being
ensnared in a regulatory blitz from US
authorities.

Two of the largest venues, Nasdaq-
listed Coinbase and Gemini, have
stepped up plans to launch market-
places outside the US following
enforcement cases against domestic
cryptocompanies.

US regulators have toughened
oversight of the digital assets market
following the failure of lenders such as
Celsius Network and FTX, the exchange
runby Sam Bankman-Fried.

Besides targeting individuals, the
watchdogs have also deemed some
products illegal in the US and forced
companies to pull lucrative business.

By contrast, US crypto exchanges’
offshore rivals have been able to launch
products and take market share with
less fear of reprisal.

Binance, which says it has no
headquarters, has become the world’s
largest crypto exchange with daily
volumes that dwarf US rivals.

“For crypto companies trying to
engage in compliance, they get
punished in the marketplace by
competitors that believe it’s better to
beg for forgiveness than ask for
permission,” said John Reed Stark,
former head of the Securities and
Exchange Commission’s internet
enforcement division.

Coinbase said securing a licence in
Bermuda would increase “economic
freedom and opportunity” for its
customers.

But the US crackdown has also

Alameda bids
to claw back
millions from
FTX-eradeal

MARK VANDEVELDE — NEW YORK

Alameda Research is seeking to claw
back hundreds of millions of dollars
paid to individuals and companies,
including former UK chancellor George
Osborne’s venture capital vehicle, in
connection with a deal struck by Sam
Bankman-Fried shortly before his
FTX cryptocurrency empire entered
bankruptcy last year.

Alameda, which is now being run by
restructuring expert John Ray, alleged
that Bankman-Fried and other insiders
‘misappropriated FTX money to pay for
the acquisition of Embed Financial, a
start-up broker-dealer that had been
touted as a way for the cryptocurrency
group to expand its offerings into
traditional financial securities.

In two lawsuits filed in Delaware on
Wednesday, the company sought to
reclaim millions of dollars from former
Embed employees who received “reten-
tion” payments from the deal as well as
the company’s former shareholders.

‘Among the defendants are prominent
firms that held stakes in Embed,
including Y Combinator, Bain Capital
Ventures and 9Yards, where Osborne is
apartneralongside his brother, Theo.

Alameda’s lawyers want the defend-
ants, including California-based 9Yards,
to repay the money they received from
the Embed transaction, under bank-

‘Among the defendants
are firms including
9Yards where George
Osborne is a partner

ruptcy laws that allow courts to unwind
“fraudulent transfers” that are intended
totake assets out of reach of creditors.
9Yards, which allegedly received
about $46,000 from the transaction, did
not immediately respond to a request
for comment. None of the defendants
areaccused of any wrongdoing.

The complaint detailed an elaborate
series of transactions involving multiple
accounts at now-defunct Signature
Bank that Alameda’s lawyers said were
intended to create the false impression
that the $220mn used to acquire Embed
came from the personal accounts of
Bankman-Fried and other FTX execu-
tives, instead of the company.

Alawyer for Bankman-Fried did not
immediately respond to a request for
comment outside regular office hours.

With faulty technology and net
revenue of only $25,000, Embed was
worth a small fraction of the amount
that Bankman-Fried’s team had agreed
to pay for it, Alameda’s lawyers alleged
inthe filings.

They also quoted from internal
communications in the weeks before
the merger in which Embed employees
relayed their previous experience of
dealing with Bankman-Frieds team
‘when FTX became an Embed customer.

The FTX affiliate in question “didn’t
doaton of dd [due diligence]”, said one
employee, according to the filings. “I get
a sense that they are [cowboy emoji]
over there.”

Additionalreporting by George Hammond

Equities

‘Headquarter-less’ Binance dwarfs US exchanges Coinbase ‘ Inthe Pi.“k’ D S S2 pre c
KR s eI i erypto firms ingmore than 60 per cent ofthe market.
are considering In contrast, Circle, a stablecoin issuer
EeciiiadnglokineCon) offshore that holds an array of US money
B Binance W Coinbase W Kraken 600 locations such transmitter licences, has lost a third of
500 as Bermuda in its market share in the same period.
Tesponse to Only $30bn of Circle’s USDC coins are
400 intensifying nowin circulation.
300 U i Hester Peirce, an SEC commissioner,
g | emiEmTD said solid US rules for governing crypto
would reverse the flow as investors
100 would be attracted by predictable rules.
ol M| LRl “When you have ... central
J companies that are dealing with
jan 2022 2023 Apr e 2 23
o customers, it’s very likely you're going
o want to have some regulatory regime
around them because you find out that
heightened investor nerves aboutusing  in the same period, Kaiko also found. centralised companies do the same kind
the US market. Without common global standards, of dastardly things whether or not
Since the start of the year, Kraken  exchanges are lookingaround the world they're in crypto or something else,”
agreed to endits staking businessinthe  for a favourable regime as a base for Pierceadded.
US — in which customers agree to lock  their growth plans. But many crypto executives
up their tokens in other crypto projects From offshore locations, Coinbase acknowledge that there are limits to
in return for a high yield — as partofa  and Gemini will both launch perpetual escaping US rules.
settlement with the SEC. futures, a type of derivative widely “Crypto firms considering offshore
Paxos shut down further issuance of ~ favoured by regulartraders and asource locations like Bermuda in response to
BUSD, the Binance-branded stablecoin, ~ of income for companies such as intensifying regulation may view this as
atoken used to help tradersmove more  Binance. an appealing short-term solution . . . if
quickly in and out of the crypto market; “Regulation and standards for this 'you want to serve the US market, then
the SEC warned Coinbase that it might ~ market have been rolled out differently ‘'you need to work with US regulators,”
face an enforcement action; and Balkkt  in different markets, in some cases said Thomas Hook, chief compliance
quickly delisted 25 of the 36 available there’s bespoke regimes, in some cases officer at Bitstamp, a European
tokens on purchase of Apex Crypto, there’snoregime . . . it’sall very mucha exchange.
citing “regulatory guidance”. ‘moving target at this moment in time,” Moreover, the criminal charges
As uncertainty lingers, US market-  EvaGustavsson, head of public affairs at brought against some of FTX’s senior
places are losing ground to offshore  digital assets company Copper.co, told management and civil charges against
A e P T e anFT gzt They get Binance for illegally serving US
the spot crypto market has almost The type of money most commonly punished by customers underscored how US
halved to 5 per cent, according todata  used in crypto markets has also flowed - authorities have long extended their
from Kaiko. Binance gained 30 percent, out of the US in recent months. Most COMPEULOIS  each across borders when it affects
partly on the back of free trading. daily trading is done through buying  that believe  consumersorthedollar.
Smaller rivals such as Turkish crypto ~ and selling popular tokens such as .. “US law is very clear on this: you
platform BtcTurk, Korea’s UpBit and bitcoin with stablecoinsliketether. itsbetter can be a foreign entity but, assoonas  Our global
EU-based Bitpanda have recorded Stablecoins are normally pegged to  to beg for you touch American customers, you  feam gives you
double-digit gains in cumulative trade  the world’s biggest currencies and act as - have established jurisdiction for US market-moving
volume in the first four months of  abridge between cryptoand traditional forgiveness regulatory agencies, period,” said  newsand views,
2023 compared with the previous —markets. than ask for  Charley Cooper, former chief of staff 24 hoursaday
four-month period. Since January, the market share of . ., at the Commodity Futures Trading ft.com/markets
Coinbase and Gemini have declined  British Virgin Islands-registered Tether  PEITIISSION  commission.
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Alibaba plans logistics and grocery
unit IPOs in tech empire shake-up

ELEANOR OLCOTT — HONG KONG

Alibaba is planning to list its logistics
and grocery businesses within the
next 18 months and spin off its
cloud division as the Chinese group
commences a massive shake-up of its
tech empire.

Inits first financial results since the tech
giant announced plans to split into six
businesses, Alibaba kicked off the
group’s break-up as it posted a single-
digit rise in revenues during the first
quarter.

The Chinese group yesterday said
revenues had risen 2 per cent in the
three months to March to Rmb208bn
($30bn) compared with a year earlier.

Alibaba said the board had approved
plans to execute an initial public
offering for its Freshippo grocery
business, expected to be completed
within the next year. It s also seeking to
list its Cainiao Smart Logistics business
in12to18 months.

“We believe that these two companies
are ready to go public,” said Daniel
Zhang, the group’s chief executive, on
aninvestor call.

Alibaba l led pl in off

its struggling cloud business through a
stock dividend to shareholders after
completing a private fundraising round
for the unit.

But the cloud computing arm's recent
struggles could damp its valuation in
private markets. In the first three
months, the unit reported a 2 per cent
fall in revenues year on year — the first
quarterly sales decline on record.

businesses,” said Zhang. “This will allow

the cloud business to sharpen its

business strategy and optimise

operations,” adding that Alibaba

intended for the business to become an
cor

Sony stock jumps as investors cheer
U-turn on financial services arm

KANA INAGAKI AND LEO LEWIS — TOKYO

Sony said it would consider spinning
off and relisting shares of its financial
services arm to bolster investments in
its entertainment business, delighting

on an acquisition spree to expand
its entertainment assets, buying EMI
Music Publishing for $2.3bn and
spending $1.2bn to acquire AT&T’s
anime streaming service Crunchyroll.
‘Totoki said Sony would make use of a

The announcements come less than
two months after Alibaba revealed its
plan to split into six business units
in a radical break-up that comes after

“The cloud business i
different from other consumer-facing

Alibaba is seeking a flotation of its
]

t Logistics business

https://ft.pressreader.com/v99f/20230519

Beijing’s crackdown on China’s tech
giants.

Alibaba yesterday announced the six
new chief executives and board mem-
bers for the respective new entities.

Under the restructuring, the Alibaba
holding group will retain full ownership
of its domestic i

U-turn

Shares in the Japanese group rose
6.4 per cent yesterday as investors wel-
comed the move as a way to unlock

r scheme th p:

nies to break up their units without

incurringadditional tax burdens.
Companies in Japan have come under

analystat MST Financial, said the move
was consistent with the company’s
plans tosscale up ts investment in image
sensorsand entertainment.

He said the eventual initial public
offering of Sony Financial was likely to
e used to help fund “aggressive merger
and acquisition” activity by the
company.

“Consolidation in entertainment has

valuein

Sony plans to retain a stake of about
20 per cent and target a timeframe of
twoto three years for thelisting.

Three years ago, Sony spent $3.7bn to
take control of its financial unit, which
houses the group’s online banking and
insurance despite pressure

Tmall and Taobao, which generated
‘more profits than the group as a whole
initslast fiscal year.

Alibaba’s share price rallied following
news of the split-up in March but has
retreated close to pre-announcement
levels amid investor concern over tepid
spending on consumer goods and a
slower than expected rebound in
Chinese economicactivity.

ti ing by Ryan

from US activist investor Third Point to
break upand f i

‘We will need the ability to
invest in image sensors
and the entertainment
business at anew level

increasing pressure from activist

But at a press conference, Sony’s new
president, Hiroki Totoki, said a partial
spin-off of its financial arm was neces-
sary to strengthen investment capacity.

“In order to expand our growth over
the medium tolonger term, we will need
the ability to invest in image sensors
and the entertainment business at a

Beijing

newlevel,” Totoki said.
In the past five years, Sony has gone

the Tok K Exchange
to improve governance and capital
efficiency.

Japan’s stocks have been propelled by
growing hopes of higher governance
standards, larger share buybacks and
other value-boosting measures.

een and Sony doesn’t want
tobeleft behind,” he added.

Macquarie analyst Damian Thong
called the latest decision by Sony “an
excellent move”, saying “it is good that
Sony is able to change course when new
opportunities present themselves”.

Many investors questioned Sony’s
original decision to take full control of
its financial business in 2020, noting
the lack of synergy with the group’s
other businesses.

At the time, executives explained that
the diversity of its business portfolio
‘was astrength for Sony.

“It probably removes a bit of

=

Yesterday, the benct 'k Topix

. said a big Sony

index was at a 33-year high, up more
than 15.5 per cent since the start 0f 2023.
David Gibson, a longtime Sony

shareholder. “It’s not a massive game
changer but I think it is incrementally
the right decision.”
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The day in the markets

What you need to know

o Wall Street climbs after shrugging off
weak jobless benefits data
 Treasuries and dollar trading sf
indicate worries over US debt ceiling

& Crude oil dips while European stocks
advance

Wall Street stocks picked up in trading
yesterday, extending their rally from the
previous session as policymakers in
Washington signalled that they would
strike a deal fo lift the US debt ceiling
ahead of the deadiine.

Wall Street's benchmark S&P 500 was
up 04 per cent by midday in New York
while the tech-heavy Nasdaq Composite
had added 09 per cent, shrugging off
early declines on weak US jobless
benefifs data

The moves came as the Republican
House Speaker Kevin McCarthy
announced that the bill to raise the US
debt ceiling could be put fo a vote as
early as next week.

“All of this should be taken with a grain
of salt;” said Joel Kruger, market
strategist at LMAX Group, noting that,
“with yields on the rise and the US dollar
driving higher, we would be concerned
about the sustainability of the equity
market rally”.

Yields on interest-rate-sensitive two-
year Treasury notes was up 7 basis points
10 4.23 per cent while those on
benchmark 10-year bonds was up 5bp o
3,63 per cent as the debt sold off.

The US Dollar index, which tracks the
currency against a basket of six peers,
gained 07 per cent.

“The dollar’s strength [ ... 1 signals
how the FX markets seem to be lagging

Percentage change in share price (%)

Walmart outpaces rivals as consumers hit by inflation ‘
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Let’s harness the
power of Al to beat
financial crime

Adena Friedman

Markets Insight

ecent breakthroughs in

artificial intelligence are

rightly seen as a step-change

in our technology economy.

For the world of finance,

much of the reaction has been focused
on the risks from this rapid shift.

Concerns have rightly been raised

about the capacity of regulators to

oversee Al operations, market

concentration risks from the small

number of service providers and digital

herding where computers all act alike,

the cautious optimism shown in other
asset classes like equities,” said Francesco
Pesole, currency strategist at ING.

Global oil benchmark Brent crude fell
14 per cent 10 $75.84 a barrel while US
equivalent West Texas Intermediate was
also down 14 per cent to $7181a barrel.

Meanwhile, data from the US labour
department showed applications for new
unemployment aid fell from 264,000 in
the previous seven days 10 242,000
claims last week.

The figure landed below analyst
expectations, raising concerns that a
tight labour market will make it harder for

the US Federal Reserve fo bring inflation
levels back fo farget.

Corporate resulfs added to confusion
around consumer spending. Walmart rose
affer the world's largest retailer delivered
stronger than expected earnings.

The group was the outlier after rivals
Home Depot and Target had painted a
much bleaker image of US discretionary
spending earlier in the week.

Across the Atlantic, the region-wide
Stoxx Europe 600 firmed 0.4 per cent, the
CAC 40 in Paris rose 0 per cent while
Frankfurt's Xetra Dax gained 1.3 per cent.
Daria Mosolova

Markets update
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Wall Street

Rallying fo the top of the S&P 500 index
was Take-Two Interactive, the video
game producer, which achieved net
bookings of $139bn in its fiscal fourth
quarter, “above the high end of our
quidance range’, said chief executive
Strauss Zelnick.

Providing a further fillp was a forecast
of $8bn in net bookings in its 2025
financial year, “the clearest indication of
pending GTA VI [Grand Theft Auto]
release”, said UBS.

Joining Take-Two at the head of the
blue-chip index was Bed & Body Works,
which posted earnings of 33 cents per
share for the first quarter, more than 28
per cent ahead of Wall Street estimates.

The personal care and beauty refailer
said it benefited from a “better than
expected merchandise margin rate and
store selling expenses’.

It also lifted its full-year outlook,
forecasting earnings of between $270
and $310 per share, up from a $2.50 to $3
range stated in February.

Another big riser was streamer Netflix,
which revealed that its ad-supported tier
had nearly Smn monthly active users six
months affer launch.

Greg Peters, Netflix's co-chief
executive, said: “On average, more than a
quarter of our sign-ups now choose the
ads plan in countries where it's available”
Ray Douglas

Europe

France's Trigano jumped after forecasting
a"good increase i s sales and
profitability” for the second half of its
financial year.

The motorhome and caravan group
reported first-half operating profit of
€1734mn, “thanks to a record
contribution from the leisure vehicle
business”, and planned to infroduce new
vehicles from June onwards that “should
appeal to budget-conscious customers”.

