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Turkey invaded northern Syria
to crush Kurdish militias, after
Donald Trump said he would
pull American troops out of the
region, giving Turkey a green
light. President Trump was
widely condemned for
abandoning the Kurds, who
fought alongside America
against Islamic State and still
guard captured IS prisoners in
camps. He justified the betray-
al by claiming that the Kurds
“didn’t help us in the second
world war”. Actually, they did.
Kurds of the Assyrian Para-
chute Company fought for the
Allies in Greece and Albania,
among other places.

Protests against the govern-
ment continued in Iraq. The
authorities responded with
force, killing more than 100
people and wounding 4,000.
The government also shut
down the internet and
imposed curfews, but it has
been unable to fix the economy
or curb graft.

Anelection observer in
Mozambique was shot dead,
allegedly by police, ahead of a
presidential poll already
marred by violence and
irregularities.

Veiled threats

Hong Kong’s government
invoked a colonial-era emer-
gency law to ban the wearing of
masks during protests. Thou-
sands of people, many of them
masked, protested. Others
clashed with police, started
fires and vandalised property,
resulting in the first closure of
the city’s mass-transit rail
networkin 40 years.

Nationalists and supporters of
the Communist Party in China
claimed to be outraged by the
general manager of the Hous-
ton Rockets, who had tweeted
the words “Fight for freedom,
stand with Hong Kong”. Chi-
na’s state broadcaster, CCTV,
suspended broadcasts of
games involving America’s
National Basketball Associa-
tion. Other Chinese firms
severed ties with it. Basketball
stars are still free to criticise
America.

North Korea and America
resumed disarmament talks
for the first time in seven
months. But North Korea broke
them off aftera day, accusing
America of intransigence. The
dictatorship threatened to test
more long-range missiles and
nuclear bombs if it does not get
more of what it wants by the
end of the year.

The lower house of Malaysia’s
parliament voted for a second
time to repeal the country’s

“fake news” law, which was
imposed by the previous gov-
ernment to stifle criticism.

Thailand ordered owners of
publicly accessible wireless
networks to keep records of
their customers’ identities or
their browsing history, to help
the authorities identify people
who criticise the government
or the monarchy.

New Zealand’s government
said itwould admit more
refugees, and scrap rules that
have impeded applicants from
Africa and the Middle East.

Failed statecraft

Negotiations between the
European Union and Britain
over Brexit appeared close to
collapse. Boris Johnson, Brit-
ain’s prime minister, had put
forward a new deal he thought
the House of Commons might
accept, but the Eu said it would
be hard to resolve differences

before the October 31st dead-
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» line. After Downing Street
briefed that it was all the fault
of Germany and Ireland, Do-
nald Tusk, the president of the
EU, told MrJohnson to stop the
“stupid blame game”. That was
the mildest rebuke Mr Johnson
has faced in recent weeks.

A gunman spouting anti-
Semitic slogans killed two
people in the German city of
Halle and tried to force his way
into a synagogue.

France’s security services
faced scrutiny following the
killing of four policemen in
Paris earlier this month by a
colleague. The murderer, a
Muslim convert, turned out to
have praised the slaughterin
2015 of 12 people at Charlie
Hebdo, a satirical magazine, for
poking fun at the Prophet. Yet
he still had access to top-secret
police intelligence files.

Portugal’s Socialist Party won
the most seats in the country’s

general election. But it fell

short of an overall majority,
suggesting that the prime
minister, Anténio Costa, will
again have to seek allies on the
radical left.

Lenin and the people

=

- - ‘_:- a
In Ecuador protesters com-
plained about the withdrawal
of fuel subsidies, at one point
forcing their way into parlia-
ment. The unrest, the worst the
country has seen for years,
prompted the government to
move temporarily from the
capital, Quito, to the port city
of Guayaquil. Lenin Moreno,
the president, defended the

cuts. His supporters pointed
out that the subsidies were
costly, wasteful and ecological-
ly damaging. But they are
popular.

Alvaro Uribe, Colombia’s
president from 2002 to 2010,
was questioned before the
supreme court aboutaccusa-
tions that through his lawyer
he had tried to bully and bribe
witnesses to retract claims that
he had helped setup aunitofa
paramilitary group in the
1990s. In 2012 Ivan Cepeda, a
left-leaning senator, first
accused Mr Uribe of having
links to paramilitary groups.
Mr Uribe denies wrongdoing.

A constitutional clash
America’s Democrats promised
subpoenas to make officials
testify in theirimpeachment
inquiry, after the White House
said it would not co-operate.
Having urged Ukraine to in-
vestigate Joe Biden, Donald
Trump publicly called on

China, too, to investigate his
potential election rival. Mean-
while, Ukraine’s prosecutor-
general said he was reviewing a
number of closed investiga-
tions, including a case against
the energy firm that had em-
ployed Mr Biden’s son. He said
he had notbeen put under any
pressure to do so.

Itemerged that Bernie Sand-
ers suffered a heart attack
when he was admitted to hos-
pital with what his campaign
had described as “chest dis-
comfort”. He vowed to appear
at the next Democratic debate.

Microsoft uncovered attempts
by hackers linked to the
Iranian government to target
email accounts associated with
an American presidential
campaign, reportedly Mr
Trump’s. Though unsuccessful
in their cyberattack, Microsoft
said the hackers were “highly
motivated” and “willing to
invest significant time and
resources” in their endeavour.
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The oECD advanced proposals
to ditch the current rules cov-
ering international corporate
tax, “which date back to the
1920s and are no longer suffi-
cient” in a globalised world,
and create a system thatac-
knowledges the “digitalisa-
tion” of the world economy.
The plan would end decades of
practice by allowing a country
to tax acompany that does
“significant business” within
its borders, even if it has no
base there. The OECD wants to
create a multilateral frame-
work to override the patchwork
of unilateral laws. The new
system would apply not only to
tech companies such as Apple
and Facebook, which have
been criticised for avoiding tax
in countries like Britain and
France, butalso luxury-goods
firms, carmakers and other
highly globalised industries.

Hong Kong’s stock exchange
dropped its £32bn ($39bn)
unsolicited bid for the London
Stock Exchange. The LSE had
rejected the offer, reiterating
its commitment to buy
Refinitiv, a financial-data
provider. The British bourse
has said it sees Shanghai as the
gateway to Chinese markets,
and has forged closer links
with investors there.

Trying to put the era of Carlos
Ghosn behind it, Nissan ap-
pointed Makoto Uchida as its
new chief executive, replacing
the ousted Hiroto Saikawa,
who was Mr Ghosn’s protégé.
Mr Uchida will head a new
three-man leadership team at
the Japanese carmaker, which
is slashing production in the
face of falling sales.

BP announced that Bob Dudley
is toretire as chief executive
early next year and be replaced
by Bernard Looney, who heads
its upstream business. Mr
Dudley took the helm at BPin
2010, soon after the Deepwater
Horizon disaster, steering the
company through a flood of
legal claims thatate into its
profits. Before that he had
headed TNK-BP, the company’s
joint venture in Russia, which
eventually fell foul of the
authorities.

Ajuryin Philadelphia ordered
Johnson & Johnson to pay
$8bn in punitive damages to a
man who claims his childhood
use of Risperdal, an anti-
psychotic drug, caused him to
grow breasts. The company,
which faces more than 13,000
lawsuits over Risperdal, said it
would appeal against the ver-
dict, which it described as
“excessive and unfounded”.

oy
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America’s unemployment
rate dropped to a 50-year low,
0f3.5%. A broader measure of
under-utilisation in the labour
market fell to 6.9%, its lowest
since 2000.

Thedark ages

Millions of people in northern
California had their electricity
cut off by Pacific Gas & Elec-
tric, as the utility endeavoured
to prevent wildfires ignited by
its power lines. PG&E filed for
bankruptcy protection in

January amid claims thatits
equipment had sparked deadly
infernos. The blackout could
last for days and affects Silicon
Valley and the Bay Area, though
not San Francisco. Southern
California Edison said it was
considering similar action,
which would affect the Los
Angeles area.

Americalostits top spot to
Singapore in the World
Economic Forum’s annual
competitiveness index. Hong
Kong, the Netherlands and
Switzerland made up the rest
of the top five. Britain was
ninth in the 141-country survey.

Atasigning ceremony at the
White House, America and
Japan sealed their new trade
deal. The Trump administra-
tion sought the accord after
pulling out of a transpacific
agreement, which covers 11
countries. This bilateral pactis
more limited in scope, mostly
covering agricultural goods
and avoiding thorny issues,
such as car exports. Still, the
deal does lower tariffs, a
change from the tit-for-tat
penaltieslevied in America’s
dispute with China. Ahead of
anotherincrease in tariffs on
$250bn-worth of Chinese
goods, Chinese officials trav-
elled to Washington fora
further round of trade talks.

Ahead of the talks, America
increased the pressure on
China by adding more Chinese
companies to its trade
blacklist, including startups
working in artificial intelli-
gence. One of them, Megvii,
which develops facial-recogni-
tion technology, had recently
filed for an 1po in Hong Kong.
America says the firms are
“implicated in the imple-
mentation of China’s
campaign of repression”
against Muslims in Xinjiang.

Meanwhile, Apple pulled an
app from the iPhone that en-
abled protesters in Hong Kong
to map police movements after
it was heavily criticised in
Chinese state media.

Aslice of life

News that PizzaExpress might
fold unless it can restructure
its debt prompted campaigns
on Twitter to save the 54-year-
old restaurant group. Founded
in London, the chain helped
pioneer casual dining in Brit-
ain, concentrating its branches
inupper-crust areas. It has
gone through several private-
equity owners. In response to
the outpouring of affection,
the pizza firm tweeted that “it
feels good to be kneaded” and
reassured investors that it was
“still making dough”.
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The world economy’s strange new rules

The way that economies work has changed radically. So must economic policy

ICH-WORLD economies consist of a billion consumers and

millions of firms taking their own decisions. But they also
feature mighty public institutions that try to steer the economy,
including central banks, which set monetary policy, and govern-
ments, which decide how much to spend and borrow. For the
past 30 years or more these institutions have run under estab-
lished rules. The government wants a booming jobs market that
wins votes but, if the economy overheats, it will cause inflation.
And so independent central banks are needed to take away the
punch bowl just as the party warms up, to borrow the familiar
quip of William McChesney Martin, once head of the Federal Re-
serve. Think of it as a division of labour: politicians focus on the
long-term size of the state and myriad other priorities. Techno-
crats have the tricky job of taming the business cycle.

This neat arrangement is collapsing. As our special report ex-
plains, the link between lower unemployment and higher infla-
tion has gone missing. Most of the rich world is enjoying a jobs
boom even as central banks undershoot inflation targets. Ameri-
ca’s jobless rate, at 3.5%, is the lowest since 1969, but inflation is
only 1.4%. Interest rates are so low that central banks have little
room to cut should recession strike. Even now some are still try-
ing to support demand with quantitative easing (QE), ie, buying
bonds. This strange state of affairs once looked temporary, but it
has become the new normal. As a result the
rules of economic policy need redrafting—and,
in particular, the division of labour between
central banks and governments. That process is
already fraught. It could yet become dangerous.

The new era of economic policy has its roots
in the financial crisis of 2007-09. Central banks
enacted temporary and extraordinary measures
such as QE to avoid a depression. But it has since
become clear that deep forces are at work. Inflation no longer
rises reliably when unemployment is low, partly because the
public has come to expect modest price rises, and also because
global supply chains mean prices do not always reflect local la-
bour-market conditions. At the same time an excess of savings
and firms’ reluctance to invest have pushed interest rates down.
So insatiable is the global appetite to save that more than a quar-
ter of all investment-grade bonds, worth $15trn, now have nega-
tive yields, meaninglenders must pay to hold them to maturity.

Economists and officials have struggled to adapt. In early 2012
most Fed officials thought that interest rates in America would
settle at over 4%. Nearly eight years on they are just 1.75-2% and
are the highest in the G7. A decade ago, almost all policymakers
and investors thought that central banks would eventually un-
wind QE by selling bonds or letting their holdings mature. Now
the policy seems permanent. The combined balance-sheets of
central banks in America, the euro zone, Britain and Japan stand
at over 35% of their total Gpp. The European Central Bank (ECB),
desperate to boost inflation, is restarting QE. For a while the Fed
managed to shrink its balance-sheet, but since September its as-
sets have started to grow again as it has injected liquidity into
wobbly money-markets. On October 8th Jerome Powell, the Fed’s
chairman, confirmed that this growth would continue.

One implication of this new world is obvious. As central
banks run out of ways to stimulate the economy when it flags,
more of the heavy lifting will fall to tax cuts and public spending.
Because interest rates are so low, or negative, high public debt is
more sustainable, particularly if borrowing is used to finance
long-term investments that boost growth, such as infrastruc-
ture. Yet recent fiscal policy has been confused and sometimes
damaging. Germany has failed to improve its decaying roads and
bridges. Britain cut budgets deeply in the early 2010s while its
economy was weak—its lack of public investment is one reason
forits chronically low productivity growth. America is runninga
bigger-than-average deficit, but to fund tax cuts for firms and the
wealthy, rather than road repairs or green power-grids.

While incumbent politicians struggle to deploy fiscal policy
appropriately, those who have yet to win office are eyeing central
banks as a convenient source of cash. “Modern monetary the-
ory”, a wacky notion that is gaining popularity on America’s left,
says there are no costs to expanding government spending while
inflation is low—so long as the central bank is supine. (President
Donald Trump’s attacks on the Fed make it more vulnerable.)
Britain’s opposition Labour Party wants to use the Bank of Eng-
land to direct credit through an investment board, “bringing to-
gether” the roles of chancellor, business minister and Bank of
England governor.

In a mirror image, central banks are starting
to encroach on fiscal policy, the territory of gov-
ernments. The Bank of Japan’s massive bond-
holdings prop up a public debt of nearly 240% of
GDP. In the euro area QE and low rates provide
budgetary relief to indebted southern coun-
tries—which this month provoked a stinging at-
tack on the central bank by some prominent
northern economists and former officials (see Free exchange).
Mario Draghi, the ECB’s outgoing president, has made public ap-
peals for fiscal stimulus in the euro zone. Some economists
think central banks need fiscal levers they can pull themselves.

Here lies the danger in the fusion of monetary and fiscal poli-
cy. Just as politicians are tempted to meddle with central banks,
so the technocrats will take decisions that are the rightful do-
main of politicians. If they control fiscal levers, how much mon-
ey should they give to the poor? What investments should they
make? What share of the economy should belong to the state?

A new frontier

In downturns either governments or central banks will need to
administer a prompt, powerful but limited fiscal stimulus. One
idea is to beef up the government’s automatic fiscal stabilisers,
such as unemployment insurance, that guarantee bigger deficits
if the economy stalls. Anotheris to give central banks a fiscal tool
that does not try to redistribute money, and hence does not in-
vitea feeding frenzy at the printing presses—by, say, transferring
an equal amount into the bank account of every adult citizen
when the economy slumps. Each path brings risks. But the old
arrangement no longer works. The institutions that steer the
economy must be remade for today’s strange new world. m
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America and the Middle East

The man without a plan

Donald Trump’s sudden withdrawal from northern Syria betrays a shallow and incoherent policy in the Middle East

EHOLD THE “great and unmatched wisdom” of President Do-
B nald Trump. On October 6th he announced that American
troops would withdraw from northernmost Syria, all but endors-
ingaTurkish offensive against America’s Kurdish allies in the re-
gion. He did not warn the Kurds, who had fought bravely against
thejihadists of Islamic State (1s). [t was time to let others, such as
Russia and Iran, “figure the situation out”, he said. But hours lat-
er, after even his Republican colleagues objected, Mr Trump
stepped back. Turkey, he warned, should not do anything that he
considers “off limits”. Ignoring him, Turkish forces launched a
campaign on October 9th that threatens not only to revive 1s, but
also to condemn Syria to yet another cycle of slaughter.

The conflicting signals, sent by Mr Trump in a series of inco-
herent tweets, have confused everyone. But they
should surprise no one. This is what American
diplomacylookslikein the Trump era. When the
president’s closest advisers are not chasing up
conspiracy theories in Ukraine (see Briefing), or
defying the constitution by refusing to testify to
Congress (see United States section), they are
coping with a commander-in-chief who, ac-
cording to his own former secretary of state, “is
pretty undisciplined, doesn’t like to read, doesn’t read briefing
reports, doesn’t like to get into the details of a lot of things, but
rather just kind of says: ‘This is what I believe.” That is no way to
make policy anywhere in the world, least of all the Middle East.

Mr Trump is understandably frustrated by being stuck in the
region. America has had troops in Syria for five years and Iraq for
a decade and a half. His solution, backed by many Americans, is
“to getoutofthese ridiculous Endless Wars”. In December, with a
similarly rash announcement, he began withdrawing from Syr-
ia, prompting his secretary of defence, James Mattis, to resign.
About 1,000 American troops are now in the country, down from
2,000 last year. Only about a dozen diplomats remain in Ameri-
ca’s once-teeming embassy in Baghdad, a city beset by deadly

protests. When Mr Trump visited the city last winter, he stuck to
aremote air base and left without seeing Iraq’s leaders.

America’s allies should shoulder more of the burden in the
Middle East, as Mr Trump keeps saying. But he is wrong to think
that he can leave the region without any consequences (see Mid-
dle East & Africa section). In Syria America’s withdrawal and a
Turkish invasion risk throwing the north into chaos and exacer-
bating ethnic tensions. That would please 1s, which the Penta-
gon warns is resurgent, as is al-Qaeda. In 2011 Barack Obama also
hastily pulled out of Iraq, leaving behind a cauldron of ethnic ha-
tred that gave rise to 1s. Mr Trump, like his predecessor, may find
that withdrawal is soon followed by re-engagement—when he
might regret abandoning his Kurdish allies.

The president’s retreat creates a vacuum, al-
lowing America’s enemies to exert more influ-
ence in the region. The abandoned Kurds are al-
ready talking of turning for support to Russia
and Bashar al-Assad, Syria’ s dictator. Iran is an
even bigger concern. Last year Mr Trump aban-
doned a deal that curbed its nuclear programme
(and might just have smoothed America’s path
out of the Middle East) in part because it said
nothing about Iranian meddling in the region. But after stoking
tensions with a policy of “maximum pressure”, Mr Trump has al-
lowed Iran or its proxies to attack shipping and Saudi oil facili-
ties with nothing more than a few sanctions in return. Nor has
Mr Trump worked hard to counter Iran’s increasing sway in Syria
and Iraq, where the American-backed government is wobbling.

The reason presidents find it hard to leave the Middle East is
that America has interests there. Pulling back requires planning
to protect them. But, as the confusion over Syria shows, Mr
Trump has no plan. When faced with the thorny issues presented
by withdrawal, which had presumably featured in those unread
briefings, his response has been to throw up his hands and turn
his back. There is nothing wise about that. ®

Autonomous cars

Traffic, jammed

The self-driving future is running late. Blame Silicon Valley hype—and the limits of A1

EW IDEAS have enthused technologists as much as the self-

driving car. Advances in machine learning, a subfield of arti-
ficial intelligence (A1), would enable cars to teach themselves to
drive by drawing on reams of data from the real world. The more
they drove, the more data they would collect, and the better they
would become. Robotaxis summoned with the flick of an app
would make car ownership obsolete. Best of all, reflexes operat-
ing at the speed of electronics would drastically improve safety.
Car- and tech-industry bosses talked of a world of “zero crashes”.

And the technology was just around the corner. In 2015 Elon
Musk, Tesla’s boss, predicted his cars would be capable of “com-

pleteautonomy” by 2017. Mr Musk is famous for missing his own
deadlines. But he is not alone. General Motors said in 2018 that it
would launch a fleet of cars without steering wheels or pedals in
2019; in June it changed its mind. Waymo, the Alphabet subsid-
iary widely seen as the industry leader, committed itself to
launching a driverless-taxi service in Phoenix, where it has been
testing its cars, at the end of 2018. The plan has been a damp
squib. Only part of the city is covered; only approved users can
take part. Phoenix’s wide, sun-soaked streets are some of the eas-
iest to drive on anywhere in the world; even so, Waymo’s cars
have human safety drivers behind the wheel, just in case.






16 Leaders

Jim Hackett, the boss of Ford, acknowledges that the industry
“overestimated the arrival of autonomous vehicles”. Chris Urm-
son, alinchpin in Alphabet’s self-driving efforts (he left in 2016),
used to hope his young son would never need a driving licence.
Mr Urmson now talks of self-driving cars appearing gradually
over the next 30 to 50 years. Firms are increasingly switching toa
more incremental approach, building on technologies such as
lane-keeping or automatic parking. A string of fatalities involv-
ing self-driving cars have scotched the idea that a zero-crash
world is anywhere close. Markets are starting to catch on. In Sep-
tember Morgan Stanley, a bank, cut its valuation of Waymo by
40%, to $105bn, citing delays in its technology.

The future, in other words, is stuck in traffic. Partly that re-
flects the tech industry’s predilection for grandiose promises.
Butself-driving cars were also meant to be a flagship for the pow-
er of Al. Their struggles offer valuable lessons in the limits of the
world’s trendiest technology.

Hit the brakes

One is that, for all the advances in machine learning, machines
are still not very good atlearning. Most humans need a few dozen
hours to master driving. Waymo’s cars have had over 1om miles
of practice, and still fall short. And once humans have learned to
drive, even on the easy streets of Phoenix, they can, with a little
effort, apply that knowledge anywhere, rapidly learning to adapt
their skills to rush-hour Bangkok or a gravel-track in rural
Greece. Computers are less flexible. Al researchers have expend-
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ed much brow-sweat searching for techniques to help them
match the quick-fire learning displayed by humans. So far, they
have not succeeded.

Another lesson is that machine-learning systems are brittle.
Learning solely from existing data means they struggle with situ-
ations that they have never seen before. Humans can use general
knowledge and on-the-fly reasoning to react to things that are
new to them—a light aircraft landing on a busy road, for in-
stance, as happened in Washington state in August (thanks to
humans’ cognitive flexibility, no one was hurt). Autonomous-
car researchers call these unusual situations “edge cases”. Driv-
ing is full of them, though most are less dramatic. Mishandled
edge cases seem to have been a factor in at least some of the
deaths caused by autonomous cars to date. The problem is so
hard that some firms, particularly in China, think it may be easi-
er to re-engineer entire cities to support limited self-driving
than to build fully autonomous cars (see Business section).

The most general pointis that, like most technologies, what is
currently called “A1” is both powerful and limited. Recent pro-
gress in machine learning has been transformative. At the same
time, the eventual goal—the creation in a machine of a fluid,
general, human-like intelligence—remains distant. People need
to separate the justified excitement from the opportunistic
hyperbole. Few doubt that a completely autonomous car is pos-
siblein principle. Butthe consensusis, increasingly, thatitis not
imminent. Anyone counting on Al for business or pleasure
could do worse than remember that cautionary tale.

India’s economy

A big stink on the brink

India’s future should be bright. A rotten financial system could ruin it

MAGINE A CENTRAL bank tweeting that, yes, there are rumours
Iof “certain” banks facing deposit runs but “there is no need to
panic”. Would you feel reassured? That is the unenviable posi-
tion Indians found themselves in last week as a financial storm
rumbled on in the world’s fifth-biggest economy with no sign of
the authorities getting a firm grip. In the latest fiasco a co-oper-
ative bank, pPMc, is accused of fraud, prompting depositors to
yank their cash out. Meanwhile shares in Yes Bank, a private
lender, have collapsed by 40% in the past month
as rumours swirl. These are not isolated inci-
dents. Roughly a third of the financial system is
on crutches or under suspicion. Dazed by the
scale of the task, the government and the Re-
serve Bank of India (RBI) are dithering. Until
they act, India’s economy will not perk up—and

Share price, rupee

India’s Yes Bank

make loans to shadow banks, which went on their own lending
binge, often using the money to finance property projects.

Today the financial system is stuffed with bad debts. Perhaps

atenth of loans are dud, maybe more. The shadow banks are vul-

nerable because they use short-term debt (rather than ordinary

deposits, which they are mostly restricted from raising) to fund

long-term loans of their own. There is also an undercurrent of

fraud and bogus accounting. In 2018 Punjab National Bank said

that a diamond dealer had stolen $2bn from it.

Later that year IL&FS, a big shadow bank with

0o  Sovernment links, collapsed. Credit-rating

;o  agencies have been giving high ratings to flaky

,0  firms. With suspicion rife, a handful of shadow

100 banks face a severe funding squeeze, and the en-

o tire financial sector is wary of lending. As a re-

thereis a danger of a full-blown crisis. o
The origins of this mess go back to 2005. In
the first phase conventional banks, which control about four-
fifths of the system’s assets and are mostly state-run, lent too
freely to infrastructure and industrial projects, sometimes ones
backed by well-connected tycoons. The plight today is a continu-
ation of the second phase: a boom-and-bust in lightly regulated
shadow banks, which control the remaining fifth of the system.
The danger grew in 2016 when the government temporarily abol-
ished large banknotes, leading many people to deposit money in
banks and mutual funds. These, in turn, used the windfall to

2019

sult credit is growing at near its slowest pace in
20 years. The ripple effect has stalled building
projects, starved wholesalers of loans to buy inventory and pre-
vented farmers from borrowing to buy tractors and motorbikes.
The response of Narendra Modi’s government and the RBI has
so farbeen halting. The government has repeatedly but belatedly
pumped inadequate sums of capital into the state banks, and
promised to merge some of them. On September 20th it slashed
corporate taxes to try to revive animal spirits. The RBI, mean-
while, has cut interest rates five times this year. Presumably they

hope that this will be enough to boost the economy, while the big »
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» state banks slowly regain their strength and the remaining well-
run private banks, such as HDFc and Kotak, lend more freely.

The crisis, however, cannot be compartmentalised. Shadow
banks have borrowed from bad banks which may have borrowed
from good ones. Another collapse in one corner could easily
cause panic elsewhere. Because the banks are in poor shape, the
RBI's interest-rate cuts are not being passed on to consumers and
firms. Another lurch down in the economy threatens a new se-
ries of bad debts at the recuperating state banks. And there is a
palpable sense that governance is broken. Bank boards, auditors,
rating agencies and the RBI have all failed to stop the rot.

India needs a two-pronged clean up. In the short term the RBI
should do another “stress test” of the banks, and test the shadow
banks, too. The results should be made public. If state banks
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need capital they should get it. Some shadow banks will fail and
should be wound up. The approach taken with 1L&Fs offers a
template. It was put into a form of administration and creditors
face a big haircut (although the process could be quicker). In the
longer run, India should privatise its state banks so that they can
escape control by politicians. Shadow lenders, meanwhile,
should face the same prudential rules as banks. The RBI needs to
overhaul its system of ongoing supervision. It used to be widely
admired, but is starting to look like part of the problem.

This ought to be India’s moment. It has a big domestic econ-
omy and lots of entrepreneurs, oil prices are fairly low—helpful
for a big importer—and multinationals are keen to shift their
factories out of China. Cleaning up the financial system is a gi-
gantic task. But until it is done India will not thrive. ®

Pilfering potentates

How to keep your ill-gotten loot

A guide for Kkleptocrats worried by foreign prosecutors

O YOU'VE STOLEN a billion dollars. That was the easy part. The
S country of which you are president may be poor, which is a
pity, butitisalsolawless, which creates opportunities. The audi-
tors, police and prosecutors who should have slapped the hand
you put in the treasury chose to kiss it instead. So your pockets
are bulging with ill-gotten loot. There is just one snag: the world
has grown less tolerant of kleptocrats.

Back in the good old days of the cold war, strongmen could be
strongmen. When Mobutu Sese Seko, the late dictator of what is
now the Democratic Republic of Congo, robbed his country into
a coma, no one cared. (Apart from his subjects, of course.) When
his household drained 10,000 bottles of pink champagne a year
and Mobutu kepta Concorde idling on the runway of his tropical
palace, his Western backers turned a blind eye, so long as he did
not invite the Soviets into central Africa. Likewise, the Soviets
overlooked the equally egregious thievery of
theirclients in Angola. And a kleptocratin those
days had no trouble finding places to park his
squillions. Swiss bankers vied to offer him
roomy vaults. Estate agents on the Cote d’Azur
rolled out the gold-thread carpet.

Recently, however, Western governments
have been confiscating looted assets and prose-
cuting those involved in corruption far beyond
their borders (see Middle East & Africa section). This year Ameri-
ca’s Justice Department indicted a former finance minister of
Mozambique and won convictions against several ex-Credit
Suisse bankers over the embezzlement of $2bn in loans. Malay-
sia’s former prime minister, Najib Razak, lost his job and his lib-
erty after America revealed that he had $70o0m in personal bank
accounts; American prosecutors are still pursuing his alleged
money-launderer. Last month Swiss authorities auctioned off
$27m-worth of sports cars seized from Teodorin Nguema
Obiang, the unaccountably wealthy son of the president of Equa-
torial Guinea, a tiny oil-rich dictatorship. It was not his first
brush with foreign law enforcement. In 2014 he had to hand over
assets worth $3om after America’s Justice Department said he
had embarked on a “corruption-fuelled” shopping spree “after
raking in millions in bribes and kickbacks”. Everywhere, pilfer-

ing potentates and their progeny must be nervous.

So here are some steps they can take to safeguard their loot.
First, stay away from social media. The younger Mr Obiang posed
onInstagram in fancy cars and on private jets. That may have im-
pressed his friends, but it also raised awkward questions about
how he could afford such extravagant toys.

Second, avoid purchases so conspicuous that they make
headlines. Kolawole Akanni Aluko, a Nigerian businessman ac-
cused of bribery, not only spent $8om on a superyacht—he also
reportedly rented it to Jay-Z and Beyoncé for $900,000 a week.
These (blameless) singers attract a certain amount of attention.
Mr Aluko might have avoided unwelcome scrutiny had he
boughta less blingtastic boat.

Third, keep an emergency stash close to hand. The late Robert
Mugabe, who misruled Zimbabwe for three decades, always trav-
elled with a suitcase of “coup money”, in case he
was ousted while abroad. Cash piles must be
looked after, mind. A former ruler of Equatorial
Guinea, Francisco Macias Nguema, kept a large
portion of the country’s foreign reserves in a
bamboo hut in his garden. He forgot to water-
proof the hut, alas, and much of his stash rotted.

One way to protect overseas assets is to claim
they belong to the state. The younger Mr Obiang
stopped France from selling his home in Paris by insisting it was
owned by his country’s embassy. His lawyers also say that a
$100m superyacht seized by the Netherlands was a naval vessel.
Prosecutors are mystified as to what military purpose might be
served by the upper deck’s jacuzzi. Another way to elide the dis-
tinction between public and personal property is to be royal.
Mswati III, the absolute monarch of Eswatini (formerly Swazi-
land) lives like a king—and it’s legal. Gulf royals were reportedly
among the bidders for Mr Obiang’s cars.

One final thought. How about ruling honestly? This is not as
crazy as it sounds. Mo Ibrahim, a Sudanese-British telecoms ty-
coon, has endowed a $5m prize each year for an African presi-
dent who governs well and retires when his term is up. You can
live quite well on $5m. Yet for seven of the 12 years since the Ibra-
him prize began, no worthy recipient has been identified. m
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Our issue on climate change
Limiting temperature rises to
2°C above pre-industrial
norms would still leave atmo-
spheric carbon dioxide at well
over 450 parts per million
(ppm) (“What goes up”,
September 21st). We evolved,
and until less than a century
ago, lived, on a 300ppm planet.
We need to return the Earth’s
climate to its pre-industrial
state, without doing the same
to our economy.

The UN recently hosted the
first Global Forum on Climate
Restoration. Entrepreneurs
and climate scientists discuss-
ed the undoubtedly gargan-
tuan challenge of removing
and permanently storing
around a trillion tonnes of
carbon from the atmosphere
by 2050, and presented
technically viable ways to do
this. Even if market-based
approaches to remove carbon
dioxide fail entirely, and they
won'’t, a reasonable estimate is
thatit would cost 3-5% of
global gpp for 20-30 years to
return the atmosphere to
300ppm. As a comparison, ten
years ago America diverted
3.5% of itsannual GDP to
prevent the financial system
from collapsing. That felt like a
good investment. So does this.
JON SHEPARD
Global Development Incubator
London

Your article on British offshore
wind suggested that the tech-
nology remains expensive
(“The experiment”). Yet the
latest auctions produced a
price of about £40 ($50) per
megawatt hour, well below the
current wholesale price of
electricity. Offshore wind is
now the cheapest way of
producing power in Britain.
You also supported Dieter
Helm’s acerbic criticisms of
British energy policy for
directing subsidies towards
particular technologies, such
as offshore wind. The recent
auctions are a spectacular
rebuttal of Professor Helm'’s
theory. Itis precisely because
Britain has protected offshore
wind over the past15 years that
the technology has now
become unbelievably cheap. It

is often difficult for econo-
mists such as Professor Helm
to recognise this, butactive
industrial policies can work.
Lastly, you repeated the
conventional final attack on
offshore wind, pointing out
thatitis intermittent. Other
countries around the North Sea
have woken up to this problem,
usually focusing on various
technologies for converting
“power to gas” as a way of
ensuring this intermittency
can be managed at enormous
scale. The hibernation of ener-
gy policy over recent years has
held up progress, but my
hypothesis is that Britain will
soon conclude, like other
countries, that using surplus
power to make renewable
hydrogen is the logical route
forward. This hydrogen will
then be used to generate power
when electricity supplies are
scarce from the North Sea.
CHRIS GOODALL
Oxford

Polluting cannot be free. A
strong price on carbon will
incentivise producers and
consumers to reduce emis-
sions and innovators to create
low-carbon technologies. And
returning all the funds raised
back to the economy means
little to no economic loss and a
much healthier future. Though
the politics are challenging, as
advocates are up againsta wall
of money, the American House
of Representatives is consid-
ering four bipartisan bills that
dojustthis, and one, the
Energy Innovation Act, has 64
CO-SpPOnsors.

JERRY HINKLE

Governing board

Citizens Climate Lobby
Coronado, California

You observed that most of the
benefits from reducing green-
house-gas emissions “will be
accrued not today, butinso or
100 years.” Itis worth adding
that societies reap meaningful
and immediate benefits from
transitioning away from fossil
fuels. In a recent research
paper, our team found that
replacing fossil fuels with
renewable energy yields
substantial short-term
benefits associated with

cleaner air, improved health
and fewer premature deaths,
which exceed policy costs. We
also estimated that these
immediate benefits may be
larger than the near-term gains
from mitigating climate
change. Societies, therefore,
have ample reason to acton
climate change now.

EMIL DIMANCHEV

Senior research associate

MIT Centre for Energy and
Environmental Policy
Research

Cambridge, Massachusetts

In your article on small island
states and climate diplomacy,
you failed to mention the
effects of rising and shifting
sea floor, and that volcanic
islands can and do naturally
sink (“Nothing so concentrates
the mind”). Balanced reporting
would merit atleasta quick
mention of these facts.

JOY SAVAGE DANGELO

Fort Worth, Texas

Itis true that climate change is
notjustan environmental
problem and cuts across all
activities. Yet the recipe for
economic growth from main-
stream economists, including
The Economist, disregards
climate change. Yes, econom-
ics textbooks cover external-
ities or spillover effects, but
these have not been integral to
growth analysis. A search finds
abundant climate studies, but
less than 0.5% of the numer-
ous growth articles over the
past 50 years seem to factor
climate effects.

That allows politicians such
asJair Bolsonaro, Brazil’s presi-
dent, to argue that environ-
mental protection is inimical
to growth, even as the emerg-
ing reality is the opposite.
American policy, too, sees any
deregulation, including policy
that mortgages the environ-
ment, as pro-growth. Yes,
environmental destruction
may boost short-term growth,
but the climate outcomes hurt
long-term growth and welfare.

So, changing the conduct of
growth economics is essential
if we are to avert a climate
catastrophe. Unless the
economics profession stops
ranking and rewarding coun-

tries based primarily on how
much they deregulate and
boost short-term GDP, the
climate action that you rightly
call for will continue to lag
dangerously.

VINOD THOMAS

A former senior vice-president
at the World Bank

Bethesda, Maryland

Climatologists are like econo-
mists. They repeatedly produce
false predictions based on
skewed statistics and errone-
ous models. Neither wholly
understand their respective
cycles. Climatologists want to
twiddle the carbon-dioxide
knob just as central bankers
twiddle interest rates.

The Economist is fuelling
peak-hysteria near the top of a
climate bull market. The
inevitable climate bear market
will be more sudden, geologi-
cally, longer and colder than
any climatologist can at
presentimagine.

JAMES HOLME
Bickenbach, Germany

Your newspaper has now
shown itself to have joined the
alarmist warmists. You have
lost your way and attached
yourself to the ranks of the
activists. Very disappointing.
In order to avoid misleading
your readers you should
rename your publication The
Alarmist.

TONY POWELL
Niagara-on-the-Lake, Canada

As alongtime reader of The
Economist, I have often been
moved by the Obituary col-
umn, butI was astonished to
find myself weeping over the
death of the Okjokull glacierin
Iceland, a response triggered as
much by the beauty of the
writing as the poignancy of the
event. Later that day I called my
broker and divested all my
fossil-fuel holdings.

PAGE NELSON

Charlottesville, Virginia

Letters are welcome and should be
addressed to the Editor at

The Economist, The Adelphi Building,
1-11John Adam Street, London wc2n 6HT
Email: letters@economist.com

More letters are available at:
Economist.com/letters
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leadership and quality control in the conduct of UNU-CPR activities.

Experience: A master's degree or doctoral qualification in Public Policy,
Political Science, Law, Economics, or International Development. Knowledge
of and experience in the think-tank world. Detailed knowledge of the UN and
of its functions and activities. Strong international research background and
publications. Expertise related to policy research, knowledge translation and
research communication. A proven record of effective policy thought leadership.
Strong and demonstrable international fundraising skills. Sound financial and
human resource management skills. Gender, cultural and political sensitivity.

Fluency in English is required. Fluency in another official UN language is
desirable.

Application deadline: 8 November 2019 for a summer 2020 start.
Full details of the position and how to apply: hitps://unu.edu/about/hr/
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The Middle East Institute (MEI) at the National University of Singapore
is looking for a director to lead its research into areas of relevance to
Singapore and Asia.

MEI, an autonomous research institute within the university, covers the
Middle East and North Africa (MENA), Turkey, Afghanistan and Central
Asia. It is an institute unique in South-east Asia for its focus, and is part

of one of the world’s top universities.

As Director, you would set and deliver the yearly research agenda for
MEI and ensure its focus aligns with the key interests of stakeholders,
while inspiring and guiding a team of highly motivated, respected
researchers.

METI also has a strong public education role, and the Director will fulfil
this by conceptualising lectures and seminars, among other events.

This senior research and management role is open to those who either
hold a PhD in a relevant field of study that has focused on the Middle East
or relevant and sufficient work experience in the Middle East and a deep
understanding of the region.

Strong knowledge of how the Middle East interacts with South-east,
South and North-east Asia will be a major advantage.

For more details about the job and how to apply, go to:
https://mei.nus.edu.sg/director-middle-east-institute/

Applications will close on 12 January, 2020.

PRINCIPAL ADVISER

Directorate-General for Mobility and Transport, Brussels

COM/2019/10390

The Directorate-General for Mobility
and Transport (DG MOVE) shapes
transport policy for the European
Union, enabling the efficient, safe and
environmentally friendly movement
of people and goods. This involves both
developing new lagislative proposals
and manitoring the implementation of
enisting EU law, as well as oversight
of several EU agencies and bodies in
the transport sector

Your responsibilities

= To support the Director-General with
strateqic advice and guidance on the
digitalisation of transport and mability

= To contribute to the development of
digital and low-emissions policies

= To ensure close collaboration on
these areas within and outsice the
Directorate-Gangral

Your skills:

= Good understanding of EU transport
and mobility policies

= Sound exparience in digital issues
(cata protection, big data,
artificial intelligence. cloud computing,
cybersecurity)

= Proven ability to set goals,
prioritise tasks and ensure thedr
effective execution

The European Commission applies an
active equal opportunities poticy aimed at
further increasing the share of women in
management functions and it particularty
encourages applications from women

Please consult the Official Journal
C 331 Aof 2 October 2019 for the
detalled vacancy notice as well as
the eligibility and selection criteria

Registration for applicants
https://ec europa ew/dgs/
human-resources/
seniormanagementvacancies/
The closing date for registration is
4 Novemnber 2019,

12 00 noon Brussels time.

A MISSION
LIKE NO OTHER

The Central Intelligence Agency

The Central Intelligence Agency seeks high-
performing, patriotic professionals with a diverse
range of backgrounds, skill sets, and life experiences
to serve the United States by advancing the
Agency's mission as the nation’s first line of
defense. We are interested in candidates
available for full-time, part-time, and consulting

opportunities both at home and overseas.

For the intellectually curious adventurer looking
for an unparalleled, high-impact international
opportunity, we offer a way of life that challenges
the deepest resources of an individual's intellect,
resilience, and judgment. While no specific

work background is required, candidates with
experience in business, entrepreneurship, sales,
marketing, real estate, and program management
are highly desirable.

Competitive candidates should possess
the following:

* US citizenship, dual US citizenship, or US
Lawful Permanent Resident (LPR) status
* 3+ years of international experience
* The desire to live, travel, and work abroad
* Foreign language skills
* The ability to successfully complete
medical and security processing
Individuals must be physically located in
the US to apply.

Take the next step. Mail your résumeé
with a cover letter to:

Recruitment Center
Box 26
Dept. D-45
Washington, DC 20505
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The backstory

KIEV

The telephone call that led Congress to investigate Donald Trump was the latest

link in a long, sad and sordid chain

IKTOR YANUKOVYCH, out of office,

found himself in a bind. Having be-
come prime minister of Ukraine in 2002,
he had expected to be elected president in
December 2004. The official count in the
election had borne out his expectation. But
thousands of orange-clad demonstrators
had subsequently taken to the streets of
Kiev to protest that the tally had been
rigged. The Supreme Court ordered a re-
count. The result was overturned.

Post-Soviet Ukraine was just 13 years
old, and adrift. A home to hardline Com-
munists and ardent nationalists alike in
the 1980s, part of its territory long engaged
with Europe, part stalwartly Russian, it had
no real tradition of statehood. Oligarchs-
in-the-making took advantage of that lack
to carve up the country’s considerable
rents and assets. Some of these oligarchs
went into politics; some cultivated politi-
cians. All sought and bought protection
from people with power in Russia, Europe
and America. Ukrainian politics and for-

eign relations became an extension of the
oligarchs’ business interests. Its parlia-
ment became a market.

After the election of 2004 Mr Yanuko-
vych’s stock plummeted—which was bad
news for Rinat Akhmetov. A coal and steel
magnate based in Donbas, an industrial re-
gion in eastern Ukraine, Mr Akhmetov was
one of the main sponsors of Mr Yanuko-
vych and his Party of Regions. If they were
to regain power, Mr Yanukovych would
have to win the next election more or less
fairly. That would mean overhauling his
image. So Mr Akhmetov introduced Mr Ya-
nukovych to Paul Manafort.

Mr Manafort thought he was on to a
good thing. A consultant to Republican
politicians in America, he also had a lucra-
tive business tending to unsavoury over-
seas clients such as Jonas Savimbi, an An-
golan guerrilla leader and Mobutu Sese
Seko, a Congolese dictator. He and his team
had turned Mr Yanukovych, whose nick-
name during his short stints in prison
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when young had been kham, or “thug”,
from a Kremlin-backed bully into a self-
made man with blue-collar roots. Charis-
matic would have been too much to hope
for, but his tailored suits, Politburo hair
and deliberate manner gave him a plausi-
bly presidential demeanour. He seemed
practical and solid, the salt of the earth.

The campaign Mr Manafort devised for
this remade candidate used tactics he had
first seen used in Richard Nixon'’s re-elec-
tion campaign in 1972: exploiting cultural
divisions and stoking grievances. Mr Yanu-
kovych was portrayed as a defender of the
Russian-speaking east against western Uk-
rainians who wished to force a new lan-
guage and culture on them while exploit-
ing their economic resources. He raged
against the joint exercises Ukraine was
holding with NATO in Crimea. When the
American ambassador tried to get Mr Ma-
nafort to rein him in, he was rebuffed.

The election of 2010, which was pretty
much above board, saw Mr Yanukovych be-
come president. As such, he made Mykola
Zlochevsky, a burly, shaven-headed ty-
coon, his minister for ecology and natural
resources. In the early 2000s Mr Zlochev-
sky had been chair of the State Committee
for Natural Resources at a time when com-
panies he had started had been granted lu-
crative oil-exploration licences. These li-
cences were cancelled under the new

regime that came to power in 2005, though »
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» the cancellation was later overturned.

Oliver Bullough’s book “Moneyland”,
which deals with money laundering, re-
cords that during Mr Zlochevsky’s second
stintin control Burisma, a company he had
founded to consolidate his oil and gas in-
terests, was granted nine production li-
cences and saw its natural-gas production
increase sevenfold. As Mr Bullough puts it,
“There is a marked correlation between
Zlochevsky'’s period in office and Burisma
expanding. He is a classic example of how
politics in Ukraine has long been business
by other means.”

Burisma was owned through various
holding companies in Cyprus, and Mr Zlo-
chevsky’s lawyers have insisted that their
client did not benefit from his own official
decisions. But his experience after 2005
must have made him keenly aware that his
fortunes might dip under another regime.

When that other regime arrived, it did
so dramatically. Mr Yanukovych’s victory
in 2010 had wedged open the country’s di-
vides, unlocking the way to revolution, in-
vasion and bloodshed. In 2014 he was over-
thrown and fled to Moscow, taking vast
wealth with him. Russia, irked at having its
man displaced by the “Euromaidan” upris-
ing, responded by annexing Crimea and fo-
menting insurrection in the east.

A friend of my friends

Mr Zlochevsky, out of office, found himself
in a bind. The new government wanted to
get back the money siphoned off by Mr Ya-
nukovych and his cronies, and enlisted the
help of international authorities to that
end. After Mr Zlochevsky tried to move
$23m to Cyprus from a London account
held with BNP, a bank, in March 2015, Brit-
ain’s Serious Fraud Office froze his ac-
count. The sFo argued in court that there
were reasonable grounds to believe Mr Zlo-
chevsky made this money by breaking Uk-
rainian law. Of specific interest was $2o0m
paid into the account by a company owned
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Ukraine: presidents

Russia starts a war in the Donbas

by Sergey Kurchenko, who handled money
for Mr Yanukovych’s family.

Hunter Biden thought he was on to a
good thing. In 2014, Mr Biden was asked to
join the board of Burisma, along with De-
von Archer, his business partner, and Alex-
ander Kwasniewski. Mr Biden is the son of
Joe Biden, then vice president and Barack
Obama’s point-man on Ukraine; Mr Archer
isafriend of the stepson ofJohn Kerry, then
America’s secretary of state; Mr Kwasniew-
ski used to be president of Poland. Mr Bi-
den was reportedly paid $50,000 a month.

The purpose of expanding Burisma’s
board in this well connected way, it seems,
was to buy Mr Zlochevsky protection; as
well as the money-laundering case in Lon-
don, he was also facing two investigations
in Ukraine, one for tax evasion and one
over conflicts of interest involving Bu-
risma’s licences. Mr Zlochevsky, who had
fled Ukraine, also wanted leverage in his
dealings with Petro Poroshenko, the oli-
garch elected president in May 2015.

If such protection was, indeed, Mr Zlo-
chevsky’s plan, it apparently worked. The
prosecutor general’s office failed to supply
the sro with the documents needed to keep
his account frozen. At the end of the year
someone there supplied Mr Zlochevsky’s
lawyers with a letter stating that he was not
suspected of any crime in Ukraine. The
judge in London released the $23m on the
grounds that Mr Zlochevsky “was never
named as a suspect for embezzlement or
indeed any other offence, let alone one re-
lated to the exercise of improper influence
in the grant of...licences”.

Vitaly Kasko, who as head of the inter-
national departmentin the prosecutor’s of-
fice had been trying to help the SFo,
smelled a rat. So did America’s ambassador
to Ukraine, Geoffrey Pyatt, “Those respon-
sible for subverting the case by authorising
those letters”, he said a few months later,
“should—at a minimum—be summarily
terminated.” Anti-corruption activists in

Russia and Ukraine
exchange prisoners

Ukrainian boats seized by
Russian FSB in the Black Sea

Russia opens bridge over ¢
the Kerch Strait blocking
Ukrainian ships from
the Sea of Azov
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Ukraine argued that the Burisma case and
other attempts to recover laundered loot
failed because the government did not
really want them to succeed. Oleksandr
Onishchenko, a businessman and MP who
is now a fugitive abroad, says Mr Porosh-
enko was far from dismayed when told that
Mr Zlochevsky was supplying free natural
gas to a glass works run by his right-hand
man and might be willing to do more such
favours. On a recording Mr Onishchenko
claims to have made of this conversation,
the president calls Mr Zlochevsky “a good
guy” and sends him his greetings. Mr Po-
roshenko says this recording is a fake.
With Mr Poroshenko’s credentials as an
enemy of corruption in doubt, the Ameri-
can government helped to set up a new Na-
tional Anti-corruption Bureau (NABU). It
was ring-fenced from interference by Uk-
rainian officials and supervised by the FBI,
which set up an office inside the new bu-
reau. But it found its work blocked by Vik-
tor Shokin, who Mr Poroshenko made
prosecutor general in February 2015.
Pressed by foreign ambassadors and Ukrai-
nian activists, Vice-President Biden be-
came part of an international campaign to
remove Mr Shokin. “The office of the gen-
eral prosecutor desperately needs reform,”
Mr Biden told Ukraine’s Mps late in 2015;
privately he told Mr Poroshenko that keep-
ing Mr Shokin would cost him $1bn in aid.

