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Democrats in the House of
Representatives introduced
legislation to reform policing
in America in the wake of the
killing of George Floyd. The
measures, which will be resist-
ed in the Senate, would simpli-
fy the process for prosecuting
officers for misconduct and
curtail the “qualified immuni-
ty” law that shields them from
civil lawsuits. Mr Floyd was
laid to rest in his home town of
Houston.

Protesters turned their energy
to toppling statues. Among
those torn down were effigies
of Jefferson Davis in Rich-
mond, Virginia, and Christo-
pher Columbus in a number of
cities. NASCAR, a car-racing
tournament popularin the
South, banned the Confederate
flag from its events.

Israel’s high court struck down
alaw that sought to legalise
Jewish settlements built on
private Palestinian land as long
as the Palestinians are com-
pensated. The law would have
retroactively legalised thou-
sands of homes builtin the
occupied West Bank. Mean-
while, the Palestinian prime
minister, Muhammad
Shtayyeh, said the Palestinian
Authority would declare an
independent state if the Israeli
government follows through
on its plans to annex parts of
the West Bank.

Militias aligned with the UN-
backed government in Libya
ousted the forces of Khalifa
Haftar, a renegade general,
from areas around Tripoli,
ending his 14-month siege of
the capital. General Haftar’s
forces, which are backed by
Russia, retreated to areas in the
south and east which are under
his control. The government’s

forces, supported by Turkey,
have pursued them to Sirte,
where the fighting continues.

Russia was suspected of car-
rying out air strikes on the last
rebel-held enclave in Syria.
The bombing in Idlib province
breached a ceasefire brokered
by Turkey and Russia in March.
Separately, protesters in the
southern city of Sweida, fed up
with a sinking economy,
denounced President Bashar
al-Assad in a rare show of
dissent.

Pierre Nkurunziza, the
president of Burundi, died,
possibly of covid-19. Mr
Nkurunziza, who was due to
step down in August, had said
that God would protect the
country from the virus.

Ali Kushayb, a militia leader
who is wanted by the Interna-
tional Criminal Court to face
charges of war crimes in the
Darfur region of Sudan, sur-
rendered to authorities in the
Central African Republic.

Mali said it would investigate
the army after men in uniform
attacked two villages and killed
43 civilians in Mopti, in the
centre of the country.

The British government
conceded that plans to return
children to school in England
were unworkable. After weeks
of resistance from teachers and
local authorities, barely half of
the pupils in primary-year
groups that could have gone
back have done so. The return
of pupils to secondary schools
has also been postponed until
September.

Spain’s supreme court opened
aninvestigation into a former
king, Juan Carlos, over possibly
illegal commissions linked to a
rail projectin Saudi Arabia.

Brazil’s ministry of health
removed briefly from its web-
site much of the data it had
reported on covid-19. The
country’s president, Jair Bolso-
naro, says that cumulative
totals do not reflect the current
situation. The government

' complied with an order by a

justice on the Supreme Court
to resume reporting the data.

A recount of votes in Guyana’s
election, held in March,
showed that it was won by the
opposition People’s Progres-
sive Party, a mainly Indo-
Guyanese party. The govern-
ment of President David
Granger, who leads the mainly
Afro-Guyanese A Partnership
for National Unity, is to chal-
lenge the recount in court.

Chinareached a “positive
consensus” with India over
border scuffles between their
two countries’ forces. India
said they had agreed to “peace-
fully resolve” the matter.

The Chinese city of Mudan-
jlang, on the border with Rus-
sia, became the second in the
country, after Wuhan, to test
all of its residents for coronavi-
rus. Among the 780,000 people
examined, at least 19 were
found to be infected, without
symptoms. In April there had
been a spike in cases in the city
as Chinese citizens returned
from Russia.

China warned its citizens to
avoid travel to Australia, citing
a “sudden rise in discrim-
inatory and violent actions”
against Chinese nationals.
Australia said this description
had “nobasis in fact”. Chinais
furious at Australian criticism
of its initial cover-up of the
new coronavirus.

North Korea shut down the
hotlines it shares with South
Korea’s leadership. The South’s
defence department said the
North was not answering calls
on military lines for the first
time since they were estab-
lished in 2018. The North’s
blood-drenched regime was
upset because defectors in the
South were flying insolent
leaflets over the border by
balloons.

Election officials in Singapore
announced measures that
make it safer for voters to cast
their ballots during the pan-
demic, including time slots,
stoking speculation thata poll
will be called for July.

Coronavirus briefs
To 6am GMT June 11th 2020
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The World Health Organisation
changed its advice and now
recommends that people wear
face masks on public transport
and in other situations where
social distancing is difficult.

Anthony Fauci, the chief scien-
tistadvising the American
government about the virus,
warned that the epidemic is
far from over and that there
was “noway” covid-19 would
simply disappear.

Indiareported a surge in in-
fections; it now has the world’s
fifth-highest number of cases.

All workers in construction
and manufacturing were
allowed to return to work in
New York City, and shoppers
could pick up goods they
ordered from stores.

Scientists in New Zealand
proclaimed that the country
was rid of covid-19 following a
two-week absence of new
cases. The country’s borders
remain closed to foreigners.

= For our latest coverage of the
virus and its consequences
please visit economist.com/
coronavirus or download the
Economist app.
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British Airways and other big
airlines in Britain threatened
the government with legal
action over the quarantine for
arrivals that came into force on
June 8th. All passengers flying
to Britain, including British
citizens, must now complete a
form stating where they will
self-isolate for two weeks,
subject to spot-checks and
fines if they break the rules.
The airlines, and the hospital-
ity industry, are livid, believing
more travellers will stay away,
causing irreparable damage to
their struggling businesses.

Atickettofly

Cathay Pacific received a
HK$39bn ($5bn) bail-out led by
the government of Hong Kong,
which will end up with a 6.1%
stake in the airline. Swire
Pacific remains the controlling
shareholder butits holding has
been reduced, as have the
stakes of the other big in-
vestors, Air China and Qatar
Airways. Cathay was in trouble
before the outbreak of covid-19.
Lastyear its chief executive
was pushed out amid pressure
on theairline from China over
staff who had participated in
pro-democracy protests.

