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Davos: IMF warns on trade wars and slowdown
Chris Giles

The global economy is weakening faster than expected as trade wars and financial market
volatility further undermine the investment climate, the IMF said yesterday at the start of this
year’s World Economic Forum in Davos.

World and business leaders have converged on the Swiss ski resort chastened by the recent
economic weakness from Asia to Europe, saying that populism and the policies of international
conflict are taking their toll on global economic prospects.

Business has been left reeling by the rapid change in sentiment that has followed a ratcheting
up of trade tensions over the past year and yesterday’s news that China’s official growth rate
had slowed to its weakest level since 1990.

Alongside the downgrades in the IMF’s growth forecasts, a survey of chief executives by PwC,
the professional services firm, noted a sharp jump in pessimism compared with their almost
universal buoyancy a year ago.

The PwC survey showed almost a third of chief executives believed the global outlook would
darken compared with 5 per cent a year ago. “With the rise of trade tension and protectionism
it stands to reason that confidence is waning,” said Bob Moritz, PwC’s chairman.

The IMF blamed its pessimism mostly on weakness in Europe and Japan that slowed momen-
tum in the global economy. It said the biggest downgrades had come in advanced economies,
where growth was set to drop from 2.3 per cent in 2018 to 2 percent in 2019 and 1.7 per cent
in 2020. Some of the effects of trade wars had already been felt, the IMF said, which had led
to the weakening of global trade growth. More concerning, the outlook could be even worse.

“The true underlying impetus could be even weaker than the data indicate, as the headline
numbers may have been lifted by import front-loading ahead of tariff hikes, as well as by an
uptick in tech exports with the launch of new products,” the IMF said.

This concern about trade and globalization was echoed yesterday by the UN’s trade and devel-
opment body, which reported a 19 per cent fall in global foreign direct investment in 2018 as
US companies repatriated funds to take advantage of new tax breaks, pulling money out of the
global economy.

These forces led the IMF to revise down its main economic forecasts, with the fund now
predicting the global economy will slow from 3.7 per cent growth in 2018 to 3.5% percent in
2019 and 3.6 per cent in 2020. The uptick in 2020 was due to expectations that Turkey and
Argentina would suffer deep recessions in 2019, before recovering the following year.

The new estimates are 0.2 and 0.1 percentage points respectively below the IMF’'s more
recent forecasts in October.
(Financial times Tuesday 22 January 2019 )
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SoftBank and technology
investmentsVision 2.0

San Francisco

As Masayoshi Son prepare to raise $100bn for a second huge
technology fund, its precursor faces scrutin

It began with one of the most lucrative investment pitches in history.
In September 2016 Masayoshi Son, boss of SoftBank, a Japanese
internet and telecoms firm, painted a picture for Muhammad bin
Salman, then Saudi Arabia’s deputy crown prince, of how his country
might be transformed by technology. The prince was wooed. “45
minutes. 45 billion dollars. So $1bn per minute,” exulted Mr. Son.

Nearly two and a half years on, Mr. Son has disbursed or pledged
$70bn of the $100bn vehicle that Prince Muhammad's billions
seeded. The Vision Fund, as it is known, owns stakes in around 70
young tech companies, including household names like WeWork, a
property startup, and Slack, a workplace-messaging app. A big bet on
ride-hailing—with stakes in Uber, Grab, a Singaporean firm that
operates across South-East Asia, Ola, an Indian outfit, and China’s
champion, Didi-collectively covers most of the world. A fresh injection
of $1.46bn into Grab on March 5th lifted its ride-hailing holding to
$23bn.

The scale of Mr. Son’s project upended the cosy world of Silicon
Valley venture capital (VC) firms. Its unspent $30bn alone is four
times the size of the next-biggest pot of VC cash. So when Mr. Son
recently said that he wants to raise a new $100bn fund every two or
three years, investors struggling to comprehend how the first one
operates did not take him all that seriously.

Now SoftBank has begun the process of raising Vision Fund 2. No
terms or structure for a second giant fund have been finalized, mean-
ing it cannot yet be officially marketed. But options are being
explored. The plan is to raise up to $100b. The sum could also be
lower, say people familiar with the situation.

