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B eijing’s opening-up party 
took place last weekend in a 
notably subdued mood. The 
China Development Forum 
was a setting for western busi-

ness leaders to gather with the new lead-
ership that will govern the country for 
the next five years. While plenty of 
American chief executives attended, 
they made quiet entrances and kept 
their demeanours sober throughout.

As business grows challenging, who 
can blame them? In 2022, companies 
found their sales or their operations 
jammed up by China’s zero-Covid strat-
egy. US executives invested in the coun-
try face the prospect of being dragged to 
Capitol Hill to face hostile questioning 
from lawmakers. Recent headlines on 
the disappearance of China’s capable 
tech dealmaker Bao Fan and a raid on 
the Beijing offices of Mintz Group offer 

no comfort. Small wonder that for the 
first time in 25 years a majority of US 
businesses no longer view China as a top 
investment priority.

It’s time to acknowledge that today 
China is a complicated creature with 
three heads, like the Underworld watch-
dog Cerberus in Greek mythology.

Head one is the China of old: a vast 
market with unparalleled production 
efficiencies, which showers riches on 
the savvy. China’s growth prospects con-
tinue to look appealing for many con-
sumer-focused companies. Some, 
including Starbucks, McDonald’s, and 
Ralph Lauren, are gearing up to open 
more stores there after Beijing’s aban-
donment of the zero-Covid policy. And 
as the country focuses on dominating 
green technologies — in 2022 it became 
a bigger auto exporter than Germany — 
western companies can still count on 
plenty of growth sources.

But perhaps fewer of them can do so 
than before. That’s where head two 
comes in. Think of Japan — an enormous 
market that probably won’t boom again.

China’s growth rates have gently 
slowed over the past decade, notching 

could comfortably put off thinking 
about Beijing’s designs on Taiwan. 
That’s no longer an option after Russian 
aggression invited devastating rounds 
of western sanctions.

Head three first reared up after 
former US president Donald Trump 
launched his trade wars. Multinationals 
had to start dealing with novel regula-
tory actions and growing complexities 
around export controls, data flow man-
agement, and US sanctions. 

Congressional hearings have forced 
CEOs to answer for their operations in 
Xinjiang, their sponsorship of the Bei-
jing Olympics and other activities that 
touch on human rights. Russia’s inva-
sion of Ukraine brings political friction 
into sharp relief. Foreign companies can 
no longer ignore what their home gov-
ernments might do if Beijing decides to 
seize Taiwan. And that is alarming given 
that Beijing keeps forcefully restating its 
claim on the island.

Unfortunately for multinational com-
panies, head three keeps on growing. 
Political problems threaten to suppress 
dynamism in the rest of China’s economy. 
Last year was not only horrible for eco-

only 3 per cent in 2022, and the State 
Council’s target of around 5 per cent this 
year is disappointingly low. The govern-
ment is not fully confident of a recovery 
after the messy transition out of Covid 
lockdowns. A bigger problem, though, 
are those long-term issues which have 
been exacerbated by the pandemic. 
Demographics are becoming a drag on 
the economy and the critical property 
sector is close to a structural peak in 

demand as the pace of urbanisation 
slows. These headwinds have blown in 
earlier than expected.

The most alarming problems, though, 
have to do with politics. Meet head 
three: Russia, a large market from 
which western businesses may have to 
beat a hasty retreat. Before Russia’s 
invasion of Ukraine, multinationals 

Policymakers insist they 
value private enterprise. 
But who can be sure that 
ideology won’t triumph?

lems plaguing America, but many inves-
tors still consider it the least ugly option 
in a very ugly world, due to that network 
effect and the fact that the euro and 
RMB capital markets are, respectively, 
shallow and closed. 

However, before anyone concludes 
that this means they can completely 
ignore Putin’s threat, they should look at 
some thought-provoking research on 
trade invoicing published last year by 
the Centre for Economic Policy 
Research.

A decade ago, it was widely assumed 
that another factor underpinning the 
dollar was the “stickiness” of trade 
invoicing patterns, as Gita Gopinath, 
deputy head of the IMF, has noted. But 
the CEPR paper suggests this might now 
be slowly shifting — as Chinese trade has 
expanded in recent years, RMB use has 
risen too. 