Better than expected earnings lifted
Eventim, the German entertainment
ticketing group, which achieved core
profits of €76mn in the first quarter —

33 per cent ahead of 2019 levels and 21
per cent above the consensus estimate.

This period was “usually a seasonally
weaker quarter”, said Jefferies and yet
the number of tickets Eventim sold online
in the year to date stood at 18mn, up 63
per cent year on year.

New business buoyed Saipem, the
Italian oil and gas group, which was
awarded two offshore contracts worth
about $850mn in fotal.

One s linked to a construction and
installation project in the Black Sea while
the other involves decommissioning
activities in the North Sea.

Citi, which assigned the group a “buy”
recommendation, added that it was also a
frontrunner for work on the Marjan oilfield
off the Saudi Arabia coast. Ray Douglas

https://ft.pressreader.com/v99f/20230519

London

An upgrade fo its full-year outlook
pushed medical products maker
ConvaTec near the top of the FTSE 100

It expected organic revenue fo grow
between 5 and 65 per cent in 2023, up
from a previous range of 4.5 1o 6 per cent.

Citi said the improved guidance was a
“clear indication of strong underlying
momentum, especially in advanced
wound care”.

At the tail-end of the blue-chip
benchmark index was fashion brand
Burberry, which sank despite reporting a
16 per cent rise in comparable store sales
for its fiscal fourth quarter, above a
consensus estimate of 14 per cent.

But Sophie Lund-Yates, lead equity
analyst at Hargreaves Lansdown, flagged
Burberry's unchanged guidance as “a
little lacklustre”.

Weaker sales in the Americas also
overshadowed a robust rebound in
mainland China.

Near the top of FTSE 250 index was
Aston Martin following news that China's
Geely had doubled ifs stake in the luxury-
car maker to 17 per cent and would
supply components under a new “long-
term partnership”.

Sinking to the bottom of the mid-cap
index was publisher Future, which
expected ifs full-year performance would
be fowards the botfom end of market
expectations. Ray Douglas

marketswings.

While calls for caution and proactive
regulation are appropriate, so are the
calls for urgency and optimism as we
empower industries to start harnessing
the potential of the Al advances.

This starts with recognising that all AT
is not created equal. Yes, the power of
generative Al which allows images and
text to be created from prompts, has
captured the world’s imagination. But
AT has been deployed across our
markets for many years.

Nasdagq uses Al for predictive market
maintenance — preventing disruptions
before they occur —and we are embed-
ding AT in different stages across our
operations. It is particularly important
for our anti-financial crime software
division. Within the world of finance,
ATs capacity to help detect, deter and
stop financial crime is perhaps the most

One contributor to this disconnect is
therestrictive impact of regulations that
limit the banks’ use of data and
advanced technology.

To put it most simply, financial crime
is a data problem. Criminals don’t bank
with only one bank. They exploit the
entire financial ecosystem to avoid
detection. The increasing interconnec-
tivity of finance and the emergence of
new payments systems are all helping
criminals become more effective.

On the crime-fighting side, the quality
and depth of our data sets, combined
with the use of the latest analytics

Criminals leverage
innovation at scale and
speed to stay multiple
steps ahead of detection

technologies, are the most critical deter-

‘minants of success n stoppingcrime.
Tn Nasdaq’s anti-financial crime

division, we have built dala lakes that

ground with regulators around solu-
tions to tackle this insidious problem.

That starts with responsible data
sharing. In the US, banks are allowed to
share information for the purpose of
fighting crime. Enabling financial
institutions in Europe, Canada and
other regions to share data both from
within and outside their own networks
would greatly enhance our ability to
identify criminal activity.

There are proven models that
enable data sharing while protecting
individuals’ rights o privacy. These can
—and should — bereplicated at scale.

The second imperative is for
regulators to allow the industry tolever-
age the latest capabilities in cloud, AT
and machine learning so we can
better respond to new threats, increase
effectiveness and improve efficiency.

Finally, there is an opportunity to
increase collaboration. Criminal enter-
prises are deeply connected and the
financial system needs to mirror that by
strengthening collaboration between
the private sector, government and law
enforcement. One critical change would

bring together d and ano-
nymised transaction data from more
than 2,400 banks. This consortium data
approach, combined with advanced AT
algorithms, has boosted our ability to
detect suspicious transaction patterns.
Yet bm\ks are expected to provide

use case of t}

Financial crime is a major — and
thriving — global industry. Estimates
from LexisNexis show banks spend
nearly $275bn on tackling financial
crime annually. Yet UN studies suggest
less than 1 per cent of the approximately
$4tn of illicit funds that are in

the fi ial is

d inability to any model
that they use, including for crime fight-
ing, which greatly inhibits the impaci
After years of fighting market manip-
ulation and financial crime, two truths
stand out: criminals don’t follow laws or
regulations and they leverage techno-
logical innovation at scale and speed to
stay multipl head of detection.

beingintercepted by law enforcement.

It is critical that we find common

beth of “feedback loops™:
communication from law enforcement
to banks to confirm whether reported
activity was found to be criminal or not.

This requires little investment but
allows banks to refine their algorithms.
based on real-world outcomes.

The fight against financial crime is
complex enough as it is. T strongly urge
regulators to reduce, not add to, the
complexity. Let’s leverage the next wave
of innovation to strengthen the integrity
of the financial system with technology
onourside.

Adena Friedman is chair and chief
executive of Nasdag
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Boutique studios lavishly vacant foll

eall get old in the end.
Witness A24, the bou-
tique New York studio
that has spent the past
decade growing into an
American behemoth. A handful of its

films (Uncut Gems, Ex Machina) were
always better than the rest. But the glib,
splashy movies the company special-
ised in were all so beautifully marketed
they made the A24 brand itself hot stuff.
Now it has entered a prosperous middle
age. Oscar-winner Everything Everywhere
All at Once s just the flagship of an outfit
opening international offices and turn-
ing out bad tear-jerkers (The Whale),
like every Hollywood titan in history.
But establishment status makes hip-
sters uneasy. Cue Beau Is Afraid, a
$35mn outburst from writer-director
Ari Aster that is, remarkably, the prici-
est film A24 has ever backed. The star is
another Oscar-winner, Joaquin Phoe-
nix, pulling various faces but most often
a stunned wince. Join the club. The
movie is a chore, a grinding, faux-
experimental folly from a company ina
splattery midlife crisis. Would it not
have been simpler just to get tattoos?
We begin in utero. As per Freud, you
too will wish we'd stayed put. Instead,
Phoenix soon shuffles on screen as the
adult Beau. Adultis arelative term. Rid-
dled with anxiety, hairstyle speaking of
male pattern baldness and the downy
fragility of a chick, he has been spoiled
and stunted by his wealthy mother. Orat
least so he hintsto his analyst. The whole
film resembles therapy, though sadly
not somuch that we're paid to listen.
Aster usually channels his inner child
into scary movies: the much-applauded
Hereditary and Midsommar. Beau Is
Afraid is trailed as a departure, but hor-
ror remains the underlying vibe. After

Above, from left, Nathan Lane,
Joaquin Phoenix and Amy Ryan in
the Oedipal odyssey ‘Beau Is Afraid’.
Right: ‘Nam June Paik: Moon Is the
Oldest TV tells the story of the
father of video art - Takasniseiss

In the first act of Beau
Is Afraid the mood is
queasy: ‘Eraserhead’
reimagined by
hedge-fund managers

theshrink, the first act isa darkly comic
exercise in urban paranoia, Beau
besieged in a drab apartment overlook-
inga hellscape of sex perverts and vio-
lent street people. The mood is queasy:
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much of his life, Asia was othered and
patronised by the west; Paik gazed up at
satellites and saw a more equitable
future, culturally at least. (Again, Kim
lets us join the dots ourselves to modern
Seoul as global content hub.)

Back on Earth, recognition comes
slowly for trailblazing artists. Remuner-
ation slower yet. Still, the world at least
caught up with Paik in time for the Gug-
genheim and the rest to host later dis-
plays of endlessly multiplying screens. If
audiences were unsure of the meaning,
with smartphones still years away, it all
became clear eventually. And that cryp-
tic 2am warning of lost bearings? View-
ers of this excellent film will come to

iy Tt
managers. It is also the best part of
the movie, made at least with Looney
Tunes vim.

thattoo.
In UK cinemas now

The end is nigh for Fast and Furious. The
N the all- :

y though, sets
in motion a return to the family home.
“In motion” is pushing it though, given
the pointed stasis often involved in
Beau’s Oedipal odyssey. There will be
staysina fairytale forest, a reverie of the
future and flashbacks to the past, but
many, many scenes dwell in American
suburbia, which Aster boldly portrays
as bland and stifling. Teenage girls join
‘his mother, homeless people and sex in
petrifying Beau, though his real terror
should be that he never once resembles
an actual character. He is only ever
Phoenix, performing.

Aster’s best and final gag is that his
lavishly vacant film clocks in at two min-
utes short of three very long hours. A
shame the joke is on us, but still. What-
ever frightens the director, it clearly isn’t
areal producer. One of those might ask
whatend is being met by the frantic sty-
listic high jinks the movie is littered
with; orwhether, for all the loud psycho-
drama, it has athingto say. Instead, A24
simply smiles and hands over the $35mn
allowance. You call that parenting?

InUK cinemas now

The future is a lonely place. Just ask
‘Nam June Paik, the South Korean jester-
savant who, in the act of inventing video
art, also foresaw the internet from the
primitive mid-20th century. Directed
by Amanda Kim, pinbright new docu-
mentary Moon Is the Oldest TV is adeft
piece of multitasking that also explains
why his powers of prophecy could go
under-appreciated. Even friends admit
to being baffled when phoned at 2am to
betold: “We're inaboatin the ocean and
we don’tknow where the shoreis!”

At the most basic level, the film is a
niche concern: the biography of a key
figure in the postwar avant-garde.
Arriving in1950s Europe having trained
as a concert pianist, Paik fell in with
composer John Cage, whose fame did
not spare him the younger man’s prank-
ishness. (Years later, a meeting with Bill
Clinton saw one man’s trousers fall to
their ankles.) But while Cage and co
altered and prepared pianos to subvert
tradition, Paik soon took issue with the
future as well. Amid the space age, he
‘was at once seer and sceptic.

And here the movie takes on other
dimensions. By the 1960s, mankind
eyed a Moon landing. In response, Paik
built wilfully silly robots of wire and
foam rubber. However epic our
progress, he suggested, we were still the
same ludicrous old humans.

The film is too graceful to spell out
what Paik, who died in 2006, might
make of our current slavish relationship
with technology. For her first feature,
Kim whips up a zippy, playful mood her
subject would probably have enjoyed.
But she can do gravity too: teasing out
the wider history that linked artist, art
and thingstocome.

The child who grew up in occupied
Seoul with a callous industrialist father
became the adult applying magnets to
the all-seeing authority of TV sets, dis-
torting and reshaping the images. For

new of the

series, Fast X, is also the last. Well,
almost. In fact, itis the first half of a two-
part finale. The bell does not toll quite
yet for Vin Diesel’s gearhead patriarch
Dominic Toretto. Still, while the
extended farewell i io chi

Beau Is Afraid
Ari Aster
Fok At

Nam June Paik: Moon Is the
Oldest TV
Amanda Kim

Hokkok e

FastX
Louis Leterrier
Hokokfese

Are You There God? It's Me,
Margaret

Kelly Fremon Craig

ookt

means Dom’s cross-cultural crew of
kindly Robin Hoods. But it also signifies
his literal bloodline, menaced by
Momoa’s panto-villainous Brazilian
crime-lord. (His air of retro camp may
raise eyebrows.)

Leterrier deals confidently with the
cameos and pyrotechnics, ushering the
story through a green-screen world tour
(Naples, Spitalfields, Antarctica). As
ever, the tone is pro-wrestling adjacent.
John Cena of that sport is another co-
star. (So far, no one has yet made amovie
detailing Diesel’s off-camera estrange-
‘ment from sometime colleague Dwayne
“The Rock” Johnson. Surely Aaron Sor-
kin must be working on the script?)

The fun can be infectious, with just
enough knowing edge. A vast spherical
bomb rolls down a Roman hill, like a
scene fromalost silent classic. Later, the
single-syllable dialogue is punctuated
by awarning that, should plans go side-
ways, “the fallout could be existential.”
Wil the ghost of Sartre finally nab a
Lamborghini? Find out next time, one
last time.

In cinemas now

Circus strongmen have borne less
crushingloads than Kelly Fremon Craig.
Half a century after Judy Blume pub-
lished her beloved 1970 novel Are You
There God? It’s Me, Margaret, writer-
director Fremon Craig now brings a
movic adaptation to the screen. Blume’s
tale of American middle-grade girlhood
i so deeply adored by so many readers
that even those outside the demo-

hi riskinvolved.

ery, it is hard to imagine a fan unsated
by afilm this stuffed with turbo acceler-
ations, fist-fighting stunt doubles and
decorative star names. Charlize Theron
and Helen Mirren are among returning
veterans, joined by new kids including
Brie Larson and Jason Momoa. Clearly,
the love of the material is a powerful
incentive for all manner of premium
actingtalent.

But there is also, just perhaps, a small
residual thrill from appearing in a Hol-
Iywood franchise of rare authentic glo-
bal appeal. Midway through, director
Louis Leterrier offers a precis of the
whole saga to date. The sequence is
seemingly aimed at series latecomers,
but the real point is to underline the
wistful mood. How many traffic viola-
tions have brought us here? How often
has Diesel invoked the single, sacred
word: family? Of course, once again that

Ttwould only be natural for the movie to
share the nerves we see gnawing 11-
year-old New Yorker Margaret (Abby
Ryder Fortson), obliged by her parents
(Rachel McAdams and Benny Safdie) to
relocate to suburban New Jersey just
when boys and periods are already
poised to upend her world.

All the more notable that the movie
feels this spry and alive: like an antique
board game that still proves a hoot to
play. Blume’s widescreen social context
remains, with timely-once-more sub-
plots about reproductive health and sex
education. But Fremon Craigalso never
loses sight of how epic the most every-
day trials are to the child who goes
through them. The adults cast may look
an inch more toned than they would
have in the actual 70s — but the prayers
of devotees have largely been answered.
In UK cinemas now

Left: Rachel
McAdams, left,
and Abby Ryder
Fortson in ‘Are
You There God?
1t’s Me,
Margaret’.
Below:
pyrotechnics
and traffic
violations in
‘FastX’

Dana HavieyLionsgare
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Content moderators view the most disturbing and graphic content on Facebook so users don't have to.
Now, dozens of contract workers in Kenya are suing Meta for a fairer deal and better conditions.
By David Pilling and Madhumita Murgia

‘Once you have seen it, you can’t unsee it’

y his own estimate, Trevin

Brownie has seen more than

1,000 people beingbeheaded.

In hisjob, he had to watcha

new Facebook video roughly

every 55 seconds, he says, removing and

categorising the most harmful and

graphic content. On his first day, he

recalls vomiting in revulsion after

watching a video of a man killing him-
selfin front of his three-year-old child.

After that things got worse. “You get
child pornography, you get bestiality,
necrophilia, harm against humans,
harm against animals, rapings,” he says,
his voice shaking. “You don’t see that on
Facebook asauser. It is myjob asa mod-
erator tomake sure you don't seeit.”

After a while, he says, the ceaseless
horrors begin toaffect the moderator in
unexpected ways. “You get to a point,
after you've seen 100 beheadings, when
you actually start hoping that the next
one becomes more gruesome. It’s a type
ofaddiction.”

Brownie is one of several hundred
young people, most in their 20s, who
were recruited by Sama, a San Francisco-
based outsourcing company, to work in
its Nairobi hub moderating Facebook
content.

A South African, he is now part of a
group of 184 petitioners in a lawsuit
against both Sama and Facebook owner
Meta for alleged human rights viol-
ations and wrongful termination of
contracts.

The case is one of the largest of its
kind anywhere in the world, but one of
three being pursued against Meta in
Kenya. Together, they have potentially
global implications for the employment
conditions of a hidden army of tens of
thousands of moderators employed
to filter out the most toxic material
from the world’s social media networks,
lawyerssay.

1n 2020, Facebook paid out $52mn to
settle a lawsuit and provide mental
health treatment for American content
moderators. Other cases filed by moder-
ators in Ireland have sought compensa-
tion for alleged post-traumatic stress
disorder.

But the Kenyan cases are the first filed
outside the US that seek to change
through court procedures how modera-
tors of Facebook content are treated.
Should they succeed, they could lead to
‘many more in places where Meta and
other social media providers screen
content through third-party providers,
potentially improving conditions for
thousands of workers paid compara-
tively little to expose themselves to the
worstof humanity.