My enemies’ enemy

In April 2016 the president replaced Mr
Shokin with Yuri Lutsenko. In 2006, as in-
terior minister, Mr Lutsenko had launched
an investigation into Mr Zlochevsky. After
Mr Yanukovych returned to power in 2010,
Mr Lutsenko was jailed in what appeared to
be a political vendetta. When he became
prosecutor general in 2016, he brought the
tax evasion case against Mr Zlochevsky to a
conclusion with a fine of $7.4m. The third
case, about the licences, was passed to
NABU, where it remains unresolved.

Activists and outsiders hoped that Mr
Lutsenko would prosecute cases more vig-
orously than Mr Shokin had and co-operate
more with Artem Sytnik, the fresh-faced
head of NABU. Mr Lutsenko disappointed
those critics, using his office to attack
some of them, and worked to undermine
Mr Sytnik and subvert NABU operations.
Marie Yovanovitch, a career diplomat re-
cently arrived in Kiev as America’s ambas-
sador, told him to stop attacking anti-cor-
ruption activists and former staff such as
Mr Kasko, who had co-operated with the
SFO in the Burisma case. Mr Lutsenko was
not pleased.

Mr Lutsenko and Mr Poroshenko’s fac-
tion pushed on with attempts to remove
NABU’s independence and fire Mr Sytnik.
Things came to a head during a night of
frantic trans-Atlantic calls in December

25

2017. In part because of pressure from the M
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» IMF, which was funding billions of dollars
of Ukrainian debt, Mr Poroshenko backed
down. Mr Sytnik remained in his job and
NABU retained its independence.

Mr Lutsenko, in office but weakened
and humiliated, found himself in a bind.
So helooked to a powerful outsider for sup-
port: President Donald Trump’s White
House. Although this seemed to be on his
own initiative, Mr Lutsenko rarely did any-
thing without Mr Poroshenko’s approval.
The president, who had favoured Hillary
Clinton in the American elections of 2016,
was keen to patch things up with Mr
Trump. The feeling was not mutual—but
Mr Lutsenko was still of interest.

Rudy Giuliani thought he was on to a
good thing. In his role as President Donald
Trump’s personal attorney he had made it
known that he was interested in digging up
dirt about Ukrainian support for Mrs Clin-
ton, and any special favours which might
have been done on behalf of Mr Biden. Ac-
cording to Mr Lutsenko, two of Mr Giu-
liani’s other clients, Lev Parnas and Igor
Fruman, got in touch with him at Mr Giu-
liani’s behest in late 2017.

Mr Parnas and Mr Fruman are Ukrai-
nian-American businessmen based in
Florida. Mr Fruman owns a boutique hotel
and a beach club in their native Odessa, as
well as a bar in Kiev known for its profes-
sional escorts. Mr Parnas was once a stock-
broker. The Washington Post has reported
that, in 2016, a court ordered him to pay
more than $500,000 to an investor in a
never-made movie called “Anatomy of an
Assassin”; according to court records Mr
Parnas is still being pursued over the debt.
Yetacomplaintin front of America’s Feder-
al Election Commission says that Mr Par-
nas, Mr Fruman and shell companies with
which they are associated have still man-
aged to contribute over $400,000 to va-
rious Republican campaigns and organisa-
tions, including America First Action, a
pro-Trump “SuperpAcC’.

Mr Lutsenko looked like pay dirt to Mr
Giuliani. So did Mr Shokin, his predeces-
sor, who was angry at having been denied a
visa to visit his daughter in California,
something he blamed on Ms Yovanovitch.
On January 23rd 2019 Mr Giuliani had a
phone call with Mr Shokin (Mr Parnas acted
as interpreter). According to notes Mr Giu-
liani later provided to the State Depart-
ment, Mr Shokin alleged that his investiga-
tions into Burisma were effectively
terminated not because Mr Poroshenko
thought he was a “good guy” but because of
pressure from Mr Pyatt, the American am-
bassador, and Vice-President Biden.

Two days later Mr Giuliani met Mr Lut-
senko. Again according to Mr Giuliani’s
notes, Mr Lutsenko produced a document
from Latvia appearing to show transfers of
several million dollars from a Burisma
bank account, including $1.15m to Mr

Kwasnewski and undisclosed sums to Mr
Biden and Mr Archer. He also spoke of a
payment of $900,000 to Rosemont Seneca
Partners, a consultancy co-founded by
Hunter Biden, in return for lobbying ser-
vices by Mr Biden’s father. On October gth
Andriy Derkach, a former member of the
Ukrainian secret service who has now be-
come an MP, repeated that allegation. Mr
Derkach has close ties to Mr Lutsenko.
There is no evidence that this claim is true.

OnJanuary 26th Mr Giulianiand Mr Lut-
senko met again. This time, the talk was of
Paul Manafort. After the downfall of Mr Ya-
nukovych, abook that contained records of
payments made from a slush fund was
passed to the security services.In the
spring of 2016 this “black ledger” reached
NABU. Soon afterwards details of a pay-
ment to Mr Manafort for services for Mr Ya-
nukovych were disclosed to the New York
Times. The revelation led to Mr Manafort
being fired from his position managing Mr
Trump’s campaign and contributed to his
later imprisonment.

Mr Giuliani also noted a claim that Mr
Sytnik of NABU had been secretly recorded
by Ukraine’s security service saying that he
was keen to help Hillary Clinton’s cam-
paign. Mr Derkach now claims he hasdocu-
ments showing that NABU worked closely
with the American embassy in 2017.

The presidents’ men
In March 2019 Mr Lutsenko went public,
telling John Salmon of The Hill, a political
website, that Ms Yovanovitch gave him
“stop lists” that kept certain people in Uk-
raine safe from investigation. Ms Yovano-
vitch was recalled to Washington the fol-
lowing month because, in Mr Giuliani’s
words, “she was part of the efforts against
the president”. The State Department dis-
missed this as an “outright fabrication”.
The next month Mr Poroshenko lost the
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Ukrainian elections to Volodymyr Zelen-
sky, a television comedian. Mr Parnas and
Mr Fruman immediately contacted a mem-
ber of Mr Zelensky’s team to arrange a
meeting between him and Mr Giuliani.

Mr Zelensky, newly installed in office,
was inabind. He had been elected on a pro-
mise to overhaul the corrupt system which
was undermining Ukraine’s prosperity and
security (his government is currently in-
vestigating Mr Poroshenko and Mr Lut-
senko). And he wanted money, weaponry
and symbols of support such as state visits
to help him face down Russia. But he did
not want to be dragged into using his posi-
tion to settle American political scores.

On May 9th, the New York Times report-
ed that Mr Giuliani was on his way to Kiev.
Keen to keep his distance, Mr Zelensky de-
clined to meet him. On May 12th, Mr Lut-
senko visited Mr Zelensky and urged him
to see Mr Giuliani. “He said he had a num-
ber for Mr Giuliani and that Giuliani would
connect him to Mr Trump,” a person famil-
iarwith that meeting says. Again, MrZelen-
sky declined.

Kurt Volker, America’s special envoy to
Ukraine charged with resolving the con-
flict in Donbas, tried to smooth the build-
ing tension ahead of a telephone call with
Mr Trump. On July 7th he had a breakfast
with Mr Giuliani. Later that day he texted
Mr Giuliani to introduce him to Andriy Yer-
mak, a top adviser to Mr Zelensky. A few
hours later he texted William Taylor, the
American representative in Ukraine, and
Gordon Sondland, a Republican fund-rais-
er who had become Mr Trump’s ambassa-
dor to the EU: “Had breakfast with Rudy
this morning—teeingup call w[ith] Yermak
Monday. Must have helped. Most impt [im-
portant] is for Zelensky to say that he will
help investigation—and address any spe-
cific personnel issues—if there are any.”

On July 25th, Donald Trump probably
thought he was on to a good thing. He was
about to call the neophyte president of a
poor, embattled country—a country whose
previous leaders had, in Mr Trump’s mind,
conspired to do him down, but which also
might hold the key to smearing his possible
adversary in the coming election and pro-
viding some justification for pardoning Mr
Manafort. Mr Zelensky’'s weak position
meant he had every reason to grant whatev-
er favours Mr Trump might ask of him

A few hours before the call between the
two presidents was scheduled to take
place, Mr Volker texted Mr Yermak. “Heard
from White House—assuming President Z
convinces trump he will investigate/“get to
the bottom of what happened” in 2016, we
will nail down date for visit to Washington.
Good luck!”

Andso, attheend ofadecades-longsaga
of reciprocal corruption, spiralling cyni-
cism and abuse of office, Mr Trump picked
up the phone. B
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Oversight and impeachment

Wwall of silence

WASHINGTON, DC

Assessing Congress’s options for dealing with an unco-operative White House

ORDON SONDLAND, America’s ambas-
Gsador to the European Union (EU) and
author of lawyerly texts denying “quid pro
quo’s of any kind” between Mr Trump and
Ukraine’s president, was due to testify be-
fore the three House committees on Octo-
ber 8th. That morning, in a tweet that
showed he shared his ambassador’s fond-
ness for errant apostrophes, the president
blocked Mr Sondland from appearing be-
fore “a totally compromised kangaroo
court, where Republican’s rights have been
taken away.” Pat Cipollone, the White
House counsel, later broadened this recal-
citrance. The executive branch could not
“be expected to participate in” the House’s
impeachment inquiry, which he called a
“highly partisan and unconstitutional ef-
fort”. Where does that leave Congress?

As a matter of law, Mr Cipollone is
wrong: the constitution gives the House of
Representatives “the sole power of im-
peachment”. Mr Cipollone complained
that the president cannot cross-examine
witnesses or see the evidence against him.
That misunderstands the process. In an

impeachment proceeding the House plays
therole of a grand jury, evaluating evidence
and weighing whether to indict. The presi-
dent mounts a defence in the Senate trial.

Mr Cipollone has asserted that the lack
of a full House vote to begin an impeach-
ment inquiry renders the current process
invalid. This has no basis in law or House
rules. Nancy Pelosi, the House Speaker,
may be playing politics in trying to ensure
that Democrats from districts Mr Trump
won do not have to cast a tough vote, but
impeachment is a political process as well
asaquasi-legal one. There are no rules that
say Ms Pelosi needs backing from a floor
vote to open an inquiry. Where Mr Cipol-
lone is right is that support for the inquiry
is partisan. But that is largely because
many Republicans are now reduced to ex-
cusing conduct that before 2016 they would
probably have deemed unacceptable.

In a civil or criminal trial, people who
flout a court’s instructions can be found in
contempt, and either fined or imprisoned
until they comply. This is not an option for
those running theimpeachmentinquiry in
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the House. Congress has not detained any-
one since 1935, when a Hoover administra-
tion official was held at the Willard Hotel.
As fractious as American politics is today,
Ms Pelosi dispatching the Capitol police to
seize Mr Cipollone or Mr Sondland at the
White House, possibly precipitating a
physical confrontation between security
forces, would make things worse.

Some Democrats have considered reviv-
ing Congress’s powers of “inherent con-
tempt” which, at least in theory, allow
them to levy fines on recalcitrant witness-
es. Adam Schiff, the House Intelligence
Committee chair, suggested fines of
$25,000 per day. That would solve two pro-
blems for the House, and appeals for two
reasons. First, it would be quick, whereas
obtaining penalties for civil contempt
charges can require lengthy court battles.
Second, criminal contempt citations re-
quire the Justice Department to prosecute,
which, under William Barr, the attorney-
general, itis vanishingly unlikely to do. But
it is an untried strategy. The House would
first have to establish rules, and provide
contemnors with some form of due pro-
cess. The House majority would almost
certainly face a legal challenge if it invoked
inherent contempt, limiting its capacity to
change anyone’s behaviour.

Democrats thus find themselves with a
familiar dilemma. How should they exer-
cise oversight when the White House re-
fuses to follow the rules? One option would

be to move swiftly to an impeachment vote »
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» and make the stonewalling part of an ob-
struction charge. Yet Democrats would
rather take more time in the hope of sway-
ing public opinion, which seems to be
moving their way (see Lexington). If they
impeach the president on what sounds like
a technicality, and before conducting a full
inquiry, it would be easier for Senate Re-
publicans to defend him.

That may explain the White House’s
strategy. Reasoning that the House will
probably vote to impeach eventually, why
not get it over with now? As soon as the
House votes to impeach, control of both
the procedure and the news cycle will shift
from Ms Pelosi and House Democrats to
Mitch McConnell and Senate Republicans.
By the time voters head to the polls next
year, impeachment would be old news.
Anditwill have been more thanayearsince
the president’s lawyer affirmed in writing
that seeking intervention from a foreign
government in an American election “was
completely appropriate”. |

Offending China

Alley-oops

OAKLAND AND BEIJING
China’s Communist Party dunks on the
National Basketball Association

OMEHOW DARYL MOREY must not have

been fully briefed on the most-followed
but least-discussed rule of doing business
in China: donotsayanything that might re-
flect negatively on the Communist Party.
On the morning of October s5th in Tokyo, Mr
Morey, the general manager of the Houston
Rockets, a National Basketball Association
(NBA) team heretofore loved by millions of
Chinese fans, ignited a furore in China by
tweeting a seven-word message in support
of protesters in Hong Kong: “Fight for free-
dom”, he wrote. “Stand with Hong Kong.” In
response to the tweet, which Mr Morey
would later delete, the Communist Party
showed its willingness to use market pow-
er to constrain speech beyond China’s bor-
ders—which in turn is hardening resis-
tance in America to China’s influence.

Chinese nationalists circulated the im-
age from Twitter (which is blocked in Chi-
na) on Chinese social media, and angrily
asserted that Mr Morey was challenging
China’s sovereignty over Hong Kong. Chi-
na’'s consulate in Houston issued a state-
ment that China was “deeply shocked” and
urged the Rockets to “correct the error”. The
Chinese Basketball Association—chaired
by Yao Ming, China’s greatest player and a
former Rocket (helping explain the mas-
sive popularity of the team in China)—de-
clared its “strong opposition” to Mr Mo-

rey’s tweet and said it would stop working
with the Rockets.

cCctv, the state broadcaster, and Ten-
cent, an internet conglomerate that
streams NBA games, announced they
would not show Rockets games. Sponsors
cut ties with the team. E-commerce sites
stopped selling Rockets kit. The official
NBA store in Beijing, the largest outside
North America, was instructed by the au-
thorities to remove all Rockets merchan-
dise from the shelves, according to a sales-
man there (with the exception of Yao Ming
jerseys). People’s Daily, the party’s mouth-
piece, accused Mr Morey of being “pro-sep-
aratist”. The controlling owner of the
Brooklyn Nets, Joe Tsai, a Taiwan-born bil-
lionaire who made his fortune at Alibaba, a
Chinese e-commerce giant, published an
open letter suggesting boundaries for ac-
ceptable speech about China. He implied
that Mr Morey had endorsed a “separatist
movement” in Hong Kong, which Mr Tsai
called a “third-rail” issue. All “1.4bn Chi-
nese citizens stand united when it comes
to the territorial integrity of China”, Mr Tsai
wrote. “This issue is non-negotiable.”

Chinaisby farthe NBA’s mostimportant
international market, with as many as
soom people watching at least one NBA
game last season. NBA executives and play-
ers quickly tried to react as many business-
es with a big China audience have done in
the past, by distancing themselves from
the perceived offence. Tilman Fertitta, the
owner of the Rockets, said that Mr Morey
did not speak for the team. Backtracking,
Mr Morey later said that he “was merely
voicing one thought, based on one inter-
pretation, of one complicated event”.
James Harden, the Rockets’ superstar,
whose popularity in China increases the
value of his endorsement deals, apologised

Houston, we have a problem
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in a television interview. “We love China,”
he said. The NBA issued a statement that it
was “regrettable” that Mr Morey had “deep-
ly offended” the league’s fans in China. A
Chinese version of the NBA’s statement
went further, saying the league was “ex-
tremely disappointed” by Mr Morey’s “in-
appropriate remarks”.

Self-censoring to make money in China
is a long-standing business practice. The
most obvious example is Hollywood,
where studios steer clear of any topics in
their films that would upset Chinese au-
thorities, so that they can maintain access
to the world’s second-largest market. But
virtually all foreign businesses operating
in China have long self-censored in a more
subtle, pernicious way, by never speaking
publicly about any issue the Communist
Party deems off-limits. Business leaders
know they are expected to keep silent
about the internment of as many as 1m Ui-
ghurs in Xinjiang (where the NBA operates
atraining academy, opened in 2016).

The Morey episode shows it is getting
trickier for businesses to navigate between
expectations in America, where outcry is
growing over China’s authoritarian tactics,
and the ever-tougher demands of China
under Xi Jinping. Adam Silver, the NBA’s
commissioner, having taken flak over the
NBA’s spineless initial response, clarified
his support for free speech, saying “the NBA
will not putitselfina position of regulating
what players, employees and team owners
say.” That may be true for the NBA, which
has a tradition of supporting free speech
for its stars. It also still earns most of its
money in America. But China’s fierce reac-
tion to Mr Morey’s tweet is certain to in-
duce more self-censorship by executives in
the future. And when they choose not to
speak at all, few will take note.
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Chicago neighbourhoods

Down the tracks

THE RED LINE

Life expectancy varies by 30 years from one end of Chicago’s L train to the other

EVERAL PASSENGERS in one carriage of
S an “L’ train, rattling south on the under-
ground line to Chicago metro station, are
unmistakably bourgeois. A grey-haired
woman squints at a book of 501 French
verbs. Opposite, a bespectacled man reads
a study of Arctic peoples. Some seatson, an
artist doodles on his pad.

Many well-heeled occupants get off the
Red line—a rail service running north-
south for 23 miles—at Streeterville, a dis-
trict where signs of prosperity abound. As
an advertising gimmick, a luxury car
adorns the L-station roof. At a farmers’
market, installed beside a contemporary
art museum, shoppers browse for micro-
greens, organic beef and gluten-free tama-
les. A violinist there explains she busks to
save for college. Dollar bills fill her case.

Streeterville has another distinction.
Public-health researchers suggest that a
baby born here can expect to live for an av-
erage of 9o years, the highest life expectan-
cy in Chicago. That is 30 years longer than
aninfantbornin the most blighted parts of
Englewood, farther south along the Red
line. No city in America has a bigger gap.

Return to the train and much changes
the farther south you ride. Passengers are
younger, less ostentatiously set on self-im-
provement. A guard in a stab-vest, his hand
on a canister of pepper spray, steps in. He
confides that he is tracking a suspect. Re-
ports of crime on the L system doubled
from 2015 to last year; violent cases rose by
89%, t0 447. This year is worse, he says, and
“you can’task why any more.”

He tells his own story of being assaulted
when off-duty, and says he would deploy “a
guard in every car” if he could. He leaves at
Roosevelt station, and a boisterous group
stepsin. Awoman accuses another of being
“a crackhead”, provoking shrieks of laugh-
ter. A pair of young men move to let an el-
derly passenger sit down.

Here the Red line runs outside, giving
glimpses of a changing city: brick pagoda-
roofs of Chinatown; high walls of the White
Sox baseball stadium; warehouses and ex-
factories of a former industrial zone. Men
pace the carriages hawking green-and-
white packets of cigarettes. The city grows
noticeably poorer.

In the south passengers step out to ex-
haust fumes and noise. Their stations are
squeezed between a dozen lanes of roaring
motorway traffic. Leave with them and you
can spend an afternoon in depopulating

Two years between stops

Englewood, tracingaloop between the 63rd
and 69th stations, seeing a crumbling city
thatis strikingly different from the prospe-
rous one 20 minutes to the north.

A few landmark buildings have been
built at City Hall’s behest: a large new cam-
pus fora high school, a newish mall thatin-
cludes a Whole Foods and a Starbucks.
Elected officials hope these will spur more
redevelopment, but that has not come yet.
Many streets are notable for empty lots—
where property has been demolished—or
for dilapidated and boarded-up houses.

On a few porches people gather. A main
thoroughfare has a row of closed churches
and open liquor shops where men congre-
gate. Signs on the “Cadillac 4-in-1 Food
Market” announce it has been “black-
owned for 35 years”, but its door is buckled
and the building is empty.

On one corner a resident in a yellow
high-vis vest, Melvin, says he is hired by
the school system to protect children walk-
ing home from “any violence going on, any
drug activity.” He praises most of Engle-
wood’s locals as “great”, and says he has
heard only one gunshotin a year on the job.
Yet he says things change after dark.
Youngsters suffer from “torn-down neigh-
bourhoods, abandoned buildings that are
drug-infested” and from guns.

What does he make of the gap between
life expectancy in Streeterville and here?
“As crazy as it sounds, it is true,” says Mel-
vin. “Children up north are not faced with
what they face here,” he says, meaning
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shootings. Police have counted 1,600 viol-
ent crimes, including so murders, in En-
glewood and West Englewood in the past
year, a far worse rate than most places.

Lorna Thorpe at NYU Langone Health, a
medical centre affiliated with New York
University, helped to create the “City
Health Dashboard”, which produced the
30-year estimate. She has applied public-
health and other data from federal sources
to census tracts inside 500 American cities.
This allows fine-grained comparisons be-
tween the cities and between city neigh-
bourhoods for dozens of factors, including
obesity, binge-drinking, smoking, child-
hood poverty, health insurance and report-
ed rates of mental distress.

Ms Thorpe thinks many of those could
contribute to the three-decade gap. But the
most powerful “strong correlation”, she
says, is between low life-expectancy and
extreme racial segregation. Chicago re-
mains exceptionally divided on racial
lines. African-Americans make up 95% of
the population in parts of Englewood,
compared with just 2% in Streeterville.
Segregation is associated with differences
between neighbourhoods in income, pov-
erty, marriage rates and more.

Rob Paral, a demographer, agrees. The
differences in life expectancy between
rich, white northern districts and black
southern ones are mostly a reminder that
Chicago never broke up its racial “ghet-
toes”, he says. Poor and black residents
were shuffled to the south when the city
demolished public housing in the 1960s
and 1970s. Now black folks are being
squeezed again from places like Engle-
wood—its population is just 25,000, nearly
40% smaller than in 2000—as people flee
violence, poverty and broken housing, of-
ten leaving the city entirely. |

=
Redlining
Red line .
rail service
Streeterville
|
Chicago
Average life .L Nt |
expectancy at I; =

birth, 2010-15

By census tract

90
85
80

75
Lo

=H

!60
No data

Source: City Health Dashboard

Englewood



Google

We'll walk
you through
your privacy
settings,
step by step.

important settings in minutes. Another way

9 Privacy Checkup helps you manage your most
we keep your data private, safe, and secure.

g.co/privacy

Google Account  #f

C

Privacy Checkup
Q, Activity controls reviewed &
Ad settings reviewed &

& Photos settings reviewed &



32 United States

Gay, trans and the law

Sextualism

WASHINGTON, DC

The Supreme Court grapples with the meaning of sex

ISTORY WAS made at the Supreme Court
Hon October 8th. The word “transgen-
der” madeits debutinanargumentand the
chief justice repeatedly used the pronoun
“they” todescribe an individual. Underdis-
cussion was Aimee Stephens, formerly An-
thony Stephens, who had been fired from
her job as a funeral director in Michigan
after announcing she would start living as
a woman. Her boss, a conservative Chris-
tian who holds that biological sex is “anim-
mutable God-given gift”, felt he could not
condone what he considered a physical im-
possibility by allowing Ms Stephens to
wear frocks to work. He also thought that
the sight of a man dressed as a woman
would discombobulate grieving custom-
ers. So he fired her. After an appeals court
ruled in Ms Stephens’s favour, her boss
took his case to the Supreme Court.

The case has received so much atten-
tion that it has at times threatened to over-
shadow the first gay-rights cases the court
will consider since it ruled in 2015 that gay
marriage is a constitutional right. The
same day, the court heard arguments in the
case of Gerald Bostock, who says he was
sacked as a social worker in Georgia after
officials learned he played in a gay softball
league, and Donald Zarda, a sky-diving in-
structor in New York, whose lawyers claim
was fired after he reassured a female cus-
tomer, to whom he was strapped for a dive,
that he was homosexual. Mr Zarda, who
died in 2014, won his case at an appeals

court; Mr Bostock lost.

For gay and transgender employees
across America the stakes in these cases,
which the court is likely to rule on by the
spring, could barely be higher. Despite suc-
cessive attempts, Congress has declined to
pass a federal law protecting workers from
discrimination on the grounds of sexual
orientation or identity. Fewer than half of
America’s states have such legislation. Re-
search has found that gay and trans Ameri-
cans report significantly higher rates of be-
ing treated badly at work and fired than
their straight or non-transgender col-
leagues. An amicus brief filed by 206 busi-
nesses, including Amazon and Wells Fargo,
in support of the cases before the court, ar-
gues that the absence of legislation makes
it hard for businesses to recruit and retain
the best employees.

XY bother

Eliding gay rights with transgender rights
can jar. Sexual orientation and identity are
essentially different, though they some-
times overlap. But the cases heard atthe Su-
preme Court this week all hinge on wheth-
er the “sex” bit of Title vir of the Civil Rights
Act of 1964, which bans employment dis-
crimination on the grounds of “race, col-
our, religion, sex, or national origin,” pro-
tects such workers. Lawyers for all three
argue that it does, because they would not
have been fired were it not for their sex. Ms
Stephens says she would not have been
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sacked had she been born female; lawyers
for Messrs Bostock and Zarda argue that
their attraction to men was considered a
problem only because they were men.

The authors of the Civil Rights Act man-
ifestly did not have gay and transgender
workers in mind when they added “sex” to
their list of banned grounds for discrimi-
nation. In 1964 gay sex was still illegal in
most states and transgender Americans
mostly kept quiet. But a textualist reading
of Title vii—that is, one that focuses on the
words of laws rather than the intent with
which they were written—suggests that
“sex” does indeed protect gay and trans-
gender employees. That is supported by a
ruling by the champion of textualism, the
late Justice Antonin Scalia. In1998 he wrote
that a male worker could sue for harass-
ment by other men because whereas
“male-on-male sexual harassment in the
workplace was assuredly not the principal
evil Congress was concerned with when it
enacted Title vil..statutory prohibitions
often go beyond the principal evil to cover
reasonably comparable evils.”

The cases are further bolstered by an-
other, older precedent. In 1989 the justices
sided with a female executive denied a pro-
motion for being too “macho”. The court
ruled that stereotyping—expecting work-
ers to conform to the conventions of their
biological sex—was a form of gender dis-
crimination under Title viI. It would not
take a giant leap of logic to conclude that
discrimination against gay and transgen-
der people is predicated on sex stereotyp-
ing—people should be attracted to the op-
posite sex and conform to the sex they are
assigned at birth—and is therefore illegal.

Yet the Supreme Court never rules with-
out an eye to the wider politics of such
cases. During the hearings on October 8th,
ChiefJusticeJohn Roberts, who could casta
swing vote if the justices vote along ideo-
logical lines, said he was worried a ruling
in favour of gay and trans employees would
leave religious employers inadequately
protected. Justice Neil Gorsuch, an ardent
textualist, suggested that “when a case is
really close” it might be better to leave deci-
sions that would cause “massive social up-
heaval” to Congress.

His questioning about single-sex bath-
rooms, an issue that has roiled America in
recent years, suggests that he considers Ms
Stephens’s case to be especially vexed. Con-
servative Christians are not the only Amer-
icans who consider biological sex to be im-
mutable. YouGov, The Economist’s pollster,
asked a sample of 1,500 adults to imagine
they were meeting someone for the first
time who was born male but identifies as
female. Half (44%) considered such a per-
son to be male, while half (44%) thought
she was female. The rest preferred not to
say. Some worry that a ruling for Ms Ste-

phens could lead to the erasure of sex-spe- »
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» cific rules at work, such as those governing
the provision of single-sex bathrooms.

Transgender activists are often too
quick to dismiss such fears. Responding to
a question from Justice Sonia Sotomayor
about how the law should respond to wom-
en who do not want to share bathrooms
with people who look a lot like men, a law-
yer for the American Civil Liberties Union,
which is representing all three gay and
trans plaintiffs, said this was not the ques-
tion before the court. It could address it, he
added, when itarose in a future case.

He also said that the available evidence
so far showed “no upheaval”. Given that
several states have already passed laws pro-
tecting trans employees from being fired,
this is a more convincing response. The
fear about shared bathrooms in part re-
flects how popular acceptance of transgen-
der rights lags behind that of gay rights.

That is not surprising. According to data
from the Williams Institute, a think-tank at
UCLA, there are around ten times as many
gay, lesbian or bisexual Americans as there
are trans ones. Gay marriage has largely
been accepted because most Americans
know a gay person; fewer have a transgen-
der acquaintance.

Mr Gorsuch is right that such questions
would be better hammered out by lawmak-
ers who, unlike Supreme Court justices, are
elected by the people. There, much will de-
pend on the outcome of next year’s elec-
tions. If the Democrats flip the Senate they
may pass the Equality Act, which would
ban discrimination against gay and trans
Americans in public and commercial life.
This passed the House in May, but stands
no chance of becoming law before 2020. In
the meantime, gay and transgender Ameri-
cans await the justices’ decision. |

Atlantic City

Fix your hair up pretty

ATLANTIC CITY, NEW JERSEY

A corrupt city by the sea deals itself another bad hand

RANK GILLIAM, Atlantic City’s mayor,
Fsolicited donations to a non-profit
youth basketball club he co-founded. He
promised the money would go to helping
underprivileged children. Instead he de-
frauded contributors of $87,000, which he
spentondesigner clothes, expensive meals
and trips. He pled guilty in a federal court
on October 3rd to fraud and resigned from
office hours later. His disgrace barely regis-
tered among the city’s residents. “Oh, we
have corrupt politicians,” said Matthew
Hale, a political scientist at Seton Hall Uni-
versity in South Orange, of the city’s mind-
set. “It must be Tuesday.”

Mr Gilliam is the sixth mayor since the
1970s to leave office in disgrace. Four of the
past nine mayors have been arrested for
graft. In 2007 a third of the nine-member
City Council pled guilty to receiving bribes.
This follows more than a century of politi-
cal bosses, many of them corrupt, associat-
ing with mobsters, shaking down constitu-
ents and businesses as well as controlling
everything, including who gets a job.

When elected in 2017 Mr Gilliam was
dogged by allegations of campaign-finance
fraud. A judge dismissed that complaint in
2018.In November he was involved in a fist-
fight outside a nightclub at the Golden
Nugget casino. The state declined to press
charges. In December the FBI and the IRS
raided his home. Perhaps the most surpris-
ing thing about Mr Gilliam’s downfall was
thatit resulted from plain old theft.

Right from Atlantic City’s beginnings
“corruption was organic,” says Nelson
Johnson, a former judge and author of
“Boardwalk Empire: The Birth, High Times
and Corruption of Atlantic City”, which in-
spired an HBO series of the same name. The
cityisinalovely spot on New Jersey’s shore
where the Lenni-Lenape tribe spent the
summer months for centuries. Originally
conceived by a local doctor to be a health
resort, the island flourished on the pro-

A rumble out on the promenade
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mise of a “naughty good time at an afford-
able price,” says Mr Johnson.

Louis “the Commodore” Kuehnle, ran
the city from 1890 to 1910. Under his watch
brothels, gambling dens and speakeasies
operated openly. The only time the police
intervened was when someone was late
with a payment. He eventually went to jail
for election fraud. His successor Enoch
“Nucky” Johnson ran the city and every-
thing else. After three decades he was de-
throned for tax evasion.

Atlantic City’s fortunes declined after
the second world war, as widespread car
ownership opened up other possibilities.
Two mayors were arrested for extortion in
the early 1970s. Some of the city’s glamour
came back after gambling was legalised in
1976, bringing in millions of fast dollars.
“There wasa mismatch between the money
in the city and the size of the city itself (the
population is 38,000),” says Bryant Simon,
author of “Boardwalk of Dreams.”

Despite promises to keep gambling
clean, politicians kept getting into trouble.
Mayor Mike Matthews was arrested in 1983
for extortion. “Frankly, greed got the better
of me,” he said during his sentencing. His
successor, James Usry, the city’s first black
mayor, took bribes and broke campaign-fi-
nance law. In 2007 Bob Levy resigned as
mayor after disappearing for a spell. He lat-
er plead guilty to lying about his military
record to inflate his veteran benefits.

Reformers have a hard time and do not
tend to stay in office for long. By the time
Don Guardian, a Republican and techno-
crat, became mayor in 2014, the city had
lost its gambling monopoly. Casinos were
closing and the city was running out of
money. Despite his best efforts, the state
took over the city. Mr Guardian lost his re-
election bid to Mr Gilliam. And city politics
settled back into old habits. ®
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Lexington | The rules of the game

Institutional conservatives would condemn Donald Trump. Republicans probably will not
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MERICANS WERE treated to the novel sight of Donald Trump’s

Republican colleagues deserting him in droves this week.
Even Mitch McConnell had had enough of Mr Trump’s latest derel-
iction of “American leadership”—which Lindsey Graham, usually
one of the president’s staunchest defenders, declared “just un-
nerving to its core”. They were protesting against Mr Trump’s deci-
sion to abandon America’s Syrian Kurdish allies, not the foreign-
policy scandal for which he will probably soon be impeached: his
effort to coerce Ukraine into launching a bogus corruption investi-
gation into Joe Biden. Even so, such an impassioned uprising
against Mr Trump suggested to some that his Republican firewall
may not be as solid as is generally assumed.

There is little reason to think that. Republican senators have
criticised Mr Trump’s foreign policies before, even as they have ex-
cused his rule-breaking closer to home. And though, as many have
noted, there is bad news for Mr Trump in public opinion —always
the likeliest predictor of political change—it is so far too modest to
augur a dramatic shift. Polls suggest a big rise in support for im-
peaching the president among Democrats, a significant one
among independents, and a modest uptick among Republicans.
That is ominous for Mr Trump’s electoral prospects; having never
had a 50% approval rating, he cannot afford to lose voters. But it is
not grounds to imagine many Republican senators deserting him
in the impeachment trial that now looks inevitable.

The heat Mr Trump took from his party on the Kurds therefore
does not suggest his hold on it is weakening. Rather it helps indi-
cate why, after many presidential misdeeds, it remains so strong.

Implicit in most criticism of Republicans’ acquiescence to Mr
Trump is an assumption that it is tactical—that they would behave
differently unconstrained. They are said to be opportunists who
suffer the president’s rough edges because they love his policies.
They are said to be cowards, who fear a condemnatory tweet or
primary challenge. And some—such as Mr Graham, a national-se-
curity hawk—are said to have made nice with Mr Trump to remain
influential on a cherished issue. This is all fair enough, yetitis not
the full story. As the Kurdish episode illustrates, Republican poli-
ticians dislike a lot of the president’s policies, are not always in-
timidated by him, and no one can expect to influence him forlong.

The fervour Republicans such as Mr Graham display in their de-
fence of Mr Trump—even after he has admitted most of the wrong-
doing in Ukraine he stands accused of—also suggests something
more than tactical. Notwithstanding his shaken core, the South
Carolinian, once an eloquent proponent for impeaching Bill Clin-
ton, proceeded to dismiss the apparently stronger case against Mr
Trump as dangerous left-wing nonsense: “They’re about to destroy
the nation for no good reason!” Some see in this doubling down by
Mr Trump’s defenders a desperate effort to avoid facing up to their
party’s debasement. Republicans “have now dug themselves into a
position that they can’t leave without admitting that they sold out
morally,” suggests Jonathan Haidt, a (centrist) social psychologist.
Another explanation, conversations on and off the Hill suggest, is
that even in their secret hearts Mr Trump’s Republican defenders
object to his abuses much less than their critics suppose.

The most generous explanation for this is the one they offer:
that Mr Trump’s rule-breaking is mostly hot air. When Marco Ru-
bio dismissed the president’s invitation to China to investigate Mr
Biden as being “not a real request” he was representing that view.
And, to be sure, a president who ponders shooting the legs from
under illegal immigrants or nuking hurricanes or buying foreign
countries often strains credulity. Yet given the damage Mr Trump
has actually inflicted on norms and institutions—as documented
in the 448-page Mueller report and nine-page Ukraine whistle-
blower’s complaint, neither of which many Republicans admit to
having read—this is not a defence that withstands scrutiny. Itisan
example of the moral contortions politicians are especially good at
executing, as Mr Haidt has also shown, to reach a desired position.

The other big Republican contortion involves believing that,
whatever Mr Trump has done, Democrats have done worse, or
would do if they succeeded in their dastardly plot to steal power
from him. This fundamental conviction among Republicans—al-
most the party’s animating principle—predates Mr Trump, en-
abled his takeover and is even more damaging than heis.

The danger of such extreme right-wing partisanship is its end-
less capacity to turn standard political grudges—against Demo-
crats’ hypocrisy on executive overreach, for example, or the me-
dia’s liberal bias—into an apologia for more egregious
rule-breaking. Partisan Republicans accuse their opponents of do-
ing the same thing, and offer examples to prove it. But just as the
right has played an outsized role in driving partisanship generally
(@ dynamic termed “asymmetric polarisation”), so its rule-break-
ing is more conspicuous and arguably worse. The Democrats’ re-
cord on gerrymandering is dire; Republican attempts to suppress
non-white voter turnout are a terrible stain. They also hint at a
gloomily defensive apprehension, which has no counterpart on
the ascendant left, that a Republican Party backed by a shrinking
minority of mostly white voters cannot win power by fair means.

Contortion extortion

It seems many Republican voters have already settled on that con-
clusion—though they would put it slightly differently. Shortly
after Mr Trump’s election, two in three agreed with the statement
that America needed a leader “willing to break some rules if that’s
what it takes to set things right.” Mr Trump’s current standing with
his party suggests even more would agree with it now. When arti-
cles of impeachment against Mr Trump are presented to them, Re-
publican senators will essentially be asked whether they do, too.
Their answer will decide more than the president’s fate. It will de-
termine whether theirs is now the party of rule-breaking. ®
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Canada’s election

Pocketbooks and the planet

OTTAWA

The biggest difference between Justin Trudeau and Andrew Scheer, his

Conservative rival, is over climate change

AST TIME Canadians had a general elec-
tion, in 2015, many felt it was a struggle
for the soul of the country. It pitted Stephen
Harper, a cantankerous Conservative from
the oil-producing province of Alberta who
had governed for nearly ten years, against
Justin Trudeau, the handsome dynast in
charge of the Liberal Party. To his fans Mr
Trudeau’s victory heralded a return of Ca-
nadian values—tolerant, open, progres-
sive—that Mr Harper had abandoned.
Theelection to be held on October 21st is
not like that. Slip-ups and scandals have
dulled Mr Trudeau’s sheen. He urges voters
to “choose forward”, which could mean
“don’t dwell on my mistakes” as well as “let
me build on the progress I've made.” His
main rival, the Conservatives’ Andrew
Scheer, is affable but quickens no pulses.
His campaign combines pocketbook
promises with put-downs of Mr Trudeau
(he’s a “high-carbon hypocrite” because he
campaigns using two aeroplanes). Pundits
grumble that the campaign, like “Seinfeld”,
an American sit-com, is “about nothing”.
In some ways that is a good thing. Un-
like many other democracies, Canada is
not fighting its election on the dangerous

ground of identity and culture. Mr Scheer
has not picked a fight over immigration
and race, as some analysts feared he would.
He accepts immigration at today’s levels,
while wanting to be tougher on asylum-
seekers walking across the border from the
United States. Last year Canada admitted at
least 321,000 new permanent residents,
equivalent to nearly 1% of the population.
Mr Scheer is sceptical of gay marriage (he
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once said in Parliament that it was like
counting a dog’s tail as one of its legs), but
has no plans to challenge its legality. The
election’s Seinfeldian quality may vindi-
cate Mr Trudeau’s central political thesis:
thatboosting the middle class isa good way
to fend off populism. Both the main candi-
dates are now peddling tax cuts for the
middle class. If he wins, Mr Scheer would
spend less freely than Mr Trudeau but is
unlikely to depart radically from the course
Mr Trudeau has set.

Except in one crucial respect. The can-
didates’ biggest area of disagreement is
over the environment. Mr Scheer says his
first priority as prime minister will be to
scrap the national carbon-price floor
agreed on by the provincial and federal
governments. He says Canada will hit its
target for reducing emissions of green-
house gases—down by 30% from 2005 lev-
els by 2030—by other means. A “national
energy corridor” would carry oil from Al-
berta and his home province of Saskatche-
wan to the Atlantic and Pacific coasts. Mr
Trudeau, by contrast, has stepped up his
ambitions for Canada in the fight against
climate change, pledging to cut its emis-
sions to “net zero” by 2050. So the elec-
tion’s main consequence may be to deter-
mine whether Canada remains credible as
a global cheerleader in the campaign
against climate change.

Mr Trudeau has other boasts. In his four
years in office Canada became the first big
country tolegalise recreational cannabis. It
passed laws to allow medically assisted

suicide. His government has skilfully han- »
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» dled President Donald Trump. Along with
Mexico it negotiated a successor to the
North American Free Trade Agreement and
persuaded the United States to drop tariffs
on steel and aluminium.

It kept its biggest promise: to help the
middle class and “those aspiring to join it”
by cutting taxes and boosting benefits. This
included a transfer to families of up to
C$6,600 ($5,000) a year per child (see chart
on previous page). Mr Trudeau’s priorities
for his next term include another middle-
class tax cut and a ban on assault weapons
(though Canada has much less gun crime

than across the border).

With this record, Mr Trudeau should be
racing to re-election while dispensing ad-
vice to other leaders on how to soothe mid-
dle-class discontents and achieve liberal
goals. But his mistakes, coupled with the
high expectations he raised, have made his
campaign more of a slog than a sprint.

Trouble began when he failed to keep a
promise from the last campaign to change
Canada’s British-style electoral rules.
These award a seat in Parliament to the
candidate who wins most votes in a riding
(constituency), even if that is not a major-

Vizcarra opens Pandora’s box

The benefits and costs of Peru’s fratricidal political struggle

N THIS CENTURY Peru has stood out

from much of the rest of Latin America
for two reasons. First, thanks to free-
market policies, its economy has grown
much faster. Whereas 55% of the pop-
ulation were poor in 2001, today only 21%
are. Second, despite this rapid progress,
polls show that Peruvians are unusually
scornful of their politicians and their
democracy. Yet political stability has
been preserved.

Itis now threatened. In July the presi-
dent, Martin Vizcarra, locked in a power
struggle with an opposition-controlled
congress, proposed a general election (in
which he would not stand) a year early,
next April. Buta congressional commit-
tee rebuffed thatidea. On September
3oth Mr Vizcarra controversially dis-
solved the Congress, calling an election
fora new one for January.

This was not a coup, as more excitable
opponents claim. The courts and other
bodies of state are functioning normally,
as are the media and a permanent com-
mittee of the dissolved congress. Mr
Vizcarra’s action was wildly popular.
Many of his opponents in congress were
corrupt and self-serving, as well as ob-
structive. But the president’s fait ac-
compli is constitutionally questionable.
It may come to be seen as marking the
end of Peruvian exceptionalism.

The precarious political balance was
first endangered by the election in 2016,
won by just 41,000 votes (out of ;7m) by
Pedro Pablo Kuczynski, a former banker.
His opponent, Keiko Fujimori, who had
won a majority in congress, never accept-
ed defeat. Though she had few ideologi-
cal differences with the government, she
set out to bring it down. After Mr Kuc-
zynski was forced to resign over corrup-
tion allegations, Mr Vizcarra, the vice-
president, took over. Ms Fujimori is in

jail, under investigation (though not
charged) forillicit campaign donations
from Odebrecht, a Brazilian construction
firm. Her supporters consider it a case of
partisan injustice.

Under Peru’s semi-parliamentary
constitution the president can dissolve
congress if it twice denies confidence to
his cabinets (it had done this once to Mr
Kuczynski). The conflict boiled over when
congress exercised its power to choose
new members of the constitutional tribu-
nal, to which Ms Fujimori is appealing.
Relying on a broad interpretation of the
constitution, and with congress seemingly
poised to impeach him, Mr Vizcarra chose
to make itan issue of confidence. “Every-
one played at the edge of the abyss, with
greatirresponsibility,” says Martin Tanaka,
a political scientist at the Catholic Univer-
sity in Lima. The tribunal may rule on Mr
Vizcarra’s actions, but is likely to take at
least three months.

Ms Fujimori’s father, Alberto, ruled
Peru as an autocrat from 1990 to 2000. He
slew inflation and the Shining Path terro-
rist movement, but left alegacy of system-
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ity. This “first-past-the-post” system fa-
vours big parties. A decision in February
2017 to scrap electoral reform “was the first
unveiling thatJustin Trudeau was not Jesus
after all”, says Richard Johnston of the Uni-
versity of British Columbia.

It was not the last. In August Canada’s
ethics commissioner scolded him for lean-
ing on the justice minister last year to drop
a prosecution for corruption of sNc-Lava-
lin, an engineering firm based in Quebec, a
province vital to the Liberals’ electoral
prospects. Then pictures emerged of Mr

Trudeau as a young man wearing black- »»

atic corruption and a country politically
divided. Fujimorismo represents some-
thing deep in Peruvian society: popular
capitalism, the informal economy and
the idea that rules are to be manipulated
rather than respected. Partly under its
influence, political parties have been
hollowed out and turned into vehicles
for private interests.

Rather than working with congress,
Mr Vizcarra sought popularity by cham-
pioning anti-fujimorismo. His supporters
are jubilant. But without the glue of
presidential candidacies, the new con-
gress may be unruly. As part of an at-
tempt last year to reform political and
judicial institutions through a referen-
dum, Mr Vizcarra courted popularity
with a ban on legislators serving consec-
utive terms. Far from solving a problem,
that created one. Peruvians could already
throw out the dross, and often did. The
new rule will deprive the new congress of
experience.

Peru’s economic miracle was fading
anyway. Since 2013 growth has slowed
sharply. To revive, it needs help from
government. Several big mining and
irrigation projects are stalled. Mr Viz-
carra has blocked one mine, and has
proved a poor administrator. The risk
now is that politics harms the economy.

There are no easy answers to Peru’s
conflict of powers. In the1960s a similar
stand-off ended with the president being
ousted by a military coup. At least Peru
today has been spared that. In many
ways, the fujimorista majority in con-
gress invited its own demise. But by
blundering into what some consider an
abuse of presidential power, Mr Vizcarra
has thrown into question the rules of
Peru’s political game. And he has seta
precedent which may be copied by rulers
whose intentions are far worse.
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» and brownface, embarrassing the world’s
most “woke” head of government.

Mr Scheer has capitalised on this, tell-
ing voters the prime minister is “not as ad-
vertised”. His other big message is that a
Conservative government will help Cana-
dians “get ahead”, mainly by cutting taxes
and fees. A “universal tax cut” will lower
the rate on the lowest income bracket from
15% to 13.75%. Mr Harper’s boutique tax
credits, for children’s sport and taking pub-
lic transport, which were axed by the Liber-
als, will be reinstated. National museums
will be free. Some of the money to pay for
all this will come from a 25% reduction in
foreign aid. The Conservatives promise to
help homebuyers by easing mortgage
stress tests for banks, which were brought
in to cool an overheating housing market.

Their promise to scrap the carbon tax
combines this “affordability” agenda with
enthusiasm for oil. Under the Liberals,
provinces that do not have their own car-
bon-pricing schemes must accept the fed-
eral one. This sets a price floor of C$20 a
tonne, which will rise by C$10 a year until
2022. All the money raised is returned to
the province. Four provinces—Manitoba,
New Brunswick, Ontario and Saskatche-
wan—are subject to the federal scheme,
and Alberta will be from January. Mr
Scheer’s plan to replace it is a hotch-potch
of regulations and incentives. Few special-
ists think it will result in Canada meeting
its Paris promise.

How green you are

On this issue, most Canadians share Mr
Trudeau’s alarm rather than Mr Scheer’s
complacency. But the Greens and the left-
leaning New Democrats are also appealing
to climate worriers. And the goodwill Mr
Trudeau may have earned from environ-
mentalists was reduced by his decision to
buy a pipeline that carries petroleum pro-
ducts from Alberta to Canada’s west coast
and to back its expansion.

Mr Trudeau’s plan, like Mr Scheer’s, falls
short of what is needed to achieve the Paris
goal, let alone eliminate net emissions.
Planting 2bn trees, Mr Trudeau’s new pain-
free idea, will not accomplish that. Still, he
has laid a foundation on which he can
build, if re-elected, in part by continuing to
raise the carbon-price floor beyond 2022.

Polls say each of the two main parties
has the backing of a third of the electorate.
Most of the rest is split between the New
Democrats and the Greens. Mr Trudeau
may have the edge because many of Mr
Scheer’s votes are bunched in the oil-pro-
ducing western provinces. Perhaps a tenth
of voters will make up their minds at the
last minute, says Darrell Bricker of Ipsos, a
pollster. In a close fight, they may be deci-
sive. Their choice may depend not on how
they feel about Canada but how they feel
about the planet. ®

Ecuador’s state of emergency

Will Lenin weather
the storm?