Hoton the heels of an aid
package for the car industry,
the French governmentan-
nounced a €15bn ($17bn) rescue
deal for companies working in
aviation (including €7bn
already earmarked for Air
France). Bruno Le Maire, the
finance minister, said that
without the aid a third of jobs
could be lost permanently in
the industry. Airbus, for ex-
ample, has slashed production.

Christine Lagarde defended the
measures taken by the Euro-
pean Central Bank in response
to the euro zone’s downturn,
describing them as “tempo-
rary, targeted and proportion-
ate”. The ECB’s president made
her comments a few days after
the bank expanded its bond-
buying programme by €600bn
($683bn), taking the total
amount to €1.35trn, and
extended the scheme until at
leastJune 2021. At its latest
meeting the Federal Reserve

said it did not envisage raising
interest rates, which are near
zero, before the end of 2022.

==
World GDP

9% change on a year earlier
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In a sobering assessment of the
world economy, the World
Bank said it expects global GDP
to contract by 5.2% this year,
bringing about the fourth-
deepest recession since 1900
and the most severe since the
end of the second world war.
Rich-country economies are
projected to shrink by 7% on
average, and emerging markets
by 2.5%, the first contraction
for developing countries asa
group in at least 60 years.
Income per head will fall by
3.6%, pushing millions of
people into extreme poverty.

OPEC and Russia agreed to
extend their deal on curbs to
oil production until the end of
July. With oil prices stabilising,
Saudi Arabia will end its addi-
tional cut of im barrels a day
this month. Brent crude was

=
|
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trading above $40 a barrel,
double its price in mid-April.

Stockmarkets continued on
their upward streak for the
most part. On June 8th the s&p
500 closed at 3,232, above its
close on December 31st though
still below mid-February’s
record peak. The Nasdaq index
hitthe highest markin its
history.

Investors were buoyed in part
by an unexpected drop in
America’s unemployment
rate in May to13.3%, from
April’s14.7%. Some 2.5m peo-
ple were added to the payrolls
as lockdowns started to ease.

Volkswagen shook up senior
management following mis-
haps in the manufacture of
some of its models, replacing
Herbert Diess as head of the vw
passenger-cars brand with Ralf
Brandstdtter. Mr Diess remains
chief executive of the vw
group, but only after apologis-
ing to the supervisory board for
claiming it had been the source
of leaks about the glitches in
production.

In a second attempt to end its
Anglo-Dutch dual structure,
Unilever announced plans to
make London its sole legal
domicile. Two years ago its
attempt to make Rotterdam its

')/’!:’!!

legal base caused a revolt
among investors. Addressing
what was a bone of contention
in 2018, the conglomerate
expects still to beincluded in
share indices in both London
and Amsterdam.

With the issue of race now
firmly on the company agenda,
Amazon said it would stop
providing its facial-recogni-
tion technology to police
forces forayear while it con-
siders the issues. IBM is pulling
out of the facial-recognition
business altogether.

A Slack of communication
Slack’s share price struggled to
recover from the drubbing it
received after the company’s
quarterly earnings disappoint-
ed investors. Revenue was up
by 50% year on year, but that
was only a slight improvement
in growth on the previous
quarter, before offices turned
en masse to remote working.

Just Eat Takeaway, a food-
delivery service in Europe,
sealed an agreement to buy
Grubhub, one of America’s
biggest operators in the mar-
ket, for $7.3bn. Uber had re-
portedly approached Grubhub
last month about a merger with
Uber Eats, but had found there
was little appetite for a deal.
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The power of protest

And the legacy of George Floyd

EORGE FLOYD was not famous. He was killed not in the capital
Gof the United States, but on a street corner in its 46th-largest
city. Yet in death he has suddenly become the keystone of a
movement that has seized all of America. Still more remarkably,
he has inspired protests abroad, from Brazil to Indonesia, and
France to Australia. His legacy is the rich promise of social re-
form. It is too precious to waste.

The focus is rightly on America (see United States section).
The protests there, in big cities and tiny towns far from the
coasts, may be the most widespread in the country’s long history
of marching. After an outburst of rage following Mr Floyd’s
death, the demonstrations have, as we hoped last week, been
overwhelmingly peaceful. They have drawn in ordinary Ameri-
cans of all races. That has confounded those who, like President
Donald Trump, thought they could be exploited to forge an elec-
toral strategy based on the threat of anarchy. What began as a
protest against police violence against African-Americans has
led to an examination of racism in all its forms.

The marches outside America are harder to define (see Inter-
national section). In Mexico and South Africa the target is mainly
police violence. In Brazil, where three-quarters of the 6,220 peo-
plekilled by police in 2018 were black, race is a factor too. Austra-
lians are talking about the treatment of aboriginals. Some Euro-
peans, used to condemning America over race,
are realising that they have a problem closer to
home. Angela Merkel has asked Germans to take
the chance to “sweep outside their own front
doors”. Several countries are agonising over
public monuments (see next leader).

Itis hard to know why the spark caught today
and not before. Nobody marched in Parisin 2014
after Eric Garner was filmed being choked to
death by officers on Staten Island—then again, hardly anyone
marched in New York, either. Perhaps the sheer ubiquity of so-
cial media means that enough people have this time been con-
fronted with the evidence of their own eyes. The pandemic has
surely played a part, by cooping people up and creating a shared
experience, even as it has nonetheless singled out racial minor-
ities for infection and hardship (see Lexington).

The scale of the protests has something to do with Mr Trump,
too. When Mr Garner was killed, America had a president who
could bring together the nation at moments of racial tension,
and a Justice Department that baby-sat recalcitrant police de-
partments. Today they have a man who sets out to sow division.