Just as toiling on factory floors or
inhaling coal dust destroyed the bodies
of workers in the industrial age, say the
‘moderators’ lawyers, so o those work-
ing on the digital shop floor of social
‘mediarisk having their minds ruined.

“These are frontline issues for this
generation's labour rights,” says Neema
Mutemi, a lecturer at the University of
Nairobi who is helping to publicise
the case.

Asked to respond to the allegations,
Meta said it does not comment on
ongoing litigation.

Online harms

In recent years, Meta has come under
increasing pressure to moderate vitriol
and misinformation on its platforms,
which include Facebook, WhatsApp
and Instagram.

In 2021, whistleblower Frances Hau-
gen leaked thousands of internal
documents revealing the company’s
approach to protecting its users, and
told the US Senate the company priori-
tised “profit over safety”.

Meta failed particularly to filter
divisive content and protect users in
non-western countries such as Ethiopia,
Afghanistan and Libya, the documents
showed, even when Facebook’s own
research marked them “high risk”
because of their fragile political land-
scapeand frequency of hate speech.

In the past few years, Meta has
invested billions of dollars to tackle
harms across its apps, recruiting about
40,000 people to work on safety and
security, many contracted through
third-party outsourcing groups such as
Accenture, Cognizant and Covalen.

An estimated 15,000 are content
moderators. Outside the US, Meta
works with companies in more than
20 sites around the world, including
India, the Philippines, Treland and
Poland, who now help sift content in
‘multiple foreign languages.

In 2019, Meta hired Sama to take on
the work of content moderation as
part of a new African hub, to focus

Below: Mercy

representing the

on filtering African language content. It
set about hiring people from countries
including Burundi, Ethiopia, Kenya,
Somalia, South Africa and Uganda to

seated, and

proceedings
during a virtual
pre-trial
consultation last
month. Below
right: Abrham

academic shot
dead after being
attacked in
Facebook posts,

alleged failure to
deal with hate
speech
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whether

or not
Kenya has
jurisdiction’

Nairobi.

Yet within four years of starting con-
tent moderation, Sama decided to get
out of the business, ending its contract
with Facebook and firing some of the
managers who had overseen the new
work. “It is important work, but I think
it is getting quite, quite challenging,”
Wendy Gonzalez, Sama’s chief execu-
tive, tells the FT, adding that content
moderation had only ever been 2 per
cent of Sama’s business. “We chose toget
outofthis business asa whole.”

Many of the moderators working in
Kenya say the work leaves them psycho-
logically scarred, plagued by flashbacks
and unable to maintain normal social
relations.

“Once you have seen it, you can’t
unseeit. Alot of us, now, we can'tsleep,”
says Kauna Ibrahim Malgwi, a Nigerian
graduate of psychology who started at
Sama’s Nairobi hub in 2019 and moder-
ated content in the Hausa language
spoken across west Africa. She is now on
antidepressants, she says.

Cori Crider, a director at Foxglove, a
London-based non-profit legal firm that
is supporting former Sama moderators
with their case, says moderators receive
wholly inadequate protection from
mental stress.

“Policemen who investigate child-
abuse imagery cases have an armada of
psychiatrists and strict limits on how
much material they can see,” she says.
But the counsellors employed by Sama
on Meta’s behalf “are not qualified to
diagnose or treat post-traumatic stress
disorder,” she alleges. “These coaches
tell you to do deep breathing and finger
painting, They are not professional.”

sama says all the counsellors it
employed had professional Kenyan

ualifications.

meand: at

Vieta argued that Kenya’s courts had
no jurisdiction in the case over unfair
dismissals. But on April 20, in what the
moderators and their lawyers saw as a
‘major victory, a Kenyan judge ruled that
Meta could indeed be sued in the

https://ft.pressreader.com/v99f/20230519
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country. Meta is appealing. “If Shell
came and dumped things off Kenya’s
coast, it would be very obvious whether
or not Kenya has jurisdiction,” says
Mercy Mutemi, a Kenyan lawyer at Nzili
and Sumbi Advocates, whois represent-

|
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|
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Thelast of the three cases being heard
in Kenya deals not with labour law, but
with the alleged consequences of mate-
rial posted on Facebook. Tt claims that
Facebook’s failure to deal with hate

ing the moderators. “This is nota physi-
cal, tangible thing. This is tech. But the
argument is the same. They’ve come
heretodoharm.”

Working conditions

‘The case of the 184 moderators is one of
three lawsuits filed on behalf of content
moderators by Mutemi’s law firm with
Foxglove’s support.

The first was lodged last year on
behalf of Daniel Motaung, a South Afri-
can moderator working in Nairobi,
against both Sama and Meta. In that
case too, a separate Kenyan judge dis-
missed Meta’s contention that Kenyan
courts had no jurisdiction.

Motaung alleges he was

speech and i to violence
fuelled ethnic violence in Ethiopia’s civil
‘war, which ended in November.

Crider says the three cases are related
because poor treatment of content
moderators results directly in unsafe
content being left to spread unchecked
by Meta’s platforms. One of two plain-
tiffs, researcher Abrham Meareg,
alleges that his father, a chemistry pro-
fessor, was killed in Ethiopia’s Amhara
region in October 2021 after a post on
Facebook revealed his address and
called for his murder. Abrham says he
asked Facebook multiple times to
remove the content, without success.

Lawyers in Kenya are seeking the estab-
lishmentofa $1.6bn victims’ fund and bet-
ter conditi modera-

dismissed after he tried to form a union
to press for better pay and working con-
ditions. He also claims to have been
lured into the job under false pretences,
unaware of exactly what it entailed.

sama disputes these claims, saying
that content moderators were
acquainted with the job during their hir-
ing and training process, and that
Motaung was sacked for violating the
company’s code of conduct. “As far as
the union being formed, we have poli-
ciesin place for freedom of association,”
says Gonzalez. “If a union was being
formed, that isnot a problem.”

Content moderators recruited from
outside Kenya were paid about
Ks60,000 a month, including an expat
allowance, equivalent to about $564 at
2020 exchange rates.

Moderators typically worked a nine-
hour shift, with an hour’s break, two
weeks on days and two weeks on nights.
After tax, they received an hourly wage
of roughly $2.20.

Sama points out those wages we
several times the minimum wage and
equivalent to the salary received by
Kenyan paramedics or graduate level
teachers. But Crider from Foxglove says
she is not impressed: “$2.20 an hour to
put yourself through repeated footage of
murder, torture and child abuse? It’s a
pittance.”

Haugen, the Facebook whistleblower,
said Motaung’s struggle for workers’
rights was the digital-era equivalent of
previous struggles. “People fighting for
each other is why we have the 40-hour
work week,” she said, speaking at an
event alongside Motaung in London last
year. “We need to extend that solidarity
to the new front, on things like content-
moderation factories.”

This month, moderators in Nairobi
voted to form what their lawyers say is
the first union of content moderators
in the world. Motaung called the resolu-
tion “ahistoric moment”.

‘These
platforms
are kind of
outin the
wild. There
need to be
checks and
balances
and
protections
putin
place’

tors. Crucially, they are also asking for
changes to Facebook’s algorithm to pre-
ventthis happeningelsewherein future.

The lawyers say that to compete with
other platforms, Facebook deliberately
‘maximises user engagement for profit,
which can help unsafe or hazardous
content goviral.

“Abrham is not an outlier or a one-
off,” says Rosa Curling, a director at Fox-
glove. “There are endless examples of
things being published on Facebook,
[calls for people] to be killed. And then
that, in fact, happening”

Curling says the quality of Facebook
moderation in the Nairobi hub is
affected by the working practices now
beingchallenged in court.

Gonzalez of Sama acknowledges that
regulation of content moderation is
deficient, saying the issue should be
“top of mind” for social media company
chiefs. “These platforms, and not just
[Facebook] in particular, but others as
well, are kind of out in the wild,” she
says. “There need to be checks and bal-
ances and protections put in place.”

While Meta contracts tens of thou-
sands of human moderators, it is
already investing heavily in their
replacement: artificial intelligence soft-
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ware that can filter misinformation,
hate speech and other forms of toxic
content on its platforms. In the most
recent quarter, it said that 98 per cent of
“violent and graphic content” taken
down was detected using AL

However, critics point out that the
overwhelming amount of harmful con-
tent that remains online in places like
Ethiopia is evidence that AT software
cannot yet pick up the nuances required
to moderate images and human speech.

‘Notanormal job"

Aswell as potentially settinglegal prece-
dent, the cases in Kenya offer a rare
glimpse into the working lives of con-
tent moderators, who normally toil
away inanonymity.

The non-disclosure agreements they
are required to sign, usually at the
‘behest of contractors like Sama, forbid
them from sharing details of their work
even with their families. Gonzalez says
this s to protect sensitive client data.

Frank Mugisha, a former Sama
employee from Uganda, has another
explanation. “T've never had a chance to
share my story with anyone because 've
always been kepta dirty secret,” he says.

Following the loss of their jobs, Sama
employees from outside Kenya now face
the possibility of expulsion from the
country, though a court has issued an
interim injunction preventing Meta and
Sama from terminating the moderators”
contracts until a judgment is made on
the legality of their redundancy.

All the content moderators who
spoke to the FT had signed non-disclo-
sure agreements. But their lawyers said
these did not prevent them from dis-
cussingtheir working conditions.

Moderators from a range of countries
across Africa were consistent in their
criticisms. All said they had taken on the
job without being properly informed
about what it entailed. All complained
of constant pressure from managers to
work at speed, with a requirement to
deal with each “ticket”, oritem, in 50 or
55seconds.

Meta said that it does not mandate
quotas for moderators, and said they
“aren’t pressured to make hasty deci-
sions”, though it said “efficiency and
effectiveness” are key to the work.

Fasica Gebrekidan, an Ethiopian
moderator who studied journalism at
Mekelle university, got a job at Sama
shortly after fleeing Ethiopia’s civil war
in 2021. After learning she would be
working indirectly for Meta, she
thought “maybe I'm the luckiest girl in
theworld,” she says. “I didn’t expect dis-
‘membered bodies every day from drone
attacks,” sheadds.

Until now, Gebrekidan has not spoken
to anyone, shielding the nature of her
work even from her mother. “I know
whatIdo is not a normal job,” she says.
“But I consider myself a hero for filter-
ingall this toxic, negative stuff.”
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“Without fear and without favour’

Western leaders need to
get tougher on offshore
secrecy jurisdictions

Allies of Ukraine gathering in Japan this
week for the G7 summit may approach
the next round of sanctions talks with
trepidation. An agreement on restrict-
ing the Russian diamond trade is wel-
come but, from here, many of the
grander proposals to stem the flow of
‘money and critical goods to Russia raise
diplomatic problems.

The EU and Japan oppose US propos-
als to ban all but a few specified catego-
ries of exports to Russia. Any move by
the EU'to block imports of refined prod-
ucts made from Russian crude will irri-
tate India — and the US, if it drives up

s. Ifthe EU further restricts

assing through Russia en route

to other places, it will hurt countries
suchasK

ft.com/opinion

But there are win-wins out there.

There is one under-discussed tool used
by Russia in almost every sanctions-
evasion attempt: secrecy jurisdictions.
The war is a good reason for leaders to
focus, once again, on th

Look at the buying network recently
revealed by the FT to be operating
from a house in North London. Mykines
Corporation LLP, which sent $1.2bn of

‘What was once primarily a tax eva-
sion industry has been swelled by loot-
stashing. The multinational Russian
Elites, Proxies, and Oligarchs Task Force
issued an advisory in March noting that
alot of avoidance vehicles were “located
injurisdictions that are tax or corporate
formation havens, which may afford a
degree of secrecy to Russian elites and
their proxies”.

But this goes much further than
merely helping oligarchs stash their
gains. Secrecy jurisdictions have beena
key tool for Russia o get critical goods —
from machine tools to semiconductors.
As one expert group put it: their pro-
curement networks consist of “long
chains of shell and front companies,

i

s to Russia, is a UK entity
B owned by a pair of British
Virgin Islands companies — a secrecy
jurisdiction.

Or take Gatik Ship Management: as
the FT has reported, it is now one of the
top ten biggest oil tanker fleets in the
world —and it matters. It emerged from
nowhere in the past year and has ena-
bled the newly significant Russia-India
energy flows. If it is owned by a Russian
oil producer, it may be allowing evasion
of the price cap. But it is shrouded in
mystery. While Gatik itself is based in
India, seemingly a part of Buena Vista
Shipping in Mumbai, the vessels are
owned via the Marshall Islands — one of
the most extreme secrecy jurisdictions.
The legal ownership of the assets it uses

often
jurisdictions or those with strategic
[anti-money laundering] deficiencies”.

irely hidden.
This is a common problem with ship-
ping: vast vessels filled with toxic car-

Clamping down on Russia’s sanctions evasion

The G7 should
be less tolerant
of companies —
and ships
based in
countries that
donot have
proper, open
ownership
records and
effective
regulation

goes routinely sail through shallow
‘waters —and no one ever knows who is
ultimately responsible. The Iranian and
Venezuelan oil trades have long relied
on this. The US government knows
‘which ships serve these routes — it is just
difficulttowork out whotoindict.

The G7 need to start becoming less
tolerant of companies — and ships —
based in countries that do not have
proper, open ownership records and
effective regulation. This is not allabout
beating up small islands: the EU needs
to redraft its own rules so that, once
again, there s an obligation on all mem-
ber states tolist beneficial owners.

In other jurisdictions, such as the UK,
the problem is alack of enforcement of
corporate rules. Regulators — and the
police — needed to be given the funding
toactually start scrutinising companies
and hunt down evasion.

Secrecy jurisdictions are not just
about crooks hiding their wealth; they
underpin the Russian war machine. The
G7should make them a priority.
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Time has come to stop investors betting against bank stocks

The comments of JPMorgan chief
executive Jamie Dimon, calling on US
regulators to look into the behaviour of
investors betting against bank stocks,
have been derided as self-serving and

ban short selling, as short selling has
been an important and profitable part
of my investor toolkit. But for me, the
benefits of a ban outweigh the costs.
While shortselling nearly always

misguided by (Report, id important di
May 12). However he happens to be funcuon within capital markets by
right — hould move exposing bad actors and poor business

‘Apanments in England and Wales became second-class housing
long before the pandemic put a premium on domestic space
Sales price frends for houses and apartments, Jan 2012 - Mar 2020

(indexed, Jan 2015 = 100)
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f Zoom, Peloton and pet shops
were some of the unexpected win-
ners of the early phase of the glo-
bal pandemic, one of the biggest
losers was apartment living. From
March 2020 onwards, trends in house
and flat prices diverged dramatically
aslockdowns and remote working put
apremium on domestic space.

So ubiquitous was this sudden sense
of mild claustrophobia that it can be
hard to remember that, until lock-
downs struck, apartments and houses
had enjoyed equal status almost eve-
rywhere. Their prices had previously
moved in virtual lockstep as they
climbed steadily upwards through the
early 2000s, crashed in 2008, and
then resumed their ascent over the
decadesince.

1 say almost everywhere because
there are two glaring exceptions: Eng-
land and Wales. Whether you look
across the Atlantic, over the Irish Sea
or north of the border with Scotland,
flats held their own with houses in the
years leading up to the pandemic. But
in England and Wales, flat prices rose
just 0.6 per cent between January 2017
and March 2020, while house prices
climbed more than 5 per cent.

The stark contrast with the other
UK nations is especially significant,
because it helps |denufy the culprits.

‘meaning they fully own their individ-
ual unit and jointly own and manage
the larger building, cutting out the
middleman and keeping fees in line
with maintenance costs. And while
leasehold does exist in Ireland and
Northern Ireland, in reality their
structures are more similar to com-
monhold, and owners have the right to
buy out their ground rent, turning
them into freeholders.

The particular plight of leaseholders
in England and Wales was highlighted
following Grenfell, when a review of
safety measures found that hundreds
of high-rise blocks in England — hous-
ingtens of thousands of leaseholders —
had been built using dangerously
flammable materials. There were
fears that the costs of replacing the
cladding would be passed on to lease-
holders. The use of aluminium com-
posite cladding on residential blocks —
chosen primarily because it was
cheaper than safer alternatives — was
widespread in England and Wales, but
only found in one development in
Scotland, a single building in Northern
Ireland and none in the Republic.