QUITO
A daring move to abolish fuel subsidies
has provoked nationwide disarray

RESIDENT LENIN MORENO is facing his

biggest crisis since he was elected two
and a half years ago to clean up the mess
left by his populist predecessor, Rafael Cor-
rea. The country is in turmoil. The presi-
dent’s decision to rid the country of cher-
ished but wasteful fuel subsidies has
provoked nationwide riots and looting.
Shops, agricultural estates and govern-
ment offices in Quito, the capital, have
been ransacked. A curfew has been im-
posed in areas close to government build-
ingsand airports. Mr Moreno felt obliged to
move his government to the port city of
Guayaquil—and to declare a state of emer-
gency. The situation is scarily volatile.

Meanwhile, prices at the pump have
surged. Furious taxi drivers and bus drivers
wenton strike, blocking hundreds of cross-
roads. When their ring-leaders were arrest-
ed, even angrier protests erupted, egged on
by trade unions, left-wing activists and
students. Cuenca, the country’s third city,
is being supplied by airlifts. Petro-
amazonas, a state oil company, has been
forced to stop production at three oilfields,
reducing national output from 550,000 to
385,000 barrels a day.

Broadly speaking, the strife was
prompted by Mr Moreno’s decision to com-
ply with the terms of the IMF in order to
win an injection of $4.2bn, 4% of GpP. This
is needed to put Ecuador’s economy back
on a solid footing after a decade of mis-

The fury Moreno has fuelled

The Americas

management under Mr Correa, a radical so-
cialist who admired Hugo Chavez, the for-
mer president of Venezuela. Since coming
to power, Mr Moreno has been moving cau-
tiously ahead. But this month he took the
risk of slashing the fuel subsidies (except
forliquefied gas) that have cost the treasury
$60bn in the past four decades.

A recent study by the Inter-American
Development Bank says that the subsidies
benefited mainly the better-off. Moreover,
much of the fuel was smuggled to Ecua-
dor’s neighbours, Colombia and Peru,
where official prices have been far higher.
Mr Moreno knew his decision—by presi-
dential decree—would provoke outrage.
No previous government had dared todo it.

His administration had been slow to fi-
nalise its package of tax and labour re-
forms. So the IMF has commended Mr Mo-
reno for his audacity in taking the
subsidy-cutting decision by decree. Some
economists compare him favourably with
Argentina’s president, Mauricio Macri,
who has proved just as unpopular while
enacting similar reforms more timidly. Mr
Moreno has also decided to take Ecuador
out of OPEC, the oil-producers’ club, in the
hope of increasing exports, when and if the
rioters calm down or have been squashed.

To soften the hardship that many Ecua-
doreans will suffer from the inevitable
jump in transport fares and other prices,
Mr Moreno has promised to increase wel-
fare payments to poor families from $50 to
$65 a month and to raise the threshold for
eligibility to benefit nearly sm of Ecuador’s
17m people. He also intends to reduce du-
ties on mobile phones and computers. The
middle class has so far been happy with his
reforms.

His chief political antagonist is his pre-
decessor, Mr Correa, whois calling for early
elections and says the president is reaping
what he sowed. But Mr Correa has his own
troubles, since he may soon face charges of
corruption and illegal campaign financing
during his time in office. He is in self-im-
posed exile in Belgium. He is also blamed
by Mr Moreno for stirring up the violence
during the protests—allegedly in cahoots
with his friend Nicolas Maduro, Chavez’s
despotic successor.

Mr Moreno is determined not to suffer
the fate of two previous presidents, who
were overthrown thanks to riots, in 2000
and 2005. His team has quietly begun to ne-
gotiate with an influential organisation of
indigenous people, known as CONAIE.
Some university, church and UN figures are
mediating.

Much hangs on how the unrest plays
out. Mr Moreno’s hope is that he will
weather the storm and enable Ecuador to
follow the example of reform set by Chile or
Uruguay, rather than fall back into another
decade of instability like the one that pre-
ceded the rise of Mr Correa. ®
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Privilege in South Korea

One country, two systems

SEOUL

The president’s plan to make society fairer is not going well

N AN EARLY scene in “Parasite”, a hit

South Korean film, a young woman from
a poor family forges a university-enrol-
ment certificate for her brother. He is about
to apply for a job tutoring a girl from a rich
family and hopes that the false credential
will improve his chances. But when he
shows up to the interview the girl’s mother
barely glances at it, telling him she trusts
him because he was recommended by her
daughter’s previous tutor—his only posh
friend, who has left to study abroad.

Even more than in most countries, aca-
demic credentials are valuable for getting
ahead in South Korea. But the scene cap-
tures another truth: that if you know the
right people, your exam results don’t mat-
ter as much. The two siblings in “Parasite”
(pictured above, desperately trying to catch
a free wi-fisignal) milk thatinsight forall it
is worth, before things inevitably unravel.
The film, which won the top prize at the
Cannes film festival this year, also struck a
chord with South Koreans: in a country of
52m, cinemas have sold 1om tickets for it
since it was released at the end of May.

The resonance of a satirical film about
inequality is hardly surprising. Moon

Jae-in, the president, promised to make
South Korea “fairer” when he was elected in
2017, after his predecessor was impeached
(and later given a long prison sentence) for
using her authority to help a friend’s child
getahead, amongotherabuses. Yetover the
past couple of months a nepotism scandal
has engulfed Cho Kuk, Mr Moon’s new jus-
tice minister. Before Mr Cho was appoint-
ed, itemerged that his daughter, nowin her
late 20s, had received some unusual bene-
fits during her studies. Among other
things, she allegedly received generous
scholarships despite twice failing her ex-
ams at medical school, and was listed as
the primary author of an academic paper
while still in secondary school, even
though she had only completed a two-week
internship at the lab where the research in
question was conducted (which happened
to be run by a friend of her mother’s). Mr
Cho, who has apologised to young people
for causing “disappointment” but has said
he will not resign, has been charged by Mr
Moon with reforming the prosecutors’ of-
fice, to make sure it does not go soft on
well-connected crooks.

For many South Koreans, the story car-
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ries echoes of the scandal that brought
down Park Geun-hye, the previous presi-
dent, whose closest confidante persuaded
a university to change its admissions crite-
ria to admit her daughter. Outraged stu-
dents, in particular, have been protesting
against Mr Cho’s appointment. “I don't
mind the system being competitive, butit’s
the hypocrisy that’s so galling,” says Lee
Jong-bae, who is campaigning to reform
university admissions. “They promised us
afairand equal society and instead we keep
having these scandals that show us that
privilege is passed on and you can never
succeed unless your parents did.” His disil-
lusionment is typical: nearly two-thirds of
South Koreans under the age of 30 believe
that they are unlikely to move up the social
ladder. Six years ago, it was less than half.

Asbad asitseems

They have cause to be pessimistic. The so-
cial class of children is more closely tied to
that of their parents in South Korea than in
any other country in the OECD, according to
a study published last year. Data from the
education ministry show that the percent-
age of students who receive financial aid at
the best universities in Seoul was barely
half the national average, suggesting that a
large majority of their students are from
well-off families.

The problem is not exclusive to South
Korea, says Lee Cheol-sung of Sogang Uni-
versity. “Privilege plays an important role
in educational attainment everywhere.”
The recent revelation that some rich fam-

ilies in America had secured places for
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More Mr Nice Guy

SYDNEY
The government tries to live up to its welcoming reputation

((rHEY ARE Us,” said Jacinda Ardern,

New Zealand’s prime minister, of
the 51 Muslims, many of them immi-
grants, who were murdered by a white
nationalist in Christchurch in March.
She has positioned herself as a leader
“with a bitof heart”. So it was embarrass-
ing that her centre-left government had
kepta policy thatall but excluded any
refugees from Africa and the Middle East.
The government has announced that it
will amend the rules in question, which
are “the very definition of discrimina-
tion”, according to the immigration
minister, Iain Lees-Galloway.

They were inherited from the conser-
vative National Party, which surrepti-
tiously ordained in 2009 that refugees
from the Middle East and Africa could
come to New Zealand only if they had
relatives living there already. Few did, so
their numbers dwindled, even though
New Zealand technically allocated 28%
of its total intake of refugees to the two
regions. Over the past nine years it has
accepted just187 people from the entire
continent of Africa—fewer than arrived
in the single year before the policy came
into force, according to Murdoch Ste-
phens of Massey University.

Politicians had defended the policy
on the basis that it gave priority to people
from countries nearer to New Zealand.
Over the past decade, 60% of refugees

» their children at prestigious universities
through fraud and bribery caused wide-
spread outrage. But such scandals prompt
particular anger in South Korea, he argues,
because of the country’s rigid labour mar-
ket, which offers few opportunities for
those starting out. “It's a systemic pro-
blem—there are all these old people with
high salaries who are impossible to get rid
of, so, to keep paying them, firms avoid hir-
ing young people or only give them irregu-
lar contracts.”

The official youth unemployment rate
reached 10.4% this summer. But that does
not include those so discouraged that they
have stopped looking for work, and those
who undertook further studies to put off
looking for a job. If these groups are taken
into account, some economists reckon, the
true unemployment rate for young people
may be as high as 25%.

Mr Moon is trying hard to level the play-
ing field. His government offers generous
subsidies to companies that employ young
workers, is encouraging employers to con-

have come from Asia and the Pacific. But
official documents show that the govern-
ment was motivated by “broad security
concerns” as well. The rules were racist
and Islamophobic, says Guled Mire, an
activist who campaigned against them.

Ms Ardern’s Labour Party might have
changed the rules sooner, but its populist
coalition partner, New Zealand First,
wanted to keep them. It has now been
talked into raising the quotas for Afri-
cans and Middle Easterners to 15% of the
total apiece. Ms Ardern’s government is
also lifting the cap on the total number of
refugees New Zealand admits each year
from1,000 to1,500.

Advocates for refugees say New Zea-
land should do more. Even relative to its
population of 4.8m, the number of asy-
lum-seekers it lets in is tiny. Australia,
despite ferociously guarding its borders
against unauthorised migrants arriving
by boat, lets in close to 20,000 refugees
through official channels annually—
more than twice as many per person as
New Zealand will under the new rules.

What is more, New Zealand has also
resolved to show no quarter to “boat
people”—even though no people-smug-
gling vessels have ever been discovered
inits waters. In this year’s “well-being”
budget, the government allocated
NZ$25m ($16m) to discouraging any from
ever attempting the journey.

vert part-time contracts into regular jobs
and pays a monthly stipend of 500,000
won ($420) to some youngsters from poor
backgrounds who are unable to find work.
It has banned discriminatory hiring prac-
tices, too, such as asking for parents’
names and titles on application forms, and
tightened rules for lawmakers who want to
employ relatives.

The government is also drafting legisla-
tion to criminalise the hiring of ghostwrit-
ers or consultants to buff up university ap-
plications, a practice which for many
epitomises the unfair advantages of the
rich. Those who can afford it spend tens of
thousands of dollars on such services. Such
extravagant and blatant efforts to secure
undue advantage in university applica-
tions are so common that they have be-
come the subject of a popular television
drama, “Sky Castle”. In one episode, a rich
father buys a model pyramid to remind his
sons of the structure of society. Some South
Koreans say the show is so true to life they
cannot bear to watch it. ®

The Economist October 12th 2019

Teenage pregnancy in Thailand

A DJ saved my life

The government takes unusual steps to
improve sex education

NLY IN DESPERATE times do govern-

ments enlist the help of teenage disc
jockeys. Thailand’s ministry of social de-
velopment must be in a panic: it has hired
more than 500 of them. Its desperation
stems from the teenage-pregnancy rate,
which has risen even as the overall birth
rate has dropped. Thailand has one of the
highest teenage-pregnancy rates in South-
East Asia (see chart). Hence the DJs, who
will promote safe sex on the radio.

That is not the government’s only ini-
tiative to stop teenagers becoming mums.
It is also sending health-ministry officials
to lecture students about “young love”. It
has added sex-education questions to stan-
dardised exams. And in 2016 it passed the
Prevention and Solution of the Adolescent
Pregnancy Problem Act, which gives all ad-
olescents the right to free contraception.
The goal is to slash the number of children
born to teenagers by a third by 2026.

Supichaya Singhakasem, who had a
baby at 18, says she received sex education
at school in Bangkok, but it was unenlight-
ening. (She attracted a large online follow-
ing, of both fans and detractors, after post-
ing photos of herself in school uniform
holding her baby.) Her experience is typi-
cal: teachers tend to focus on anatomy and
deliver clinical lectures rather than practi-
cal advice, says Beena Kuttiparambil, who
works for the United Nations Children’s
Fund (UNICEF) in Thailand.

UNICEF favours online sex ed. Such
schemes have raised awareness of the birds
and the bees in Cambodia and Hong Kong.
Thais are avid netizens, spending an im-
probable ten hours online each day, ac-

cording to the government. Digital plat- »»
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» forms provide direct access to teenagers,
rather than relying on parents and teach-
ers, who are often reluctant to discuss sex.

UNICEF has launched Love Care Station,
a website through which young people can
seek anonymous, one-on-one advice on
sexual health. Several companies have re-
leased apps that provide some sort of sex
ed, too. Some are explicitly informative;
others are cloaked in entertainment. The
premise of Judies, a Thai video game down-
loaded more than 720,000 times, is that
condoms are life-saving shields for hu-
mans against aliens.

Thailand was once considered a para-
gon of sexual education. In the 1990s it

stemmed an incipient epidemic of HIV.
Nearly everyone can get hold of contracep-
tion, but12% of15-19-year-olds cannot.

Prayuth Chan-ocha, the coup-leader-
turned-prime minister, supported the ado-
lescent-pregnancy law. Yet he believes that
equality for women would “make Thai
society deteriorate” and has compared
scantily clad females to unwrapped
sweets. Earlier this year a small political
party wanted a Netflix show, “Sex Educa-
tion”, to be banned. The party reasoned that
it is safe for Western teenagers to watch
such lewdness, but that Thailand’s young
are at greater risk, because they “haven'’t
learnt the topic correctly”. ®
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Financial centres in Asia

A tale of two cities

HONG KONG

Singapore stands to gain from Hong Kong'’s troubles

HATEVER VIEW is taken on the may-

hem in Hong Kong—righteous rebel-
lion or obscene rioting—it is a disaster for
the territory’s economy. And if one place
stands to benefit from Hong Kong’s trou-
bles, it is that other self-governing, Chi-
nese-majority, financial, commercial and
shipping hub in East Asia: Singapore.

The two places have always seemed to
have much in common. Both are com-
merce-friendly. Thanks to light-touch reg-
ulation and efficient, uncorrupt bureau-
cracies, Singapore comes second and Hong
Kong fourth in the World Bank’s ranking of
190 countries for the ease of doing busi-
ness. Both cities once prided themselves
on their adherence to the rule of law and
the low level of violence on the streets.

On all these counts, the events of the

past four months have dented Hong Kong’s
reputation. Many businesses have been
forced into unscheduled closures because
mass demonstrations—or in recent days,
the suspension of much of its metro sys-
tem—have kept staff and customers away.
As protests have degenerated into street
battles, tear-gas, petrol bombs and vandal-
ism have made some parts of town physi-
cally hazardous. Hong Kong has some-
times looked closer to anarchy than to the
rule of law.

Some data are already available indicat-
ing the short-term impact of the unrest. In
August the number of tourists entering
Hong Kong fell by 39% overall compared
with the same month lastyear. The number
of mainland-Chinese tourists fell by 42%.
Singapore, by contrast, saw an annual in-

Asia

crease in tourists from China of 4% in Au-
gust. Mainland China accounts for 21% of
tourists visiting Singapore, but nearly 80%
of visitors to Hong Kong.

Some evidence has emerged that people
are shifting their money as well as their
holidays. An analysis by Goldman Sachs of
data for August showed a modest net out-
flow from bank accounts denominated in
Hong Kong dollars, and an inflow into Sin-
gapore-dollar accounts. The bank estimat-
ed that up to $4bn of deposits may have
flowed to Singapore from Hong Kong.

The rich in Hong Kong and the rest of
China have long found Singapore attrac-
tive. They like to invest in property there,
sometimes as a possible bolthole. Since the
beginning of 2017, mainland Chinese buy-
ers have acquired more than 1,000 private
homes in Singapore, despite a 20% stamp
duty charged to foreigners.

The bigger picture, even before the re-
cent upheaval, has been of a gradual dis-
placement of institutional financial activi-
ty from Hong Kong to Singapore. Hong
Kong’s financial industry suffers from
competition both from mainland Chinese
cities, notably Shanghai and Shenzhen,
which are not hampered by its tormented
relationship with the central government,
and from other big centres in the region
that are fully outside China, such as Singa-
pore, Sydney and Tokyo.

Already, Singapore has a lead in asset-
management, with $3.4trn under manage-
ment at the end of 2018 compared with
$3.1trn in Hong Kong. Even (or perhaps es-
pecially) for wealthy Chinese who have
managed to move capital out of the main-
land, Hong Kong may appear uncomfort-
ably within China’s reach. The worry is that
Hong Kong will lose its edge in other activ-
ities, too, such as investment banking and
equities trading. The withdrawal by Hong
Kong'’s stock exchange on October 8th of its
takeover bid for the London Stock Ex-
change was symptomatic of the strategic
bind in whichit finds itself. The danger will
intensify if Hong Kong's present troubles
inject lasting poison into its relations with
China, which is a big source not only of
customers and capital, but also commer-
cial perks, such as the special trading link
between the stockmarkets of Hong Kong
and Shanghai.

Singapore and Hong Kong have long of-
fered rival political models. Singapore, put
crudely, is an illiberal democracy; Hong
Kong a liberal autocracy. One has a freely
elected government but strict laws limit-
ing, for example, public protest and some
political debate. The other has a chief exec-
utive “elected” by a few hundred officials, a
partially elected and weak legislature, but
robust traditions of freedom of speech and
assembly. Singapore has been pointing,
discreetly, to its relative stability. On Octo-
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ber 4th the foreign ministry advised Singa- »
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» poreans to “defer non-essential travel” to
Hong Kong.

The Straits Times, a pro-government pa-
per, would have felt no embarrassment
about its story on a ban on rallies in Singa-
pore in support of the protesters in Hong
Kong, on a day of solidarity demonstra-
tions in a number of cities worldwide. The
headline read, “Anti-totalitarianism day:
No permits for Singapore assemblies”. One
protester in Hong Kong, apparently a Sin-
gaporean, sparked a fiery debate on social
media with a photo of himself holding a
placard reading: “Don’t let Hong Kong be

like Singapore, where people live in fear.”

Pro-government commentators in Sin-
gapore were quick to condemn him. Even
many critics of the government thought he
was exaggerating. But, hard though it is to
gauge public opinion, a survey in July sug-
gested that 75% of Singaporeans sympa-

thised with the protesters in Hong Kong.

Writing last month in the Hong Kong
Free Press, an online journal, Kirsten Han,
an independent Singaporean journalist,
guessed that the percentage has probably
fallen sharply since then. Leslie Fong, a for-
mer editor of the Straits Times, wrote in the

A history of violence

The struggle of Asian women not to be abused

N SEPTEMBER A woman called police to

tell them that the Speaker of Nepal’s
parliament, Krishna Bahadur Mahara,
had just drunkenly assaulted her in her
flat. When, according to local media
reports, she later withdrew her allegation
in the face of threats and pressure, every-
thing seemed to be following the usual
South Asian script. Men, especially
powerful ones, rarely have to answer for
theiractions. Then the UN and foreign
embassies put out a statement urging the
government to take a stand on violence
against women. Within days, Mr Mahara
had stepped down. This week the police
arrested him.

Whether this case will count as pro-
gress in the abysmal treatment of women
in his part of the world will not be clear
for some time. Violence against women
need not hold back a man going places. A
tally in India last year found 48 members
of parliament or state assemblies ac-
cused or convicted of violent crimes
against females. They included members
of parties run by women.

In South Asia the mistreatment starts
in the womb, with the selective abortion
of girls. It continues after birth. Girls are
likelier to die before the age of five or
drop out of school. Many marry before
they are adults or are beaten by their
partners. In the five years to 2015 over
40,000 Indian women died in rows over
dowries. That is more than the combined
deaths over the same period from con-
flict in Kashmir, insurrection in the
north-eastand the Naxalite rebellion.

Laws and social attitudes have
evolved, but not enough. The brutal
gang-rape and murder in 2012 of a stu-
dentin Delhi galvanised India’s middle
classes, but the rape of women and girls
invillages attracts little attention.

Most sex crimes everywhere go unre-

ported, so all statistics about them should
be treated with caution. But for what it is
worth, the UN says Asia and the Pacific
have the worst rates of violence against
women, with two in three women experi-
encing it in theirlifetime.

Discrimination is rampant. This year

Indonesia’s Supreme Court found a former

teacher guilty of “violating decency” by
making alewd recording. She had taped
her boss making sexually explicit com-
ments to her, hoping to prove that he was
harassing her. Her ordeal ended only with
a presidential pardon. Female police offi-
cers and army recruits are sometimes
required to submit to outrageous physical
inspections to “prove” their virginity.

In China abusive marriages are com-
mon, and hard to escape (see China sec-
tion). Activists against harassment are
themselves harassed by the state. In Cam-
bodia women’s safety is not helped by the
media. A third of television dramas depict
physical, sexual or emotional abuse of
women. Such problems are not confined
to poor countries. South Korea’s K-pop
industry has been roiled by a series of
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South China Morning Post, a Hong Kong pa-
per, of the sorrow many of his compatriots
feel “at the sad spectacle of a city smother-
ing itself in full global view”.

Many Singaporeans, Ms Han noted, be-
lieve the argument that Hong Kong’s lead-
ers have been making, that the protests are
really abouteconomic gripes, such as unaf-
fordable housing, rather than politics. That
ignores the genuine frustration of many in
Hong Kong at a political system in which
only certain voices seem to be heard. Itis a
frustration that some in Singapore, despite
its very different system, also feel. m
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cases in which women were drugged and
raped. Then there are the thousands of
spycams detected each year in women'’s
lavatories and changing rooms, for
which hardly anyone is prosecuted.
Recently, a hospital worker killed herself
after discovering that a video of her
changing into her scrubs had been wide-
ly distributed. Reported sex crimes,
including child rape, are up sharply in
Bangladesh, though this might simply
reflect a greater willingness to report
such things.

Across Asia women are finding a
voice. In Bangladesh a #MeToo-style
movement is growing in the country’s
garment factories (though the move-
ment’s leaders still struggle to convince
victims to file complaints with the po-
lice). In January lawyers in Pakistan
launched an online portal called Ab Aur
Nahin (“Time’s up”) offering pro bono
help for victims of harassment.

In the Philippines women have taken
to social media and the streets to com-
plain about President Rodrigo Duterte’s
frequent jokes about rape and groping—a
rare case of people standing up to the
strongman. And in South Korea more
women are speaking up against pow-
erful, violent men in government, busi-
ness and entertainment.

They are also, in a “corset-free” move-
ment, challenging the country’s rigid
beauty standards, exemplified by em-
ployers’ expectation that women should
be heavily made-up at work and, at some
firms, not even wear glasses. The emer-
gence in South Korea of an aggressive,
mainly online force of young men who
believe that such movements are proof of
the oppression of men is an indication of
how long and how hard the battle for
security, letalone equality, will be for
Asian women.
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Domestic violence

NoO escape

Courts deny abused wives divorces in the name of social harmony

HE BEATINGS were so brutal that Dong

Fang (not her real name) was left par-
tially deaf, and her daughter needed three
stitches in her hand. Not long ago, China’s
courts would probably have ignored such
an assault, because the attacker was both
Ms Dong’s husband and the girl’s father.
Luckily for the victims, however, the coun-
try had recently enacted a domestic-vio-
lence bill. This enabled Ms Dong to obtaina
restraining order from a court in Chengdu,
the south-western city where she lives. Lo-
cal media praised this as an example of the
new law in action. Later came the shock.
The same court rejected Ms Dong’s petition
for divorce. It reasoned that the marriage
was still on a “very firm” foundation and
the husband should be given “a chance”,
the judge told a newspaper in Beijing.

Ms Dong’s plightis common. Thelawon
domestic violence, which took effect in
March 2016, aims to protect women. But it
isalsointended to “promote family harmo-
ny and social stability”. Judges often con-

sider this more important than women’s
well-being. A study of 150,000 divorce
cases filed between 2009 and September
2016, more than two-thirds of them by
women, found the new law had done little
to help female victims. When people file
their first petition for divorce (many have
several tries), judges are more likely to
agree if the plaintiff is a man. They are usu-
ally unswayed by claims of violence. “For
abused women, courts are the problem,
not the solution,” says the study’s author,
Ethan Michelson of Indiana University.
China’sleader, XiJinping, isachampion
of tradition. He describes families as the
“cells” of society (mention of Mr Xi’s di-
vorce from his first wife in 1982, after only
three years of marriage, is taboo). Officials

- Also in this section
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fear those cells are decaying as marriage
rates fall and divorce rates soar. Last year
more than 1om couples tied the knot and
nearly 4.5mundid it. This is partly because,
for many people, divorce hasbecome much
easier. Before 2003 it needed approval from
an employer or community leader. Now, if
both partners agree, they can quickly un-
marry atalocal civil-affairs bureau.

But the one-in-six cases that end up in
court are complicated. Last year two-thirds
of them were rejected at the first hearing.
Domestic violence has been a legal ground
for divorce and damages since 2001. But
abused spouses often remain trapped.
Sometimes judges refuse to approve di-
vorces for the sake of their own jobs. Per-
formance targets often involve finishing a
certain number of cases. As citizens be-
come morelitigious, caseloads are growing
fast. For judges, saying no to a divorce is
usually quicker than arranging one.

Some judges also fear that the anger of
an aggrieved party may lead to violence. So
when a man threatens to murder his
wife—or the judge—if a divorce goes
through, courts often prefer to keep the
marriage together. Poor odds of success in
highly contentious divorce cases dissuade
women from attempting divorce in the
first place, says Leta Hong Fincher, the au-
thor of “Leftover Women: The Resurgence
of Gender Inequality in China”.

Possibly helped by public attention to »
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» her case, Ms Dong eventually got her di-
vorce in June, two years after the beating
that temporarily damaged her hearing.
“Whether or not to permit a divorce should
be based on whether feelings between hus-
band and wife have been ruptured,” the
court said. In this case, it ruled, they had
been. The court said each should have one
of the couple’s two houses, and compen-
sate the other for any difference in value.

But in another twist the judge refused
Ms Dong’s application for 50,000 yuan
($7,010) in damages from her ex-husband.
The court agreed she had suffered violence,
but not with “serious consequences”.

Such rulings are common, says Xin He
of the University of Hong Kong. Judges of-
ten allow a divorce while dismissing char-
ges of domestic violence, thus allowing the
husband to avoid any penalty. As a result,
says Kwai Ng of the University of California
San Diego, “the courts have become an un-
reliable guardian of the lawful rights and
interests of women.” Ms Dong still has
some faith in the system: she has filed an
appeal. She expects a ruling by January.

The passage of the domestic-violence
law was a breakthrough. Activists had been
campaigning for one for two decades. Even
so, Mr He points out flaws. The bill does not
treat domestic violence, including marital
rape, as a criminal offence. Getting a re-
straining order requires strong proof thata
threat is posed. The penalty for violators is
light: a fine of up to 1,000 yuan or15 days in
jail. In the law’s first 33 months, courts
granted more than 60% of requests for
such orders. But only 5,860 women applied
for them, a tiny fraction of the number of
victims. The state-backed All-China Wom-
en’s Federation estimates that one in four
wives in China suffers domestic abuse—
probably an underestimate. Ms Dong, who
is a university lecturer, believes her finan-
cial independence helped her. “Those who
are weaker see no hope,” she says. Online
commentators on Ms Dong’s case often ar-
gue that “to stay safe, don’t marryand don’t
have children”, says her lawyer.

Since Mr Xi came to power in 2012 he
has stressed the importance of the rule of
law. But he has also emphasised the judi-
ciary’s subordination to the Communist
Party. Sojudges are inclined tointerpret the
law in ways that please it. In 2016 the su-
preme court instructed courts how to han-
dle trials involving family matters. Its
words echoed the party line: “The settle-
ment of family disputes concerns not only
the happiness of individuals and families,
but also social harmony and stability and
the advancement of civilisation.”

Meanwhile Mr Xi has been waging a
ruthless campaign against human-rights
activists, including those campaigning for
better protection of women. Though he has
called for an end to “all forms of violence
againstwomen”, heis not makingiteasy. |

Unrest in Hong Kong

Emergency brake

HONG KONG
The government’s use of a draconian
colonial-era law is risky

o E ARE INDEED in an occasion of se-

U V rious danger,” said Hong Kong's
leader, Carrie Lam, when she announced
her decision on October 4th to invoke the
Emergency Regulations Ordinance, a colo-
nial-era bill—disused for more than 50
years—allowing the government to impose
sweeping curbs on civil liberties. Mrs Lam
only announced one new restriction: a ban
on the wearing of masks during protests.
But thousands of demonstrators defied the
edict. Widespread violence broke out,
paralysing transport. A new cycle of escala-
tion may have begun.

Mrs Lam’s belief that the mask ban will
have a “deterrent effect” may prove wrong.
But her description of the problem was
close to the mark. “Protesters’ violence has
been escalating and has reached a very
alarming level in the past few days,” she
said. Indeed it has. On June 12th, shortly
after the unrest began, young protesters
wept after the police fired rubber bullets at
them. They have since become battle-hard-
ened (see Chaguan). Once they limited
their targets to government buildings,
spraying them with slogans and throwing
stones and other projectiles at them. More
recently they have been attacking busi-
nesses and bystanders who oppose their
views. Once a café run by someone deemed
pro-Communist would have been covered
in Post-it notes. These days it might have
its windows smashed.

Just a few days before announcing the

Ready for battle

China

mask ban, Mrs Lam had suggested she was
aware that invoking the emergency bill
might not work. She said she had to assess
“whether such laws would backfire on an
already chaotic society, or worsen our al-
ready damaged reputation in the interna-
tional community.” Her now-abandoned
caution was well-founded. Within hours of
her edict being issued, protesters (mostly
masked) vented their anger on the territo-
ry’s rail network, which they accuse of aid-
ing police by shutting down stations to
hinder demonstrators’ movements. The
protesters flooded some stations with wa-
terand lit fires in others. That night, for the
first time in 40 years, the whole network
was suspended, leaving many people
stranded. Many stations stayed closed all
weekend. Some remained shut even after
Hong Kongers went back to work on Octo-
ber 8th after along weekend.

It was not all mayhem. Tens of thou-
sands of people marched peacefully, also
wearing masks. Only a few dozen were ar-
rested for donning them, suggesting that
enforcement is a problem. Mrs Lam insists
that she has “no plans” to invoke the emer-
gency bill again, but many Hong Kongers
believe she may be tempted to use it to de-
clare a curfew or control the use of instant-
messaging apps that are often used to or-
ganise protests. Such measures would be
sure to provoke defiance.

But some residents wish protesters
would change their tactics. They would like
an end to the disruption of transport and
the violence that makes it difficult for some
people to leave home or go to work. The
movement’s extraordinary scale and per-
sistence has relied on the tolerance shown
by moderates towards radical action, in-
cluding the throwing of petrol bombs. Re-
cently, however, many moderates have
been saying that the “frontline fighters”
should back off. Some worry that more vio-
lence will give officials an excuse to post-
pone next month’s district-council elec-
tions, in which the pro-democracy camp
expects to do well. They also fear that it will
erode overseas support for the protesters
(such backing has infuriated many people
in China; see United States section).

But some radicals are itching for trou-
ble, including on October 16th when the
Legislative Council will meet for the first
time since July. There the government is
expected to withdraw the draft bill that
triggered the unrest, which would have al-
lowed criminal suspects to be extradited to
the Chinese mainland. But the legislature,
dominated by pro-government politicians,
is likely to endorse the face-mask ban. It
will be another day of tension. H

Correction: In our article last week on China’s
national day parade (“Opening the arsenal”), we
misidentified the unmanned aerial vehicle in the
picture. It was a GJ-2, not a wz-8. The picture online
now shows a wz-8.
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Chaguan | Lessons from the square

Veterans of the Tiananmen protests view the crisis in Hong Kong with a terrible fatalism

AN DONGFANG learned the hard way that the Communist Party
H of China will shed blood to enforce its will. As an activist dur-
ing the democracy protests of 1989, he stood in a rumour-swept
Tiananmen Square in early June and assured fearful comrades
that, as a former soldier turned railway electrician, he was sure
that the People’s Liberation Army would never shoot fellow Chi-
nese. Still haunted by that mistake, he feltalarm in September 2014
at the sight of democracy activists from the Occupy Central move-
mentblocking streets in Hong Kong, his home in exile. Hurrying to
the Occupy protests, Mr Han sat beside the youngsters and urged
them to see reason. Stop blocking traffic, headvised, you are giving
the police, or worse, Chinese soldiers waiting unseen in their
Hong Kong barracks, an excuse to attack.

Jump forward to 2019, and a new generation of radical activists
is all but daring China’s rulers to send troops onto Hong Kong’s
streets, and, by spilling blood, show China’s true nature. Whether
they are trampling the Chinese flag, vandalising metro stations,
attacking policemen or brawling with gangsters loyal to the party,
hard-core protesters have brought a furious, burn-it-all-down en-
ergy to a movement once notable for its moderation. The first big
marches, in June, belonged to a more innocent age, when Hong
Kongers strolled peacefully in their hundreds of thousands to op-
pose a law that would expose them to the mainland’s justice sys-
tem. Some sang hymns or collected water bottles for recycling.

Today, the risks of provoking those in power are greater than
ever. Hong Kong’s police officers—visibly exhausted and embit-
tered after 17 weeks upholding the authority of the territory’s de-
spised political leaders—stand ready to club, tear-gas and arrest
anyone they deem a threat, while repeatedly turning a blind eye to
violence by pro-Communist thugs. Hong Kong’s military garrison
has been reinforced with thousands of soldiers and paramilitary
police from the mainland, answerable to the hard men in Beijing.

Mr Han has much to lose. Hong Kong’s Western-style freedoms
have not just offered him a haven. They allow him to run China La-
bour Bulletin, an organisation that campaigns for the rights of
workers on the mainland. Yet for all that, he finds himself rethink-
ing his advice to Occupy protesters to remain moderate. “During
Occupy, I felt my experience in Tiananmen Square counted,” Mr

Han says. He now thinks his words of caution were “just bullshit”
and an arrogant, “dinosaur kind of thinking”. He says today’s
youngsters are much wiser about the party than he was 30 years
ago. When youngsters declare themselves proud Hong Kongers
who feel nothing for China, they are using their city’s political and
civic freedoms to define themselves and deny their Chinese iden-
tity, he marvels. Turning-points in history are not always rational,
or good, or bad, he ventures. They just are.

Mr Han’s new fatalism is revealing, and reflects a wider shift in
public opinion. Though recent acts of violence by protesters dis-
may many, polls suggest that Hong Kongers are angrier still with
the police and government, whose job is to uphold order and the
law impartially. In the meantime, even those who oppose radical
actions by protesters concede that moderation has not brought
many rewards. Asked how this confrontation may end, Mr Han
says that, though it may sound cruel to some, “How it ends no lon-
ger matters. What matters is that it already began.” Either China
can offer real democratic reforms to Hong Kong, he says, or it can
use force and risk a crisis that will shake China and its periphery.

The Reverend Chu Yiu-ming was in his 40s when he witnessed
the murderous suppression of the Tiananmen protests. Five years
ago Mr Chu, a Baptist minister from Chai Wan in eastern Hong
Kong, preached non-violence and quoted Martin Luther King as he
co-founded the Occupy movement. Convicted of public-order of-
fences for his role in that, Mr Chu, 75, only escaped prison on
grounds of his age and public service. In an interview at his church
he talks of sleepless nights worrying about youngsters on the
streets today who are being arrested on charges of rioting, which
could land them in prison for ten years. Yet he says that even
“frontline fighters”, as more radical protesters are known, enjoy
support from across society. “When people face a life-threatening
situation, itis natural to think of self-defence,” he says. Sometimes
sacrifices are needed to defend freedoms, he adds, recalling the
church’s past support of uprisings against dictatorships in the
Philippines, East Germany and Poland. Hong Kongers are not try-
ing to topple the party, he believes. They just want “one country,
two systems” to mean that Hong Kong’s government is answerable
to its people. Asked if he fears another Tiananmen, the priest
quotes a message from an intermediary familiar with President Xi
Jinping’s plans for Hong Kong: “No bloodshed, no compromises”.

If accurate, that message suggests the party is preparing for a
war of attrition. Sadly for China’s rulers, the situation may be too
unstable for that. Today’s levels of police violence and political re-
pression disgust many Hong Kongers, but are not brutal enough to
deter protesters. Put another way, the crisis must either get better
quickly thanks to bold government concessions, or much worse.

Hong Kong is never going back to how it was

Wang Dan, who was a student leader on Tiananmen, knows which
outcome he expects. Reached in Washington where he now lives,
he calls himself “extremely pessimistic”. Hong Kongers are asking
for democracy, a demand which party leaders will reject, Mr Wang
notes. “Both sides do not have space to yield. I can’t see a possible
solution.” Beyond the ranks of the most radical protesters, a strik-
ing number of youngsters express confidence that China would
never dare set troops on them, because the costs to the country’s
reputation would be too high. Veterans of 1989 know better. That is
why their support for Hong Kong’s young sounds more like a tri-
bute to courage than a prediction of success. The old-timers have
seen history made before, and it was cruel.
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Special report The world economy

The end of inflation?

Inflation is losing its meaning as an economic indicator, says Henry Curr

NFLATION USED to be the scourge of the world economy and the

bane of American presidents. In 1971 amid an overheating econ-
omy Richard Nixon took to television to announce a freeze on “all
prices and wages throughout the United States”. Aboard of bureau-
crats ruled on what this meant for everything from golf club mem-
berships to commodity futures. Gerald Ford, Nixon’s successor,
preferred a grassroots approach. He distributed buttons bearing
his slogan: wiN, for “whip inflation now”. Ronald Reagan, running
for office four years lateramid another surge in prices, declared in-
flation to be “as violent as a mugger, as frightening as an armed
robber and as deadly as a hit man”.

Today the lethal assassin has gone missing. Most economies no
longer struggle with runaway prices. Instead they find inflation is
too low, as judged by their inflation targets. A decade of interest
rates at or near rock-bottom has not changed that. Nor has the
printing of money by central banks in America, the euro zone, Brit-
ain and Japan that has expanded their balance-sheets beyond a
combined $15trn (35% of their combined GDP). Nor have unem-
ployment rates that are in many countries the lowest they have
been for decades.

The IMF counts among its members 41countries in which mon-
etary-policy targets inflation. Add in the euro zone and America
(where the Fed has multiple goals), and you get 43. Of those 28 will
either undershoot their inflation targets in 2019 or have inflation
in the bottom half of their target range, according to the fund’s
most recent round of forecasts. (When those forecasts are updated
on October1sth, after this special report goes to press, that number
will probably rise.) By GDP 91% of the inflation-targeting world is

an inflation laggard on this measure. That includes nearly all the
advanced economies under examination—Iceland is the sole ex-
ception—and more than half of the emerging markets.

This shift in the inflation landscape reflects both the successes
and the failures of economic policy. The advent of inflation-target-
ing central banks since the 1990s has gradually immunised econo-
mies against runaway prices. But policymakers seem either un-
willing or unable to stop inflation falling short of their targets.
This special report will argue that anchored inflation expecta-
tions, technological change and the flow of goods and capital
across borders have conspired to make inflation a less meaning-
ful—and less malleable—economic indicator. Central banks are
therefore finding their targets harder to hit. At the same time, con-
straints on monetary policy mean that the risk of inflation short-
falls looms larger than that of excessive price rises. Central bank-
ersand politicians must find ways to adapt economic policy to this
new world.

Disinflation nations

Low inflation is striking over both the long term and the short
term. In the long term it is the culmination of a decades-long
trend. The rich world conquered runaway prices by the late 1990s
as governments made central banks independent and gave them
inflation targets. In the 2000s and the early 2010s commodity-
price booms kept prices rising at a decent clip. But since the oil
price crashed in 2014, inflation above 2% has been rare. In emerg-
ing marketsitis higher, butthe direction of change is the same (see

chart on next page). For nearly two decades economists have M

The Economist October 12th 2019 [



'l Special report The world economy

The Economist October 12th 2019

» talked of an era of “global disinflation”. T

In the short term low inflation is espe-
cially striking because it seems to defy the
“Phillips curve”, the supposed inverse rela-
tionship between inflation and unemploy-
ment. In two-thirds of countries in the
OECD, a club of mostly rich countries, a re-
cord proportion of 15- to 64-year-olds have
jobs. According to the models taught in
economics courses and used by central
banks, a jobs boom on this scale should
have brought accelerating prices and
wages. For the most part, it has not.

Central bankers have been caught out.
For years they have promised that jobs
growth would soon be over and inflation
would rise. They have repeatedly been
proved wrong and are conscious of their
mistakes. In February 2016 Mario Draghi,
the outgoing head of the European Central
Bank (EcB), described whether inflation targets can be met as “the
most fundamental question facing all major central banks”. Mark
Carney, governor of the Bank of England, recently warned of an
“increasingly untenable” economic-policy consensus. In March
this year Jerome Powell, the Fed’s chairman, said low global infla-
tion was “one of the major challenges of our time”. The Fed’s failure
to hit its inflation target has encouraged an assault by President
Donald Trump, who is incensed that in 2018 Mr Powell slowed
growth by raising interest rates to see off an inflationary threat that
has not yet materialised.

The disease of the1970s and 1980s was simultaneous high infla-
tion and high unemployment. That both are now low might seem
like cause for celebration. Certainly inflation below target is a bet-
ter problem to have than runaway prices. But it poses problems for
three reasons. First, it represents a missed opportunity. Monetary
policy could have been looser, and hence growth faster, without
price pressures taking off. Second, central banks missing their in-
flation targets undermines their credibility. In Europe markets’
long-term inflation expectations have sunk to little over 1%, lower
than when the ECB started its quantitative-easing programme in
early 2015, despite an inflation target of below but close to 2%.
When inflation targets are not credible, the future is more likely to
spring a costly surprise. Unexpectedly low inflation causes lend-
ers to profitand borrowers to suffer, because debts do not shrinkas
fastinreal terms as they were expected to when loans were agreed.

Most important, low inflation can be self-reinforcing. More
significant than the nominal interest rate set by central banks is
the real interest rate, which adjusts for inflation. As the public
comes to expect lower inflation, the real rate rises, weakening de-
mand and pushing inflation down even more. That would not be a
problem if central banks could cut the nominal rate further to fight
the disinflationary slump, but they have little room to do so. In Eu-
rope and Japan nominal interest rates are already below zero. They
are near zero in Britain, and only a little
higher in America. Though the exact loca- I
tion of the lower bound on interest rates is
uncertain, it exists somewhere becausethe  Central bankers
public always has the option of holding have repeatedly

been proved
wrong

Advanced economies
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Source: World Bank

cash atazero nominal return.

Why has inflation reached this curi-
ous—and precarious—point? Some would
argue that inflation is falling short because
governments have lost the ability to boost
prices. This cannot be true. If it were, they
could cut taxes to zero, boost spending,
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print money to finance the resulting deficits and never see an in-
flationary downside. Inflation will always respond, eventually, to
a determined policymaker who has access to interest rates and the
printing presses. Governments can always debase their curren-
cies, as high inflation in Argentina and Turkey shows.

This might suggest that below-target inflation reflects only a
failure of ambition. But that is not right either. Inflation has be-
come harder to fine-tune because economies have changed in
ways that are not yet fully understood. Monetary policy must not
just become more ambitious but also adapt to rely less on failing
models and to take alonger-term view. And while central banks are
hamstrung by low rates, fighting low inflation will increasingly
fall to fiscal policy. The case for reform rests first on an under-
standing of where economic models have gone wrong. B

The rich world

Finding Phillips

Economists’ models of inflation are letting them down

NE OF THE economic models named after William Phillips is
Ophysical. The Phillips hydraulic computer uses flows of water
to simulate flows of money in the economy; its success helped
earn Phillips a job at the London School of Economics in 1950. To-
day economists can bring the full power of modern computing to
their calculations. But they still depend utterly on another Phillips
eponym: the curve tracing the relationship between inflation and
unemployment (see chart on next page). It comes in various fla-
vours, but the basics underpin central banking. If unemployment
falls too low, inflation will rise; too high, and it will fall.

Over the past decade the “Phillips curve” has failed at both
ends. First came the so-called “missing deflation”. The financial
crisis sent rich-world unemployment soaring to 8.5% by the start
of 2010. Both theory and experience suggested that this should
have caused a prolonged slump in inflation. Butit did not. The IMF
wrote of “the dog that didn’t bark”; some economists argued that
unemployment had become structurally higher (meaning it would
not affect prices). It was only once oil prices collapsed in late 2014

that the rich world faced serious disinflationary pressure, with the »
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» euro zone falling temporarily into deflation in 2015 and 2016.

By then, however, labour markets were recovering. Unemploy-
ment fell and then fell some more. Today the proportion of 15- to
64-year-olds with a job is at a record high in two-thirds of OECD
countries. Pockets of continued high joblessness remain in places
such as Spainand Italy but, for the most part, missing deflation has
become missing inflation. The Phillips curve you can still find in
the data is extraordinarily flat. Economists at Goldman Sachs esti-
mate that a one-percentage-point fall in American unemploy-
ment, for example, is associated with a 0.1-0.2-percentage-point
risein inflation—so small as to be difficult to perceive. Some econ-
omists argue that it is increasingly viable to forecast inflation
without any regard to unemploymentatall.

There are three potential explanations for a flat Phillips curve,
none of them entirely satisfactory. The firstis that it is a statistical
artefact. In a recent working paper, Michael McLeay and Silvana
Tenreyro of the Bank of England argue that the relationship be-
tween inflation and unemployment is subject to “Goodhart’s law”:
that observed statistical relationships collapse once they are ex-
ploited by policymakers (not to be confused with the “Lucas cri-
tique”, which says that some relationships cannot be exploited at
all). Suppose a central bank cares about both unemployment and
inflation. Inadownturn it will ignore higherinflation if it needs to
get unemployment back down. Yet when unemployment is low,
central banks will react hawkishly to any sign of fast price rises.
Over time those preferences will create an artificial positive corre-
lation between inflation and unemployment, offsetting the un-
derlying causal relationship running in the other direction.

This argument has some traction. In 20m, for example, a spike
in commodities prices pushed inflation up but most central banks
ignored it to focus on healing their scarred economies. Later in the
decade, amid low unemployment rates, monetary policymakers
became more attuned to the risk of overheating. It would be odd,
however, to explain low inflation by appealing solely to deliberate
choices on the part of central banks, when they themselves profess
to be confused by inflation’s quiescence. Moreover, the argument
does not suppose that unemployment can fall for ever without in-
flation surging. Even if a flat Phillips curve over time is no surprise
statistically, today’s particular combination of low inflation and
ultra-low unemployment still can be.

What to expect when you're expecting

The second potential explanation concerns inflation expecta-
tions. The public’s ability to anticipate an overheating economy, or
at least to notice prices rising faster and adjust their expectations
accordingly, is supposed to be a driving force behind the Phillips
curve. Firms should raise prices and work-

ers should demand higher wages as soon as
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itis nolonger worth paying attention to economic news.

There is little doubt that without the amplifying effect of infla-
tion expectations the Phillips curve should be flatter. But although
expectations are supposed to be important, they are not supposed
to be everything. Eventually, economies must find that rising de-
mand runs up against supply constraints. Hence the third, and
most credible, explanation: that the Phillips curve still exists, but
is “non-linear”. Prices and wages could suddenly and quickly ac-
celerate should unemployment fall beneath some threshold at
which everything becomes unanchored.

Where might such a threshold lie? Answering that question re-
quires breaking the inflation puzzle into its constituent parts.
First, to what extent are firms’ costs—most importantly, wages—
rising? Second, are firms passing on those costs by raising prices?

The link between unemployment and wages has loosened but
remains intact. In America and the euro zone wage growth has ris-
en gradually in recent years as labour markets have tightened.
America is further ahead, but in both cases the figures remain un-
derwhelming by historical standards: 2.7% and 3.2% respectively,
as this report went to press. Only in Britain has wage growth really
taken off, reaching 4%, its highest since 2008, in July. Still, in most
places the link between employment and wages remains discern-

ible. The only real exception is Japan,
where wage growth is flat despite mone-

by
Money is power

they see a boom coming.