But most fundamentally, and most happily, the protest re-
flects a rising rejection of racism itself. The share of Americans
who see racial discrimination in their country as a big problem
hasrisen from 51% in January 2015 to 76% now. A YouGov poll last
week found that 52% of Britons think British society is fairly or
very racist, abigrise from similar polls in the past. In 2018, 77% of
the French thought France needed to fight racism, up from 59%
in 2002. Pew Research found last year that in most countries
healthy majorities welcome racial diversity.

America is both a country and an idea. When the two do not
match, non-Americans notice more than when an injustice is

o

perpetrated in, say, Mexico or Russia. And wrapped up in that
idea of Americais a conviction that progress is possible.

It is already happening, in three ways. It starts with policing,
where some states and cities have already banned chokeholds
and where Democratic politicians seem ready to take on the po-
lice unions. On June 8th Democrats in the House of Representa-
tives put forward a bill that would, among other things, make it
easier to prosecute police and limit the transfer of armour and
weapons from the Pentagon to police departments. Congressio-
nal Republicans, who might have been expected to back the po-
lice, are working on a reform of their own. Although the general
call for “defunding” risks a backlash, the details of redirecting
part of the police budget to arms of local government, such as
housing or mental health, may make sense.

There is also a recognition that broader change is needed
from local and federal government. The median household net
wealth of African-Americans is $18,000, a tenth of the wealth of
white Americans. The ratio has not changed since 1990 (see Free
exchange). An important cause of this is that many African-
Americans are stuck in the racially monolithic neighbourhoods
where their grandparents were allowed to settle ata safe distance
from whites. Houses in these places are very cheap.

This separation helps explain why inequality endures in
schooling, policing and health. The government
hasarolein reducing it. Federal spending worth
$22.6bn already goes on housing vouchers.
Schemes to give poor Americans a choice over
where they live have Republican and Democrat-
ic backing in Congress. With better schools and
less crime, segregated districts become gentri-
fied, leaving them more racially mixed.

Business is waking up to the fact that it hasa
part, too, and not just in America (see Business section). The
place where people mix most is at work. However, just four For-
tune so0 firms have black chief executives and only 3% of senior
American managers are black. No wonder anxious CEOs have
been queuing up to pledge that they will do better.

Firms have an incentive to change. Research suggests that ra-
cial diversity islinked to higher profit margins and that the effect
is growing—though it is hard to be certain which comes first,
diversity or performance. It has also become clear that a vocal
share of employees and customers will shun companies that do
not deal with racism. Platitudinous mission statements are un-
likely to provide much protection. A first step is to monitor div-
ersity at all levels of recruitment and promotion, as do Goldman
Sachs and Intel—hardly known for being sentimental.

Large-scale social change is hard. Protest movements have a
habit of antagonising the moderate supporters they need to suc-
ceed. Countries where the impulse for change is not harnessed
to specific reforms will find that it dissipates. Yet anyone who
thinks racism is too difficult to tackle might recall that just six
years before George Floyd was born, interracial marriage was
still illegal in 16 American states. Today about 90% of Americans
support it. When enough citizens march against an injustice,
they can prevail. That is the power of protest. m
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Slavers’ statues

Marble monsters

Should they stay or should they go?

N 1895 THE burghers of Bristol in south-west England, swept up

by the Victorian fervour for celebrating city fathers, were cast-
ing about for a big historical cheese of their own. They settled on
Edward Colston, a 17th-century merchant who had endowed
charities that havelifted innumerable indigent Bristolians out of
poverty and educated hordes of its young citizens over the cen-
turies. But, by modern standards, they picked the wrong guy:
Colston made his money largely through the Royal African Com-
pany, which shipped slaves from Africa to the West Indies. On
June 7th protesters chucked his statue into the city’s harbour.

Statues become flashpoints at times of social change because
they honour the values, and reflect the hierarchies, of the times
in which they were erected. What some in one era celebrate, oth-
ers then and later often reject—hence the battles
over statues of Confederate heroes in the south-
ern United States, many of which were put up
long after the civil war to defend white suprem-
acy. Yet statues also provide a record of a coun-
try’s past, and the desire to respect and under-
stand that history of commemoration argues
against dismantling them. It is these conflicting
urges that make this area so tricky.

It would be foolish to throw overboard all those figures who
have in any way offended modern morality, justas it would be to
preserve every bronze villain just because he’s ancient. Great fig-
ures should have a place in public spaces, even when their record
istarnished. Asarule, someone whose failings were subordinate
to their claim to greatness should stay, whereas someone whose
main contribution to history was baleful should go.

These guidelines would allow most of those about whom
Britain is now arguing to cling to their plinths. Colston has no
claim to remain. Oliver Cromwell, by contrast, caused terrible
suffering in Ireland, but his role in democracy’s development
justifies his presence in Parliament Square. Cecil Rhodes is a
harder case. He was not the worst imperialist, but he drove many

black people off theirland. He lefta huge, grubby fortune to char-
ity. His statueis on private property, so the choice rests with Oriel
College, Oxford. It ought to put him in a museum.

America honours many people who happened to be slave
owners—and so it should, in the case of such as Washington and
Jefferson, known chiefly for their contribution to their country.
But the pressure for change is forcing America to reassess its sta-
tuary. Many Confederate leaders have been removed in the past
few years, and more should go, including Ben Tillman, a white
supremacist stillhonoured outside South Carolina’s state house;
and Nathan Bedford Forrest, a slave trader and Klansman whose
bustis in the state capital in Tennessee.

In the Netherlands Jan Pieterszoon Coen, who massacred
thousands of Indonesians, does not deserve his
plinth, any more than Stepan Bandera, murder-
er of many Jews, should be honoured in Lvivand
other Ukrainian cities.

Yet it matters not just that the undeserving
are taken off their pedestals, but also how they
go. The indignation of those who brought down
Colston may have been righteous, but they were
wrong to topple him themselves. Statues should
be taken down, just as they ought to be put up, by social consen-
sus; and even if the authorities dither for years—as Bristol’s
council has done over the erection of a plaque explaining Col-
ston’s sins—that is no excuse for the mob to take charge.

