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High alert
Kyiv battered
by drone raids

Kyiv mayor Vitali Klitschko examines
the interior of a high-rise apartment
block damaged by a shot-down Russian
dronein Ukraine’s capital yesterday.

In what Klitschko described as the
largest drone attack on the city since
Moscow’s invasion last year, Ukrainian
air defences intercepted 30 “kamikaze”
drones as Russia escalated air attacks in
the country.

Atleastfive people were injured in the
capital after the drones fell on the resi
dential building and parked cars, off
cials said. A further five drones were
shot down in other parts of Ukraine.

The defence ministry said at least
three civilians had been killed and 28
injured in the preceding 24 hours from
air strikes and shelling, while a Russian
missile strike on Sunday in Ukraine’s
port city of Odesa destroyed a ware-
house full of aid supplies.
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Kremlin’s tax rise on producers will
hobble Russia energy sector, says west

e G7 price cap puts hole in finances & Oil and gas revenues plunge 45% e Capacity to invest sapped

JAMES POLITI — WASHINGTON
ANASTASIA STOGNEI — RIGA
DEREK BROWER — NEW YORK

A G7-led price cap on Russian oil
exports has forced the Kremlin to raise
taxes on producers, dealing a further
blow to an energy sector already strug-
gling with sanctions, according to offi-
cials from the western coalition.

An analysis of the tax change by a
member of the G7-led coalition that was
seen by the Financial Times found the
move was likely to backfire, by sacrific-
ingthe industry’s ability to invest for the
long term in order to plug a gap in gov-
ernment finances.

“It is definitely destructive to their
industry,” a coalition official told the FT.
“Russia’s changes will . . . undercut the
future production capacity of the Rus-

sian oil and gas industry by taking away
revenues that could otherwise be used
toinvest in equipment, exploration and
existing fields.”

Vladimir Putin last month changed
Russia’s method of taxing oil companies
by setting levies based on the Brent
crude international benchmark price
minus a fixed discount, rather than the
price of Urals, the country’s main export
crude that has been trading at a lower
price inrecent months.

‘The tax change is prima
facieevidence that their
revenues are suffering’

Western coalition official

‘The move was intended by Moscow to
capture up to Rbs600bn ($8bn) and
plug the hole in oil export revenue
caused by western sanctions aimed at
crimping financing for the Ukraine war.

In the first quarter of 2023, Russian oil
and gas tax revenue fell 45 per cent over
the same period last year, including an
85 per cent year-on-year decline in
March on refined oil products. The offi-
cialadded that Russia depended on such
revenues for 45 per cent of its budget.

“The tax change they are making is
prima facie evidence that their revenues
are suffering significantly,” the official
sal

&

The G7 price cap — set at $60 per bar-
rel for crude — was introduced in
December after months of talks in an
effort to keep Russian oil flowing to the

global economy and to minimise dis-
ruption to markets, while reducing Mos-
cow’s revenue. Western officials say it is
meeting both goals as part of their strat-
egy to force “hard choices” economi-
callyon the Kremlin.

‘With the tax change, Russia was steal-
ing from its “future” in order to pay for
the “present” conflict, the official said.

Russian oil production fell last month
0 10.4mn b/d, possibly reflecting the
Kremlin’s threat to cut output in reac-
tion to the price cap, according to OilX, a
division of consultancy Energy Aspects.

Exports — mainly to Asia — were
4.7mn b/d, below the five-year average,
accordingto OilX.

Although G7 countries believe their
price cap is working, customs data sug-
gests Russian oil producers secured

higher prices for at least some exports.
The International Energy Agency calcu-
lated last month that the weighted aver-
age price for Russian crude exports had
risen above the $60 price cap in April,
with one crude stream in Asia selling in
recent weeks foras muchas $74.

Brent crude was trading this week at
$71.40, down nearly 30 per cent com-
pared witha year ago.

G7 finance ministers and central bank
governors are set to meet in Japan this
week, where Russian sanctions are
expected tobe at the heart of talks.

The coalition official said members of
the G7-led price cap coalition would also
“intensify efforts to combat evasion”,
adding that they would try to help oil
service providers comply.
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AB InBev chief blames social media as
transgender spat drains Bud Light sales

ERI SUGIURA — LONDON

The chief executive of Anheuser-Busch
InBev has blame: nformation on
social media for stoking a conservative
consumer boycott of Bud Light after
the best-selling US beer was promoted
bya transgender influencer.

Bud Light has become the target of a
fierce backlash since Dylan Mulvaney
posted a video last month on Instagram,
where she has 1.8mn followers, featur-
ing a custom-made beer can provided
by the brewery emblazoned with an
image of her face.

The rightwing boycott has brought a
drop of a quarter in the beer’s sales vol-
umes, while two Bud Light executives
have taken leave of absence.

“People often talk about this topic in
social media-like noise,” said chief exec-
utive Michel Doukeris. “You have one

fact and every person puts an opinion
behind the fact. And then the opinions
start to be replicated fast on each and
every comment.

“By the time that 10 or 20 people puta
comment out there, the reality is no
longer what the fact is but is more
[about] what the comments were.”

The comments from Doukeris, whose
company also owns beer brands from
Stella Artois to Corona, underscores the
challenge faced by consumer goods
companies through perceived associa-
tion with contentious social issues.

Alissa Heinerscheid, Bud Light's vice-
president of marketing and one of the
pair now on leave, had previously
described the brand’s traditional mar-
Keting as having “fratty, kind of out-of-
touch humour” and vowed to update it
with “acampaign that’s truly inclusive”.

Doukeris said “misinformation and

confusion” circulating online include
Mulvaney’s can being understood as “a
production can and every can would be
like the one that was in that post . . . We
never intended to make it for general
production and sale for the public.”

Others, he said, thought it was a Bud
Light campaign while “it was not: it was
one post. It was not an advertisement.”

He complained that there were even
videos of billboards with images of the
Bud Light can inserted “clectronically”
and “10mn people [were] watching it
and commenting at had nothing
todowith Bud Light; it was just like pure
social media creation.”

The firestorm is hitting sales that
were already in decline. Bud Light sales
volumes duringthe week to April 22, the
most recent data available, dropped
26 per cent from a year ago, based on
Nielsen1Qdata.
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Sanctions

Brussels targets Chinese suppliers to Russia

Businesses accused of
selling equipment that
could be used in weapons

ANDY BOUNDS — BRUSSELS

Bmascls has proposed sanctions on
for ing Rus-

member states this week, which has
been seen by the Financial Times.

Some of the companies have already
been placed under sanctions by the US.

he EU’s move is likely to rankle with
Beijing, which is anxious to keep Brus-
sels from siding with Washington in
theirbattle for global influence.

sia’s war machine for the first time since
the conflictin Ukraine began, a develop-
‘ment that is likely to increase tensions
with Beijing.

Seven Chinese businesses accused of
selling equipment that could be used in
weapons have been listed in a new pack-
age of sanctions to be discussed by EU

target-
ing China, arguing that no evidence
showed it was providing weapons
directly to Moscow.

The sanctions list needs unanimous
approval from the 27 member states
before it can be enforced.

Two mainland Chinese companies on
the list, 3HC Semiconductors and King-

Pai Technology, have been placed under
sanctions by the US. Two companies
based in Hong Kong that are on the EU
list are on the US Treasury list: Sinno

nents for Rus
trial complex.”
King-Pai provides

ia’s military and indus-

have to approve individual measures
agamstcompamcs or countries.
ban oil tank-

Russia that “have defence applications
thati;

Sigma

The sanctions proposal from the
Furopean Commission said: “In view of
the key enabling role of electronic com-
ponents for use by Russia’s military and
industrial complex for supporting the
war of aggression against Ukraine, it is
alsoappropriate to include certain other
entities in third countries involved in
the circumvention of trade restrictions
as well as certain Russian entities
involved in the development, produc-
tion and supply of electronic compo-

tems” .Lhc US Treasury has said.

Brussels is also proposing sanctions
on some Iranian companies involved in
the manufacture and supply of drones
toRussia.

The EU is seeking to tackle the cir-
cumvention of sanctions more gener-
ally. The draft includes measures that
would allow the EU to restrict sales of
certain products to third countries if
diplomatic pressure did not change
their behaviour. Member states would

ers Lhal conceal their location without
good cause from EU ports. The FT has
reported that ships have been circum-
venting an embargo on Russian sea-
borne oil imports by pretending their
loads are from elsewhere.

The commission has also proposed
wideningthe range of banned exports to
Russia. It is also loosening restrictions
on asset transfers to sanctions-hit enti-
ties to allow western companies in joint
ventures with them to sell up.

The commission declined to
comment.

Ukraine

Moscow strikes
Kyiv in biggest
‘kamikaze’
drone attack

of the war

ROMAN OLEARCHYK — KYIV

Russian forces launched a barrage of
air strikes on Kyivahead of an expected
Ukrainian counteroffensive, in what
the city’s mayor said was the largest
drone attack on the capital since Mos-
cow’s full-scale invasion last year.

Ukrainian forces said they had shot
down 30 “kamikaze” drones in the Kyiv
area in the early hours of yesterday,

Africa. Civil conflict

Sudanese refugees make perilous trip to Egypt

Atleast 40,000 have fled
north after fighting flattened

parts of the capital Khartoum

HEBA SALEH — ASWAI
ANDRES SCHIPAN - NAIROBI

Explosions shattered the windows of
Sally Abdel Mahmoud’s home in Khar-
toum, the Sudanese capital. Her car was
hit by shrapnel and a shell landed on the
house nextdoor.

“My youngest son screamed that ‘we
will all die” every time we heard an
explosion,” said Abdel Mahmoud, who
fled to Egypt with her husband and four
children.

Like at least 40,000 other Sudanese
civilians, the family made the arduous
and expensive journey to Aswan in
southern Egypt by road, travelling and
sleeping on a bus for most of the week it
took toarrive.

They and other refugees describe liv-
ing in fear under constant bombard-
ment in Khartoum, where the conflict
that broke out last month has led to
power and water outages, and residents
must risk dangerous streets to seek
scarce food and medicines.

The conflict pits forces led by Sudan’s
de facto president and army chief Gen-
eral Abdel Fattah al-Burhan against the
paramilitary Rapid Support Forces of
General Mohamed Hamdan Dagalo,
better known as Hemeti. At least 550
people have been killed and almost
5,000 injured since fighting began in
‘mid-April. The UN says the real figures
‘may be much higher.

Abdel Mahmoud said RSF fighters
fired missiles from an anti-aircraft bat-
tery just outside her home. “The RSF
broke our door and came in looking for
food and water,” she said in a coffee shop
as the family awaited a train to Cairo.
“They did not harm us but we had to
leave because the house was not safe.”

Kalthoum Aboul Kassem, who fled
with family members, said: “We lived in
Khartoum near the army command,
and could seeall the fighting. After eight
days our water tank was running out so
we had to leave.” Her family will stay at
her sister’s home near Aswan until it is
safe to return but her brother, Abu Bakr,
who worked for the army, plans to
return to rejoin the military. T have
been at odds with Burhan for a long
time, but now the army represents
Sudanese sovereignty,” he said.

Despite the announcement of a fresh

Sudanese
refugeesat the
Wadi Karkar
bus station near
Aswan. Below,
Rapid Support
Forces near the
presidential
palace in
Khartoum — areva

week-long truce starting on Thursday,
residents of Khartoum said there had
beennolet-upin the clashes, while areas
of the city of 6mn people had been flat-
tened. Fighting has also flared else-
where in Sudan, including Darfur in the
west. About 334,000 people have been
internally displaced and more than
100,000 have fled to neighbouring
coumries the UN. snid

Forces/ESN

dto flee to Egypt
and other neighbouring countries such

as Chad, South Sudan and the Central
African Republic. “Khartoum is in tur-

moil, Darfur is burning once again,and  SMall
the UN refugee agency is warning that children

more than 800,000 people could flee

the country, UN secretary-general ~Withus
who cried

decades of conflicts, coups, dictatorship ~ during the
and broken promises of a democratic a1 tire

Anténio Guterres said last we
‘The fighting hit a country scarred by

transition. About a third of the popula-

tion already needed humanitarian journey’

assistance before the latest battles. Mar-
tin Griffiths, UN humanitarian chief,
has warned that Sudan is reaching a
humanitarian “breaking point”. After
mediation efforts by Washington and
Riyadh, emissaries from the warring
sides met in Saudi Arabia this weekend
to negotiate humanitarian corridors.
The high cost of the journey means
most of those reaching Egypt from
Khartoum are relatively well off. In
some Sudanese urban areas, the price of
basic commodities — such as bottled
water, food staples and fuel — has risen
401060 per centsince the latest conflict

began, according to Unicef, in an econ-
omy with an annual inflation rate
already of more than 70 per cent.

Tn Aswan, Madani, the head of a leas-
ing company, and his wife Nadia
described how life became impossible in
their home in a well-off part of Omdur-
man, Khartoum’s twin city across the
Nile. “Grocery shops and bakeries are
closed. There are no police and we
started hearing of criminal acts,”
Madani said. “We knew that after a
while there would be no gasoline for the
generator or car.”

Friends have organised a flat in Cairo,
‘but Madani said they did not plan to stay
long. “T have responsibilities in Sudan,”
he said. “T have been unable to sleep
because I have staff who should have
been paid at the beginning of the month,
butbanks are closed.”

Sarah arrived in Aswan with her 70-
year-old mother, Aisha, and 10 other
family members, paying $600 per per-
son for the trip. “My mother is diabetic
and has high blood pressure,” she said.
“We had to leave before she ran out of
insulin.” Her family, like many others,
endured bleak desert conditions at the
crossing, where dozens of buses queue
for days and passengers must wait with
little access to water, shade or services.
e A e

while missiles also struck other parts of
the country as Russia continued escalat-
ing air attacks in the run-up to its cele-
bration of the anniversary of victory in
the second world war.

Officials said at least five people were
injured in the capital after air defences
intercepted drones that fell on a resi-
dential buildingand parked cars.

Kyiv mayor Vitaliy Klitschko said on
Telegram that “last night, the barbari-
ans staged the most massive attack with
kamikaze drones” on the capital.

About 35 drones in total were inter-
cepted, including five outside the Kyiv
region, according to Ukraine’s army
general staffand air force command.

“Continuingits terror tactics, the Rus-
sian Federation launched 16 missile
strikes last night, in particular on the
cities of Kharkiv, Kherson, Mykolayiv
and Odesaregions,” they said.

Some 61 air strikes and 52 rocket
attacks were launched against troops
and civilian areas, they added. Ukraine’s
defence ministry saidatleast three civil-
ians were killed nationwide and 28
injured in the preceding 24 hours from
air strikes and shelling.

Air raid sirens sounded again yester-
day in Kyiv and most of the country, sig-
nalling the possibility of further drone
and missile attacks in a campaign that
Moscow has escalated since two drones
were shot down over the Kremlin last
week. Kyiv denies involvement in the
Kremlin assault.

Russia responded to that incident by
banning drone flights over many cities
and scaled back celebrations planned
for today, when it commemorates vic-

have small children with us who cried
during the entire journey,” she said.

The Egyptian foreign ministry said
authorities were providing relief and
emergency services at the two border
crossings with Sudan. Facilities such as
toilets have been hastily built, while
international aid agencies have been
givenaccessonly inrecentdays.

Most of those arriving in Egypt are
women and children, because men
between 16 and 50 require a visa. Those
can be obtained in the small town of
Halfa in northern Sudan, but only after
days of waiting. Thousands of people are
sleeping on buses or crammed on the
floors of the main mosque there,
accordingto those arriving in Egypt.

But the refugees are anxious about
stayingin Egypt for long. Sarah's family
will stay with relatives in Cairo, but her
‘mother is wondering how they will
afford it. “Egypt is expensive: how can
westay there?” she aske

Yet Sarah is pessimistic about the
chances of returning home; the belliger-
ents will not repair the damage they
have wrought on the country, she
believes. “They are only out for them-
selves. They won't fix anything.”

Gideon Rachman see Opinion

tory over Nazi Germany.

Russian officials, in turn, have
accused Ukraine of stepping up drone
strikes on its territory and in Russian-
occupied Crimea. Analysts see the
strikes targeting fuel depots and mili-
tary supply nodes as preparations for a
spring counteroffensive.

Ukraine, which repelled an early Rus-
sian attempt to seize Kyiv and much of
the country last year, hopes to reclaim
‘more of the roughly 18 per cent of terri-
tory that Russian forces hold more than
ayearinto the full-scale invasion.

A Russian missile strike on Sunday in
Ukraine’s Black Sea port city of Odesa
destroyed a warehouse full of aid sup-
plies, the local Red Cross branch said.
“Humanitarian aid for the Odesa
region, which was in a warehouse, was
completely destroyed by fire,” it said.

Inavideo address yesterday, Ukrain-
ian president Volodymyr Zelenskyy
honoured the millions of Ukrainians
who fought and died during the second
‘world war.

“We fought then and we fight now so
that no one ever again enslaves other
nations and destroys other countries,”
he said. “And all those old evils that
modern Russia is bringing back will be
defeated just as Nazism was defeated.”

FINANCIAL
TIMES

MAKE A WISE
INVESTMENT

Subscribe today at
ft.com/subscribetoday

FINANCIAL TIMES
61h Floor, Nan Fung Tower
Central, Hong Kong

Subscriptions and
Customer Service
1388,

Represenfafive; iroko Fizzo Hoshing,
1SS 0915-9460

‘South Korea: Macil Business Newspaper, 301, 1-Ga,
Pil-Dong, Jung-Ku, Seoul, 100728

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

Letters fo the editor
letterseditor@ftcom

Published by

‘The Financial Times (HK) Limited,

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

Asia Editor: Robin Harding

Printed by

AL i Ry R e
Place, Marrickville, NSW.

Hong Kong: Kin Ming anm Coltd,

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

pore: SPH Media Limited, 2 Jurong Port Road,
619088
Representative, Anjali Mahindroo

© Copyright The Financial Times Limited 2023.
Al rights reserved.

Border dispute

Armenia and Azerbaijan
leaders renew peace talks

HENRY FOY — BRUSSELS

Theleaders of Azerbaijan and Armenia
will resume peace talks in Brussels this
weekend, according to officials, as
western allies step up mediation efforts
between the neighbours following a
recent increase in fighting over their
disputed border.

European Council president Charles
Michel will host a meeting on Sunday
between Azerbaijan’s president llham
Aliyev and Armenia’s prime minister
Nikol Pashinyan, three offcials with

in2020 ended in an unstable ceasefire.
Diplomatic efforts led by the EUand US
on oneside and Russia on the other have
since sought to broker a permanent
peace without success.

The two former Soviet republics have
fought for control of the territory of
Nagorno-Karabakh since the collapse of
the USSR. The majority-Armenian
region was previously controlled by
Armenia before being largely captured
by Azerbaijan in 2020.

The Brussels meeting was an “impor-
tant sign of progress”, one of the three
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Ttwill be the first time the two leaders
have met in person since talks in
Munich in February and comes after the
two countries’ foreign ministers held
extensive discussions in Washington
last week. US secretary of state Antony
Blinken said those talks “made tangible
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within sight, within reach’’.
Hundreds of troops have been killed
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in il full-scale war

dition of
adding that the EU and US efforts were
“mutually reinforcing” and “comple-
mentary two-track processes”.
There were also plans for the three
leaders to hold another meeting on June
1 with German chancellor Olaf Scholz

Political crisis

Central banker chosen to head
caretaker regime in Slovakia

RAPHAEL MINDER — WARSAW

The deputy governor of Slovakia’s cen-
tral bank will take charge of the care-
taker government in a bid for stability
after the interim prime minister quit
ahead of elections in September.

President Zuzana Caputové announced
the appointment of Ludovit Odor late
on Sunday, hours after caretaker prime
minister Eduard Hegertendered his res-
ignation and called on Caputova to
replace him with a technocrat.