Such expectations seem to be getting
stickier. Canada, New Zealand and Britain
have barely reacted to short-term changes
in inflation since 2000, according to the
World Bank. Benoit Coeuré, a rate-setter at
the ECB, has studied the sensitivity of
households’ fears that inflation might spi-
ral out of control to perceptions of current
price rises. Before the euro the two were
closely linked; in the era of the single cur-
rency the link has been severed. In Ameri-
ca, too, inflation expectations react more
slowly to economic data than in the past,
according to research by Damjan Pfajfar
and John Roberts of the Federal Reserve. It
might be that prices now rise so slowly that
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tary policy under the “Abenomics” pro-
gramme driving a remarkable jobs boom
(see chart, left). Japan’s culture of lifelong
employment, in which some workers find
it hard to move companies for higher
wages without losing social status, is prob-
ably part of the explanation.
82 Elsewhereitis the second link, between
wages and prices, that seems to have van-
80 ished. On neither side of the Atlantic has
core inflation displayed the same gradual
78  upward trend as wages. Britain is an excep-
tion, but it has also had an inflationary de-
76 valuation of its currency since its vote to
leave the European Union in 2016.
There are two ways to have wage infla-
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» productivity boom, hitherto absent. The second is if firms’ profit
margins fall. There is clear scope for lower margins in America,
where since the mid-2000s firms have enjoyed profits, as a share
of GDpp, that have been historically high. Profits have begun to
come down in recent years as wage growth has risen. The question
is how much further they might yet fall, given that America’s high
profit margins also reflect a lower level of competition in the econ-
omy. Outside America margins are lower and so profits provide
less of a buffer between costs and prices.

In summary, if you wanted to tell a story about when inflation
might take off in the rich world, it would go something like this.
Wage growth is strongest in America, but so are profits. Once mar-
gins fall, firms will have no choice but to raise prices. In Europe
profits are lower, but so is wage growth, because Europe’s labour
market has notboomed as much as America’s. If it ever does, infla-
tion will budge. The Phillips curve is non-linear, meaning that
prices will suddenly rise sharply only once economies cross the
inflationary Rubicon. Central banks will have to fight the subse-
quent overheating or risk losing control of inflation expectations,
as they did in the 1970s. Japan, with its entrenched deflationary
mindset and unique labour-market institutions, is a special case.

The problem with this story is that financial markets do not ex-
pect it to happen. As this report went to press, the price of swaps
implied that America’s consumer-price index between 2024 and
2029 will rise by an average of just 1.9% per year. Because the Fed
targets an index that tends to undershoot the cp1 by about a third
of a percentage point, this implies missing the central bank’s 2%
target by a long way. In Europe the same measure of inflation ex-
pectations languished around 1.2%. Sometimes policymakers try
to explain away markets’ low inflation expectations by saying that
they are driven by a lower risk of very high inflation, rather than a
change to traders’ central expectations. But this does not sit well
with the idea of an inflection point in the Phillips curve lurking,
ready to catch central banks off-guard.

Perhaps markets expect that recession, or at least an end to the
jobsboom, will render the argument moot. But the puzzle has been
enough to prompt a search for disinflationary forces beyond mon-
etary policy and labour markets. One is technological progress. B

Technology

Alexa, how muchis it?

Technological progress is making inflation statistics an unreliable
guide to the economy

MAZON 1S USED to fielding accusations: that it has killed off
physical retail business, that it mistreats warehouse workers,
that it abuses its dominant platform in online sales. So perhaps it
isnotasurprise that some people also blame it forlow inflation. In
2017 Janet Yellen, then chair of the Federal Reserve, wondered
aloud if cut-throat online competition might be stopping goods-
producers raising prices even in a world of rising demand. Alberto
Cavallo of Harvard Business School has found that Amazon’s
prices are 6% lower than those of eight large retailers, and 5% low-
er than on those retailers’ websites. The internet in general is no
place to go in search of inflation: in America online prices have
been falling fairly steadily since about 2012 and are lower than they
were at the turn of the millennium.
Yet the so-called “Amazon effect” should not seem so novel. The
winds of disinflation have been blowing through American retail
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for decades. In the 1990s and 2000s big-box retailers like Walmart
and Target ruthlessly cut goods prices as they optimised their sup-
ply chains. Cheap imports from China and other emerging-market
economies squeezed domestic producers. One study in 2008
found that low-wage countries capturing 1% of market share in
America was associated with a 3.1% fall in producer prices. There
has been barely any cumulative rise in American consumer-goods
prices, excluding food and energy, for two decades. Before the fi-
nancial crisis, inflation as a whole behaved normally because ser-
vices inflation held up. Today, both goods and services inflation
are low (see chart on next page). The rise of online retail does not
easily explain that broader shift.

Nonetheless, technological advance is a disinflationary force
worth pondering. Ata basic level, itallows an economy to produce
more with its finite resources. If aggregate demand does not keep
up, prices will fall—or at least not rise as fast. The idea that infla-
tion has been low lately because productivity growth has been
strong seems laughable everywhere except Silicon Valley because
economic statistics have documented a global slowdown in pro-
ductivity growth. Yet there is an argument that statisticians fail to
capture some technological advances, making productivity seem
lower and inflation higher than they really are.

The basic concern is a longstanding one. Because it takes a
while for statisticians to notice that consumers are buying new
products, they miss precipitous price falls early in a product’s life.
It is also hard to tell how much better new products are than what
went before. In today’s economy the missed value comes from
smartphones, social media and online streaming. Spencer Hill, an
economist at Goldman Sachs, recently calculated that the mea-
sured growth in consumption of personal electronics, communi-
cations and media was lower in the 2010s than in any of the five
preceding decades. That was despite the fact that in 1990 it would
have taken perhaps $3,000 to replicate even the basic functions of
a modern phone—and only by using very bulky devices. In real
terms, consumption in this category is surely soaring. The statis-
tics must be missing something.
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Statisticians are constantly battling the problem. But a review
of America’s inflation indices in 2018 by Brent Moulson, a former
top government official, estimated that the inflation index target-
ed by the Fed remained upwardly biased by almost half a percent-
age point, primarily because of new products and quality changes.
The shift to online sales could be making new-product bias worse.
A paper by Austan Goolsbee and Peter Klenow of Stanford Univer-
sity found that even excluding clothing, for which tastes are fickle,
44% of online sales in a database produced by Adobe Analytics, a
computing company, were of goods that did not exist in the prior
year. With such high churn the basket of goods monitored by offi-
cial statisticians would quickly go stale. Messrs Goolsbee and Kle-
now have, for some categories of goods, helped Adobe Analytics to
construct its own “digital price index” which shows much less in-
flation than official measures. For example, they find that furni-
ture and bedding fell in price by almost 12% online between Janu-
ary 2014 and June 2019, while the official consumer price index
records a fall of only 2.1%.

Abigger problem than falling prices is prices that are zero from
the start. Most consumers today carry devices in their pockets with
which they can make a video-call anywhere in the world, access in-
formation on any subject and translate languages instantaneous-
ly, all for free. The explosion in the provision of free services is usu-
ally cited as a reason to doubt the accuracy of GDP. But itis as biga
problem for inflation. First, free services sometimes replace ones
that were previously paid for, which puts new-product bias on ste-
roids. Second, if consumers derive a greater share of their well-be-
ing from things that come free, inflation ceases to be a good mea-
sure of the cost of living or of the purchasing power of incomes.

The value of nothing

Measuring the price of something and measuring its value to con-
sumers are two different tasks. Erik Brynjolffson of MIT and two
co-authors have run experiments in an attempt to do the latter.
They asked 3,000 online participants what they would need to be
paid to give up Facebook for a month, offering to enforce the deal
for a few randomly selected participants using Facebook features
that reveal to friends when somebody last logged on. The median
response was $42. About a fifth of users quoted somewhere near
$1,000. In another experiment they struck similar agreements
with participants at a Dutch university, enforcing the contract by
getting users to change their passwords, in effect locking them out
of theiraccounts, or to submit to monitoring of their electronic de-
vices. The median figure participants quoted to give up mapping
services for a month was about €59 ($64); for WhatsApp it was
€536. In another paper Mr Brynjolffson and his colleagues asked
consumers what they would need to be paid to forgo free online
search engines for a year: the median response was over $17,500.

These figures can mislead. People will always fear the social
isolation that would come with being cut off from the predomi-
nant communications technology of the day, whether it is tele-
phones, texts or TikTok. Inflation and GDP were never intended to
measure consumer welfare. Some free services are displacing ac-
tivity which has never been counted in GDP, like casual match-
making. Free services funded by advertising are not new: radio and
television have been around a long time. And advertising is only
small relative to the economy. John Fernald of the San Francisco
Fed argues that many of the consumer benefits from modern tech-
nology are “conceptually non-market”.

Yet the line between market and non-market services is hazy.
Imputed rent, the money homeowners would have to pay to renta
house equivalent to the one they own, is included in inflation and
GDP, despite not representing any market transaction. In another
recent paper David Byrne of the Federal Reserve and Carol Corrado
of the Conference Board, a business group, argue that smart-
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phones, broadband connections and Netflix subscriptions should
be viewed as investments that reap variable dividends over time
depending on how intensively they are used. Armed with trends in
data usage and time-use surveys Mr Byrne and Ms Corrado con-
struct a quality-adjusted price index for digital access services that
shows prices falling by 21% between 2007 and 2017. The official
price index for internet access, by contrast, shows prices up 4.5%
over the same period.

The fact that inflation may be even lower than is reported is, in
one respect, good news: it means that growth in living standards
has been understated. But it is troublesome for central bankers
who are already undershooting their inflation targets. Moreover,
the justification for targeting inflation in the first place rests on
the notion that the number is a meaningful representation of the
economic experiences of the public and of firms. The more eco-
nomic activity shifts into a domain where price is a slippery con-
cept, the weaker that link will become. And there is another source
of breakdown in economists’ understanding of how prices are
formed: globalisation. &

Globalisation

Prices without borders

Low inflation is a global phenomenon with global causes

CONOMIC MODELS say that less slack in an economy leads to

more inflation. But what defines an economy’s borders? As in-
flation-targeting took off in the 1990s, globalisation also acceler-
ated. Trade grew from 39% of world GDPin1990 to 51% at the turn of
the millennium, cross-border finance was liberalised and the in-
ternet slashed the cost of communicating. In the 2000s policy-
makers began to wonder whether integrated markets had made in-
flation a global process. Economists generally pooh-poohed the
idea. But with central bankers searching for explanations for to-
day’s low inflation, the idea that global forces might be at work has
come back into fashion. It has also become more relevant. If glo-
balisation has held down inflation, might its reversal—thanks to
the trade war and Brexit—send it shooting back up?

Inflation has been getting more synchronised across borders.

On average, acommon global trend accounts for nearly a quarter of »
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» the variation in national inflation rates since 2001, according to
Jongrim Ha, Ayhan Kose and Franziska Ohnsorge of the World
Bank. Add in factors specific toadvanced economies and emerging
markets, respectively, and trends spanning borders account for
more than half the movement in inflation in the rich world and
nearly a third of it in poorer countries.

This partly reflects simultaneous trends in monetary policy.
But it may also indicate a growing role for global factors. Kristin
Forbes of MIT, formerly a Bank of England rate-setter, has studied
the drivers of inflation in 43 countries between 1990 and 2017. She
includes in her models global factors such as exchange rates, an
estimate of global economic slack, and commodities prices, and
finds that their input appears to have increased over the past de-
cade. This is especially true when considering only temporary de-
viations in inflation from its long-term trend.

There are three main sources of global influence on inflation:
the price of commodities, trade in goods, and capital flows. Com-
modities prices are the most obvious and longstanding. Synchro-
nicity of inflation rises after large movements in the oil price, such
as the shocks of the 1970s. More recently commodities prices have,
on the margin, been driven by demand in emerging markets, espe-
cially China. Between 1996 and 2016 the seven largest emerging
markets accounted foralmostall of the rise in global consumption
of metals and two-thirds of the rise in global consumption of ener-
gy. As aresult, booms and busts in emerging-markets’ demand for
commodities are felt everywhere. In the mid-2010s it was a com-
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modities bust that helped push Europe into deflation.

That much is not controversial. But another effect of globalisa-
tion has been to bring down the price of manufactured goods as
their production has shifted to economies with low labour costs.
Unlike with commodities, this has been a one-way bet, nota cycle.
For decades goods have been getting cheaper relative to services.

Economists can get annoyed by claims that goods trade has
dragged down overall inflation. In theory just some things getting
cheaper should not be disinflationary because, with the right
monetary policy, average prices will still rise fast enough to make
up the shortfall. In practice monetary policy works only with a de-
lay. That means changes in relative prices matter. Today, because
the Phillips-curve relationship seems to have weakened, central
banks often find themselves at the mercy of short-term trends (see
box on next page).

Goods trade does not just mean imports of finished products.
The recent growth in cross-border supply chains has created con-
duits along which cost changes in one part of the world flow into
the prices of goods that emerge from factories elsewhere. Research
by Raphael Auer of the Bank for International Settlements (BIS),
Andrei Levchenko of the University of Michigan and Philip Sauré
of Johannes Gutenberg University in Mainz has found that half of
global synchronisation in producer-price inflation is attributable
to prices that can be traced through supply chains. Via this mecha-
nism the average country imports one-fifth of any change in infla-
tion in the rest of the world. Prices are more intertwined in inte-
grated trading regions such as America, Canada and Mexico.

If firms can locate their supply chains where costs are lowest, it
becomes easier to avoid economies that are running hot. Only if
inflation is driven up everywhere are rising costs inescapable. In
other work with his colleagues at the BI1s, Claudio Borio and An-
drew Filardo, Mr Auer finds that the greater a country’s integration
into cross-border supply chains, the more inflation tracks slack in
the global economy. If imports of inputs to production double as a
share of GDP, the sensitivity of inflation to global economic condi-
tions also appears to double. Messrs Ha and Kose and Ms Ohnsorge
also find that global factors explain a greater share of inflation in
countries which participate more in global supply chains.

This view implies that prices in non-tradable sectors, such as
services, will remain sensitive to domestic economic conditions.
That is what James Stock of Harvard University and Mark Watson
of Princeton University find in America. Hotels and restaurants,
for example, remain fairly sensitive to labour-market slack.
Messrs Stockand Watson are even able to separate inflationintoan
index that is “cyclically sensitive” and one that is not.

The third global factor is capital flows. As inflation has syn- »
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» chronised across borders, so too have long-term real interest rates.
For the past four decades they have moved in tandem as saving and
investment have been brought into balance globally. And they
have moved in one direction: down. In other words, there appears
to be a glut of global saving. The potential reasons for this pheno-
menon, which was first identified in the mid-2000s, include age-
ing populations, slower productivity growth, a scarcity of safe as-
sets relative to risky ones, and a dearth of lucrative opportunities
for private-sector investors.

Itis notjustlong-term rates that have fallen in tandem. So have
the “equilibrium” short-term rates which anchor monetary policy,
according to estimates by John Williams, president of the New
York Fed, and Kathryn Holson and Thomas Laubach of the Fed in
Washington, pDc. Falling equilibrium rates mean that any interest
rate central banks choose is less stimulative than it would have
been a decade or two ago. In other words, the effects of excess sav-
ing spill across borders. Current-account surpluses in, say, Japan
and Germany, which together totalled nearly half a trillion dollars
in 2018, bear down on the interest rates that must be set by the cen-
tral banks of other countries to keep inflation on target.

That is fine if central banks adjust accordingly. The problem is
thatequilibrium rates have been driven close to zero. Unable to cut
rates much, central banks find that the only way to fight disinfla-
tionary pressure is with unconventional measures like quantita-
tive easing (QE). These are themselves policies with global conse-
quences. QE is supposed to work in part by getting investors to buy

How idiosyncratic price rises give economists a headache
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riskier assets. That adjustment happens on
the balance-sheets of asset managers who

The effects invest worldwide. As a result it sends bil-
of excess lions of dollars of capital looking for inter-
Sy g spiII estrates to drive down elsewhere.

Ironically, the recent incremental re-
versals of globalisation provide good ex-
amples of the importance of global finan-
cial conditions to inflation. In theory
tariffs should boost inflation in the coun-
try that sets them. But as the trade war be-
tween America and China heated up during 2019, it sparked fears
about global growth and triggered a rush into safe assets such as
Treasury bonds. Long-term bond yields fell to new depths and the
dollar surged. In response the Fed has cut rates and the ECB has re-
started QE.

The deflationary impact of a change in global risk appetite has
proved far more significant than the modest inflationary impact of
the tariffs themselves. Only in Britain has the rolling back of glo-
balisation, viaitsvote toleave the EU, had a very noticeable upward
effect on prices. But even that was due to a fall in the value of the
pound; the direct effect of Brexit, if and when it happens, could
seem small in comparison.

One group of countries feels the effects of the global financial
cycle above all others. For emerging markets, it is so important
that they face a distinct set of monetary-policy challenges. B

across borders

N FEBRUARY 2017 Verizon, an American

mobile-phone carrier, started offering
mobile-phone connections that put no
limits on data. “Unlimited adventures,
unlimited laughter, unlimited connec-
tions,” promised an advert. They might
have added “unlimited woe for central
bankers”. The category of inflation in
which mobile-phone plans feature sub-
sequently plummeted, dragging overall
core inflation down by about 0.2 percent-
age points ata time when it had been
forecast torise. For the best part of a year
the Verizon disinflation became crucial
to central bankers’ own communica-
tions, as they promised financial mar-
kets that the effect would soon wear off.

One-shot changes in prices constant-

ly play havoc with central bankers’ at-
tempts to target inflation down to the
last tenth of a percentage point. In early
2019 Germany'’s statisticians improved
their monitoring of how holiday prices
vary with the seasons. Unfortunately this
captured volatility that has disrupted the
index. In May the prices were 9% down
onayear earlier; in June they were 6%
up. Package holidays make up nearly 3%
of German household consumption,
giving them enough weight to cause

volatility in overall inflation. And because
Germany accounts for nearly one-third of
the entire euro-zone inflation basket, the
movements are large enough to show up at
continental level (just like the tourists
themselves).

In India onion prices are an important
part of the inflation recipe. The vegetable
is prominent in the Indian diet. When
prices rise it not only brings tears to the
eyes of consumers, but can send financial

~r “

markets tumbling. Politicians, fearing
voters’ wrath, scramble to act. In 2013 a
370% jump in wholesale onion prices
caused inflation to spike; a sustained
shortage led Prime Minister Narendra
Modi to tighten export controls the follow-
ingyear.

In China pork is what matters—the
country consumes as much hog meat as
the rest of the world combined. Unfortu-
nately an epizootic of African swine fever
has recently wiped out at least a third of all
the pigs in China. This pushed pork in-
flation to above 47% in August in a market
thatis already volatile, contributing nearly
half a percentage point to headline in-
flation. In an attempt to abate price pres-
sures China has released meat from its
frozen-pork reserves, an emergency facili-
ty created in the 1970s (many countries
have oil reserves for the same reason).

These are not the only ways in which
idiosyncratic price rises trouble the
world’s economists. Staff at the Interna-
tional Monetary Fund are suffering from a
heady rate of food inflation in their can-
teen: prices per ounce are up 38% in three
years. The result of fewer distortive sub-
sidies, perhaps. Or maybe some sort of
programme is needed?



(Ol Special report The world economy

Emerging markets

Fewer exceptions

Most, but not all, emerging markets have overcome high inflation

HIS YEAR marked a quarter of a century since Brazil beat hyper-
Tinﬂation with a conjuring trick. The old currency, the cruzeiro,
had been debased, suffering annual price rises reaching 2,500%.
Following the advice of a small group of economists, the govern-
ment required firms to list prices and wages in “units of real value”,
a new unit of account linked loosely to the dollar. Cruzeiros—ever
more of them—continued to be used for payment, with the ex-
change rate between the unit and the currency widely publicised.
Eventually the authorities simply scrapped the cruzeiro, replacing
it with the freshly-minted “real”, which by then was a trusted yard-
stick. Inflation tumbled to 22% in1995.

It seemed like a miracle. Yet arguably what came next, both in
Brazil and other emerging markets, was more remarkable still.
Since then, many emerging-market economies have defeated not
just hyperinflation but high inflation too. In1995 median inflation
among emerging markets was over 10%. By 2017 it was only 3.3%.
Exclude crisis-struck Turkey and Argentina, and at the start of 2019
the gap between average inflation in emerging markets and ad-
vanced economies was at a record low (see chart). In Brazil today
inflation is just3.4%.

This longer, slower miracle was achieved using rich-world
methods but in harsher conditions. By the 1990s, and especially
after a speculative attack on Thailand’s currency in 1997 sparked a
financial crisis in Asia, emerging markets were moving away from
the old monetary paradigm of fixed exchange rates. At the end of
the decade they began to embrace inflation targets. The first to
transition was Poland in 1999, followed by Brazil in 1999, South Af-
rica in 2000, Hungary in 2001 and the Philippines in 2002. Today
24 emerging markets have inflation-targeting central banks.

On average they have been a clear success. Inflation has fallen,
as has its volatility. Prices still rise faster than in the rich world but
targets are also higher: typically closer to 5% than the 2% ad-
vanced-economy norm. Yet the landscape is varied. In countries
like Chile, with transparent central banks, low public debt and
high openness to trade, inflation expectations are pinned down. In
others, like India, with higher public debtand less credible institu-
tions, they remain volatile. And emerging
markets still provide the main exceptions
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exchange rates haywire, affecting not only inflation but also trade
and financial stability.

In such an environment anchored inflation expectations take
on more importance. They make the response of inflation to ex-
change-rate fluctuations transient and less severe, thereby allow-
ing central banks to focus on the health of their economies. Last
year the IMF found that from 2011 to 2015 monetary policy reacted
more tolocal economic conditions in emerging markets where in-
flation expectations were better anchored. That was particularly
helpful during the “taper tantrum” of 2013, in which the prospect
ofless quantitative easing in America sent many emerging-market
currencies tumbling.

Dollar dilemma

The trouble is that the exchange rate partly determines the local

economic conditions to which central banks must respond. As

well as boosting inflation, a cheaper currency makes it harder for

emerging-market corporations that have borrowed in dollars to
service their debts. These dollar debts have
grown from 14% to 20% of GDP since 2009,
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to global disinflation, including Argentina
and Turkey, where inflation is running at
54% and 15% respectively.

Thisvariation is one reason why there is
not much head-scratching about low infla-
tion in emerging markets. Another is that
fewer central banks than in the rich
world—a little more than half of the total—
are undershooting their targets. And mon-
etary policymakers are not pressed up
against the lower bound on interest rates,
at which low inflation becomes a greater
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economies
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onaverage. And although in theoryafalling
exchange rate should atleast boost exports,
this effect is limited by the fact that so
much trade is invoiced in dominant cur-
rencies like the dollar or the euro. Research
by Gita Gopinath and Emine Boz of the IMF
and Mikkel Plagborg-Mgller of Princeton
University has found that a strong dollar
tends to gum up world trade, as well as
making dollar debts harder to repay.

As aresult, even emerging markets with
independent central banks and floating ex-
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threat. But this poses its own problem.
Higher rates make emerging markets po-
tentially attractive sources of yield for rich-
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change rates can appear to be at the mercy
of international financial conditions, in
particular the policy of the Federal Reserve.

world portfolio investors, who tend to be 2000 02 04 06 08

fickle. Capital flowing in and out can send
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12 14 16 19 Certainly many still mimic the Fed. As of

August, 13 emerging-market central banks »
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» had followed the Fed’s interest-rate rises in 2018 and cuts in 2019.
Several, such as Indonesia and Thailand, raised rates in 2018 even
with inflation well under control. And many continue to intervene
directly in currency markets, accumulating and running down
foreign-exchange reserves even as they maintain a notional com-
mitment to floating exchange rates. “The textbook version of the
inflation-targeting framework is obviously too narrow for emerg-
ing-market-economy central banks,” said Agustin Carstens, head
of the Bank for International Settlements and former governor of
the Bank of Mexico, in May.

That casts some doubt on the simple story that inflation target-
ing in emerging markets has been a triumph for conventional eco-
nomics. What is more, it is uncertain how secure emerging mar-
kets’ low inflation is. Three factors threaten it: the strength of
institutions, fiscal policy and the global environment.

One of the curiosities of the rich world’s low inflation is that it
has coincided with the rise of populism. Yet it is only in emerging
markets, specifically in Argentina and Turkey, that institutional
weakness has led to runaway prices. In Argentina President Maur-
icio Macri’'s government tried to establish inflation-targeting at
the central bank in 2017, but a series of missteps hurt its credibility
before a weakening of Mr Macri’s re-election prospects caused a
further run on the currency. Turkey has an inflation-targeting cen-
tral bank but it has come under relentless attack from President
Recep Tayyip Erdogan, who claims, wrongly, that higher interest
rates cause inflation.

Notall populists have laid siege to their central bank. In Mexico
President Andrés Manuel Lopez Obrador has promised not to in-
terfere with the Bank of Mexico. In Brazil PresidentJair Bolsonaro’s
Chicago-educated economy minister Paulo Guedes has defended
the independence of the central bank, and the legislature is con-
sidering granting it formal independence. Still, emerging-markets
institutions are clearly more vulnerable to populists than the rich
world’s. Even in India, where the central bank is older than the re-
public, the head of the central bank resigned in December 2018
after a string of conflicts with the government, which pressed for
looser policies and a large bite of the central bank’s capital.

Fiscal policy is the second worry. Unlike in advanced econo-
mies, budget-balancing played an important role in emerging
markets’ battle against inflation. Their government debt peaked at
over 70% of GDP in the mid-1990s. By the eve of the financial crisis
in 2007 it was down to about half that. This was partly just luck. A
commodities boom boosted growth and filled government coffers,
creating space for central banks to establish credibility, says Guil-
lermo Tolosa of Oxford Economics, a consultancy. It soothed wor-
ries about so-called “fiscal dominance”, when governments are
tempted to inflate away their debt problems.

Since then, however, debt has been rising again. It is forecast to
average 53% of GDP this year, and 60% of GDP by 2024. Mr Tolosa is
unworried, pointing out that even in Brazil, which has a huge hole
inits budget caused by public pensions, inflation expectations are
under control. But others, such as the World Bank, have issued
warnings about debt. Although economists are revising up their
estimates of the debt that advanced economies can bear in a world
of low interest rates, the same argument does not apply in emerg-
ing markets, where rates are higher and investors flightier.

The final factor is the external environment. Those who cham-
pioninflation-targeting reject the idea that emerging markets’ dis-
inflation is a result of global factors rather than better economic
policy. That is surely right when looking at the long-term trend.
But because inflation expectations are less anchored in emerging
markets, the short term matters quite a bit. In that respect today’s
global disinflationary environment surely helps. So whereas the
rich world might breathe a sigh of relief were global inflation to
rise, it would not benefit emerging markets. And higher inflation
in America would probably mean higher interest rates there and
hence disruptive capital flight.

The upshot is that emerging markets must remain more vigi-
lant about inflation than the rich world. They have not yet reached
the point where more inflation looks desirable. That is true only in
advanced economies, and calls for its own policy agenda. ®

Central banks

A new monetarism

How to make economic policy fit for a world of low inflation

HE HISTORY of monetary policy is one of intermittent revolu-

tion. In the whole of the 19th century, constrained by the gold
standard, America’s prices rose only 12%. After the second world
war countries pegged their currencies to the dollar, which was in
turn redeemable for gold. That system broke down in 1971 when it
was abandoned by America. Its collapse ushered in the era of fiat
currencies and preceded the inflation of the 1970s. Inflation-tar-
geting was born out of that debacle and simultaneous intellectual
advances by economists, who realised the importance of credible
institutions. Over time more central banks committed to “flexible”
inflation-targeting, meaning that in a crisis they could prioritise
fighting unemployment.

Shortfalls in inflation, combined with very low interest rates,
are causing another rethink today. In 2020 the Federal Reserve will
report on a review of its targets and tools. The ECB is searching for
new ways to fight low inflation in the euro area. Meanwhile econo-
mists are increasingly willing to question the dictum set out by

Milton Friedman in 1963 that inflation is a monetary phenome- »
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» non. A decade of below-target inflation suggests that “what was
previously treated as axiomatic is in fact false,” according to Larry
Summers and Anna Stansbury of Harvard University. “Central
banks cannot always set inflation rates through monetary policy.”

Central banking has also become more politicised. One of the
few ideas to unite President Donald Trump with Alexandria Oca-
sio-Cortez, a left-wing congresswoman, is the belief that the Fed
should stop worrying about inflation and gun for growth. Mr
Trump has called Jerome Powell, the Fed’s chair, an “enemy” for
failing to cut rates as much as he would like as America fights a
trade war with China. In Europe the EcCB is facing fierce hostility to
its negative-interest policy among the German public.

On the left, wacky schools of thought like “modern monetary
theory” (MMT), which says, roughly, that as long as inflation re-
mains contained the government can borrow as much as it likes
and that fiscal policy should manage the
economic cycle, have influenced some
people such as Ms Ocasio-Cortez.

This environment brings risks. A his-
tory of inflation by economists at Deutsche
Bank warns that periods of high inflation
have tended to accompany transitions be-
tween monetary-policy regimes like the
abandonment of Bretton Woods. Nobody
should welcome reforms to central banks
led by populists. It would be wrong to sup-
pose that low inflation expectations are

immutable or there to be exploited, wheth-  Central

er to boost growth or to fund more govern- banking has
ment spending. Stimulated too much,

economies will eventually overheat. An bec.o.m.e more
environment of low inflation does not jus-  Politicised

tify tearing down institutions that guard
againstcurrency debasementlike that seen
in Argentina and Turkey.

Yet reform is needed to achieve three
goals. First, central banks must improve
how they fight recessions. Second, they must find ways to steer the
economy despite a flat and uncertain short-term Phillips curve,
the relationship between inflation and unemployment. Third, fis-
cal policy must act as the stimulus-of-last-resort if economies
weaken and inflation falls while interest rates can fall no further.
These needs are increasingly recognised, but the reforms that are
under consideration mostly lack ambition.

Gettingreal

Take each aim in turn. First, recession-fighting. For several de-
cades economists have had a prescription for monetary policy
when nominal interest rates can fall no further: reduce real inter-
est rates instead, by promising more inflation in the future. At the
very least, inflation expectations should not be allowed to slip. To
that end the Fed may soon commit to targeting 2% inflation on av-
erage over the economic cycle rather than atany one pointin time.
In booms, inflation would be allowed to run a little higher than
2%. In adownturn, this should brighten the economic horizon.

A more effective reform would be to target a long-run path for
thelevel of prices, rather than year-to-year inflation. Policymakers
would have to correct their mistakes if prices veered off course.
There could be no repeat of the persistent policy timidity seen in
the 2010s. After a long downturn and disinflation central banks
would have to push to find the limits of the economy’s capacity.

Yet this would do nothing towards the second goal: freeing cen-
tral banks from having to divine the short-term trade-off between
inflation and unemployment. To target prices they would still
have to judge whether movements in inflation were being driven
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by the labour market or by supply-side factors, such as technologi-
cal change or global shocks reverberating through cross-border
supply chains. Worse, they would lose some flexibility to ignore
temporary distortions. Phenomena such as rising tariffs or oil
prices that pushed inflation up and growth down could force cen-
tral banks to tighten monetary policy to get prices back on course
even as the economy suffered.

It would be better for them to remain agnostic on economic re-
lationships that they do not understand and target a single, sim-
pler variable: the level of nominal GDP, or, loosely speaking, out-
put plus inflation. Such a target would incorporate both central
bankers’ underlying goals of stable inflation and a healthy econ-
omy. It would replace their faulty judgment about the Phillips
curve with a better, implicit test: only when growth and inflation
rose in combination—a sign of overheating at home, rather than a
shock to supply—would they need to get hawkish. There would be
no more fine-tuning of the labour market.

The third aim, reform of fiscal policy, is the hardest to achieve.
One idea is to sharpen the so-called automatic stabilisers, such as
unemployment benefits, which ensure a mini fiscal stimulus dur-
ing downturns. Governments could legislate in advance to cut,
say, payroll taxes when the unemployment rate rises sufficiently.
This would not hurt. But it would be an incremental reform that
cannot compensate for a total loss of monetary-policy firepower.
Calibrating a sufficient fiscal stimulus without knowing the eco-
nomic circumstances in which it would apply is too difficult.

In addition to beefing up automatic stabilisers, governments
should also find a way to give central banks some scope for fiscal
action that can be used at their discretion. A recent paper by Black-
rock, an asset manager, whose authors include Stanley Fischer, a
former vice-chair of the Fed, suggests central banks should have a
“standing emergency fiscal facility”. The idea is that in a deep
slump, central banks would be authorised to create money to fi-
nance new spending or a tax cut.

Technocrats cannot easily oversee a fiscal stimulus. Monetary
policy is not about building bridges or setting rates of income tax.
The redistributive effects of low rates, which some say has exacer-
bated wealth inequality by boosting asset prices, are controversial
enough without central banks deciding how society’s resources
should be spent. So politicians would need to agree on the struc-
ture of the central bank’s fiscal tools in advance. One simple option
would be a uniform handout to the public in which every adult re-
ceived an equal share of newly created money. Central banks’ role
would be what it has always been: to calibrate the size of the stimu-
lus and ensure a credible commitment not to overdo it.

Itis wishful thinking to imagine that these reforms can happen
quickly, not least because they involve handing more power to
technocrats. For good reason the role of monetary policy is con-
strained by law. In Europe it is set by treaty. It may take a downturn
to create political impetus for change. But sooner or later eco-
nomic policy will have to adapt to today’s disinflationary world. ®
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Turkey invades Syria

Green light, go

ABU DHABI AND ISTANBUL

A long-feared clash between Turkey and Syria’s Kurds will have consequences

across the Middle East

FTER YEARS of threats, it took Turkey

mere days to strike. On October gth the
Turkish armed forces began bombing parts
of north-east Syria. Controlled by a Kurd-
ish-led militia, the region had been an
American protectorate until just days be-
fore, when President Donald Trump
abruptly decided to abandon it. Turkish
troops are now moving into Syrian towns,
backed by local rebels under their com-
mand. The nascent offensive will have im-
plications far beyond Turkey’s intended
30-kilometre-deep “safe zone” inside Syr-
ia. It will displace hundreds of thousands
of people, complicate an already-chaotic
war and offer the jihadists of Islamic State
(1S) a chance to regroup.

President Recep Tayyip Erdogan of Tur-
key says his aim is “to destroy the terror
corridor which is trying to be established
onoursouthernborder”. In other words, he
wants to oust the Kurds from their Syrian
statelet. The main Kurdish force, called the
People’s Protection Units, or YPG, gained
control of the area while fighting with
America against 1s. That created an intoler-
able situation for Turkey, because the YPG
has close ties with the Kurdistan Workers’
Party (PKK), a separatist group that has
fought the Turkish army for 35 years.

As Turkey advances, the fighting will
probably grow bloodier. Civilians have be-
gun fleeing towns under bombardment.
The incursion could displace many of the
750,000 people living along the border. But
Kurdish fighters deprived of American
support are unlikely to want open conflict
with the larger Turkish army. The YPG is al-
ready talking of cutting a deal with Bashar
al-Assad, Syria’s dictator, that might see
them relinquish some autonomy in ex-
change for the regime’s protection.

The fighting risks benefiting 1s, which
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has been kicked off the territory it once
held, but which is resurgent, says the Pen-
tagon. Operations against the jihadists
have reportedly stopped. The Kurds, rea-
sonably, say they have other priorities.
They are still holding tens of thousands of
1S detainees and their families in camps
like Al-Hol, home to some 70,000 people
who live in increasingly desperate and un-
safe conditions. America says the 1S pris-
oners will become the responsibility of
Turkey. But Mr Erdogan’s proposed safe
zone does not include Al-Hol. And Turkey
does not have a good record when it comes
to jihadists. Many first reached Syria by
taking advantage of lax Turkish border
controls. On October1oth President Donald
Trump tweeted that America had taken
custody of the most notorious prisoners
and moved them out of the country—a tacit
admission that Turkey was not up to the
job of holding them.

In general, though, Mr Trump has
cleared the way for Turkey. On October 6th
he announced that he was withdrawing the
100 01 so American troops in northernmost
Syria. They had been in the awkward posi-
tion of standing between a NATO ally, Tur-
key, and a reliable partner, the ypG. The
open-ended deployment of American
troops in Syria (who, in total, number
about 1,000) frustrates Mr Trump. He tried
to withdraw all of them in December. That
decision (announced, naturally, on Twit-
ter) prompted his defence secretary, James
Mattis, to resign.

His equally abrupt decision this month
blindsided American officers, to say noth-
ing of the Kurds, and was followed by more
erraticbehaviour. Mr Trump argued Ameri- »»
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» ca owed the Kurds no lasting loyalty since
they “didn’t help us in the second world
war”. In fact, the Kurds fought under allied
command in Albania and Greece. As for
Turkey, in the space of 48 hours he all but
endorsed the Turkish operation, threat-
ened Turkey with sanctions should it cross
his unspecified red lines and then praised
its contribution to NATO.

The Pentagon worries about how the
limited withdrawal in the north will affect
the rest of its deployment in Syria. As the
Turkish army advances, backed by rebel
groups that are not terribly fond of Ameri-
ca, itwill grow ever harder to protect Amer-
ican troops stationed elsewhere. What be-
gan as a limited pullout may end with
Americaabandoning all its positions.

Inararesplitwith the president, Repub-
lican lawmakers joined their Democratic
colleagues to condemn the move. Lindsey
Graham, a Republican senator close to Mr
Trump, introduced a bill to sanction Tur-
key’s leaders, armed forces and energy sec-
tor until it withdraws troops from Syria.
Turkish officials who thought they had a
deal with Mr Trump were left puzzled and
fuming. “We don’t see only a single Us any
more, but many voices coming from differ-
ent interest groups,” says Mesut Hakki Ca-
sin, an adviser to Mr Erdogan.

Apart from Turkey’s own Kurds, and
some liberals, most Turks are likely to
cheer the offensive. Opposition parties
tend to defer to Mr Erdogan whenever he
invokes national security. He suffered a
setback earlier this year when his Justice
and Development party lost control of Tur-
key’s biggest cities in local elections. Suc-
cess in Syria could offset the damage.

Most Turks are also likely to back Mr Er-
dogan’s plan to flood the areas now under
Kurdish control with some of the 3.6m Syr-
ian refugeesliving in Turkey. Opinion polls
show mounting levels of resentment to-
wards the guests. Since the start of the year,
Turkey has sent thousands of them back to
Syria. Mr Erdogan says the 3o0km “peace
corridor” his army plans to create would be
a magnet for up to 2m refugees. This is ei-
ther delusional or a euphemism for forced
resettlement. Sending mostly Arab refu-
gees to aregion populated mainly by Kurds
risks fanning tensions and future conflict.

On paper the Turkish offensive seems
simple enough, an attempt to deny territo-
ry to a hated foe. But capturing and holding
hundreds of kilometres of territory will be
a costly and perhaps bloody slog. The fight-
ing could force a flood of refugees into Iraq,
which has its own problems (see next
story). And by giving Syrian rebels a new
foothold in the north-east, it will compli-
cate matters elsewherein Syria, where Rus-
sia and Iran are trying to help Mr Assad
consolidate control. Almost nine years
into a conflict that reshaped the Middle
East, thereis stillnoend in sight.

Protestsin Iraq

Streets of fury

Iraq’s government seems powerless to
halt protests in the Shia heartland

ILLIONS OF SHIAS will walk to the holy
M city of Karbala this month, ending the
annual mourning period for Hussein,
grandson of the Prophet Muhammad, who
was killed 14 centuries ago. But Iraqi pil-
grims will also wail for the 1o people, all
Shia, whom their government has killed
during recent protests. The authorities
have imposed curfews, switched off the in-
ternet and arrested hundreds. Neverthe-
less, many Iraqis say that after Karbala they
will walk to Baghdad, 105km away, to con-
front their rulers.

In recent years the government has
been buffeted by uprisings in Sunni areas
and a separatist push by the Kurds. But un-
rest in the Shia south, the government’s
heartland, could prove its greatest chal-
lenge. What began as small rallies by un-
employed graduates and unhappy street
vendors has mushroomed. The govern-
ment’s violent response has brought thou-
sands onto the streets. They complain, as
ever, of too few jobs, poor services and ram-
pant corruption. Western diplomats won-
der whether Adel Abdul-Mahdi, the 77-
year-old prime minister, in office only for
one year, can regain control.

There have been big protests before. In
2016 thousands of Iraqgis stormed the then-
fortified Green Zone, the seat of govern-
ment in Baghdad, demanding economic
and political reforms. But little progress
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has been made. Despite increased oil rev-
enues and relative peace after years of civil
war, the government has been unable to
deal with high poverty rates or with youth
unemployment of around 25%. War-torn
areas remain in ruins. In recent days Mr
Abdul-Mahdi has unveiled several mea-
sures, such as land distributions and in-
creased welfare payments. He vows to
tackle corruption and punish those re-
sponsible for the violence. But few Iraqis
believe he will keep his promises.

The problem, in part, is the design of the
government. After toppling Saddam Hus-
sein, Iraq’s former dictator, in 2003, Ameri-
ca wanted to prevent another strongman
from emerging. But the new set-up has al-
lowed parties based on ethnicity and sect
to dominate. They dish out government
jobs to loyalists and treat ministries like
cash machines. The prime minister, him-
self beholden to the Shia factions that ap-
pointed him, isin no position to take on his
colleagues. Protesters accuse politicians of
plundering Iraq’s oil wealth. “It goes on
mansions for their families in London,”
says a demonstrator in Hilla, south of
Baghdad. Ironically, many are now calling
forareturn to strongman rule.

Economic and political frustrations are
at the heart of the protests, but anger has
also been directed at Iran, which is seen as
having undue influence over the govern-
ment. The dismissal of Abdul-Wahab al-
Saadi, a popular army commander,
brought many of his southern tribesmen
out in protest. They believe he was ousted
for trying to root out corruption in the
army, particularly among Shia militia
groups with close ties to Iran. Some of
those same groups are now thought to be
leading the violent response to the prot-
ests. “Out, out Iran. Set our country free,”
chant the protesters, some waving placards
with Mr Saadi’s face.

America is making little effort to coun-
ter Iranian influence. The State Depart-
ment evacuated hundreds of diplomats in
May, after receiving intelligence that Iran
(or its proxies) might attack American in-
terests in the region. Itaccelerated the pull-
out in June, after attacks on a site used by
international oil companies and on Iraqi
bases where American troops are sta-
tioned. Once the world’s largest, America’s
embassy in Baghdad now has just over a
dozen diplomats, says a foreign observer.
They rarely leave the compound.

In the past, Shia protesters listened to
the clergy in Najaf, a holy city in the south.
But Grand Ayatollah Ali al-Sistani, the chief
cleric, is losing his authority as arbiter be-
tween the government and the masses. His
Friday sermons appealing for moderation
on all sides meet with derision. “The clergy
aren’t siding with the people,” says a prot-
ester in Basra. “They’re living on govern-

ment money.” Muqtada al-Sadr, a firebrand »
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» cleric who previously spoke for the dispos-
sessed, also appears to be losing his sway.
His nationalist party, Sairoun (“Marching
to Reform”), won the most seats in parlia-
mentary elections last year. But since join-
ing the government Mr Sadr has spent
much of his time in Iran. Protesters say he
has been co-opted.

Officials admit that they are running
outof options. “There’s no magic solution,”
says Mr Abdul-Mahdi. Protesters throw
Molotov cocktails and torch the branches
of Shia political parties. Officials say they
have come under fire. Some talk ominously
of Iraq going the way of Syria, where prot-
ests descended into civil war, and where
the government is beholden to Iranian-
backed Shia militias. Iraq’s young democ-
racy, no stranger to tumult, may be facing
its most dangerous moment yet. |

Elections in Mozambique

War wounds

Conflicts old and new have dashed
hopes of a free, fair and peaceful vote

N OCTOBER 7TH Anastacio Matavele left
Oa training session for election observ-
ers in Xai-Xai, the capital of Gaza province
in southern Mozambique. Matavele, an ex-
perienced observer, was chased in his car
by men allegedly belonging to a specialist
police unit, who then shot and killed him.
Authorities were already struggling to ex-
plain how the electoral roll in Gaza, a
stronghold of FRELIMO, the ruling party,
came to have 300,000 more names on it
than there are adults in the province. Now
they must explain whether the state mur-
dered awarden of Mozambican democracy.

Matavele’s death is just the latest cause
for concern ahead of elections on October
15th. These are the sixth presidential and
parliamentary votes since the end of the
civil war, which ran from 1977 to 1992. They
will be among the most violent, says Ze-
naida Machado of Human Rights Watch, an
NGO. Campaigning is taking place against
the backdrop of two conflicts: one old, the
other relatively new.

The old is between FRELIMO and
RENAMO, former guerrilla fighters who are
now the main opposition party. After 1992
the end of civil war gave way to a mostly
peaceful impasse, whereby FRELIMO kept
control of the state, which it has persistent-
ly looted, while leaving RENAMO with
enough support and fighters to retain in-
fluence. Butin 2013-14, and again in 2015-16,
RENAMO resumed attacks so as to extract
more concessions from the ruling party.

A peace deal was signed between the

Middle East & Africa

Money to burn

NAIROBI
Kenya's effort to snuff out swag was unexpectedly orderly, if somewhat ineffectual

HEN KENYA announced in June that
U V itwould issue new 1,000 shilling
($10) notes and destroy the old ones to
fight corruption, many predicted chaos.
India’s efforts to do the same by “demo-
netising” rupees in 2016 led to riots,
deathsand a dentin economic growth.

Few doubted the need for Kenya to do
something: corruption and tax evasion
are pervasive. Tax revenue as a share of
GDP has slipped steadily since 2014 to
less than 16%, which is less than half of
the average of countries in the OEcD. The
central bank hoped that by abolishing
the old notes it would flush out criminals
and well-heeled tax dodgers when they
brought outlarge sums of hidden cash to
exchange for the new notes.

But critics fretted that the plan would
hurt the poor, many of whom live deep in
the countryside, and the millions of
Kenyans who do not have bank accounts.
“My aunties and grandma in the village
have had challenges trying to get the new
notes,” says Peter Ndegwa, a taxi driver in
Nairobi. “They’ve been conned by being
issued fake currency.” Traders were also
hitwhen businesses in Uganda and
Tanzania sniffed at Kenyan notes.

Even their design caused controversy.
Activists took the central bank to court,
arguing the notes were unconstitutional

two sides in August. In exchange for laying
down its arms RENAMO received pledges of
jobs and pensions for its ageing fighters, as
well as an agreement to devolve power to
provinces, whose governors will hence-
forth be indirectly elected, rather than ap-
pointed by the president. Negotiators
hoped that the deal would be the prelude to
peaceful elections.
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because they featured an image of Jomo
Kenyatta, Kenya'’s first president and the
father of the current president, Uhuru.
This seemed to violate a constitutional
ban on banknotes showing the “portrait
of any individual”. After a review of
dictionary definitions the court ruled
that since the image showed his feet it
was clearly a sculpture and not a portrait,
which would have shown him only from
the “bust or head upwards”.

Atleast Kenya learned from India by
giving people four months to change
their money (in India the old bills be-
came invalid overnight and people had
just 50 days to exchange old bills for
new). Yet this may also have allowed
time for crooks to launder their money.
Many rushed to buy dollars. Others
handed over wads of cash for new cars.
By the time the deadline had passed, the
authorities were able to identify only a
few thousand suspicious transactions
for further investigation.

The central bank declared a success,
saying that 96% of the old notes had been
handed in. But teething pains continue.
“The new notes don’t fit in the parking
meters,” grumbles Anstes Agnew, a visi-
tor from Rwanda who got stuck in the
airport garage. “You have to goon a hunt
and hoard the old notes.”

That has proved naive. Since RENAMO
gaveitascareinelectionsin1999, FRELIMO
has been accused of rigging votes, includ-
ing those it might have won anyway. Al-
though President Filipe Nyusi will retain
power in the presidential race, elections to
the national assembly will be close. RE-
NAMO is hoping for victory in five of the ten
provincial votes. FRELIMO’s share of the
vote has slipped in the past four elections
(see chart); many expect it to use any
means necessary to slow its decline.

Evidence of chicanery is growing. Op-
position presidential candidates have been
stopped from holding rallies in some areas.
Thousands of election observers have been
prevented from registering. Victims of Cy-
clone Idai, which struck in March, have re-
portedly been told that if they vote for the
opposition they will not get food aid. Doz-
ens of journalists and pro-democracy ac-
tivists have been harassed, assaulted and
detained in recent years. Some, like Mata-
vele, have been killed.

Then there is the second, newer conflict
looming over the ballot. In Cabo Delgado, a
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province in the far north-east, a poorly un-
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» derstood Islamist-linked insurgency has
terrorised local people since 2017. It has
also led to an influx of private security
firms to protect the installations that will
tap vast offshore reserves of natural gas.
This year 184 people have died in attacks,
estimates Jasmine Opperman, an analyst.

Mr Nyusi claims the situation is under
control. It is not. Violence has increased
since election campaigning officially be-
gan on August 31st. On September 23rd ten
people were killed in a single attack, which
also saw the local FRELIMO office set on
fire. The army is “totally ill-equipped”, says
Ms Opperman.