Prosecuting the topplers would not, however, be a good use of
the state’s resources; nor should Colston be reinstated. He has
now been dredged out of the river, and the council is planning to
put him in a museum. Other countries with difficult histories
have found more imaginative solutions. Hungary put its collec-
tion of communist-era statues in the rather weird Memento
Park, for day-trippers to wonder at. Paraguay crushed Alfredo
Stroessner with a vast block of concrete. And Mumbai, with a
pleasing touch, consigned Edward VII to the zoo. &

The world economy

Achilles heal

Most investors and some firms are upbeat. They won’t be if stimulus cheques dry up or the virus surges again

CCORDING TO the theory of cognitive dissonance it is stress-

ful to dwell on contradictions. Pity, then, anyone trying to
reconcile the miserable mood of many economic forecasters
with booming stockmarkets and the increasingly bullish mood
in many boardrooms. This week the OECD, a club of mostly rich
countries, predicted “dire and long-lasting consequences” in the
rich world from the recessions caused by the covid-19 pandemic.
As it did so, the s&P 500 index of American shares was almost
back to its level at the start of the year, when to most people “co-
rona” still meant something to be drunk with a slice of lime. Fora
while the strength of America’s stockmarket, which recently en-

joyed its biggest 50-day rally in history, looked like a global ex-
ception. But since the end of April European and Japanese mar-
kets have outperformed even a jubilant Wall Street.

To some this is a clear sign of spreading irrational exuber-
ance. Shares, it is argued, have been pumped to unsustainable
highs by monetary and fiscal stimulus, and, perhaps, by a wave
of speculation by idle workers who have been punting on the
stockmarket with their stimulus cheques (TD Ameritrade, aretail
broker, says trading activity is four times the level of a year ago).
In fact, investors have not lost their minds. A stream of positive
corporate and economic data provides some grounds for opti- »
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» mism. The trouble is that it would not take much bad news—
whether about the withdrawal of stimulus or the pandemic—to
throw the rally into reverse.

Start with the good news. Most analysts had thought that
America’s unemployment rate would rise from 14.7% to around
20% in May. Instead it fell t013.3% as millions of Americans were
recalled to work (see Finance section). Real-time data on credit-
card spending, e-commerce and consumer mobility suggest that
American consumer spending reached a trough in April and has
now recovered to around 90% of its pre-pandemic level. The re-
cession that was only this week officially declared to have started
in March already looks to have bottomed out.

Like the market rally, the green shoots are not
confined to America. In May Chinese goods ex-
ports were only 3.3% lower than a year ago—an-
alysts had expected almost twice that fall. La-
bour markets have beaten expectations in
Canada and South Korea. In Europe surveys of

January 2020=100
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second spike in covid-19 infections. All this has led them to look
past the evisceration of corporate profits in 2020 to a rapid eco-
nomic rebound in 2021and 2022.

Yet each prong of the argument also carries a warning. Stimu-
luswill notlast forever. America’s emergency $600 weekly boost
tounemploymentinsurance payouts, for example, expires at the
end of July. Were Congress to continue to support the jobless so
generously, it could slow the economic restart by discouraging
people from working. But an abrupt withdrawal of benefits
would slash incomes and leave many unable to spend. America’s
headline unemployment rate may be falling but the number of
workers who report that they are jobless be-
cause they have been permanently (rather than
temporarily) laid off continues to rise ominous-
ly. Nobody yet knows how many will join their
ranks as the economy changes for good in re-
sponse to the pandemic. That makes it hard to
60  judge for how long policymakers should keep

business sentiment remain depressed but have
rebounded strongly from record lows in April. It
helps that the euro zone has embraced stimulus. This month the
ECB has expanded its bond-buying programme and Germany has
fired a fiscal bazooka (see Europe section).

Indeed, one conclusion to draw from this turn in the data is
that stimulus works. Governments have successfully shielded
firms from bankruptcy and protected consumers’ incomes.
America’s banks say that fewer debts are turning sour than you
might expect from looking at the unemployment rate alone;
household incomes are higher than they were before the pan-
demic. Meanwhile many investors and firms have persuaded
themselves that lifting lockdowns will not cause an immediate

the pedal to the metal. And for as long as the la-
bour market looks damaged, households will
save more than they otherwise might, slowing the recovery.

The second risk stems from the virus itself. It is still poorly
understood and, as it spreads through developing countries, the
global daily count of new cases is trending higher than ever. An-
other wave of infections still remains possible, especially during
the winter, when its transmission may be easier. That could
bring on another round of lockdowns or, failing that, lead con-
sumers to choose to stay at home for their own protection, lim-
iting the extent of the rebound. In February markets were caught
out by the speed with which the outlook shifted. Though the
world economy has begun to recover, do not rule out a relapse. |

Cities and the pandemic

After disaster

How much harm has the pandemic done to large Western cities?

NTIL RECENTLY big cities were unstoppable. Year after year
U places like New York, London and Paris grew richer and
busier. Since the turn of the century they have shrugged off a dot-
com crash, a financial crisis, terrorist attacks and political popu-
lism caused partly by resentment at their prosperity and arro-
gance. Could their magical run possibly be coming to an end?

There are reasons to worry. Covid-19 struck the most exciting,
global cities hardest—the ones you find on the side of bags full of
designer clothes. With 3% of America’s population, New York
has suffered 19% of deaths attributed to the disease (see Brief-
ing). One in four French deaths was in Paris and its region. Even
as lockdowns lift, international travel restrictions and fear of in-
fection will linger: London is only 15% as busy as normal.

Such quietness poses a grave threat to cities, especially the
big, global ones. Much of the joy of suburban life derives from
the houses and gardens that are more affordable there. The plea-
sure of village life is the peace and the countryside. But cities
thrive on their busy streets, restaurants and theatres, which are
now quiet or closed. Thatisaloss for urban consumers, and a ca-
lamity for the many people, often immigrants, who sell services.

The virus has attacked the core of what makes these cities vi-
brant and successful. They prosper not so much because of what

they do for businesses, but because they cram together talented
people who are fizzing with ideas. Americans in cities with more
than 1m people are 50% more productive than those elsewhere.