The fundraising will follow a difficult five months for Vision Fund 1. By
the end of February its assets had increased in value by 25-30%,
producing returns for all its limited partners: Saudi Arabia’s Public
Investment Fund (PIF), the country’s sovereign-wealth fund, which is
contributing the $45bn; SoftBank, which put in $28bn; Mubadala, an
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arm of Abu Dhabi’s government, which added a further $15 bn; and a
handful of firms, including Apple and Japan’s Sharp, which invested
$1bn each. But a rout in listed internet firms’ share prices late last year
exacerbated worries that the fund might have invested at the peak of
the tech boom. Meanwhile, Mr. Son’s pact with Prince Muhammad
entangles it in a geopolitical scandal: the murder last October in
Turkey of a Saudi journalist, Jamal Khashoggi, by a team of Saudi
operatives, on what Western spook believe were the prince’s orders.

And there are reports of friction between the Vision Fund and the PIF.

The fund’s daily task is still to hand out cash to entrepreneurs. Four
big wagers in the past six months are archetypal: all were on online
business with aspirations to dominate regional or global markets. In
November it put $2bn into Coupang, South Korea’s largest online
retailer. A month later it led a $1.1bn round in Tokopedia, an Indone-
sian online retailer. In February it led another, totaling $1bn, for
Flexport, an American logistics firm with the modest goal of creating
the “operating system for global trade” by letting retailers and manu-
facturers arrange ocean and air freight as easily as travel websites let
consumers book flights. Chehaoduo, a Chinese firm which aims to
improve the experience of buying second-hand cars online, recently
received a Vision Fund injection of $1.5bn.

Assessing the fund’s performance with take years; it runs until 2019.
But 2019 will be crucial. The initial public offering of Lyft, Uber’s rival
in North America, is the starting gun in what promises to be a busy
year for tech listings. Uber, Didi and Slack all look poised to enter the
race soon. Their performance will be essential to SoftBank, which Mr.
Son is transforming into a tech-investing firm. The Vision Fund and its
little sister, the Delta Fund (where the Didi stake is parked), make up
44% of SoftBank’s operating income. Small wonder Mr. Son is keen
on a sequel.

Raising the money for the second fund will take more than a 45-min-
ute sales pitch. Even if Prince Muhammad were ready to sign over
another $45bn, SoftBank might not want it because of reputational
risk. SoftBank’s December sale of part of its Japanese mobile unit,
plus other resources means it can contribute around $24bn to the
next fund. The rest would need to come from outside investors such
as big sovereign-wealth funds. They would shy away from anything
that took most of its money from Saudi Arabia, says a person close to
one such vehicle. One American politician has called for startups to
reject Saudi cash.

hEEBP Y&

In the kingdom, fallout from the Khashoggi murder appears to have
emboldened bureaucratic resistance to the crown prince. The PIF’s
professional investing staff had always looked askance at his pledge
of $45bn, which bypassed their processes for allocating money.

Matters came to a head in an act of defiance late last year, when the
PIF and Mubadala reportedly used their clout to deprive WeWork of
billions of dollars it was about to receive from the Vision Fund and
SoftBank. According to reports, Mr. Son’s plan had been to put anoth-
er $16bn into the co-working firm, which many analysts and investors
think is overvalued. On January 8th WeWork announced that it was
getting only $2bn. That investment was reportedly done at a $42bn
valuation. To justify that you must believe that American businesses
will stampede en masse towards Co-working or “managed space”,
observes Chris Lane of Bernstein, a research firm. Co-working as a
proportion of all office space would need to rise from 5% in 2017 to
nearly a third by 2030.

In recent weeks people familiar with the PIF’s view have briefed the
Wall Street Journal on concerns about the Vision Fund’s governance.
In public the PIF supports the fund, and its $45bn is committed.
“There is no misunderstanding or conflict with the PIF,” says Rajeev
Misra, chief executive of SoftBank Investment Advisors (SBIA) which
oversees the Vision Fund. According to people who know the PIF, the
fund is one of its best-performing assets.

Masa of the universe

Yet reports of the PIF’s discontent have drawn attention to three
interrelated problems that perplex other investors, too. First is Mr.
Son’s control over the Vision Fund’s investment decisions. He and Mr.
Misra are its only top decision-makers. Usually vc firms have several
such “key men”. By early 2017 the fund had secured billions of dollars
but relatively few people or processes. Usually the team comes first,
then the money. Now it has the staff, and legally mandated proce-
dures for vetting firms, signing off on investments, preventing conflicts
of interest and so on. But interviews with entrepreneurs suggest that
things may not have changed all that much. “His team did loads of
due diligence on us but it's Masa’s whim at the end of the day,” says
the founder of a firm which the fund backed this year, referring to Mr.
Son by his sobriquet. People familiar with the fund say they know of
cases where Mr. Son was overridden, but cannot cite examples
because it could damage young firms.