The discovery of gas ought to be great
news for Mozambicans, 62% of whom live
onlessthan $1.90 per day (adjusted for pur-
chasing power). But there is nothing in
FRELIMO’s record to suggest that the pro-
ceeds will be evenly shared. Nor is there
much sign of peaceful democracy. |

Africa’s money-launderers

Catch me if you can

NAIROBI
Kleptocrats are finding it tougher to
stash their cash in the West

IGHT-FINGERED tyrants are looking

back wistfully. In past decades they
could stash their illicit wealth in the West.
Friendly lawyers, banks and middlemen
were on hand to park the loot. Sani Abacha,
the military dictator who ran Nigeria in the
1990s, deposited billions of dollars in
banks across the rich world, no questions
asked. Western governments often seemed
equally unfussed. Valéry Giscard d’Estaing,
a former president of France, attended soi-
réesin chateaux owned by the late Emperor
Jean-Bedel Bokassa of Central Africa. Mr
Bokassa would slip his guest diamonds to
thank him for France’s support.

Such brazennessis becomingabit hard-
er to get away with. Anti-corruption cam-
paigners and muckraking journalists have
busied themselves trying to uncover stolen
assets. Western governments, tired of see-
ing aid money stolen, have toughened up
money-laundering and bribery laws.

On September 29th Swiss authorities
auctioned a fleet of sports cars seized from
Teodorin Obiang, son and heir apparent to
the president of Equatorial Guinea. The
$27m raised is to be returned to Mr
Obiang’s benighted people. Days earlier
San Marino confiscated €19m ($21m) from
accounts linked to Denis Sassou Nguesso,
the president of Congo-Brazzaville.

Yet so much has been pilfered from Af-
rica that tracking it all is tricky. Chatham
House, a British think-tank, estimates that

$582bn has been stolen from Nigeria alone
since it won independence in 1960. Brit-
ain’s International Corruption Unit says its
investigations have led to the confiscation
of £76m ($u7m) in laundered loot since
2006. Another £791m has been frozen
worldwide thanks to its work. Yet that bare-
ly makes a dent in the £ioobn of illicit
funds which Steve Goodrich at Transpa-
rency International, a watchdog, reckons
enters Britain every year. “Seizures are still
the exception,” says Jason Sharman, an ex-
pert in international corruption at Cam-
bridge University. “Dirty money still gets
through most of the time.”

The best way to hide and move stolen
wealthistosetuparaftofanonymous shell
companies and bank accounts. Question-
able payments linked to Mr Sassou
Nguesso’s son passed through Cyprus, Po-
land, Portugal, Spain and Switzerland, Glo-
bal Witness, another watchdog, reported in
August. The EU is trying to make this sort of
thing harder by forcing member states to
publish registers disclosing the beneficial
owners of companies.

Britain has introduced another innova-
tion. Unexplained Wealth Orders allow
courts to order “politically exposed per-
sons” to explain why their assets are so
much larger than their salaries back home.
The first was issued last year.

Yet tough laws do not work unless
everyone imposes them. “If there is a gap,
then the money-launderers will find it,”
says Max Heywood, Transparency Interna-
tional’s global advocacy co-ordinator.

Willing and effective implementation
is vital. Some surprising places, such as
Switzerland and Jersey, have grown more
robustin this regard. But America leads the
way. The Kleptocracy Asset Recovery Initia-
tive at the Department of Justice has seized
stolen loot not just in America, but abroad.
“The Us is aggressive in enforcement,” says
Matthew Axelrod, a former poj official now
at Linklaters, a law firm. “Penalties are very
high and prosecutors are insulated from
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political interference.”

Europe lags behind. Its law-enforce-
ment agencies are often under-resourced.
Investigators struggle when dirty money is
held in several countries. Britain has spear-
headed the International Anti-corruption
Co-ordination Centre, created in 2017. Its
head, Rupert Broad, says pooling intelli-
gence has led to the arrest of five senior of-
ficials in four African states.

The most important thing, campaign-
ers say, is to take steps to stop dirty money
arriving in the first place. Banks are becom-
ing better at reporting dodgy deposits. Pur-
veyors of luxury goods are less alert. Boat
dealers in the Netherlands are supposed to
flag suspicious purchases. But of 40,959
suspicious-activity reports to Dutch au-
thorities in 2015, just three came from
yacht-dealers, Transparency found.

African states also complain that little
of what is recovered is ever sent back.
America, Britain and Switzerland have had
some success. More than $1bn seized from
Mr Abacha’s bank accounts has been re-
turned. But many African states have not
helped their cause, often because thieving
politicians are still in charge. When Swit-
zerland returned $s50om of Mr Abacha’s
money, most of it disappeared again. The
World Bank has programmes to guard
against such things, but some Western
states remain wary, and rightly so.

James Ibori, a former governor of Nige-
ria’s Delta State, served a prison sentencein
Britain after admitting to plundering $79m
from the public purse. His lawyers have
managed to frustrate efforts to repatriate
most of the funds frozen in his British bank
accounts. Displaying a cheerful shame-
lessness, Mr Ibori is again active in Nigeri-
an politics. In August Ifeanyi Okowa, the
state’s present governor, called Mr Ibori “a
true patriot” and praised him for his “un-
compromising posture on...good gover-
nance”. There are surely better ways of
showing that Africa is doing its bit than
heaping plaudits on a felon. &
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Poland

PiS at the polls

WARSAW

Growth, handouts and gay-bashing should see the ruling party re-elected

OLAND HAS a president and a prime

minister. But Jaroslaw Kaczynski, the
leader of the nationalist Law and Justice
(pis) party, is its true ruler. From party
headquarters on Warsaw’s Nowogrodzka,
above a pool club, pis has moved Poland in
astrikinglyilliberal direction since coming
to power in 2015. At parliamentary elec-
tions on October 13th, pis is offering voters
lavish handouts, social conservatism and
what Mr Kaczynski calls the fight for “Pol-
ish dignity”. Liberals loathe the party’s tac-
tics and much of what it stands for, but
polls suggest that pis is on track for a re-
markable re-election win.

Four years ago the party took Poland by
storm. It defeated the centrist Civic Plat-
form, which had governed since 2007, and
became the first party to be able to govern
the country without the need for a co-
alition since the overthrow of communism
in 1989. Within weeks, it had moved to
place the public television broadcaster and
the constitutional tribunal in the hands of
sympathisers, triggering a lengthy dispute
with the European Commission over the
rule of law. Later, it tried to overhaul the Su-
preme Court by lowering the retirement

age foritsjudges, forcing around one-third
of them to retire early (under pressure from
the Eu, this change was later reversed).
Some of pis’s changes echo ones intro-
duced in Hungary by its prime minister,
Viktor Orban, who shares its disdain for EU
restraints. What sets Poland apart from
other countries is the “comprehensiveness
and cumulative effect of the ways in which
liberal democracy is being undone”, argues
Wojciech Sadurski, of the University of
Sydney, in a new book “Poland’s Constitu-
tional Breakdown”.

Many Poles don’t much care. pis has
successfully appealed to people who feel
left behind by economic and social
changes since 1989, especially outside big
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On track for a big win
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cities. After coming to power, it lowered
the retirement age, then 67, to 65 for men
and 60 for women, despite a rapidly grey-
ing population. It introduced a monthly
handout to parents of 500 zloty ($127) per
child after the first, extended to all children
this summer. In the run-up to the elec-
tions, it has dished out money in all direc-
tions, including a one-off extra pension
payment for the elderly, exempting work-
ers up to the age of 26 from income taxand,
from October 1st, lowering the income tax
rate from 18% to 17%. It promises almost to
double the minimum wage if re-elected.
The party “might not be a knight on a white
horse”, but it is working hard, says the nar-
rator in a pis campaign video aimed at
young voters, which contains an uncharac-
teristic reference to Tinder, an online dat-
ingapp.

Uncharacteristic because the party also
presents itself as the protector of the tradi-
tional Polish family. A future opposition
government would be dominated by forces
that want “the radical destruction of the
moral and cultural order” in Poland,

warned Mr Kaczynski (pictured) in an in-
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» terview with a conservative television
channel owned by a Roman Catholic priest,
on October 2nd. Portraying refugees from
the Middle East as a danger to national se-
curity helped pis win the election in 2015.
This time, Mr Kaczynski has identified a
new threat: an “attack on the family” by gay
people. Backed by the Roman Catholic
church, its traditional ally, pis has tapped
into conservative attitudes, especially op-
position to adoption by same-sex couples.
Homophobic rhetoric has surged. A pride
march in the eastern city of Bialystok on
July 20th was attacked by thugs who threw
stones, firecrackers and bottles.

The opposition has struggled to re-
spond. Three-quarters of Poles oppose gay
adoption, polls suggest, and Civic Platform
does not even dare to back gay marriage.
After failing to agree on a broad coalition,
the anti-pis parties will contest the elec-
tion as three blocs: centrists led by Civic
Platform, agrarians, and the left, made up
of the old social democrats plus Wiosna
(Spring), a progressive party founded earli-
er this year by a gay-rights campaigner.
Lacking a charismatic leader, Civic Plat-
form supporters look to Donald Tusk, who
served as prime minister from 2007 to
2014. Some hope that he will challenge
Andrzej Duda, the pis-backed incumbent,
for the presidency next year after his term
as president of the European Council ends
next month. He has not revealed his plans,
which will depend on the results.

The economy has counted in pis’s fa-
vour. It grew by 5.1% last year, thanks to an
increase in domestic consumption and in-
vestment, though it is forecast to slow to
4.4% this year and 3.6% in 2020. Wages
have risen and unemployment is 3.3%, one
of the lowest rates in the Eu. Companies
have tried to plug the labour shortage with
foreign workers, mostly from Ukraine. The
government says it can cover the cost of its
new welfare policies by improving tax col-
lection and cutting administrative costs. It
has proposed a balanced budget for 2020,
the country’s first in three decades.

Despite facing surgery on his knee after
the elections, Mr Kaczynski, who turned 70
in June, has campaigned around Poland,
handing out promises. The technical side
of governing is managed by Mateusz Mora-
wiecki, a former bank boss, whom Mr Kac-
zynski promoted to prime minister in De-
cember 2017. Polls put pis far in the lead;
one this week gives it 43% of the vote, com-
pared with the centrists’ 28%. With the
left’'s14% and the agrarians’ almost 8%, the
fragmented opposition would have
roughly 50% of the vote, but PiS would still
have a majority in the Sejm, the lower
chamber of parliament. Voters face “a fun-
damental choice between two worlds”, Mr
Kaczynski told an interviewer (a priest
wearing a cassock) on October 2nd. His
world seems to be winning. H

Polish defence

A firmer fort

WARSAW
America pours a thousand more troops
into Poland

AST YEAR Poland made an audacious bid

to coax Donald Trump into permanently
placing an American armoured division on
its soil, offering $2bn and naming rights.
“Fort Trump”, as it became known—jocu-
larly at first, then more formally—is now
firming up. In June America said it would
send 1,000 troops to join the 4,500 already
in Poland. On September 23rd Mr Trump
agreed with Andrzej Duda, Poland’s presi-
dent, where these would go.

It is not quite the mammoth tank force
that Poland wanted, butitisawin nonethe-
less. Five years ago the American troops in
Poland could all fit on a bus. Now thou-
sands will be spread across six sites. “Po-
land has joined today the small group of
countries where Us troops are perma-
nently stationed,” boasted the country’s
defence ministry. There will be a division
headquarters in Poznan, a squadron of
Reaper drones in Lask, a helicopter brigade
and special forces in Powidz and more spe-
cial forces in Lubliniec.

The troops in Poland serve as a tripwire.
If Russia were to invade, it would have to
kill Americans first, quickly pulling in the
superpower. But the new forces will also be
useful in circumstances short of all-out
war. Lieutenant-General Rajmund Andr-
zejczak, Poland’s army chief, says that the
drones and “low profile” special forces are
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especially helpful for spotting and coun-
tering murkier “hybrid scenarios”—a refer-
ence to techniques Russia has honed in
next-door Ukraine, such as the use of
cyber-attacks, disinformation and soldiers
who don’t wear identifiable uniforms.

Mr Duda hopes this is just the start.
America and Poland are now haggling over
a seventh site for another American ar-
moured brigade combat team, a unit that
can include over 100 tanks and armoured
vehicles. America would like it to sit west
of the Vistula river. Poland would prefer it
in the south-east of the country, pointedly
closer to Russia. The “real deal” would be a
full-blown defence co-operation agree-
ment, says Michal Baranowski, head of the
Warsaw office of the German Marshall
Fund, an American think-tank.

Mr Duda has honed the art of speaking
to Mr Trump in the languages he under-
stands best: flattery, money and loyalty. Po-
land has gone on a spending spree for
American arms, signing over $ubn-worth
of deals for rocket launchers, Patriot air de-
fence systems and F-35 warplanes. On Sep-
tember 3rd it asked to buy 185 Javelin anti-
tank missiles and five Hercules transport
aircraft. Poland is not only one of the hand-
ful of allies that hits the NATO target of
spending 2% of GDP on defence, but also
plans toraise that to 2.5% by 2030.

For Poland, the purpose of this build-up
is clear. Russia is “definitely very, very ag-
gressive”, says General Andrzejczak. He
points to its military exercises and chal-
lenges to Polish airspace using drones. For
Mr Trump, itis more personal. Why, he was
asked, had he sent troops? Was it because of
the Russian threat? “No, I don’t think so at
all. I think it’s just because we have a presi-
dent of Poland who I like, who I respect.” W
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Portugal

Hopes unfulfilled

The Socialists fail to win a majority,
but will stay in power

NTONIO COSTA put on a brave face for

his speech after Portugal’s general elec-
tion. The prime minister’s centre-left So-
cialist Party (ps) won almost 37% of the vote
and106 seats in parliament, 20 more than it
took four years ago. But that still left it ten
short of a majority.

“Voters want the current political sol-
ution to continue,” he told cheering sup-
portersin Lisbon in the early hours of Octo-
ber 7th. “This time with a stronger ps.”
Continuing the current solution means an-
other four years of a minority government
depending forits survival on the support of
the radical left.

This was not the solution Mr Costa,
something of a hero to Europe’s much-di-
minished centre-left, had campaigned for.
In a thinly disguised appeal for a majority
of his own, he repeatedly warned that Por-
tugal could find itselfin a similar stalemate
to neighbouring Spain if the far left gained
more leverage over mainstream socialists.
Spain is heading for its fourth general elec-
tion in four years after fruitless coalition
talks between centre-left socialists and Po-
demos, a left-wing party.

In the event, voters neither gave Mr Cos-
ta the outright majority he wanted nor the
far left any greater influence. Instead they
punished the centre-right opposition, giv-
ing left-of-centre parties a combined ma-
jority of 27 in the 230-seat parliament, up
from eight previously. Mr Costa appears to
have read the public mood well in not cam-
paigning openly for an absolute majority;
too many Portuguese associate his party
with abuses of power and corruption. That
is likely to be little consolation, however,
as he faces weeks of delicate negotiations
to put together a second version of his pact
with the anti-capitalist Left Bloc and the
hardline Communist Party.

His task has been complicated by a
greater fragmentation of parliament, with
three new parties taking one seat each and
a small left-leaning environmentalist and
animal-rights group winning four, up from
one previously. Catarina Martins, the Left
Bloc’s leader, said Mr Costa could “choose
stability” by negotiating a government pro-
gramme with her party, or negotiate for its
support “budget by budget, year by year”.
The Bloc, which took 10% of the vote, re-
tained its19 seats. The Communists, smart-
ing from the loss of five seats from their
previous tally of 17, have ruled out entering
into a second formal pact with the ps.

Renewing a pact with the far left could
prove tricky for Mr Costa, however, as Eu-
rope braces for a global downturn amid ta-
riff wars and the fallout from Brexit. Hav-
ing come to office in 2015 vowing to “turn
the page on austerity”, he has since recast
himself as a champion of fiscal discipline.
After enduring one of the worst economic
crises since the global financial calamity of
2008, Portugal is now growing robustly.

The left-wing parties will press for con-
cessions on labour laws, public spending,
public-sector pay and state pensions. How-
ever, Mr Costa now needs to strike a deal
with only one of those parties, rather than
both of them, as before, in order to survive
any confidence vote or pass a bill or a bud-
get. The parties on the left that had “made it
their goal to prevent the ps from winning
an absolute majority”, Mr Costa said, “now
have a bigger responsibility to bring about
astable outcome.” W

France

An enemy within

PARIS
Alarming details emerge about a
bloody Kkilling

HE KILLINGS themselves were shock-
Ting. On October 3rd four police officers
were knifed to death at Paris police head-
quarters by one of their colleagues. What
has emerged since is more sinister. The
perpetrator, who was shot dead at the
scene, was a suspected jihadist who had ac-
cess to classified police intelligence files.

France has been shaken by the revela-
tions. Mickaél Harpon was a 45-year-old
French computer technician from Marti-
nique, employed since 2003 at the intelli-
gence service within the Paris police head-
quarters. He enjoyed high-level security
clearance, which was renewed in 2008 and
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2013. His job gave him access to a mass of
intelligence data, including personal con-
tactdetails of police officers and of individ-
uals under surveillance, some of which
have subsequently been found on a uss key
in his possession. The prosecutor has
opened an inquiry into an act of terrorism.

On the morning of the killings Harpon,
a convert to Islam, exchanged with his wife
33 text messages “of an exclusively reli-
gious nature, ending with Allahu akbar”,
said the prosecutor. He then left his office
to buy a kitchen knife and an oyster knife
in a nearby shop. Returning to work, he fa-
tally stabbed three victims in the office and
attacked two more on the staircase, one of
whom survived.

Arriving on the scene, Christophe Cas-
taner, the interior minister, declared that
Harpon had “never shown the slightest
warningsign” during the time he worked at
police headquarters. He had no criminal
record, nor was there any sign of concern
about him in his work files. It emerges,
however, that colleagues were worried.
Harpon had voiced approval of the Charlie
Hebdo terrorist attacks in Paris in 2015.
More recently he adopted traditional dress
to go to mosque and refused to shake the
hands of female colleagues. He had con-
tacts, said the prosecutor, with Salafists, a
radical Islamist movement. “It is very seri-
ous, scary,” says Francois Heisbourg of the
Foundation for Strategic Research. “There
is no precedent for this: a jihadi mole at the
heart of an intelligence service whose basic
job was to keep tabs on terrorists.”

How could such an individual have
gone undetected? Battered by bloody terro-
ristattacks in 2015 and 2016, France has put
in place a system designed to detect radi-
calised people, which was expanded last
year. It includes a grid of warning signs,
such as a change in dress or behaviour,
which are supposed to trigger an alert. The
system yields some success. According to a
parliamentary reportin June, 12,809 people
are on a watch list as a result. Such lists are
used to help screen recruits to sensitive
public services. In 2018, of the 10,840 que-
ries concerning applicants to the police
force forwarded to the national security in-
quiry service, five were judged proble-
matic. It also keeps watch on employees.
There are currently around 30 cases con-
cerning suspected radicalisation within
the police force and gendarmerie.

Such procedures are not fail-safe. Col-
leagues who voiced concerns about Har-
pon declined to submit written com-
plaints. It is not clear why. A culture of
solidarity? A fear of stigmatising Harpon,
who was partially deaf? Mr Castaner this
week recognised “dysfunctions” in the sys-
tem. An inquiry is under way. Opposition
leaders called on him to resign. The affair
leaves many questions unanswered—and a
fresh sense of vulnerability in France. &
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Charlemagne | Undeserved detente

EU-Russia relations are starting to thaw

0SCOW MIGHT as well have drafted the script of Donald

Trump’s leaked call to Volodymyr Zelensky on July 25th. In it,
Ukraine’s president endorsed criticism of his European partners
and seemed open to a deal by which his country would disclose in-
formation damaging to Joe Biden, a possible electoral rival to Mr
Trump, in return for aid in its struggle against Russia’s military in-
cursions. The transcript reinforced Moscow’s lie that Ukraine is a
decadent Western satrapy.

Friends of Ukraine need not worry too much about the call.
Plenty of European leaders, after all, humour Mr Trump on the
phone. But Ukrainians and their allies ought to worry about some-
thing else. A partial thaw in EU-Russia relations, produced not by
the ramblings of an inexperienced Ukrainian president but by
long-term geopolitical shifts, is under way.

On paper, that seems improbable. Russia’s annexation of Cri-
mea, its invasion of south-eastern Ukraine and its shooting down
ofanairliner there in 2014 have forged a European consensus in fa-
vour of imposing and maintaining sanctions on Moscow. Bro-
kered primarily by Angela Merkel, these measures still hold to-
gether the spectrum of countries and opinions that ranges from
doves like Italy to hawks like Poland. Russian-backed forces con-
tinue to breach the ceasefire in eastern Ukraine and recently seized
Ukrainian ships in the Black Sea. The incoming European Com-
mission is uncompromising on Russia. Ursula von der Leyen, its
president, is a keen transatlanticist. Josep Borrell, the EU’s next
foreign-policy chief, told the European Parliament only this week
thatin his view sanctions on Russia should continue. Pro-Russian
political forces in the EU are stumbling, and recently left the gov-
ernments of Austria and Italy.

Actions speak differently, however. In June Russia was read-
mitted to the Council of Europe, an institution close to the EU that
monitors human rights, after five years of suspension. As presi-
dent, Mr Zelensky has resumed Ukrainian-Russian prisoner-
swaps and has prompted protests on the streets of Kiev by moving
towards a model for power-sharing in the country’s east that
makes hefty concessions to Russia. Such moves free western Euro-
peans to contemplate a new detente. Emmanuel Macron, the
French president, is urging a thaw in relations with Moscow, in-

cluding a summit to resolve the Ukraine crisis, and told his dip-
lomats in August that “Europe will disappear” if it fails. German
firms are renewing their pressure on Mrs Merkel, and have been
keen to build Nord Stream 2, a big new gas pipeline from Russia.
Germany recently sent its business minister to the St Petersburg
summit, Russia’s main economic forum, for the first time since
2014. German authorities are making little fuss about the killing of
a Chechen exile in Berlin in August. EU diplomats are speculating
abouta coming relaxation of sanctions. The wheels are turning.

Politically, the EU and Russia are as unreconciled as ever. Rus-
sia has shown almost no deference to European demands. Its un-
deserved readmission to the Council of Europe created the danger-
ous precedent of rehabilitation without reform. But the two sides
are converging nonetheless, because another force is at work. Big,
long-term, transcontinental shifts are pushing Russia and Europe
back together.

One shift is that the transatlantic relationship is faltering. Eu-
rope and America no longer feel they can rely on each other to the
extent that they could in the past. Mr Trump has proved an unreli-
able ally, which is perhaps why more and more Europeans talk
about the need for “strategic autonomy”. Any such thing is a long
way off. The London-based International Institute for Strategic
Studies recently estimated that the EuU would need to invest be-
tween $288bn and $357bn to be in a position to win a limited land
war with a power like Russia. But now Europeans are starting to
hedge their bets. Standing up to the Russians made sense in the
Obama era, when America credibly underwrote a tough European
line, but Mr Trump’s attitude to Russia and Ukraine is unclear. At
the UN last month, the president blamed Russia’s military action
on his predecessor and encouraged the two countries to sort out
the problem between themselves. The departure of two crucial Eu-
rope-America links—Britain, which is leaving the EU, and Mrs
Merkel, who is in the final phase of her German chancellorship—
only widens the Atlantic rift.

Another driver is the rise of China. Europeans fear that China
and Russia are edging towards the formation of a new bloc that will
dominate Eurasia. Mr Macron'’s pivot to Russia is in part intended
to stop it from slipping into China’s grasp. It is better, he argues, to
make some concessions to solve the Ukraine issue and restart rela-
tions with Moscow than to let the world’s largest country by land
mass fall into Beijing’s orbit.

The Middle East factor
Yet some European diplomats suspect that Mr Macron’s true con-
cerns are closer to home. He realises, they say, that Europe’s securi-
ty depends on stopping the likes of Islamic State and that this re-
quires the help of Russia, whose grip on the Middle East is
tightening. Itis a credible argument. Russia has steered the Syrian
war and co-opted Iran and Turkey in the process. America is now
pulling out of Syria’s north to let Turkey take charge and suppress
pro-Western Kurds. A Europe that needs a stable Middle East needs
Turkey. And a Europe that needs Turkey, today needs Russia.
Awidening Atlantic, arising China and crisis in the Middle East
are pushing Europe and Russia together. This may be understand-
able, but it is also very risky. The countries wedged between west-
ern Europe and Russia—from Poland to the Caucasus—are under-
standably alarmed by hints of a thaw. European support for
Ukraine matters as a symbol to the world that liberal democracies
will always find allies in the EU. The EU is aworld power. Its actions
set standards. ®
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Northern Ireland

The place with no government

BELFAST

Problems mount as the region passes 1,000 days with no one at the helm

ANS APPROACHING the Oval football sta-

dium are greeted by a tall, dark-green
stand. From seats at the top, supporters of
Glentoran Fc geta view of the gantry cranes
of Belfast’s shipyard. But the rest of the sta-
dium is much smaller, and at two ends
there are no stands atall, giving the ground
a peculiarly lopsided feel. The concrete is
chipped, parts of the stadium are rusting
and the crowd is occasionally drowned out
by a plane landing at the airport next door.
A banner provides a reminder of better
days: “Money can run out,” it proclaims,
above black and white images of local he-
roes, “butlegends last for ever.”

If Northern Ireland had a government,
money might be more plentiful. Glentoran
had been awaiting ministerial approval for
a new £1om ($14m) stadium when the re-
gion’s devolved executive collapsed in Jan-
uary 2017. The stadium is one of a long list
of projects—from a north-south electricity
connection to the publication of gender

pay-gap data—that have been put on hold
in the absence of ministers. The executive
was suspended after a precarious power-
sharing arrangement between the Demo-
cratic Unionist Party (DUP) and Sinn Fein
fell through. Since then, various attempts
to bridge the gap have failed, with the par-
ties irreconcilable over issues including
gay marriage, abortion and the Irish lan-
guage. On October 6th the region reached
1,000 days without a government.

When countries like Belgium and the
Netherlands go without a government dur-
ing coalition negotiations, they appoint a
caretaker one, points out a recent report by
the Institute for Government (IFG), a Lon-
don-based think-tank. The same is not true
in Belfast. The lack of leadership comes ata
sensitive time, with Northern Ireland the
main sticking point in Brexit negotiations
(see next story). Cross-border institutions
established under the Good Friday peace
agreement in 1998 have been put out of ac-
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tion, impeding communication between
Northern Ireland and the Republic, says
Jess Sargeant of the IFG. Meanwhile, the ab-
sence of a government in Northern Ireland
has given the bup something of a monopo-
ly over the debate in Westminster, she
adds, since Sinn Fein MPs don’t take their
seats on republican principle.

With the Stormont Assembly not oper-
ating, no legislation has been passed. The
British government has introduced new
laws only when essential, such as for bud-
gets. But Westminster’s backbenchers have
not been as reticent. In July Mmps hijacked a
piece of procedural legislation to add
amendments compelling Northern Ireland
to allow same-sex marriage, begin to legal-
ise abortion and to make payments to vic-
tims of the sectarian Troubles of 1968-98.
These changes will be imposed if the de-
volved government is not restored by Octo-
ber 21st, which few expect to happen.

Civil servants have had to be considera-
bly less bold. Last year the Northern Irish
high court overturned a plan to build an in-

cinerator on the edge of Belfast, on the ba- »

We're hiring: The Economist is looking for a staff
correspondent to cover British politics. Journalistic
experience is not necessary. Please send a CV and
unpublished article of up to 600 words on British
politics to britainwriter@economist.com by
November 3rd. More details can be found at
economist.com/britainjob

The Economist October 12th 2019 By



58 Britain

» sis that a minister had already rejected the
proposal, thus setting a limit on what bu-
reaucrats could do in the absence of politi-
cians. Afterwards, Westminster passed a
law allowing Northern Irish government
departments to make decisions in the
“publicinterest” if they had to. But the civil
service has not been able to act in areas
where the public interest is unclear, such
as raising tuition fees or increasing public-
sector pay.

Even where thereis political consensus,
change has been difficult to achieve. Out-
rage has been noisiest over the failure to re-
spond to an inquiryinto historical abusein
children’s homes, youth detention centres
and other institutions. In 2017 the inquiry
recommended offering compensation to
victims, which has not happened. Unlike
in England and Wales, legislation has not
yet been passed to speed up criminal trials
ortotighten thelaw on domestic abuse, de-
spite the Northern Irish government’s stat-
ed intention to do both before it fell.

Civil servants are acutely aware of the
delicate role they must play. “A typical
meeting with a politician, if I'm being ab-
solutely frank, is them complaining about
the things we’'ve done and complaining
about the things we haven’t done,” says
one. In places where reforms had been set
out by the executive before it collapsed,
like those to reshape the health system, bu-
reaucrats have some leeway. Most depart-
ments have no such luck, however.

This is unfortunate in a region where
public services are already in bad shape.
According to the Nuffield Trust, another
think-tank, a person in Northern Ireland is
atleast 48 times as likely as one in Wales to
waitayear or more for health care. The edu-
cation ministry has estimated there are
50,000 surplus school places in Northern
Ireland, equivalent to a sixth of all places
(closing schools is hard because of reli-
gious segregation). Infrastructure is poor
and the economy relies on public-sector
jobs. Even at the best of times, local offi-
cialdom does not seem up to the job, says
Deirdre Heenan of Ulster University.

In the absence of a government, it is dif-
ficult for the civil service to be held ac-
countable unless someone takes it to court.
The Northern Ireland Audit Office, a statu-
tory watchdog, has continued to publish
reports and senior officials have become
more media-friendly (“It's not the most
comfortable thing in the world for a grey-
suited civil servant,” admits one). But min-
isters cannot be asked questions, commit-
tees do not sit and Westminster has done
little to keep tabs. With relatively little
scrutiny of policies by outside institutions,
this leaves a vacuum.

Sir Jonathan Phillips, a former head of
the British government’s Northern Ireland
Office, has said that leaving the European
Union without a deal would probably re-

quire bringing back direct rule from West-
minster, owing to the volume of decisions
that would have to be taken. Few would
welcome that. Yet there islittle hope of a re-
turn to devolved government any time
soon. Problems will continue to mount as
the civil service struggles to keep things go-
ing, putting more strain on the Good Friday
agreement that has stood for more than
two decades. Not everyone is upset about
the stagnation, however. The Oval is old
and needs a lot of work, admits David
Brownlee, a 53-year-old Glentoran fan, as
he approaches the stadium before a Friday-
night match against Cliftonville rc. “But I
love the wee ground as itis.” ®

The Brexit negotiations

Die another day

As Britain blames the EU for rejecting
its offer, talk turns to yet another delay

OBODY SHOULD have been surprised
when the European Union objected to
Boris Johnson’s Brexit plan, proposed on
October 2nd. After all, the proposal resiled
from previous British promises that there
would be no customs border between
Northern Ireland and the south, and it also
planned to hand the hardline Democratic
Unionist Party a four-yearly right to veto
the arrangement. Dublin was unhappy
with the plan, as were Northern Irish pub-
lic opinion and most business leaders. So
what were the prime minister’s real goals?
One may have been to stake out a tough
position in hopes of luring a fed-up EuU into

Who holds all the cards again?
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a compromise closer to his terms. Yet un-
less Mr Johnson moves much further, this
looks increasingly unlikely to work. Hence
a second goal that became clear this week:
to heap the blame for forcing a no-deal
Brexit on intransigence in Brussels. A mes-
sage to the Spectator magazine from a
Downing Street source claimed that Leo Va-
radkar, the Irish taoiseach, had reneged on
earlier promises to back the deal. This was
followed by an implausible assertion that
Angela Merkel, the German chancellor, had
told Mr Johnson that any deal was now “es-
sentially impossible”.

The EU has been alert to such tactics
ever since Mr Johnson became prime min-
ister in July. On October 8th Donald Tusk,
president of the European Council, de-
manded an end to “this stupid blame
game”. The British government continues
to insist that Brexit will happen on October
31st, “do or die”, and is even planning to
mint 3m commemorative coins for the oc-
casion. Yet the EU believes that Mr Johnson
is now legally bound by the Benn act,
passed by Parliament last month, to ask for
an extension if, as expected, he gets no deal
at the European Council summit on Octo-
ber17th and 18th.

Indeed, unless Mr Johnson gives a lot
more ground, the summit is likely to de-
vote most of its time to debate over another
extension, not over a deal. Mujtaba Rah-
man of the Eurasia Group, a consultancy,
reports that on this the mood around the
EU is calm, not fretful. There is no serious
talk of anyone blocking an extension, de-
spite brazen threats in London that Britain
will disrupt EU business and even limit fu-
ture security co-operation if a delay is
granted. The only issues are how long the
extension should be and what justification
to cite for giving it.

The odds are that, as suggested by the
Benn act, an extension will be offered until
January 31st, though some are talking of
March or even next summer. And the justi-
fication will be so that Britain can hold
some democratic event—most likely the
election that Mr Johnson badly wants, but,
if not, conceivably another referendum.
Downing Street has said it will summon
MPs to Westminster for a rare Saturday sit-
ting the day after the Brussels summit to
debate future options.

The EU knows that Mr Johnson wants to
fight an election under the banner of “the
people versus Parliament”, and perhaps
even on a straight promise that, if he se-
cures a majority, he will at once take Britain
out with no deal. But by irredeemably split-
ting his Conservative Party, such a promise
may prove impossible to keep. Eventually,
Brussels expects Britain, whether or not
still led by Mr Johnson, to have to come
back to the negotiating table with a more
accommodating approach. Hence its se-
renity in an otherwise chaotic week. |
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Bagehot | Thatcherism today

Britain

The sad fate of the ideology that has animated the Conservative Party since the 1980s

N OCTOBER 7TH a flock of Thatcherites made their way to Ban-
O queting House to celebrate the publication of the third and fi-
nal volume of Charles Moore’s biography of the great prime minis-
ter. The heavens rained cats and dogs. Extinction Rebellion
protesters blocked the Mall with makeshift encampments and
drumming circles. Rumours of the failure of the latest round of
Brexit negotiations filled the air. But nothing could deter our in-
trepid heroes from feasting on champagne and canapés.

Boris Johnson was the most intrepid of the lot. He had to make
the journey from Downing Street by underground tunnel to avoid
being assaulted, verbally if not physically. He praised Mr Moore,
his former boss, for displaying the lust for accuracy that is the
mark of a great Daily Telegraph journalist. He praised Thatcher for
being right about Europe. And he advised the pierced and tattooed
“crusties” in the streets to buy the book and learn about the femi-
nistand green warrior who changed the world for the better.

There is no doubt that Mr Moore’s three-volume biography, 22
years in the makingand almost 3,000 pages long, is one of the great
political works of our time. Mr Moore has secured his position in
perpetuity as thearchbishop of Thatcherism. But whether the faith
that he presides over survives as anything more than a set of empty
incantations is more questionable.

Thatcherism combined four elements: support for free enter-
prise; assertive nationalism; a commitment to strengthening the
state by using quasi-market mechanisms to increase efficiency;
and a belief in Victorian values, in the form of hard work and civic
responsibility, which both tempered and underpinned the belief
in enterprise. These four principles were accompanied by an es-
tablishment-bashing, “they don’tlike us, we don’t care” attitude.

This anti-establishment attitude remains strong. Some ultra-
Brexiteer Tories are happy to damage both the Crown and the
courts in their determination to take Britain out of the European
Union. But what was once a coherent philosophy has decomposed
into its component parts, many of which are decomposing in their
turn. “Priti Patel”, the unimpressive home secretary, “is all we have
left of a once-mighty intellectual movement,” jokes one minister,
as he helps himself to another sliver of salmon sashimi.

Some of Thatcher’s ideas have become so mainstream that they

are no longer distinctive. Using market mechanisms to improve
the operation of the state has been adopted by so many different
countries and parties that people forget its origins. Other ideas
have become shop-soiled. In the wake of the financial crisis it is
impossible to argue that deregulation is the answer to everything.
Still others, like restoring Victorian values and creating a property-
owning democracy, have failed. The proportion of people who
own individual shares has halved since the early 1980s and among
the young the rate of home-ownership has plunged. And some
Thatcherite ideas have even backfired. Thatcher contributed to
Britain’s problem of over-centralisation with her war on local gov-
ernment, and poisoned the well of privatisation by selling off nat-
ural monopolies in ways that favour investors over customers. In
Tony Blair’s day, Thatcherites reconciled themselves to opposition
by arguing that they had forced Labour to come to terms with capi-
talism. Today the Labour Party is run by people who spent the1980s
arguing that Michael Foot was insufficiently left-wing.

The biggest problem with Thatcherism is that its two most im-
portant components—belief in free enterprise and belief in na-
tionalism—are at war with each other. Thatcher was a nationalist
who believed that the best way to reverse Britain’s decline was to
unleash the spirit of enterprise. Freed from the burden of rules and
regulations, entrepreneurs would restore Britain to its 19th-cen-
tury glory. But a striking number of the businesses that took ad-
vantage of the free market were foreign. Britain is now the Wim-
bledon of global capitalism, more successful at hosting
world-class players than producing them.

The battle between business and nationalism is at its most in-
tense with Brexit. Thatcher was the architect of the single market,
which tilted the EU towards liberalism. But in her later years she
became increasingly critical of the European project and fanned
the flames of Euroscepticism, first with her Bruges speech of 1988
(when she warned of a “European superstate”) and then with a fu-
sillade of behind-the-scenes interventions. The tension she
stoked is now tearing the Tories apart. Some self-identified
Thatcherites argue that the EU is the world’s biggest free-trade area
and thata retreat to narrow-minded nationalism would be a disas-
ter. Others say that the EU is a restraint on trade and that national
sovereignty would allow Britain to be more global. And still others
maintain that Britain needs to put up barriers in order to “take
back control” of its destiny. Most big companies oppose Brexit. But
some buccaneering capitalists are its biggest cheerleaders.

Iron turns to rust

The war over Thatcher’s legacy looks as if it will shift her party in a
decidedly un-Thatcherite direction. Her Conservatives were all
about dynamism and shaking Britain out of its comfortable ways
by embracing risk. Some of that spirit remains with the Brexiteers.
But to get Brexit done, the party is being forced to woo voters
whose overriding desire is for security. The great theme of the re-
cent Tory conference was providing reassurance—putting more
bobbies on the beat, building more hospitals, raising the mini-
mum wage and otherwise spraying money all over the place. The
target voter is no longer the upwardly mobile striver but the left-
behind northerner, and “get on your bike” has been replaced by
“climb aboard your mobility scooter”. Thatcherism has notjust de-
composed. Itis in danger of giving birth to its opposite. B

Q

Listen to an interview with Thatcher's biographer, Charles Moore, at
economist.com/charlesmoore
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Pseudomeat

Fake moos

Plant-based meat offers the potential to create a radically different food chain

JOURNALIST WALKS into Honest Bur-

gers, a small chain of restaurants in
Britain. Mindful of the carbon emissions
that come from raising cows, he orders a
plant-based burger. It tastes convincingly
beefy, at least when encased in a brioche
bun and loaded with vegan Gouda and chi-
potle “mayo”. He asks where this wondrous
environmentally friendly virtueburger was
made? Sheepishly, staff inform him that
the patty—supplied by Beyond Meat, a Cal-
ifornia-based company—hasbeen flownin
from America.

To be fair, Beyond Meat has plans to be-
gin production of its foods in the Nether-
lands. The company’s expansion is just one
sign of a step-change in the demand for
foods aiming to replace meat on people’s
plates. Aniche business is becoming main-
stream. Startups and established food con-
glomerates are hungry for a share of a rap-
idly growing market for plant-based
meats—foods that mimic the taste, texture
and nutritional qualities of meat, withouta
single animal in sight.

At the moment, the market for meat
substitutes is tiny. Euromonitor, a market-
research firm, estimates that Americans
spend $1.4bn a year on them, around 4% of
what they spend on real meat. Europeans
also chomp through about $1.5bn-worth of
meatless meat a year, but this is 9-12% of
what they spend on animal flesh.

Euromonitor expects the market for
meat alternatives in both Europe and
America to double by 2022. Analysts at Bar-
clays, a bank, estimate that global sales of
alternative meats could grow from 1% of
the total market for meat to 10% over the
nextdecade.

No bones about it
If so, the implications are vast. Until re-
cently, the only way to make meat was for
an animal to eat a plant and then be killed.
Now, with better technology, it may be pos-
sible to create radically different, animal-
free food chains. And boffins are constant-
ly improving what bogus burgers taste like.
Demand for plant-based meat is driven
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by a combination of environmental, ethi-
cal and health concerns. Raising animals
for meat, eggs and milk is one of the most
resource-intensive processes in agricul-
ture. According to the UN’s Food and Agri-
culture Organisation, it generates 14.5% of
global greenhouse-gas emissions. Global-
ly, demand for meat from animals is shoot-
ing up as people in developing countries
grow richer and can afford to feast on flesh.
In rich countries, by contrast, an increas-
ing number of people say they would like to
eat fewer animals. They may even mean it.
Nearly two-fifths of Americans who de-
scribed themselves as carnivores told a
survey by Mintel in February that they
wanted to add more plant-based foods to
their diet. Some call themselves “flexitar-
ians”: not wholly vegetarian or vegan, but
anxious to reduce their meat consumption
nonetheless. Young people are the most
fervently flexible. Around a third of those
under the age of 35 in Britain told a poll by
Mintel in September 2018 that they wanted
to cut the amount of meat they eat, com-
pared with less than a fifth of older people.
Partly because of this, demand for meat
substitutes has grown by 37% in Americain
the past two years and by 30% in western
Europe. Beyond Meat and Impossible
Foods, another plant-based food company
in Silicon Valley, have entered the market.
Impossible has raised $70om in private
funds; its backers include Bill Gates. Since

Beyond Meat went public in May its valua- »
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» tion has more than quintupled, to $8.4bn.

Many of these companies look to plant-
based milks as a precedent. The market for
these took off in the mid-2000s, recalls
Matt Ball from the Good Food Institute
(GFI), a non-profit group in Washington,
DC, that monitors and promotes awareness
of plant-based meat. That owes something
to canny marketing. In 2002 Dean Foods
bought Silk, a soya-milk brand, and insist-
ed that it was placed next to cows’ milk on
supermarket shelves. That made consum-
ers think of it as just another variety of the
white stuff you pour on cereal, rather than
aweird product for people with allergies.

Plant-based milk—including almond,
oat and hemp—now accounts for about
15% of retail milk sales in America and 8%
in Britain. Over the past year nearly two-
fifths of American households bought al-
ternative milks. Often they do so alongside
dairy products; in a poll by Ipsos-MORI 38%
of American consumers said that they guz-
zle plant-based milk, but only 12% did so
exclusively. The others were flexitarian,
drinking both moo juice and the nutty or
beany variety. In Britain 20% of people sur-
veyed by Mintel glugged such products, but
only a third of those did so because of an al-
lergy or intolerance. The rest said the new
milks were healthier or more ethical.

Children of the Quorn

Meatless meat has been around for a while.
In1901John Harvey Kellogg, the inventor of
the cornflake (which he hoped would make
people less keen on sex), was granted a pat-
ent for protose, a “vegetable substitute for
meat” made of wheat gluten and peanuts.
For a long time, however, the market for
pseudomeat was small, and the incentive
for making it tasty was accordingly mod-
est. This is perhaps why so many early veg-
gie burgers had the taste and the texture of
heavily salted woodchips.

Today’s alternative-meat makers are
more ambitious. They aim to outcompete
the conventional meat industry. Their sci-
entists are designing plant-based meats
that taste a lot like the real thing.

What makes meat taste like meat? The
full sensory experience of eating a slab of
meat starts when the constituent proteins,
fats and sugars within it interact during
cooking. Apply heat and the amino acids
and sugars react. The meat goes brown and
releases dozens of volatile molecules that
give it its flavour and odour in a process
known as the Maillard reaction. After-
wards, as the meat is eaten, the bite, tex-
ture, umami flavour and melting fats com-
bine to give meat-eaters an experience that
they know as “meaty”.

Each new entrant to the market has
tried to recreate these sensations of meati-
ness as closely as possible. Their products
are generally based around a source of
plant protein such as soya, wheat or le-

gumes, which are then combined with a
range of fats, colours and flavourings. The
soya-based burger from Impossible Foods,
for example, also contains haem, an iron-
rich molecule that exists in living things to
help proteins carry oxygen. Haem gives
beef its reddish colour. It helps to create a
meaty aroma and flavour once the meat is
cooked. In the Impossible Burger, the for-
mulation uses leghaemoglobin. This oc-
curs naturally in the roots of soya but is
made for Impossible Foods using geneti-
cally modified yeast.

Beyond Meat’s burger is made from pro-
teins that come from peas, mungbeansand
rice, and is laced with beetroot to give the
patty a reddish hue and the ability to
“bleed” when bitten. It also contains
specks of coconut oil and cocoa butter that
give the burger a marbling when cooked,
akin to the fatin a beef burger.

Many plant-based food firms hope one
day to make pseudomeats that even more
closely resemble animal muscle itself. This
is tricky. To get the texture of their plant-
based burgers and nuggets right, manufac-
turers use a process called extrusion, in
which the mixture of ingredients is pushed
through a small hole to create meat-like fi-
bres. However, real animal muscle tends to
have more complex structure than any-
thing extrusion can achieve.

Most of these companies argue that
their products are healthier than animal
meat. Some claims are more convincing
than others. A plant-based burger tends to
provide the same number of calories as a
similar-sized slab of beef. Plant-based
meats contain no cholesterol, have less fat
and more fibre and vitamins. They also
avoid the increased risk of colorectal can-
cer that, according to the World Health Or-
ganisation, is linked to eating a lot of pro-
cessed red meat. However, they also tend to
contain more saltand less protein.

A big difference between meat and
plant-based products is that the latter are
continually improving. Since they are de-
signed from scratch, manufacturers can
keep tweaking the recipes to make each
bite yummier or more nutritious. Whereas
meat firms constantly search for ways to
raise animals more efficiently, pseudo-
meat makers adapt and refine the product
itself. Like the software-writers of Silicon
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Valley, their recipes are never complete.
From the moment Impossible’s burger
was released, the company began gather-
ing feedback. Consumers told the company
they wanted a burger with a better “bite”
and they wanted to be able to grill it them-
selves without it falling apart. Impossible
also wanted to reduce the amount of salt
and saturated fat while adding more pro-
tein. The Impossible Burger “2.0" released
earlier this year, replaced wheat protein
with soya, which had the added advantage
of making the burger gluten-free. Future it-
erations are planned. Researchers want to
make the burgers juicier, so they do not be-
come dry when cooked beyond medium.
“The cow is not going to taste better,” says
David Lipman, the chief scientist at Impos-
sible Foods. But plant-based meats will.

High steaks

Atze Jan van der Goot at the Food Process
Engineering Laboratory at Wageningen
University has been working with a Dutch
firm called the Vegetarian Butcher (a pio-
neer in the plant-meat industry). Their lat-
est invention can create muscle-like struc-
tures and textures within slabs of
plant-based meats using a device called a
Couette cell. This consists of two concen-
tric cylinders, one of which rotates around
the other while the ingredients are sand-
wiched in between. By exerting force on
the proteinsin the mixture, the ingredients
lengthen into fibres and wind around one
another. The result is a gelatinous red slab
of plant meat that contains long, thick,
elastic muscle-like fibres which look and
flake apart like pulled pork or beef. Dr van
der Goot's team has shown that when
grilled, cuts from this “muscle” can sizzle,
brown and give off aromas like a steak.

From an environmental perspective,
the new meats are surely better. Rearing
and slaughtering animals is an inefficient
way to produce food, says Bruce Friedrich
of the GF1. Most of the energy that goes into
makinga cowisused as it walks around, di-
gests food and grows the non-edible bits of
its body such as bones and hooves.

As yet, rigorous environmental assess-
ments of plant-based meats are rare. But
both Impossible Foods and Beyond Meat
have commissioned independent re-

searchers to carry out life-cycle analyses of »

Greenhouse-gas emissions Freshwater withdrawals ~ Land use
kg of CO, equivalent per kg litres per kg m? per kg
Beef (herd)
Meat*  Pork B 7.8
Chicken Moo 6.7
Beyond Burger 35 97 27
Impossible Burger 35 107 75

Source: Ron Milo, Weizmann Institute and Alon Shepon, Harvard University

*Global average, 1kg of fat and bone-free meat and edible offal
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» their products. Their findings are encour-
aging. “The main message is very clear—
the two plant-based burgers represent very
large, often ten-fold, savings in the envi-
ronmental burdens of food consumption,”
says Ron Milo, a biologist who studies sus-
tainability at the Weizmann Institute of
Science in Israel. “These savings are true
for greenhouse emissions, land use and
water use.” (See chart on previous page.)

Such greenery appeals to the young, the
urban and the wealthy. However, to make a
difference to the planet, meatless meat
needs to be on billions of plates, not just
millions. Over the past two years both Be-
yond Meat and Impossible Foods have
worked with chains such as Burger King,
Dunkin’and Kentucky Fried Chicken, mak-
ing sure that their brands feature promi-
nently on menus. The Impossible Burger is
also served in the British Airways first-
class lounge in New York; the Beyond Bur-
ger, in business class on some Virgin Atlan-
tic flights. (Before they start feeling smug,
passengers should bear in mind that eating
plantburgersona flightis nota meaningful
way to offset the carbon emissions of a
transatlantic journey.)

Selling alternative meat in restaurants
allows customerstotryitinasetting where
they are less price-sensitive, says Justin
Sherrard of Rabobank, a Dutch lender. A
bigger test, he says, will be how these pat-
ties fare in supermarkets, where shoppers
watch pennies.