But crowding people in offices and bars now seems irrespon-
sible. And, in contrast to when Spanish flu struck a century ago,
many workers have alternatives. People are learning to toil from
home; some have discovered that they like it. Facebook, until re-
cently a heroic office-builder, has announced that it will let
many employees keep working remotely even after the virus is
seen off. Commercial- and residential-property markets could
slump as jobs move out of cities, even if only for part of the week.
High-street shops and cafés are likely to go under as they adjust
to the cut in office workers, tourists and students.

If they lose people, cities will run into a fiscal crunch, too.
Their income from things like hotel taxes and bus fares has evap-
orated. New York’s independent budget office reports “absolute
gloom and uncertainty” and frets that tax revenues may fall by
$9bn in the next two fiscal years. The great danger is that cities
enter a spiral of budget cuts, deteriorating services, rising crime
and middle-class flight. It would be the 1970s all over again.

And yet cities are stronger and more resilient than they seem.

9

As with so much else, the fate of cities hangs on the development »»
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» of treatments and vaccines. But their magic cannot be woven
from afar as easily as some suppose.

Cities remain invaluable as places where people can build
networks and learn how to collaborate. The brain-workers now
logging into Zoom meetings from commuter towns and country
cottages can do their jobs because they formed relationships and
imbibed cultures in corporate offices. Their heads are still in the
city, though their feet are not. Even a socially distanced, half-full
office is essential for teaching new hires how a company works.
If offices facilitate chit-chat and gossip, they are functioning
well. Answering emails can be done from home.

The hope is that, even if bankers and programmers stop com-
ing into town, cities will adjust. Young people, who are at less
risk from covid-19 and less worried about crime, could suddenly
discover thatlife in the big smoke is affordable again.

To encourage that, cities need to run themselves for the post-
covid era. They are already grappling with how to move millions
of people when nobody wants to squeeze onto crowded buses
and trains. Some have bold plans for expanded networks of bike
paths, and have erected plastic barriers to encourage walkers to
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occupy the roads. This is encouraging. But cities that fear com-
muters will drop trains and buses for private cars, clogging the
roads, would do even better to manage demand by pricing driv-
ing and parking more highly.

Cities also need more autonomy. New York’s hapless mayor,
Bill de Blasio, has been a poor advertisement for muscular local
government. But Seoul’s world-beating coronavirus response
has been organised largely by the metropolitan government and
by local officials. By contrast, the mayor of London, Sadiq Khan,
had to lobby the national government to insist on face masks on
public transport. It agreed two months too late.

Bright lights

National governments and states will need persuading that cit-
ies should have more power, especially as many will also be beg-
ging for money. They should step back anyway. Great cities are
obnoxious, but they are normally big contributors to national
budgets. And the trick they perform for their countries is not just
economic. Cities are where people learn to live in a modern,
open society. They are machines for creating citizens. |

Britain and the European Union

Don’t pretend, extend

Boris Johnson’s government should take the option to prolong the transition

AUGHT UP IN covid-19, Britons have largely forgotten the cri-
C sis that preoccupied them for three-and-a-half years. But
Brexit has not gone away. A crunch is approaching, and unless
the prime minister, Boris Johnson, acts swiftly, its damaging
economic consequences will compound those of the pandemic.

Britain formally left the EU on January 31st, and is now in a
transition period until the end of the year, during which time a
deal on future relations is meant to be thrashed out. If it is not,
and Britain ends that transition without a trade deal, the impact
on the economy is likely to be painful.

The prospects are not good. Talks are deadlocked. The two
sides have taken extreme positions on fisheries, governance and
competition. The chances of sealing a deal in six
months look slim. The first, supposedly easier,
stage of Brexit talks on withdrawal took 30
months to finish. Negotiating this stage remote-
ly is an unwelcome complication.

Under the withdrawal treaty, the two sides
can choose before the end of June to extend the
transition for up to two years. After that, any ex-
tension would need a fresh treaty and the ap-
proval of all 27 national and some regional parliaments. That
makes brinkmanship risky. The obvious solution is for Mr John-
son, when he meets EU leaders virtually next week, to ask for an
extension. Voters think he should, according to most polls. Yet
he refuses to do so.

Mr Johnson says that to extend transition would betray those
who voted for Brexit. Yet Brexit happened in January: the only
question now is whether it is orderly or disorderly. Mr Johnson
also says Britain may have to pay vast extra sums into the Eu bud-
get, and even contribute to its new rescue fund. But though there
would be a bill to pay, the treaty says it is negotiable; and since
Britain is no longer in the common agricultural policy, the bill

should be a lot smaller than were its dues as a member.

Would staying in transition constrain Britain’s response to
covid-19 through state subsidies, as opponents of an extension
also argue? No, because the EU’s state-aid rules are suspended.
Claims that transition would stop new free-trade deals are mis-
leading, as negotiations with other countries can continue, and
in any case none is ready to come into force soon. Suggestions
that an extension would prolong uncertainty for businesses are
wrongheaded. It is the risk of leaving without a trade deal that
troubles firms. They are already hit by covid-19, and unprepared
for tariffs, quotas and customs checks.

Mr Johnson thinks the EU caves in only under the pressure of
time. He believes that his renegotiation of the
withdrawal treaty last autumn, after he became
prime minister, shows the benefits of going up
to the wire. Yetit was not the Eu, but Britain, that
made the big concession then, by accepting a
customs border between Great Britain and
Northern Ireland. And once again, as last time,
Britain needs a deal more than the EU does.

Privately, the government believes that co-
vid-19 has reduced the political risk of leaving without a deal,
sinceits costs will be hidden by the greater damage from the pan-
demic. Yet this argument is not only improperly self-serving but
also fallacious. Covid-19 has severely affected non-tradables,
such as restaurants and bars, whereas Brexit without a trade deal
would hit big exporters such as carmakers (goodbye, Nissan?) as
well as creating visible chaos in Dover.

