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US investors face rising costs and inflation
Wall Street Week Ahead

LONDON:  The head of Telecom Italia
has said he will resign if a US hedge fund
wins a power struggle this week with
French telecom giant Vivendi, its largest
shareholder, according to reports in
Britain.

Amos Genish, chief executive of
Telecom Italia (TIM), told the Daily
Telegraph his position would become
“untenable” if Elliott, a fund that holds an
8.8-percent stake in the company, suc-
ceeds in shaking up the board at a Friday
shareholders meeting. 

Vivendi, which owns 24 percent of
TIM, has de facto control thanks to its
stranglehold on board and executive
positions, and opposes Elliott’s aim to
replace six board members-though not
Genish, whom it has said it would retain.
TIM is set to elect a new board at this

week’s investor gathering, following the
resignation last month of eight members
in a bid to pre-empt the fund’s move.

“If the Vivendi slate does not get the
majority of votes, because this is clearly
the only slate to support our long-term
industrial plan, I firmly believe my posi-
tion as CEO would be untenable,” Genish
told the Telegraph. Elliott, sometimes
called a “vulture fund”, proposed a
motion last month to replace the board
members, in the latest salvo in a simmer-
ing stand-off with Vivendi over TIM’s
governance.

It has repeatedly blasted the compa-
ny’s performance since “Vivendi nomi-
nees” joined the board in December 2015
and last month offered its own list of six
“independent” replacements, well known
to the Italian business community.

The move prompted the resignations
of the eight TIM board members, which
Elliott called “Vivendi’s cynical new
attempt to avoid accountability and delay
the shareholder vote.” The comments by
Genish, a well-respected figure who won
the support of an overwhelming majority
of shareholders at another meeting last
week, will be seen as a blow to the fund
as it tries to convince investors to back
its agenda. —AFP
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NEW YORK: Fresh worries about rising costs
and inflation face US stock investors looking
toward the coming week and the next leg of
the first-quarter earnings period.

In the latest week, the busiest for first-
quarter reports, several companies warned
about or cited higher costs. Caterpillar said it
was worried about higher prices for steel it
needs for manufacturing. Alphabet said mar-
gins were squeezed by rising costs related to
marketing and acquiring streaming rights for
YouTube’s new TV service, while Procter &
Gamble cited higher commodities and trans-
portation costs.

Shares of all three companies declined
even though their quarterly earnings were
mostly strong. Investors will be alert for
more signs of rising costs next week, which
brings results from several big consumer

names like Kellogg and market-cap leader
Apple. Also on tap will be a Federal Reserve
meeting, the April jobs report and data on
wages and inflation.

The first quarter was the first reporting
period since US President Donald Trump in
March imposed a duty on imports of steel and
aluminum. Prices for those and other com-
modities have risen sharply, with US crude oil
up 7.5 percent in the first quarter.

“The wind was at the backs of these com-
panies for a long time. Now it’s sort of turned.
Input costs are up for most people,” said Rick
Meckler, president of investment firm
LibertyView Capital Management in Jersey
City, New Jersey.

“How are companies able to handle that,
and what are they able to do to offset it? Those
are the kinds of things investors will look at.”

Earnings season
Higher input costs squeeze profits for

companies. Compounding these worries, the
yield on 10-year US Treasuries , a bench-
mark for rates, this week hit 3 percent for
the first time in more than four years, requir-
ing more cash to service company debt. To
be sure, estimated S&P 500 profit growth
for the first quarter has risen since the start
of the reporting period and is now on track
to rise 24.6 percent, the strongest year-
over-year growth since the fourth quarter of
2010, according to Thomson Reuters data.
That is thanks largely to changes in the US
tax law that slashed the corporate tax rate to
21 percent from 35 percent.

Some companies have had surprisingly
strong results, like Facebook, whose stock
jumped 9.1 percent and helped support a rally

in the market Thursday after its results.
“Worries around corporate earnings are to
what degree you’re starting to see those input
costs chip away at margins,” said Mark
Luschini, chief investment strategist at Janney
Montgomery Scott in Philadelphia. So far,
“earnings growth is being produced by well
above-trend levels of revenue.” S&P quarterly
revenue growth is forecast at 8.1 percent.

But if cost and inflation worries undermine
investor sentiment further, it could throw
another obstacle in the US stock market’s
attempt to reclaim record highs. The S&P
500 is flat since April 13, when JPMorgan
Chase kicked off the earnings season, and the
index is down about 7 percent from its Jan.
26 record high. Among other consumer
names expected to report next week are
Clorox and Kraft Heinz.

The consumer staples sector has the sec-
ond-weakest estimated profit growth after
real estate for the quarter, at 12.1 percent,
based on Thomson Reuters data.

The S&P consumer staples index, down
about 11.3 percent since Dec. 31, is the weak-
est sector in the S&P 500 so far this year. A
government report Friday said US labor costs
increased more than expected in the first
quarter, and wages and salaries recorded their
biggest gain since 2007. This may draw atten-
tion to average hourly earnings and other data
in next Friday’s US jobs report.