Hoping to mimic the success of plant-
based milks, Beyond Meat insisted that its
products were placed in the same refriger-
ated aisles in supermarkets as its animal-
based competitors—a condition that
Whole Foods, a supermarket chain, ac-
ceded to in America in 2016. Sainsbury’s, a
British supermarket, now stocks plant-
based meat in the meat aisle.

Price, however, is still a problem. Ac-
cording to analysts at Bernstein, a research
firm, a Beyond Burger retails at $11.50 per
pound in supermarkets, compared with
$7-9 for posh meat patties. On September
20th Impossible Burgers made their debut
in America’s supermarkets, retailing for
around $12 per pound. But competition
should lower those prices. Consumers’ ap-
petite for plant-based meat is bound to at-
tract new entrants with cheaper offerings.

Forits part, Beyond Meat hopes thatasit
ramps up production, prices will fall. Peas,
the main source of protein used in its bur-
gers, are in plentiful supply worldwide,
thanks to an import ban in India last year.
But getting them from the field to the plate
has been tricky. The protein is extracted by
firms such as Puris or Roquette and then
transformed into burgers by Beyond Meat.
Bottlenecks in the pea-protein supply last
year delayed the firm’s launch in Europe.
Limited production capacity prompted it
to fly patties to Europe from its only plant

in America (hence your correspondent’s
peripatetic patty at Honest Burger in Lon-
don). Only more recently has production
capacity risen to meet demand. Beyond
Meat’s new Dutch plant will help. Puris has
teamed up with Cargill, one of the big four
grain traders, to expand capacity. Roquette
isinvesting €s0om to do the same.

Smaller firms that specialise in ingredi-
ents for plant-based food have started to
spring up, and more established ones, such
as Ingredion, are moving into this space
too. Its researchers are investigating
whether other crops, such as yellow peas
and fava beans, can make good meatless
meat. They arealso hoping to breed new va-
rieties of soya and wheat. Earlier this year
Motif Ingredients, a startup created by
Gingko Bioworks, a biotech firm in Boston,
raised $9om to develop specialised ingre-
dients for plant-based products. Jon McIn-
tyre, Motif’'s boss, aims to make flavourings
and other additives (to improve texture or

bite, say) by inserting specific DNA se-
quences into the genomes of yeast. Fer-
menting that yeast will then produce their
desired products. Both companies hope
that their products will help even the
smallest firms to create their own plant-
based meats from scratch.
Plant-based-meat firms are ramping up
their research and development depart-
ments. Producing Impossible’s burger has
involved countless experiments and proto-
types, since 2011, to identify which proteins
could best bind the patty together or to un-
derstand the ratios of the various ingredi-
ents needed to produce a meaty flavour. Mr
Lipman, the chief scientist, boasts that his
company’s offices contain the tools of a
modern biotech Iab. All this costs money.
Big food producers are getting involved.
Kraft, an American firm, funds an incuba-
tor thatinvestsin “disruptive” food brands.
Unilever, a big conglomerate, bought the
Vegetarian Butcher last year for an undis-
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closed amount. When it comes to R&D,
Niko Koffeman, one of the founders of the
Vegetarian Butcher, says that Unilever will
invest as much as is needed to make the
company the “world’s biggest butcher”.

None of these developments has es-
caped the attention of traditional meat-
packers. Tyson Foods, a large meat proces-
sor based in Arkansas, was an early
investor in Beyond Meat. In June it joined
the fray more directly, launching a range of
plant-based “chicken” nuggets and “blend-
ed” burgers, made with both plants and an-
imal meat, which it claims are healthier
than the traditional kind.

The impossibilities are endless

Other firms are trying to woo customers by
making animal husbandry greener. Danish
Crown, Europe’s largest pork producer, has
said it wants to halve its emissions by 2030
by using energy and water more efficiently,
and using greener packaging. More inves-
tors are demanding transparency on how
meat is sourced, says Aarti Ramachandran
of the FAIRR Initiative, a group that tells in-
vestors they might lose money if they back
environmentally dodgy meat producers.

Other meat makers are lobbying for pro-
tection. Terrified of the prospect of meat
grown from stem cells in labs, the beef in-
dustry in America has been urging legisla-
tures to restrict the use of the word “meat”
to that which comes from an animal car-
cass. At least nine American states—in-
cluding Arkansas, Missouri and Mississip-
pi—have now agreed. The National
Cattlemen’s Beef Association is also asking
the Food and Drug Administration, the fed-
eral regulator, to outlaw what it sees as mis-
leading labelling of plant-based meat. In
April the European Parliament’s agricul-
ture committee recommended the intro-
duction of a ban on plant-based meat pro-
ducers using such terms as “burgers” and
“sausages”, although the proposal has not
yet been debated or voted upon by the full
parliament. The European Court of Justice
ruled that many plant-based alternatives
could not be labelled “milk” in 2017, but
this did not noticeably affect demand.

The fight over labels is a sign that meat
producers are on the defensive, says Mr
Friedrich of the GF1. “The meat industry at-
tempting to define meat as something that
comes from a slaughtered animal is every
bit as absurd as trying to say that your
phone is not a phone because it doesn’t
pluginto a wall any more,” he claims.

When plant-based meat becomes com-
mon, language will no doubt adapt. The
word “meat” may one day simply evoke the
sensory experience that comes from eating
a particular blend of fats, amino acids,
minerals and water. Whether that is made
by slaughtering animals or by some other
means depends on the ingenuity of the
new meat makers. B

63



INTRODUCING
SUBSCRIPTION-BASED
FINANCIAL PLANNING.

Say hello to Schwab Intelligent Portfolios Premium™. Automated investing with integrated
planning for a simple, transparent subscription price.

Our robo-advisor builds and auto-rebalances
a diversified portfolio for you.

Work with a CERTIFIED FINANCIAL PLANNER™
professional as much as you like to create a
plan and track towards your goals.

Pay a one-time planning fee of $300, and just a
$30 monthly advisory fee* subscription after that.

For illustrative purposes only.

Visit Schwab.com/PortfoliosPremium to learn more

charles
SCHWAB

Wealth Management at Charles Schwab
PLANNING | PORTFOLIO MANAGEMENT | INCOME STRATEGIES | BANKING

Brokerage Products: Not FDIC Insured - No Bank Guarantee - May Lose Valuef

*Just as if you’d invested on your own, you will pay the operating expenses on the ETFs in your
portfolio — which includes Schwab ETFs™. We believe cash is a key component of an investment
portfolio. Based on your risk profile, a portion of your portfolio is placed in an FDIC-insured deposit
at Schwab Bank. Some cash alternatives outside of the program pay a higher yield.

Wealth Management refers to a number of different products and services offered through various subsidiaries of The Charles Schwab Corporation. See Schwab.com/wealth.

For Schwab Intelligent Portfolios Premium™, there is an initial planning fee of $300 upon enrollment and a $30 per month charged on a quarterly basis as detailed in the Schwab Intelligent
Portfolios Solutions™ disclosure brochures, which include important information, pricing and disclosures. Investors in Schwab Intelligent Portfolios Premium (“SIP Premium”) do pay direct
and indirect costs. These include ETF operating expenses which are the management and other fees the underlying ETFs charge all shareholders. The portfolios include a cash allocation
to a deposit account at Schwab Bank. Our affiliated bank earns income on the deposits, and earns more the larger the cash allocation is. The lower the interest rate Schwab Bank pays
on the cash, the lower the yield. Some cash alternatives outside of Schwab Intelligent Portfolios Premium pay a higher yield. Deposits held at Charles Schwab Bank are protected by FDIC
insurance up to allowable limits per depaositor, per account ownership category. SIP Premium invests in Schwab ETFs. A Schwab affiliate, Charles Schwab Investment Management, receives
management fees on those ETFs. SIP Premium also invests in third party ETFs. Schwab receives compensation from some of those ETFs for providing shareholder services, and also from
market centers where ETF trade orders are routed for execution. Fees and expenses will lower performance, and investors should consider all program requirements and costs before
investing. Expenses and their impact on performance, conflicts of interest, and compensation that Schwab and its affiliates receive are detailed in the Schwab Intelligent Portfolios Solutions
disclosure brochures. Schwab Intelligent Portfolios Premium™ is made available through Charles Schwab & Co. Inc. (“Schwab”), a dually registered investment advisor and broker dealer.
Schwab and Schwab Bank are separate but affiliated companies and subsidiaries of The Charles Schwab Corporation. Brokerage products, including the Schwab One brokerage account,
are offered by Schwab, Inc., Member SIPC. Deposit and lending products are offered by Charles Schwab Bank, Member FDIC and an Equal Housing Lender. ©2019 Charles Schwab & Co.,
Inc. All rights reserved. Member SIPC. (0519-90CM) ADP107125-00



Business

The Economist October 12th 2019

Self-driving cars

Autonomous ways

BEIJING AND PALO ALTO

The path to driverless vehicles is long and winding. China is taking an alternative

route to the West’s

HE SELF-DRIVING cars that cruise

around South Ronghua Road look just
like their American counterparts: chunky
sedans with a rack of sensors bolted to the
roof and a supercomputer in the boot. Beij-
ing’s government has dubbed this south-
eastern patch of the city Beijing-e-Town. It
isone of agrowing number of urban spaces
across China designated for testing auton-
omous vehicles (Avs). Digital lane markers
can switch parts of the road to Av-only on
demand. Signs announce “National Test
Roads”. Cars bear the decals of China’s lead-
ing Av companies: Baidu, Pony.ai, WeRide.

For years Western carmakers have
promised a world awash with Avs by now,
making roads safer and less congested (see
table on next page). Thatitis not shows just
how tough a computational and regulatory
nut self-driving is to crack. It increasingly
seems that if Avs are to become wide-
spread, it may happen first not in the West
butin China. A fleet of Chinese firms hope
to profithandsomely in the process.

That may seem counterintuitive. Tech-

nologically, the West appears streets
ahead. “Everybody is behind Waymo and
Cruise,” concedes a senior Chinese Av exec-
utive, referring, respectively, to a subsid-
iary of Alphabet (Google’s holding com-
pany), and of General Motors (GM), a giant
carmaker. Waymo’s cars alone have self-
driven more miles than all Chinese Avs put
together. Cruise has attracted $6.2bn of in-
vestment since GM bought the startup for
$1bn in 2016. cB Insights, a research firm,
estimates that $11.9bn has been invested in
American Av firms since 2014, compared
with $4.4bn in China.

Avs with Chinese characteristics

Yet in the absence of driving software
which can handle chaotic city streets,
some Chinese firms are adopting an alter-
native strategy. They are turning the streets
themselves into something that software
can handle. The approach involves install-
ing sensors to guide cars, writing and en-
forcing rules about how humans move
around, designing (or redesigning) urban
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landscapes to be Av-friendly and, critically,
limiting Av firms’ legal liability in the event
of inevitable accidents. All this is easier in
authoritarian China than in the West’s un-
ruly, litigious democracies.

It also requires input from companies
beyond dedicated Av-makers. Mobile-net-
work operators, such as China Mobile, and
telecoms-equipment manufacturers, like
Huawei, are building technology into their
systems which may in time help cars along
the road. Huawei wants its zippy 5G mobile
antennas to take on a large part of the pro-
cessing required to runan Av—and a chunk
of Av profits. That leaves a smaller share of
the pie for Av companies. But the pie itself
should grow more quickly. Lowering the
cost of infrastructure per Av deployed
should accelerate its roll-out, notes Feng
Hao of Bosch, a German engineering con-
glomerate which supplies high-tech com-
ponents to Chinese carmakers.

In a recent speech China’s minister of
industry and information technology,
Miao Wei, said that the market for connect-
ed vehicles is projected to be worth 100bn
yuan ($14bn) by next year. And as with just
about anything, the potential demand for
Avsamong1.4bn Chinese is huge—$2trn by
2040, reckon consultants at McKinsey.

Chinese firms may prosper well before
the eventual arrival of all-out Avs. They al-
ready benefit from the leapfrog effect, says
WeiZhou, boss of China Creation Ventures,

a venture-capital fund. Cowa Robot, one of »»
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» his firm’s investments, has sold autono-
mous street-sweeping robots to authori-
ties in Changsha, the capital of Hunan
province. Horizon Robotics, which is val-
ued at $3bn, furnishes specialised Av com-
puters for companies like Cowa.

The ability to make money now by auto-
mating simpler tasks keeps the firms going
on the way to fuller autonomy—a luxury
few American rivals, up against powerful
incumbents like municipal-services com-
panies, enjoy. At the same time, they are
shielded from foreign competition by rules
thatlimit overseas Av companies to minor-
ity stakes in Chinese-led joint-ventures.

Chinese Av companies have one final
advantage over their Western peers: explic-
it support from the Chinese state. “There’s
a lot of fuel coming from the government
planning,” says an executive of one Chi-
nese firm. The government wants compa-
nies like his to succeed, and is willing to
use its autocratic muscle to build infra-
structure, promote new technology and re-
write policy. It will spend up to $220bn on
5G by 2025, according to state media, and
plans to install Av infrastructure through-
out the 2020s, including telecoms net-
works to capture data from vehicles and
their surroundings, cloud-computing ca-
pacity to process these data and map ser-
vices to guide the cars.

Inaddition, theauthorities promote Av-
friendly standards and regulations. They
can stitch “National Test Roads” into the
urban fabric without the fuss Western au-
thorities can expect from local residents.
In one-party states like China “you have
single-focus government that can make
things happen”, sums up Amer Akhtar of
DeepMap, a Californian maker of software
for maps which Avs need to navigate.

The road is notall smooth for China’s Av
industry. Together with the rest of Chinese
tech, it is caught up in the Sino-Amercian
economic war. In May America’s govern-
ment barred its companies from supplying
Huawei, on the ground that its kit mightal-
low Chinese eavesdropping. On October
7th another eight Chinese companies were
added to the blacklist, including those
working on things useful to Avs, like com-
puter vision (see next article).

The prospect of losing access to Ameri-
can technology is particularly worrisome
for Av companies, because the Chinese car
industry relies heavily on foreign suppliers
for the electronics that power modern ve-
hicles. Last year Chinese imports of inte-
grated circuits totalled $312bn, ten times
the value of imported car parts. Chinese
entrepreneurs eyeing the Chinese Av mar-
ket have founded plenty of promising
startups—but many of them in Silicon Val-
ley, subject to American law. Efforts to
make more cutting-edge gubbins at home
are moving slowly.

Nor are Chinese Av developers immune

from the biggest problem which afflicts
their Western rivals. Like them, Pony.ai,
WeRide and others continue to lose money.
This may not change soon. The desire of
motorists to own self-driving cars has yet
to be tested. The business model of ride-
hailing, where future profitability is in part
predicated on the eventual removal of cost-
ly human drivers, looks shaky. Investors
are growing impatient with loss-making
firms such as Uber, which has shed a third
of its stockmarket value since going public
in May. It may take longer for software to
become competitive with Homo sapiens in
China, where labour remains relatively
cheap. As one global car executive puts it,
“If drivers are abundant but space on the
road is not, the problems you should be
solving first are not about taking the driver
outof the car.”

China’s approach to self-driving reflects
its attitude to development more broadly:
heavy on infrastructure and government
oversight, lighter on cutting-edge technol-
ogy and civil liberties. It may one day pre-
vail over the Western path to autonomy.
Whether Chinese Av companies will stand
on their own four wheels as profitable
businesses is another matter. |
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Life in the slow lane
Selected autonomous-vehicle milestones

1939 World’s Fair Futurama exhibit shows cars
guided by automated highways

1940 Norman Geddes, in “Magic Motorways”,
predicts AVs by the 1960s

1957 RCA Labs shows an AV guided by circuits
embedded in a Nebraska road

1960 A British AV, guided by magnets in the road,
drives round a test track at 130kph

1987 European countries spend €749m on a
self-driving research project called EUREKA

1987 HRL Laboratories’ off-road AV navigates tricky
terrain at an average speed of 3kph

1995 “No Hands Across America”, a 5,000km
journey driven 98.2% autonomously

2004 The DARPA Grand Challenge offers $1m for
an AV that navigates 240km offroad. No entry
is successful

2005 The second Grand Challenge is held. Five
teams complete a slightly easier route

2008 Rio Tinto, a mining firm, begins testing
self-driving mine trucks

2009 Google begins the self-driving car project
that will become Waymo

2010 An Audi AV climbs Pikes Peak, a popular
race route, at high speed

2012 Nevada issues America’s first licence to
operate a driverless car, to Google

2016 First AV fatality, when Tesla Model S
crashes into a lorry in Florida

2018 Waymo launches a limited self-driving taxi
service in parts of Phoenix, Arizona

Source: The Economist
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Sino-American economic war

One in the Al

SHANGHAI
America blacklists China’s best
artificial-intelligence firms

OR TWO years reports of mass incarcera-

tion have seeped out of the remote Chi-
nese province of Xinjiang. Over 1m people,
mainly Uighurs and other Muslim minor-
ities, have been locked up in camps. Mil-
lions more live under a police state. Ameri-
can officials, fearful of upending trade
negotiations, have dithered over a re-
sponse. On October 7th, three days ahead of
the 13th round of talks, they put their foot
down. The Commerce Department banned
American firms from selling software and
hardware to 20 public-security organs. It
also blacklisted eight Chinese companies
whose products, it says, facilitate the Or-
wellian surveillance in Xinjiang.

The ban hits at the heart of China’s arti-
ficial-intelligence (A1) ambitions. The
eight firms include startups working on fa-
cial recognition (Megvii, SenseTime, Yitu),
voice recognition (iFlytek), digital foren-
sics (Xiamen Meiya Pico) and chipmaking
gear (Yixin), as well as Shenzhen-listed
makers of video-surveillance kit (Hikvi-
sion and Dahua). Together they are worth
around $75bn. In August Megvii and Yitu
were designated as national champions.

How much will it hurt? Most of the
firms are probably using American compo-
nents. The 10% post-ban drop in the share
price of Ambarella, an American maker of
computer-vision chips, suggests that the
Chinese are important customers. Huawei,
a telecoms giant on the same blacklist
since May over concerns that Chinese
spooks use its gear to spy on America, ex-
pects to lose $10bn in sales this year as a re-
sult, mainly from its smartphone business.

Things may not be so bad for the octet,
at least in the short run. They have been
hoarding parts in anticipation of a ban and
have sought other suppliers. Since the ar-
ray of components they require is tiny next
to Huawei’s needs, they can buy essential
ones on secondary markets. Jefferies, a
bank, reckons domestic chipmakers such
as DeePhi, Horizon and HiSilicon, an arm
of Huawei, can make up any shortfall.

The firms were quick to downplay the
ban’s impact on their business. Xiamen
Meiya Pico said its hardware was mostly
home-grown and “highly replaceable”.
iFlytek said the restrictions would have “no
significant impact” on daily operations.
Most cameras built by Hikvision and Da-
hua are thought not to contain sophisticat-
ed American innards. For the “very small

fraction” that cannot be substituted, Hikvi-



The Economist October 12th 2019

» sion said it would ask clients to source and
integrate the parts themselves.

The ban’s longer-term effects look hazi-
er. It has spooked the firms’ Western re-
search partners, whose help they rely on to
develop cutting-edge technology. On Octo-
ber gth the Massachusetts Institute of
Technology, which cut ties with Huawei
earlier this year, said it was reviewing those
with SenseTime. American suppliers who
lobbied their government to keep selling to
Huawei may recoil at defending firms sus-
pected of aiding human-rights abuses.

Foreign customers and investors may

be put off, too. Over a quarter of Hikvision’s
revenues come from abroad. In 2018 it en-
tered the Mmscr index of emerging-market
stocks. But foreign shareholders are skit-
tish. After selling down its stake UBS, a
Swiss bank, is no longer among its ten big-
gest investors. This week Goldman Sachs,
an investment bank, said it was reviewing
itsrolein Megvii’s forthcoming flotation in
Hong Kong. Megyvii insists its blacklisting
reflected a “misunderstanding” of the
company, which earned 1% of its revenue
in Xinjiang last year and requires clients
“not to weaponise our technology”.

Second thoughts

It pays companies to encourage a variety of opinions

HE STORY of the emperor’s new

clothes is one of Hans Christian
Andersen’s best-known fables. Conmen
fool the monarch into believing they
have made him a fabulous suit that the
unworthy will be unable to see. Courtiers
dare not say that the emperor is naked; it
takes a child to point out the obvious.

The moral is that people are often too
hidebound by social convention to state
their views. How many companies have
ploughed ahead with expensive projects
that were favoured by the chief exec-
utive, even when other managers have
had doubts? In his new book “Rebel
Ideas: The Power of Diverse Thinking”,
Matthew Syed, a sportsman-turned-
journalist, argues that the key to dealing
with this problem is “cognitive div-
ersity”. In other words, assembling a
team of people with different perspec-
tives and intellectual backgrounds.

He begins with the striking example
of the failure of the American authorities
to prevent the terrorist attacks of Sep-
tember 11th 2001. An important reason,
he argues, was that the c1A was domin-
ated by white Christian males, who failed
to grasp how Osama bin Laden was ex-
ploiting Islamic symbols to build sup-
port. Or take the British government
team that introduced the poll taxin
1989-90, a disastrous policy thatled to
riots in Trafalgar Square. The policy’s
masterminds were all drawn from
wealthy stock and did not appreciate
quite how hard it would hit low-earners.

People from different backgrounds
approach problems from different an-
gles—that much should be blindingly
obvious. It is not just about selecting
people for teams from both sexes and
various ethnicities (though that, too).
Hire only Cambridge politics graduates
(or Harvard MBAs or Stanford software

engineers) and they will have studied
under the same professors and absorbed
similar world views, regardless of their
gender or skin colour.

In the modern world, with all its com-
plexity, co-operation is essential if break-
throughs are to be made. In science and
engineering, 90% of papers are now writ-
ten by teams rather than individuals.
Analysis of American patent filings since
1975 showed teams dominate in every one
of the 36 defined categories.

There are two elements to selecting a
good team. First, assemble people with
diverse viewpoints. Second, ensure that
those viewpoints are heard and respected.
That may not happen if those in charge are
overbearing. A study of over 300 projects
by the Rotterdam School of Management
found that those led by junior managers
were more likely to succeed than those led
by senior managers—maybe because other
team members were less intimidated
about pointing out potential pitfalls to
someone lower down the pecking order.

The ability to speak up within an orga-
nisation, without fear of sanction, is

Business

The ban came days before the latest
round of trade talks, due on October 10th,
after The Economist went to press. President
Donald Trump may see it as a bargaining
chip. Samm Sacks of New America, a think-
tank in Washington, discerns darker mo-
tives. The blacklisting is “a clear shot
across the bow from the decouplers of DC”,
she says, referring to national-security
hawks intent on disentangling the com-
mercial ties that bind the two superpowers.
Sure enough, the move led China to decry
America’s “wanton interference” in its in-
ternal affairs. It threatened retaliation. |

known as “psychological safety” and was
described by Amy Edmondson of the
Harvard Business School ina book on the
issue. Mr Syed cites a study of teams at
Google, which found that self-reported
psychological safety was by far the most
important factor behind successful
teamwork at the technology giant.

One way to overcome diffidence
while brainstorming, for instance, is for
everyone to write down their ideas but
ensure they are anonymous. That way,
opinions about thoughts are less closely
tied to the seniority of the thinker and
can be tested against each other with less
fear or favour (though some degree of
second-guessing is probably unavoid-
able). Increasing the number and range
of ideas on offer (within reason) may be
the secret of success. As Mr Syed writes,
the willingness to share knowledge pays
off in a world of complexity.

Another advantage of diversity is that
outsiders can spot profitable opportuni-
ties that insiders may miss. Immigrants
account for13% of the American pop-
ulation but 27.5% of those who starta
new business. By their nature, migrants
have more get-up-and-go than the aver-
age person—otherwise they wouldn'’t
move. Some may start businesses be-
cause existing ones won't hire foreign-
ers. But Mr Syed is probably right that
experiencing more than one culture is a
competitive advantage.

A fresh perspective may help existing
firms, too. Studies show that firms with
more diverse boards enjoy higher returns
than ones with identikit directors. Corre-
lation is not causation, of course; suc-
cessful businesses may feel freer to
appointatypical board members. Buta
bit of variety can’t hurt.

Economist.com/blogs/bartleby
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Airbus and Boeing

In for the long haul

Trade disputes are hardening a
planemaking duopoly

ICTIMS OF Along-running trade dispute

between Boeing and Airbus are prolif-
erating. Americans keen on a Spanish olive
before a main course dusted with Italian
Parmesan and washed down with Scotch
will have to stump up more cash. The
World Trade Organisation (WTo) has given
America the go-ahead to impose $7.5bn-
worth of tariffs on a smorgasbord of Euro-
pean imports on October 18th after ruling
that Airbus had received illegal state aid in
Europe. Passenger aircraft made by Airbus
and parts that feed its factory in Alabama
will be on the menu. But efforts to tackle
anticompetitive practices in aerospace
may only strengthen the planemakers’
stubborn duopoly.

Europe will doubtless retaliate. Shortly
after Boeing broughtits case against Airbus
at the wto, the European firm launched a
similar one against its American rival.
After 15 years of legal wrangling both have
been found to be roughly equally at fault.
Europe can expect to be given the opportu-
nity to levy tariffs of its own in a few
months unless a negotiated settlement,
which has proved elusive, is agreed. Eu-
rope is sure to include Boeings.

Tariffs will raise the cost of each firm’s
aircraft in the other’s market. Airlines play
one off against the other to get the best
price. In the short term orders will be hard
to switch. But industry-watchers predict
that, in thelong run, America’s carriers will
plump for Boeings and Europe’s will favour
Airbuses, creating captive home markets.

Final call for American'’s Airbus

It would not be the first instance of
trade-dispute mechanisms stifling compe-
tition. In 2008 Canada’s Bombardier, a
maker of regional jets, launched the c-Se-
ries, a plane that competed with some
smaller models made by Boeing and Air-
bus. Cost overruns and delays threatened
the c-Series until an orderin 2016 from Del-
ta, an American airline, seemed to guaran-
tee its future. But Boeing complained to
American regulators about Canadian sub-
sidies, leading to the imposition of a vast
tariff. The levy was later struck down by an
American tribunal—but not before Bom-
bardier had handed half the struggling c-
Series programme to Airbus to keep italive.

To keep pace with Airbus, in 2018 Boeing
sought a controlling stake in the commer-
cial-aircraft arm of Brazil’s Embraer. On Oc-
tober 4th the European Union opened an
investigation into the planned tie-up
claiming that it would “eliminate a small
but important competitive force” and ulti-
mately hamper rivals making similar
planes in China, Japan and Russia. Some
suspect that the move to clip Boeing’s
wings shortly after America imposed its
latest tariffs is not coincidental.

Anotherrival to Airbus and Boeing, Chi-
na’s COMAC, might also suffer. If Europe
and America become domestic monopo-
lies, their main battleground may switch to
Asia, where demand for air travel is soar-
ing. Airbus’s most recent annual industry
forecast for the next 20 years predicts that
Asia will account for 42% of new aircraft
sales, compared with 36% for Europe and
America combined. COMAC’s €919, a sup-
posed short-haul rival to Airbus’s narrow-
body A320 and Boeing’s 737, is not taken se-
riously as a threat by the pair. Boeing’s
troubles with the 737 MAX, grounded since
March and awaiting regulatory approval to
fly again after two fatal crashes, may not
provide cOoMAC with much of an opening.
In part this is because the c919, first con-
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ceived over a decade ago, has been serially
delayed. A recentannouncement of yet an-
other hold-up means that the first custom-
er, China Eastern Airlines, may not get its
first plane until 2022. Meanwhile, Boeing
and Airbus have launched planes widely
considered better than the c919, have set up
factories in China and are sure to compete
fiercely with each other, making COMAC’s
life in its home market tougher.

China’s government has twisted the
arms of domesticairlines to order c919s but
it will be hard to force a less sophisticated
aircraft on Chinese carriers, which already
have big fleets of Western planes. Airbus
and Boeing are clamouring for business
with new ones built in China. Trade dis-
putes, it seems, may help keep the aero-
space duopoly aloft. ®

Saudi Aramco

Energetic listing

AL KHOBAR AND NEW YORK
The world’s biggest oil firm is raring to
go public

HREE YEARS ago Muhammad bin Sal-

man, Saudi Arabia’s crown prince, sug-
gested floating up to 5% of Saudi Aramco,
the world’s biggest oil company, at a valua-
tion of $2trn. At first glance now is a terri-
ble time to do so. A month ago drone at-
tacks suspended more than half the giant’s
output. On October 7th security concerns
prompted Fitch Ratings to downgrade
Aramco’s credit by a notch. To make mat-
ters worse, fears of an economic slowdown
that depresses demand for crude has
dragged the oil price down below the level
before last month’s attack.

Apparently unfazed, Aramco is forging
ahead with plans to list a portion of its
shares. Prince Muhammad and the minis-
ters overseeing the offering want this done
in short order. To that end, last month they
appointed Yasir Al-Rumayyan, the head of
Saudi Arabia’s sovereign wealth fund, as
Aramco’s chairman. The press-shy com-
pany is inviting reporters to its vast com-
plex in Dhahran. When your correspon-
dent visited this week, executives touted
Aramco’s capabilities, from drilling analyt-
ics to research on fuel efficiency. More im-
portant, the company has devised new div-
idend and royalty policies, presented to
bank analysts last month. Nine banks are
soliciting feedback from potential inves-
tors. An announcement of an intention to
float may come by the end of October.

There is logic to this sprint. There have
been many reasons to delay Aramco’s ini-
tial public offering, from concerns about

the legal risks of listing abroad to uproar »
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» over the murder last October of Jamal
Khashoggi, a journalist, in the Saudi con-
sulate in Istanbul. But the main reason for
pursuing the 1P0O—to raise money to help
the kingdom diversify its economy—re-
mains pressing. And Aramco looks better
prepared today than it did last year.

In March the company announced it
would pay $69bn fora70% stake in SABIC, a
petrochemical company owned by the Sau-
di sovereign wealth fund. In April it issued
bonds to help finance the deal, which will
help Aramco expand its downstream busi-
ness, a strategic priority (underscored by
its decision in August to buy 20% of the re-
fining-and-chemicals business of Reli-
ance, an Indian conglomerate). The bond
prospectus amounted to a 469-page dress
rehearsal for required 1po disclosures.

The market liked what it saw. Aramco’s
$mibn in net income in 2018 was nearly
twice that of Apple, the world’s most profit-
able listed company, and more than that of
the five biggest publicly traded oil giants—
ExxonMobil, Royal Dutch Shell, Bp, Total
and Chevron—combined. Investors lapped
up $12bn-worth of Aramco bonds.

Aramco hasalsoworked hard in the past
few months to assure potential investors
that they will not be neglected as the com-
pany serves its royal master. In September
it said non-state shareholders will get a
proportionate share of “an annual base div-
idend” of $75bn in 2020. The firm intends
to maintain the same payout to minority
investors until 2024 even if the total divi-
dend declines. If crude prices rise, their
dividends could grow, too. The state, mean-
while, would get a progressively larger
windfall from royalties when oil fetches
more than $70 abarrel. Below that, it would
receive a relatively slim royalty of 15%.

The company is moving forward with
plans for an initial listing on the Tadawul,
Riyadh’s stockmarket. Some large interna-
tional investors have voiced concerns
about a lack of liquidity on the Saudi ex-
change (see chart). Last year $232bn of
shares was traded on the Tadawul, about
one-twentieth the volume traded on the
London Stock Exchange.

However, the government has taken
steps to liberalise rules on the exchange
and is eager to boost the kingdom’s finan-
cial sector. A Tadawul listing also avoids
the kind of legal liabilities that might arise
from listing in, say, New York. Aramco
looks likely to list 3% of its shares by the
end of the year, according to a person fa-
miliar with the matter, before pursuing a
secondary listing abroad.

Whether the 1po will be as Prince Mu-
hammad once envisioned is another mat-
ter. Aramco has denied reports that the
kingdom is pressing Saudi families to be
cornerstone investors. Investors have
grounds to be nervous. The company says
production has recovered to the level be-
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fore the attacks but they were a reminder
thatits 257bn barrels of proven reserves are
not just uniquely vast but unusually con-
centrated and vulnerable. Last, Aramco
mustdecide how much it thinksitis worth.
One of the main metrics for valuing an en-
ergy firm, notes Oswald Clint of Bernstein,
a research firm, is the dividend yield. The
best supermajors offer about 6%. For
Aramco’s $75bn payout to match this
would imply a valuation of $1.2trn or so,
well short of the original princely sum. ®

America’s car industry

Strike force

NEW YORK
A labour dispute at General Motors is
hitting its suppliers hard

MERICA'S BIGGEST carmaker is in the

grip of the longest industrial action it
has suffered in decades. In 1970 a crippling
strike called at General Motors by the Un-
ited Auto Workers (UAW), the industry’s
main labour union, dragged on for 67 days.
On September 16th UAwW workers at its
plants across North America once again
walked out. Their chief gripes include GM’s
use of temporary workers, health-care
benefits and product allocation at various
plants. Although the company is highly
profitable, its boss, Mary Barra, intends to
reduce costs dramatically in order to invest
more in electric vehicles. A sudden break-
through is possible even in such heated ne-
gotiations. But as The Economist went to
press on October 10th, the strike looked
poised to reach the one-month mark.

GM is already feeling the impact. It
makes about 2m vehicles a year in its

Business

American factories, which were shut down
immediately by the walkout. Most GM
plants in Canada and Mexico, which make
roughly another 1m vehicles a year, were
forced to shut a few days later. By the reck-
oning of JPMorgan Chase, a bank, this lost
output hasalready slashed GM’s profits this
year by over $1bn. It is now costing the firm
roughly $82m in earnings each day.

A healthy cash cushion of nearly $20bn
at the end of June should help GM stay
afloat. The firm should be able to boost pro-
duction quickly after the strike ends. The
same cannot be said for most of its suppli-
ers. As a consequence, these companies
have been hit much harder.

The outlook for North American makers
of car parts was darkening before the Gm
strike. Moody’s, a credit-rating agency,
now forecasts that their earnings before in-
terest, taxes and amortisation will decline
by 9.7% this year compared with 2018—a
much steeper fall than it predicted at the
start of the year. The main reason is its ex-
pectation that global car sales will droop by
3.8% this year.

A prolonged strike will make things
worse. Adam Jonas of Morgan Stanley, an
investment bank, calculates that by day 22
the strike had already cost suppliers
around $3.7bn in total revenue. Every day it
goes on they lose another $17om.

In dollar terms, the hardest hit com-
pany is Magna, a Canadian maker of drive-
trains and other complex systems with a
market capitalisation of $15bn. It is losing
$27m in earnings before interest and taxes
aweek. Smaller suppliers are even less able
to withstand shocks. Lear and American
Axle, two domestic producers of seats and
driveshafts respectively, are losing
$16m-17m each a week, according to JPMor-
gan Chase. Measured as a share of market
capitalisation, the hit to American Axle is
more than ten times that to bulkier Magna.

In defending GM’s workers the UAW may
be hurting others who are worse off as it is.
The Centre for Automotive Research, an in-
dustry think-tank, puts the average total la-
bour cost (including benefits and profit-
sharing) at GM at $63 an hour, above Ford’s
$61, and $55 at Fiat-Chrysler. Suppliers, es-
pecially smaller ones, pay far less.

Dale Rogers, a supply-chain expert at
Arizona State University who grew up near
Detroit, still has family working at GM. For
every worker ata car plant owned by the big
carmakers and affected by a strike, he re-
calls, the rule of thumb used to be that ten
workers at suppliers in neighbouring cities
like Toledo and Lansing would suffer.
“When Detroit catches a cold, Toledo gets
pneumonia,” he says, invoking a local ad-
age. The rise of vehicle production in Ten-
nessee and other parts of the American
south means that Motor City no longer
dominates carmaking. Even so, there is
still truthin this old Michigandersaying. |
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As Airbnb prepares to go public, it is keen to point out how it differs from Uber

HEY ARE the two most prominent examples of what used to be
Tcalled the “sharing economy”. Founded in 2008 and 2009, re-
spectively, Airbnb and Uber pioneered asset-light platforms to
bring together providers and consumers of particular services—
accommodation for the first, transport for second. Both firms be-
came bywords for entire categories: startups now claim to be
Airbnb for dogs or Uber for doctors. But Uber’s stockmarket flota-
tion in May did not go well. Its share price has fallen by nearly 35%
since its listing (and that of its rival Lyft, which went public in
March, by 50%). As Airbnb prepares to go public next year, its boss,
Brian Chesky, has been making the case for his company, both to
the press and behind closed doors. He is keen to get across that,
sharing-economy heritage notwithstanding, Airbnb is no Uber.

Mr Chesky founded the firm with his friends Joe Gebbia and
Nate Blecharczyk, after he and Mr Gebbia, both unemployed de-
signers, began renting out an airbed in their San Francisco apart-
ment to make extra money. He originally thought it would be a
side-hustle while he started a social-media startup. As is often the
way, the side-hustle turned out to be the betteridea. Afteran initial
focus on renting spare beds in cities during conferences, when ho-
tel rooms were scarce, the startup expanded into rental of entire
properties. In 2009 Airbed and Breakfast became Airbnb. Since
then more than soom stays have been booked through its plat-
form, which now offers more than 7m properties (including 4,900
castles and 2,400 tree-houses) in over 100,000 cities. Each night,
around 2m people around the world stay in an Airbnb.

Having been in roadshow mode for several months, Mr Chesky
has polished answers for everything up his sleeve. Not that there is
much room up the former bodybuilder’s sleeve: his rippling phy-
sique sometimes strains the buttons of his shirt. Oof! He cleanly
dispatches a question in a television interview about safety and
hidden cameras, then flips itaround into an opportunity to talk up
Airbnb Plus, a premium tier of properties that are even more close-
ly vetted. Pow! He bats away the notion that he is worried about
Marriott, a hotel giant that is launching a rival to Airbnb called
“Homes & Villas”, instead seeing it as an endorsement of his mod-
el. Indeed, Airbnb is punching back, letting hotels list rooms on its
site and investing in properties custom-built for Airbnb rental.

The firm has grand designs to move beyond accommodation,
and provide the entire trip: where to go, what to do and how to get
there, not just where to stay. It intends to team up with airlines to
“elevate” the experience of air travel. As part of this effort earlier
this year Airbnb hired Fred Reid, the founding chief executive of
Virgin America, though Mr Chesky is cagey about details. Already,
users of the Airbnb Luxe service (where those castles, and other
fancyvenues, are listed) are assigned a “trip designer” to help them
arrange transport, restaurants and other perks. Indeed, Airbnb’s
main growth plans hinge on offering users notjustabed butan ex-
perience, “designed and led by inspiring locals” to boot. Airbnb Ex-
periences, launched in 2016, uses the Airbnb platform to link
guests with locals who can provide things like guided tours or
cookingworkshops. InJuneitadded Airbnb Adventures, which ar-
ranges trips for up to 12 people in exotic places. People don’t travel
to sleep, Mr Chesky likes to say, but to have an experience.

So far, so Uber. The ride-hailing giant, too, has expanded into
areas like food delivery and road freight. But here the similarities
end, starting with money. Whereas Uber has yet to turn a profit
(and, sceptics say, never will), Airbnb says it is already profitable
(to be precise, EBITDA-positive) and has been since 2017, when it is
thought to have earned $93m on revenues of $2.6bn. Thatis not the
only distinction. For ride-hailing firms like Uber and Lyft, supply
and demand must be matched in the same city; a driverin Manhat-
tanisnousetoariderin Mumbai. Airbnb’s listings, by contrast, are
global. Any property anywhere can potentially appeal to any user;
a Mumbaiker may want to stay in New York. A telltale sign of
Airbnb’s superior “network effects” is that whereas drivers for
Uber often drive for Lyft, and vice versa, doing their utmost to play
the platforms off against each other, most of Airbnb’s listings do
notappear on any other platform.

Unlike Uber drivers, few of whom were previously riders,
Airbnb hosts typically start out as renters first. Since it is a middle-
man for property rather than labour, Airbnb has avoided the con-
troversy about “gigeconomy” exploitation, and the vexed question
of whether ride-hailing firms should treat drivers as employees.

An accommodation with regulators

More broadly, Airbnb decided earlier than Uber to work with regu-
lators rather than fighting them. It has struck deals in more than
500 big cities around the world. It says it has collected more than
$1bnin hotel and tourism taxes in Americaaloneand is “on track to
become the world’s largest single collector of these taxes”.

A few worries linger. One has to do with its long-running feud
with regulators in New York, who in February demanded data
about New Yorkers who are listing properties for short-term rental
on the site, in violation of local laws. Another pertains to protests
in cities, such as San Francisco, where residents gripe that renting
properties to tourists leaves fewer for long-term renters, making
already high prices unaffordable. Airbnb has also grappled with
the problem of some hosts being racist towards guests.

These concerns pose the biggest threats to a smooth stock-
market debut (expected to be by the trendy mechanism of a direct
listing) in 2020. Airbnb’s most recent funding round valued it at
$31bn. In the meantime, Mr Chesky tirelessly talks up its growth
potential. This month Airbnb launched Animal Experiences, a
subcategory of experiences, from honeybee therapy to llama-trek-
king to elephant-spotting. Itisareminder, if one were needed, that
although they are often lumped together, Airbnb is not at all like
Uber and Lyft—but a different beast entirely. ®
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Indian banks

Skeletons in the closet

MUMBAI

Banks’ share prices are being hammered. Investors fear there are more horrors

waiting to be revealed

HE RUN on the Punjab and Maharashtra

Co-operative Bank (pMc), a small Indi-
an lender, is now in its third week. At a
branch in Mumbai near the Reserve Bank of
India (RBI), the central bank, depositors
waitinline, scanning their mobile phones.
But the calm is deceptive. A single bank-
rupt borrower, Housing Development and
Infrastructure Limited (HDIL), accounted
for 73% of pMmcC’s loan book. As part of the
elaborate deception it created 21,000 fake
customer accounts.

Posted outside PMcC branches is a letter
from the rRBI dated September 23rd. A pas-
sage is highlighted in pink: withdrawals
are to be limited to 1,000 rupees ($14) over
six months. That fired the starting pistol
for the bank run. Protesters showed up at
the gates of the rRBI. The withdrawal limit
was raised in response, first to 10,000 and
then to 25,000 rupees. That was high
enough to cover the balances of 73% of cus-
tomers, but represents just 7.75% of the
bank’s $1.7bn of deposits. Government-
backed deposit insurance covers just

100,000 rupees per account.

PMC’s chairman, Waryam Singh, as well
as the head of HDIL, Rakesh Wadhawan,
and his son Sarang, have been arrested. Lo-
cal papers are plastered with tales of the
Wadhawans’ close relationships with poli-
ticians, lavish parties with Bollywood stars
and assets seized or sought by enforcement
agencies, including Rolls Royces, private
planesand a yacht thought to be in harbour
in the Maldives.

During the past six years the govern-
ment has done much to clean up India’s
banks. Bad loans have been identified and
written off. The bosses of three of the four
largest private banks have been pushed out
because of lax lending practices. On paper,
the bigger ones, at least, look in fine shape.
The 18 banks classified as “public sector”
look weaker, but in August the government
said they would be consolidated into 12 in
the hope of boosting their performance.

But pMmcC’s collapse has investors on
edge. The shares of all but a handful of
banks have suffered. At another moment,
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the failure of a minnow like pmMc would
have been seen as a singular tale of wrong-
doing and excess. Now, says one financier
in the midst of the tumult, it seems like
proof of systemic failings. India’s financial
sector needs to restore trust, wrote S&P, a
rating agency, in a recent note. “Contagion
risk”, itadded, “cannot be ignored in a mar-
ket when paranoia sets in.”

In the past the authorities have avoided
forcing losses on account-holders after
banks have failed, by arranging shotgun
marriages with healthy institutions. That
solved immediate problems but created
moral hazard. Co-operative banks typically
offer high interest rates in order to attract
funds, but with no salutary past examples
of losses, customers regard high rates asan
opportunity, not a warning. According to
Credit Suisse, just 30% of deposits across
India’s banking system are insured. A bill
that would have allowed failing banks to
force losses on all depositors lingered in
parliament. After criticism it was dropped
last year. Recent weeks have seen calls for
its revival—and vociferous objections.

This moral hazard is just one of the
weaknesses of India’s financial architec-
ture thrown into stark relief by pMC’s trou-
bles. Another is an awkward structure that
PMC shares with many lenders. As a bank it
is supervised by the RBI, but since it is a co-
operative, the state where it is located
shares responsibility. That split too often

means lax oversight—and increases the »»
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» possibility that PMc is not an outlier. India
has around 1,500 co-operative banks, ac-
counting for 8% of bank deposits and 1% of
assets—a small but by no means insignifi-
cant share.

And then there are the non-bank finan-
cial companies (NBFCS). These make loans
but do not have the same obligations as
banks to tie up a hefty chunk of their capi-
tal with the rRBI and in “priority lending”
(meaning to agriculture and a range of gov-
ernment-endorsed activities). As a result,
they have become essential to everything
from auto to consumer to company fi-
nance. According to a study by BCG, a con-
sultancy, the NBFCs account for 55-60% of
first-time borrowers.

But NBFCs also suffer from a handicap
compared with banks: they are forbidden
from raising funds through ordinary de-
posits. The solution thatlenders elsewhere
would naturally turn to—issuing bonds
with maturities of a decade or more—is
rarely used in India. Instead NBFcs fund
themselves with short-term loans from
mutual funds and—oddly—banks.

This mismatch between short-term
funding and long-term obligations is in-
herently unstable. And in 2018 it came tum-
bling down when 1L&FS, a large NBFC, went
bust, making it harder for other NBFCs to
raise funds. Many are now struggling. In
June one of the largest, Dewan Housing Fi-
nance Corporation, run by Rakesh Wadha-
wan’s nephews, defaulted on a loan, trig-
gering a $12bn bankruptcy. On September
12th Altico Capital, a smaller property-fi-
nance company, defaulted too. Many more
are atrisk.

As credit growth has slowed, India’s
broader economy is feeling the effects.
Manufacturing and retail are showing
signs of strain. Construction is going
through a particularly torrid time. Big cit-
ies are littered with frozen projects. One fi-
nancier in central Mumbai with a particu-
larly panoramic view can count 35
skyscrapers on which work has halted—
and with it, any hope that the lenders be-
hind them will be fully repaid. m
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America’s economy

Facing factories

WASHINGTON, DC
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Slowing growth could become an election issue

INANCIAL MARKETS have seen several
Fepisodes of panic since early 2018, often
triggered by developments in President
Donald Trump'’s trade war with China. And
in recent months, indicators of economic
activity in America have begun to lose mo-
mentum. The worst figures are in manu-
facturing. Growth in the sector almost halt-
ed over the summer. Industrial production
declined in July, according to the Federal
Reserve, and in September the 1IsM-Chicago
Business Survey, another closely watched
indicator, hitits lowest level since 2009.

Jobs figures published on October 4th
showed adecline of 2,000 jobs in manufac-
turing between August and September. In
parts of America’s industrial heartland, in-
cluding midwestern states such as Indiana
and Michigan, which helped carry Mr
Trump to victory in 2016, the hiring slump
has been pronounced.

Industry is a politically resonant sector.
But more than 90% of Americans work in
other parts of the economy, in particular
services. What happens next depends on
whether the weakness in manufacturing
spreads. So farit has not. Private employers
added a net 358,000 jobs in the third quar-
ter, down from 527,000 during the same
period a year earlier, but still well in posi-
tive territory. The unemployment rate,
meanwhile, fell to 3.5%, the lowest since
December1969.

Consumer spending is the engine of
American growth, and petrol aplenty re-
mains in the tank. Personal consumption
grew at an annualised rate of 4.6% in the
second quarter of 2019, more than compen-
sating for declining investment and ex-
ports. Household debt remains relatively
low and incomes are growing.

But here too there are spotty indications
of trouble. In September an index of ser-
vice-sector activity showed signs of a slow-
down, and growth in new business was the
weakest since the index began in 2009.
After stripping out employment growth in
the rock-steady education and health sec-
tors, private-sector hiring is trending
downward as well (see chart). Wage growth
weakened in September, slipping to 2.9%
year-on-year from 3.2% in August.

A slowdown is not a contraction, how-
ever. Weaker wage growth in September
mostly reflected soggy increases for man-
agers, not workers in non-supervisory
roles. And there is recent precedent for
consumers helping America’s economy to
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sail through a manufacturing downturn.
Both output and employment in manufac-
turing fell in 2016. Though growth and hir-
ing slowed more broadly, they stayed posi-
tive, and the economy bounced back the
nextyear.

Yet a repeat performance could be hard
to pull off. In 2016, as now, America’s fac-
tories were hitby aworldwide manufactur-
ing slowdown and a slump in global trade.
Then, in 2017, trade recovered strongly as
China’s government sought to pep up do-
mestic growth. American exports to China,
which shrank in 2015 and 2016, surged in
2017. Barring a miraculous resolution of the
trade war, nothing similar is likely this
time round.

Moreover, in 2017 America’s economy
received a boost from the prospect of Mr
Trump’s tax cuts. But the impact of expan-
sionary fiscal policy peaked in the second
quarter of this year. By 2020 the federal
budget is forecast to reduce, rather than
add to, economic growth. As the Demo-
crats’ impeachment inquiry gains steam,
and congressional business is halted, the
prospects of another round of stimulus
look dim.