Taken together, this dysfunctional
form of tenure, which privileges devel-
opers over residents, and is absent
from the rest of the developed world
coupled with a build-cheaply-and-

Broad ere simi-
lar over this period, and the only sig-
nificant regulatory change affecting
the housing market — an additional 3
per cent stamp duty rate in 2016 for
people buying additional dwellings —
was UK-wide, and so cannot explain a
divergence that happened in only two
of the four nations.

Instead, the statistical smoking gun
points to two prime suspects. First,
England and Wales’s deeply dysfunc-
tional leaseholding system, which
applies to 95 per cent of owner-occu-
pied flats but just 8 per cent of houses.
And second, the cladding crisis trig-
gered by the Grenfell Tower fire.

Despite paying hundreds of thou-
sands of pounds to become “home-
owners”, leaseholders in England and
‘Wales do not fully own their property,
are subject to arbitrarily determined
service charges whose increases some-
times far exceed inflation, and can
spend years tied up in disputes with
the property owner over building
repairs and maintenance.

By contrast, owners of flats in Scot-
land and condos in Australia, Canada,
and the US are

approach to high-

devel paintadamning pic-

quickly to enact short sale bans on
regulated financial institutions.

Thave been an investor in banks for
15 years. Unlike Dimon, Twould lose
out if policymakers heed the advice to

models, short selling in banks creates
its own negative feedback loops.
Indeed, bank equities and bonds are
the best examples of George Soros’s
theory of reflexivity in action. Sharply

Lower stock prices, triggered by
speculative attacks, prompt a loss of
depositor and employee confidence,

which leads to further deposit outflows.

This in turn leads to lower stock prices.
At certain critical levels, regulators
have no choice other than to close the
relevant banks with considerable gains
for short sellers and losses for
taxpayers.
Today’s global banking system is

financial crisis. Today’s speed of
information dissemination happens to
also be much more rapid. As such, it
takes little to trigger bank runs even in
otherwise sound institutions. The game
has changed and it is all too easy for
malicious actors to manipulate the
global financial system. While free
markets generally work, they don’t
work here. Policymakers should act
accordingly.

‘Nikhil Mis

generally far better capitalised and
regulated than the banks of the global

New York, NY, US

AI's mobile integration is
good news for creatives
Who will reap the most rewards from
artificial intelligence’s inevitable
‘mobile integration? Richard Waters’
article (Report, FT.com, May 16) sheds
some light, but fails to fully capture the
appetite of the creative industry.

Yes, tailoring AT models to handsets
i still at an experimental stage but the
“rudimentary apps” mentioned, like
photo-editing, should not be
underestimated. They will transform
the way we work. For one, it will see
more people creating and editing fresh
images. Mobile users can explore AT-
‘generated image collections, use them
in projects, customise the prompt and
create new images by entering words
and adjusting pixel dimensions.

Much of the success of mobile AI will
depend on the ease by which it
complements the artistic process. A
should enhance human creativity,
rather than replace it.

‘This is particularly good news for
designers and creatives.

Around a third of designers left their
jobs in 2021, with burnout and having
their best ideas rejected by clients
playing a key role.

Generative Al provides such a
compelling solution to people in this
industry precisely because it
champions the human behind the
wheel.

Ivan de Prado Alonso
"Head of AL, Freepik, Malaga, Spain

Letter reveals true motives
for debt ceiling stand-off

Matt Jandreau (Letters, May 12)

reveals, inadvertently, the true

underlying motive of US Republicans

trying to make spending cuts a

condition for raising the debt ceiling.
Hesays heis prepared to see

y spending collapse

s English approach to dense
housing.

In a particularly bitter twist, the
pain from leasehold and cladding

altogether should default ensue.
Republican House Speaker Kevin

McCarthy linked spending cuts to the
ralsmg ofthe debt cilingin order to

issues f n first-
time buyers, who are more likely to
purchase new-build flats as an afford-
able way to get on to the housing lad-
der, especially in light of the govern-
ment’s Help to Buy scheme. London
house prices have climbed by 17 per
cent since 2017, but flat prices in the
capital are down 1 per cent over the
same period. An analysis earlier this
‘month by The Times found that two-
thirds of London new-builds bought
usingthe scheme had lost value.

‘There may be some light at the end
of the tunnel. Labour leader Keir
Starmer has pledged to abolish lease-
hold for new developments, though he
has stopped short of ending the system
for current leaseholders. But all things
considered, it’s little wonder that Brit-
ons are especially averse to living in
high-rise developments.

John.b m

https://ft.pressreader.com/v99f/20230519

in his caucus to
vole to raise the debt ceiling. They
were keen not to vote to raise it,
savouring instead the prospect of
default as a cure to what Jandreau calls
the “madness” of

BANX

provoke a rejection and a default,
which Republicans, following
Jandreau’s argument, will be happy to
blame on Biden and Treasury secretary
Janet Yellen.

It should be noted Donald Trump
added about a quarter to the current
national debt in his four years, while
the Republicans gave him a clean debt
ceiling increase three times, never
asking for spending cuts. The solution
for Biden may be simply to invoke the
14th amendment, which prohibits
default, in the name of his sworn duty
to execute the laws.

If Republicans continue to play
chicken with the debt ceiling, the
president can simply order Yellen to
continue to issue debt.

Emeritus Professor Albion M Urdank
University of California, Los Angeles, US

Ghana's cathedral — design
in haste, repent at leisure

Your correspondent informs us that
the models for Ghana's as yet
unfinished interdenominational
Christian National Cathedral of Ghana
are to the north, Westminster Abbey,
and to the east, Abu Dhabi’s Grand
Mosque (The Big Read, May 15).

‘Why are they not gazing westwards?
The Ivory Coast, Ghana’s next door
neighbour, has the (underutilised)
Basilica of Our Lady of Peace in the

inistrative capital

spending.

‘We need to be reminded that the
large-scale spending President Joe
Biden undertook was largely in service
of pandemic relief to the vulnerable,
which the UK and EU also undertook.
Other spending fulfilled his cherished
agenda. Republicans know that the
cuts they propose Biden cannot accept
as they target the most vulnerable —
Medicaid recipients and those in
receipt of food stamps, who suffer
chronic food insecurity; and the cuts
take aim as well at what Biden regards
as the chief achievements of the first
half of his current term.

The cuts are therefore offered
disingenuously, precisely in order to

‘This is the largest church in the world
according to the Guinness World
Records. This grandiose building was
the pet project of the then president,
the committed Roman Catholic Félix
Houphouét-Boigny. Its one piece of
architectural modesty is that Pope John
Paul II requested the cupola be slightly
lower than planned, so as not to
surpass the papal one on St Peter’s in
Rome.

The National Cathedral of Ghana
may yet become a noted destination
centre to rival others, but the
experience of its neighbour suggests
there may be future regrets at the cost.
Ciara Malins-Smith
London SW4, UK

‘What if you call Putin’s
bluff and he’s not bluffing?

Some may accept the assurances of
US policymakers that China’s security
concerns, like Russia’s, are unfounded
as Raj Parkash’s letter argues (“On
China, don't elide trade with national
security”, May 15).

‘What is more important, however,
is what the other side thinks. The
Ukraine war is an object lesson in what
happens when you call their bluff and
they aren't bluffing,

ert Denham

Oakland, €A, US

No actuary is required for
this plastic waste approach

While environmental pollution in all
forms is negative — by definition — 1
wonder if the recent investor calls for
action on plastic waste are perhaps
focusing on the wrong problem (“Tide
turns: Investors call for action on
plastic waste”, Report, May 5).

May I suggest that asset managers
review recent publications such as
“Project Drawdown” and “The
Circularity Gap” to get a better
understanding of where concerted
actions can have a more beneficial
impact. The organisations responsible
use robust data gathering methodology
and offer clear, specific and prioritised
recommendations.

The single biggest item found in US.
Iandfills today is organic waste (food
and garden waste), followed by
corrugated cardboard. This is
according to the US Environmental
Protection Agency. Instead of calling
for material deselection, asset
‘managers should lead the way in
calling for novel public-private
partnerships that invest in mini-
circular economies around the world
where plastic material collection,
sorting and recycling is improved.
Beyond keeping materials in
circulation longer and reducing
demand for virgin polymers, these
projects would spur job creation and
raise tax revenues, especially in areas
where appropriate infrastructure is
lacking. A virtuous cycle appears
possible.

The irony, of course, is that
polymeric materials are incredibly
efficient and enable greenhouse gas

Ofgem’s mission is
mutually reinforcing

Chris Skidmore (Opinion, May 8) is
right that the UK needs a clear strategy
to get to net zero by 2050. But there is
no contradiction in Ofgem’s mission to
build a decarbonised economy; secure
energy independence; and protect
consumers from volatile gas prices.
They are all mutually reinforcing.

That’s why we're setting up an
independent strategic planning body
for the energy system. We've approved
an initial £20bn to accelerate wind
farm infrastructure — and are now
extending it across all power
generation.

We're speeding up low-carbon
projects plugging into the national grid
and clearing stalled projects from the
‘waiting list. And we’re creating the
dynamic, flexible market needed for
the mass adoption of electric storage,
transport and heating.

Akshay Kaul

Interim Director, Infrastructure and
Security of Supply Group, Ofgem
London E14, UK

1t’s well to recall why US
set up deposit insurance

Your editorial “Protecting deposits in
the era of digital bank runs” (May 11)
rightly confirms that confidence
depends upon the banks that borrow
our savings maintaining robust balance
sheets at all times.

This produces a worrying knife-edge
as losses can destroy asset ratios, with
the double whammy: fresh capital is
needed but impossible to raise once a
bank'’s reputation is damaged.

The only sound solution is the
draconian measure of ensuring that all
Danks are always small enough to fail.

Your very oldest readers may
remember that in 1933 the new US
depositor insurance scheme of up to
$2,500 was not designed to protect the
nation’s time deposits and bank
balances. No, it was to protect short
term customer deposits required when
new mortgage advances were about to
be made.

So, it was not an act of socialising the
risk of loss to customer deposits.
Rather, it was a device to protect the
property market from freezing up
when recession made holding your
inabank, even

(GHG) emissions reductions by
replacing heavier materials and
reducing global food spoilage.
According to Project Drawdown’s
calculations, the GHG impact of
reducing plastic could avoid between
37 and 5 gigatons of CO, cumulative
emissions by 2050. Reducing food
waste, in comparison, could avoid
between 88 and 100 gigatons of CO, by
2050.

You don'’t have to be an actuary to
see where we can surely get a bigger
bang for the buck.

Conor Carlin
President-Elect, Society of Plastics
Engineers, Plymouth, MA, US

[or a day or two, a toxic risk.
BJC Tyler
London SW11, UK

A short seller’s
bear necessities

As a “bear” by nature, Iam in full
agreement with Jim Overdahl (A ban
on short selling is a bad idea as the
2008 crisis showed”, Opinion, May 15).
Putting it simply, sometimes, bears
covering their short positions are the
only buyers.

Paul Fellerman

London NW7, UK
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Failure is not an option when it comes to EU enlargement

Sylvie
Kauffmann

onceived as a peace project

in the 20th century, the EU

‘managed to grow, in size and

substance, through the end

of the cold war to the early
years of the 21st century. The going got
tough in 2010 with the sovereign debt
crisis. For the past decade, the union has
gone from one crisis to another, success-
fully overcoming all of them, including
the mother of all EU crises, Brexit. But
the challenge now looming, forced by
Russia’s imperialist aggression, is of
another dimension.

Nobody knows what absorbing
Ukraine, a country of around 35mn
inhabitants devastated by a brutal war,
into the EU will look like. It s an unprec-
edented endeavour which, if carried
through, will deeply transform the bloc.
Thisisa pivotal moment for Europe. But
whatwillit pivot to?

Notasingle EUleader dares any more
to speak out against the prospect of
enlargement to accommodate Ukraine
and Moldova. It may be for fear of
Ukrainian president Volodymyr Zelen-
skyy’s very effective habit of naming
and shaming Europe’s reluctant warri-
ors. Tt could be out of admiration for the
energy expended by the Kyiv govern-
ment, pushed by local NGOs, in fulfill-
ing the conditions set by the European
Commission as part of the country’s EU
candidate status.

To Ukrainians, the prospect of joining
the EU has become thelight at the end of
the tunnel —amatter of survival. Youdo
not take this hope away from people
bravely fighting a war and defending
your values.

This goal was officially endorsed by
the EU’s 27 member states in June 2022.
Ursula von der Leyen, the European
Commission’s president, has been a
driving force in this effort, stating as
soon as the war started: “Ukraine is one
of usand we want them in the European
Union.”

But when it comes to the questions of
how and when, sensitivities differ from

west to east and from north to south.
And the scope of the issues raised by the
prospect of Ukrainian and Moldovan
accession s staggering.
First, how bigshould th

the confusing, slow-moving, veto-prone
27-member EU, you will love the dys-
functional, chaotic life of a 36-member
group.

This is th fear of France and

be? If the EU is serious about opening
the door to Ukraine and Moldova, can it
leave the countries of the western Bal-
kans lingeringin the waiting room?
Enlargement is also about security

You do not take this hope
away from people bravely
fighting a war and
defending your values

and eliminating the grey zones between
theEUand d Russia which

Germany: the dilution of the European
project in a disparate group of nations,
each of them fighting for its own inter-
ests. The goal of the founding member
states remains an “ever closer union”,
and they expect new entrants to con-
tribute to this construction. For the
French, the only way to avoid paralysis
in an enlarged EU is to reform its gov-
ernance. German chancellor Olaf Scholz
advocates switching from unanimity to
majority voting for decisions on foreign
policy and tax matters. This would
mean the end of rule by consensus. Ber-
lin has rallied Paris and a handful of

have proven so fertile for Russian and
Chinese influence. Logically, keeping
the western Balkans out will make them
even more vulnerable. Then will come
the question of Georgia — which would
raise the number of member states,
potentially, from 27to 36.

Here comes the hard part. If you liked

other ts proposal.

There s “no way in hell the EUwill get
a consensus to get rid of unanimity”, a
senior official from a Baltic country tells
me. Poland agrees. The showdown will
come in October, when the Commission
gives its report on Ukraine’s implemen-
tation of EU recommendations. That
will provide the basis on which the

member states will decide whether to
©open accession negotiations with Kyiv.

There are many more differences to
bridge. The swift reaction from several
central European states, notably
Poland, over the negative impact of the
export of grain from Ukraine on their
economy is a taste of things to come:
these will be no easy discussions, even
with Kyiv’s closest supporters. Yet fail-
ure is not an option. Not only would it
have tragic consequences for Ukraine, it
would also deprive Europe of its most
formidable strategic tool — accession
negotiations.

Meanwhile, one new and striking
trend is already clear: Russia’s war in
Ukraine has given post-communist
member states a stronger voice within
the EU. To some of their young leaders,
the original vision of Europe nurtured
by the founding members belongs to
another era. They now own the Euro-
pean project as much as the founders
do. And they intend to shape it just as
much.

The writer is editorial director and a
columnist at Le Monde

Why investors
are going gaga
for gold

ow can an investor protect

themselves against a US

government default? Once,

that was a crazy question to

ask. But today the bizarre
has become almost normal in American
politics.

And while US president Joe Biden and
House Speaker Kevin McCarthy have
both indicated they want to cuta deal to
raise America’s $31tn debt ceiling — and
thus avoid a putative default — signifi-
cant sticking points remain.

So Wall Street analysts are now fur-
tively weighing the protection options
asthey grapple with this newtail risk.

Some, like those at JPMorgan, argue
that “diversification is the best defence™
and urge investors to “consider curren-
cies and precious metals like the Japa-
nese yen, the Swiss franc, and gold [and]
high quality international equities.”
That sounds sensible.

However, others are more focused:
RBC Capital markets last week sug-
gested that “gold looks like one of the
few likely candidates that would bear
the burden of resulting market flows™
from default anxiety.

And a survey from Bloomberg this
week echoes this. Gold is the top safety

choice for professional and retail inves-
tors, by a long margin, with 52 and 46
per cent, respectively, citingthis.

That is followed by Treasuries,
selected by 14 and 15 per cent of profes-
sional and retail investors (which
sounds counter-intuitive until you real-
ise that a default would spark a US.
recession). Bitcoin lags well behind in
third place, followed by the dollar, yen
and Swiss franc.

One hopes that this is all simply theo-
retical. But even if a default is averted,
itis worth noting the answers. For one
thing, it shows the degree to which euro-
zone leaders have failed to convince
investors that their currency is a viable
alternative to the dollar.