So much so, in fact, that it now 
exceeds euro-usage for trade invoicing, 
which is “striking, given China’s low 
degree of capital account openness”, the 
CEPR says. And it argues that “contrary 
to conventional wisdom, lack of capital 

about this month’s turmoil is that the 
currency has retained its “near record 
strength vs the G10 and emerging mar-
ket currencies”, as Robin Brooks, chief 
economist of the Institute for Interna-
tional Finance, recently tweeted. 

Indeed, so many global investors 
wanted to grab the greenback during 
the recent crisis that the Federal 
Reserve launched a daily swaps pro-
gramme with other central banks. 
 “This enhanced use of dollar swap lines 
will, ironically, further strengthen the 
global dollar system and its powerful 
network effects,” predicts David Beck-
worth, a research fellow at George 
Mason University’s Mercatus Center. 

Or to put it another way, the dollar 
might not deserve to win any beauty 
contests right now, given the fiscal prob-

T his month, Russia and 
China are sparking new jit-
ters in Washington. That is 
primarily because of their 
stage-managed displays of 

diplomatic unity, around Ukraine and 
much else.

But it is also down to money: during a 
visit by Xi Jinping to Moscow last week, 
Vladimir Putin pledged to adopt the 
renminbi for “payments between Rus-
sia and countries of Asia, Africa, and 
Latin America”, in a bid to displace the 
dollar. 

And this comes as Moscow is already 
increasingly using the renminbi for its 
swelling trade with China and embrac-
ing it in its central bank reserves, to 
reduce its exposure to “toxic” — Ameri-
can — assets. 

Does this matter? Until recently, most 
western economists would have said 
“heck, no”. After all, it has long been 
assumed that the closed nature of 
China’s capital account is an impedi-
ment to wider use of its currency.

But right now Putin’s announcement 
is packing an unusually emotional 
punch. One reason is that concerns are 
afoot that this month’s US banking tur-
moil, inflation and looming debt ceiling 

battle is making dollar-based assets less 
attractive. “The dollar is being debased 
in order to fund the bank bailouts,” 
Peter Schiff, the libertarian economist, 
thundered this week, echoing a view 
widespread on the American right. 

Meanwhile, Jim O’Neill, the former 
Goldman Sachs economist who 
launched the “Brics” tag (short for the 
Brazilian, Russian, Indian and Chinese 
bloc), published a paper this week argu-
ing that “the dollar plays far too domi-
nant a role in global finance”, and calling 
on emerging markets to cut their risks.

But the other factor sparking unease 
is that even before Xi’s visit to Moscow, 
the Saudi government announced that 
it will start invoicing some oil exports to 
China in renminbi. Separately, France 
just did its first liquid natural gas sale in 
RMB and Brazil has embraced the cur-
rency for some of its trade with China. 

There is absolutely no sign that these 
token gestures are hurting the green-
back right now. Yes, the dollar’s propor-
tion of global reserves has sunk from 72 
per cent in 1999 to 59 per cent, as central 
banks increasingly diversify their 
investment funds and discard currency 
pegs. And it is also true that the advent 
of wholesale (bank-to-bank) central 
bank digital currencies could theoreti-
cally accelerate this diversification by 
making it easier for non-American cen-
tral banks to deal directly with each 
other in their own currencies. 

But the dollar still dominates debt 
markets, and the volume of dollars held 
overseas has soared this century. And 
one striking, and overlooked, detail 
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E ver since the ancient Greeks 
dreamt up the myth of Pro-
metheus, humanity has been 
arguing about the dual nature 
of technology. The fire that 

Prometheus stole from the gods could 
warm humans, but also burn us. So it is 
with the widespread deployment of arti-
ficial intelligence systems today. The 
champions of AI have long argued that 
this general purpose technology will 
produce an unprecedented surge in pro-
ductivity and creativity; its critics fear it 
carries alarming present-day risks and 
may even pose an existential threat to 
humanity in future. 

The release last year of powerful gen-
erative AI models, such as ChatGPT and 
Dall-E 2 developed by OpenAI, has 
reignited that smouldering debate. 

More than 100mn users have already 
experienced the weird and wondrous 
things these types of generative models 
can do: achieve near-human levels of 
recognition and replication of text and 
images, co-create computer code and 
produce fake viral photos of the Pope in 
a white puffer jacket. 