Most probably, the American economy
will neither sink into recession nor regain
full vigour in the year between now and the
presidential election in November 2020.
But that will be small consolation to Mr
Trump. A similar scenario in 2016 deprived
the Democrats of the chance to campaign
on a strong economy, and probably con-
tributed to Hillary Clinton’s defeat. In the
absence of a large, and positive, surprise,
the economy may not be the electoral asset
Mr Trump had probably been expecting.
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Stock exchanges

Loved and lost

Hong Kong’s pursuit of the London
Stock Exchange ends in tears

EW BOURSES have been wooed as often
Fas the London Stock Exchange Group
(LSE). It has been the target of a bid every
two and a half years on average since going
public in 2000, according to Berenberg, a
bank. All have failed, including the latest, a
£32bn ($39bn) offer from Hong Kong Ex-
changes and Clearing (HKEX) in September
that would have created the world’s sec-
ond-largest exchange group by market val-
ue (behind America’s CME Group). On Octo-
ber 8th HKEX called the whole thing off.

Charles Li, HKEX’s boss, styled himself
as a Romeo to the LSE’s Juliet, and held out
the prospect of a tie-up between East and
West. HKEX is China’s main gateway to
Western capital markets. It offered a 23%
premium to the LSE’s share price. But the
LSE's shareholders wanted more, and a
greater share of cash, at which point HKEX’s
shareholders reportedly balked.

HKEX's management had been planning
arunatthe LSE foraboutayear, butdelayed
it because of Brexit uncertainty. Then their
hand was forced. In August the LSE had said
it would buy Refinitiv, a data conglomer-
ate, for $27bn. Though the timing was terri-
ble, with protests roiling Hong Kongand an
escalating trade war between America and
China, HKEX realised it was now or never.

The LSE will now return to its original
plan of buying Refinitiv. That will probably
leave it too large for any other suitor. The
deal is due to be voted on later this year
and—regulators willing—to be completed
by the end of next year.

As HKEX toured LSE shareholders seek-
ing support, it made sure that they under-
stood the drawbacks of the Refinitiv deal.
The main one is Refinitiv’'s slow growth
compared with the LSE. Its data platform is
healthy, and combined the two firms’ trad-
ing platforms should create a formidable
business. But its desktop-terminal busi-
ness, where it competes with Bloomberg
and low-cost providers such as FactSet, is
weak. Commerzbank, a bank, reckons that
just over a third of Refinitiv’s assets are in
structural decline.

After several acquisitions, Refinitiv’s
information-technology  systems are
poorly integrated. Its size relative to the LSE
makes it a mouthful. It has nearly four
times as many staff, and its revenues and
profits are bigger. The purchase “could
really penalise the LSE if execution goes
badly”, says a former LSE executive. Since
Refinitiv’s purchase last year by Black-

stone, a private-equity firm, growth has
picked up slightly—revenues increased by
3% in the first half of 2019. But the LSE will
need to spend heavily, and perhaps dispose
of part of the desktop business.

HKEX's ties with Hong Kong's govern-
ment mean that its purchase of the LSE
would have faced close political and regu-
latory scrutiny. For the LSE-Refinitiv deal,
the big obstacle is competition law. The LSE
will become a leading creator and distribu-
tor of financial data, the high price of
which is raising concerns globally. In 2017
the European Commission blocked a merg-
er between the LSE and Germany’s Deut-
sche Borse on competition grounds. The
LSE may have to agree to substantial reme-
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dies. Still, British regulators will probably
give strong backing to a deal that will en-
sure it continues to be run from London.
The abortive tie-up inspires thoughts of
future matches. The world will probably
soon have a few giant global bourses and a
constellation of small national ones. HKEX
could one day be acquired by a privatised
Shanghai exchange; two of America’s giant
exchange groups—ICE and Nasdaq, say—
could combine. Some LSE shareholders are
thought to be trying to provoke a bidding
war before the vote on the Refinitivdeal, in
the hope that 1CE might join in. Just three
years ago, after all, the LSE was fending ICE
off. But stepping in so soon after HKEX's
stumble would require strong nerves. |

Investing for victory

SEOUL
New investment schemes are intended to prop up domestic industries

STATUE OF Admiral Yi Sun-Shin,
famous for his victories over the
Japanese navy in the 16th century, casts a
fierce eye over Gwanghwamun Square in

the centre of Seoul. Recently he has also
been staring down at visitors in branches
of Nonghyup, alocal bank. A picture of
the man in full battle gear encourages
customers to invest in the “Certain Vic-
tory Korea Fund”, which Nonghyup’s
asset-managementarm set up in August
to bet on domestic firms it says will
benefit from government support in the
wake of a trade dispute with Japan.

Nonghyup is not the only South Kore-
an bank seeking to capitalise on a
nationalist moment. KB Kookmin Bank,
arival, is planning a similar fund. Several
have been offering free tickets toa film
abouta famous battle with Japan to
anyone opening a liberation-themed
account. One has been giving out loans
with the interest rate capped at 8.15%,
alluding to August1sth, when the coun-
try celebrates the end of Japanese occu-
pation. Another said it hoped its “Libera-
tion Day” savings account would “inspire
patriotism” as well as increase custom-
ers’ assets.

The financial nationalism chimes
with the economic agenda of Moon
Jae-in, the president, who has promised
billions of dollars in support tolocal
manufacturers of components hit by
recent Japanese export restrictions. The
aim is to make South Korea “self-suffi-
cient” in such materials. Mr Moon put
some of his own money into the “Victory
Korea” fund to great fanfare shortly after
its launch. Nonghyup says the move
drew great interest. Other politicians
have since followed.

Your country needs your money

The Nonghyup fund is still tiny, at just
under 9gobn won ($75m). It is classified as
“high risk”, because it is unclear how
successful the government will be in
encouraging self-sufficiency. Substitut-
ing for imported materials is likely to
drive up production costs across the
board. And the economic impact of the
trade dispute is likely to be negative.

But experience suggests that individ-
ual companies benefiting from targeted
subsidies could do well, reckons Shaun
Roache of s&P, a ratings agency. Sam-
sung, South Korea’s biggest chipmaker,
has already begun to use locally pro-
duced chemicals to guard against poten-
tial shortfalls caused by the trade re-
strictions. Even if the dispute with Japan
intensifies, the admiral’s followers could
be laughing all the way to the bank.
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Tether’s travails

Bitfinessed

The issuer of a star cryptocurrency is
being sued for $1.4trn

AUNCHED AS REALCOIN in July 2014,

Tether aimed to become a more reliable
alternative to Bitcoin, the best-known
cryptocurrency. With a $4.1bn market capi-
talisation, it is now the fifth-largest virtual
currency. But its efforts to gain investors’
trust have fallen short. On October 6th a
group filed a class-action lawsuit in New
York, accusing Tether of being “part-fraud,
part-pump-and-dump, and part-money
laundering”. They call for truly startling
damages: more than $1.4trn.

In response to The Economist’s queries,
Tether’s general counsel said that “the law-
suit is meritless and the plaintiffs’ com-
plaintis rife with errors.” The firm “has not
used Tethers to manipulate any market”, he
added, and operates in “full conformity
with applicable laws”.

In 2014 Tether adopted its current mon-
iker, which made its selling point explicit.
With dollar reserves that it said matched
Tethers one-to-one, it was one of the first
“stablecoins”—digital currencies that seek
toavoid price swings by pegging their value
to the greenback. That made ita useful unit
of exchange. Many crypto-trading plat-
forms struggle to secure banking services,
and thus dollars, because lenders worry
about shady transactions. Punters find it
easierand quicker to trade Bitcoins in Teth-
er,and itis the most popular crypto curren-
Cy pair (see chart).

But Tether is also opaque. When and
why it mints coins is unclear. Its general
counsel says: “We issue Tethers when cus-
tomers want them, full stop.” In China,
where crypto-exchanges are illegal, buyers
can swap wads of cash for Tethers, says
Philip Gradwell of Chainalysis, a block-
chain-analysis firm. Tether’s reserves have
not been independently audited. It hired
Friedman, an accountancy firm, in 2017. In
2018 the firms parted ways. Later that year
Tether’s general counsel told Bloomberg
that an audit “cannot be obtained”, citing
risk aversion among potential auditors.

Andyetits influence on crypto-markets
is large. TokenAnalyst, a data-provider,
says that Bitcoin prices track issuances of
Tethers. On days when new Tethers are
minted, the price of Bitcoin, which can be
bought with them, rises 70% of the time.

The class action alleges that Tether and
Bitfinex, a crypto-exchange that shares the
same managers and owners, manipulated
markets and raked in profits. In 2017 and
2018, it claims, Tether issued “extraordi-

nary amounts” of unbacked coins to flood
Bitfinex, propping up demand for Bitcoin
and creating “the largest bubble in human
history”. Bitcoin prices rose 19-fold be-
tween January 1st and December 17th 2017,
to more than $19,000 a coin, before falling
below $4,000 at the end of 2018. The boom-
and-bust, the complaint alleges, destroyed
some $265bn in Bitcoin wealth.

Tether's general counsel is adamant
that the currency is fully backed. For years,
when the firm said reserves it meant hard
cash. Yet in March, under criminal probes
by America’s Department of Justice, its fu-
tures-market watchdog and New YorKk’s at-
torney-general, it said that reserves “from
time to time may include other assets”. A
month later its lawyer said in court that
Tether was then only 74% backed by cash
and cash equivalents.

None of this seems to deter crypto-trad-
ers. That may be because Tether is the main
provider of liquidity to crypto-markets, ac-
counting for 96% of trading volume in
stablecoins. It would be hard to replace.
Since April Tether’s market capitalisation
has more than doubled. In September it
launched a new stablecoin—pegged to the
offshore Chinese yuan.
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Instalment loans

Creditworthy

SAN FRANCISCO
Young people’s fear of credit-card debt
is a boon for innovative fintechs

UST UNDER $1.1trn of revolving consumer

debt—bills racked up on credit cards—
was outstanding in America at the end of
August. It is a dangerous type of debt. High
interest rates and low minimum repay-
ments mean balances can quickly balloon.
But a group of fintech firms are growing
fast by offering consumers an alternative.

Affirm, based in San Francisco, was
founded in 2012 by Max Levchin, a serial
entrepreneur who co-founded PayPal.
Rather than offer a line of credit to be used
atwill, like a credit card, it gives loans of up
to $15,000 for specific purchases, to be re-
paid in pre-agreed instalments. When a
shopper makes an online purchase with
one of its retail partners, for example Pelo-
ton, a seller of fancy exercise bikes, Affirm
appears as a payment option at checkout. It
does a roaring trade in financing for en-
gagement rings and laptops.

Affirm makes some of its money from
interchange fees of 3-6% paid by these mer-
chants. On a three-month loan that works
outataboutas muchasiftheitemhadbeen
bought with a credit card and paid off over
the same period. That allows it to offer
short-term loans at zero interest. On long-
er-term loans the cost is fixed when the
loan is taken out and does not accrue as
with cred it cards, even if a payment is late.

The model for such firms was Klarna,
which was founded in Stockholm in 2005
and became a bank in 2017. Like Affirm, it
offers medum-term loans repaid monthly.
But it also allows consumers to split small
purchases, like clothing, into three to four
fortnightly zero-interest payments. After-
pay, founded in Melbourne in 2014, also
splits payments into four. Both charge late
fees, but cap the total. Smaller rivals have
sprung up, such as Sezzle, based in Minne-
apolis and founded in 2016, and Quadpay,
based in New York and founded a year later.

Affirm made $2bn-worth of loans last
year, says Mr Levchin. Klarna financed pur-
chases worth $29bn in 2018, up by a third
from 2017. In the year to June 3oth the value
of sales financed by Afterpay more than
doubled, to $5.2bn. Such speedy growth is
reflected in their valuations. Affirm is
worth $2.9bn. Klarna raised $46om in fi-
nancing at a valuation of $5.5bn in August.
Afterpay, which went public at a valuation
of $1.6bn in 2017, is worth $8.8bn.

They are a particular hit with younger
customers, who tell pollsters that they fear

credit cards. Affirm says half of its custom- »
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» ers are millennials or younger. The average
age of a Klarna customer is 32. A quarter of
millennials in Australia have used After-
pay, compared with 16% of adults.

Until recently they lent only for pur-
chases at selected outlets. For Afterpay and
Klarna, these included Anthropologie, a
home-goods and clothing store, and ASOS,
an online retailer. But this is changing. In
May Klarna launched an app allowing
shoppers to pay in instalments at any re-
tailer. On October 7th Affirm introduced an
app that pre-approves users for credit they
can spend anywhere.

Intheirlatestiteration, such firms seem
to approach the territory of credit cards.
But Mr Levchin insists that they retain the
crucial distinction that makes them a bet-
ter bet for customers: pre-arranged repay-
ment schedules for each purchase, which
cap theamount they will pay.

At present losses are modest—around
1% of the value of financed sales at After-
pay, for example. But the firms are burning
through cash to finance expansion, and
few have yet lived through a recession.

There are reasons to be sanguine about
their prospects during one, however. They

Tale risk

How stories can help explain booms and busts

VERYONE KNOWS, or thinks they

know, the story of the Wall Street
shoeshine boy. In 1929 Joseph Kennedy,
patriarch of the Boston-Irish political
clan, had an epiphany while his shoes
were being cleaned. When the boy who
shined his shoes offered him stock tips,
he realised the stockmarket was about to
implode. Kennedy promptly sold all his
shares and took a short position, betting
that the market would fall. When it
crashed that October he made a killing.

In his new book, “Narrative Econom-
ics”, Robert Shiller, a Nobel laureate,
offers this tale as an example of a conta-
gious narrative that becomes part of folk
wisdom. A story need not be accurate to
spread. Mr Shiller searched archives of
newspapers from the period, and could
find no record of it. But he did find a
similar kind of story in the Minneapolis
Morning Tribune. The stockmarket, it
said, could not yet have peaked because
“we do not hear of the chamber maids
and bootblacks who have cleaned up
fortunes by lucky plays.” That story was
published in 1915.

Whatever their provenance, says Mr
Shiller, it matters which kinds of narra-
tives are contagious and why. The ones
that catch on have the power to influence
behaviour. Stories sway decisions to hire
or fire; to buy or sell; to spend or save.
These individual choices, writ large,
move markets and drive the business
cycle. Fundamentals such as prices and
profits are just one part of the reckoning.
The stories that people tell themselves
and each other matter atleastas much.

To wield such influence, economic
narratives must first become popular.
Epidemiology offers a model for how
they take hold. Disease epidemics are
hump-shaped when plotted on a graph.
In the rising phase, the rate of increase of

newly infected people (the contagion rate)
is faster than the recovery rate plus the
death rate. When the recovery rate exceeds
the contagion rate, the epidemic falls off. It
is the same with stories. A growing num-
ber of “infected” people spread the narra-
tive; later on comes a period of lost interest
and forgetting.

The most contagious economic narra-
tives drive boom-and-bust cycles. Such
narratives have common features. They
tend to be oversimplified models of reality
and thus catchy. Their success may owe to
a “super-spreader”, perhaps a celebrity,
capable of infecting many people. And
they are often part of a narrative cluster,
which adds weight to their plausibility.
The stockmarket boom of the 1990s was
powered by an array of stories: the tri-
umph of capitalism; the rise of the in-
ternet; the decline of inflation; and so on.

Some of the most contagious narratives
are newer, more resistant variants of old
ones. Behind every property boomis a
mutation of the eternal narrative about the
scarcity value of land. “Who could think of
tilling or being contented with a hundred
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have grown sufficiently large that regula-
tors are keeping a close eye on them. They
must interact constantly with banks, who
intermediate their loans. If regulators had
concerns, they could simply tell banks to
stop doing business with them.

And their sophisticated credit evalua-
tion uses big data and proprietary models
to evaluate how much debt an applicant
can bear. Customers are turned away if a
loan seems beyond their means, and bal-
ances are low. Their methods have done
well so far, butas the global economy weak-
ens they will face a tougher test. |

acres ofland, when thousands of acres in
the broad west were waiting for occu-
pants,” says a tract documenting the
follies of America’s land boom of the
1830s. The global housing boom that led
up to the Great Recession of 2007-09 was
driven by narratives that persuaded
people to think of their homes as specu-
lative investments in scarce land.

A science of economic narratives, of
the kind Mr Shiller calls for, would re-
quire high-quality data. It would need
regular surveys designed to draw out
people’s justifications for their economic
decisions. But interpreting even good
data would be tricky. Narratives tend to
be ignored by economists because their
links to events are complex and vari-
able—as Mr Shiller himself notes. Any
official data on narratives would, once
published, surely become part of the
narrative itself.

The most prominent economic narra-
tives today are not cheery. A monthly
survey conducted by Bank of America
finds that two-fifths of fund managers
expect arecession in the nextyear. The
same proportion thinks the trade dispute
between America and China will never
be resolved. Besides the trade war, fund
managers list the impotence of central
banks and a bubble in bond markets as
their biggest worries.

Take these messages, add to them
bleak surveys of business confidence
worldwide, and you might decide to
batten down the hatches fora coming
storm. If so, you may still be troubled by
anagging doubt, a sense that the story
does not quite add up. The usual end-of-
cycle euphoria, which causes companies
to make unwise investments and draws
greenhorns into speculative assets, is not
there. The chambermaids and bootblacks
have gone missing.
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The Vatican's finances

Divine speculation

VATICAN CITY

Raids and arrests cast doubt on the Holy See’s efforts to clean up its finances

HE BLOCK of shops, offices and apart-

ments at 60 Sloane Avenue was once a
warehouse for Harrods of London. Now it
is the focal point of the latest financial
scandal to rock the Vatican—potentially
the worst since Archbishop Paul Marcin-
kus, whose buccaneering presidency of the
Vatican Bank in the1970s and 1980s led it to
deal with Masons and mobsters. At stake
now, as then, is notjust the probity ofanin-
dividual, but the trustworthiness of the
Holy See’s system of financial governance.

On October 1st the Vatican’s gendarmes,
on orders from its prosecutors, raided the
offices of the Financial Information Au-
thority (A1F), the banking regulator, and
the Secretariat of State, which combines
the roles of prime minister’s office and for-
eign ministry in the Vatican administra-
tion. They were looking for “documents
and electronic devices”, the Vatican said. A
leaked circular to the Swiss Guards, who
control access to the walled city, showed
that among the five officials suspended
pending the outcome of the investigation
was the AIF’s director, Tommaso Di Ruzza.

“It's a nightmare,” says a senior Vatican
official. “It risks undoing everything we
have achieved in the past eight years.” In
201 the Vatican agreed to inspection of its
financial sector by Moneyval, Europe’s
anti-money-laundering and anti-terrorist-
financing watchdog. It has since created an
institutional framework similar to those of
more conventional states. Dodgy accounts
have been closed at the Vatican Bank (prop-
erly known as the Institute for the Works of
Religion, or I0R). On the day of the raids the
IOR passed the latest milestone on its road
to respectability when it began using the
money-transfer services of the Single Euro
Payments Area.

But the IO0R’s employees are not the only
ones handling money in the Vatican. The
Administration of the Patrimony of the Ap-
ostolic See (APSA) acts as the sovereign-
wealth fund of the Holy See, the central ad-
ministration of the Catholic church. The
government of the Vatican City State earns
revenue from the lucrative Vatican muse-
ums. And several of the Holy See’s minis-
tries, known as dicasteries, manage pots of
money without oversight by the AIF.

In 2014 Pope Francis created a Secretari-
at for the Economy to oversee all the finan-
cial activities of the Holy See and the Vati-
can City State. Its first boss, Cardinal
George Pell, who isappealing againsta con-

Holy See, unholy mess

viction for child abuse in Australia, said
that after he took over he discovered “hun-
dreds of millions of euros” that did not ap-
pear on the balance-sheet. Some in the Vat-
ican, where conspiracy theories flourish,
believe he would not be in jail had he not
tried to seize control of those funds.

Also notionally under the new body’s
remit is the Secretariat of State, which re-
portedly manages around €8oom ($88om).
It controls the contributions of the faithful
to the papacy—charmingly, if modestly,
known as Peter’s Pence (St Peter being the
apostle chosen by Jesus to lead his church).
Itisalso said to control a pot of cash known
as the Paul VI Fund, and assets transferred
to the Vatican from the Papal State when it
was dismembered in the 19th century.

L'Espresso, a news magazine, reported
that in 2011, under Pope Benedict, the Sec-
retariat of State sank almost €2oom in a
fund registered in Luxembourg. Among its
investments was a 45% stake in a London
property. A Vatican official identifies it as
the converted Harrods depository. The
building’s managers did not respond to a
request for confirmation.

A Vatican source says that the prosecu-
tors’ investigation centred on a chain of
transactions to extract the Secretariat of
State from the fund and give it full owner-
ship of the London property, once more
acting through an intermediary. According
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to this account, the Secretariat sought a
loan from the 10R to pay off a mortgage on
the property. But the 10R refused to get in-
volved, even though the overall operation
had been remodelled at the behest of the
AIF to ensure compliance. In an otherwise-
vague statement, the Vatican said the in-
vestigation was launched on the basis of
reports from the 10R and the office of the
Vatican’s auditor-general, which is also the
Holy See’s anti-corruption authority.

Why these apparently routine transac-
tions raised such concerns is unclear. Oth-
er questions include why the Secretariat of
State should twice have made investments
in such a roundabout way, especially since
it could have benefited from sovereign tax
exemptions; why the Vatican Bank and the
auditor-general’s office went to the prose-
cutors instead of reporting to the AIF; and
why the prosecutors felt the need to in-
volve Mr Di Ruzza since the search warrant
accuses him of nothing specific, merely
stating that the role of the AIF in the affair
was unclear. Noting that the warrant was
not signed by the prosecutor hired by the
Vatican to investigate financial offences,
Andrea Gagliarducci, Vatican analyst at the
Catholic News Agency, ventures another
question: “Did the green light for the inves-
tigation come directly from the pope?”

Among all the questions one thing is
clear: the job of keeping the Vatican and its
officials out of financial mischief is far
from over. That has implications beyond
the city-state: the Vatican’s secretive cul-
ture and sovereign privileges make it ideal
for dubious transactions. Yet responsibil-
ity for overseeing its sprawling financial
sector is divided between departments
whose competences overlap and conflict.

Ecclesiastical investments

The Secretariat for the Economy was meant
to bring most of it under a single authority.
Yet it has never been incorporated into the
Vatican constitution. “It exists, yet does
not exist,” says Mr Gagliarducci. Currently,
it has only an acting head. The same is true
of the auditor-general’s office. The original
appointee, Libero Milone, resigned in 2017.
Helater claimed he was threatened with ar-
rest on “prefabricated charges” if he re-
fused to go. “Evidently, they didn’t want me
to report some things I'd seen,” he said.

It is into this murky scene that the Vati-
can’s latest external hire is due to step. On
October 3rd Pope Francis named a retired
anti-Mafia prosecutor, Giuseppe Pigna-
tone, as president of the Vatican court. One
of his first trials will be that of the former
IOR president, Angelo Caloia, who is ac-
cused of skimming tens of millions of eu-
ros from property deals. Mr Pignatone is
best known for his role in busting an or-
ganised-crime network in Rome. He says
that he is looking forward to a “new and ex-
traordinary experience”. B



The Economist October 12th 2019

Finance & economics

Free exchange | Clash of the titans

What to make of the strife at the European Central Bank

OT LONG ago it was hard to find anyone with a bad word to say
Nabout Mario Draghi, the Italian boss of the European Central
Bank (ECB). He is credited with saving the euro by pledging, in the
depths of a crisis in 2012, to do “whatever it takes” to stop the cur-
rency from breaking up. He seemed certain to leave office at the
end of October to gushing tributes and an assured place in the pan-
theon of Europe’s great leaders. Instead, his critics are out in force.

Their fury was aroused by the stimulus package Mr Draghi un-
veiled on September 12th, which included cutting interest rates
from -0.4% to -0.5% and resuming quantitative easing (QE), the
purchase of bonds with newly created money. In the hope of reviv-
ing inflation, the ECcB has pledged to keep rates low and continue
buying bonds until underlying inflation returns to its target of
“close to, but below, 2%". At least seven members of its 25-strong
rate-setting body, including the central-bank governors of France
and Germany, opposed restarting QE. Klaas Knot, the head of the
Dutch central bank, called it “disproportionate”.

On October 4th the old guard joined the fray. Six former Austri-
an, Dutch, French and German central bankers released a memo
criticising the EcB’s direction under Mr Draghi. The bank mis-
interprets its job of maintaining price stability, they say, and its
policies have become entangled in politics. One of the signatories,
Otmar Issing, the ECB’s first chief economist, was its intellectual
leader for its first eight years. If Mr Draghi is the euro’s preserver,
Mr Issing is one of its creators. How to interpret the strife?

To make the single currency palatable to the inflation-phobic
Germans, the ECB was modelled on their central bank, the Bundes-
bank, with control of inflation at the heart of its mission. (In 1992
Jacques Delors, then the president of the European Commission,
joked that “not all Germans believe in God, but they all believe in
the Bundesbank.”) On Mr Issing’s watch, the ECB began life with a
“reference value” for growth in the money supply and a flinty view
of inflation: anything below 2% counted as price stability. But the
reference value fell by the wayside. Mr Draghi views the bank’s in-
flation target as symmetrical, not an upper limit, and has said he
would tolerate prices growing faster for a spell.

Teutonic toughness was necessary to tame high inflation in the
1970s and 1980s. But that world is gone. Inflation has exceeded 2%

in only 29 of the past 120 months; core inflation, not once. In this
environment the memo’s worry that the ECB’S symmetrical target
might stoke runaway inflation seems absurd. It confirms what Mr
Draghi told the Financial Times on September 30th: that he inherit-
ed a “very conservative” institution. This rankles with old-timers,
but it is true. On the eve of the great recession in 2008, the ECB
raised interest rates as other central banks were loosening. In 2011,
as the euro zone’s economy teetered on the brink of a double-dip
downturn, it raised rates twice. Those mistakes, and its slowness
compared with America and Britain to start QE, left it struggling to
convince investors that it would act speedily to head off deflation.

Critics of negative interest rates fear that they do more harm
than good by reducing bank profits, thereby deterring lending. But
in June the ECB’s economists concluded that banks were passing
negative rates on to their borrowers and depositors, thus avoiding
a squeeze on their margins and providing an economic stimulus.
Even some of the hawks on the ECB’s governing council think in-
terest rates can safely be pushed even further below zero.

A fear often heard in the northern countries of the currency
bloc—and oneimplied by the memo—is that QE, by lowering the fi-
nancing costs of indebted southern governments, allows them to
avoid painful reforms. It is true that loose money has benefited
highly indebted countries the most. But the old guard are wrong to
say that the EcB is deliberately cosseting the southerners. North-
erners, too, have enjoyed lower debt-service costs—the German
state, forinstance, to the tune of €368bn ($402bn), oru% of ayear’s
GDP, according to the Bundesbank.

Now the ECB is wading into deeper political waters. It has set a
limit of 33% on the share of a government’s public debt that it will
buy. That ceiling will soon be reached in countries, including Ger-
many and the Netherlands, with little debt relative to their size.
The bank will then face an unpalatable choice. If it raises the limit
it could become such a significant creditor that it might one day
have to decide whether or not to veto a country’s debt restructur-
ing—a highly political question. If it keeps the limit where it is, it
will be able to buy more assets only in those countries where the
limit has not yet been reached—making it even clearer that the
main beneficiaries of QE are indeed the southerners.

North-south divide

The ECB’s critics tend to miss the underlying cause of low interest
rates: weak demand across most of the rich world. Ironically, the
problem is particularly acute in the euro area, precisely because of
fiscal reforms by its southern members. For the euro’s first decade,
growth and inflation trundled along because excess savings in the
north were matched by excess spending in the south. But wage re-
straint and improved competitiveness in the south since the
zone'’s sovereign-debt crisis has turned those countries into sav-
ers, too. The northerners have never adjusted. Their governments
remain preoccupied with paying down debt. Their companies gain
from a weak euro, but hoard cash rather than investing more or
paying higher wages. The result is huge current-account surpluses
in Germany and the Netherlands of 7-10% of GDP. The euroareaasa
whole runs a surplus of 3%.

The critics’ timing seems calculated to influence Christine La-
garde, the former boss of the IMF, who takes over from Mr Draghi
on Novemberist. She has promised to review the ECB’s strategy. Ms
Lagarde must listen to northerners but also tell them some unwel-
come truths. Quelling the dissent would be the first step towards
an eventual legacy as significant as that of Mr Draghi. &
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The 2019 Nobel prizes

Supercharged!

Batteries, exoplanets, cosmology and cell biology all win Nobel laurels

LFRED NOBEL'S will states that the an-
A nual prizes bearing his name should be
given to those who “have conferred the
greatest benefit to mankind”. The science
awards, though, have a tendency to end up
in the hands of those who have made eso-
teric, if profound, advances rather than
practical ones. Not so with this year’s prize
in chemistry. Three researchers—two from
America and one from Japan—have been
rewarded for their work in developing the
lithium-ion battery.

Lithium-ion batteries have trans-
formed society because they are light-
weight and rechargeable. They have there-
forebecome ubiquitous in everything from
mobile phones, tablets and laptops to elec-
tric cars. They could also, in the future, be-
come important in storing the intermit-
tently available energy produced by
renewable sources such as wind and solar
power, as the world attempts to move away
from fossil fuels.

Lithium is the lightest metal in the per-
iodic table (it will float on water, though

not for long, because it is also one of the
most reactive and turns rapidly into lithi-
um hydroxide), and its atoms have three
electrons. Two are tightly bound to its nu-
cleus but the third is easily dislodged to
create a positively charged lithium ion.
The beginnings of making a battery out
of lithium and its ions came in the 1970s,
when the world was gripped by the oil cri-
sis. Exxon, a large oil company, was inter-
ested in developing sources of energy that
did not involve petroleum and one of this
year’s laureates, Stanley Whittingham, was
working at the time in the firm'’s research
division. He was investigating potential
superconductors. Specifically, he was in-
terested in solid materials that contained
atom-sized spaces. When ions entered
these spaces—a phenomenon called inter-
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calation—some of the properties of the sol-
id material, such as its conductivity, would
be changed.

Dr Whittingham discovered that when
lithium ions intercalate with a substance
called titanium disulphide, the interaction
stores a useful amount of energy. Employ-
ing metalliclithium asan anode and titani-
um disulphide as a cathode, he built a re-
chargeable battery cell that worked at room
temperature. In it, lithium at the anode is
ionised and the ions thus produced then
move through an intervening electrolyte
and into the spaces in the titanium disul-
phide cathode. The liberated electrons,
meanwhile, traverse an external circuit to
create an electric current that can be used
to do work. During its recharge cycle, the
external current is reversed and the lithi-
um ions move back through the electrolyte
in response (see diagram 1, overleaf).

At first Exxon thought the battery had
great potential and decided to commercial-
iseit. But when oil prices fell back the com-
pany lost interest. It was about then that
the second of this year’s chemistry laure-
ates, John Goodenough, who was working
at Oxford University, came across the idea
and decided to try to improve it. In 1980 he
found that, by replacing the titanium dis-
ulphide in the cathode with cobalt oxide,
he could double the output voltage.

AKkira Yoshino, the third laureate, took
Dr Goodenough’s idea and transformed it

into the modern battery that sits inside the »
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A better battery
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» world’s computers and phones. In the
1980s he was working at the Asahi Kasei
Corporation, in Japan, at a moment when
electronics companies were becoming in-
creasingly interested in lightweight batter-
ies that could power new electronic de-
vices such as video cameras and cordless
telephones. Dr Yoshino was happy with Dr
Goodenough’s cathode, but felt that the an-
ode needed redesigning.

Instead of lithium, he tried various car-
bon-based materials that might hold lithi-
um ions. He found success with petroleum
coke, a by-product of the fossil-fuel indus-
try. This, he discovered, could hold such
ionsinabundance. His design was not only
safer than usinga pure lithium anode (lith-
ium has a distressing tendency to catch
fire), butlongerlasting, too.In Dr Yoshino'’s
version of the battery, both anode and cath-
ode have a long life because they are not
damaged by chemical reactions as the bat-
tery is used or recharged. By 1991, the first
lithium-ion battery based on Dr Yoshino’s
design had been commercialised by Sony,
an electronics company.

Speaking at a press conference shortly
after being awarded the prize, Dr Yoshino
said he had pursued his research in the
1980s purely to satisfy his own curiosity,
without much thoughtas to whether or not
his inventions would one day be useful.
Given thelithium-ion battery’s subsequent
(and continuing) importance, Dr Yoshino'’s
curiosity ended up fulfilling Nobel’s will to
the letter.

Cosmic thoughts

The physics prize was split two ways, but
both halves went for discoveries beyond
Earth. One was for a finding that is, by as-
tronomical standards, quite close by—a
planet going around a star a mere 50 light-
years distant. The other was for an over-
view of the entire universe.

In October 1995 Michel Mayor and Di-
dier Queloz, a pair of astronomers then
working at the University of Geneva, pre-
sented a paper at a scientific conference in
Florence. A few months earlier, they had

discovered a planet beyond the solar sys-
tem. It was a gaseous ball twice the size of
Jupiter and was going around a star called
51 Pegasi, at a distance of about 8m Kkilo-
metres—a twentieth of the distance from
Earth to the sun. As a consequence of this
proximity it orbited 51 Pegasi once every
four terrestrial days and had a surface tem-
perature in excess of 1,000°C. The discov-
ery was a puzzle for astronomers. Until
then they had thought thatsuch large, Jupi-
ter-like planets could form only far away
from their host stars.

That discovery of 51 Pegasi b, as this
planet is now known, launched the field of
exoplanet astronomy. To date, astrono-
mers have found almost 4,000 other such
planets—and the wide variety of sizes, or-
bitsand compositions of these objects con-
tinues to surprise researchers, who have
yet to come up with acomprehensive phys-
ical theory of how planetary systems form.

Since planets do not shine by them-
selves, astronomers needed to develop
special methods to find them. The one Dr
Mayor and Dr Queloz used relies on a phe-
nomenon called the Doppler effect. As a
planet orbits its star, that star will also
move slightly, as it is pulled around by the
gravity of the planet (see diagram 2). This
will cause the frequency of the starlight ar-
riving at Earth to oscillate (that is, the star
will change colour slightly) in the same
way that the frequency of an ambulance si-
ren shifts as the vehicle passes by. Nowa-
days a second approach, which measures
thedipinstarlightas a planet passes across
its disc, is more common. But the Doppler-
shift method, asemployed by Dr Mayor and
Dr Queloz, is still used as well.

The half-prize for the overview of the
universe went to James Peebles of Prince-
ton University, who has spent decades de-
veloping a theoretical framework to de-
scribe how the cosmos evolved from the
Big Bang13.7bnyears ago to the state it finds
itselfin today. According to Sweden’s Royal
Academy of Science, which awards the
physics prize, Dr Peebles was the person
who, in the 1960s, shifted cosmology from
speculation to a rigorous discipline.

Until the first decades of the 20th cen-
tury, astronomers had assumed the uni-
verse to be stationary and eternal. This was
shown to beincorrectin the1920s, with the
discovery thatall galaxies are moving away
from each other. In other words, the uni-
verse is expanding. Rewind the clock and
this means that, at the start of time, now
called the Big Bang, the universe would
have been incredibly small, hot and dense.

Around 400,000 years after the Big
Bang it had expanded and cooled enough
for light to travel through space unimped-
ed. Astronomers can detect the glow of that
firstlight today but, because its wavelength
has been stretched by 13bn years of the ex-
pansion of space, it manifests itself not as
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light but as a glow of microwave radiation
that fills the entire sky. This cosmic micro-
wave background was discovered, by acci-
dent, in 1964 by radio astronomers, who
used earlier theoretical work by Dr Peebles
to explain their discovery. Dr Peebles also
showed that tiny fluctuations in the tem-
perature of the microwave background
were crucial to understanding how matter
would later clump together to form galax-
ies and galaxy clusters.

Since the early 1990s, space-based ob-
servatories have built up increasingly pre-
cise portraits of the cosmic microwave
background and, true to Dr Peebles’s pre-
dictions, these show that temperature va-
riations of just one hundred-thousandth of
a degree map onto the observed distribu-
tion of matter and energy in the universe.

Rewarding cosmic shifts in under-
standing might seem to be a normal day’s
work for those who give out the Nobel
prizes. But Martin Rees, Britain’s Astrono-
mer Royal, sees something new in this
year’s awards in physics. The award to Dr
Peebles, he says, will be welcomed by phys-
icists as recognition of a lifetime of sus-
tained contributions and insights by an ac-
knowledged intellectual leader, rather
than a one-off achievement.

Such lifetime-achievement awards are
more usually associated with the Oscars
than the Nobels. But that is not inappropri-
ate. In many ways the Nobel prizes are a
Swedish version of the Oscars—with seri-
ousness substituted for superfice, sub-
stance for style, and genuine modesty
among the winners for the false sort.

The oxygen of publicity

Those qualities were certainly to the fore in
the award of the prize for physiology or
medicine. This shone a spotlight onto work
that, though of crucial importance in un-
derstanding how human bodies work, is—

unlike batteries, exoplanets and matters »
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A swiftly revolving planet
Detection of exoplanets by Doppler shift
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An aerobic workout
How cells adapt to oxygen availability

Normal oxygen levels
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When cell oxygen levels are normal 1 oxygen binds to the
HIF-1a protein in two places to create hydroxyl groups, 2
allowing VHL, another protein, to recognise and bind to
HIF-1g, 3 leading to the breakdown of HIF-1a.
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» cosmological—almost invisible to the out-
side world. Yet together William Kaelin, Sir
Peter Ratcliffe and Gregg Semenza have an-
swered an important question: how cells
detect and adjust to the level of oxygen
available to fuel their activities.

The crucial molecule in the system that
matches cell physiology to oxygen avail-
ability is a protein complex called hypoxia-
inducible factor (HIF). HIF was discovered
and named by Dr Semenza, who works at
Johns Hopkins University, in Baltimore. In
the 1990s Dr Semenza was studying eryth-
ropoiesis, the process that generates red
blood corpuscles. These are the cells that
carry oxygen in the bloodstream, and their
number depends on how much oxygen
there is around. Professional athletes, for
example, often train at high altitude, where
the thin air means oxygen is scarce, in or-
der to grow extra red blood cells that will
assist their respiration when they compete
nearer to sea level.

The hormone that triggers erythropoie-
sis is called erythropoietin, or EPO. Indeed
EPO, which is manufactured as a drug to
help those with anaemia, is also used ille-
gally by some athletes to boost their red-
cell count without the trouble of visiting
high altitudes. (In cycling, for example, itis
notorious.) Dr Semenza was looking at a
stretch of DNA, located within the gene that
encodes EPO, which switches that gene on
and off. In doing so he discovered HIF, a
protein complex that, by attaching to or de-
taching from the DNA switch (see diagram
3), does the switch-throwing. Since Dr Se-
menza’s discovery, 300 genes similarly reg-
ulated by HIF have been found.

DrKaelin’s contribution was to discover
a further protein, vHL, that regulates how
levels of HIF in a cell are controlled by oxy-
gen levels. HIF actually consists of two pro-
teins, now known as HIF-1alpha and ARNT.
ARNT is always presentinacell, but the lev-
el of HIF-1alpha depends on the amount of
oxygen present. More oxygen means less
HIF-1alpha. That, in turn, means less of the
HIF complex. Genes like that for EPO,
which rely on HIF to switch them on, thus

Low oxygen levels
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Without oxygen, 1 HIF-1a does not break down and amasses
in the nucleus, 2 where it associates with the protein ARNT

to form HIF and 3 binds to a region of DNA that serves as a
switch, activating a gene that responds to low oxygen levels

remain inactive.

Dr Kaelin, who works at the Dana-Far-
ber Cancer Institute in Boston, was study-
ing an inherited genetic illness called von
Hippel-Lindau’s disease which greatly in-
creases the likelihood of certain tumours
(sometimes benign, sometimes malig-
nant, affecting organs including the kid-
neys and eyes) developing. VHL is the pro-
tein encoded by the gene that, when
mutated and thus non-functional, causes
von Hippel-Lindau’s disease. Dr Kaelin
showed that a non-functional vHL-encod-
ing gene caused many HIF-regulated genes
to go into overdrive—which is the underly-
ing cause of the tumours in question.

The pieces of the puzzle were then put
together by Sir Peter, who works at Oxford
University. He showed that vHL and HIF-1
alpha interact with one another, and that
this interaction, which incorporates mole-
cules called hydroxyl groups into the mix,
makes HIF-1 alpha susceptible to degrada-
tion in the presence of oxygen. The degra-
dation is not direct. It is not that HIF-1 al-
pha is being oxidised, and thus destroyed.
Rather, the hydroxyl groups, which are
created by a reaction between HIF-1 alpha
and oxygen, mark it for destruction by a
cell’s protein-degrading machinery.

The practical upshot ofall this is a better
understanding of the biology underlying
anaemia, tumours such as those encour-
aged by von Hippel-Lindau’s disease and
many other oxygen-sensitive processes.
These include the healing of wounds, the
growth of blood vessels (one reason for the
link with tumours, since these need extra
blood vessels in order to grow), and the
likelihood of heart attacks and strokes.
With luck, drugs tailored to regulate the ac-
tions of the various Hi1F-controlled genes
involved will be able to promote or prevent
these phenomena—and, albeit more quiet-
ly than is the case for lithium-ion batteries,
the intention of Nobel’s will will have been
fulfilled in this case, too. W

Listen to our discussion about the Nobel
prizes at economist.com/nobelprizes2019
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The global burden of disease

Building tomorrow

How to defeat AIDS, malaria and
tuberculosis

T THE TURN of the millennium it was
Aclear a new approach was required in
the war against three of the biggest threats
to human life and development. There was
need for a trustworthy international orga-
nisation that could solicit donations from
rich countries and wealthy organisations,
and spend that money on combating those
threats in collaboration with the govern-
ments of afflicted poor countries, but with
appropriate oversight to ensure effective-
ness and avoid theft. The result was the
Global Fund to Fight AIDs, Tuberculosis
and Malaria.

And it worked. Though it is impossible
to say what would have happened without
the Global Fund, as it is now formally
known, the fund’s officials claim to have
saved 32m lives since it opened in 2002. As
with liberty, though, the price of success is
eternal vigilence—and many in the field
fear further progress is under threat. To re-
main on course to hit its self-proclaimed
target to save 16m lives by 2023, the fund
says it will need pledges of at least $14bn by
the end of this year. This week, at a so-
called replenishment meeting in Lyon,
France, it has been setting out its stall.

Fourteen billion dollars is a 15% in-
crease on the fund’s current three-year
budget. It will, though, be more than
matched by $46bn raised to combat the
diseases in question by recipient countries
themselves. And that spending will be a
good deal. The returns on the best health
investments are between 9oo and 2,000%.
Conversely, as with all infectious diseases,
if efforts slacken, those illnesses will be
back with a vengeance.

Of the three targets, tuberculosis (TB) is
the worst. Every year, it is estimated, more
than 1o0m people catch the bacterium
which causes thisillness, and 1.6m die of it.
Tuberculosis, though, is an odd infection.
Often, the bacteria remain dormant and an
individual hosting them presents no
symptoms. As a consequence (and also be-
cause some people delay seeking treat-
ment) nearly 40% of cases are missed. At
the same time, there has been a worrying
riseindrug-resistant forms of TB. These are
a challenge everywhere—including rich
countries—and cause a third of all deaths
from the disease. The UN’s goal is, with 2015
as the baseline, to reduce the number of
deaths by 95% and the incidence of the ill-
ness by 90% by 2035. That goal, most agree,
will be missed without shifts of strategy.
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»  One such shift may be to screen the
whole population of high-burden coun-
tries. A study published recently in the New
England Journal of Medicine tested this idea
in part of Vietnam. Researchers collected
saliva from people once a year for three
years—and offered treatment to the infect-
ed. If this intervention were widely de-
ployed it could, they calculate, decrease
prevalence by 15% a year, rather than the
3-7% typical in currently affected places.

What would really transform prospects
for TB, though, would be a vaccine. Here
there is good news and bad. The good is
that a vaccine made by GlaxoSmithKline, a
big drug company, has showed promising
resultsinatrial in southern Africa. The bad
is that since this result was published 18
months ago little has happened.

In the case of malaria there has been
great progress. Between 2000 and 2015
6.8m deaths were averted and 20 countries
eliminated the disease altogether. How-
ever, malaria is now on the rise again. The
fund says this is because spending on pre-
vention has stalled in countries with rapid
population growth.

On top of that, there is concern about
increasing resistance to insecticides
among the mosquitoes that spread the ma-
larial parasite. In particular, these insecti-
cides are used to coat bednets employed to
keep mosquitoes away from people when
they are asleep. Here, a new bednet called
the “Interceptor G2” will help. It is coated
with two insecticides instead of one. Resis-
tance is also on the rise, though, to the
drugs used to treat people infected with
malaria. The most successful and widely
deployed of these are based on a chemical
called artemisinin, but in parts of South-
East Asia resistance to artemisinin is
spreading. If such resistance were to
spread from there to India and Africa it
could be a catastrophe.

The fund’s third target is AIDS. As with
malaria, there has been much progress.
The number of new cases is falling every
year and the number of lives saved by anti-
retroviral therapy is rising. But, again, de-
mography is moving the goalposts. In sub-
Saharan Africa, the number of young peo-
ple is expected to increase by 40% over the
next decade. And the young, who are the
most sexually active part of the population,
are those most at risk of infection by H1V,
the A1DS-causing virus.

The lesson from malaria, where con-
stant funding levels have led to a decline in
the amount of money available per person,
is that if spending does not increase, HIV
will bounce back—taking humanlives with
it. Moreover, the burden of infection will
fall heavily on girls and women, 1,000 of
whom are infected every day around the
world. In sub-Saharan Africa, for example,
girls and young women aged 15-24 are now
eight times more likely than men of the
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Protect and survive

How spider silk avoids the attention of hungry bacteria

OUGHER THAN any fibre made by

humans and extraordinarily good at
transmitting vibrations to the predators
that weave it, spider silk has been a
source of inspiration for the develop-
ment of everything from scaffolding for
regenerating bones to bulletproof vests,
remote sensors and noise reducers. Yet
one of its most remarkable attributes, its
resistance to decay, has received little
attention. Some researchers speculate
that spider silk keeps hungry bacteria at
bay by being laced with antibiotics. But
work by Wang Pi-Han and Tso I-Min at
Tunghai University, in Taiwan, pub-
lished in the Journal of Experimental
Biology, suggests this is not the case.
Rather, silk manages to avoid being eaten
by locking the nutrients it contains
behind an impenetrable barrier.

Spider silk is made of proteins that
ought to be attractive to microbes. More-
over, because webs are often builtin
environments, like forests and bogs, that
are rife with these bugs, there should be
ample opportunities for bacteria to settle
on the strands and feast. Remarkably,

same age to be infected, because of sexual
violence, lack of economic opportunity
and educational disadvantages.

All these problems are solvable with in-
novation, effort and cash. But there also
has to be political will. That seems to be
forthcoming. Britain, one of the fund’s big-
gest supporters, pledged £1.4bn ($1.7bn) in
advance of the meeting in Lyon. That is a
16% increase on the last three-year round.
Other countries are also upping their con-

this does not seem to happen.

Dr Wang and Dr Tso were curious
about how spiders manage this. They
began their investigation by putting
bacteria and spider silks together in
laboratory conditions perfect for bacteri-
al growth. They worked with silk strands
collected from three species of spider
that build their webs in different envi-
ronments, and set these down on nutri-
ent-rich plates. Each plate had one of
four bacterial species growing on it. The
team then used microscopes to monitor
the behaviour of the bacteria over the
course of 24 hours.

After repeating the experiment three
times, they found that the bacteria never
fed on the silks. They also found, how-
ever, that the strands were not immune
to having bacteria grow over and around
them—suggesting that those strands
were not laced with antibiotics.

The two researchers then tried grow-
ing their bacteria directly on silk strands,
by providing them with a range of nutri-
ent supplements. Only one of these
supplements, nitrogen, encouraged
consumption of the silk. When the
strands were lathered in a nitrogen-rich
solution, bacteria ate them. Without
nitrogen, they were held at bay. This is
odd, because proteins (of which silk is
made) are, themselves, rich in nitrogen.

Thatled Dr Wang and Dr Tso to con-
clude that the antibacterial properties of
spider silk are caused not by any sort of
antibiotic but, rather, the structure of the
silk itself. Natural selection, it seems,
has driven spider silk to store the pro-
teins itis composed of behind a layer
made impenetrable by its physical rather
than its chemical structure.