Second, this pattern is a nasty snub
to crypto evangelists. After all, bitcoin
was created as an alternative to the
established dollar-denominated finan-
cial order. If most mainstream investors
shun it when that established system is
threatened with crisis, that does not
bode well for bitcoin’s future.

But the third, and most interesting,
point revolves around gold. A couple of
decades ago, investing in this asset
seemed bizarrely retro, given that it
does not pay areturn.

But this month the gold price has been
trading close to an all-time high (unad-
justed for inflation) of $2,069.40 a troy
ounce, after rallying 20 per cent since
November, and doublingsince 2016.

More importantly, some subtle but
striking shifts have recently occurred
in its trading pattern. Traditionally, the
gold price has been inversely correlated

to inflation-linked long term Treasury
yields. The reason is that they both can
act as an anti-inflation safety hedge —
but since bonds offer returns, they
typically become more attractive when
realyieldsrise.

However, since early 2022, that rela-
tionship has broken down: real yields
have climbed, but the gold price
has risen too. Why? Analysts at Bridge-
water, the US hedge fund, say one big
reason is that many central banks have
recently been gobbling up gold because
they want to diversify their reserves
away from the dollar, following western
sanctions on Russia after its invasion of
Ukraine.

Indeed, data from the World Gold
Council published this month shows

Central banks have been
gobbling it up because they

6 Chalkopoulou

1das partof a

that central bank ‘hases hit a record by
high in the first quarter of lh|s year,after  hedgingstrategy against a US default.
record annual highs in 2 ‘Maybe this pattern will change with a

And the Council’s Loulse Street pre-
dicts that “central bank buyingis likely
to remain strong and will be a corner-

debt deal. Indeed, the gold price has
recently dipped slightly on McCarthy’s
comments. And when America last

South Africa
and the limits
of having it
both ways

WORLD AFFAIRS |

outh Africa’s foreign policy
has become a study in incon-
sistency. One moment it is
about to depart the Interna-
tional Criminal Court. The
next moment it isn’t. Here it is con-
demning Russia’s invasion of Ukraine.
There itis accusing the US of having pro-
vokedit.

Sometimes South Africa is a democ-
racy with a progressive constitution and
amoral clarity in matters of equity and
social justice. The next time you look it
isthrowing in its lot with dictators in the
name of a new multipolar world that
will break western hegemony.

Even the ruling African National Con-
gress isn’t sure what the country’s for-
eign policy is. President Cyril Ram-
aphosa has just ordered an inquiry to get
to the bottom of it. That was prompted
Dy US allegations that it has been ship-
pingarms to Russia. Pretoria is outraged
that Washington should have made
such a stinging accusation. But it cannot
besureitisn'ttrue.

That the government does not know if
arms have been exported to Russia from
its own secure naval base near Cape
‘Town is astonishing. (Next thing you
know, someone important will discover
millions of rand unaccountably stuffed
downtheback of a couch.) Assuming Us.
intelligence is correct, either South
Africa’s government s covering upllicit
arms sales, or it has lost its grip over the
most sensitive parts of the state appara-
tus. Sadly, either could betrue.

The haphazard nature of South
Africa’s foreign policy owes much to the

The idea that
countries in the global
south speak with one
voice is fantasy

ANC’s misplaced nostalgia for the Soviet
Union, which helped finance its libera-
tion struggle against apartheid. Leave
aside the fact that the Soviets murdered
millions of their own citizens and cre-
ated an empire of unwilling subjects.

stone of demand 2023”.Itis

The stance may also be

a striking reminder of how frustrated
countries like China and Russia feel with
the dollar-based order, even if they lack
aviable alternative to this right now.
However, Bridgewater thinks that
another factor driving the rally is that
the past 15 years of quantitative easing
and recent high inflation have left cen-
tral banks and retail investors alike
reaching for gold as atore of value.
“There has been ashift from investors
primarily evaluating gold as an alterna-
tive to other dollar denominated sav-

faceda in2011
the gold pricealso rose — but then sunk
afteradeal wasmade.

However, T suspect that history will
not repeat itself so neatly this time,

related to links between Russian oli-
garchs and the ANC, which have bought
aloyalty ofanotherkind.

But the disarray speaks to a wider
issue: how non-western nations position

given the concerns about inflation, the
of th back and the
fact that America’s political dysfunction
will not end with any debt ceiling deal.
The key point s that gold is now a good
barometer not just of global instability,
but of US dysfunction too. In that sense,
there is poetic, albeit ghastly, symbolism
in the way that Donald Trump, former

Developing countries, broadly
defined, have massively increased their
global clout. In 2000, they made up 43
per cent of global economic output in
purchasing power parity terms, accord-
ing to IMF calculations. By next year,
that will have risen to 63 per cent. That

pres |dpnrnnd aleading 2024

ings to i i ing gold as
an alternative to the dollar,” Bridgwater

ntender, has embraced

notes, pointing out that the traditional
correlation between the dollar and gold

the idea of default — from the safety of
his own homes, which are (in)famously
full of gold ishis

want to diversify reserves
away from the dollar

price hasalsorecently| d
Itis thuslittle wonder that investors —
be they central banks or befuddled

gillian.tett@ft.com

tthe start of this century, a
visiting investor from Mars
might well have bet big on
Germany emerging as one
of the winners of the inter-

net revolution. Crammed with world-
leading engineers, industry-friendly
bankers and hustling entrepreneurs,
the country looked strongly placed to
flip its mastery of hardware into soft-
ware. But it has not turned out that way.
As two recent reports make clear, at
least one critical cog has been missing
when it comes to turning smart start-up
ideas into global digital businesses:
growth capital.

Germany lags well behind the US,
China and the UK in creating tech uni-
corns, or start-ups valued at more than
$1bn. Although the country has many

Europe needs to

giant pension funds, they only allocate a
tiny fraction of their money to venture
capital, which provides most of the
rocket fuel for start-ups. Across Europe,
VC funds invested €77bn last year, far
less than the US total of €188bn. But
even within Europe, Germany was
underweight: as a proportion of GDP, VC
investment in the country amounted to
just 0.25 per cent last year, compared
with 0.33 per cent across Europe and
078 per centin the US.

Does this matter? After all, Germany
remains a conspicuously successful
economy with a strong manufacturing
base and dynamic export sector.
Besides, the ability to create fast-grow-
ing, but often lossmaking, tech unicorns
may hardly be the best metric of eco-
nomic, let alone societal, success. Many
Germans would argue that the Face-
books, Airbnbs, and Ubers of this world
externalise problems, eroding commu-
nalvaluesand labour rights.

Yet Germany could still create and
control a far punchier tech sector by
learning from US financial virtues with-
out copying its perceived vices. For rea-
sons of both sovereignty and prosperity,

https://ft.pressreader.com/v99f/20230519

‘Frankenstein'its start-up sector

Germany needs to mobilise far more
growth capital.
Asareportfrom the Germany Private

try’sown pension funds. That means the
centre of gravity for the German econ-
omy may increasingly shift across the
Atlantic,

Equity and Venture Capital

(BVK) and the Internet Economy Foun-
dation notes, Germany’s economic mir-
acle of the 1950s to 1970s was largely
fuelled by strong investment in new
companies and medium-sized enter-
prises, the fabled Mittelstand. During
those years, bank lending to this sector

Germany is still living off
the glories of its past, and
is not investing enough in
the wonders of tomorrow

amounted to 4 per cent of GDP. But the
comparable figure today is just 1 per
cent. Germany is still living off the glo-
ries of its past, and is not investing
enoughin the wonders of tomorrow.
‘What is even more gallingis that North
American investors, which back both US
and German VCs, have a higher expo-
sure to German start-ups than the coun-

sovereignty. “If you are not represented
in the later stage funding rounds then

companies can be built in Germany. But
she looks admiringly across the border
toFrance, where the government is suc-
cessfully mobilising institutional invest-
ment for the tech sector. The so-called
ibi intiative has helped create new

the governance is exported
money comes from,” says Klaus Hom-
mels, chair of the VC fund Lakestar.
Take Flix,a Munich-founded start-up
that runs an international transport
platform. According to an analysis by
the VC firm Redstone, US pension funds
indirectly own about 12 per cent of Flix,
whereas their German counterparts
own just 0.3 per cent. In total, Redstone
estimates that US pension funds own 10
per cent of Germany’s tech unicorns,
worth a collective €47bn, compared
with 0.2 per cent held by German pen-
sion funds. “Until we have a stronger
capital base, the fruits of these busi-
nesses will be distributed there and not
here,” says Jeannette zu Fiirstenberg,
co-founder of the VC firm La Famiglia.
As an investor, zu Fiirstenberg says

pools of ; h R
an incredible job mnd lhere is so much
we can learn from them,” she says.

Software engineers sometimes talk
about “Frankensteining” a problem,
‘meaning they can bringa project to life
by stitching together different body
parts. Europe has a chance to Franken-
stein its start-up sector by combining
the inventiveness of Germany (which
boasts one-third more patent applica-
tions per person than the US), with the
vibrancy of the UK’s government-incen-
tivised early-stage investment scene,
and the growing strength of France’s
scale-up financing institutions.

The only difference from Mary Shel-
ley’s mythical tale is that this Franken-
stein “monster” would strengthen,
rather destroy

sheis excited by a new crop of start-ups,
such as Celonis, Personio and Vay,
which show that world-class software

The writer is founder of Sifted, an FT-
backed site about European start-ups

marksa d shift from west to east
and, to some extent, from north to
south. The institutions forged after the
second world war and the assumptions
that underscored them simply do not
reflect the world asitis today.

Countries that have played second
fiddle in the post-1945 world order want
change. They see opportunity because
they are being courted, commercially
and diplomatically, by multiple
would-be partners. But the danger is
that they may be forced to choose.

The idea that countries in the global
south speak with one voice is fantasy.
China and India see eye to eye on very
little. Africa is split on Ukraine. In some
ways, South Africa, an upper-middle-
income economy, a democracy and a
‘heavy carbon emitter, has more in com-
monwith theglobal north.

Then there are the limits of ambigu-
ity. South Africa wants it both ways. It
has hitched itself to two wagons pulling
in opposite ways. It enjoys preferential
access to European and US markets.
Exports to both underpin its manufac-
turingbase, especially its auto industry.

At the same time it likes being at the
table with China, India, Russia and Bra-
7il in Brics. But as the world diverges,
South Africa — and others like it — risk
beingpulled in different directions.

Asasovereign country, South Africais
free to calculate its interests. But privi-
leging ties with Russia, a rogue nation
that accounts for 0.2 per cent of its
exports, over the US, which accounts for
9 per cent, is an odd way of going about
it. Chinais of course another matter.

Ramaphosa insists South Africa has
“not been drawn into a contest between
global powers”. But it palpably has.

david.pilling@ft.com
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Ryanair: cruise liner
The Irish budget airline has plans to expand ifs fleet by more than half by 2034 with the purchase of 300

Boeing Max-10 aircraft. Ryanair has spread its capacity throughout Spain, Italy and the UK. Investors have
bid up the shares of airlines following the drop in fuel prices.

Ryanair’s ever-expanding fleet

Twitter: @FTLex Breakdown by aircraft %2022
mIB737NG miB737-8200 mA320 I Max-10 ig in
-800
Walmart: margin of just 23.7 per cent during the Estimated 0"‘ ™ ”a‘v
N first quarter.
doing the hustle The continued growth in these side
hustles could help butter the bread of — 1 | B T 1 1 O 1 I £ 600

Big-screen televisions are out.
Shoppers have instead tuned into
bread and butter. Penny-pinching
Americans now pack the food aisles at
budget-friendly grocers, cutting back
on non-essential purchases as a way to
beat back persistently high inflation.

This is good news for Walmart. The
US'’s biggest brick and mortar retailer
yesterday raised its full-year sales and
profit guidance after it delivered a
strong set of first-quarter results.

Like-for-like sales in the US climbed
74 per cent during the period,
compared with a year earlier. Compare
that with Target’s flat result and the
4.6 per cent decline reported by
Home Depot.

Fuelling the gain was Walmart's
‘massive grocery business, which
generated nearly 57 per cent of total US
revenues last year. More middle and
higher-income shoppers are doing their
grocery runs at ts stores. At the same
time, lower-income consumers snap up
‘more of its private-label food offerings.

‘Walmart tends to do well when
consumer purses are stretched. The
stock gained 11 per cent from July 2007
to the end of 2009, while Target and
Home Depot both fell 25 per cent. A
similar divergence is taking place now.

‘Walmart shares are up 24 per cent
over the past 12 months, compared
with a decline of 3.3 per cent and a 2.5
per cent increase at the two rival big-
box stores. At 24 times forward
earnings Walmart trades at a premium
to its peers.

Might this defensive quality drag
down Walmart’s shares in an economic
recovery? Not necessarily. Walmart has
tried to diversify away from low-
‘margin grocery sales. These efforts —
which include building a third-party
online marketplace and selling digital
advertising — have borne some fruit.

Sales from Walmart's global
advertising business grew 30 per cent
to $2.7bn last year. That looks good
given the digital ad market stagnated

shareholders after those shoppers drift
away from Walmart's food aisles.

BT/UK broadband:
alt reality

Light travels far faster than sound.
That might explain why investors can
quickly see through the latest plan by
BT Group’s Philip Jansen.

BT will shed 55,000 jobs by 2030 or
two-fifths of its workers, its chief
executive said in yesterday’s full-year
results. That sounds a big number. But
cuts will derive mostly from
completion of BT’s plans to connect
30mn premises with fibre broadband.
Many are not full-time workers.

Most of BT's 30,000 contractors will
no longer be needed after completion.
Progress is good. Strong demand for
faster data meant that almost 400,000
new customers signed up to higher
priced fibre services. Average revenue
per broadband customer grew 8 per
cent as a result. Yet, shareholders
might ask why group revenues rose just
1 per cent, especially given that its
contracts are inflation linked.

Blame cash-strapped consumers and
competition. Other willing suppliers
can meet the booming data demand.
These factors eroded BT’s 21mn
broadband customer base by 200,000

last year. That should jump to 400,000
this year, as some fibre customers
switch off any redundant analogue
services. This transition means fewer
staff in BT uniforms. Some 35,000 of
the expected job losses will come not
just from the lack of new projects but
also from the lower maintenance
needed on the new fibre network.

Worse, BT faces competition from
“altnets” building out their own fibre.
Upstarts such as Hyperoptic, CityFibre
and toob have pursued a land grab into
BT’s copper wire territory. Some will
surely fail but their assets are likely to

over the past year. The has
continued this year, with sales from the
unit up 30 per cent in the first quarter.

Despite its small takings compared
with the $572bn in sales Walmart raked
in last year, gross profit margins are
high —70-80 per cent.

That easily tops Walmart’s group

ired cheaply by
BT already expects to lose about
1.5mn lines by 2028. Double that and
ebitda for that year could be 13 per
cent lower than currently expected,
thinks Numis. Any squeeze on
operating cash flow would in turn
threaten the dividend. The share price

FT graphic Source: BofA Global Research

Airline passengers prefer aisle to
window seats for ease of movement.

No wonder. If Europe’s airline
bosses could safely jam more people
on their planes, they would. Business
is brisk, as easyJet affirmed in its
interim report yesterday.

Tts low-cost rival Ryanair is not
taking this sitting down. This month
it announced an order for another
300 Boeing 737 Max-10 aircraft to
swell its fleet to 675 planes by 2028 —
one of the largest in Europe — a deal
worth $40bn. Ryanair is already top-
ranked in Europe (and fourth
worldwide) for scheduled seats as of
September last year. But is it
saturating the regional market?

Ryanair says it needs these extra,
more fuel-efficient Max-10s. With a

dropped 4 per cent on the day. Judging
from that reaction the sound of
Jansen’s plan did not appeal.

Weight-loss drugs:
fat chance

Skinny jabs make chunky profits. Fat-
busting injections make investors gush
like Hollywood celebs. The discovery of
effective, long-term drugs for obesity —
a condition that afflicts one in eight
adults worldwide — could create one of
the industry’s largest markets.

Research this week suggested that
obese patients cost Britain’s NHS twice
as much as healthy ones.

Sales could reach $100bn globally
within 10 years, says Barclays. It
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fifth more seats than its current
mainstay, the Boeing 737 NextGen
(about 80 per cent of its fleet), the
Max-10 should also burn a fifth less
fuel. That thriftiness will matter as
Ryanair has expanded its passenger
target from 225mn by March 2026 to
300mn seven years later.