Then there are Mr. Son’s deeply held convictions about technology,
which make some SoftBank shareholders worry that he may be
overvaluing unicorns (unlisted startups valued at $1bn or more). The
Vision Fund is often the sole investor in a financing round. It therefore
sets its own prices. It injects far more capital than most vc firms can
marshal, so Vision Fund start-ups had no need to test the market late
last year. The share price of Nvidia, a rare listed firm in the Vision
Fund, has fallen by 39% since early October, and the fund disposed
of its stake. But the tech sell-off provoked no big write-downs of unlist-
ed investments (or none that had been individually disclosed). There
must have been cases where, if a new injection of capital values a
firm lower than an earlier one, says Mr. Lane of Bernstein.

The stockmarket, for its part, values SoftBank itself at a steep
discount to the sum of its listed constituents (see chart 1), despite a
$5.5bn share buy-back in February. Worries that Mr. Son is paying
over the odds are thought to be a big factor. Take WeWork: when Mr.
Son slashed his investment to $2bn, SoftBank’s shares leapt by 6%.
A third concern is SoftBanks habit of buying stakes in startups, “ware-
housing” them on its balance-sheet and transferring them to the
Vision Fund, usually at a higher price, occasionally at a lower one. In
the six months to the end of 2018 SoftBank transferred 11 invest-
ments, including stakes in Uber and Grab, into the vision Fund,
netting $300m (see chart 2). A stake in Didi bought by SoftBank in
2017 for $5.9bn will soon go to the fund for $6.8bn.

There are two reasons for such transfers: the PIF’s other investments,
and Mr. Son’s need for speed. His $7.7bn stake in Uber, for example,
moved from SoftBank toi the Vision Fund late last year after around
eight months of sitting on SoftBank’s balance-sheet (in that case
SoftBank made no gain). The PIF had a $3.5bn investment in the
ride-hailing firm from 2016 and was wary of increasing its exposure,
according to people familiar with the situation. The PIF’s Uber stake
also meant it worried about Mr. Son’s investments in Uber’s competi-
tors-Didi, Grab and Ola. They all took time to go into the fund.

The Vision Fund’s investing processes take time. If Mr. Son wants
approval faster than limited partners can mobilise capital-for instance
to fend off a rival vc fund ready to pounce on a choice asset-he gets it
done through SoftBank, says a person who knows him, adding admir-
ingly, “you gotta love him.”

Transfers of assets are disclosed to SoftBank’s board and approved
by the Vision Fund’s three-person investment committee. But Mr. Son

hEEBP Y&

has clout on both sides of the transaction. He sits on SoftBank’s board
as chief executive. Vision Fund'’s triumvirate consists of him, Mr. Misra
and another SoftBank employee. People from the PIF, Mubadala and
other limited partners attend investment-committee meetings but only
as observers. The PIF wields a veto, but solely over investments
exceeding $3bn.

People close to the Vision Fund and SoftBank say that warehousing
is likely to diminish. The ride-hailing portfolio has now mostly moved
to the fund and a $3bn lending facility has been set up to let Mr. Son
move quickly without calling on SoftBank’s balance-sheet. Gover-
nance is being tightened; the fund is interviewing potential indepen-
dent non-executive directors to sit on the board of SBIA, according to
a person familiar with the situation. Messrs Son and Misra have every
reason to ensure that the Vision Fund’s procedures are pristine;
potential investors in Vision Fund 2 will scrutinize how disciplined the
first fund had been in allocating capital.

The new fund is also likely to avoid the original’s over dependence on
two big outside investors. SoftBank would prefer a diverse pool of
backers; ideally, none would carry outsized clout, says an investor.
The firm also wants its arrangements to become more “normal”, in the
mould of Blackstone or KKR, two veteran asset managers. The
relationship between Vision Fund 2 and SoftBank would be more
“arms-length”; transfers between them would occur infrequently, if
ever. People close to the first fund insist that the operation is growing
up. That claim will be put to the test.
(The Economist March 23, 2019)
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"Independent Innovation in China--Theory and Case (English Edition)", co-au-
thored by Zhong Huibo and Lei Jiasu, defines and classifies the concept of
independent innovation, explicitly explains the concepts related to independent
innovation and discusses the urgency of implementing the strategy of independent
innovation in China and facts. Effective strategy of independent innovation, capa-
bility, pattern and track, technological integration corporate independent innova-
tion, institutional guarantee of China's independent innovation, independent
innovation strategy in traditional and emerging industries, etc. With the basis of
above questions, this research analysed 20 cases of independent innovation and 5
cases of independent innovation at the industrial level and developed relevant

theories.
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