Slovakia’s deepening political crisis
could pave the way for Robert Fico, a
nationalist politician who is sceptical
overaid for Ukraine, to return to power.
Fico, a former prime minister, is leading
the polls ahead of elections set for Sep-
tember 30.

The trigger for Heger's declslon wasa
series of

and French president
Macron, two of the officials said.
Spokespeople for Michel and Aliyev
declined to comment. A spokesperson
for Pashinyan did not respond to a
request for comment.

past week, most notably that of agncul-
ture minister Samuel Vléan after he was
embroiled in a scandal involving subsi-
dies received by his recycling company.
Foreign minister Rastislav Kader quit a

day later without a specific explanation.

Fico’s Smer party has been leading in
opinion polls at slightly under 25 per
cent of voting intentions, ahead of
another opposition party, Hlas, which
was founded by another former prime
minister, Peter Pellegrini.

The revival of Smer can be largely
traced to Fico capitalising on popular
resentment about high infTation, which
he blames mostly on sanctions against
Russia. Moscow was the main supplier
of gas and oil to Slovakia before its full-
scale invasion of Ukraine last year.

Fico has also claimed that Slovakian
sovereignty is being threatened by pres-
sure from Nato and the EU to support
Ukraine, after Heger decided in March
tosend MiG-29 fighter jets to Kyiv with-
out fully consulting parliament.

September’s vote could now prove
“more critical, as a substantial propor-
tion of the political spectrum is pledging
to withdraw support for Ukraine and
pressure for immediate negotiations”,
said Robert Vass, president of Slovak
think-tank Globsec.
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Alzheimer’s
drugs offer hope

after decades
of false dawns

Treatments slow disease’s progress but
experts stress medications are notacure

JAMIE SMYTH — NEW YORK

When Lori Weiss was diagnosed with
mild cognitive impairment because of
Alzheimer’s disease she thought it wasa
death sentence, given there were no
approved treatments that could slow
the progress of the debilitating di

mon cause of dementia and for which

there s no cure. It comes asa new gener-

ation of blood tests are being developed

which offer the prospect of early detec-

tion and treatment for the first time.
‘The US Food and Drug Administra-

tion in January approved lecanemab, a

1

But after enrolling in a trial of an
experimental therapy developed by Eli
Lilly, the former teacher says her mem-

ory has improved and she is able to do
i 4 difficul

drug co-developed by Japanese drug-
maker Eisai and US biotech Biogen,
under an accelerated process. In a late-
stage trial the drug slowed the rate of
cognitive decline in patients by 27 per

“I'm able to drive again. I have free-
dom,” said Weiss, 65, who was one of

centwh with placebo.
Both drugs work by reducing the
build-up of sticky amyloid plaques in

more than 1,700 participantsin the late-

the braink yloid, which

stage trial of a drugcalled donanemab.

This week, US drugmaker Eli Lilly
published positive results from the trial,
raising hopes for a new class of drugs
being developed to treat Alzheimer’s. It
also generated excitement across the
pharmaceutical industry, which is
enticed by the prospect of selling medi-
cines to the more than 50mn worldwide
‘whosuffer from the disease.

The trial showed that donanemab
slowed progression of the disease by 35
per cent compared with a placebo over
an 18-month period. There is no evi-
dence the drug can reverse symptoms,
but the trial showed that the decline in
ability to do daily tasks was 40 per cent.
lower for d b.

are at the centre of a bitter scientific
debate about what causes Alzheimer’s.

Almost two dozen clinical trials on
drugs seeking to treat Alzheimer’s by
reducing these plaques have failed since
2003, prompting scepticism among
some experts that removing amyloid
can slow progression of the disease. The
FDA approval of another amyloid-
reducing drug called aducanumab in
2021, despite conflicting evidence it
slowed the rate of cognitive decline, fur-
ther inflamed the debate.

Eli Lilly said the results of the donane-
mab and lecanemab trials together
proved the “amyloid hypothesis”; the
theory that sticky amyloid plaques are

hemai fthe di

Eli Lilly said it anticipated US regula-
tors would approve the drug later this
year based on the trial results, which
mark the second significant break-
through in a year for a class of drugs tar-
geting a disease that is the most com-

“You should be reassured about the
‘amyloid hypothesis’ as you can see in
medicines, not just ours, but in others
that robustly remove plaque, you see
clinical benefit,” said Anne White, presi-
dentof Lilly Neuroscience.

D h d in

Yet th

removing the plaques in the trial, with

just over half of participants able to fin-

ish their treatment within ayear as they
idcl

whether the slowdown in cognitive

decline achieved by both drugs is clini-

cally meaningful and worth the risks of
de-off

hitthetarget

The Alzheimer’s Association said the
results were the “strongest” to date for
an amyloid-reducing drug and suggest-
ed an “inflection point” for treatment.

Many experts welcomed the Eli Lilly
dataasakey step forward but cautioned
that donanemab was not a cure and the
full results of the trial had not yet been
published and needed to be studied.

“While this result is greatly encourag-
ing, it is clear we still have a lot more
work to do,” said Dr Tan Musgrave, lec-
turer in pharmacology at University of
Adelaide, Australia.

“Despite near-total removal of amy-
loid plaque, the disease still did
progress, but at amuch slower rate than
without treatment.”

Scientists are pursuing other targets
beyond sticky plaques, including
inflammation in the brain, but none of
these is as advanced as lecanemab and

potentiall 5

Rob Howard, a professor of old-age
psychiatry at University College Lon-
don, said slowing the progression of the
disease by 35 per cent sounded superfi-
cially impressive, but the absolute dif-
ferences between donanemab and pla-
cebo in cognition and function, appar-
ent from the trial, were so tiny that they
would be unnoticed by patients.

“This raises the question of whether
taking the drugis worth the risks, given
that three people died during the trials
from side-effects,” he said.

Both drugs can cause side-effects such
as brain swelling and bleeding, which
can be fatal. This will place a burden on
doctors when they recommend treat-
ment, although the lack of alternatives
suggests high patient demand.

The price of the drugs; lecanemab is
priced at $26,500 per year, and tough
restrictions imposed by the US govern-

‘While this
resultis
greatly
encouraging,
itis clear we
stillhavea
lotmore
work todo’

ment on reimbursement by publicly
funded health schemes for amyloid-
reducing treatments are other hurdles.

After the controversy over the FDA
approval of Biogen's aducanumab, the
US Centers for Medicare and Medicaid
Services said only patients in a clinical
trial would benefit from reimburse-
ment. It was the first time the CMS had
imposed such restrictions on a drug
approved by the FDA and it limits the
number of patients on amyloid drugs to
a few thousand, rather than the 6mn
Alzheimer’s sufferers in the US.

“Unfortunately, we are in uncharted
territory,” said Robert Egge, public pol-
icy officer at the Alzheimer’s Associa-
tion, adding that every day reimburse-
ment was denied, about 2,000 sufferers
in the UShad moved past the window of
eligibility, as they were only targeting
early-stage patients.

Fisai said it was encouraged by “ongo-
ing productive discussions” with the
CMS about lifting the restrictions. This
could happen in July when lecanemab is
settoget full FDA approval.

https://ft.pressreader.com/v99f/20230509
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Manufacturing

Factory output fall rekindles German recession fears

Business and consumer
activity hit by inflation
and high borrowing costs

MARTIN ARNOLD — FRANKFURT

A sharper than expected fall in German
industrial production has prompted
economists to warn that Europe’s larg-
est economy is likely to slide into a
recession after factory orders, retail
sales and exports also suffered signifi-
cantdeclines.

The German economy withstood the
energy crisis sparked by Russia’s full-

scale invasion of Ukraine without the
steep downturn feared by many ana-
lysts. But recent data suggests business
and consumer activity is being hit by
high inflation, rising borrowing costs
andslowingtrade.

Industrial production fell 3.4 per cent
in March compared with the previous
month, the biggest drop for 12 months,
according to the federal statistical
office. Economists had forecastina Reu-
ters poll that it would fall 1 per cent.
“These are overall grim numbers,” said
Claus Vistesen, economist at research
group Pantheon Macroeconomics.

Vistesen said that despite March’s

decline, first-quarter industrial produc-
tion was still up 2.4 per cent on the pre-
vious quarter. But he added: “Unfortu-
nately, the slide in output at the end of
the first quarter now leaves a very weak
carry-over for the second quarter.”

Carsten Brzeski, an economist at
Dutch bank ING, said lower industrial
output “increased chances of a down-
ward revision of first-quarter GDP
growth”. He added: “Any downward
revision would actually mean that the
economy had still fallen into recession,
afterall.”

The flash forecast of first-quarter
gross domestic product in Germany

released on April 23 indicated that it had
stagnated from the previous quarter, an
improvement from the 0.4 per cent con-
traction in the final quarter of last year.
Revised first-quarter data is due on May
25 and a second consecutive quarterly
decline in GDP would meet the defini-
tion of atechnical recession.

The drop in industrial output
reflected declines in most sectors. The
biggest fall was a 6.5 per cent drop in

i kers. Output

pandemic levels and the gloom among
manufacturers deepened after a 107
per cent drop in factory orders in
March, the biggest monthly fall since
demiclk in April 2020.

energy subsidies had helped to avoid a
recession.

Economists expect an unprecedented
rise in interest rates, combined with

Retail sales dropped 2.4 per cent in
March, the biggest monthly decline of
any eurozone country. Exports fell 5.2
per cent from the previous month, hit
by particularly strong declines in ship-
ments tothe USand China.

The dly weak data came

amon,
also fell 3.4 per cent at machinery and
equipment manufacturers, and 4.6 per
centin construction.

Industrial output remains below pre-

only days after the Robert Habeck, eco-
nomics minister, raised the official
growth forecast for this year from
0.2 per cent to 0.4 per cent, saying

high levels of inflation, to
weigh on consumer and business activ-
ity for much of this year.

“We therefore expect industrial pro-
duction to continue to decline in the
coming months and contribute to the
fact that the German economy will not
recover in the second half of the year,
but rather that a mild recession is to be
feared,” said Ralph Solveen, an
economist at German lender Commerz-
bank.

Polls show only a small
of public support:

Biden in quest to end crisis

LAUREN FEDOR AND JAMES POLITI
WASHINGTON

Joe Biden is facing one of the most politi-
cally treacherous moments of his presi-
dency as he tries to defuse a crisis over
the debt ceiling in tense fiscal talks with
Congress due to start this week.

The US president is scheduled to meet
congressional leaders of both parties
today, with a looming deadline of early
next month for new legislation tolift the
$31.4tn borrowing limit or risk a default
on debt and other government pay-
ments.

But while opinion polls suggest a slim
majority of the public are sticking with
Biden in the stand-off with Republican
House Speaker Kevin McCarthy, ana-
lysts warn his political edge is fragile. He
continues to suffer from low approval
ratings, particularly on the economy,
even after last month’s launch of his
2024 re-election campaign.

A default, or even a brush with it,
could shake the financial sector and
deliver ablowtothe broader economy.

“The longer it goes on, especially if
you start talking about disrupting mar-
Kets .. . people tend to blame the presi-
dent more than they blame Congress,”
said Doug Heye, a Republican strategist.

Biden has for months said he is
unwilling to negotiate over the debt ceil-
ing. He has called on Republicans to do
what they did in previous years under
then-president Donald Trump: raise the
borrowinglimit without preconditions.

Republicans in Congress, however,
have sought to tie raising the debt limit
to steep spending cuts, something Dem-
ocrats argue amounts to holding the
economy “hostage”.

Biden’s hand was weakened last
month when Republicans passed a
House bill that would raise the debt ceil-
ing by $1.5tn, or until next March,
whichever comes first.

“Democrats can reject the premise
that the debt ceiling should be negoti-
ated, but in terms of optics, McCarthy
comes across as reasonable and there is
no clear message to voters that one side
is to be held responsible for a default,”
said Ben Koltun of Washington-based
Beacon Policy Advisors.

The Republican bill cuts spending for
government programmes, some of
them popular, as well as reversing many
Biden administration policies, including
clean energy tax credits.

The legislation is destined to fail in the
Democratic-controlled Senate. Even so,
prominent business groups and some
centrist members of Biden’s own party
have called on the president touseitasa
starting point for talks with McCarthy.

Volatility warning
Debacle risks ‘severe
damage to economy’

Economists are becoming increasingly
concerned that the US will generate
fresh turbulence in the coming weeks
when it hifs ifs debt ceiling and is
unable fo pay all ifs bills.

With the two main political parties
unable fo agree an increase in the
$31.41n ceiling on US federal debt, Janet
Yellen, Treasury secretary, has warned
‘that measures to circumvent the limit
will run out of road as soon as June 1.

At that point, the federal government
would face various unpalatable options,
ranging from delaying payments fo
contractors, social security recipients,
Medicare providers or agencies; fo
defaults on payments on government
debt. It could also carry on spending in
defiance of the ceiling.

In any of these scenarios, analysts
believe a political, financial and
economic crisis would be hard to avoid.

Mohamed EI-Erian, president of
Queens’ College, Cambridge university,
said the expectation was that a last-
minute deal would be struck. If that
failed, “we should expect another layer
of financial volatility”. “It would come at
a time when the global system is facing
growth and inflation headwinds, and is
also keen fo contain the banking
tremors to a particular sector of the US
system,” he added.

Nathan Sheets, global head of

Default risks. Looming deadline

Polarised US parties put debt talks on knife edge

international economics at Citigroup
and a former US Treasury official, said:
“It amplifies all the other concerns that
people have” There was a
“multiplicative kind of effect with the
debt ceiling, where people are aittle
more on edge and they're a little bit
more nervous about this kind of
systemic risk”.

The last time the US was so close fo
hitting the debt ceiling was in 20T1.
Even though a deal was eventually
struck, four days later Standard &
Poor’s, the credit rating agency,

‘We shouldn’t even be
talking about a world in
which the US doesn't
pay its bills’

stripped the AAA rating from US
bt. The d d

that failing to raise the limit would pitch
the US economy info uncharted
ferritory”. “We shouldn't even be falking
about a world in which the US doesn't
pay its bills. It shouldn't be a thing,” he
added. “No one should assume that the
Fed can protect the economy and
financial system and our reputation
from the damage that such an event
might inflict”

According to the White House's
Council of Economic Advisers, a
protracted US default “would probably
lead to severe damage fo the economy,
with job growth swinging from its
current robust gains fo losses
numbering in the millions”. They
forecast an “immediate, sharp
recession” with the intensity of the
downturn seen during the global
financial crisis more than a decade ago.

Even a default that was corrected
quickly could prompt a sharp drop in

US share prices down more than 5 per
cent in a day and exacerbated the
deepening eurozone crisis.

Michael Feroli, chief US economist at
JPMorgan Chase, said in some ways the
US economy was stronger now. But
hitting the ceiling would sl be
destabilising. “If you have a flu, you
don't want fo get hit by a bus. But you
never want fo get hit by a bus,” he said.

The exact consequences of a repeat
flirtation with breaking the debt ceiling
are impossible fo gauge precisely. But
US officials think they would be serious.

Fed chair Jay Powell said last week

growth. from Moody's warn
that 2mn jobs could be lost under such
ascenario.

Economists at the Brookings
Institution, a Washington think-tank,
cautioned in a recent report that even a
shortlived impasse would lead to
“sustained and completely avoidable
damage”. Wendy Edelberg and Louise
Sheiner, the authors, said the extent of
the damage depended in large part on
how the government chose o prioritise
ifs payments, something that would
inevifably result in legal challenges.
Chris Giles in London and Colby Smith
in Washingfon

But any deal appears far away. Both
Biden and McCarthy are practised in
polities based on relationships and
“always looking to prove naysayers

centre, has for
‘months ~J|d I\e

Washington Post/ABC poll released on
Sunday found Trump leading Biden in a
potential 2024 presidential rematch.
McCarthy faces his own challenging
calculus. F i is still tenu-

wrong. If there was a deal
the debt ceiling, that would avoid blow-
back with their respective bases, they
would both take it in a heartbeat,” Kol-
tunsaid.

Most Democrats still back Biden’s
willingness to negotiate on budgetary
‘matters and his refusal to attach condi-
tions to the debt ceiling. Many are wary
of Republicans’ motivations in any
talks, fearing they are simply looking for
ways to hurt the economy and blame
Biden forit.

“The White House is correct in sepa-
rating these discussions,” said Bill Fos-
ter, an Illinois Democrat on the House
financial services committee. “Itis quite
possible that we have to see a bad reac-
tion in the markets before we see a sen-
sible way out of this.”

A Washington Post/ABC poll pub-
lished last week found the public were
divided over who to blame if there is a
default, with 39 per cent of respondents
saying they would mainly blame Repub-
licans in Congress and 36 per cent saying
they would pin the blame on Biden. Six-
teen per cent said they would blame
bothsides equally.

The same survey found that 58 per
cent sided with Biden’s stance that the
debt ceiling and federal budget should
be handled separately. But support for
the president’s position has fallen 7 per-
centage points since February, when the
question was previously asked. Alarm-
ingly for the White House, a separate

ous after he allowed rule changes that
made it easier for members of his own
party to call a vote of no confidence in
him, part of a deal that enabled his elec-
tion as Speaker this year. That means
rightwing members of his caucus wield
an outsized influence and can reject any
potential concessionsto the Democrats.

In the last big debt ceiling stand-off in

‘It is quite possible we have
to seea bad reaction in the
markets before we see a
sensible way out of this’

2011, Biden, who was then vice-presi-
dent, negotiated an eleventh-hour
agreement with House Republicans. But
the brinkmanship stoked market tur-
moil and led Standard & Poor’s to down-
grade the US’striple A credit rating.

While many in Washington are qui-
etly optimistic of another last-minute
deal, others warn that the polarised
environment sets the stage for a fiscal
showdown.

“There is sort of this assumption here
that we are not going to breach the debt
limit because we never have before,”
said Heye. “If we have learnt anything
over the past five or six years, much less
the past 10, it is that assuming some-
thing is not going to happen because it is
unprecedented s foolish.”

European Commission

Von der Leyen rapped over lack of action against single market rules infringement

IAN JOHNSTON — BRUSSELS

Brussels’ action against breaking of
single market rules has plummeted
under Ursula von der Leyen, with busi-
ness groups and member states warn-
ing that laissez-faire enforcement is
placing the 30-year-old project at risk.

Financial Times analysis shows Euro-
pean Commission action against inter-
nal market infringements by member
states fell 80 per cent between 2020 and
2022, the first three years of von der
Leyen’s term as president, when com-
pared with the corresponding period
under predecessor Jean-Claude
Juncker.

Failing to uphold single market rules
— set up to ensure the free movement of
goods, capital, services and people
across the bloc — can lead to member
states adopting different standards that

gumup cross-border business and ham-
per competition withrrivals.
Kone, a Finnish lift that

nesses have increased in countries
mcludmg Hungary, Germany, Belgium
ince 2018, with France hav-

operates in 30 different countries,
warned that alack of commission over-
sight of the main EU directive on lifts
had contributed to varied national
regimes emerging for producers.

“The more we can do the same prod-
uct across all countries, it is better for
consumers because you have slightly
lower costs,” said Henrik Ehrnrooth,
Kone chief executive. “The standards
should be set by Europe. If they are not
clear, lhat void will be filled [by member
states|

e e B Ak ]
about signs of increasing protectionism
from governments.

Acommission document presented to
member states in February and seen by
the FT shows that barriers to retail busi-

https://ft.pressreader.com/v99f/20230509

mgthe most restrictive conditions.
These include extra hurdles on sous

sia divisions. “If the EU were to intro-

duce single-market legislation that

would allow retailers to buy at a Euro-

pean level, consumer prices would ben-
fit signi 2

inggoods from other member states, an
apparent contravention of rules on the
free movement of goods.