At €22 per available seat, jet fuel is
expected to eat up 44 per cent of the
airline’s operating costs, Visible Alpha
data says. Ryanair reports full-year
results this month. Analysts expect
that expense to climb towards €25 per
seat in three years. Even so, Ryanair
trumps its rivals on overall costs per
‘passenger by no less than a third.

This increased cost efficiency should
keep earnings per share bubbling
along. However, even at 225mn

reckons most of the gains will be made
by the two frontrunners, Denmark’s
Novo Nordisk and Eli Lilly of the US.

Over the next three years, Novo
Nordisk’s earnings are set to grow at a
compound rate of 25 per cent. That
justifies a price-to-forward earnings
multiple of 32 times, a 60 per cent
premium to the sector.

Yet the drugs’ high costs might be a
limiting factor. A US watchdog last year
suggested that the annual price of
Semaglutide (Novo Nordisk’s Wegovy)
might need to be cut to $7,500-$9,700,
roughly half its wholesale cost.

Lifting the Medicare ban in the US on
obesity drugs, the subject of heavy
lobbying, would prove costly. The cost
of treating a tenth of obese over-60s
could be almost a fifth of its
prescription drug benefit. Insurers are

MayJun} JuI ‘Aug Sep Oct Nov Dec” e Feb Mar Apr May
Source:

Refinitiv

passengers, Ryanair is already a
regional giant. Tts €19bn market
capitalisation almost equals the
combination of its next two largest
rivals, Lufthansa and British Airways
owner IAG. Even with a large fleet, its
capital spending should soon peak.
‘That should result in steady free cash
flow of about €2bn.

But the fleet growth could be
deceptive. Without obvious
acquisition targets, Ryanair could
‘morph into a high-yielding cash
machine, thinks Bernstein.

It pays no dividend and has not
bought back shares since the
pandemic began, but all that could
change. Formerly a pushy upstart,
Ryanair is evolving comfortably into
amiddle-aged airline.

watching closely. In a recent earnings
call, UnitedHealth Group of the US
called for clarity about benefits.

Much depends on the results of a
Novo Nordisk trial, expected in August.
Semaglutide needs to reduce heart
attack and stroke risks substantially for
purse strings to loosen.

‘Patients may require the drugs
indefinitely, an attraction for investors.
But that increases the likelihood of
side-effects and the chances of the
drugs’ misuse. Eating disorder charities
fear that the drugs may exacerbate
problems for some.

That risk alone would not bring
litigation. Opioid litigants won big
payouts by laying bare unethical
business practices. But manufacturers
racing to build a huge new market
‘must tread with care.
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US housing:
room for improvement

‘The most successful hedge fund of the
andemic era is the US homeowner.
Interest rates falling to near-zero and
soaring house prices led Americans
into a frenzy of mortgage refinancings.

These deals allowed Americans
either to slash their monthly payments
or withdraw equity from their homes.

Research from the Federal Reserve
Bank of New York shows that quarterly
refinancing volume soared from about
$100bn in 2019 to as much as $700bn
during the pandemic. More than
$400bn of aggregate equity was
extracted, says the Fed, or $82k per
cash-out mortgage. Most, however,
chose to lower their monthly
payments, on average by $220.

For most Americans, the single most
valuable component of wealth is their
residence, usually purchased with 30~
year, fixed-rate mortgages at a 75 per
cent loan to value. These refinancing
booms occur oceasionally, the
researchers point out, creating
substantial amounts of wealth. Also
among the big winners were retailers
such as Home Depot, Lowe’s and other
purveyors of big-ticket goods.

But as the Fed notes, rates have
spiked dramatically, with benchmark
mortgages going from under 3 per cent
toaround 7 per cent, a sea change that.
‘will continue to make waves in the
economy. Closed loan volumes and
revenues for industry leader Rocket
Companies fell by more than 60 per
cent in 2022, year on year. Rocket
listed its shares in 2020 at $18 and they
have since descended to about $8.

The distributional effects of these
swings in interest rates is becoming
clearer. Homeowners happy with their
present locations are the big winners.
Home Depot noted that while 40 per
cent of US homes are owned outright,
almost all mortgages outstanding have
rates of 5 per cent.

No surprise that data on home sales
released yesterday revealed that
volume in April was down 23 per cent.

Those keen to join that hedge fund
crowd, and buy into the housing
market, are stuck out in the cold.
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ACROSS

9 Do scolds show this lack of concern
for others? (4-11)

10 Republican, yet left-leaning? No way!
®

11 Subject of lines concluding
revolutionary film (9
12 Varied Disney works caught by
mother and daughter (4-5)
14 Start to scent odour? (5)
16 Friends perhaps arrive in suit today,
and in pants (96)
19 Outer parts of Derby or Leicester? (5)
21 After that time, Hungarian on
vacation tours Europe, travelling (9)
23 Imagine pinching cheek softly, being
irreverent (9)
25 Silk underwear concealing rear end

5)

®
26 Flag during tennis game displaying
unfair rules (69)

DOWN

1 One saving English business, not a
skinflint (10)

2 Partners at the table admitting
affection for pig (&)

3 Attractive quality maintaining one's
appeal primarily? (8;

4 Brandy butter knocked up before 3rd
of December (4)

5 Afigure stops Ant and Dec
performing for those present (10)

6 Politician in party political broadcasts
goes off script (2-4)

7 Walk across theme park's main draw
@

8 Pale American has fling &)

13 Delicacy isn't included in feasts,
having seconds (10)

15 Swimmer very loudly admits
dishonesty, fo an extent (6,4)

17 Ringing idiot going up and down
America 8)

18 Offers too much R&B in funky videos
@®

20 Showing flexibility, what drug dealers
do losing yen

22 Be curious about site of carnival in
religious building (6)

23 Craze over folk music (4)

24 Period of time that's long up until
November? ()

Get the business insights you need to succeed in Asia

Visit asia.nikkei.com

https://ft.pressreader.com/v99f/20230519

along51de our
owner family

Forward-looking
for generations

Entrusting your wealth to us means a genuine alignment of interests: We invest your
assets using the strategies we have developed to preserve and grow the wealth of our
owner, the Princely Family of Liechtenstein. www.lgt.com

Private
Banking

18/24



2023/5/19 09:27 Financial Times Asia

G7 Japan

Friday May 19 2023 www.ft.com/reports

Kishida invokes Hiroshima's shadow

Leading nations face
pressure on nuclear
disarmament,
writes Kana Inagaki

ack in 2016, when Fumio

Kishida, then Japan’s foreign

minister, took his G7 counter-

parts to the A-Bomb Dome in

Hiroshima, he believed “this
would be the first step towards the abol-
ishment of nuclear weapons”.

But, seven years later, as he returns to
his family’s home city to chair the G7
summit as prime minister, his dream of
a world without nuclear weapons
appears more distant than ever.

Since last year’s invasion of Ukraine,
Russian president Vladimir Putin has
made repeated threats about using
nuclear weapons, while the growing
arsenals of China and North Korea have
underscored the continuing need for the
US nuclear umbrella that helps to pro-
tectitsallies including Japan.

“I do feel that the path towards a
world without nuclear weapons has
become even tougher than before,”
Kishida admitted in a group interview
last month. But he added that it was
Japan'’s responsibility as the only coun-
try to have ever suffered atomic bomb-
ings to “continue raising the banner of
ourideals” to achieve the goal of nuclear
abolishment.

However, with Kishida’s family roots
in Hiroshima, where, on August 61945,
atleast 80,000 people died when the US
became the first and only country to
launch a nuclear attack, disarmament
remains at the heart of his political
career. Consequently, the topic is
expected to feature prominently as

leaders of the world’s most advanced
economies gather this weekend.

The G7 countries — among which the
US, France and the UK have nuclear
arms — have already come under criti-
cism after a meeting of foreign minis-
ters last month failed to present new
steps to eliminate nuclear weapons.
Whether the main summit can deliver
more concrete ideas will be closely
watched, including by those in the host
city of Hiroshima.

“We hope that [the G7] will be able to
firmly outline a direction for the ultimate

War zone: Japan’s Prime Minister
Fumio Kishida visited Kyiv in March,
above. The A-Bomb Dome monument
in Hiroshima, right

Sergei Chuzavkov/Getfy Images

‘| do feel that the path
fowards a world without
nuclear weapons has
become even tougher’

goal towards a world without nuclear
weapons that does not rely on deter-
rence,” says Kazumi Matsui, mayor of
Hiroshimacity.

But the summit comes as G7 members
are divided on a host of other key issues,
ranging from tougher sanctions against
Russia, to the US-China dispute, climate
strategy, economic coercion, dealings
with the Global South, and the rapid
developmentof artificial intelligence.

And for Kishida, the stakes are high —
bothathome and internationally.

Continued on page 5
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Bloc’s relevance cemented by G20’s dysfunction

Economy

The group is setting the
tone on security, energy
and the war in Ukraine,
writes Chris Giles

owards the end of the acute

phase of the global financial

crisis in 2009, the Group of

Seven appeared dead as an

economicand political bloc.
Representingonly 35 per cent of the glo-
bal economy, the then IMF head joked it
wasthe “late G7".

The plan was for France to perform
the coup de grace when it chaired the G7
and G20in 2011. From that point on, the
G20 would be the “premier forum for
international economic co-operation”
and decisions of global importance
would nolonger be taken by a small and
unrepresentative club of just seven
industrial countries.

The plan never materialised. Through
the 2010s, G7 finance ministers of the
US, Japan, Germany, France, UK, Italy
and Canada met regularly with little
consequence. National leaders met at a
G8 level until 2014, when Russia was
expelled for its annexation of Crimea,
part of Ukraine’s sovereign territory.
When Donald Trump was US president,
the summits were occasionally spectac-
ular failures. In 2018, he left early,
refused to sign up to a communique
praising the “rules-based” system of
global trade and called the host, Cana-
dian prime minister Justin Trudeau,
“dishonest and weak”.

But the 2020s have been different.
President Joe Biden’s administration has
taken a shine to the G7 — not as the
forum to thrash out global solutions,
given it now represents only 30 per cent
of global GDP — but as a body of like-
minded advanced economies that are
able to agree a united front. And this
reappraisal has come atatime when the
G20’s relevance in economic affairs has
dwindled, with the body, including
China, Russia and the US, unable to
agree on much of substance.

Professor Eswar Prasad at Cornell
University says: “In a rapidly fragment-
inggeopolitical order, the G7 represents

‘ The G7 are in the top 10 countries ranked by GDP - but not when
adjusted for differing price levels between countries
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alargely unified but now far from domi-
nant block of countries with similar eco-
nomicand political values”.

“Ironically, the dysfunctionality of the
G20 and the open rancour among its
members have led to the G7 regaining
some of its relevance.”

The first indication of the renewed
relevance of the G7 came early in the
Biden presidency when his Treasury
secretary, Janet Yellen, decided to cede
some ground in some parts of interna-
tional tax negotiations in order to

GDP in 2023, adjusted for PPP* ($tn)
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achieve a US prize of a global minimum
corporate taxrate.

She came to London to a G7 finance
ministers’ meeting in June 2021 with a
proposal to stop a race to the bottom of
global corporate tax rates alongside a
radical move to allow all countries to
collect some tax from foreign multina-
tionals doing business in their countries.
Securing what all sides said was a “his-
toric agreement”, the G7’s actions
proved to be the catalyst for a later glo-
bal agreement among 136 countries.

Larger developing nations now
form a much greater share of
the world economy than the G7
Share of global GDP at PPP (%), with
forecast t0 2028

G20 is a more representative ‘
forum, accounting for four-fifths
of global GDP

G20 share of global GDP at PPP (%), with
forecast to 2028

Seven largest
developing
economies®

TT T T T T T T2°
1990 2000 10 20 30
* Brazil, China, India, Indonesia, Mexico, Russia, Turkey

The G7 meeting in 2018 (left) ended
in acrimony but by 2022 it had

revived in importance
Jeso Dl Bceseperun Henry Nchols ety mges

'Advanced,
non-G7**

0
1990 2000 10 20 30
* Argentina, Brazil,China,India Indonesia, Mexica,
Russia, Saud Arabia  Afica, Turkey, st of non-G7 EU
** Australia, S Korea, most of non-G7 EU

1In 2022, the G7 cemented its new-
found relevance for western nations by
acting as the forum to calibrate and set
sanctions on Russia following its inva-

fuel oils effective from February this
year. In an assessment of the sanctions,
Elina Ribakova, senior fellow at the
Peterson Institute of International Eco-
nomics, says that the G7’s actions, seek-
ing to limit flows of money to Russia
from oil exports, were “a smart thing to
do” although there were huge incentives
for Russia and shipping companies to
seekto circumvent the price cap.

Noting the lack of officials or proce-
dures to enforce the cap, Ribakova adds,
“it’s novel, but the G7 is trying to imple-
ment economic statecraft without an
institutional set-up,” suggesting the cap
was likely to get increasingly leaky.
Those concerns, however, did not invali-
date the overall effect of the G7and EU’s
sanctions, she says. Other measuresand
sanctions would intensify the squeeze
on Moscow’s finances: “Russia’s eco-
nomic challenges will only worsen as the
‘war continues with no end in sight™.

John Kirton, director of the G7
research group at Toronto university,
says these actions and others showed
that the G7 was able to produce robust
conclusions to summits that were useful
for the world at atime when “the G20 is
‘missingin action”.

“This year, what we’ve seen so far,
empirically, is that the G7 is on the road
back to life on everything — on macr-
oeconomics, security, Russia’s war in
Ukraine and energy,” Kirton says, add-
ing that his group’s research showed
that member states generally imple-
mented and complied with agreements
struck at G7 summits.

The Hiroshima summit will take the
G7 into a further new area for 2023,
though. In finance ministers’ meetings
so far this year, the ministers have
focused on building economic resilience
and security, trying to define a world of
“de-risking” from China — reducing
dependencies on critical elements of
supply chains, rather than “decoupling”
and casting the country into the eco-

sion of Ukraine. B; ', the bloc
had agreed a price cap on Russian oil —
aiming to allow the oil to flow and to
keep global prices down, while depriv-

The finance ministers concluded in
April that, “in this endeavour, we will
stand firm to protect our shared values,

ing Moscow of si revenues
from fuel.

This was imposed in December last
yearata price of $60 abarrel with subse-
quent caps on petrol, diesel and other

D icefficiency by
upholding the free, fair and rules-based
multilateral system and international
co-operation”. That will be a considera-
ble challenge in 2023.
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Under Japan's presidency, the
G7 will defend the rule of law
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Fumio
Kishida

‘When I visited Ukraine in March and
met President Zelenskyy, I expressed
to him my commitment to maintaining
the unwavering unity of the G7 for
strict sanctions against Russia and our
robust support for his country. At my
invitation, he will participate in
discussions at the G7 summit in
Hiroshima this weekend.

Japan has pledged $7.6bn in
assistance for Ukraine. Some people
might wonder why a geographically
distant country is so committed. This is
because Russia’s aggression against
Ukraine is not only a matter of
European security, but also a challenge
to the free and open international
order based on the rule of law. Today's
Ukraine may be tomorrow’s east Asia.

environmental challenges and mobilizing
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determined to uphold the rule
of law, firmly rejecting the rule of force.
The world faces a complex set of
crises today, including climate change,
the pandemic and geopolitical crises.
Atthe G7 summit, 1 and my
counterparts will discuss regional
situations such as Ukraine and the
Indo-Pacific, including east Asia,
notably China and North Korea. We
will also discuss the global economy,
including food and energy security;
economic resilience and economic
security; nuclear disarmament and
non-proliferation; digital technologies;
and global issues such as climate
change, health and development.
Asaholder of the G7 presi

that affect the international
community as a whole, including
unilateral attempts to change the
status quo by force, non-market
practices and economic coercion, as
well as the issue of how economic
growth can be compatible with climate
change.

Tn March this year, the UK
announced the Integrated Review
Refresh of its security, defence,
development and foreign policies, and

Ghana, Kenya and Mozambique, and
have invited Australia, Brazil,
Comoros, the Cook Islands, India,
Indonesia, the Republic of Korea, and
Vietnam to the Hiroshima Summit for
discussions.

Whether it is about the situation in
Ukraine or climate change, it is
important to let the so-called Global
South decide to deepen co-operation
with the G7 by choice, not by
imposition, if we are to gain
co-operation from the entire

its accession negotiations on the
o ! .

and
Agreement for Trans-Pacific
Partnership reached substantial
conclusion. By demonstrating its
commitment to the Indo-Pacific region,
the UK shows that it fully recognises
that peace and prosperity there are in
its own interests. This permanent
engagement with this region is
strategically and geopolitically astute.
It is encouraging that the UK is looking
decades into the future and making its
investments from a long-term
perspective.