In a recent post, Bill Gates, the co-
founder of Microsoft turned philanthro-
pist, said he watched in “awe” last Sep-
tember as OpenAI’s model aced an 
advanced biology exam, predicting the 
technology could bring enormous bene-
fits to the fields of healthcare and educa-
tion. A research report from Goldman 
Sachs, published this week, forecast 
that the widespread adoption of AI 
could significantly boost labour produc-
tivity and increase global annual gross 
domestic product by 7 per cent. 

But the rapid development and 
increasingly pervasive use of generative 
AI systems has also alarmed many. 
Some of Google’s own researchers, such 
as Timnit Gebru and Margaret Mitchell, 
were among the first to flag the dangers 
of the company’s generative AI models 
baking in existing societal biases, but 

trains, electricity, motor cars or com-
puters. Even Benjamin Franklin’s 
invention of the seemingly innocuous 
lightning rod was initially opposed by 
Church elders fearing it was interfering 
with the “artillery of heaven”. As a rule, 
it is better to debate how to use commer-
cially valuable technologies appropri-
ately than to curse their arrival.

The second is how commercial inter-
ests tend to coincide with moral stances. 
OpenAI started out in 2015 as a non-
profit research lab, promising to collab-
orate with outside partners to ensure 
the safe development of AI. But in 2019 
OpenAI switched to a capped for-profit 
model, enabling it to raise venture capi-
tal funding and issue stock options to 
attract top AI researchers. Since then, it 
has attracted big investments from 
Microsoft and become more of a closed, 
commercial entity. That said, at least 
some of the criticisms come from rivals 
with an interest in slowing OpenAI’s 
development.

But the third and most important 
thread is that many serious AI experts, 
well-acquainted with the latest break-
throughs, are genuinely concerned 

they were later fired. This week, in an 
open letter posted by the Future of Life 
Institute, more than 1,100 signatories, 
including several prominent AI 
researchers, amplified the alarm. They 
called for a six-month moratorium on 
the development of leading-edge mod-
els until better governance regimes 
could be put in place. Uncontrolled, 
these machines might flood the internet 

with untruths, automate meaningful 
jobs and even threaten civilisation. 
“Such decisions should not be delegated 
to unelected tech leaders,” the letter 
writers said.

At least three threads need to be 
unpicked amid the controversy. The 
first, and easiest to dismiss, is the moral 
panic that accompanies almost every 
new technology, whether it is steam 

Unless businesses can 
prove their models align 

with humanity’s interests, 
they can expect a backlash
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Foreign companies must tackle China’s three-headed Cerberus

nomic growth, it also raised doubts about 
the effectiveness of the Chinese state. 

Investors could reasonably ask why 
President Xi Jinping stuck to the zero-
Covid policy after the Omicron variant 
sent Shanghai into a two-month lock-
down, only to give it all up later; why he 
embraced Russia on the eve of its inva-
sion of Ukraine; or why he is reasserting 
party control over the business sector, 
and indeed society as a whole. Chinese 
entrepreneurs themselves are decamp-
ing in droves to Singapore. The prospect 
of five — and potentially even ten — 
more years of Xi’s rule does little to 
soothe nerves.

Companies would be delighted to see 
head three withdraw. Indeed, Chinese 
policymakers insist that they value pri-
vate enterprise. But who can be sure 
that ideology won’t triumph again? If it 
does, foreign companies may find their 
assets stranded like the dead souls 
trapped in the underworld guarded by 
Cerberus.

The writer is a visiting scholar at the Yale 
Law School’s Tsai China Center and tech-
nology analyst at Gavekal Dragonomics

account openness may not fully prevent 
the RMB from playing a stronger role as 
an international and reserve currency”. 

After all, it notes, a $200bn offshore 
RMB market has already emerged — 
and the currency is being “use[d] in 
invoicing and settling China’s foreign 
trade and payments” and “a global net-
work of clearing and payments”.  

The net result, the CEPR predicts, is 
that a “multipolar” currency world 
could emerge in the coming years, of the 
sort that O’Neill is now calling for. That 
would not be as dramatic a switch as 
Putin or Xi might like to see, or that 
Washington alarmists fear. 

But, to my mind, it seems a sensible 
medium-term bet. And even “just” a 
multipolar pattern could come as a 
shock to American policymakers, given 
how much external financing the US 
needs. So investors and policymakers 
need to watch the geeky details of trade 
invoicing in the coming months. Putin’s 
bluster may turn out to be toothless; but 
it could also be a straw in the wind. 

gillian.tett@ft.com

B ack in 2018, two economists 
made a £1,000 bet about 
future child poverty figures 
for the UK and I had the job of 
deciding who would win.