On top of infringements by member
states, some businesses are also calling
for more active enforcement to prevent
allegedly anti-competitive practices by
companies.

Ahold Delhaize, a Netherlands-head-
quartered supermarket active across
seven European countries, said it regu-
larly noticed different purchase prices
onbranded products made in the same
factories butsold in different countries.

“We cannot explain these price differ-
ences,” said Wouter Kolk, chief execu-
tive of the retailer’s Europe and Indone-

Infringement actions can include
warnings, financial sanctions or refer-
ralstothe European Court of Justice.

Ursula von der Leyen: EU executive
arm hailed effect of single market

The commission did not respond to
requests for comment.
e

categories. At the end of 2021, 1,930
mfrmgemenl cases were open across all

can fluctu-
ate because of new directives being
introduced and states failing to meet
new rules. In 2016, it outlined a “more
strategic approach to enforcement”,
focusingon cases with single market rel-
evance and economic importance.

More use of a structured, problem-
solving dialogue system between mem-
ber states and the commission, known
as EU Pilot, had also helped lower cases,
the commission said in its latest report
oninfri in2021

pol with1,564 at the
end 0(2()19.

“A less generous interpretation [of
the fall in infringements] is that the
commission simply did not launch diffi-
cult cases,” said Lasse Hamilton Heide-
‘mann, senior director at Dansk Erh-
verv, Denmark’s chamber of commerce.

A commission document marking the
single market’s 30th anniversary last
month hailed it as “one of the greatest
achlevemean of the EU”. It has boosted

duct for EU countries

This year, 51 decisions have been
passed on internal market-related
infringements, excluding case closures.
This is more than double last year’s
total. But just seven of 246 cases
launched through EU Pilot in 2021 con-
cerned the internal market and related

by about 9 per cent than would other-
wisebe the case, the commission said.

“The commission has had short-term
concerns with Covid, Ukraine and
Brexit,” one member-state official said.
“The focus now has to be on the single
market.”
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Companies & Markets

Tech chiefs call
for rethink of
EU plans on
data sharing

o Five groups seek to pause legislation
o ‘Serious risk’ to secrets and security

ANDY BOUNDS AND JAVIER ESPINOZA
BRUSSELS
The chief executives of five leading EU
tech groups have called for Brussels to
amend proposed data-sharing legisla-
tion, saying the new rules would force
them to give up trade secrets and hand a
competitive advantage to China.

The intervention by the heads of SAP,

where European companies are lead-
ing,” the executives said. “Companies
have spent years investing in [research
and development], developing data-
powered products and services.

“By forcing data sharing, we are
breaking the backbone of future data-
driven European business models, with
Titt] f what ext.”

Brainlab, Datev, Siemens, and Siemens
Healthineers — a separate company —
marks the latest backlash from tech
companies against the EU’s Data Act,
part of a string of digital rules aimed at
giving Europe a competitive advantage
ondataaccess.

The chief executives have written to
European Commission president Ursula
von der Leyen asking for a pause to

Stefan Vilsmeier, chief executive of
health technology group Brainlab, said
the plans would force companies to
reveal too much business information
and “weaken Europe’s economy in com-
petingwith [others], especially China’.

Bernd Montag, chief executive of Sie-
mens Healthineers, a medical devices
company, said the proposal would over-
ride safety requirements for its prod-
ucts. “Both patients and healthcare pro-

‘By forcing data sharing,
we are breaking the
backbone of future data-
driven business models’
allow changes to the proposals, which

spring from a sense among European
regulatorsthat the bloclost out to the US

fessionals could be harmed if malicious
entities were to tamper with the secu-
rity, safety or quality of medical
devices” he said.

The letter comes as member states
and legislators wrangle over “outstand-
ing political issues”, according to a
progress report on the plan by the Swed-
ish presidency of the EU that was seen

inthe past. The bli
companies to share data with users,

by the Financial Times.
These i include: limits on the use
of data from institutions, such as the

The executives said the plans “could

excluding small busi-
nesses; whether some EU institutions
b

do lasting damage to the
ness of some of Europe’s most sticcessful
companies employing millions. Fur-
thermore, we believe it could pose seri-
ousrisks to cyber security and safety.”

The letter, organised by business
group DigitalEurope, is also addressed
to Margrethe Vestager, the EU’s compe-
tition commissioner, Thierry Breton,
whoisresponsible forimplementingthe
bloc’s digital rules, and the Swedish
presidency of the EU, which represents
member states.

“The Internet of Things is an area

d from the rules; and

Plant issioning at the Dominican

HARRY DEMPSEY

Barrick Gold's Mark Bristowis on the
hunt for takeovers as rival Newmont
tries to push through a mega-deal,
forecastingamarketrally in his com-
pany’stwo key commodities.

front lines. We have a much better
understanding of the M&A activity
than most of our peers,” he said.
Newcrest granted Newmont an
exclusivity period to conduct due dili-
gence thatends on Thursday.
Bristow brushed aside concerns

Th o e iveofthe
world’s second-largest gold mining
group expects gold and copper prices
torise, lifting mining stocks.

His comments marka stepup in the
serial dealmaker’s mergers and acqui-
sitions rhetoric after playingdown the
need to counter the $19.5bn all-share

howto share d:
Sweden h hajoi

binding bid by Newmont, the
world’s largest. for Aus-

among member states by June 27, the
document says. For the draft law to be
approved, they and the European par-
liament must agree on a final text.
Cecilia Bonefeld-Dahl, director-gen-
eral of DigitalEurope, urged a delay, say-
ing “we seem to be hurtling through the
legislative processlike a runaway train”.
Industry groups havealready issued a
joint statement condemning the Data
Actasa“leapinto the unknown”.

tralia’s Newcrest. He added that the
group had the “luxury of picking and
choosing M&A opportunities” after
improving operations following its
takeover of Randgold five years ago
anda four-year effort to build a strong
exploration team.

“Because of our broad footprint of
exploration across all prospective
tier-one gold and copper jurisdic-
tions, we have our geologists on the

about dealmaking at a time when
gold’s price is nearing an all-time high
atmore than $2,000 per troy ounce.
Copper assets are fiercely desired
by many mining companies because
of the estimated demand growth
owing to the switch to electric cars,
wind farms and for t issi

Open mine Bullish Barrick hunts for takeover
targets amid confidence in gold and copper

Pueblo Vicjo site helped push Barrick’s earnings down

Resources, which could be spun out.
Teck was the target of a hostile $23bn
bid from London-listed Glencore.

In the markets, copper prices have
fallen almost 10 per cent to about
$8,500 per tonne since January. How-
ever, mining executives and traders
warn that historically low levels of
inventory raise the risk of prices spik-
inglaterin the year.

In the case of gold, the sectoris con-
sidered ripe for. idation because

PwC Australia
boss resigns

over tax law
leaks scandal

NIC FILDES — SYDNEY

The head of PwC in Australia resigned
as chief executive three days after
admitting he had received emails
regarding confidential government
information on changes to tax avoid-
ance laws to win new business.

Tom Seymour, chief executive of PwC
Australia since March 2020, stood down
with immediate effect following a dis-
cussion with the board of partners yes-
terday. Kristin Stubbins, its head of
assurance, will serve as acting chief
executive.

“We have agreed with Tom that it is in
the best interests of the firm and our
stakeholders,” said PwC.

Tracey Kennair, chair of the board of
partners, said PwC needed to rebuild
and enhance trust in Australia, one of its
largest markets, where it has launched a
review of its practices.

“The independent review previously
announced, in addition to the changes
already made, will help us meet this
objective,” she said.

PwC has been embroiled in a scandal
since February when the Tax Practition-
ers Board, the industry watchdog in
Australia, banned Peter-John Collins,
PwC’s former head of international tax
in Australia, for circulating information
with other PwC staff from confidential
meetings with the Treasury over new
Taws designed to curb tax avoidance.

Emails released by a Senate commit-
tee last week revealed that PwC had
used the confidential information pro-
vided by Collins, who had signed strict
non-disclosure agreements, to advise its
clients and win new business.

Seymour, who was managing Collins
when he ran the Australian arm of PwC’s.
tax unit, admitted he was among part-
ners who received some of the emails
i i i f the tax

itis relatively fragmented and compa-
nies have fallen out of favour in the
pastoveri decision:

cables, although prices have fallen
since January on a disappointing
rebound in China.

Bristow said “there’s significant
upside risk for the gold price and the
copper price” because of tightening
supply for both and threats to US dol-
lar strength as well as central banks”
shift to diversify reserves by holding
goldin place of the greenback.

Even so, Bristow has ruled out at
this stage bidding for the base metals
unit of Canadian miner Teck

Barrick’s gold production dipped to
952,000 ounces in the first quarter,
down from 990,000 a year ago, owing
to planned maintenance at its
processing plant for its gold mines in
Nevada and the start of plant commis-
sioningat Pueblo Viejo in the Domis
can Republic. That contributed to
pushing adjusted net earnings down
by almost half, to $247mn.
Barrick is seeking to grow its copper
business by developing Reko Diq in
Pakistan’s Balochistan province.

advicein2015and 2016.

The emails showed that the informa-
tion was shared with colleagues in the
UK, Ireland and US and the emails con-
tained praise for the “accuracy” of Col-
lins’ advice in winning millions of dol-
lars” worth of new business in North
America. The Australian tax partners
had worked “extensively” with other
PwC offices, includingin the US, Nether-
landsand Singapore, one email said.

Australia is one of PwC’s biggest part-
nerships, reporting A$3bn ($2bn) of
revenue in its most recent financial year.
‘The unit counts the Australian govern-
mentasits largest customer.

JPMorgan's expanding empire should worry US regulators

INSIDE BUSINESS

is ears are smaller. And
there is no crown. But on
‘Wall Street, at least, Jamie
Dimon is America’s answer
to King Charles ITT — adu-
lated by some, resented by others, but
incontrovertibly powerful.

Days before the British monarch’s
coronation, Dimon cemented his royal
status in finance with another landmark
deal for JPMorgan Chase, the bank he
has led since 2005. With the state-or-
chestrated takeover of the failing First
Republic, JPMorgan has swelled to three
times its size before the 2008 financial
crisis, and now commands an asset base
of nearly $4tn.

The First Republic takeover is remi-
niscent of two larger crisis-triggered res-
cue deals from 2008, when policymak-
ers worked with Dimon to facilitate
JPMorgan’s purchase of the failing Bear
Stearns investment bank and Washing-
ton Mutual, a troubled commercial
lender. The Federal Deposit Insurance
Corporation, which manages US bank
failures and administered the First
Republic transaction, made clear
JPMorgan had won the deal ahead of
other bidders, in essence thanks to its
heft. It could afford to offer a better
value package to the FDIC — and the
organisation has a legal duty to choose
the “least cost” solution.

But this is a self-perpetuating argu-

ment, and with the banking turbulence
of recent months turning into a full-
blown regional banks crisis, JPMorgan
could become the natural buyer of other
troubled banks. That feels neither
healthy nor sustainable. Respecting the
“Jeast cost” law, without consideringthe
Tonger-term bigger picture, is myopic.

Not that the short-term picture is
cloudless. The febrile financial mood of
recent months has so far proved helpful
to big banks, which command greater
trust from depositors and equity inves-
tors. But, theoretically at least, instabil-
ity could spread beyond the regional
banks — especially if the looming US
government debt ceiling leads to louder,
ifimplausible, suggestions of a default.

In that kind of bleak scenario, the big-
ger the bank, the greater the problem.
Relative to the systemic risk big banks
pose to their home

countries else- However good or bad

where in the world,

JPMorgan is mod-  these transactions prove
estly sized. Its for JPMorgan, itis clear

assets are less than

17 per cent of U they create a bank more
gross domestic - challenging to handle

product. The bank
would have to rescue another 102 First
Republics to even match US GDP (or
234 of them to get to twice GDP, UBS’s
size relative to the Swiss economy after
its rescue of Credit Suisse).

In market share terms, too, JPMorgan
looks modest by international stand-
ards, with a domestic deposit share of
less than 15 per cent, half that of UBS,
post-Credit Suisse.

Tn an absolute sense, though, JPMor-
gan is vast and unparalleled in the west-
ern world. (Only China’s big four lend-
ers outweigh it in assets.) And, with crit-
ics voicing their opposition to its go-to
status for the FDIC, there is a chance
that the bank is forced to meet tougher

https://ft.pressreader.com/v99f/20230509

regulatory standards. It already has an
unusually high core equity tier one capi-
tal ratio —a crucial measure of financial
strength —inlarge part because tis sub-
ject to the highest capital surcharge of
any global systemically important
bank. That surcharge could go higher
still, some analysts believe, offsetting
the financial benefit of its growing scale.

Which brings us to the question of
‘whether JPMorgan benefits from such
deals. Looking back at its (far bigger)
2008 acquisitions yields a mixed con-
clusion. Although they bolstered busi-
ness in certain areas, the acquired busi-
nesses also accounted for the majority
of the $19bn of legal costs and penalties
it ended up paying, largely related to
legacy mortgage misdemeanours. (The
experience prompted Dimon to pledge
that he would “not do something like
Bear Stearns again”.)

However good or bad these kinds of
transaction prove for JPMorgan, it is
clear they create an ever bigger bank
that becomes ever more challenging to
handle. One reason for Dimon’s quasi-
regal status is that he has a consistent
record of rising to that challenge — with
the obvious exceptions of the $6.2bn
London Whale trading scandal and the
banlk’s odd allegiance to former client
and late convicted sex offender Jeffrey
Epstein, related towhich Dimon himself
is being deposed next month.

But if there are doubts about the 67-
year-old’s ability to run an increasingly
large and complex bank, there are many
more about the (unknown) heir to his
throne. Even without that succession
risk, the US authorities should be weigh-
ingan urgent question: is JPMorgan just
t00 big — too big to fail, too big to man-
age or, as the FDIC seems to think, too
bigto manage without?

patrick jenkins@ft.com
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Bentley criticises lack of UK incentives

Boss warns government
has fallen behind in luring
EV and battery start-ups

PETER CAMPBELL — LONDON

The UK's failure to attract investments
from electric vehicle start-ups or large
battery makers was “concerning”, the
chief executive of luxury-car maker
Bentley has warned.

The government needs to deal with
energy costs to spur investment and
compete with other countries whose
incentives are “an order of magnitude
more attractive than the UK”, Adrian
Hallmark told the Financial Times. His

the world vie to attract battery manu-
facturing plants in order to protect their

own car industries as they gradually
¥ A

orbattery
has chosen the UK over any other loca-
tion asan investment destination.”
He also pointed out that “no one has

switch icvehicles.
Companies such as Bentley’s owner
Volkswagen are choosing “Canada,
Spain, Poland, Belgium, even Germany
— one of the highest-cost markets in
Europe” to locate battery factories, he
said. In these countries “the incentives
that are offered, which are all publi-
cised, are an order of magnitude more
attractive than the UK”, headded.
Speaking ahead of the FT Future of
the Car Summit this week, the Bentley
chief said: “IUs surprising, if not a bit
concerning, that no [electric vehicle]

Sweeteners offered by
other countries ‘are an
order of magnitude
more attractive’

chosen so far to put any strategic invest-
ment in green mobility into the UK
beyond the incumbents”.

The three-day event starting in Lon-
don today will feature chief executives
or senior leaders from Ferrari, Geely,

thin; hi i incen-

Renault, Nissan, tellantis
Ford and Aston Martin, as well as elec-
tric car start-ups Polestar and Fisker.

While the UK has previously held
talks with start-ups including Rivian
and Tesla, so far none has chosen to
build factories in the UK. China’s BYD
earlier this year said that it did not even
consider a plant in the country because
ofits decisionto leave the EU.

Chinese battery group Envision is
building a second, larger battery plant
for Nissan in Sunderland, and is
expected to work with India’s Tata on a
site to serve Jaguar Land Rover, which
will be in either the UK or Spain.

‘The government should offer “afford-
able energy prices and at least some-

tives to get the ball rolling in terms of
inward investment,” Hallmark said,
adding that UK energy costs are about a
third higher than on mainland Europe.

Bentley has committed to making its
future electric cars in the UK as part of a
€3bn investment into its Crewe facility,
but plans to use imported batteries.

The brand, which made about 15,000
carslast year, is not large enough to sup-
portadedicated battery plant in the UK,
Hallmarksaid. “Toget acritical mass, to
create a gigafactory and to make it work
from an economic point of view is going
tobe areal challenge in the UK, unless a
big player steps in to fulfil their own
needsand has spare capacity.”

Financial services

Chinaraids
Capvision
offices amid
accusations of
security risks

RYAN MCMORROW — BELJING
DEMETRI SEVASTOPULO — WASHINGTON

Chinasaid yesterday that state security
services had raided multiple offices of
international consultancy Capvision,
accusing advisory groups of ignoring
national security risks and passing on
sensitive information abroad.

Authorities questioned employees and
inspected Capvision’s offices in Shang-
hai, Beijing, Suzhou and Shenzhen in a
campaign to clean up the consulting

Cash-burning EV start-up is
recruiting workers in [llinois
to meet 50,000-delivery goal

CLAIRE BUSHEY — NORMAL, ILLINOIS
PETER CAMPBELL — LONDON

Spotting an electric truck on the road
remains a novelty in most of the US, but
notin Normal, Tllinoi

The town in the Midwestern corn belt
is home to the manufacturing opera-
tions of Rivian, the battery-powered
vehicle start-up worth more than Ford
or Volkswagen soon after it listed 18
monthsago.

Rivian’s market capitalisation has
since crumbled from a peak of $162bn to
$12.5bn in the face of production short-
falls and intensifying competition from
carmakers both established and new. It
is expected to report a $1.7bn operating
loss on $654mn in revenue in first-quar-
ter results today, according to a compi-
lation of analysts’ estimates.

Much of Rivian’s future is riding on
Normal. And the economy of Normal,
population 54,000, is now tied toRivian.
The town government bought one of its
trucks for its fleet and has ordered a
sportutility vehicle.

“We want it to succeed,” said Keith
Cornille, president of Heartland Com-
munity College in Normal. “If they’re
suffering, like in any family, we're suf-
fering”
Rivian founder and chief executive
RJ Scaringe chose Normal for its first
factory, buyinga former Mitsubishi car
plant weeks away from demolition for
$16mn in2017. The purchase price wasa
bargain, and Normal — the site of the
Midwest’s first Tesla =

Automobiles. Expansion drive

Rivian sets out to become the new Normal

Jobs on the line:
Rivian's move
to scale up
production of its
pick-up trucks

in Normal,
Tllinois, is being
backed by Keith
Cornille, below,
president of
Heartland

b ‘

planned deliveries to 25,000 vehicles
from 50,000. The problems recalled
Teslawhenit

base and forced expensive tooling
changes, according to two people with
direct! the pre

scaled up, a period its founder Elon
Musk described as “production hell”.
“What we’re witnessing now is the dif-
ficulty of scaling up production in the
auto industry,” said Fitch Ratings ana-
lyst Stephen Brown. “It’s a very expen-
sive proposition that requires a tremen-
dous amount of cash in the early years,
we to re

had attempted to position itself as a
electric vehicle hub. Scaringe told alocal
radio station that the Normal area, with
adiverse economy that includes agricul-
ture, universities and the headquarters
of the State Farm insurance company,
was different from other regional towns
thathad lost manufacturers.

“Ifyoulook at other plants in the Mid-
‘west, and areas affected by their plants
shutting down or manufacturing mov-
ing out of the area, you don’t have this
level of energy,” he said. “You don’t have
this level of progressive thinking.”

The company is now the second-larg-
est employer in the metro area that
includes Normal and neighbouring
Bloomington. About 7,500 people work
at the plant, roughly half of its work-
force. Signs of enthusiasm for Rivian are
visible around town, from the company
logo emblazoned on the mayor’s Patago-
niajacket to the “Rivian Buzz” popcorn
sold by a local shop, topped with sprin-
Kles in the carmaker’s signature blue.