‘Irresponsible nuclear
rhetoric, including threats
... such as those made by
Russia, is never acceptable’

Japan would like to take the lead in

responding to these multiple crises.

While each member’s interests may
1

This is not merely in terms of
securing its economic interests such as

varyin i the
G7 is determined to respond in a united
manner to any challenge to the existing
international order based on the rule of
law that we depend on, wherever it
occurs. This unwavering determination
is the most important message of this
G7 Hiroshima Summit.

The Indo-Pacific region is expected
to be the centre of gravity for the

trade, or supply chains
for semiconductors and critical

ity. The key is
that the international community,
including the G7, firmly responds with
unity to situations like Ukraine
‘wherever they occur. Moreover, it is
also important that the G7 shows
solidarity with, and helps to shoulder
the burden of, vulnerable countries.

From this perspective, I presented a
new plan for a Free and Open Indo-
Pacific when I visited India in March. T
announced support for the growth and
economic resilience of the Indo-Pacific
countries through establishing a free
and fair economic order, strengthening
connectivity, including through
infrastructure development, and
ensuring maritime peace and stability.
Through dialogue with other countries,
we hope to lead the international
community away from fragmentation
and towards co-operation.

The G7 Summit that is to be held in
Hiroshima has special significance. For
77 years since the atomic bombings of
Hiroshima and Nagasaki, humanity
has not used nuclear weapons. We
must never neglect this historic
achievement.

Nuclear weapons must never be used
again, and irresponsible nuclear
thetoric, including threats of nuclear
‘weapons such as those made by Russia,
is never acceptable. There is no better
place than Hiroshima to send the
message of moving towards “a world
without nuclear weapons”. I look

Tesources. perati
on global issues, which support the
national interests of the UK and
Europe as a whole, require efforts that
transcend regional boundaries.

At the same time, addressing the
challenges that the world is facing
today requires the efforts of the entire

international in the future,
with the promise of the most dynamic
economic growth and innovation. That
said, it also faces emerging challenges

including the
so-called Global South. As the G7, we
would like to strengthen our outreach.
That is why I recently visited Egypt,

forward to deep: with
the G7 leaders to promote realistic and
practical efforts in this regard.

Itis critical that the G7 takes the
initiative when the world faces a
complex set of crises. Japan is
determined to exercise leadership
while it holds the G7 Presidency, and
co-operation from each member of the
G7is indispensable.

‘The writer is prime minister of Japan
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‘De-risking’ China links takes precedence over ‘decoupling’

Economic security

America, Europe and Japan
try to strike a cautious
balance, writes Kana Inagaki

In the months leading up to the G7 sum-

contributes to the national interest of
Japanasawhole.”

This so-called de-risking strategy is
an approach first put forward by Euro-
pean Commission president Ursula von
der Leyen in March, when she called for

“new defensive tools” for sectors such
as quantum cumpulmg and artificial

mit in Hiroshima, the US, EU and Japan
cautiously united behind a policy
towards China that rules out a full
decoupling of trade between them — as
the world’s most advanced nations —
and Asia's largest economy.

But how the G7 will strike the right
balance between national security and
economic interests remains a challenge
thatis likely to weigh heavily during the
summit meeting, The gathering will also
be joined by leaders of developing coun-
tries including India, Indonesia, Viet-
nam, Brazil and the Indian Ocean
island-nation of the Comoros.

“What Japan intends to do, rather
than decoupling from China, is to stra-
tegically identify areas where collabo-
ration is possible and areas where risks
should be avoided,” said Yoshimasa
Hayashi, Japan’s foreign minister, in a
written interview with the Financial
Times. “The Japanese government will
continue to encourage co-operation in
the economic field in a manner that

Since then, UK and Japa-
nese officials have started adopting that
same phrase, while the US is emphasis-
ing that its China policy is focused on

At the summit, in addition to tackling
Beijing’s military ambitions and the risk
of a conflict over Taiwan, prime minis-
ter Fumio Kishida will aim to project G7
unity in addressing economic security,
generally. But a pillar of that initiative
involves how the member countries can
collectively deter other nations — nota-
bly China — from using economic pres-
sure to try to force individual govern-
ments into political concessions.

“All of the G7 countries do not have a
hardline approach on China but they
can agree on where they need to protect
themselves against China and the new-
est element [to that debate] is how they
need to respond against economic coer-
cion,” says Ryo Sahashi, associate pro-
fessor of international politics at the
University of Tokyo.

Sahashi says it is unlikely that the G7

members would agree on new economic
security tools, such as export controls or
an anti-coercion instrument, at the
Hiroshima summit, but he adds that
“maintaining the momentum” to work
together on this issue would still be
important.

The US, the EU and Japan agree on
the importance of economic security
and the need for the so-called “like-
minded countries” to collaborate to

o
Hot chips: navlnns agree on the need lo protect critical 'e:hnologles —SipaUsA

]

protect critical technologies, intellec-

given the deep ties and intricate supply
chains they have established in China.
Tokyo also feels more vulnerable to
Beijing’s retaliation if the G7 pushes too
far, having experienced a cut-off of rare
earth mineral supplies in 2010 and the
arrest of 17 of in China since

investment-screening mechanism
aimedat China.

Brussels is also examining the crea-
tion of its own mechanism for scrutinis-
ing overseas investment by EU compa-
nies in a small range of sensitive tech-
could enhance rivals’ mili-

the country passed a counter-espionage
law in 2014. China has already criticised
the G7’s focus on economic coercion,
sayingthat it was the victim of economic
bullying by the US.

“China knows very well that Europe
tends to see the economy before
national security in their relations with
China, so China is likely to attempt to
split Europe using its economic
strength,” suggests Nobukatsu Kane-
hara, former assistant chief cabinet sec-
retary during the administration of late
prime minister Shinzo Abe.

“In Japan’s case, Taiwan is right in
front of their eyes so Japan feels decou-
pling of cumng edge sem|c0nduclor

tual property, and. hains.
However, the approach taken by each
country has been different, i

, but it still
needs to fmd a balance smce full decou-

largely by the extent of its reliance on
the Chinese economy.

The Biden administration has pur-
sued the most aggressive path to decou-
pling China from the US in cutting-edge
technologies, while Europe and Japan
have taken a more selective approach

 TheUs st year introduced sweeping
export controls that would severely
complicate efforts by Chinese compa-
nies to develop cutting-edge technolo-
gies with military applications. Wash-
ington is now seeking the support of its
allies as it finalises a new outbound

tary capabilities. But officials are
unlikely to agree to “a shared mecha-
nism” with the US.

Meanwhile, Japan has unveiled curbs
on the export of 23 kinds of technology
as part of a deal reached with the US and
the Netherlands in March. In both
Europe and Japan, though, the measures
are not targeted against a single country.

Rahm Emanuel, the US ambassador
to Tokyo, has argued that a response to
Beijing’s economic coercion needs to
“be collective and must be led by the
United States”, but Tokyo still prefers to
use the World Trade Organization as a
‘mechanism to resolve disputes.

“The difficulty about economic secu-
rity is that countries are both collabora-
tors and rivals,” observes Kazuto
Suzuki, professor at the University of
Tokyo. “If US companies suffer, it’s an
opportunity for Germany, France and
Japan. That is why the thinking of the
US, EU and Japan will be different and it
will be difficult to reach a consensus on
how aggressively they will use export
controls against China.”

G7'srenewal marks
anew era defined by
superpower rivalry

and concrete initiatives — for example,

chalwasthalll\e G7was swiftly losing

critic
the “friendshoring” of supply chains.
Sullivan’s phrase — “the steering
committee of the free world” —tellsits
ownstory about the strategic thinking
underpinning the summit. The use of
the phrase “free world” is redolent of

again. But Russia’s full-scale invasion of
Ukrainein 2022 — combined with
China’sincreasinglyassertive foreign
policy and growing domestic
authoritarianism — has made the US
andsomeofitsalliesincreasingly

thecoldwarand y conveysthe
mood in Washington. As in the cold war,

4

the freeworld” is how Jake

Sulhvan President

theUsis rallyingdemocraticalliesin
Europeand Asia foragenerational

I ‘the G20.
Russiaand Chinaare both members of
theG20. And other key players — such
as Brazil, India and South Africa — have

security | struggl ies thatare remained studiously neutral over
adviser, describesthe G7. | familiar from the first cold war: Russia | Ukraine.
Andthat description underlinesthe | and China. Asaresult, arevived 67 lookedlikea
Thedi hat, this time, the ful and focused groupt

importance of the G7 summit that will

take placein Hiroshima. The Ukraine

waris still ragingand may be reachinga

crucial stage. Meanwhile, tensions

continue torise between China and the

US Americai is keen toco- ordmatevnth
h

order of precedenceis clearly reversed.
Inthe period from 1945-89, it was the
SovietUnion that was America’s main
adversary. This time,

deal with an era of renewed superpower
rivalry. One senior European diplomat
saysthe G7 is now “the workhorseof

the
conference host —: onboLh issues.
All summit trive to

The Ameri

giveanimpression of unity and
firmness. But commentators will be
examining the text from this G7 summit
(andthe closi

d ster tion” — witha shared
Russlanmvasmnokarame,Lherels focusondefendmga “freeand open
little ” Inan effort togive
moreserious long Lerm rival bthe Us. | theorganisationawiderglobal

theG7— | influence, therewillalso beseveral
asopposed tothe broader-based G20, | guestsatthisyear's 67 summit —

whichwillh summit in Delhi

African Union, India,

in September isalsotelling Tt marks
ion froma period of world

particularly closely. Comments made by
the French president,

Australia, South Korea, Brazil, Vietnam
and the PacificIslands.
helocation of this year's G7 summit

Macron, after his recent visit to China
suggested that he, atleast, felt that the
fate of Taiwan is not for

m:mewera,inwhich
politics and strategicrivalries setthe
tone.

its own in 2008.

Europe. This commentjarred in
Washington and in much of Europe. It
also alarmed the Japanese government,
which s keen'tosee more European

After the global financial crisis, it
became apparent that the old G7 —of
the US, Japan, France, Germany, Italy,
Canada and the UK — was toonarrowa

is significant. Of all the G7 nations, Japan
is probably the closest tothe USin its
perception of a threat from China.
Geographical proximilty,a festering
territorial dispute wit the

ofanatomic bomb and the home
constituency of Fumio Kishida, the
Japanese prime minister — will b used
uclearand

bitter legacy of history, makesJapan
inclined to take the potential threat
from China very seriously. Tokyohas

anti-war message. Combining this with

ahawkish message of deterrence

towards Chinawill tax the skills of the
bled din]

in East rity alsorecently damajor

issues. economy. Th hof; increaseind dis T hostswill h lka

Soitwill beimportant toseeiftheG7 | economic power —in particular China But Isohasi distinctive | similarti icissues —
can mustera convincingdisplay of andIndia—madeiti pacifist tradition — derived from the which were the core concern of the

unity on both China and Russia.
Observers will also want to see if that
unity extends beyond rhetoric into new

involvea broader group of countries.
Atthe G20 summit in Pittsburgh in
2009, whichTattended, the corridor

horrors of the second world war. The
fact that the summit will be held in
Hiroshima —thesite of the first ever use

original G7 summits in the 1970s. The
ideaofan economicdecoupling with
China i

|
Asinthe cold war, the US

is rallying democratic allies
in Europe and Asia for a
generational struggle

N |
Ken hiReuters

‘business community — for whom China
remainsa crucial and growing market.
‘The German establishment has similar
reservations.

Inaneffort toforgeacommon
approach, the USand the EU have
‘begun to use similar language — with an
emphasis on “de-risking” business with
China, rather than outright decoupling.

Yet this linguistic change only goes so
far. Defining the risk of doing business
with China—and workingout sensible
hedges against thoserisks — will bea
n for the G7 summit.

West claims success with price cap that keeps Russian oil flowing

Energy

ued — to protect a global economy
o protect :

Coalition believes it has
succeeded in hitting Kremlin
revenues, writes Tom Wilson

When G7 leaders prepared to imple-
‘mentaprice cap on Russian oil last sum-
mer, some industry veterans cast doubt
on whether the complex system would
work. A year later, western officials
believe they have largely been proven
right: the Kremlin’s revenues are down
butits oil is still flowing.

The price cap on Russian crude and
refined petroleum products was
engineered by the US in response to a
planned EU ban on European compa-
nies providing shipping, or other mari-
timeservices, toR

truggl X

US officials felt they had “silenced the
sceptics” by keeping Russian oil flowing,
says Helima Croft, a former CIA analyst
and now head of commodities research
atRBC Capital Markets.

“If we had never had the services ban,
we never would have had price caps,”
Croftexplains. “The goal was tokeep the
molecules on the market.”

Russian oil exports in April reached
8.3mn barrels a day, the highest since
April2020, driven inlarge part by China
and India, which imported, respec-
tively, 2.1mn b/d and 2mn b/d of Rus-
sian crude, according the International
Energy Agency (IEA).

At the same time, Russian monthly
oil export revenues are down 27 per
cent year on year at $15bn. rding to

Russias o export revenues are down
27% year on year, the IEA estimates

lnwer pnce of Urals — the country’s
rtblend.

By permitting those companies to
continue to service Russian cargoes if
the oil is sold at a discount, Washington
hoped to curtail the Kremlin's revenue
while ensuring Russian exports contin-

the TEA’s estimates. In response, last
month, Russian president Vadimir
Putin changed how the Kremlin taxes
its oil companies, switching to a levy
based on the price of Brent crude minus
a fixed discount, rather than the much

https://ft.pressreader.com/v99f/20230519

A member of the G7-led coalition
described the Russian tax move to the
FT as “prima facie evidence” that the
country’s revenue was suffering due to
the cap.

However, the full story of the cap’s

impact is more complicated. The west-
ern restrictions were supposed to
reduce Russian reventies by limiting the
price buyers could pay for Russian
crude and diesel to $60 and $100 a bar-
rel, respectively. Indeed, in January, the
first full month of restrictions on Rus-
sian crude, the average quoted price of
Urals fell to $49/b, significantly below
both the cap and the average price of
international benchmark Brent, which
was $82/b.

However, traders say that the dis-
count for Russian crude that widened in
December and January was a reflection
of new non-western buyers using the G7
restrictions to push prices down, rather
than of western buyers complying with
the cap. Now that Russia has formalised
more ways to get its oil to new custom-
erswithout using European shipping, or
insurance that must comply with the
caps, prices for Russian crude have
started torecover.

The IEA calculated last month that
the weighted average price for Russian
crude exports hadrisen above the $60/b

price cap in April, with one crude sold in
Russia’s far east, known as ESPO-blend,
selling for as much as $74/b.
In this way, some critics say the sanc-
tions and associated price cap simply
pushed the bulk of Russian oil trading
into the shadows: moving it from well-
known global trading and shipping
companies to new, lesser known, less
experienced operators. In response, the
US Treasury last month issued an alert,
warning about the possible evasion of
the price cap on Russian oil, particularly
involvingexports of ESPO-blend.
“Some symbolic targeted prosecu-
tions” to serve as a “warning” to any US
or European companies involved in
such trade are a possibility, says Croft.
still, any major change to the price
cap mechanism s unlikely, she adds. “T
don’t hear, at least in Washington, a lot
of hand wringing about the cash that
‘Putin is making in oil,” she says. “I think
they point to volumes and say we staved
offan energy crisis with this policy.”
The price of Brent has fallen about 10
per cent since the crude price cap was

introduced on December 5. Jorge Leén,
senior vice-president at energy analysts
Rystad, says the G7 is unlikely to lower
the price cap to match that drop. “They
could lower the price cap more but, the
more you reduce it, the more likely it is
that you could see an unintended reac-
tion from Russia — shutting production,
for example, that would send the price
‘much higher,” he says. “Itis a fine calcu-
lation [for the G7].”

An alternative could be to target
refiners in countries such as India,
which are processing large volumes of
discounted Russian crude into fuels,
some of which are then shipped back to
Europe. But, while some EU officials.
‘have expressed concern over Europe’s
continued purchases of such products,
any action to block imports would risk
disrupting Russian exports and driving
up prices, says Amrita Sen, director of
research at consultants Energy Aspects.
“So far, the sanctions have been
designed to keep the oil flowing and
they haven't really been designed to
‘hurt’ Russia,” she says.
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Al will test faith in democracy, Tokyo warns

Interview Taro Kono
Japan’s digital minister
says elections could be
targeted by ‘malicious
elements’, writes

Leo Lewis

emocraticgovernments in

the US, UK and Japan will

soon face a series of pivotal

showdowns pitting the trust

of the general public against
the potentially “very disruptive”
powers of generative artificial
intelligence, Japan’s digital minister has
warned.