A sensible, responsible government would treat an extension
of the transition not as a political weapon but as an option con-
tract, foruse onlyifadeal cannotbe struckin time. If Mr Johnson
continues to reject it out of hand he will show his government to
be, on the matter of Brexit, neither sensible nor responsible. |
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Europe’s common purpose
There is nothing new about
differences in national views
about the purpose of the Euro-
pean Union, but the pandemic
has indeed highlighted these
(“On the blink”, May 16th). At
the same time, this crisis has
underlined just how intercon-
nected Europe is in many ways
and this is vital to our ability to
recover from the huge hit that
our economy is taking.

There may well be ambigu-
ity about what Europe stands
forat the political level, but
among businesses there is
broad consensus. European
business chambers and their
2om firms want a Europe that
isbased on a fully functioning
single market. This is crucial to
Europe’s prosperity, solidarity
and influence in the world.
Restrictions introduced at
internal EU borders in re-
sponse to covid-19 impede the
movement of goods, services
and workers and undermine
supply and value chains. These
measures were considered
necessary in flattening the
epidemic’s curve, but they
must continue to be rolled
back if we are also to flatten the
curve of the economic crisis.

Now is not the time to
overthink the EU or reflect on
possible reforms. We must
focus on the basics of tackling
the virus and helping our
business community survive
and rebuild. Feedback from our
members suggests that 3m
businesses across the EU are in
jeopardy and with thataround
10m jobs.

The Recovery Fund, part of
a front-loaded new EU budget,
isa positive development. But
our businesses require more
and immediate help in
overcoming acute financial
liquidity challenges and need a
fully restored single market
without delay.

CHRISTOPH LEITL
President
Eurochambres
Brussels

I doubt that bigger transfers
from northern European coun-
tries to southern ones and debt
mutualisation will “avert
catastrophe” as you claim. On

the contrary, these transfers
will continue to discourage
Italy, France and other south-
erners from carrying out over-
due reforms, leading to catas-
trophe in the not-too-distant
future instead of averting it.
Italy and others should be
made to abandon the euro,
thereby saving the EU.

You quoted Konrad Adenau-
er’s saying that “German pro-
blems can only be solved under
a European roof”. But Ludwig
Erhard, Germany’s minister of
the economy and architect of
the Wirtschaftswunder, said in
1957 thatitis impossible to
move Sicily to the Ruhr
without causing economic
difficulties. For too many years
we have been confronted with
the problems Erhard predicted
in widely different economies
bound together by monetary
union.

GERALD SCHERIAU
Vienna

“A good kind of bubble” (May
16th) mapped out travel bub-
bles linking places where the
pandemic has been quashed.
This idea should go beyond the
coronavirus. Even enthusiasts
forindividual liberty should
now see that health is a public
good as well as a private good.
In contrast with other single
EU policies, which have a
political and sentimental
price, there would be no emo-
tional losers from a united EU
medical-care policy with well-
policed borders. Such a bubble
of wellness might temptin
outsiders like Iceland, Switz-
erland and Norway. And on a
cold winter’s day, even an
ardent English nationalist
mightlong to stroll safelyon a
Spanish beach rather than
shiver in Brighton.

PETER WHITE

Glencullen, Ireland

Messing about on theriver
Itis notonly roads thatare
seeing an increase in a differ-
ent type of user during Brit-
ain’s lockdown (“The great land
grab”, May 23rd). Swimmers,
kayakers, stand-up paddle
boarders and people messing
aboutin a variety of self-pow-
ered craft have taken over the

Thames, at least between
Hampton Court and Tedding-
ton Lock. And I doubt they will
want to give it back either.

In normal times on a sunny
holiday hundreds of pleasure
boats, as well as a few noisy
party boats, might chug up and
down, a possible hazard fora
swimmer or unpowered boat.
They have almost entirely
vanished and the river is more
tranquil and pleasant because
of it. I'm sure wildlife has
benefited too. I've seen more
ducklings, goslings and coot-
lings than usual. A stately, if
bedraggled-looking heron
observes our swims. I've even
spotted a harbour seal.

The water feels cleaner, the
surface has lostits rainbow
sheen of oil and there is less
rubbish. I know we will have to
share the river with powered
boats again soon, butI hope it
doesn’t push away the many
new river users who are enjoy-
ing one of the unexpected joys
of lockdown.

SIMON GRIFFITHS
Founder and publisher
Outdoor Swimmer
London

Peru'’s terrible conflict
Regarding Bello’s column (May
16th) on Peru’s vicious terrorist
movement, Shining Path, it
should be pointed out that the
figures for the number of those
killed and displaced in the
conflict that come from the
Truth and Reconciliation
Commission were determined
using a very debatable method.
It lacks all seriousness to use
them for calculating the final
number of deaths. Itis also
excessive to call Alberto Fuji-
mori a dictator. Mr Fujimori
was a typical Latin American
authoritarian president, in the
same vein as Hugo Chavez,
Rafael Correa, or Evo Morales.
Moreover, it is no surprise that
75% of the victims were
Quechua Indians, given that
the Andes was the main theatre
of terrorist operations.

Idon’t see any kind of
collective trauma in 99% of
Peruvians. Instead, those of us
who suffered Shining Path are
more worried about Peruvians
under the age of 30 forgetting

about terrorism. Older people
get on with their lives, though
they will never forget the
dreadful bath of blood.

ALDO MARIATEGUI

Lima

Data and antiquity

As ateacherand researcherin
classics, I care profoundly
about the subject’s purpose
(Johnson, May 2nd). Too many
of my colleagues rely on the
guff thatit teaches grammat-
ical rigour or fall back onto
vague assertions about the
origins of Western civilisation.
Although itis good to have a
knowledge of ancient societ-
ies, the study of classics or
indeed any ancient peoples
offers one important trans-
ferable skill. When studying
any ancient civilisation, one
quickly brushes up against the
reality that 99.9% of the
information one would like to
have is already lost. This forces
any student or researcher to
reflect hard on what data can
be used. We must carefully
analyse and argue over every
scrap, while avoiding the
temptation to come to conclu-
sions that the data do not
justify. In an age where we are
faced with a glut of data, know-
ing what they can or cannot be
used to say is vital.