The factory struggled to meet ambi-
tious production goalslast year, slashing

College — smett
S s

Lane/FT.

ang
that before they can get to scale and
start generating some profitabil-
ity ... It’s arace to get to the other side,
before the cash runslow.”

One of Tesla’s early, high-profile man-
ufacturing mistakes included making
late changes to products that forced
suppliersto change their tooling, adding
costs to the process and straining all-
important supply chain relationships.

AtRivian, a late change to the head-
lights sent ripples down the supplier

The speed of the vehicle design proc-
ess meant that design flaws “were com-
ing up as we were building the vehicle,”
said one former employee, with last-
minute changes causing “hiccups”.

“It’s a common affliction among the
start-ups, they all underestimate how
difficult it is to perform the assembly
operation,” said one supply chain con-
sultant who works with several US-
based manufacturers.

Tim Fallon, vice-president for manu-
facturing operations at Rivian, joined
the company after 16 years at Nissan.
‘While the start-up did make mistakes,
he said: “T wouldn't call it ‘production
hell’. T would say it’s being in the auto
industry.”

The company now was emphasising
“design for manufacturability”, he said.
That means adjusting how a vehicle is
put together so it can be done more effi-
ciently, with fewer mistakes. For exam-
ple, Rivian revamped how it makes and
installs wire harnesses, which allow
electricity to flow through the trucks.

The semiconductor shortage that
bedevilled the automotive industry in
2021 and 2022 hit Rivian, too. It
deployed employees to suppliers to help
them meet the carmaker’s needs. But
some prioritised sending chips to cus-
tomers delivering cars by the millions.

“The economies of scale is definitely
real and has had an impact,” Fallon sai
“Now that we have proven that we can

‘They’re
starting to
get their
production
up. They're
all drinking
from the
fire hose
out there
right now

Chris Koos,
Normal mayor

build and can get product out . . . we
continue to gain the trust and respect of
our suppliers, putting us on more level
footing with the other [carmakers].”

Rivian now plans to produce 50,000
vehicles in 2023. It began hiring for a
second shift in Normal employing at
least 1,700 people by the middle of the
year. “They're starting to get their pro-
duction up,” said Chris Koos, Normal’s
‘mayor. “They’re all drinking from the
fire hose outthereightnow.”

The company faces a tight labour
market, Koos said. The unemployment
rate for the area in March was 3.4 per
cent, just under the US figure. As Rivian
expands, the region’s share of people
employed inmanufacturinghas jumped
from 1.9 per cent in March 2022 to 9.9
per cent 12 months later.

Aiming to build the local workforce,
Normal’s community college developed
a programme to train students on the
‘manufacture and repair of electric vehi-
cles and batteries. Heartland received a
$7.5mn grant from the state of Illinois
and is building a nearly 6,300-square
foot facility where students will work on

industry, ia said

Chinese media reported that consult-
inggroups had tapped personnelin “our
party and government organs and other
clandestine units” to provide sensitive
information to clients abroad.

The raids on Capvision were the latest
Chinese actions against consulting
groups carrying out due diligence and
other corporate advisory work in the
country, often at the behest of interna-
tional investors and multinationals.

Police raided the Beijing office of US
due diligence group Mintz in March,
detaining five employees. Authorities
weeks later questioned employees and
took away materials at the Shanghai
premises of Bain & Company, the blue-
chip US consultancy.

While there had been previous
reports of problems at Capvision, the

State media said foreign
groups were turning to
consulting groups to glean
sensitive information

primetime coverage by state media out-
lets yesterday marked the first time Chi-
nese authorities acknowledged the scale
of the actions against the company and
the wider crackdown on the industry.

An in-depth report by state broad-
caster CCTV said foreign groups were
turning to consulting groups in China to

5 Pt ; 5

aninstructor

vehicles. Rivian has loaned vehicl whileasep-
lia report said authorities
would pervision to “guide the

“Welrytoch i 0
to meet their needs,” Cornille said.
“They need more workforce.”

The hot local labour market is run-
ning hand in hand with a hot property
market. A 2022 report from the Bloom-
ington-Normal Economic Development
Council found that “new workers to the
region cannot find adequate housing
and longstanding residents are facing
rapidly increasing housing costs”. The
price of a typical home rose 32 per cent
in Normal between January 2017 and
January 2023, accordingto Zillow.

Homebuilder Marty Trunk said his
business Trunk Bay Companies had
expanded from five to 10 houses a year
to a range of 15 to 20. Some customers
have been Rivian employees. He now
wires garages to make it easy to install
an electric car charger. “It’s been a huge
boost for our town,” Trunk said. “There
arealotof people cheering for them.”

Rivian burnt $6.4bn in cash in 2022,
ending the year with $11.6bn on its bal-
ance sheet. Chief financial officer Claire
McDonough said in February that the
burn would slow next year when Rivian
expects a gross profit, compared with a
$3.3bn gross loss in 2022. Th

P up
sector’s healthy development”.

The CCTV report focused primarily
on Capvision, accusing it of setting up
interviews with prominent experts in
areas such as government policy,
national defence and technology, and
said a few had revealed sensitive and
secretinformation.

While such conversations may be
considered less sensitive elsewhere,
Chinese authorities have clamped down
on passingany data abroad and increas-
ingly view corporate due diligence in a
sinister light.

The spate of actions against consult-
ing groups has caused growing fear in
theinternational business community.

The US Chamber of Commerce last
month warned that Chinese scrutiny of
US companies had risen “dramatically”,
particularly in the wake of a new coun-
ter-espionage law that appeared to
broaden the scope of material deemed
sensitive for national security reasons.

Video footage on China’s main state-
run primetime broadcast showed police
cars descending on an office park and
teams of officers interrogating Capvi-

i I nd phot ing eve-

had enough cash to fund operations
through to the end 0f 2025, she said.

For 2023, Rivian forecast an adjusted
loss before interest, tax, depreciation
and amortisation of $4.3bn.
McDonough said long-term financial
targets included an adjusted earnings
before interest, tax, depreciation and
amortisation margin in the “high teens”,
but did not specify the timeline.

‘Wall Street and Normal’s Main Street
will be watching closely.

rything from servers to hard drives.
Capvision, with headquarters in New
York and Shanghai, specialises in con-
necting international investors and
management consultants with subject
specialists from its network of experts.
Capvision did not immediately
respond to a request for comment,
although it did say on Chinese social
media it would “resolutely implement
the development of national security”
andlead a clean-up of the industry.

Telecoms

UniSuper buys $680mn mobile tower stake

NIC FILDES — SYDNEY

Australia’s universities pension fund
has taken a A$1bn ($680mn) stake in
Vodafone’s former mobile towers busi-
ness Vantage, as more “superfunds”
look to Europe for opportunities.

UniSuper — a A$115bn fund that will
hold a 5 per cent stake in Vantage Tow-
ers — joins Vodafone, KR, Saudi Ara-
bia’s Public Investment Fund and activ-
ist Elliott Management as shareholders
in one of Europe’s largest masts busi-
nesses, covering10 countries.

The deal is the latest sign that Aus-
tralia’s growing ion indus-

Automobiles

PATRICIA NILSSON — LONDON

Aware Super, opened an office in
Europe last year and said itwould invest
A$16bn there and in the US over the

opportunities to geographically diver-
sify their investments. It s the univer-
sity fund’s first direct unlisted infra-

next three ye Aus-
tralia’s largest pension fund, with stakes
in the King’s Cross and Canada Water
property developments in London,
plans to spend £23bn in Europe and the
USinthe next five years.

UniSuper is an active investor in Aus-
tralian infrastructure. It backed the
A$23.6bn consortium that took Sydney
Airport private last year, rolling its stake
into the unlisted vehicle in one of the
country’s largest deals. It is also the larg-

try — the world’s fifth-largest pension
system at A$3tn — is looking outside its
home market for growth.

Another major ion fund

est in toll road operator
‘Transurban Group.

The Vantage Towers deal, however,
represents one of its most significant
mov rseas, as superfunds look for

https://ft.pressreader.com/v99f/20230509

structures overseas.

Alex Dunnin, director of research at
Rainmaker Information, said the move
into telecoms infrastructure would
diversify its position in private markets,
where it is exposed to unlisted office
property. “Given the performance track
record of this asset class, it’s no surprise
UniSuper has looked to enhance its pri-
vate markets portfolio,” he said.

Mobile towers have become a focus
for infrastructure investors in recent
years as telecoms companies have sold
off the masts — which carry mobile
equipment but can also generate pre-
dictable long-term cash flows — to free
up funds toinvest in network upgrades.

Volkswagen is planning a shake-up at
the top of its software arm, which has
been plagued by delays and budget
misses.

Cariad, the German software arm cre-
ated in 2020, has been beset with prob-
lems that had led to delays in the launch
of new models. One of the priorities for
'VW’s new chief executive Oliver Blume
has been to sort out Cariad’s software
strategy, whichis becoming increasingly
importantin the era of the internet-con-
nected car.

Cariad’s supervisory board will pro-
pose Peter Bosch, a VW veteran who in
2017 joined Bentley, as the unit’s new
head, according to two people familiar
with the talks. The software arm’s cur-

rent chief Dirk Hilgenberg, as well as
technology chief Lynn Longo and chief
financial officer Thomas Sedran, were
all looking for new posts within the VW
group, the people said.

Bosch, who has been credited with
turning around the formerly lossmak-
ing Bentley, does not have a background
in software but would be supported by

Oliver Blume: chief s prioritising the
automotive software unit’s strategy

VW plans software management shake-up

two additional “software experts” to be
hired in the coming months.

Cariad was launched under former
VW boss Herbert Diess. Its mounting
issues were among the key factors lead-
ingto his departure last year.

The unit was created by amalgamat-
ing roughly 1,500 software developers
from VW, Porsche and Audi and it has
since hired an additional 4,000 people,
withbranches in the US and China.

VW posted strong first-quarter sales
figures in Europe and the US last week
butrevealed that car deliveries had fur-
ther declined in China, its most impor-
tant market. Software is a key pressure
point for VW in China, where local
brands have taken the lead in terms of
in-car entertainment and other aspects
of how drivers interact with their cars.
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Huawei goes local in response to US sanctions

Beijing funding helps blacklisted tech group lead the way in Chinese attempt to reduce reliance on exports from the west

QIANER LIU — SEOUL

In Huawei’s head office last month, staff
gathered to celebrate the in-house
development of software to replace a US
system that, thanks to Washington’s
export controls, the Chinese technology
companywasnolongerable to buy.

“Three years ago, we were cut off from
the old ERP [enterprise resource plan-
ning] system,” said Tao Jingwen, a Hua-
wei board member and president of its
quality, business process and IT man-
agement department.

“Today we are proud to announce
thatwe have broken through that block-
ade. We have survived!”

‘Tao was speaking at the Huawei cam-
pusin the southern city of Dongguan, on
a stage decorated with banners pro-
claiming the “heroes fighting to cross
the Dadu River”, a reference to a gruel-
ling march by the ultimately victorious
Communistarmy in China’s civil war.

This latest declaration of progress
offers a glimpse into how Huawei,
helped by government grants and fund-
ing from Beijing, has tried to lead the
way for Chinese companies eager to
reduce their reliance on western tech-
nology as geopolitical tensions rise.

Since 2019, Washington — which
claims that Huaweiis a security riskand
fears that it might facilitate Chinese spy-
ing — has barred American suppliers

and manufacturing.

companies involved in the lithography
research must also work on replacing
those components as soon as possible,”
the person said.

A China-based analyst who requested
anonymity said: “Hardware compo-
nents that used to be sourced from for-
eign companies, such as chips-related
technology, still remain a core element
in almost all companies’ businesses, so
Huawei must invest in developing hard-
warealternatives onall fronts.”

Huawei’s development of replace-
ments for western technology means it
offers a wider range of products, which
should help it access what research
group IDC says is a $2.38tn market in
China for digital transformation prod-
ucts and services from 2022.t02026.

Over the past two years, local govern-
ments in more than 20 cities in China
have built artificial i
ing centres and mostly chosen to deploy
chips from domestic companies, with 79
per cent of them using Huawei’s AT
chips, according to a report by Citic
Securities in February.

Aside from chips, the company has
increased research and development
spendingin areas such as software.

“The disruption in developing chip-
related technology forced Huawei to
increase its R&D efforts in the software
further, aiming to achieve product
upgrades despite restricted hardware,”

toannual

from selling to the company without  Huawel said Charlie Dai, research director at

export licences and prevented it from  Revenue (Rmb bn) Net profit (Rmb bn) Government subsidies (Rmb bn) Share of net Research and development expenditure in 2021 of consultancy Forrester.

usingany US technology for chip design Conditional MM Unconditional = profit (%) leading Chinese tech groups (Rmb bn) The company, whose 2022 profit of

1,000 120 Rmb35.6bn is still substantially lower

Huawei’s sales, profit and market - —20 0 50 100 150 than its Rmb62.7bn in 2019, “will keep

share plunged after the controls were 800 Huawel . investing in domains like connectivity,

introduced. Its mobile phone business, Alibaba computing, storage and cloud”, said

once the world’s biggest by unit sales, 600 Tencent: Meng Wanzhou, Huawei’s rotating chair

has been decimated. Lack of access to - fra—— and daughter of founder Ren Zhengfei,

chips meant it was forced to stop mak- at the Huawei Global Analyst Summit

ing 5G phones, a situation that a com- 400 = Tastmonth.

pany official described as a “joke”. BEEEI Ant Group Mengalso appeared at the ceremony
12021 its revenue plunged by a third, 200 Meituan in Dongguan, in front of a campus built

though its profit was buoyed by the sale JD.com to echo the dreaming spires of the UK’s

of Honor, a smartphone brand. Last o Kuaishou Oxforduniversity.

‘year, the company said it was back to 2017 19202122 2017 19 20 21 22 2016 17 18 19 20 21 22 Netease “Innovation is only possible with an

“business as usual’, ingareturn b . open mind,” she said, “and thriving is

his year. only possible when we work together.”

Central to the Huawei strategy has

been the desire to supplant established

western technologies with local prod-  On the phone: 13,000 components and redesigned  “We have

ucts, along-term aim of Beijingthathas ~ customers try more than 4,000 circuit boards follow-

proved costly and difficult. Huawei’s P60 ingthe imposition of US sanctions. broken
With this in mind, China awarded ~ and Mate X3 More challenging is the attempt to through

Huawei government grants worth foldable models  replicate sophisticated chipmaking

Rmb6.55bn ($948mn) in 2022, double  at the groups’s tools such as lithography, a market that

the amount from the previous year. The  flagship storein  dominated globally by Dutch company ] ckade.

company also received conditional ~Shanghai. ASML. .

funding tied to specific research Huaweihas Huawei is working with Shanghai  We have

projects of Rmbs.58bn, triple that of  suffered badly ~ Micro Electronics Equipment, accord- g -vived!"

2021, according to its annual report.

Inastatement, Huawei said: “Govern-
ment support for high-tech research
programs is par for the course in most
countries. Huawei is no different from
other companies in the industry that
apply for this kind of support. For Hua-
wel, this type of support accounts for an
extremely minute portion of our total
R&D spend.” It added that it spent a
quarter of its revenue last year on
researchand development.

The company has claimed some suc-
cess. In March, Huawei’s rotating chair
Eric Xusaid that the group and its indus-
trial partners had made breakthroughs
in electronic design automation tools
for chips at and above the 14-nanometre
node, an area dominated by US compa-
nies though a few generations behind
leading-edge technology.

In February Ren Zhengfei, Huawei’s
founder, said the company had located
domestic alternatives for more than

from export
controls but has
forecast a return
torevenue

growth this year
Sororspa A vaesrs

ing to two people with knowledge of the
matter. SMEE, on which the US imposed
sanctions last year, has for more than a
decade tried to produce homegrown
lithography but with limited success.

In December, Huawei filed a patent in
one of the most advanced facets of
lithography technology, according to
China’s patent office. SMEE did not
respond to requests for comment.

“In China, maybe only Huawei has the
experience and capability to help SMEE
to build lithography machines that are
free from US interference,” said one per-
son briefed on the situation, estimating
that it would take Huawei and SMEE
more than three years to produce equip-
ment capable of replacing products
from ASML.

“The biggest problem is that some
core components used to be imported
from the US and are not available any
more due to the updated export con-
trols. Huawei, SMEE and other Chinese

Deals hurdle

Washington scrutiny of Japan Inc links widens

LEO LEWIS AND KANA INAGAKI — TOKYO.
STEFANIA PALMA — WASHINGTON DC

Japanese companies’ ambitions to pur-
sue more deals in the US could fall foul
ofintensified scrutiny of their activities
in China, lawyers have warned.

The concerns, which lawyers said were
being debated at some of Japan’s biggest
groups, centre on the Committee on For-
eign Investment in the US, the inter-
agency body that screens deals by
non-US groups and that has stepped up
reviews of buyers’ links with China.

The warnings come as Japanese com-
panies explore more acquisitions in the
US, following the ending of Covid curbs
that made overseas deals difficult, and
with Chinese buyers facing even greater
hurdlestosecure US deals.

Although Cfius scrutiny affects pro-
spective buyers from anywhere outside
the US, lawyers said Japanese compa-
nies were vulnerable because of their
decades’ worth of investment, supply
chains, joint ventures, and other busi-
ness connections in China.

Aimen Mir, a former chair of the Cfius
review committee who is a partner at
Freshfields Bruckhaus Deringer, said

that “as the geopolitical situation
evolves”, businesses should be prepared
for greater serutiny. “Companies will
find it increasingly difficult to navigate
between the US and China, and neither
government seems likely to make this
conundrum any easier for investors
near-term.”

While Cfius was not looking to dis-
suade groups from doing business in
China generally, the depth of a group’s
ties to China could create complexities
inareview. Cfius might cross-examinea
Japanese group on how it would react if
faced with a decision over which the Us
and China were in conflict, he sug-

Japanese businesses have built up
close Chinese ties over decades

https://ft.pressreader.com/v99f/20230509

gested. “Companies will have to think
aboutwhat will happen down the road.”

Ken Lebrun, a Tokyo-based lawyer at
Davis Polk, said: “Increasingly, Japanese
companies facing a Cfius review . . . do
need to think very carefully about their
interconnectivity with China. Tl
have to be able to answer Cfius’s ques-
tions about whether Chinese employees
or business partners have access to their
technology or IT, whether their cyber
security isaweaklink, and so on.”

Joe Biden signed an order in Septem-
ber that stressed the need for Cfius
reviews to remain responsive to an
evolving national security landscape.
Legal experts said it sent a message that
the Cfius review process was going to
becomemore invasive.

Tvan Schlager, a partner at Kirkland &
Ellis, said that while Japanese deals in
the US were not more likely to be
blocked, “the review will be more rigor-
ous, intense . ..and thorough”. A
potential Cfius concern would be about
groups with heavy dependence on
China as a customer. “Do the Chinese
have leverage over you? Can they use
thatleverage for nefarious purposes?”

Cfius declined to comment.

Midnight Hour by Faris Nakamura
Finalist, The 2023 Sovereign Asian Art Prize

THE 2023 SOVEREIGN ASIAN ART PRIZE

FINALISTS EXHIBITION

10 - 18 MAY 2023
H Queen's, 9/F, 80 Queen's Road Central, Hong Kong

View and purchase artworks by the 30 finalists of Asia’s most prestigious
art prize. Sales proceeds support therapeutic arts programmes for
disadvantaged children in Hong Kong.
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Equities. Sentiment blow

US shale rally halted by falling
oil prices and recession fears

Investor sell-off comes despite
operators reporting another

strong quarter of cash flows
DEREK BROWER — NEW YORK

Atwo-year rally in US oil and gas stocks
is coming to a halt as falling crude prices
and fears of a slowdown in the world’s
biggest economy threaten producers’
ability to maintain bumper shareholder
payouts.