Jonathan Portes of King’s College 
London wagered that harsh social 
security policies would raise the head-
line poverty rate from 30 per cent of 
children in 2016-17 to more than 37 per 
cent by 2021-22. His economic model 
was predicting a rise to more than 41 per 
cent. Christopher Snowdon of the Insti-
tute of Economic Affairs took the other 
side of the bet, saying he’d seen similar 
forecasts far too often and they never 
reflected reality. 

My role was as an independent arbiter 
if there was a disagreement over the out-
come. There were clauses that would 
nullify the bet — for example, if minis-
ters did not implement the policies they 
had promised. But they did, and the 
child poverty rate for 2021-22 was pub-
lished last Thursday and showed a rate 
essentially unchanged at 29 per cent. 
To my relief, my judgment was not 
required. Portes conceded and paid up. 

Both Portes and Snowdon have 
outlined what they learnt from their 
big bet. In my view, there are four 
important lessons for social policy, 
how we talk about poverty and the 
complicated forecasts that arise from 
economic models. 

First, we need to understand why 
Portes got it wrong. The child poverty 
measure in question was the proportion 
of children living in households with 

incomes after housing costs below 
60 per cent of the median. The problem 
for Portes was not a government U-turn 
and greater generosity to the poor, nor 
more employment in response to stingy 
benefits, but a failure to foresee that 
median incomes could grow so slowly. 

Social security levels barely increased 
over the period, but roughly kept up 
with incomes rather than falling behind 
— this meant that the headline relative 
poverty measure was left unchanged. 
The failure of Portes’ bet had nothing 
to do with poverty and everything to do 
with a much more disappointing period 
of general economic performance than 
he expected.

Second, it follows that the results dem-
onstrate the headline relative measures 
abuse the word “poverty”. Measured 
poverty tends to go up in good times 
because real median incomes rise faster 
and more people fall below a threshold 
linked to the median. They fall in bad 
times when true poverty is rising. 

Deprivation exists in many UK com-
munities and genuine destitution in 
some. Tom Clark of the Joseph Rowntree 
Foundation highlights families suffering 
on incomes below the breadline in his 
new book, Broke. The numbers involved, 
unable to feed their kids properly, are 
almost certainly rising, but account for 
far fewer than 30 per cent of children. 

We shouldn’t rely on a flawed inequal-
ity measure to describe the plight of 
those worst off in the UK. 

Third, Portes’ lost bet should not stop 
economists trying to predict the conse-
quences of state policy. But they need to 
be more transparent about what can 
go wrong with forecasts. Over the past 
decade many respected economic insti-
tutions, including the Institute for Fiscal 
Studies and the Resolution Foundation, 
have made similarly erroneous predic-
tions about rising income inequality and 
poverty levels. 

The Office for Budget Responsibility 
is alone in regularly highlighting the 
errors it has made in its forecasts and 
publicly listing the lessons learnt. This 
should be normal practice. 

Finally and most importantly, what 
matters for genuine poverty reduction 
is economic growth. It improves 
employment prospects for the poorest 
households while also providing more 
funds for the government to redistrib-
ute without making others worse off. 

Of course, addressing genuine pov-
erty is more complicated than generat-
ing economic growth, but, truth be told, 
not that much more complicated.

chris.giles@ft.com 
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about the speed and direction of travel. 
Their concerns are magnified by the 
trend among some big tech companies, 
such as Microsoft, Meta, Google and 
Amazon, to shrink their ethics teams.

As Gates wrote in his post, market 
forces alone will not tackle societal ineq-
uities. Civil society organisations are 
mobilising fast and some governments 
are aiming to set clearer regulation. This 
week, the UK published pro-innovation 
draft rules on AI, while the EU is draw-
ing up a stiffer directive on controlling 
the technology’s use in high-risk 
domains. But for the moment these 
efforts seem little more than waving a 
small red flag at an accelerating train. 

Unless the companies leading the AI 
revolution can credibly prove their 
models are designed to align with 
humanity’s best interests, they can 
expect a far fiercer public backlash. 
Expert independent institutions with 
the power to audit AI companies’ algo-
rithms, and restrict their use, should be 
next on the agenda. 

The writer is founder of Sifted, an FT-
backed site about European start-ups

Multiple red flags are not yet slowing the generative AI train
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