ROBERT MACHADO

Cambridge, Cambridgeshire

Europe endless

Charlemagne’s recognition of
Kraftwerk’s contribution to
modern European identity was
electrifying (May 16th). As for
choosing one of their tunes as
anew anthem for the European
Union, “Trans-Europe Express”
is the obvious choice for my
Interrail generation. ButI
guess in this era of restrictions,
we will have to make do with
“Computer Love”.

JOHAN NORBERG

Stockholm

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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Briefing Cities after covid-19
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The destiny of density

As New York reopens, what does the post-pandemic future hold for it,

and other cities?

Y NIGHT, Manhattan holds 1.6m souls, a

large number for a small island. In the
morning over twice as many more rush in
like a tide, filling up office blocks, coffee
shops and spin classes. In the evening this
tide drains back out over bridges and
through tunnels, leaving justa thin residue
of small-hours stop-outs and shift work-
ers. The ebb and flow is shallower at week-
ends, and in summer. But it has held its
rhythm for more than a century.

In mid-March the tide stopped. Follow-
ing stay-at-home orders issued by Andrew
Cuomo, New York’s governor, workplaces

shut down as hospitals filled. The city be-
came one of the deadliest hotspots of the
covid-19 pandemic, with 20,000 dying over
three months. Times Square emptied, the
museums and concert halls closed.

At the end of May the streets came to fit-
ful life as thousands protested against rac-
ism and police violence in the wake of the
death of George Floyd under the knee of a
Minnesota police officer. Bill de Blasio, the
city’s mayor—and, as a newly enthusiastic
backer of the police department, one of the
targets of the protests—instituted a curfew
which lasted until June 6th, two days be-

fore the city began its official reopening.

Construction and manufacturing have
now restarted; shops offer pavement pick-
ups. But many businesses are still shut,
and most office workers at home. Broad-
way will stay dark until at least September.
The schools’ chancellor has said that there
isa50-50 chance schools will reopen in the
autumn. The city that never sleeps looks as
if it will be sedated for much of the rest of
theyear. If covid comes backin a big way, or
if workers stay in front of screens at home,
it could become moribund.

All the mystery and beauty

Nowhere represented the 20th century’s
love affair with the idea of the city better
than New York. In size—surpassing Lon-
don, the previous top dog, in 1925—gran-
deur, cultural attainment and animal spir-
its of all sorts it was for decades the toast of
the world and a model to emulate.

Over the century more and more cities
grew large, dense and rich. By 2016 more
than a fifth of humankind was living in cit-
ies of 1m people or more. The largest 300
metropolitan areas now generate half the
world’s GpP and two-thirds of that GDP’s
growth. And New York remains at the tip of
the top tier. At almost $1.8trn its GDP is the
largest of any city in the world. Itis home to
as dense a cluster of globally important
firms as you can find anywhere.

Workers and firms have continued to
pile into cities like New York, even as travel
and telecommuting have become easier,
because there is so much to be gained by
proximity to other human beings, espe-
cially when it comes to the “knowledge
economy” reliant on highly skilled, highly
educated and highly productive workers.
Geoffrey West, a physicist at the Santa Fe
Institute, has shown that these benefits in
terms of wages and innovation grow faster
than the cities which provide them.

Edward Glaeser, an economist at Har-
vard University, has shown that urban den-
sity increases workers’ productivity and
minimises their carbon footprints. Ameri-
cans wholive in big metropolitan areas are,
on average, more than 50% more produc-
tive than those who live in smaller metros.
This holds true even for workers with the
same education, experience, working in
the same industry and boasting the same
1Q. Much the same is true in other rich
countries. In poorer ones the advantages of
city life are even greater.

Closing down such powerhouses in the
face of covid-19 was a dramatic and expen-
sive step for the governments that did so.
But it was at least conceptually simple. Re-
opening them is harder, in large part be-
cause of the conflicting requirements of
amenity and transport. For almostall cities
reopening will see increased congestion as

people who previously used mass transit »»
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» commute by car and on their own. New
York—big by European standards, unique-
ly mass-transit dependent by American
ones—will have those problems on a scale
all of its own. “A 1% decline in transit use
into Manhattan would translate into a 12%
increase in car traffic,” says Nicole Gelinas
of the Manhattan Institute, a think-tank.
Corey Johnson, the city-council speaker,
warns of “Carmageddon”.

But making mass transit safe in a world
of social distancing is hard. The Metropol-
itan Transportation Authority (MTA),
which is run by the state, is responsible for
the city’s buses and a subway system which
boasts more stations than any other in the
world. It was already in poor financial and
physical shape before the pandemic; dur-
ingthe covid closureitlost9o% of its riders
and more than $2bn in revenue. Though it
is working on new ways to clean subway
cars and distance passengers, it cannot put
on enough services to keep commuters
safely distanced. Indeed, if it does not geta
substantial bail-out—which the state says
it cannot afford—it is likely to have to cut
jobs and services, worsening the problem.

Very careless and confused
Mr de Blasio has done little to help. Asked
for 10okm (60 miles) of new bus lanes to
help with the situation he has provided just
3okm. He has also been grudging when it
comes to pedestrianising streets so that
people can keep a respectful distance from
each other while getting around and in-
creasing provision for the use of bicycles.
This all means that New Yorkers cannot
safely return to work in one fell swoop. But
the pointofadensecityisthatitneeds den-
sity to work. According to Enrico Moretti,
an economist at the University of Califor-
nia, Berkeley, each of the “knowledge jobs”
that make cities like San Francisco or New
York so successful supports five service
jobs, some high paying—lawyers—some
much less so—baristas. If office workers
stay at home, the workers who depend on
them being in town have no income. If,
faced with half-empty offices, such service
workers do not come back for want of cus-
tom, that will add to the commuters’ disin-
clination to return. If the businesses pro-
viding services actually go bust waiting for
the tide to turn things will go even worse.
Even if reopening goes well, the hole in
the city’s finances will be vast. The declines
in sales, income and property taxes that
came with the shutdown will result in a
$9bn tax-revenue hit over the next two fis-
cal years, according to Mr de Blasio. The
city’s independent budget office, which
said on May 18th that the city’s fiscal situa-
tion is one of “absolute gloom and uncer-
tainty”, thinks employment will not return
to pre-pandemic levels until 2024 (see
chart on next page). Without federal sup-
port, Mr de Blasio has said “any and all op-

tions will be on the table” for spending
cuts, including laying off city workers. The
state is unlikely to be able to bail out the
city, given its own shortfalls.