“Companies are talking more about
wages. I think they know (wage pressures)
are around the corner,” said Scott Wren,
senior global equity strategist at Wells
Fargo Investment Institute in St Louis,
Missouri. — Reuters

Saudi entertainment 
city casts wide 
net for investors 
and contractors
QIDDIYA, Saudi Arabia: A new entertainment
city that Saudi Arabia has started building
southwest of the capital is seeking a broad
range of financing from local and international
sources, the project’s chief executive told
Reuters. Qiddiya is one of three mega-projects
managed by the kingdom’s main sovereign
wealth fund, the Public Investment Fund (PIF),
as part of ambitious reforms aimed at overhaul-
ing the economy of the world’s top oil exporter
and providing jobs for an overwhelmingly young
population.

The other two initiatives are NEOM - a $500
billion business and industrial zone extending
into Egypt and Jordan - and the Red Sea proj-
ect, which includes a nature reserve, diving in
coral reefs and heritage sites on about 50
islands. Qiddiya CEO Michael Reininger said the
PIF’s contribution would probably exceed 50
percent, with the rest likely financed through
bonds, direct investment and other tools.

“Perhaps all at the same (time). All of those
financial strategies are what we’re working on
every day,” he said in an interview ahead of a

groundbreaking ceremony on Saturday.
Reininger would not specify the expected

investment value for Qiddiya except to describe
it as “incredibly sizeable”. Local media have
reported the cost of the project’s infrastructure
alone would reach up to 30 billion riyals ($8 bln)
and the project would eventually be worth tens
of billions of riyals.

Qiddiya will be built on a 334 sq km site
about an hour’s drive from Riyadh, making it 2-
1/2 times the size of Disney World. It will include
a Six Flags theme park and other attractions like
water parks and motor sports. There will also be
sports training, arts and cultural events, and
vacation homes.

Already some 50 people are directly
employed by Qiddiya, with hundreds more con-
tracted as local suppliers and global advisors.
Those numbers are expected to reach 55,000
when the first phase opens in 2022. An official
spokesman said Qiddiya expects to develop 34
sq km of land and attract 1.5 million visitors
annually by then.

The project aims to be the epicentre of
entertainment, cultural and sports activity in a
country that has historically shunned such activ-
ities on religious grounds but is now pursuing
them to generate economic returns and open up
Saudis’ cloistered lifestyles.

Giant market 
With two thirds of the population under 35

and few local entertainment offerings, many
Saudis flock to nearby Bahrain or Dubai seeking
fun at the weekends. The state wants to secure

up to a quarter of the $20 billion currently spent
on entertainment overseas each year.

“Capturing as much of (those expenditures)
as I possibly can is the objective and at the same
time creating a bigger pie so that I can get the
disproportionate share of that bigger pie that
we create at the same time,” Reininger said.

“We’re not just going to go around the
world, find things and copy them. We’re going to
innovate and we’re going to stay ahead of the
curve.” Reininger, an American who joined
Qiddiya last month, previously worked on a
high-speed rail system in Florida, oversaw
large-scale resort developments for the Walt
Disney Company, and was a senior executive at
engineering firm AECOM.

Asked about avoiding the pitfalls of other
mega projects in the region, which have suffered
long delays and cost overruns and sometimes fell
far short of expected returns, Reininger said
Qiddiya stood apart by fulfilling a clear econom-
ic need. “It’s a giant market, there’s not a lot of
competition, there’s a clear opportunity. That’s
the kind of thing you want to invest in,” he said.

Asked whether social restrictions in place in
other parts of Saudi Arabia, like gender segre-
gation and a strict dress code for women, would
apply, Reininger said Qiddiya would stay “on the
leading edge” of changes in the kingdom, which
has eased many of those rules in recent years.

Entertainment has been a prominent success
of Crown Prince Mohammed bin Salman’s
reform drive, with public concerts and shows
now a regular occurrence and a nearly 40-year
ban on cinemas lifted this month. —Reuters

OMV signs oil 
concession deal 
with Abu Dhabi
ABU DHABI: Abu Dhabi National Oil Company (ADNOC)
yesterday signed a $1.5 billion offshore concession deal
with Austria’s OMV, the UAE firm said in a statement.

The 40-year deal to develop SARB and Umm Lulu
offshore oilfield is the latest in a series of contracts with
foreign oil companies to develop three offshore oilfields
with the aim of boosting their output. The other fields are
Lower Zakum and Umm Shaif and Nasr.

ADNOC has already signed concession contracts
with France’s Total, Italy’s ENI, Japan’s INPEX and China’s
CNPC in addition to Spain’s CEPSA and an Indian consor-
tium led by ONGC Videsh, raising some $8 billion in par-
ticipation fees, the statement said. The deals also guaran-
tee secure markets for around 40 percent of Abu Dhabi oil
output which currently stands at 2.8 million barrels per
day, ADNOC said.

ADNOC has been vying to expand its output capacity
from 3.2 million bpd currently to 3.5 million bpd by the end
of 2018. Earlier this month, it invited bids for exploration
contracts for six major blocks with untapped reserves of
oil and gas. ADNOC said the blocks are estimated to hold
billions of barrels of oil and trillions of cubic feet of natural
gas. Home to more than 90 percent of United Arab
Emirates (UAE) oil, Abu Dhabi is auctioning off licenses in
its blocks for the first time. ADNOC wants to double its
refining capacity, currently at around 800,000 bpd, and
triple its petrochemicals production. —AFP

DHAKA: Bangladeshi workers unload fruits from a truck near the river Burigangan yesterday. Hundreds of vendors from the countryside come
to the Bangladeshi capital to sell their fruits. —AFP