The S&P 500’s energy sector — con-
sisting of oil and gas groups — was the
market’s best performer in 2021 and
2022, rising more than 50 per cent last
year as Russia’s war in Ukraine pushed
up crude prices and operators used the
windfall to repair balance sheets and
shower shareholders with cash.

The mood has changed, with the
energy sector down 5 per cent since the
start of the year compared with a rise of
8 per cent for the wider market and a 24
per cent surge in the tech sector.

Investors are bracing themselves for
recession and are worried about a weak
“macro backdrop” that could trigger
further oil price falls, said Matt Portillo,
head of research at advisory firm
TPH&Co. “It doesn’t engender a lot of
conhdence in the near-term future of
cash flows.”

Us oil settled at $71.34 a barrel on Fri-
day, well above its long-term average
price but still 7 per cent down this year,
as turmoil in lhe US banking sector has
roiled market:

The. equltles ‘sell-off has come despite
companies reporting another strong
quarter of cash flows and shareholder
payouts, part of a new operating model

‘ US oil stocks have trailed the market this year
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inasector that became notorious in the
previous decade for burning investor
cashin headlongdrillingsprees.

“These companies had high share
prices when they were losing money,”
said Trisha Curtis, chief executive of
consultancy PetroNerds. “Now they are
making money hand over fist and not
beingrewarded.”

‘Wall Street’s lingering scepticism
remains visible in the pricing of the S&P
500 energy sector’s dividend yields —
still double those in the financial sector
and fourfold those in tech.

Some investors say shale companies
are suffering the after-effect of a two-
year stock price rally when big shale
operators such as Devon Energy and
Pioneer Natural Resources began pay-
ing “variable” dividends, including a
base dividend and extra payment
dependingon cash flows.

“Equities tend to be rate-of-change
stories and last year, with rising com-
modity prices, youhad a positive rate of
change when it came to free cash flow
generation and return of capital” said

Mark Viviano, a portfolio manager at
Kim.meridge an activist private equity

grou

But. fa.llmgcommodlly ‘prices this year
have triggered a “reverse effect”, Vivi-
ano said, prompting investor anxiety
aboutcuts to the variable dividend.

Devon was the first shale producer to
introduce a variable dividend in 2021
when a near-doubling of its share price
made it the S&P 500s best performer.
Since it began cutting the variable part
of its dividend in November, the stock
has lost almost 40 per cent of its value.
The group is expected to report another
strongquarter of earnings today.

Weaker operating conditions, includ-
ingrampant inflation in oilfield services
costs and falling productivity, were also
weighing on companies as crude prices
fall, said Portillo.

Even in the prolific Permian Basin of
Texas and New Mexico output from
each new well drilled has fallen almost
30 per cent in the past two years,
according to the Energy Information
Administration.

Wall Street’s view

Output woes: “An estimated 30 to 40 per cent cost
crude producers  increase in field operations, increased
inthe Permian  interest charges on borrowed money, a
Basinof Texas drastic collapse in natural gas prices
and New Mexico  combined with lower crude oil prices
have been hitby  produced a noticeable lower cash flow;”
inflation in said one anonymous executive in the
oilfield services  Dallas Federal Reserve’s most recent
costs and quarterly survey of the US oil patch.
weakening Analysts say the environmental,
productivity social and governance movement also
of fossil fuel producers —and their long-
term value, given government efforts to
accelerate an energy transition.

Some say capital markets’ scepticism
will continue to deter upstream spend-
ing, thereby contributingtoa forthcom-
ing surge in oil prices as supplies fall
short of fast-rising demand — the so-
called supercycle thesis that predicts
the onset of amultiyear oil bull market.

‘The International Energy Agency said
last month that global oil production
would increase in 2023 far more slowly
than demand, which will hit another
record later this year.

But analysts say equity investors are
for now more focused on bearish signals
ofaslowdown in the US economy, where
diesel consumption — often a leading
indicator of industrial activity — has
dropped 20 per cent since February last

. rear; accordingtothe EIA.

Theyare  *Guly when the clouds over the Us

making economy clear and global oil markets
begin to tighten will energy stocks come

money into favour again, say analysts.

hand over “The supercycle thesis over the
medium term remains intact. But

fistand ot demandiskingofthe energy complexat

being the moment,” said Christyan Malek, glo-

. bal head of energy strategy at JPMorgan.
rewarded
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Regional bank
stocks shed
early gains
ahead of Fed
datarelease

HUDSON LOCKETT — HONG KONG.
PHILIP STAFFORD — LONDON

Anearly rally in US regional banks yes-
terday faded as investors looked ahead
to data from the Federal Reserve on
bank lending after a year of aggressive
raterises to curb inflation.

The S&P 500 was flat in morning trade,
overshadowed by a warning of “chal-
lenging” market conditions from Tyson
Foods. Shares in the US’s largest meat
company dropped 15 per cent. The Nas-
daq Composite slipped 0.1 per cent.

US regional bank stocks were unable
to hold their opening gains. Shares in
PacWest Bancorp initially added 28 per
cent after it said over the weekend it
would cut its quarterly dividend, but
‘wastrading 4.4 per cent higher.

‘Western Alliance was up 2.2 per cent,
having traded as much as 11 per cent
higher. The KBW Regional Banking
index gave up an advance of 1.1 per cent
totrade1.8 per centlower.

‘The move came after a rebound at the
end of last week for US banking stocks,
‘which had earlier been buffeted by con-
cerns over the collapse of lender First
Republic. The KBW Regional Banking
index rose 4.7 per centon Friday.

The Fed was set to release its quar-
terly survey of senior loan officers yes-
terday, the first since the onset of the
March banking crisis. Analysts were
looking for insights into how the col-
lapse of several regional banks and
sharp rate rises had affected willingness
tolend elsewhere.

The early banking rally underpinned
gains for stocks in Europe and Asia. The
pan-European Stoxx 600 rose 0.3 per
centdespite lingering worries that inter-
est rates would remain high to combat
inflation, even as economic growth
stumbled.

Germany’s Dax closed marginally
lower after a sharper than expected fall
in German industrial production, which
prompted economists to warn that
Europe’s largest economy was likely to
slide into a recession. London was
closed fora publicholiday.

Hong Kong’s benchmark Hang Seng
index rose 1.2 per cent, while China’s CSI
300 climbed 1.1 per cent. Japan’s Topix
‘broke ranks with the rest of the region,
falling 0.2 per cent.

Analysts were pessimistic that mar-
Kets in Asia would push higher without
improving economic data from China or
signs that the US Federal Reserve might
begin cuttinginterest rates.

“Overall, market sentiment has stabi-
lised, but T don't really think [the mar-
ket] can break through the waitand see,
up and down pattern we’ve been see-
ing,” said Dickie Wong, head of research
atKingston Securities.

sterling rose 0.3 per cent against the
dollar yesterday to its highest point
since April 2022 as investors looked
ahead to the latest Bank of England
monetary policy meeting this week.
‘Traders expect the central bank to raise
its main benchmark interest rate by
0.25 percentage points to 4.5 per centas
headline nflation persists.

Brent crude, the international ol
benchmark, rose 2.1 per cent to $76.90a
barrel, while West Texas Intermediate,
the US marker, was up 2.5 per cent at.
$73.10.

In government bond markets, yields
rose slightly as bond prices slipped fol-
lowinga sell-off on Friday. The yield on
two-year US Treasuries rose 0.04 per-
centage points to3.97 per cent.

Investors must switch their thinking to the short term as a liquidity crisis looms

MARKETS INSIG

Lori »

Heinel =

potential liquidity crisis is

looming over financial

‘markets. To prepare, inves-

tors must change how they

think about liquidity in
their portfolios. The past will not be a
guide.

There are three reasons driving our
concern. First, the macroeconomic
environment has shifted profoundly,
moving from the quantitative easing
stimulus programmes of central banks
totighteningon aco-ordinated basis.

Second, elevated uncertainty over
‘monetary policy is leading to height-

ened rates volatility. The focus of cen-
tral banks on avoiding 1970s-style infla-

liquidity risk. Many of the most damag-
ing market events are liquidity dnven,

selling bonds. In stress points, markets
mlght move more qulck]y than inves-

tion is clashing with ofa  yettheyarealsoprime hope.
sharp economic contraction that will  those with ready cash to pick up assets  How should investors prepare given
requireareturnto easing. atattractive prices. these challenges? They need to be nim-

Third, changes in the US Treasury
market have raised liquidity concerns.
The Treasury market has exploded,
growing more than fivefold over the
past 15 years, according to JPMorgan
Securities data. However, [PMorgan
found the number of primary dealers to
facilitate trading has stalled and market
depth in US Treasuries declined almost
60 per cent in 2022 tolevels only seen in
times of a crisis. In practice, this means
liquidity is more elusive than assumed.
‘This stress is visible in historically wide
bid-ask spreads for larger block trades,
even in the most liquid asset class,
accordingto Bloombergdata.

What are the implications for inves-
tors? They need to think more broadly
about how they are exposed to acute

https://ft.pressreader.com/v99f/20230509

Past cycles are not a guide for liquidity
dynamics in today’s markets. Investors
need to adopt a shorter-term mindset.
In the past, they could plan on market
and economic cycles that would play out
over many years, so they could prepare
portfolio reallocations with longer lead
times. This cycle, due to exogenous
shocks such as the Ukraine war, contin-
ues to be compressed with higher-inten-
sity market moves. Liquidity risks and
opportunities arrive quickly and are
shortlived, as the banking crisis of

ble, develop a framework to stress test
their assumptions on future liquidity,
and retain access to cash-like holdings

This cycle, due to
exogenous shocks such as
the Ukraine war, continues
to be compressed

to take advantage of liquidity-driven
rtunities.

So investors should keep an eye out.
for “air pockets” of market volatility.
Balance sheets are not as liquid as they
were. And the Federal Reserve has
removed liquidity from the market by

Fortunately, innovation in markets
and access toliquidity pools are helping
investors adapt. In fixed income, for
example, expanded market access via
electronic trading has lowered costs to

access liquidity. Product innovation has
introduced many liquid investment
vehicles — exchange traded funds for
one. These have helped institutional
and retail investors to trade efficiently
andat more transparent pricing.

Improved risk management tools
provide another important solution.
Investors should proactively identify
areas of stress through monitoring of
key indicators such as true trading vol-
umes at pinch points, costs and fund
flows while keeping a close examination
of marketareas that have suffered stress
in the past. If a potential risk issue is
identified, risk teams need swift meas-
uresto mitigate matters.

Investors should also prepare a
review of their weakest counterparties
— particularly those that are overex-
posed to some pockets of the market —
and stay in close contact with their cli-

S i

liquidity remains imperative. In the
past several years, we have learnt that
what is generally considered liquid has
turned out to lack those properties
when most needed. Liquidity is a far
broader concept that hinges as much on
market structure as it does on credit
quality or maturity.

Last, investors should also review
their allocations to illiquid assets. A sig-
nificant amount of money has flowed
into private credit, private equity and
other asset classes. As uncertainty
around capital calls mounts for those
investments, investors must hold liquid
assets to keep up with any demands.

Done well, managing liquidity can
enable investors to harness opportuni-
ties while avoiding downside risks to
preserve capital. It has seldom been
‘moreimportant.

LoriHeinelis global:

Diversification across sources of

at State Street Global Advisors
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74% of paper and 83% of paper-based packaging is recycled
info new products; one of the highest recycling rates
of any material in Europe!
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Aida

Royal Opera House, London
Abomination: A DUP Opera
Queen Elizabeth Hall, London

Alastair Macaulay

The 1953 Coronation opera season is
famous for bringing Maria Callas to Cov-
ent Garden in three roles (one of them
thetitle role in Verdi’s Aida) and for the
world premiere of Benjamin Britten’s
Gloriana, a work whose lasting virtues
were wrong for that year. London’s two
‘main operatic events of the 2023 Coro-
nation weekend were considerably less
splendid and historic — and were chalk
and cheese in idiom — but each joined
politics and music effectively.

The current Royal Opera House pro-
duction of Aida often seems anti-Aida.
Robert Carsen’s production, new in Sep-
tember 2022, is an antidote for those
who know Verdi’s 1871 classic in terms
of colossal stage architecture and for
glamorous spectacle. This staging
presentsancient Egyptas modern-dress
military state. Greys, greens and beiges
dominate the palette.

Carsen has fine-tuned his production
for a second cast of singers, conducted
by Mark Elder. Even though flaws
remain — why, for the finale, is the mili-
tary hero Radamés locked in a missile
store?—theresultis transformative.

1t now lives from within, principally
because of the performances by Ameri-
can soprano Angel Blue (making her
role debut as Aida) and South Korean
tenor Seokjong Back. Both of them
make much more of their words than
did Elena Stikhina and Francesco Meli
in September, with acting more physi-
cally vivid. Blue’s voice has bloom and
sailing power throughout its range.
Though she may still acquire more
detail and intensity, she’s already an
impressive incumbent of this taxing
role. As a heroic tenor who uses his eyes
well, Back is already a rarity; his Italian
diction gives new life to even incidental
words (“dirti” — “to say to you” — leapt

in ancient Egypt and Ulster

Soloman Howard as Ramfis and Elina Garanca as Amneris in ‘Aida’, which stars Angel Blue (below) — fristram kenton

outwith real feeling in his opening recit-
ative); his singing combines sweetness
withstrength.

As Amneris, Latvian mezzo soprano
Elina Garanéa reaches yet another peak
in her glorious career. She has vocal
and physical glamour, incisive power,
telling verbal utterance, convincing

anguish. Since Covent Garden’s 1977
revival, my yardstick for this role has
been Fiorenza Cossotto; now Garanca
gives me another. Elder’s conducting
was propulsive, marvellously breathing
conviction into Carsen’s bleak vision of a
‘militarised nation in which religion and
arms work together. xkokk

The good and bad sides of Abomina-
tion: A DUP Opera are both striking and
obvious. It begins with speech, in which
we all hear the words, but soon moves
into singing, where the words are often
unintelligible, even though the per-
formers are miked. Composer and
director Conor Mitchell compounds this

then DUP member of parliament Iris
Robinson used it to denounce homosex-
uality. And yes, this is the same Iris Rob-
inson who, it later emerged (as shown
here), had been having an extramarital
affair with a 19-year-old even while
comparing homosexuality to the sexual
abuse of children.

There is no linear narrative in Abomi-
nation. Instead, it is opera as fragmented
psychodrama, where bigotry, religion,
, journalism and gay rights cam-
ionally asa
ity becomes
the point, sometimes as a portrait of
hypocrisy, generally as a demonstration

h i fonis

problem with his ion, where
brass and percussion often drown dic-
tion. Yet very soon we hear enough
words — and see enough action — to be
caughtup in acomplex drama.

Yes, this DUP is the Democratic
Unionist Party of Northern Ireland, the
word “abomination” taken from an
infamous 2008 radio interview in which

carried, brilliantly, by the soprano
Rebecca Caine. Her Robinson combines
burningly neurotic conviction with riv-
eting vulnerability. sk

“Aida’ to June 1, roh.org.uk. ‘Abomination”
continues to Brighton Festival, May 9-10,
brightonfestival.org

Don Giovanni

Metropolitan Opera, New York
Hkk ke

Clemency Burton-Hill

Watching the first night of the Met-
ropolitan Opera’s superb new pro-
duction of Don Giovanni, I was
struck anew by the fact that some
operas can somehow brush their
1787 selves off to meet a contem-
porary moment with uncanny pre-
cision. And, when that happens, it
makes the accusations levelled
against opera (for being too old-
fashioned or i ible, say, or

wretched Leporello ifwe enjoy any
aspects of Don Giovanni? And does,
any of this matter?

Inthe Met's impressive and per-
fectly cast production, Belgian
theatre director Ivo van Hove,
together with French contralto-
conductor Nathalie Stutzmann,
attempt to solve some of the lay-
ered conundrums of Don Giovanni
with skill and intelligence. Van
Hove and his technical team have
created a believable context and
texture, with occasionally chilling
results. Meanwhile, Stutzmann
and the Met orchestra impart a
particular energy — a kind of
vivacity and lyricism underscored
by extreme darkness — into,
Mozart’si

culturally irrelevant, or inaccessi-
ble) moot. And that the excellence
of a contemporary production
combined with centuries-old
artistic material that is, by most
‘measures, still exceptional, can
complicate one’s response to it,
generatinga few unanswered — or
unanswerable —questions.

The richness of the experience I
had on Friday — in the same week,
incidentally, that Donald Trump,
another ultra-powerful and noto-
rious womaniser, was on trial for
rape and battery in this very city
(charges he denies) — was com-
plex. Ttried not to seek resolution
for the most confounding ques-
tions that always surface around
Don Giovanni. Is it just a straight-
forward morality play? Are we
humans — especially we females —
so weak, so fallible, so gullible? Is
Giovanni simply “motivelessly
‘malign”, as Coleridge memorably
put it, considering Shakespeare’s
similarly perplexing ago? What i
to be made of Donna Elvira's mad-
dening sympathy towards him in
the face of his monstrous callous-
ness towards her, or Don Ottavio’s
increasing desperation to wed the
grieving Donna Anna? Is that all
about sex? And what about us, in
response to this harrowing yet
occasionally humorous and very
human tale? Does the combina-
tion of pure charisma, great stage-
craft, vocal ability and musical
beauty courtesy of the 33-year-old
Mozart, apparently no angel him-
self, complicate our relationship to
it2 Do we become as complicit as

From the moment that Don
Giovanni (star Swedish baritone
Peter Mattei) attempts to rape

Peter Mattei as Don Giovanni

Donna Anna (soprano Federica
Lombardi), who is, of course,
betrothed to Don Ottavio (Ben
Bliss), then coolly, but mortally,
shoots her father, Alexander
Tsymbalyuk’s Commendatore, we
understand that we are in for an
emotional rollercoaster.

But in the end, its questions are
not so easily resolvable, particu-
larly for anyone unconvinced by
the fate that befalls Don Giovanni
(spoiler alert: he’s going into the
flames of hell, after a dinner date
that goes spectacularly badly).
Instead, we could simply take this
magnificent production at face
value. And what valueitis.

Tojune 2, metopera.org
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A celebration not quite fit for a King

Second-tier music acts put on
aless-than-stellar display at
the Coronation Concert,
writes Ludovic Hunter-Tilney

s a token of the waning power of
the British monarchy that Adele
and Harry Styles aren’t apprehen-
sively contemplating Traitor’s Gate
at the Tower of London and plotting
emergency escape routes to France. For
they are reportedly among the big
names to have said no to performing at
the Coronation Concert. The call went
out from kingand country, but Britain’s
top pop stars apparently had other
pressing engagements. Perhaps with
shampoo and conditioner. Or maybe
their notifications were switched off.

Tt wouldn't have happened in Henry
VIIT's day. However, the Carolean acces-
sion of 2023 must reckon with the
diminished tools of command at mod-
ern royalty’s disposal. Which is a fancy
‘way of saying that King Charles III’s cor-
onation party was several gems short of
the full diadem.

The event was organised and broad-
castlive by the BBC and took place at

Katy Perry led a huge singalong to
her hit single ‘Roar’ — teonnearcery

ters. D] Pete Tong beamed from behind
his console as two singers belted out an
orchestral version of his Ibiza anthem
“FeeltheLove”.