Inan interview with the Financial
Times ahead of the G7leaders’ meeting
inHiroshima, Taro Kono cautions that
forthcominggeneral elections in Britain
andJapan, as well as the US presidential
race nextyear, could become ripe
targets for “malicious elements”
empowered with AL

US voters, he says, have already
experienced disinformation campaigns
during presidential elections, but those
were primarily carried out by human
beings. “If the same thingcan be done by
AL the sheer volume would be
humongous,” says Kono.

“All governments need to consider
how we can keep the trust of the people
towards democracy . . . all democratic
governments now feel an urgency in
dealingwith AL so that’s why, at the G7,
itis on everyone’s mind,” he explains,
notingthat the subject had been
discussed extensively during
preparations for the various leadership
summits taking place this year.

Japan'sleadership of the G7, says
Kono, has coincided not only with the
release of the AL chalbolChalGPT Tast
November, but witha in

Visitors o a Tokyo trade show In March fry out an Al powered custe

hadcreated somethingtangible where,

dlvldcdmLhclrappmachlorcgulauon

previously, th hadbeen  an hasbeen
more theoretical. People could use providea bridgin
ChatGPT, he says, and directly feel the Whilei fonal bodies suct

the conversations surrounding
technology. He suggests that, at the
January meeting of the World Economic
Forum in Davos this year, it was striking
how the term “Web 3.0” — oncea
favuur h-all for di

power of what Al can do. “You can see
‘what toexpect in the future,” he says.
But, in parallel with the grand tech-
related questions raised by advancesin
AL the G7 will be havinganumber of

diately practical

completely vanished.
Instead, hesays, everyone was talking
about ATbecause suddenly ChatGPT

too. In particular, Japan has

pushed hard

the World Trade Organization and
Financial Stability Board exist to
‘monitor their respective policy areas,
nosuch body exists to oversee the global
flow of data, despite its now crucial
importance to the modern economy.

ALDavos, in2019, Japan's late prime
minister

cross-border data flow — asubjecton
which the US and Furope are sharply

ofaninternational order described as
Data Free Flow with Trust (DFFT),

service chatbot

by Tomorrow Net

|
‘Democratic governments
now feel an urgency in
dealingwith Al ... at the
G7,it is on everyone’s mind’

whichaimed il

the US, says Kono, “is the wild, wild west,
‘where anything goes”. Japan, he says, is
probably closer tothe US position,and
would instinctively tend to wait for
emerging technology to develop by some
distance beforeworking out whetherit
needed regulation.

“Soitisquite difficult toget
convergence,” says Kono. “Tmean, we're
notgoingtohave one set of rules
concerningdata transfer globallyina
very short time.” Still, whileitis
important to see how far apart everyone
is, healso believes that it is worth
stressingthe need forincreasing
“interoperability” on theissue.

The final communique of the G7 s
expected toinclude agreement on the
principle that, while the cross-border
flow of dataand information s positive
for productivity and innovation, it
raises significant challenges related to
privacy, protection of intellectual
property rights and security.

Accordingto people familiar with the
document, the draft of the communique
states the G7 nations’ intention to
operationalise the concept of DFFT,
withaview to gainingmore widespread
support for the principle and greater
convergence between existing
regulatory approaches.

Japan's attempt to take a leadership
role on this issue of data flow coincides
witha period in which the country is
struggling to secure a reputation on all
things digital. Kono —an experienced
former foreign minister and leadership
challenger — became Japan’s minister
for digital affairs in August 2022. He
inherited, with enthusiasm, a project
todragJapan’s paper-based
bureaucracy into the digital age but
has continued to encounter powerful
resistan

privacy considerations. At this year’s
i igital ministersi

The mumatch betweenJapan's

the G7 endorsed th i ofa

rengthand its digital

non-bindinginstitutional framework —
potentially housed at the OECD — that
industry groups say would serve asafirst
step towards global data governance.
Buttheproblem thatthe scheme

De striking. As foreign
minister, Konowas used tomaking
offers of assistance to his counterparts
from around the world.

“Iwould tell them that, if there was
anylh\ng Japan can do, weare happy to
tance. Butever since

fragmented patehworkofregulatory
regimes. Europe’s legislation, which

becamedlgl(zlmu'ualer itsmy
counterpart oﬂenng anylhmglheycan

in2018, isat

end of the regulatory scale. By contrast,

dotohelp]a Everyone
knows we are lagging behind,” he says.
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Climate Tokyo says Asia’s circumstances require a different speed of energy transition — but critics dismiss its argument as self-serving, writes Kana Inagaki

Japan pushes
for ‘realistic’
approach fo
hitting net zero

our weeks before Russia’s

invasion of Ukraine, in Febru-

ary 2022, Japan proposed an

initiative that it hoped would

bring Asian countries togelher
to tackle climate goals without sacrific
ingeconomic growth.

Then, when the war upended energy
‘markets and forced Germany and other
European Union nations to reactivate
their mothballed coal plants, officials in
Tokyo quietly became more bullish

shift to cleaner forms of energy. Ger-
many, for example, has temporarily
restarted coal power plants and held
discussions with Senegal about fossil
fuel exploration.

s claim to be in a “unique situa-
based on the fact that its econo-
mies are at an earlier stage of develop-
ment than those in the west, and that its
fossil fuel infrastructure is closer to the
start than the end of its life, compared
wnh the US and Eurc ape And n is s]u\p'

about a regional effort to adds lobal
warming.

“For Asia, we need to have as many
options as possible on energy for their
stable supply,” argued prime minister
Fumio Kishida in March, as Japan
hosted the first ministerial meeting with
Australia and south-east Asian coun-
tries on the climate initiative, known as
Asia Zero Emission Community. “That
is why it is crucial to advance a realistic
path for energy transition.”

The thrust of Tokyo’s argument is
that Asia — which accounts for roughly
half of global carbon emissions and is
home to the world’s youngest gener:
tion of coal power plants — faces env
ronmental challenges that are distinct
from those of Europe or North Ame;
ica, and therefore the pace of its trans
tion to meet climate targets should be
different, aswell.

‘This position, according to some Japa-
nese officials, was reinforced after the
Ukraine crisis sparked a global debate
about how quickly countries should

Kishida
invokes
Hiroshima'’s
shadow

Continued from page1

Since Russia launched its full-scale
invasion of Ukraine in February 2022,
the Japanese prime minister has repeat-
edly warned that it “might be east Asia
tomorrow”. He has ended Tokyo’s dec-
ade-long courtship of Moscow and
rolled out tough sanctions, while push-
ing through a significant rise in defence
spending. In March, he made a surprise
trip to Kyiv — the last G7 leader to do so,
but a very rare example of a Japanese
leader visitinga war zone.

Analysts say the G7 summit will now
demonstrate whether Kishida has been
successful in underscoring the risk of a
potential conflict in Taiwan, and in lay-
ing the groundwork for a unified
response if China follows through on its
threattotakeit by force.

“Any unilateral attempt to change the
status quo by force must not be toler-
ated anywhere in the world. In addition,
security in Europe and security in the
Indo-Pacific are inseparable,” Yoshi-
‘masa Hayashi, Japan’s foreign minister,
said in a written interview with the
Financial Times. “At the G7 Hiroshima
summit, we intend to ... demonstrate
G7’s determination to uphold the free
and open international order based on
therule of law.”

Concerns had emerged over Europe’s
stance on the issue after French presi-
dent Emmanuel Macron, while on a trip
to China last month, warned Europe
should not get “caught up in crises that
arenotours”.

Following an international backlash,
Macron has since explained that he

as global leaders head into the G7 sum-
mit. Butit is already proving divisive ata
time when the world’s most advanced
economies are having to respond to crit-
icisms that they are backtracking on
their climate targets following Russia’s
invasion of Ukraine.

Critics say that Tokyo’s attempt to
shape energy transition efforts in Asia
appears self-serving, and is simply an
extension of its previous argument that
Japan should be treated differently
because of the circumstances caused by
the 2011 tsunami and nuclear disaster.
That forced the country to increase its
reliance on coal, natural gas and oil.

Energy and environment ministers of
the G7 countries have now pledged to
accelerate their shift to renewable
energy. Member nations also commit-
ted “to achieving a fully or predomi-
nantly decarbonised power sector by
2035 but once again failed to set a firm

from coal amid conti

“Inthe G7 meeting, we acknowledged
that different countries around the
world have various economic and
energy situations, and the path to car-
bon neutrality by 2050 should be
diverse,” said Yasutoshi Nishimura,
Japan's minister of economy, trade and
industry, after the ministerial meeting
inthe northern city of Sapporo, in April.

EEAAEY
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and hydrogen as emission reduction
tools is a pillar of Kishida’s $1.1tn cli-
mate strategy, known as GX, which offi-
cials want to feature heavily when Japan
chairs the G7 summit this weekend.
These are also technologies Japan wants
tosell to countries in the Global South to
‘help them replace coal at existing power
plants with ammonia.

Tn fact, fraught ahead of
the Sapporo meeting exposed sharp
divisions within the G7, with the UK,
France and Canada pushing back
against Japan’s promotion of ammnma

ill hoping
that the G7 will take bolder steps,
though, rather than letting Japan push
for its domestic agenda. They want a
commitment to the targets in the Paris

asalow-carl
gas or coal to reduce emissions fmm
existing fossil fuel infrastructure.
Although ammonia, itself, is not a
greenhouse gas, its production relies
heavily on fossil fuels and is not yet
iable.

mgoppnsnmn from host nation ]sl)an.

However, the promotion of ammonia

The war in Ukralne is hlgh on lhe summit’s agenda — Carlos Barma/Reuters

supported the status quo over Taiwan
and wanted Europe to present a united
frontagainst China.

Nevertheless, the escalating dispute
between the US and China has left
‘many economies — including Germany
and Japan — wrestling to work out a
strategy that allows them to straddle
both markets, even as concerns mount
about Beijing’s military ambitions.

‘China’s support for Russia
inthe war has driven a
significant shift in European
threat perceptions’

As a result, many G7 members are
reluctant to name China at the summit
in the context economic coercion —
even as they discuss economic security
‘measures such as strengthening supply
chainsto reduce reliance on Beijing.

Beyond the international conse-
quences, a successful outcome for the

G7 meeting would be likely to increase
the chances of Kishida calling a snap
election as early as the summer, to solid-
ify his leadership. His term as head of
the ruling Liberal Democratic party
runs until September 2024.

‘While the prime minister has strug-
gled to make his mark on domestic eco-
nomic policies, his approval rating has
improved in recent months on the back
of his foreign policy successes including
arapprochement with South Korea.

With the world even more deeply
divided following the global energy and
food crisis sparked by the warin Ukraine,
Kishida’s diplomatic skills will be tested.
“Chinals support for Russiain the war has
driven a significant shift in European
threat perceptions, and a re-evaluation
of relations with Beijing, but there is still
something of a gap,” says Christopher
Johnstone, Japan chair at the CSIS think-
tank and a former Pentagon official. “A
key measure of success for Kishida at the
G7will be whether the leaders are able to
deliver a strong and unified message on
China, including related to Taiwan and
economic coercion.”
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which says countries will
seek to limit global temperature rises to
less than2C, and ideally to1.5C.

“At the minimum, Thope they will not
backslide on the pledges made at the
ministerial level,” says Kimiko Hirata,
executive director and founder of Cli-
mate Integrate, anon-profit group.

FTM\3

An ammonia-fired power plant in
Hekinan. Production of the fuel
currently relies on fossil fuels and is
not yet commercially viable

ks ObayhiReters

G7 nations failed fo set a
firm fimeline fo exit from
coal last month amid strong
opposition from Japan

Following the Sapporo meeting, peo-
ple with knowledge of the discussions
said Germany was insisting on wording
in the final communiqué that supported
public investment in the gas sector —
drawing opposition from other member
states who said that was incompatible
with climate goal

Hirata says she is paying attention to
whether the G7 will be able to remove
the word “predominantly” from its
commitment to a decarbonised power
sector by 2035, which would eliminate
the possibility of continued use of fossil
fuel-fired power.

“It’s extremely important for the G7
leaders togo one step further toreachan
ambitious agreement in order to
advance discussions with developing
countries at the upcoming G20 summit
and COP28 [climate summit in the
UAE],” she argues.
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From Hiroshima to the Wor

G7:JAPAN

d

Signaling the Unwavering Commitment to Peace

The G7 Hiroshima Summit 2023 finally begins today. As the culmination
of the Ministerial Meetings that have been taking place in various parts
of Japan, it is significant that the common will of G7 will be transmitted
to the world from Hiroshima, a city that aspires to be the International
City of Peace and Culture. To mark the start of the summit, we share the
messages from Hidehiko Yuzaki, Governor of Hiroshima Prefecture, and
Ken Shibusawa, Chief Executive Officer of Shibusawa and Company,

Inc., as well as the comments of two bt

that operate globally.

e

based in Hir

Ken Shibusawa
Chairman, Commons Asset Management, Inc.

Prior to convening the Hiroshima G7 Summit,
Prime Minister Kishida made state visits to India
in mid-March and Africa (Egypt, Ghana, Kenya,
and Mozambique) in early May.

The beliefs of the President of the Summit this

Hidehiko Yuzaki
Governor of Hiroshima Prefecture,
Chairman of the Citizens Council for the Hiroshima Summit

Today, May 19, 2023, marks the first day of the
three-day G7 Hiroshima Summit. I would like to
extend a warm welcome to all the national leaders
and other attendees who have arrived in Hiroshi

Founded in Hiroshima as a dispensing pharma-

cy in 1874, Fumakilla Limited manufactures

everyday products with a focus on insecticides.

Based on rigorous research in fundamental sci-

ence, we continue to pursue groundbreaking
f

for the summit.

year seem clear. Issues the so-called

Global South are important agenda items for the

G7 leadership.
Yet during the G7 Foreign Minister Meeting
held in April, some b, p d concern

After experiencing the total destruction of the
first atomic bombing in history, Hiroshima
achieved a startling rebirth. Today, it has two mes-

sages for humanity: the misery of war, and the

about using the phrase “Global South,” apparently
because they believed it sounded condescending.
‘This is perplexing.

Yes, the definition is vague, but India hosted the
Voice of Global South Summit in January, so itis a
widely recognized phrase. Is the objection to using
the phrase “Global South”a concern in disguise
about precisely that unified voice, and hence a
move to divide by a more definitive definition?

In mid-April, I had the honor of presenting the
final dation of the C; i Regard-
ing Impact Investment and Global Health directly
to Prime Minister Kishida. Global health is about
inclusivity and improving the lives of the many
people living primarily in the Global South, and T
believe Japan should declare that the G7 have the
collective responsibility to commit to this form of
human capital investment.

b7....

HIR@SHIMA
SUMMIT

T g

ishing brought by peace.
For the world’s political leaders to gather in Hi-
roshima amid the present challenging i ional

It began in post-war Hiroshima. Dreambed
traces its roots to post-war social service. Our
founder, who had fortunately escaped death in
Hiroshima at the end of World War Two, strived
to help people restore normality. He was asked
to repair mattresses used in occupation forces’
quarters. Wanting to make such comfortable

P and technologies in our f:
turing. We have launched several world-first
d including the electric quito de-

Tl 1

available in Japan too, he started our
bed-mal

stroyer Vape. Fi now has in
Asia, Latin America, and Europe, and supplies
insecticides to meet the needs of customers
around the world. Through these products we

circumstances and discuss the future of our world is
highly meaningful, and I intend to make full use of
this opportunity to bring the twin messages of Hi-
roshima to the world.

It is also my hope that the Hiroshima Summit
will help bring global attention to Hiroshima’s
many charms, which include industry, nature, food,
and culture. As well as sharing these charms with
the world, we will welcome summit attendees with
authentic Hiroshima hospitality or hi
creating more Hiroshima fans not just inside Japan
but around the world and resulting in more people
visiting or choosing Hiroshima in the future.

T hope you will visit Hiroshima after the summit
is over. We eagerly await your arrival.
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will continue to help people live securely and

FUMAKILLA
A

ing business.

To realize our fundamental ideal of bringing
comfort and beauty to the lives of everyone who
dreams, we have always anticipated customers’
needs and continue to create new spaces and en-
vironments to fulfill them.

dream bed
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