What, exactly, that structure is the
two researchers have yet to determine.
Once it has been elucidated, though, the
discovery should pave the way for artifi-
cial antibacterial materials that do not
use antibiotics to keep the bugs away.

tributions. Denmark’s has increased by
16.6%, Sweden’s by 14%, Italy’s by 15%, Ger-
many’s by 17.6% and Canada’s by 15.7%. As
The Economist went to press, an American
congressional delegation was proposing to
offer $1.56bn a year—a 15% increase. This
would provide a third of the fund’s needs.
There are few guarantees in life. But it is
safe to say that if the Global Fund receives
all the cash that it has been promised, it
will be money well spent. ®
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Adventures in books

The library of ice

An expedition reveals the perils of reading Dostoyevsky in Antarctica

ORTY YEARS ago, in the autumn o0f1979, a
F group of British explorers set out from
London on a seemingly impossible mis-
sion: a circumpolar navigation of the
Earth. Over the three years of what was
known as the Transglobe Expedition, they
would struggle against high seas in the
Roaring Forties, evade hungry polar bears,
negotiate mountainous sand dunes and
forbiddingjungles. There was another dan-
ger, more insidious and less photogenic
than any of these, but which nonetheless
posed a threat to their endeavour—bore-
dom. This was to be particularly acute in
Antarctica, where, after traversing Africa,
the group was obliged to spend months
huddled in icy darkness.

Sir Ranulph Fiennes and the team he
had assembled undertook their journey in
a much less technological age. There was
no satellite navigation; messages to and
from their base camp were sent in Morse
code by Sir Ranulph’s wife, Ginny, who was
in charge of communications. Nor were
there any Kindles. A big part of the cargo
aboard the Benjamin Bowring, the expedi-
tion’s ice-breaker, was books.

Fortified by this reserve, the team un-
dertook two adventures at once—one of
the body and one on the page, both involv-
ing extreme conditions, endless vistas and
unsettling claustrophobia. Both laid bare
the personalities of the participants, and
both left their marks.

Strange seas of thought, alone

The plan for Antarctica was to spend the
first brief summer getting the main
group—Sir Ranulph, Ginny and two former
members of the sAs, Charlie Burton and Ol-
iver Shepard—up onto the lofty Antarctic
Plateau, where they would wait out the
eight-month polar winter before embark-
ingon their crossing of the continentin the
spring. They succeeded in establishing
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themselves on the 3,000-metre-high ice
shelf. “I dug an awful lot of snow, dug tun-
nels, dug slop pits and latrines,” Sir Ra-
nulph, now 75, recalls. The Antarctic leg
“required an enormous amount of time
crouched over maps. But there was time for
reading, and we read a lot.”

At Eton he had been taught French by
David Cornwell, the alter ego of John le
Carré: “He developed in me a lasting love of
literature, of the sound of great language.”
Penguin, the publisher, had offered to
sponsor them, Sir Ranulph explains. He
took 50 volumes by classic British au-
thors—Dickens, Scott, Thackeray and Trol-
lope (“Dickens was always a bit like coming
home”). For his part, Burton requested a
boxful of Westerns. Mr Shepard, mean-
while, had “hardly read at all when I went
out there”. Before the expedition he had
worked in the wine trade; he now lives in
France. But “we were in a hut the size of a
garden shed,” he recalls, and reading “was
the only form of escape I had.”

His preference was for an epic tale of ad-
venture, played out against a hostile and
perilous landscape. “I read ‘The Lord of the
Rings’ trilogy seven times,” Mr Shepard
says. “It seemed to appertain so closely to
what we had decided to undertake.” He be-
lieves that this prolonged engagement
with literature left a lasting impression.
More than simply being a diversion, it “put
me on the path of an avid reader”. He re-
members “War and Peace” and Kafka as
“hard work” but “worth it”. (Ginny Fiennes
diedin 2004, Burtonin 2002.)

The Economist October 12th 2019 KIS
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» At least the main expedition crew was
partly occupied by anticipation of the polar
crossing. The team had also established an-
other camp, just inland from the ice-
packed Southern Ocean. There two young
men, Anto Birkbeck and Simon Grimes,
were to guard the fuel and food supplies
that would be airlifted to Sir Ranulph and
his colleagues when winter was over.

At the time Mr Birkbeck, who is now a
fund manager, was just 22 and straight out
of university; he leapt at the chance of
spending an exotic winter in the polar
darkness. He and Mr Grimes, who had nev-
er met before they set out, were crammed
into an even smaller hut than their coun-
terparts on the plateau. There were two
desks, two bunks and over 200 books.

“Our hut was a bubble on the ice shelf,
miles of flat whiteness with a hundred foot
ofice beneath us, and the sky above and the
sea beyond,” Mr Birkbeck recollects. These
were abnormal—and, it turned out, risky—
circumstances. “The more I think about it,
the more really odd it was to be parked in a
box with some very good books and great
ideas..You do end up looking too deeply
into the Eye of Sauron,” the malign antago-
nist of “The Lord of the Rings”.

Mr Birkbeck started off with a clear plan
for his days: an hour of physical exercise in
the morning, followed by an hour of phys-
ics, an hour of Spanish study and then an
hour reading poetry. The rest of the day
would be spent with a novel. “As winter
wore on,” he says, “the novels took over. I
started getting up at midday and just read-
ing a novel until bedtime.”

He had asked friends to recommend
their desert-island books, and duly worked
through all of Tolstoy, Hardy and George El-
iot, plus “Don Quixote”, “One Hundred
Years of Solitude” and Joyce’s “Ulysses” (as
well as Homer’s “Odyssey”). As well as the
poetry (Chaucer, Milton, T.S. Eliot and “Sir
Gawain and the Green Knight”), there was
philosophy (Nietzsche, Hegel, Bertrand
Russell and Aristotle). And, almost fateful-
ly, he read Dostoyevsky.

There was one moment, towards the
end of the winter, when Mr Birkbeck had
just finished reading “Crime and Punish-
ment” and found himself walking behind
Mr Grimes on the ice. In his memory, the
events of that day are now murky. “I find it
very difficult to know whether it is a fig-
ment of my imagination or not,” he says.
“There’s no question that if you put two
people in a hut the size of a caravan and
shut them up for nine months, you will
generate intense frustration,” for which
“the other person is the obvious focus.”

On this particular day, “I don’t remem-
ber ever having a row, but I do remember
being intensely irritated by him.” Mr Birk-
beck also recalls having an ice-axe in his
hand as he trailed his hut-mate through the
whiteness. “I remember getting deeply

into the mind of Raskolnikov and thinking
hard about this cold-blooded murder,”
which Dostoyevsky’s anti-hero commits
with an axe. At the same time he was pon-
dering the question of whether good and
evil truly exist. “I don’t really know wheth-
er [Mr Grimes] was in danger or not.”

Now, thinking back after four decades
on what he calls a “Boys’ Own adventure”,
Mr Birkbeck says the experience was “more
powerful and meaningful” than he had re-
alised. Over the years the two feats in-
volved, one mental and one physical, each
formative in its own way, have come to
chime and blur. “It was not just about the
South Pole,” he concludes. “It was also
about Dostoyevsky and James Joyce,” and
about “the lasting power of great books”. B

Colonialism and commerce

Bad company

The Anarchy: The Relentless Rise of the
East India Company. By William Dalrymple.
Bloomsbury; 576 pages; $35 and £30

T THE START of his new book William
Dalrymple notes that it is “always a
mistake to read history backwards”, and to
assume that what happened was inevita-
ble. Readers are unlikely to make that mis-
take with his subject—the dramatic rise of
the East India Company (EIC)—a tale so im-
probable as almost to defy belief.
A private company granted a monopoly
on trade with Asia, the Eiclaunched its first
expedition in 1601. Armed with “40 mus-
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kets”, its crew of second-raters promptly
gotstranded in the English Channel for two
months. At the time India accounted for a
quarter of global manufacturing, and back-
ward Britain just three percent. By about
1800 the EIc commanded the most power-
ful armed forces in Asia; itsarmoury in Cal-
cutta held 300,000 muskets. In the inter-
vening centuries it had grabbed control of
India, killed and impoverished many of its
people, enriched Britain and raised ques-
tions about the boundary between the state
and commerce that still resonate.

Mr Dalrymple sails through this story in
fine style. The first substantial contact be-
tween the EIC’s grubby emissaries and
northern India’s sophisticated Mughal rul-
ers took place in 1614, with the British grov-
elling for commercial privileges; soon the
flow of spices to Europe by sea upended
centuries of overland trading routes
through the Middle East. After that comes
the decay of the Mughal empire, the devel-
opment of Madras and Calcutta and wars
between the French, British and local rul-
ers. The battle of Plassey in 1757 was pivotal:
the Eic secured control over Bengal, and
thus the ability to exploit its population.

By the end of the 18th century the com-
pany’s cruelty and cronyism caused out-
rage in London, and the British govern-
ment began to exercise more direct
oversight. There followed a final drive for
territorial dominance. In 1792 the EIC con-
trolled only 9% of the subcontinent’s area;
by the early 19th century it ran most of it. In
1859 the EIC formally handed over power to
the British government.

Luck played a huge role in all this; sever-
al times the company flirted with disaster.
But it also had some competitive advan-
tages. Until the mid-18th century it relied

on naval power and commercial savvy.
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» After that new weapons and military tac-
tics became critical, until eventually some
local rivals achieved military parity. The
Tipu Sultan of Mysore, perhaps the EIC’s
most effective adversary, used French tech-
nology. At that point the EIC’s financial
clout became vital; it could tap into a net-
work of lenders in Bengal. Following the
American war of independence, Britain
discouraged the growth of a settler class in
India who might rebel. And the British
were expert manipulators. “Know you not
the custom of the English?” wrote Tipu.
“Wherever they fix their talons they con-
trive little by little to work themselves into
the whole management of affairs.”

Like other modern historians, Mr Dal-
rymple repudiates romanticised concep-
tions of colonialism. But in this case, he is
not breaking new ground: accounts of the
EIC’'s murderous blend of commerce and
government are nothing new. Adam Smith
called it a “strange absurdity”. Edmund
Burke accused it of “cruelties unheard of”.
The first page of John Keay’s history, pub-
lished in 1991, describes its venal reputa-
tion. At times Mr Dalrymple’s narrative,
with its romping descriptions of battle
scenes, itself verges on Hornblower.

What stands out is rather his sympa-
thetic portrayal of India’s embattled
Mughal rulers. He renders a poignant de-
piction of Shah Alam, an emperor in name
but for much of his life a puppet of the EIC,
who expressed himself through beautiful
poetry. The book’s major omission is a full
analysis of the Asian trading system cen-
tred around Bengal—the role of commer-
cial agents who acted autonomously from
the company; the position of Calcuttaasan
entrepot; and the strong links between the
EIC and Chinese trade. Stamford Raffles,
who founded Singapore, was a clerk in the
EIC. William Jardine, who would co-found
a firm that led the opium trade with China,
first worked as an EIC ship’s surgeon.

Whatrelevance does the Eic have today?
The reader will find plenty that echoes in
modern India. The well-to-do in Kolkata
(formerly Calcutta) still grumble about
Marwari money-men. India’s practice of
running its federal administrative service
with a tiny group of elite officers owes
something to the E1c. Centuries of domina-
tion by the Mughals and then the British re-
main part of modern political debate, espe-
cially for Hindu nationalists.

Ultimately, Mr Dalrymple makes a bol-
der claim: that the EICc was an augury of to-
day’s Western multinationals and tech
giants. That is far-fetched. A better com-
parisonis with China’s state-led expansion
abroad. While it lacks the E1C’s habit of vio-
lence, modern China shares both its strate-
gic ambition and its commercial veneer.
Asia is still grappling with that awkward
mix, four centuries after the EIC’s motley
crew sailed from the foggy Thames. B

Lies and statistics

Axes of evil

How Charts Lie. By Alberto Cairo. W.W.
Norton; 226 pages; $25.95 and £15.99

((yF ANYTHING ON this graphic causes

Iconfusion, ignore the entire product.”
This footnote appeared on an official (if
impenetrable) spaghetti-like weather map
tweeted by Donald Trump on September
4th. It was not on the crudely doctored ver-
sion that he wheeled out at the White
House on the same day, to justify his mis-
taken warning that, among other places,
Alabama would “most likely be hit (much)
harder than anticipated” by Hurricane Dor-
ian. But perhaps it should have been. The
fiasco arose in part because of the “cone of
uncertainty” sometimes used to delineate
the possible paths of a storm—a template
which, as luck would have it, is one of
many maps and charts patiently explained
by Alberto Cairo in “How Charts Lie”.

His book could not be more timely.
Charts and maps pepper traditional and so-
cial media more than ever, but there have
been few attempts to improve what Mr Cai-
ro calls the “graphicacy” of their consum-
ers. His corrective begins with a chapter on
how to read a chart, and this basic notion—
that, to be understood, graphs must be
read, not merely glanced at—permeates
the book. He outlines the essential “scaf-
folding” of a chart (scales, legend, source
and so on), before describing the many
ways that data can be built upon it. Only
once readers know what a solid structure
looks like can they learn to spot a fagade.

There are plenty out there. In one of the
author’s examples, global warming is all
but erased when the annual temperature
for the past13o years is plotted with a base-
line starting at zero, resulting in a reassur-
ingly flat line; in another, a dual-axis chart
appears to show a shocking rise in abor-
tions carried out by Planned Parenthood, a
health-care provider, while their life-sav-
ing cancer-screenings plummet. In both
cases, the structure is designed to mislead.
Mr Cairo enjoins searching questions: Who
made the chart? What is their agenda?

Deception can begin before the axes are
drawn, when the content is selected. Trun-
cating a time-scale to exclude awkward
data—for instance, to omit a downturn in
profits—is a well-known shady practice. So
is overloading a graph to obscure an incon-
venient truth. Sometimes the numbers are
just plain wrong. In 2014 a blogger made a
splash when he plotted state-level data
from Pornhub, a website, and found Kan-
sans were viewing far more porn than oth-
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Inside the cone of uncertainty

er Americans. Later it emerged that Porn-
hub’s geolocation tracker was bamboozled
by people accessing the site through a VPN,
which led the gizmo to register them all in
the geographical centre of the contiguous
United States: a field in north Kansas.

Mr Cairo uses this incident to consider
the fallacy of drawing conclusions about
individuals from group data. He com-
mends the blogger for admitting his mis-
take, pointing out that this increases per-
ceptions of trustworthiness. And his book
reminds readers not to infer too much
from a chart, especially when it shows
them what they already wanted to see. Mr
Cairo hassentacopy to the White House. ®

An heiress at war

Big game hunted

A Guest of the Reich. By Peter Finn.
Pantheon Books; 240 pages; $28.95

OR MUCH of herlong life, Gertrude “Ger-

tie” Legendre enjoyed a charmed exis-
tence. Born in 1902 to extreme wealth (her
father had inherited close to a billion dol-
lars in today’s money), for her the 1920s
were “a blur of parties, dances, theatre and
music”. Boredom was kept at bay by tra-
vel—ranging from Africa, where she and
her future husband Sidney dined with Em-
peror Haile Selassie in Addis Ababa, to
Indochina—and by a passion for hunting
that kept America’s museums stocked with
specimens from around the world. As Peter
Finn notes in his beautifully paced book,
she inspired a Broadway play and a film
starring Katherine Hepburn as “an amus-
ing, cocky, sometimes abrasive society girl
who wants to escape the confining expec-
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» tations of her family’s fabulous wealth”.

The charmed life came to an abrupt end
on September 26th 1944. Legendre’s social
connections had wangled her a secretarial
role in the Office of Strategic Services (0SS).
But employment in this forerunner of the
CIA did not requite her yen to “smell the
fighting” before Germany'’s inevitable de-
feat; hence a high-spirited trip with three
other Americans to Wallendorf, a small
town in Luxembourg. Wallendorf turned
out to have been taken back from the ad-
vancing American forces by the Germans—
and Legendre became “the first American
woman in uniform captured by the Nazis”.

The question for her captors was what
to do with her. Was she a spy? (The 0ss was
terrified that she might divulge its secrets.)
Should she be exchanged? “If only your
side wanted to talk, wanted to stop this
useless killing right now,” one of her inter-
rogators complained, “it could be done
with the stroke of a pen.” Could she some-
how be a link to General George Patton
(whom, asithappened, Legendre knew as a
dinner and theatre companion)? After six
months she “escaped” to neutral Switzer-
land, almost certainly with the complicity
of her captors.

Using Legendre’s memoirs, diaries and
letters, Mr Finn—the author of a fine book
about Boris Pasternak and “Dr Zhivago”—
paints an entertaining picture of a remark-
able woman. She was equally at ease in a
flea-infested jail cell as in the comfortable
hotel for “special and honoured” prisoners
of the ss; the other guests included Charles
de Gaulle’s sister and two former prime
ministers of France. Mr Finn’s own writing
shinesin his description of pre-war Ameri-
can high society: the sybaritic circuit of
parties, night clubs and restaurants that
meant everyone knew everyone.

The casual racism of the period can still
be shocking. Legendre’s journal from a trip
that she made with Sidney to Germany in
August 1936 makes no reference to the Na-
zis. A letter to her husband in1942 praises a
Jewish vice-president of cBs, adding: “You
know how I hate jews so that is quite a
statement from me callingajew alright.” As
for the African-American soldiers who
were dating white women while they were
in Britain, Gertie had a clear view. “The Col-
oured Troops are much argued about as
you can imagine,” she wrote from London.
“We are going to have a time with them
when they get home, as they go over big
here in the worst way.”

In the 1930s the couple had renovated a
South Carolina plantation that became
their home. Sidney, who mainly spent the
war in Hawaii, died in1948. Legendre never
got over his death, but did not lose her lust
for a life that lasted another 52 years. Sadly
for the reader, Mr Finn is too scrupulous a
writer to speculate on what she made of the
changes to herworld. &

Musical diplomacy

The food of love

TSINANDALI
Seeking harmony in a dissonant region

HEN DIANA SARGSYAN sat down next

to Rashid Aliyev for her first rehearsal
with the Pan-Caucasian Youth Orchestra
(pcyo), her fellow violinist’s greeting
shook her. “We are going to hate each oth-
er,” he predicted. “We are enemies.” It was
an inauspicious start for the “peace” or-
chestra created for the inaugural Tsinan-
dali Festival, an ambitious music event
held last month on a winemaking estate in
leafy eastern Georgia. Or so it seemed.

Ms Sargsyan is Armenian; Mr Aliyev is
from Azerbaijan. Their countries have
quarrelled over the disputed territory of
Nagorno-Karabakh since a war in the early
1990s. Their fellow musicians included Gu-
lin Atakli, an oboist from Turkey—which,
as well as being Azerbaijan’s ally, is em-
broiled in a row over whether the mass kill-
ing of ethnic Armenians in 1915 constituted
a genocide. In a performance of Shostako-
vich’s gth Symphony, the strings were led
by a Ukrainian violinist, Galina Korinets—
whose country was invaded in 2014 by Rus-
sia, where Vera Nebylova, one of the PCYO’s
cellists, plays in the national youth orches-
tra. Russia also occupies two enclaves in
Georgia, where Eliso Babuadze, another
cellist, studies at the Tbilisi conservatoire.

There were many players in the 8o-
strong band and the wider Tsinandali Festi-
val who were notionally foes. “There is so
much war and conflict in this region,” says
George Ramishvili, founder of the festival
and chairman of its main sponsors, the Silk
Road Group, an investment outfit. “We
wanted to challenge this.” That is not to
mention the domestic strife in some of the

Caucasian variations
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countries represented. Fazil Say, a Turkish
pianist, narrowly avoided jail after criticis-
ing the government on Twitter; at the festi-
val he performed two pieces about the prot-
estsin Istanbulin2013.

The pcyo is part of a trend in high-level
music therapy. In 2ou the I, Culture orches-
tra was formed in Poland, aiming to unite
musicians from former Soviet satellites.
The most prominent ensemble of the kind
is the West-Eastern Divan Orchestra, which
was set up 20 years ago by Daniel Baren-
boim, an Argentine-Israeli conductor and
pianist, and the late Arab academic Edward
Said, bringing together instrumentalists
from across the Arab-Israeli divide.

Acclaimed as it is, Mr Barenboim’s
group suggests the limits of such initia-
tives. Based in Spain, it cannot play in
many countries from which its musicians
are drawn. Relations between members are
said to be volatile. Still, solving intractable
conflicts may be an unfair measure of suc-
cess. “We are not stupid!” exclaims Claudio
Vandelli, the PCcYO’s assistant music direc-
tor. “But we hope that this will change the
atmosphere, little by little.”

In this case, the therapy seems to be
working. “From the start”, says Ms Atakli,
“we have seen ourselves as musicians—as
internationalists. Music is a universal lan-
guage.” During a rehearsal break the play-
ers conversed in Russian and English, the
two other languages common to most. At
their hotel they played chess and chatted in
mixed groups. An impromptu salsa party
helped them bond. Ms Korinets, the Ukrai-
nian, finds the idea that she is at war with
her Russian friends outlandish.

And it turns out that Mr Aliyev was only
joking about Ms Sargsyan being his enemy;
he guffaws as he describes her startled ex-
pression. Another new Armenian buddy
has asked to be friends on Facebook. “I
thought, what would my friends think back
home if they saw I'd linked up with an Ar-
menian?” Mr Aliyev says. But “that’s not my
problem, it’s theirs.” ®
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EXPRESSION OF INTEREST FOR TRANSACTION ADVISOR ON THE DEPLOYMENT OF A DEVICE MAN-
AGEMENT SYSTEM (DMS) SOLUTION FOR THE NIGERIAN COMMUNICATIONS COMMISSION (NCC)

1. INTRODUCTION

The Nigerian Communications Commission (NCC) is the Federal Gov-
ernment agency responsible for regulating the communications industry
in Nigeria. Part of her statutory mandate as stipulated in the Nigerian
Communications Act 2003, is to establish and enforce standards for
all telecommunications equipment in operation to ensure that they
operate seamlessly and safely within the Nigerian telecommunications
ecosystem,

2. SCOPE

In furtherance of her mandate, the NCC intends to deploy a Cen-
tralised Device Management System (DMS) through Public Private
Partnership (PPP) arrangement whereby the procured Private Party
is expected to provide end-to-end solution, with a cost recovery-based
registration fee charged in Naira per device, for a determined period
by both parties.

The successful bidder will design and implement a centralised DMS
solution that is secure, cost effective, interoperable and can integrate
with NCC and Network Operating Companies, GSMA Global Database
etc.

To implement the project successfully, the Commission requires the
services of a Transaction Advisor which may consist of a single firm or
a consortium of firms with the requisite financial, legal, technical, PPP,
and other specialists expertise required to develop a bankable DMS
PPP Project and successfully move the transaction to market and reach
financial close. In the case of a consortium, the members must jointly
identify one of the firms in the consortium as the Lead Transaction Ad-
visor. The Lead Transaction Advisor will have primary responsibility
of liaising with NCC Project Delivery Team and coordinating the con-
sortium's advisory inputs as a whole. Non-Nigerian Transaction Advisory
Firms are encouraged to form partnerships with reputable local firms.

NCC therefore invites interested and credible companies to participate in
the tender process by submitting their Expression of Interest (Eol) as
Transaction Advisor to perform the following advisory assignments,
among others:

i. Preparation of a detailed bankable Outline Business Case (OBC)
with a financial Model in line with the National Policy on Pub-
lic Private Partnership (N4P); with PPP Project Development
Transaction Structuring acceptable for ICRC certification and
subsequent PPP procurement processes.

ii. Provide full Technical, Managerial and Financial advice to NCC
on the proposed PPP project

iii. Assist in designing work-plans, timetables and technical sup-
port during the PPP procurement process,

iv. Provide input in the conduct of the PPP procurement pro-
cess for selection of the PPP Partner/Concessionaire for the

DMS project;

v. Provide market trends that will confirm decisions on scope,
structuring, and timing of the transaction;

vi. Organisation and preparation, where necessary, of sup-
porting documentation to be made available to bidders (includ-
ing technical, legal, financial analyses, information memoran-
dum);

vii. Provide duly required Technical Advise and any other as-
sistance that will ensure a smooth conduct of negotiations with
one or more parties that will lead to a quick actualization of a ro-
bust PPP Agreement/network of relevant Agreements for the
proposed PPP DMS Project.

viii. Preparation of Full Business Case (FBC), after Concession-
aire selection up to financial close. The FBC must be accept-
able for ICRC certification and subsequent Federal Executive
Council (FEC) approval in line with the ICRC Act.

ix. Management of other advisory inputs and overall management of
the advisory team to ensure a successful transaction.

3. ELIGIBILITY REQUIREMENTS

All interested bidders seeking to be considered must satisfy the fol-
lowing requirements:

3.1 Certificate of Registration/Incorporation and/or similar evi-
dence of company registration issued by Corporate Affairs Com-
mission (CAC) for Nigerian companies or issued by home coun-
try's Government Agency for foreign companies;

3.2 Certified true copies of Memorandum and Articles of Asso-
ciation of the company (Statement of share capital and return of
allotment) and CO7 (particulars of Directors) and/or similar statu-
tory documents indicating ownership structure of the company,
name(s) of Directors, major shareholders and percentage share-
hoiding;

3.3 Detailed Company Profile with full details of company’s re-
sume demonstrating company’s capabilities including Curricu-
lum Vitae and Certificates of Key Staff,

3.4 Company's Tax Clearance Certificate for the past three (3)
years (2016, 2017& 2018) expiring on 31st December, 2019 for
Nigerian companies and similar tax certification documents for for-
eign companies;

3.5 Evidence of Industrial Training Fund (ITF) Compliance Certificate ex-
piring on 31st December, 2019(for Nigerian companies);



3.6 Evidence of Nigerian Social Insurance Trust Fund (NSITF)
Compliance Certificate expiring on 31st December, 2019 (for
Nigerian companies),

3.7 Evidence of Pension Compliance Certificate expiring on 31st
December, 2019 (for Nigerian companies);

3.8 Evidence of Registration on the National Database of Federal
Contractors, Consultants and Service Providers by submission of
Interim Registration Report (IRR) expiring on 31/12/2019 or valid
Certificate issued by BPP (for Nigerian companies);

3.9 Evidence of License/Authorisation issued by relevant regula-
tory agency where applicable,

3.10 Company's Audited account for the past three (3) years (2016,
2017& 2018), which must bear the stamp of the Audit firm;

3.11 Evidence of financial capability to execute the project by sub-
mission of Reference Letter from a reputable commercial bank in-
dicating willingness to provide credit facility for the execution of the
project when needed;

3.12 Verifiable documentary evidence of at least three (3) similar
jobs executed in the last five (5) years including Letters of Awards
and Payments/Job Completion Certificates;

3.13 A Sworn Affidavit:

+ disclosing whether or not any officer of the relevant committees of
the Nigerian Communications Communication or the Bureau
of Public Procurement is a former or present Director, sharehold-
er or has any pecuniary interest in the bidder and to confirm
that all information presented in its bid are true and correct in
all particulars;

« that the Company is not in receivership, nor the subject of any
form of insolvency of bankruptcy proceedings or the subject of
any form of wrong up petition or proceedings;

» that the Company is not a replacement of a hitherto tax default-
ing company;,

+ that the Company does not have any Director who has been
convicted in any country for a criminal offence relating to fraud or
any financial impropriety or criminal misrepresentation or falsifica-
tion of facts relating to any matter

3.14 A written statement to allow Nigerian Communications Com-
mission verify all claims made in your submission.

3.15 A List providing full names, contact addresses of current Di-
rectors and beneficial owners to include their email addresses and
telephone numbers.

3.16 Certainty of business integrity and pre-signed undertaking to
comply strictly with Nigerian Anti-Corruption Laws in process-
ing the bid and executing the contract if successful.

3.17 Evidence of partnership through Consortium Agreement/JV Agree-
ment/Letter of Partnership, if a consortium, should be submitted.

3.18 Submit a tender application letter (on bidders' letter headed pa-
per) including name of authorised contact person(s), company’s full
address, email address and telephone number.

4.SUBMISSION OF EXPRESSION OF INTEREST

4.1 The prospective bidders shall enclose the Expression of
Interest (Eol) in an envelope clearly marked “EXPRESSION
OF INTEREST -DEVICE MANAGEMENT SYSTEM (DMS)
TRANSACTION ADVISOR FOR THE NIGERIAN COM-
MUNICATIONS COMMISSION (NCC), on the top nght-hand
corner, which shall bear the name and address of the company
on the reverse side of the envelope.

4.2 All documents should be submitted before 12:00 noon on
Friday, 8" November, 2019 in Room 217, Second Floor,
Procurement Department, Nigerian Communications Com-
mission Head Office, Plot 423, Aguiyi Ironsi Street, Maitama,
Abuja, Nigeria, addressed to:

The Executive Vice-Chairman

Nigerian Communications Commission
Plot 423 Aguiyi Ironsi Street, Maitama
Abuja

5.0PENING OF EXPRESSION OF INTEREST

The Eol documents will be opened immediately after the deadline
for 12:00 noon on Friday, 8" November, 2019 at the ad-
dress indicated at 4.2 above, in the presence of bidders or their
representatives. Please, ensure that you sign the Bid Submission
Register at the Procurement Office as the NCC will not be heid
liable for misplaced or wrongly submitted Expression of Interest.
For further enquiries, please contact the Head of Procurement on
email: nccprocurement@ncc.gov.ng and Telephone Number +234
9 461 7000.

6.IMPORTANT INFORMATION

6.1 Late submission shall be returned un-opened;

6.2 All submissions should be arranged in a binder in the order
listed in No.3 above;

6.3 Only companies who submit the required information and
meet the shortlisting criteria will be contacted after evaluation.
NCC shall deal directly with only authorised officers of the inter-
ested companies and not through individuals or agents;

6.4 All costs incurred by your company as a result of this Ex-
press of Interest and any subsequent request for information shall
be to your account;

6.5 This Request for Expression of Interest process and any re-
lated process neither creates any commitment by NCC nor estab-
lishes any legal relationship;

6.6 All information must be provided in English Language.

6.7 Only shortlisted Companies will be invited to purchase the Re-
quest for Proposals to proceed to the next stage of the process;

6.8 The Nigerian Communications Commission is not bound to

shortlist any bidder and reserves the right to annul the Procurement

process at any time without incurring any liabilities in accordance
with Section 28 of the Public Procurement Act 2007.

Signed

Henry Nkemadu

Director Public Affairs
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Economic data

Gross domestic product | Consumer prices |Unemployment |Current-account |Budget Interest rates Currency units

9% change on year ago 9% change on yearago |rate balance balance 10-yr gov't bonds  changeon per $ % change

latest quarter* 2019t latest 2019t | % % of GDP, 2019t % of GDP, 2019t latest,% year ago, bp Oct9th onyearago
United States 23 @ 20 2.2 1.7 Aug 20 35 Sep -22 -4.7 15 -170 -
China 62 @ 6.6 6.1 28 Aug 28 36 Q2 0.7 -4.5 30 $ -49.0 713 =310
Japan 10 @2 13 1.0 02 Aug 1.0 22 Aug 32 -29 -03 -47.0 107 5.4
Britain 13 @2 -09 1.1 1.7 Aug 1.8 38 junft -40 -1.8 0.5 -121 0.82 -7.3
Canada 16 Q@ 3.7 1.6 1.9 Aug 2.0 57 Aug -2.3 -0.8 1.3 -126 1.33 -2.3
Euro area 12 @ 0.8 12 09 Sep 12 74 Aug 29 =l -0.6 -109 091 -4.4
Austria 15 @2 -14 14 15 Aug 1.6 45 Aug 1.7 0.1 -03 -104 091 -4.4
Belgium 12 @ 09 12 0.8 sep 1.8 55 Aug 0.1 -1.0 -0.2 -118 091 -4.4
France 14 @ 13 12 09 sep 12 85 Aug -09 -3.3 -0.3 -117 091 -4.4
Germany 04 @ -03 0.5 12 Sep 13 31 Aug 6.6 0.5 -0.6 -109 091 -4.4
Greece 19 @ 34 18 02 Ag 0.8 17.0 Jun -3.0 03 14 -315 091 -4.4
Italy 01 @ 03 0.1 04 sep 0.8 95 Aug 19 -24 1.0 -252 0.91 -4.4
Netherlands 18 @ 16 17 2.6 Sep 2.6 44 Aug 9.7 0.6 -0.5 -110 091 -4.4
Spain 23 @ 1.6 2.1 0.1 Sep 0.8 13.8 Aug 0.7 -2.3 0.1 -141 0.91 -4.4
CzechRepublic 25 @ 30 2.6 29 A 2.7 21 Augt 05 02 12 -98.0 235 -42
Denmark 22 @ 36 1.8 04 Aug 09 38 Aug 6.8 1.0 -0.5 -103 6.80 -4.4
Norway 0.7 @ 1.0 15 16 Aug 23 3.8 Jul# 6.2 6.6 1.1 -93.0 9.17 -9.6
Poland 42 @ 32 40 26 Sep 20 52 Augs -0.6 -20 1.9 -140 394 -46
Russia 09 @ na 13 40 Sep 45 43 Aug 72 2.1 7.0 -202 65.0 26
Sweden 1.0 @ 0.5 16 14 Aug 1.8 71 Augh 4.4 0.6 -0.3 -105 9.95 -82
Switzerland 02 @ 1.1 0.8 0.1 Sep 0.5 2.3 Sep 93 0.5 -0.7 -90.0 1.00 =110
Turkey -1.5 @ na -0.2 93 Sep 159 13.0 Jun$ -0.1 -2.8 13.7 -701 5.87 4.4
Australia 14 @ 19 18 16 @ 15 53 Aug -0.1 0.1 09 -190 1.49 -5.4
Hong Kong 05 @ -17 0.5 35 Aug 3.0 29 Augh 42 0.1 13 -125 7.85 -0.3
India 50 @ 29 52 32 Aug 36 7.2 Sep -1.5 -35 6.7 -142 71.1 4.6
Indonesia 50 @ na 5.1 34 Sep 31 50 Qi -2.8 -20 73 -123 14,170 75
Malaysia 49 @ na 48 1.5 Aug 0.8 33 Jub 45 -35 34 -72.0 420 -09
Pakistan 33 2019 na 33 114 sep 9.1 58 2018 -37 -8.9 116 Tt 44.0 156 -16.4
Philippines 55 @ 5.7 5.7 09 Sep 2.7 54 38 =138 -25 4.7 -341 51.8 4.7
Singapore 01 @ -33 0.7 05 Aug 0.5 22 @ 15.6 -03 1.7 -99.0 1.38 0.7
South Korea 21 @ 42 19 -04 Sep 0.7 30 Augs 40 0.6 1.4 -102 1,193 -5.1
Taiwan 24 @ 2.7 2.4 04 sSep 0.5 37 Aug 12.0 -1.0 0.7 -22.0 30.8 0.4
Thailand 23 @ 2.4 2.5 0.3 Sep 1.2 1.0 Aug 7.2 -2.8 1.3 -137 30.3 8.9
Argentina 06 Q@ -13 -29 545 Augf 534 106 Q2 -15 3.7 113 562 58.0 -359
Brazil 1.0 @ 18 0.8 29 Sep 38 11.8 Aug -1.7 -5.7 4.7 -390 4.10 -8.8
Chile 19 @ 34 2.6 2.1 Sep 2.3 7.2 Augh -2.6 -1.3 2.7 -184 725 -5.6
Colombia 34 @ 5.6 3.1 38 Sep 35 108 Aug -4.4 -2.5 58 -118 3,452 -11.4
Mexico 08 @2 01 03 3.0 Sep 3.6 3.6 Aug -1.7 2.7 6.7 -142 19.6 -2.8
Peru 12 @ 4.1 2.6 19 Sep 2.2 6.5 Augh -2.1 -2.0 5.6 64.0 3.38 -1.5
Egypt 57 @ na 5.6 7.5 Aug 9.1 75 Q» -0.4 -6.8 na nil 16.3 9.8
Israel 22 @ 10 32 06 Aug 1.0 38 Aug 23 -39 038 -122 3.51 3.7
Saudi Arabia 24 2018 na 15 -1.1 Aug -1 56 @ 14 -6.6 na nil 3.75 nil
South Africa 09 @ 3.1 0.8 43 Aug 4.6 290 Q2 -4.1 -4.8 8.2 -101 15.2 -2.8

Source: Haver Analytics. *% change on previous quarter, annual rate. TThe Economist Intelligence Unit estimate/forecast. SNot seasonally adjusted. ¥New series. **Year ending June. tfLatest 3 months. ¥¥3-month moving
average. $55-year yield. TTtDollar-denominated bonds.

Markets Commodities
% change on: % change on:
Index one  Dec3Tst index one Dec31st The Economist commodity-price index % change on

In local currency Oct 9th week 2018 Oct 9th week 2018 2005=100 Oct1st  Oct 8th* month year
United States S&P 500 29194 1.1 16.5 Pakistan KSE 33,523.7 3.6 -9.6 Dollar Index

United States NAScomp 7,903.7 15 19.1 Singapore STI 3,089.9 -04 0.7 All ltems 135.0 1352 14 33
China Shanghai Comp 2,9249 0.7 17.3 South Korea KOSPI 2,046.3 0.7 03 Food 1473 1471 41 19
China Shenzhen Comp 1,609.1 09 26.9 Taiwan TWI 10,890.0 -0.5 12.0 Industrials

Japan Nikkei 225 21,456.4 -15 7.2 Thailand SET 1,616.2 0.2 33 All 1222 122.8 17 290
Japan Topix 1,581.7 -09 59 Argentina MERV 30,3382 -15 0.2 Non-food agriculturals 110.3 110.1 07 -122
Britain FTSE 100 7,166.5 06 6.5 Brazil BVSP 101,248.8 02 15.2 Metals 1273 1282 21 78
Canada S&P TSX 16,3799 0.4 14.4 Mexico IPC 42,501.9 0.7 2.1 -

Sterling Index

Euro area EURO STOXX50  3,462.1 14 15.3 Egypt EGX 30 14,1827 -1.4 8.8 All itermns 2008 2013 26 36
France CAC 40 5,499.1 14 16.2 Israel TA-125 1,532.6 0.8 15.0 ) ’ : :
Germany DAX* 12,0943 14 145 Saudi Arabia Tadawul 77159 34 -1.4 Euro Index

Italy FTSE/MIB 21,5336 1.1 175 South Africa JSE AS 54,3395 0.6 30 Allitems 1537 1534 22 1.2
Netherlands AEX 565.8 1.4 16.0 World, dev'd MSCI 21376 0.8 135 Gold

Spain IBEX 35 8,991.9 0.9 53 Emerging markets MSCI 993.0 0.4 2.8 $ per oz 1,483.0 1,502.9 04 26.5
Poland WIG 56,260.8 12 -25 -

Russia RTS, § terms 13175 03 236 West-lexasIhtetmediate

Switzerland SMI 9,830.1 0.7 16.6 US corporate bonds, spread over Treasuries $ per barrel SEle 228 S e
Turkey BIST 99,648.7 -3.7 9.2 Dec 31st Sources: CME Group; Cotlook; Darmenn & Curl; Datastream from
Australia All Ord. 6,667.0 13 16.8 Basis points latest 2018 Refinitiv; FT; ICCO; ICO; ISO; Live Rice Index; LME; NZ Wool Services;
Hong Kong Hang Seng 256828 14 06  Investment grade 169 [  Thompson Loyd &EBwart; Umer Barry; W3 *Provisional

India BSE 38,178.0 -03 5.8 High-yield 535 571

Indonesia IDX 6,029.2 04 2.7 Sources: Datastream from Refinitiv; Standard & Poor's Global Fixed For more countries and additional data, visit

Malaysia KLSE 1,551.2 =5 -82 Income Research. *Total return index. Economist.com/indicators
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The link between anti-Semitic and anti-Israel views is closer on the right than on the left

Opinions on Jews and Israel Selected statements, % agreeing
For every 1,000 people from each group, ® Highly anti-Israel* United States . )
Y beop! group gnly Liberal Conservative
by declared political ideology @ Both
0 10 20 30 40
United States Britain
In America, liberals and conservatives Britain’s far left and far right both The Holocaust is a myth
are equally anti-Semitic, but few criticise Israel often, but the right
people on the right criticise Israel is much more anti-Semitic Jews exploit Holocaust victimhood
for their own purposes
Liberal Very left-wing
Jews have too much power in America
(st @ Jews get rich at the expense of others
50 The interests of Jews are very different
from the rest of the population
Moderate Centre Anti-Israel M Liberal Conservative
P People should boycott Israeli _
ST, % goods and products
e
S Israel exploits Holocaust victimhood [ —
80 50 for its own purposes
. Israel has too much control Eei P g
Conservative over global affairs
: ; e
Israel is an apartheid state
o % Israel is deliberately trying to wipe
20 out the Palestinian population
50
Sources: YouGov poll of 1,500 Americans; “Antisemitism in contemporary Great Britain”, by
D. Staetsky, using Ipsos MORI poll of 5,466 Britons *At least 60% of maximum possible score

Drawing the line

Among critics of Israel, conservatives
are most likely to be anti-Semitic

NE REASON debate over Israel gets heat-
O ed is that both sides question each oth-
er’s motives. Supporters of Israel note that
anti-Semites often cloak their prejudice in
criticism of the Jewish state. They say some
views—like saying that Israel should not
exist—are by definition anti-Semitic. Pro-
Palestinian advocates retort that charges of
Jew-hatred are intended to silence them.

Such mistrust has grown in Britain and
America, as anti-Semitism has resurfaced
at both political extremes. On the left, leg-
islators in America have accused pro-Israel
colleagues of dual loyalty, and implied that
Jewish money bought Republican support
for Israel. In 2012 Jeremy Corbyn, now the
leader of Britain’s Labour Party, defended a
mural depicting hook-nosed bankers.

The right has used similar innuendo,
often by linking liberals to George Soros, a
Jewish investor. Muddying matters more,
Binyamin Netanyahu, Israel’s prime minis-

ter, has also denounced Mr Soros. In Amer-
ica right-wing anti-Semitism also takes a
more explicit, occasionally violent form. In
2017 marchers in Virginia chanted “Jews
will notreplace us.” And in 2018 a shooter at
a synagogue in Pittsburgh killed 11 people.

Can criticism of Israel be disentangled
from anti-Semitism? Two recent polls in
America and Britain that tried to do so re-
veal a pattern: hostility to Israel and to Jews
are correlated, and the link is much stron-
geron the political right than on the left.

In 2016 Daniel Staetsky of the Institute
for Jewish Policy Research, a think-tank,
wrote a survey to distinguish these beliefs.
It contained one series of statements about
Israel as a country, and another about Jews
as people. Ipsos MORI then polled Britons
to see if they agreed with these views, and
Mr Staetsky scored the respondents’ hostil-
ity based on their answers. At our request,
YouGov repeated the survey in America.

Few respondents expressed negative
opinions of Jews. About 4% in Britain and
7% in America scored at least five out of
eight on the anti-Semitism scale. Nonethe-
less, these rates imply that 2m Britons and
23m Americans are overtly anti-Semitic.

Moreover, anti-Israel and anti-Semitic
beliefs were correlated. Americans with a
mark of at least six out of nine on the anti-

Israel scale scored 3.4 for anti-Semitism on
average, compared with 0.7 for everyone
else. In Britain the figures were 2.4 and o.5.
But this effect’s size changed with re-
spondents’ declared ideology. In America
“liberal” foes of Israel had an average anti-
Semitism mark of 2.3. For “conservatives”
critical of Israel, it was 5.4. Among anti-Is-
rael Britons, “very left-wing” people scored
1.6 for anti-Semitism on average, whereas
“very right-wing” ones averaged 4.4.
The causes of this gap differ by country.
In Britain lots of people at both ends of the
political spectrum dislike Israel. But those
who criticise Jews cluster on the far right.
In America, the leftand rightare equally
anti-Semitic. However, American conser-
vatives mostly support Israel. Many evan-
gelical Christians see Israel’s Jewish major-
ity as fellow people of the book. And
Republicans’ hawkish foreign policy often
aligns with Israeli positions. So in both
countries, conservatives who do criticise
Israel—a smaller share of America’s right
than Britain’s—are often anti-Semitic, too.
None of this means that concern about
left-wing anti-Semitism is overblown. The
data simply show that most left-wingers
who criticise Israel do not dislike Jews as
people. Or if they do, they are embarrassed
enough to hide their bias from pollsters. B
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The truth-teller of Henan

Shuping Wang, the first doctor to expose the H1V scandal in
central China, died on September 21st, aged 59

SWARM OF battered bicycles and pedicabs, cramming the nar-

row street, was usually the first sight that greeted Shuping
Wang at the Zhoukou Anti-Epidemic Station, in Henan province.
Most belonged to poor farmers who had ridden into the city in the
small hours, eager to give blood. Every day around 500 would
come. They were recruited from their mud-brick villages by local
cadres, called bloodheads, who organised them into groups. The
aim of this programme, run by the government, was to build up
China’s stocks of blood and plasma so that tainted blood was not
brought in from abroad. How ironic that would seem, in time.

Naturally the governmentlooked to Henan, where Dr Wang had
been born: in central China south of Beijing, a remote place of poor
but supposedly pure-blooded people. Farmers there struggled to
make any sort of living. For each cow or lamb they raised local offi-
cials took a fee, and for each infringement of regulations—failing
to grow tobacco and cotton together, having more than one child—
they imposed a fine. For anyone worried and in debt, as many
were, giving blood was easy money. As the official slogan said: Lie
down, hold out your arm, make a fist, earn 53 yuan.

When Dr Wang started at the blood bank in 1991, excited to be a
front-line doctor like her mother, it had only just opened. The
equipment was good and the rules were followed; she saw to that.
But blood-collection stations were popping up in Henan like
mushrooms, and procedures in some were shocking. There were
no preliminary blood tests for donors, though many were coming
back several times a week. Tubing, syringes and centrifuges were
sterilised only once a day. Blood from several donors, once the
plasma had been extracted, was mixed in tubs before it was rein-
jected. Even in her own clinic nurses messed up, going too fast. At
medical school in Beijing in 1988 she had taken a course in field
epidemiology run by America’s Centres for Disease Control; she
knew the dangers of tainted blood by heart. By taking random sam-

ples from 64 donors in 1992, she found a hepatitis C infection rate
0f34%; locally, more than 80%.

She reported this back to local medical officers, as well as the
Ministry of Health in Beijing. She wanted all deficient blood sta-
tions cleaned up or closed. Staff should be trained medically and,
as important, morally. For blood collection, far from being “sa-
cred” and “glorious” as the government claimed, was just a money
machine, not least for the local medical and government officials
who sold the plasma to pharma companies. They had nointerestin
monitoring for disease or bad practices, saying it was too costly,
fearing too for their jobs. In the end she was kicked out of the blood
bank for being trouble. She had to use her own savings to buy test-
ingkits and to setup a testing centre of her own. But she did it glad-
ly to save the people of Henan—because if hepatitis C was being
transmitted, then H1v, leading to A1DS, was clearly coming too.

Here, though, she could make no headway. At least, when it
came to hepatitis, the central government introduced screening
forall donors from July1993. But H1v, which she first found in early
1995 in a Mr Guo who had given blood in several stations, was a dif-
ferent story. This was seen as a Western infection, a foreign disease
that could not be admitted to. And here she was, a young woman
whose father had fought with nationalist forces against Mao Ze-
dong, a spy’s daughter, expelled from school, reporting an HIV in-
fection rate in 1994-95 of 13% in the Zhoukou region. Worse than
gathering the data, she had taken them to Beijing, when officials
both there and in Henan wanted them well hidden. This time offi-
cers not only trashed her research, but drove her out of meetings
and senta man to wreck her testing clinic with a birdcage pole.

She was not easily discouraged. Her own name for herself was
“Sunshine”: a maker of demon-hot sauce with an exuberant laugh,
a fondness for jazzy socks and a habit of tickling her much too seri-
ous husband. Yet these encounters left her in tears. With her job
prospects in Henan demolished, she left for Beijing to do research
with the one person there who had treated her warmly, Zeng Yi, the
head of the Institute of Virology at the National Academy of Sci-
ences. Asadoctor she had to go on helping people, whetheranyone
liked what she did, and said, or not.

The farmers of Henan stayed on her mind. As central govern-
ment slowly began to own up to H1v and the AIDs that followed, il-
legal blood stations continued to flourish down those forgotten,
dusty tracks, and officials raked off their money. She had ceaseless-
ly visited the villagers for years, and she went on going in secret,
buying cough syrup and diarrhoea medicine to ease their symp-
toms, though she could not cure them. She also gathered evidence,
partly clinical, partly pictorial, for she keenly took photographs
anywhere. In several the villagers returned her happy grin. In oth-
ers, sick and skeletal figures merely stared at her.

She kept none of this to herself. In Beijing she passed her find-
ings carefully to journalists and to officers from the American em-
bassy, explaining too which articles they should read and whom
they should see, slipping them secret government reports. She also
passed data to Gao Yaojie, a gynaecologist 30 years her senior who
was now the public face of the HIv/AIDS campaign in China. Dr
Gao, who became a dear friend, wrote the books and pamphlets
and spoke out; Dr Wang, under cover, provided much of the evi-
dence that underpinned her certainty. Then in 2001, when she
could no longer return to Henan, she left for America.

Everything there was new: the culture, the language, the tech-
niques. She found a new husband, and a new field of research atthe
University of Utah. Two things, however, were grimly familiar.
Whenever her name was publicly attached to H1v/AIDS in Chi-
na—as to a play, based on her career, being staged in London this
autumn—Chinese state security would begin to pester. And not far
from her house in Salt Lake City, under Mount Olympus which she
loved and painted, donors would sit in their cars pressing cotton
wads to their forearms, outside a blood clinic that offered cash bo-
nuses and never closed, even on Sundays. &
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