So began a concert that was closer in
spirit to the cheesy inanity of the annual
Royal Variety Performance than a mag-
nificent inflection point in British pomp
and flummery. Hugh Bonneville was the

mper i jokes. Som

Windsor Castle, the
royal palace in Europe. Never bcforc
had so many subjects gathered within
itsregal precinct. Twenty thousand peo-

stilted banter with Kermit the Frogand
Miss Piggy was particularly dire: Wind-
sor Castle's gardeners will have alot of

ages and ethnicities. There was the odd
bowler hat with Union Jack fluttering

d-down mix of dtodlearavay.
‘The new Ki lobal set of dli

countries with a vast. expanse of musical

tyles. Strangely, tson the

Welsh opera singer Bryn Terfel did a
thunderous duet of “You'll Never Walk
Alone” with Italian tenor Andrea
Bocelli, both roaring away like the air-
craft overhead on the flight path to Hea-
throw. Chinese classical pianist Lang
Lang tinkled the ivories in accompani-
‘ment with Nicole Scherzinger, who did a
cut-price Céline Dion impression on the
Disney ballad “Reflection”, all clenched
fists and grappling-hook high notes.

In a sign of the evening’s undazzling
star-wattage, a susurration of excite-
ment went through the audience at the
announcement of “international super-
star” Lionel Richie. The old stager
played it like a pro, propelling himself
upright from piano stool to lip of stage
with microphone during the big key
change in The Commodores’ “Easy”.
‘The Royal Box clambered to its feet and
jiggled decorously.

“Global pop icon” Katy Perry was
fresh from her scene-stealing cameo at
the coronation ceremony involving an
impractical fascinator the size of a UFO.
Hatless tonight ina big golden frock and
dispensing regal US showbiz greetings,
she brought 1,200 years of monarchy to
some sort of a culminating point with a
huge singalongto “Roar”.

The highlight was a breathtaking dis-
play of drone lighting technology that
created images of the natural world in
the night sky during a section of eco-
messagmg Next to that, the evening’s
were distinctly under-

from its dome, but tourist-postcard dis-
plays of sartorial royalism were other-
wise scarce among this cheerful cross-
section of High Street Britain, winners
ofaticketlottery.

“The sun is out and we have a king!”
cried the warm-up DJ, BBC Radio 2’s
Scott Mills. The orb in question sank
behind the castle, which in turn stood
behind the stage, a spectacular setting.
Thousands of little Union Jacks were
waved, a plasticky sea of red, white and
blue. All heads swung round to the
Royal Box when King Charles and
Queen Camilla entered with other
members of the royal family.

Rave reviews had been received for
the music the day before at Westminster
Abbey, handpicked by the King. Handel
trended on Twitter, while Zadok is
bound to join Noah and Olivia among
Britain’s most popular baby names in
nine months’ time. An opening salvo of
Kettle drums and trumpet fanfares sug-
gested more of the same from the stage
at Windsor Castle. But then the conduc-
tor of the Household Division Regimen-
tal Bands waved the baton as though
possessed, and ranks of orchestral vio-
Tinists started sawing away like carpen-

bill hardly reflected this. Nigerian
Afrobeats singer Tiwa Savage per-

‘whelming: “British pop royalty” Take
That, or rather the three remaining
members. They ended the night with
ponderous anthem “Never Forget”,

formed version of
her song “Keys to the Kingdom”. A Com-
‘montwealth choir appeared with veteran
British rocker Steve Winwood for his hit
“Higher Love”. English acts featured

by military drummers.

No sooner had it ended than all
present swivelled around to applaud
King Charles Il fiddling with his
cufflinks in the Royal Box. Perhaps

heavily, i -of-the-
road types such as Olly Murs and Pal-
oma Faith. The other countries of the
UK were under-represented.

asly had taken

place. Majesty’s lustre couldn't help
But otahine that ofshowbizatthe Coro.
nation Concert.

Take That
appeared
alongside
‘military
drummers
but sans
Robbie
Williams
G Jackson/Gety
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The supermajor says it is investing billions in low-carbon technologies in recognition of a changing world.
Pressure from shareholders has also played a part — as have generous US tax incentives.

By Justin Jacobs

Exxon’s turnround on clean energy

xxonMobil’s top executives

went into the company’s

yearly shareholder’s meeting

in May 2021 confident it was

set to win a proxy fight with
activist investors over its approach to
climate change.

Then the votes started rollingin and it
soon became clear that Exxon had a full-
blown revolton its hands.

Engine No 1's campaign tapped into a
deep well of discontent among larger
investors at Exxon — the corporate
embodiment of the age of oil, that long
denied and cast doubt on man-made cli-
‘mate change, and strode the global stage
with more wealth and power than many
nations.

The company was stuck in the past,
the campaign argued, failing to position
itself for a coming shift to clean energy
and addicted to big spending on oil and
gas projects that no longer made finan-
cial sense. “This was a complete failure
in running the business,” says Chris
James, founder of Engine No1.

But two years on from the landmark
shareholder uprising, James says he sees
signs that the proxy fight set Exxon ona
new trajectory, pointing to a number of
changes that he says were pushed by the
campaign.

Exxon has promised to inject billions
of dollars into a new business line
focused on what it calls low-carbon
technologies suchas carbon captureand
hydrogen. It has also kept a tight grip on
spending even as oil and gas prices rose
in the wake of Russia’s full-scale inva-
sion of Ukraine.

The company has also brought out-
siders into key senior roles, including
leading the energy transition effort,
which many see as a big cultural change
atacompany that historically promoted
those steeped in the Exxon worldview
intoitsupper ranks.

“Setting up a low-carbon solutions
business, T would chalk that up as a
definitive win for what we were talking
about,” says James, whose campaign
won three seats on Exxon’s board. “This
was a company that was kicking and
screaming going into the energy transi-
tion and then started talking about it
afterthe campaign.”

But has Exxon changed? The com-
pany says it is pouring cash into lower-
emission ies. But criti it

Two years on
froma
landmark
shareholder
uprising over its
approach to

H h

gies that could profit from the energy
transition marks a profound shift in
messaging from Exxon.

For decades, the company down-
played the threat of clean energy to its
Dusiness, lobbied against government

built at a significant scale and the
projects that have been set up have
often trapped far fewer emissions than
advertised. While hydrogen is a com-
mon input for heavy industry, hardly
any of it is produced cleanly, and bio-

ExxonMobil
claims to be ona
new trajectory.
Yet activists,
such as those

efforts to red: ind actively

largely niche product.

set out to cast doubt on the science of
climate change, even as it own scientists
were coming to similar conclusions
as the broader scientific community,
internal documents released in recent

is only about 10 per cent of overall
spending over five years, and that the
company remains fundamentally wed-
ded toa future of ever more demand for

in
New York, right,
argue that

Exxon’s focus on

Woods has denied that Exxon spread
disinformation about the climate and

Climate activists and analysts say
Exxon is focused on hydrogen and car-
bon capture and storage because it sees
them as a way to extend the fossil fuel
eraand fend off electrification efforts in
markets key to future oil and gas
demang

favoured green technologies into the
law alongside subsidies for wind, solar
and battery projects.

The bill includes a subsidy of $85 a
tonne of CO; for projects that capture
and store the emissions, and up to $3a
kilogramme of clean hydrogen pro-
duced, which analysts say makes a huge
number of projects that previously
lacked a viable business model sud-
denly potentially very profitable.

Jeff Ubben, the activist investor and
member of Exxon’s board of directors,
said at an event recently that the IRA

Prior, extravagantly

said in 2021 that the pany has “long

fossil fuels — a future all serious climate
models say would unleash huge envi-
ronmental damage.

Some say this shift is less about a new-
found belief in the need to transition to
cleaner energy and more about taking

ds f the Biden ini i

like carbon
capture isan
attempt to
extend the fossil
fuel era

FT montage; Gefty Images/
Dreamstime,Eduardo Munaz

flagship climate law, the Inflation
Reduction Act, which includes generous
subsidies for green technologies.

The question of Exxon’s commitment
to change has taken on new dimensions
in the ener that followed
Vladimir Putin’s invasion of Ukraine.
This crystallised competing visions of
how the world will power itself in the
future: the oil industry’s view of contin-
ued reliance on its core products; or an
alternative one that breaks free of the
fossil fuels that have given corporate
titans such as Exxon — and autocrats
like Putin — incredible riches and
power.

“This is not the Exxon of even five
years ago, they've read the tea leaves
and they understand they need to
project a different image,” says Andrew
Logan, a senior director at Ceres, which
co-ordinates investor action on climate
change and backed the Engine No 1
campaign.

“Whatis still unclear is whether this.
just an exercise in messaging and PR or
whether there’s real commitment to a
new strategy.”

Anew narrative

Last month, Exxon’s chief executive,
Darren Woods, fleshed out the com-
pany’s new energy transition strategy in
the most detail yet, telling investors that
efforts to cut emissions were creating
markets worth trillions of dollars that
the firm wanted totap into.

“The world’s climate challenge is
immense and the opportunity it creates
isequally immense,” says Woods.

Dan Ammann, whom Exxon hired
from General Motors’ self-driving car
unit to run its low carbon efforts, says
that the business could one day grow to
be “larger than ExxonMobil’s base busi-
ness is today as the world approaches
netzero”.

The sudden bullishness on technolo-

Images

the reality and risks of
climate change”.

Unlike European oil major rivals such
as BP, Shell and TotalEnergies, Exxon is
not ploughing cash into big wind and
solar projects or trying to crack into the
battery business. Woods in 2020 dis-
missed those companies’ climate targets
asa“beauty competition”.

In Exxon’s view the energy transition
will involve a lot of electrification for
things such as power generation and
automobiles. But it argues there will be
large swaths of the economy like heavy
industry and long-range transportation
that will be difficult and costly to elec-
trify and will need to be decarbonised by
trapping emissions or deploying hydro-
gen made from gas or swapping today’s
fossil fuels for biofuels.

Exxon is betting on those technolo-
gies —biofuels, carbon capture and stor-

in energy i ions have
not lived up to Exxon’s hype. Logan of
Ceres points to the company’s decade-
plus long push to make biofuels from
algae, which the company for years pub-
licly touted as its flagship climate initia-
tive, including in multiple high-profile
Super Bowl advertisements.

But the technology ultimately never
went anywhere and Exxon quietly
dropped its algae programme this year.

Exxon’s Ammann acknowledges that
the talk around carbon capture and
hydrogen has outpaced the reality.

“One of the things that’s been interest-
ingto me cominginto this space, is there
have been lots of press releases and lots
oftalk, frankdy, but there have been very
few real definitive project agreements,”
hesays.

But he points to a string of deals
Exxon has announced in recent months
for new hydrogen and carbon capture
project: i the business is

age, and 1 hydrogen —
which it says are more closely aligned
with its expertise and deep experience
in the oil and gas business. “The world
needs to establish a new industry, a car-
bon-reduction industry with new value
chains and products, and we need it
sooner rather than later. These needs
play to our strengths,” says Woods.

Yet the strategy has many critics.
Although the International Energy

“moving off PowerPoint and into the
real world”.

The company has committed to
building a new hydrogen production
facility in a major refining and petro-
chemical hub outside Houston, Texas.
It will be a so-called “blue” hydrogen
facility, a novel venture in which it uses
carbon-intensive natural gas to produce
the hydrogen but captures and stores

Agency and the UN'say tt I

gies will play a key role in helping the
world get to net zero, carbon capture
and storage has never been successfully

Exxon’s shares have beaten rivals since
boardroom defeat
Share performance vs oil majors and S&P 500, % change

since end-May 2021
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the plant’s CO,

Last montbh, it signed a deal with UK-
based chemicals company Linde. Exxon
says it will transport 2.2mn tonnes a
year of CO; from a new Linde hydrogen
facility on the US Gulf Coast and perma-
nently store it underground. Those ini-
tial projects could start generating cash
by 2025, Amman says.

IRA incentives

It is an open question whether any of
these investments would have been
greenlit without the subsidies for car-
bon capture and storage and hydrogen
in the Inflation Reduction Act. The
Projects position the company as poten-
tially among the IRA’s biggest winners.
ExxonMobil and others in the indus-
try lobbied Joe Manchin, a Democratic
senator from West Virginia, who played
akey role in shaping the IRA, to get the
incentives for oil and gas companies’

couldlead to the ipany’s low-carbon
spending “number goingup —upalot”.
He said that most Exxon shareholders
would not support spending on low-
profit clean energy projects, but that
the IRA’s tax incentives had potentially
putreturns “into double digits”.

“It’s difficult if you're the CEO — or
want to be the CEO — to lead the decar-
Dbonisation of energy across the existing
infrastructure and then do it at a subpar
return. Your investors may fire you,”
saysUbben.

Still pumping

While Exxon says it wants to expand
into new low-carbon businesses, itis not
retreating from oil and gas. Rather, it
plans to bolt the low-carbon business on
toagrowingoil and gas business.

The company plans to expand its oil
and gas production by 3 per cent a year
through 2027, setting it apart from its
European rivals that say they are hold-
ing output steady or letting it decline.
Exxon is rapidly expanding output in
the massive Permian Basin shale oil-
fields in west Texas and New Mexico,
and analysts say the company, flush
with cash, could be on the hunt for a big
deal in the shale patch or elsewhere.

Itis also ploughing billions of dollars
intoa massive deepwater oil project off
the coast of Guyana in Latin America,
amongthe largest discoveries the indus-
tryhas seen in decades.

Exxon’s bet on oil and gas has paid
off over the past 18 months as surging
oil and natural gas prices after Putin’s

‘Thiswasa
company
going into
the energy
transition
kicking
and
screaming,
which then
started
talking
aboutit’

‘Whatis
unclear is
whether
thisisjusta
messaging
and PR
exercise or
ifitis really
committed
toanew
strategy’

invasion of Ukraine made the company
‘more profitable than ever.

Tt racked up nearly $56bn in profits
last year and its shares have soared to
new record highs, far outpacing Euro-
pean oil major rivals Shell and BP that
had been emphasising their transition
out of fossil fuels. Both these companies
now say they are slowing their shift
away from oil and gas, a move broadly
welcomed amonginvestors.

Exxon argues it can continue to
expand its oil and gas business and
remain aligned with global efforts to
reduce emissions as laid out in the Paris.
Agreement by cleaning up and offset-
ting emissions from its own operations.

But Neil Quach, an analyst at Carbon
‘Tracker, a climate-focused think-tank,
says the company’s strategy is not Paris-
aligned because it ignores the emissions
that come from people burning the oil,
gas and fuels that it produces, or so-
called scope 3 emissions. These account
for more than 80 per cent of total emis-
sions related to Exxon — about 540mn
tonnes of CO; a year, nearly as much as
the total CO; emissions of Canada.

The company’s investments in fossil
fuels might make financial sense in the
short term, but Quach says these costly
new oil and gas developments are “at
risk of being stranded in a fast-transi-
tioningworld”.

Exxon has also been subject to shift-
ing political winds on fossil fuels. Joe
Biden, who campaigned ona green tran-
sition, has changed course after last
year’s war-driven surge in fuel prices
and pressed Exxon to lift output.

The Biden administration has
become more focused on energy secu-
rity and affordability of supplies in addi-
tion to slashing emissions. It has opened
political space for new fossil fuel devel-
opment — Biden recently approved a
major Alaska oil project and has
resumed auctioning drilling right in the
US Gulf of Mexico — and brought some
investors back to the oil and gas sector.

Even so, many investors are looking
to keep the company’s climate strategy
in the spotlight. Legal & General Invest-
ment Management, the UK asset man-
agerand a top 20 shareholder in Exxon,
has put forward a new climate resolu-
tion for the upcoming May 31 annual
shareholder meeting. It would require
the company tomake new disclosures of
the financial risk if a quick drop in fossil
fuel demand forces closures to its down-
stream fuel production facilities.

The proxy fight “changed the narra-
tive”, says Dror Elkayam, an analyst at
LGIM, but Exxon’s green energy spend-
ing levels remained “quite low com-
pared to its European peers”.

“Whether the company is really
increasing the level of ambition on cli-
mate change, we'll have to wait and see.”

Additional reporting by Myles
McCormick

13/16



2023/5/9 09:27

14

FINANCIAL TIMES

Financial Times Asia

Tuesday 9 May 2023

The FT View

FINANCIAL TIMES

“Without fear and without favour’

A defining election for Turkey

Increasingly autocratic
Erdogan faces the most
united opposition in years

After dominating politics for two dec-
ades, President Recep Tayyip Erdogan
faces the toughest political challenge of
his career as Turkey prepares for parlia-
mentary and presidential elections on
Sunday. Most polls give opposition
leader Kemal Kiligdaroglu, who is
backed by a six-party alliance, a slight
lead over the incumbent. The presiden-
tial race may go toa second round.

That would be a first for Turkey.
Erdogan has masterminded multiple
election victories since he led his Justice
and Development party (AKP) to power
in 2002. But this contest is on a knife-
edge. The critical question is how the
strongman responds if he feels his rule is
seriously under threat. The 69-year-old
has displayed i ingly autocratic

ft.com/opinion

tendencies over the past decade and

power around the all-pow-
erful presidential system he adopted
aftera 2017 constitutional referendum.
Itis clear that Turkey’s elections are no
longer fully free and fair. As he has edged
closer to one-man rule, Erdogan has
hollowed out and politicised state insti-
tutions. He happily uses state resources
to bolster his political campaign. The
media has bccn muzzlc(l A state of

of Istanbul from the AKP in 2019, the

election body ordered a rerun after question is how

Erdogan claimed the contest was rid-
dled with “irregularities”. Imamoglu
‘won the second vote, and the result was
accepted. But the decision to annul the
first results smacked of political influ- i
ence
Erdogan in Sunday’s contest.

The opposition s at its most united in

uck by the
eanhquake in February, which killed
50,000 people and displaced 3mn, is
duetobelifted just days before the vote.

Allegations of voter intimidation and
irregularities have become the norm.
Opposition officials have been prose-
cuted and jailed; Selahattin Demirtas,
former co-leader of the Kurdish-domi-
nated Peoples’ Democratic party
(HDP), the third largest political group,
has been in prison since 2016. There are
serious concerns about the independ-
ence of the High Election Board.

When opposition candidate Ekrem
imamoglu narrowly won the mayorship

rears. It its faith in its ability to
monitor voting and counting at polling
stations across the country, believing it
will only be possible to manipulate a
small percentage of ballots. Yet the closer
the contest, the greater the fear of rig-
ging or a disputed result. Turkey’s inte-
rior minister has portrayed the election
asawestern “political coup attempt”.
Itis not just Erdogan’s hold on power
thatis at stake. The election takes place
with the economy in crisis, with soaring
inflation and thelira at record lows. The
president’s unorthodox monetary pol-
icy is responsible for much of the car-
nage. He railed against interest rate

The critical

the strongman
responds if he
feels his rule

s seriously

and there s far more at stake for  ynder threat

rises even as inflation rose, and neu-
tered the central bank’sindependence.

His slide towards authoritarianism
and disastrous economic management
have already tarnished his legacy. Dur-
ing his first decade in power, Erdogan
cast himself as pro-European and pro-
business. He was credited with oversee-
ing a transformation in infrastructure
during a period of prosperity. But his
second decade has been marred by an
attempted coup, sweeping purges of the
military and civil service, and fraught
relations with Turkey’s western allies.
He has cut an increasingly isolated fig-
ure, surrounded by sycophants and out
of touch with the economic malaise.

Yet in a deeply polarised nation,
Erdogan is arguably Turkey’s most
popular politician, with strong support
among his conservative base. Coupled
with the unlevel electoral playing field,
this means it would be rash to bet
against him. If he does lose, he should
accept the results. Turkey’s proud his-
tory of democracy is on the line.

Opinion Society

Was Cleopatra black or
white? Answer: neither

Ewan Wit

Stephen
Bush

hat s it about Cleopa-
tra, anyway? The cast-
ing of Gal Gadot, an
Israeli, to play Egypt's
last pharaoh in a
forthcoming film, sparked condemna-
tion in the US, the UK, Egypt, much of
the Middle East and Africa. How could
Gadot, a light-skinned woman, play
Cleopatra? Now the casting of Adele
James, a mixed-race British actor, ina
new Netflix documentary, has trig-
gered an explosion of its own. The
FEgyptian antiquities ministry went so
far as to issue a statement: Cleopatra,
itsaid, was light-skinned, not dark.
Sois Cleopatra black, or white? The
answer is “neither”. These are terms
that had absolutely no meaning in the
ancient world, and which change their
significance constantly in our own
time. When Rishi Sunak was born, the
British state classified his ethnicity as

These were terms that had
no meaning in the ancient
world, and now change
significance constantly

“African Commonwealth” and the
British Household Survey classified
him as “coloured”. Now he is the UK’s
first British-Asian prime minister and,
all other things being equal, by the
", as far as the
British state and society is concerned,
will probably have changed again.

The Ptolemaic dynasty, of which
Cleopatra was the last ruler, hailed
from Greece, though her mother’s ori-
gins are unknown. Her sister’s skele-
ton, according to a BBC study in 2009,
resembles that of an African. That
said, maybe don’t put too much store
by it: I recently discovered, thanks to
some cool new optician’s technology,
that T have Asian eyes, presumably
from my Cape Malay grandfather.

As far as Cleopatra goes, bas-reliefs
and statues depict someone not unlike
the Egyptian women you might meet
today. She was not, in any modern
sense of the word, “black”. Coupled
with the fact that Cleopatra was the
first member of the dynasty to speak
Egyptian (her first language was
Greek), that means some see the last
pharaoh as the dynasty’s first
“proper” Egyptian leader”.

Today’s uproar is partly about how
Egypt sees itself: an Arab country on
the African continent with a fraught
and contested relationship with both
those identities. Abuse aimed at James

i
is part of the same political trend that
leads Tunisia’s president, Kais Saied,
to claim there s a plot to replace Tuni-
sia’s Arabic population with migrants
from Sub-Saharan Africa.

But it is also a fight over a western
identity that came into being thou-
sands of years after Cleopatra’s reign:
black William  Shalk
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How hobbling China’s economy risks making war more likely

Gideon Rachman (Opinion, April 25) is
right to be concerned about
Washington’s long-term strategy to
avert war with China. How can the US
increase the costs to China of a
hypothetical invasion of Taiwan when
Beijing is already convinced the US is
bent on strangling its economic

export controls of advanced
semiconductors to the People’s
Republic of China while issuing billions
of dollars of subsidies and tax credits to
reshore the domestic manufacturing of
“strategic resources” ranging from
chips to solar panels.

The problem with this policy vis-a-

of Taiwan. What China cannot import
it will learn to develop itself — reducing
its reliance on global markets and the
ability of the west to exert influence on
the Chinese government. In this sense,
aself-sufficient China is a more
dangerous China as it will be
increasingly likely to gamble on a risky

stability” with China is not
protectionism. It is rediscovering our
core liberal values of free trade and fair
competition. We must convince the
Chinese we seek to compete with them,
not hobble their economy. Only then
will they be convinced that we are
acting in good faith and return to the

mmp ey dindloe | ehnsinayimmicss | s || oyt
d.TheBiden | d reduces Beijing’s to be more resilient. Dylan Nakano Shepard

ad.zmmstrauon has launched tighter anticipated costs in a possible invasion Therefore, the pathway to “strategic | San Francisco, CA, US

The kind of regulation Are education publishers | Make bosses grant

Big Tech would welcome the Al canary in coal mine? | put options to investors

Tan Hogarth calls for greater regulation
of companies developing “God-like”
artificial intelligence, saying he
believes the individuals working at the
frontier of Al would “sincerely
welcome governments stepping in”
(Life & Arts, April 15).

Tagree. For policymakers seeking to
address risks without stifling future
innovation, there is a sensible middle

described her as “tawny”, the same
word that founding father Benjamin
Franklin, one of America’s early race
theorists, would later reach for, think-
ing it applied to parts of Africa and
pretty much all of Asia. (The remain-
der of Africa, in his view, was black.)

“Blackness” became part of how the
removal of rights — to property and
workplace protection, even to owner-
ship over yourself — was justified dur-
ing much of the modern era. In many
parts of the world, “black” is some-
thing you very much don’t want to be:
note that Egypt’s antiquities ministry
had less to say about casting a former
Israel Defense Forces reservist as Cleo-
patra than a mixed-race British one.

Given what being declared black has
often meant for people, it’s unsurpris-
ing that Egyptians reject it. They want
their own history faithfully recorded
and told. Consider the new, uneven
biopic Big George Foreman. The star,
Khris Davis is darker-skinned than
the boxer Foreman, just as James is
darker-skinned than Cleopatra. The
difference is that Foreman, like all
African-Americans, is still grouped
under the umbrella term “black”,
which means anyone who qualifies
counts as accurate enough casting,
just as the experiences of anyone in
the black umbrella are seen as conter-
‘minous with everyone elseinit.

The history of racial categories is,
pretty consistently, that they become
‘more complicated and specificas peo-
ple feel more comfortable. The UK isa
‘more tolerant place than it was when
it considered Rishi Sunak and me to
both be “black”. Small wonder that
‘most Egyptians wantlittle to do witha
label that can flatten identities into an
amorphous blob.

In practice, what the depiction of
Cleopatra shows us is that whether or
not you are “black” is decided by soci-
ety, by the state and by the market. I
can insist that T have Asian eyes but T
am not going to persuade a Hollywood
studio I'should star in a Gandhi biopic
anytime soon.

Tcan point out that, actually, most of
'my immediate genetic ancestry is some
variation on the standard administra-
tive category “white British” to my
heart’s content but I'm still seen as
dark-skinned and therefore “black”.
And in a globalised world where more
and more of us speak English, ulti-
‘mately, the question of whether or not
you are black or white will, for good
andill, be decided by an American.

stephen.bush@ft.com

https://ft.pressreader.com/v99f/20230509

ground.
wanting to train large, general-purpose
Almodels should have to apply to a
regulator for a certification, granted
only if they demonstrate they have met
certain safety requirements. This
would only touch a handful of big
technology companies, and
increasingly individuals I speak to at
these companies are in support of this
kind of regulation.

Far from inhibiting innovation, this
kind of certification regime could
safeguard and stimulate a thriving AT
market in the UK. The government’s
current plans place the regulatory
burden on smaller companies. By also
putting requirements on Big Tech,
small and medi

3 NE PLEDGED ALLEGIANC!
To TELEVISION

assurances that safety and ethics issues
are also being addressed further up the
supply chain, reducing their liability.
The decisions the government takes
now will determine how AT shapes our
society. It should start by providing
rigorous oversight over how Al is
developed — not just how it is used.

would be incentivised to brmg their
Al applications to the UK, given

Jess
Head of Al Policy, The Centre for
Long-Term Resilience, London SW1, UK

Last week Geoffrey Hinton resigned
from Google’s artificial intelligence
research division lamenting the
nascent technology’s potential for
future harm to humanity and his
potential contribution to that (Report,
May 3).

Separately, you report that education
publishers Pearson and Chegg had been
caught up in a market chill after the
latter felt it necessary to warn investors
that AT alternatives over time may have
an impact on its business (“Al claims
first scalp as shares in education sector
tumble”, Report, May 3).

Existentially, may I suggest that if
Al-driven educational providers
replace the incumbents, then who are
they educating to do what occupations?

‘That would suggest a diminishing
pool of human students over time,
entering a rapidly eroding employment
market where any role is at risk of
being eclipsed by a computer. So as a
human being, why get an ed

While bank regulation is the hot topic
dujour, and everyone rushes to
identify and shut the latest stable door,
‘might sticks as well as carrots help
executive performance (“The UK must
learn its own lessons from the banking
crisis”, Opinion, April 3)?

Executives receive options on the
dubious premise that their actions
somehow drive share price
improvement. If their actions do affect
the share price, then clearly declines in
the share price must also be the result
of their incorrect or omitted actions.
1t’s time for individuals receiving call
options to grant put options to their
shareholders, ideally at the same strike
price and volatility as their usually
underpriced call. What a treat to
receive the premium up front, and
‘what an added incentive to perform!

Is it too much to hope that key
executives could be forced to each hold
asingle unlimited liability share —
sharing d Iders’ and

Hinton has received much criticism
for his opinion. Perhaps last weeks
miniature market fluctuation is a
canary in the coal mine.

James Morris
Malmesbury, Wiltshire, UK

shareholders’ risk of ruin as a
consequence of their actions or
inaction? Would that be asking too
much?

Adam Thomson

Collingwood, Vic, Australia
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The curious
caseof the
missing
Spanish
afternoon

by Barney Jopson

hen I first moved to
Spain last summer, T
felt strangely
disorientated. I could
‘hardly blame culture
shock — I'd been visiting the country
for years before I moved to Madrid. I
speak Spanish. T have Spanish family.
But I'd never lived here, an
something was out of place. Then a
chance comment from a friend
crystallised the problem. “The thing
is that in Spain you have no word
for the afternoon,” she said. And she
was right.

Tknow the online dictionaries will
tell you otherwise — that the
afternoon translates into “la tarde” in
Spanish. But it’s more complicated
than that. The tarde is not a neatly
defined word that covers a discrete
segment of the day before evening.
Because what’s the word for evening
in Spain?It's “la tarde” too.

Yes, slippery but hegemonic, the
tarde reigns over it all, an amorphous
concept that spans a chunk of the day
so large that other languages need two
words for it. The tarde resists control,
and there is no social consensus on
‘what it means. Spanish people
themselves cannot agree when it
begins or ends. “In that sense there’sa
chaos in Spanish life;” says Fernando
Vilches, a linguist at Rey Juan Carlos
university. I think we can give my

5 ing shock.

But which hours? No one agrees with
‘me that the tarde starts at midday. A
government minister told me he
greets people with “buenas tardes” if
he starts a speech at 12.30pm. “But if
it’s 12pm and you say that people give
you a funny look” A lot of clockists
say the tarde starts at 2pm. But there’s
2 4pm faction too.

Then there are the foodists, who
carve up the day not by hours but by
meals, which in Spain are often long,
Tate and convivial. For those who say
the tarde doesn'’t begin until you've
started lunch, that can mean half-past
two, three or even later. But for many
older people it doesn’t begin until
you've finished eating, which gets you
beyond 4pm or even Spm.

A big lunch with clients can start
with beer, spiral through wine, and
end with a shot of pacharan, followed
by agin and tonic in the bar next door.
“Then it’s back to work at 6pm,” says
Vilches. “You do that to a poor
American and he’s drunk, sleepy and
‘wants to go home. So we have to
change things a bit.” And indeed
change has begun: a lot of companies
have dropped the standard two-hour
Tunch break so people can get home
earlier to their families.

Spain’s famed post-lunch siesta is
also not as common as you'd think.
The only people I know who have
regular weekday naps are in nursery

affliction a
Spaniards divide the day by
different parameters. The ones I'll call
clockists, often youngsters who've
lived abroad, think in terms of hours.

or . One is my relative
Marcelino, 70, who says the tarde
doesn’t begin until he wakes up at
around 7pm. But more people nap in
the summer, as the blistering heat

‘makes it hard to do anything without
aircon. When a big part of the day is a
write-off, perhaps you don’t need
words for afternoon and evening.

By 9pm the early birds are starting
dinner. But nine to ten is a grey zone
where greeting anyone with “buenas
noches” rather than “buenas tardes™
can elicit one of those funny looks. At
weekends there are still kids in the
playgrounds at 10.30pm. You can
make restaurant reservations at a
quarter to midnight.

Daniel Gabaldon, a sociologist at the
University of Valencia, says this is all
connected to another curiosity:
‘mainland Spain is in the wrong
timezone. If its clocks were set
according to the position of the sun, it
would be on the same time as the UK
and Portugal. But instead it is one
hour ahead, because in the 1940s the
dictatorship of Francisco Franco
decided Spain should be aligned with
Nazi Germany. For half the year,
Spain sets its clocks to solar time on
the German-Polish border. When it
adjusts for daylight saving, it matches
solar time in the middle of Ukraine.

Having lunch at 2.30pm in Spain
means that, according to solar time,
you're really eating at about 1.30pm
(in the winter) or 12.30pm (in the
summer). For official time and
natural time to be so out of whack is
unhealthy, says Nuria Chinchilla of
Tese Business School. “We have
constant jet lag” It’s no wonder
everything ends up fuzzy.

barneyjopson@ft.com
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Ability to work from home does not just benefit the elite

EMPLOYMENT

Sarah
O'Connor

ork has been getting
a bad press lately.
We've had the “great
resignation” trend, the
“anti-work” move-
ment, “quiet quitting” and a wave of
strikes. It all seems to add up toa sense
that work is getting worse and people
are fed up with it. I was even asked to
joina podcast discussion last year called
“Is this the end of work as we knowit?”
But that’s not necessarily what the
data says, at least in the UK. When Alan
Felstead and Rhys Davies at Cardiff Uni-
versity ran an online quiz in 2018/19
and again in 2022, they gathered about
100,000 responses from people across
the country who answered detailed
questions about their jobs. The academ-
ics found that in 2022, people reported

more ability to decide when to startand
stop work, more scope to take time off in
an emergency, more supportive manag-
ers, less work pressure, more say in job-
related decisions, better promotion
prospects and higher job security. On
the down side, they had less discretion
over their work tasks.

It’s worth treating online quiz data
‘with some caution, as the authors read-
ily admit. The sample size was huge but
the respondents were self-selecting
and skewed somewhat towards women,
people working in the public sector
and professional jobs (though the aca-
demics tried to account for this with
weightings).

But a separate survey of UK job qual-
ity run annually by the Chartered Insti-
tute of Personnel and Development also
leans against the notion that work has
become worse on average: most metrics
have stayed pretty steady, with some
improvement in work-life balance.

1f the quality of work has improved
somewhat, why might that be? The
tight labour market has helped people
to feel less insecure — and might well
have prompted employers to make

other changes to recruit and retain
staff. Then there is the pandemic-in-
duced shift towards remote or hybrid
work, which Felstead calls “a radical
shift, a lightbulb moment, a break in
history”. Nicholas Bloom, a professor of
economics at Stanford University in
the US, told me working-from-home
levels had been doubling roughly every
15 years until the pandemic. Then we

I hope employers don't
try to wind the clock
back, even if they
discover they can

had “40 years of acceleration in the
space of three years”.

Felstead and Davies found that job
quality improved most in those occupa-
tions that had become more likely to
involve working from home at least one
day aweek. And, notably, these winners
weren't just highly paid professionals
who had the best working conditions to
begin with. This puts a question mark

over the idea that hybrid work has wid-
ened the gulf between “lovely” jobs and
“lousy” ones.

“Before the pandemic, those who
were working from home were among
the highest echelons, but that benefit
has trickled down,” Felsted told me.
Feopl such as call-centre workers,

inistrative staff, housing advlsers
and paralegals are now much m
likely to be able to work from home at
least one day a week than they were
before the pandemic. And that seems to
have made the quality of their jobs bet-
ter: more flexible; less pressured.

Of course, plenty of people can’t ever
work remotely. I think it’s no surprise
that these workers have been more
likely to quit their jobs or go on strike.
The CIPD surveys suggest that people
in caring jobs, leisure jobs and factory
jobs are among those who have actually
experienced a drop in work-life balance
since the pandemic began. Pay has
certainly been the primary reason for
industrial conflict at a time of falling
real wages, but Bloom says the ability to
do hybrid work is equivalent to a
roughly 7 to § per cent pay increase,

based on surveys of how much people
value it. That's a perk that has fallen
highly unevenly.

Ts hybrid work here to stay? Research
by Bloom and his colleagues, which used
alarge-language model which used arti-
ficial intelligence to analyse 250mn job
adverts in five English-speaking coun-
tries, shows the share of postings that
explicitly offer fully remote or hybrid
work has shot up from under 5 per cent.
before the pandemic to roughly 10 per
centor more inall countries (over 15 per
cent in the UK) in 2023. But it's worth
remembering the “new normal” hasn’t
yet been tested in a labour market
where unemployment s high and work-
ers are competing for employers, rather
than the other way around.

Thope employers don't try towind the
clock back, even if they discover they
can. Hybrid work seems to have
improved workinglives — not for every-
one, but not just for the elite, either.
Plenty of jobs are still lousy, but if some
are less lousy, or more lovely, that is
progresswe shouldn't throw away.

sarah.oconnor@ft.com

Europe and the
US fear anew
refugee crisis

GLOBAL AFFAIRS

he diplomats who craft

western foreign policies are

preoccupied by Russia and

China. But the international

question that most worries

their political masters is immigration.

As one close aide to President Joe Biden

puts if: “If we lose the next election, it'll

be over the southern border not
Ukraine.”

The political pressure generated by

migration is set to intensify in the US

higher than the same period last year.
Almost 40,000 have crossed so far this
‘year and the numbers will rise with the
calmer, summer seas. As in the US, the
end of pandemic restrictions is playinga
big part in the migrant surge.

In Britain, a promise to “stop the
boats” of refugees crossing the Channel
is one of the government’s five main
pledges for the year. The numbers may
be tiny by US standards, with 45,000
arrivingin the UK last year, but they still
make headlines.

War, social collapse and poverty are
the main factors that drive refugees. But
bitter experience in countries such as
Libya, Lebanon, Mali and Afghanistan
has made western countries increas-
ingly wary of committing troopsto try to
stabilise failing states. No one s likely to
suggestaforeign intervention in Sudan,

/

Rightwingers stress walls and depor-
tations. The left tends to talk vaguely
about economic development and “safe
and legal routes” for migration. Devel-
opment is much easier to call for than to
conjure up. Safe and legal routes for
‘migration are clearly desirable — but
the number of potential migrants is
always likely to exceed the number of
i o

this week with th f Title 42
— a pandemic-era policy that allowed
for the swift expulsion of undocu-
mented migrants on public-health
grounds. American officials are braced
for as many as 13,000 would-be
migrants to cross the Mexican border
every day — more than double the
current number.

The White House is dispatching
troops to the border to demonstrate its
resolve. But Biden is also bracing for a
political battering from Republicans.

The issue of refugees and migrants is
also running hot in Europe. Italy’s prime
minister, Giorgia Meloni, campaigned
on a promise to curb flows across the
Mediterranean. But the numbers land-
ing in Italy are currently 300 per cent

ascivil war

The reality is that most re[ugees from
countries such as Sudan, Syria, Vene-
zuela or Myanmar arelikely to end upin
neighbouring countries rather than in
the US or the EU. The arrival of millions
of refugees fleeing war or economic col-
lapse can then destabilise the recipient
country. Lebanon’s near collapse as a
state has been partly driven by its strug-
gle to absorb Tmn Syrian refugees in a
country of 5.4mn people.

Pointing out that poorer countries
are bearing the main burden of shelter-
ing refugees is unlikely to help west-
ern leaders win the political argument
at home. The pressure to “do some-
thing” is huge; and so is the shortage of
realistic solutions.

Governments of all stripes try to
cut low-profile deals with countries
that might agree to act as unofficial
holding pens for refugees — such as
Turkey, Mexico or Libya. In doing so,
they increase the burden on those
countries and hand enormous political
leverage to leaders they are often
uneasy about — such as Turkey’s presi-
dent, Recep TayyipErdogan.

Pressure to do
something’ is huge;
and so is the shortage
of realistic solutions

But there is little evidence that the
most punitive solutions work better.
Donald Trump was much more success-
fulin cutting back on legal immigration
than illegal migration. Australia’s hard-
line policies have inspired the UK gov-
ernment. But the Australian pushback
depended on the co-operation of much
weaker neighbours such as Papua New
Guinea and Nauru. France will not be so
accommodating.

The same societies that demand hard-
line solutions often recoil from their
consequences. In the US, lawyers are
still struggling to find the parents of 545
children separated from their families
under Trump’s “zero-tolerance” poli-
cies of deportation.

When one country succeeds in imple-
menting harsh policies towards refu-
gees, they often simply displace the
problem. Hungary’s harassment of refu-
gees in 2015 was part of what persuaded

Germany to open its borders. A visit to
France by Italy’s foreign minister has
just been cancelled after a row about
migration.

Rather than bickering, countries

badly need to co-operate. To have any
chance of working, that has to involve
the countries of origin, the countries of
transit and the destination countries.
And it needs a mix of liberal and con-
servative measures. Law-enforcement
and intelligence have an important role
to play in tackling people-traffickers.

And while vague talk of development
is not much help to anyone, targeted
projects can work. Kamala Harris,
the US vice-president, is often accused
of having failed to solve the problem
on America’s southern border. But
she has helped to create some unher-
alded public-private partnerships,
which have led to billions of dollars of
investment in Central America — giving
some would-be migrants a reason not to
leave home.

Reducing refugee numbers in a
humane and effective way requires a

of dipl

As Buhari bows
out, Nigeria s in
desperate need
of serious reform

Ayisha
Osori

igeria’s  Muhammadu
Buhari began his presi-
dency with tremendous
goodwill. Like millions of
Nigerians, I cheered when,
during his inauguration in 2015, he said:
“Insecurity, pervasive corruption, the
hitherto unending and seemingly
impossible fuel and power shortages are
the immediate concerns. We are going.
totacklethemhead on.”

These turned out to be empty words.

Today, with Buhari preparing to step
down at the end of this month, insecu-
rity is worse. In 2015, Boko Haram
was the major security threat, con-
tained largely to the north-east of the
country. Today, insurgency has spread
to the north-west and down towards the
capital, Abuja. Across the country, crim-
inal police, extortion, banditry and
communal violence make Nigerians
unsafe at home, in school and while
travelling. Kidnap for ransom is a
‘boomingindustry.

Large parts of Nigeria are ungov-
erned, despite Buhari funding the mili-
tary more than any other president
since 1999. The military tradition of
underfunding the police has continued
under Buhari, despite the “EndSARS”
protests against police brutality in2020.

Corruption scandals are still com-
mon. The pardoning in 2022 of two
former governors, who happened to be
members of Buhari’s own party, con-
victed of stealing billions undermined
the president’s claim to the title “mai
gaskiya” (honestone).

Buhari’s tenure has also been eco-
nomically ruinous. He closed land

His tenure has been
economically ruinous.
FDI had dropped from

$3bn in 2015 to $468mn

bordersto drive up agricultural produc-
tion and manufacturing but ended by
starving industries and shutting in
entrepreneurs.

Dollar trading became the hottest
rentier gig in town as the value of the
naira plummeted. And last month,
the National Bureau of Statistics
announced, to little surprise, that for-
eign direct investment had dropped to
its lowest levels in nine years: from $3bn
in2015to $468mn. Weak investor confi-
dence has gone hand in hand with
declining purchasing power, with over
13mn Nigerians predicted to fall below
the poverty line between 2019 and 2025.

Theft of crude oil on an industrial
scale reduced production by almost
hal, forcing Buhari to cut a deal with a
Niger Delta militant he had previously
attempted to prosecute. Fuel subsidy
payments and fuel consumption have

law enforcement and targeted develop-
ment. Deportations and walls make
better headlines, butworse policy.

gideon.rachman@ft.com

The path to election victory still lies through the middle ground

BRITAIN

Stephens

he most important word
in politics, Margaret
Thatcher’s ~ advertising
guru once told me, is
“moderate”. There is a
lesson here for today’s Conservatives
as Rishi Sunak’s government reflects
on its latest electoral setback. Parties
that want to win elections must lay
claim to other attributes, but the mantle
of moderation is what really matters.
1f this thought seemed counterintui-
tive during the 1980s — Thatcher won
three elections without ever being
accused of wishy-washy centrism —eve-
rythingis relative. The then prime min-
ister faced a Labour opposition camped
on the distant fringes of the left. Its 1983
‘manifesto was notoriously described by
one Labour MP as the longest suicide

note in history. The Saatchi rule, asT call
it, after that encounter with Maurice
Saatchi, has weathered well. John Major
wonin1992 by shifting post-Thatcherite
Conservatism back towards the middle
ground. Tony Blair owed his three vict-
ories to marrying social conscience
with hard-headed economics. David
Cameron made it to Downing Street
with a mission to “detoxify” the Tory
reputation as “the nasty party”. Boris
Johnson’s victory in 2019 might seem an
exception — until you recall his oppo-
nent was Jeremy Corbyn.

‘What's striking now is how many Tory
MPs dismiss the historical record. Witha
general election at most 18 months away,
last weelc’s local elections were about as
bad as possible for the governing party.
But many Tories are already clamouring
foranother lurch rightwards.

Britain is in a deep hole. Economic
growth has vanished, living standards
are falling, and public services are
crumbling. A majority of voters now
think Brexit was a mistake. Yet the Tory
party’s English nationalists want to con-
tinue the fight with Britain’s neij

human rights — a (non-EU) institution
inspired and largely designed by the
British. As for the cost of leaving the EU,
the nation is asked to blame it all on a
mythical liberal elite.

Ministers, including the home secre-
tary Suella Braverman, are betting on
the culture wars. The small boats carry-
ing migrants across the Channel
threaten the nation’s identity. “Illegal”
asylum seekers do not share British

Sunak has spent the past six
months reversing some of
the most egregious mistakes
of his predecessors

values. Identity politics and political
correctness are tearing up national tra-
dition. The government, this argument
runs, must play these cards in order to
hold on to so-called “red wall” voters
who backed Johnson on Brexit.

Such radicalism cheers up the ideo-

by leaving the European convention on.

https://ft.pressreader.com/v99f/20230509

logically butin
next government voters will be looking

for a set of politicians who broadly rep-
resent their values and interests. The
Conservatives have thrown away the
competence card. Johnson disdained
sound economics. His shortlived succes-
sor Liz Truss blew up what was left of a
reputation for prudence. The country
‘wantsa government that stops digging.

Sunak, to be fair, has his doubts about
rushing rightwards. The prime minister
has spent the past six months reversing
one or two of the most egregious mis-
takes of his predecessors. The dispute
with Brussels about Northern Ireland
trade has been settled and economic
policy restored to a semblance of sanity.
Sunak’s aides say he is a leader who can
getthejob done. The snagis that he does
not command his party. The pitch is
drowned out by the noise of the culture
warriors.

Sir Keir Starmer, you might think,
should be riding high. The local elec-
tions underscored Labour’s lead in the
opinion polls. They also confirmed
Sunak’s fears that the populist tunes of
the Tory right are also driving middle-
of-the-road voters into the arms of the
Liberal Democrats in England’s shire

counties. Yet Starmer is criti , often
in his own party, as too cautious. Where
are the imagination and verve? The
promise to overturn Brexit?

The Labour leader would do well
to ignore such talk. He has jettisoned
the Corbynist extremism that handed
Johnson victory in 2019. He may lack
Blair’s star quality, but his prospectus is
much the same: it will take time, but
Britain can restore public services with-
out driving the economy into a ditch.
Johnson’s premiership drained public
trust in the Tories. The important thing
for Labour is that voters feel comfort-
able framing Starmer in the doorway
of Number 10 as the nation’s prime
‘minister.

The country is not looking for grand
visions. After the lies and psychodrama
oftheJohnson years, and the madness of
the Truss interlude voters, unsurpris-
ingly, are fed up with mendacious politi-
cians doing stupid things. They will not
fall for promises of a magic trail to the
sunlit uplands. The prospect of modera-
tionand decency will do.

The writeris an FT contributing editor

soared, yet fuel ity prevails.

Meanwhile, the national debt has
risen sharply over the past five years.
Some of it was invested in transport
infrastructure. The principal benefit
of financing roads is to be found in
the boost it gives to the movement of
people, goods and services. But insecu-
rity, border closures and an uncertain
regulatory environment have smoth-
ered that.

Genuine progress, such as the sign-
inginto law of important pieces of legis-
lation, including the Petroleum Indus-
try Act of 2021, has been hindered
by cumbersome processes and poor
implementation.

Buhari declared that his legacy would
be defined by overseeing free and fair
elections in 2023. He failed. No election
since 1999 divided Nigerians the way
the last one, held on February 25, did.
The Independent National Electoral
Commission failed to upload presiden-
tial results as promised, even though
Nigerians had pinned their hopes on
technology bringingto an end along his-
tory of compromised elections.

As president-elect Bola Ahmed
‘Tinubu prepares to take over, perhaps it
is only right that he gets to inherit the
mess created by the man he helped
make president in 2015. ‘They are each
other’slegacy.

The lesson of all this is that changing
faces and rotating political positions is
not enough. Nigeria needs systemic
reforms that only its intellectuals and
policymakers can drive — but that’s
anotherstory.

The writer is director of the Executive Vice
President’s Office at the Open Society
Foundations
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Buffett/Berkshire:
interested party

The US Securities and Exchange
Commission wants to require US-liste
companies to explain their share
buyback philosophies more clearly to
their shareholders. Warren Buffett has
already done so, at the multi-billionaire
investor’s Berkshire Hathaway annual
shareholder meeting in Omaha.

He and his partner Charlie Munger
fielded questions as usual about
Berkshire’s capital allocation choices.
For the first time in over a quarter
century, however, US base interest
rates have rocketed to over 5 per cent.

Despite the usual questions about
what to do with Berkshire’s cash
balance — now up to $131bn — the
opportunity cost on deploying that
cash was finally meaningful.

Buffett notably said that he believed
that Berkshire shares were cheap. That
might confuse the average investor
given that its market capitalisation of
‘more than $700bn exceeds by some 40
per cent its book value or accounting
value of equity. Nevertheless, in the
first quarter, Berkshire bought back
$4.4bn of its stock.

Sure, he said, he would love to buy a
$50bn to $100bn business. But public
company processes are often time-
consuming and excessively competitive
on price. He prefers opportunistic
rescue financings or investments in the
$5bn to $20bn range, such as with
Occidental Petroleum in 2019.

His much-vaunted “float” from
Berkshire's insurance unit now totals
$165bn. This cash from premiums paid
is essentially free for it to invest, and is
stable relative to bank deposits, an apt
comparison this year. Meanwhile,
Berkshire remains so well capitalised
that it should absorb any property and
casualty claims from its customers.

Note that Berkshire’s stake in Apple,
about 6 per cent ownership of the
company, is worth §155bn. The iPhone
‘maker recently announced a $90bn
buyback, which contrasts with Buffett's
almost religious zeal to retain profits
and cash flow to invest later.

Instead, his investors still get no
idend and just a modest buyback.
They must accept Berkshire passively
earning 5 per cent risk-free on its cash.

Simplistically that reflects just how
low a multiple is needed to pass muster
for a deal. Take the reciprocal of that 5

per cent and 20 times earnings is the
rough break-even purchase price to
beat those cash returns.

Above that multiple and the deal is
not worth it. Berkshire’s big game hunt
could continue for some time.

Water/Italy:
fountains of truth

Ttaly’s well is running dry. Tts water
system is under severe pressure, made
worse by climate change. Rome is
trying to address the crisis with big
projects. But Italy also requires deeper
reform of the entire sector in order to
attract private capital.

Italians use a lot of water; 220 litres a
day compared with 165 litres on
average across Europe, says think-tank
Ambrosetti. Water is getting harder to
find. Last year was the hottest on
record. Rainfall was about 50mm lower
than average. This year is looking lttle
better. The country experiences severe
‘water stress. About 40 per cent of the
population have suffered rationing.

That is bad news for olive groves and
vineyards. The agriculture sector lost
€6bn of revenue last year.

Fast-tracking a few projects will help,
particularly raising reservoir capacity.
But Italy’s focus should be improving
its infrastructure using European post-
pandemic recovery funding. More than
40 per cent of water is lost en route,
says Ambrosetti. Compare that with
the much-maligned UK water system,
which loses about 20 per cent.

Construction groups such as listed
WeBuild could be in line for large
contracts. There is talk of roping in
energy companies so that new
reservoirs can double up as pumped
storage. Plugging Italy’s leaks will
require regulatory reform to attract
investment. Tariffs are low at €2 for
1,000 litres. This is about half the level
of France and Germany. Unpaid bills

are also high.

Italy’s fragmented water
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Credit card issuers: flexible friends required

Credit card companies have received little love from investors of late. Their valuations are historically cheap,
even that of premium rated American Express. High returns on equity, for most, are not attracting attention.
Markets worry about rising US credit risk, as charge-offs rise from historical lows.

Amex receives a premium
valuation
Forward price/earnings rafio

Charge-off rate on US credit
card loans
Seasonally adjusted (%)

‘Sources: S&P Capital10; US Federal Reserve; S& Capital

Whatever financial flexibility credit
cards offer to customers, investors
are unwilling to extend the same
trust to the companies issuing them.

Across the four biggest standalone
card issuers in the US — American
Express, Capital One Financial,
Discover Financial Services and
Synchrony Financial — shoppers
made $579bn in purchases on their
cards during the first quarter, an 11
per cent jump year on year.

That has done little to lift their
shares though. All have fallen
between a fifth and a tenth since
February. On a price to forward
earnings basis, all four trade below
their three, five and 10-year averages.

US banking sector turmoil plus
rising provisions, funding costs and

unless it can attract private capital and
enterprise, it is hard to see how Italy’s
infrastructure will hold water.

Tech stocks:
faultlines

First-quarter earnings from US techs

sector needs to consolidate. It has
nearly 2,000 operators, mostly local
municipalities. Some of the bigger
ones, such as Rome’s Acea and
Bologna’s Hera, are publicly traded.
But most are small. France’s Veolia
invested in some utilities in Italy’s
south but has put its holdings in Sicily,
Campania and Lazio up for sale.

The sector is a political swamp. But

can be summed up as a relief. In a
sector known for growth and new
ideas, revenue expansion rates of 3 per
cent at Meta and Alphabet hardly
sound impressive. But at least this
reverses the decline Meta reported last
year. It also shows that digital ad spend
is holding up. Corporate budgets are
not quite as constrained as feared.

Add heavy cost-cutting via lay-offs,
and the tantalising prospects from AI,
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expenses have prompted fears that
profitability has peaked after a strong
2022. These concerns are not baseless.

Amex set aside more than $1bn in
provisions for souring loans after net
charge-offs rose in the first quarter.
The move — along with higher
expenses related to card-member
rewards and services — weighed on
profits. These dropped 13 per cent to
$1.8bn despite a jump in revenue.

Credit quality is slowly worsening.
Across US banks, the charge-off rate
for credit card loans — or the
percentage of outstanding debt that
issuers write off as a loss — increased 91
‘basis points to 2.55 per cent last year,
according to the Federal Reserve.

At Capital One, the metric nearly
doubled year on year to more than 4

and the sector has managed a tricky
task. It has explained why operating
margins will be lower short term but
may explode in a few years. Investment
analysts at Wedbush predict that A
spend will hit $800bn over the next
decade. McKinsey suggests Al could
add about $6tn in value.

But the cost of Al, and concerns.
about potential recession effects, have
opened a crack between the Big Tech
stocks that can afford to invest and
smaller companies struggling to turn a
profit and unable to pour money into
research and development.

US economic growth slowed to
1.1 per cent in the first three months of
the year. Cautious corporate and
consumer spending compares
unfavourably with the height of the
‘pandemic, when demand for tech

Capital One has lowest RoE
2022 data, per cent
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per cent during the first quarter.

Even so, credit cards remain a
lucrative business. Interest rates on
debt range from the mid-teens to as
high as 30 per cent. Amex, Discover
and Synchrony still generated
relatively high returns on capital
employed of 30.1 per cent, 28 per
cent and 23.2 per cent respectively
during the first quarter. Capital One
was a notable laggard, at 7.1 per cent.

Amex, with its focus on affluent
consumers, looks best placed to
weather higher funding costs.

But at 13 times forward earnings its
valuation is nearly twice those of its
rivals. Discover trades at almost half
that, but with a better credit profile
than Capital One and Synchrony,
should offer more upside.

products and services jumped. PC
sales, for example, fell by a third in the
first quarter, according to Canalys data.
Cloud-computing clients have scaled
back demand. Amazon and Microsoft
refer to this trend as customer-spend
“optimisation”.

Techs have staged a recovery this
year, but some of the largest are still
trading about 30-40 per cent below
their 2021 highs. The Nasdagq is up
6 per cent over the past year, compared
with a1 per cent gain for the S&P 500.

But software-as-a-service companies
such as Zoom and DocuSign remain in
the doldrums. This faultline will
expand. Higher interest rates have
raised the cost of capital. Groups able
to use funds from profitable lines of
business are much better placed than
those still valued on growth.
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China banks:
depositary defeats
Early this year, pundits pointed to
China’s economic recovery as a catalyst
for world equi Beijing has given
that flagging hope some life by allowing
local banks to cut deposit rates. That
could help lift their slow profitability.

Yesterday, news that more local
Tenders will do so prompted some of
the sharpest gains for bank shares in
almost a decade. That will distract
investors from the current crackdown
on the Chinese banking sector — the
third largest by market weighting.

Even the largest state-owned groups,
including Bank of China and China
Citic Bank, hit their daily trading limit
of 10 per cent on the day. The fact that
larger banks are following smaller ones
in cutting deposit rates hints at a trend.
But it is too early to celebrate.

The largest lenders are state-owned.
The industry is strictly regulated. They
must limit themselves to conservative
investments despite holding enormous
deposits, which grew by $2.6tn last year
alone.

Chinese banks have struggled to
maintain profitability. Policymakers
pushed state lenders to provide cheap
loans to small businesses and home
buyers. Non-performing loans, which
hit a record of Rmb3tn ($434bn) last
year, are growing.

The four largest banks have a
Rmb3.7tn shortfall on total loss-
absorbing capital. Net interest margins
shrank last year as earnings fell.

Shares in Agricultural Bank of China
and Bank of China are up more than a
third this year. They still trade well
Delow regional peers at about  third of
tangible book value. This reflects
wariness about regulatory probes into
more than 20 financial sector
executives. A broader clampdown on
leverage continues, restricting lending.

‘When crackdowns on the local tech
groups started in late 2020, sector
profit margins were robust. What
followed was a years-long decline in
their shares. What Beijing gives with
one hand, it can take away with the
other. Chinese banks remain a risky
choice.
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ACROSS

1 Poetis artfully employing exiremely.
elemental variations? (8)

& Artist nursing sickly daughter in
country (6)

9 Taunt sicario about defending bigot (6)
10 Picture of Genevais distorted (8)

1 Investigator admits felon essentially
scarpered (.

12 Lauding union is initially tolerated
within reason (10)

14 Ritual fulfilled by priest taking bishop's
arm, say (8)

16 Run info writer returning copy (4)

18 Ace aviafors circling In fhe distance (4)
19 An afforney hounding a prisoner is
cold-blooded type (8)

21 One by one, say, chaps finally left
detention (10)

22 Starts fo order raw brains and sheep's
eyeballs ()

24 Phone line getting twisted around mike
is common complaint (8)

26 Setter s crushed by pedantic brute (6)
27 Tightens braces (6)

28 It provides a relative advantage (8)

DOWN
2 slight Samoan llf regularly concealed

3 Burns from grilling? (5-6)
4 Pitiful old news presenter has twitch (8)
5 Secretary sporting an umbrella's
shelfering a retired clergyman (69)

6 Harry deserted Vanessa in middle of
storm (6)

7 Topless young men providing
promotional material (3)

8 Passed around distilled gin? Steerpike
originally felt honoured! (9)

13 Student of humanity is cool about
nothing having meaning (1)

15 Kill one in seven involved in campaign
©

17 Desperate girl detailed conclusion of
fight over 25 pence (4-4)

20 Party in Scotland's gatecrashed by two
old busybodies (6)

23 Vessels 19's family filled with tea, say

(O]
25 Holsted flag in wind (3)*
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