Despite these dire straits, there are two
good arguments for expecting New York to
come back after covid. First, cities in gen-
eral have proven inordinately resilient to
enormous shocks. In 2002 Donald Davis
and David Weinstein, both professors at
Columbia University, looked at Japanese
cities bombed during the second world war
and found that “temporary shocks, even of
frightening magnitude, appear to have lit-
tle long-run impact on the spatial structure
of the economy.” It took just 20 years for
Nagasaki’'s population growth to get back
to the trend line it had been on before
America dropped an atom bomb on it.

And if cities are resilient in theory, New
York has also proved so in practice. The at-
tacks which brought down the World Trade
Centre in 2001 were estimated by the city’s
comptroller to have cost $83bn-95bn in
lives and property. Lower Manhattan,
where the twin towers had stood, lost al-
most 30% of its office space, temporarily
displacing 100,000 workers.

But in 2002 Michael Bloomberg, the
city’s newly elected mayor, began offering
incentives to companies to move down-
town, and commercial occupancy re-
bounded. The population in the area has
more than doubled since the attacks. By
2007 theemployment rate had recovered to
what it had been before. The next year Leh-
man Brothers collapsed, and the city’s flag-
ship industry, financial services, looked
hugely vulnerable. But though by 2018 itac-
counted forjustovera third of jobs in lower
Manhattan, down from 55% in 2004, it is
still there. Even the $19bn of damage done
by Hurricane Sandy in 2012 amounted to
only a glancing blow. Property values on
the Manhattan waterfront now stand 70%
above the pre-Sandy level: on the Queens
waterfront they are 128% higher.

What, though, if covid is not just the lat-
est in a series of shocks? Cities that can
shrug off a disaster can still fade if their
economic base—and with it their tax rev-
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enues—suffers a structural shift. Again,
New York has the history to prove it.

Like other American cities, New York
saw rioting in the 1960s. Between 1969 and
1974 two recessions saw New York City lose
almost 300,000 manufacturing jobs. Most
American cities experienced some “white
flight” during that period. New York saw a
lot. The city lost 1.3m net residents during
the 1970s, almost all of whom were white,
more than the number lost by Los Angeles
and Chicago combined.

Its tax base shrinking, by 1975 the city
could not pay its bills or service its debt.
Asked for help, Gerald Ford, then presi-
dent, demurred. “FORD TO CITY: DROP
DEAD” the front page of the Daily News bel-
lowed in144-point type.

Can’trepeat the past?

In the budget cuts which followed 13,000
teaching jobs were lost. For four years no
police officers were hired; arrests fell by a
fifth as crime, already bad, got worse. The
subway was unsafe, there were graffiti
everywhere, parks became drug dens. To-
day, St Mark’s Place is lined with busy bars,
chic coffee shops and yoga studios. Then it
was grimy enough to supply an album-cov-
er image of urban decay for Led Zeppelin
and hosted crimes that ranged from mug-
ging through murder to cannibalism.

But the city still had the advantages that
come from packing knowledge workers to-
gether. In the 1980s Michael Milken of
Drexel Burnham Lambert invented the
junkbonds that enabled Henry Kravis, a co-
founder of KKR, a large private-equity firm,
to pull off the first leveraged buy-outs, rev-
olutionising corporate finance. This was
not without its controversies—some of Mr
Milken’s financial activities landed him in
prison—but it did help the city regain sol-
vency, not to mention pizzazz.

New Yorkis in far better shape now than
itwasinthe1970s. But some 900,000 Work-
ers are expected to file for unemployment
by the end of June, a level far higher than
that seen in the Great Recession or after the
attacks of 2001. Many businesses have
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» reopen. And the workers to start new ones
might be sorely lacking. Immigrants make
up almost half of small business owners in
New York, and it is unclear when restric-
tions on immigration will be lifted.

Evenif the federal governmentis gener-
ous—the $7.5bn provided so far has not
been seen as such by Mr Cuomo, who
thinks almost ten times that amount is
needed—there are sweeping budget cuts to
schools, health care and local government
on the way. Poorer services may keep those
who have fled the virus from coming back.
One in 20 New York City residents have left
the city in the past months, taking up resi-
denceinsinglebedsin childhood homesin
all America’s contiguous states. For Man-
hattan, the richestborough, the proportion
is a sixth: in its swankiest zip codes it is
more than a third, for all that most of the
deaths have been in poorer neighbour-
hoods in the outer boroughs.

A further outbreak of disease would
both worsen the economy and weaken the
urge to return. Mr Glaeser thinks that an
enduring threat from SARS-Cov-2, the virus
which causes covid-19, “could lead to a seri-
ous and long-standing reorientation—at
least for those that could afford it—towards
de-urbanising of people’s lives.” It is worth
noting that, pandemics apart, diseases
generally tend to spread well in cities; Mr
West finds thata city’s propensity for infec-
tion tends to grow faster than the city itself,
justlike wages and productivity.

And in a future where the virus remains
under control the economic benefits of be-
ing packed tight, aboon in the city’s renais-
sance, might still be lost if some mixture of
personal convenience and corporate strat-
egy sees distance working turned from a
temporary expedient to a lasting change in
the way the urban economy works.

Take financial services, which account
for a third of the Manhattan payroll. Bar-
clays, JPMorgan Chase and Morgan Stanley,
three banks, employ more than 20,000
workers in Manhattan and occupy more
than 930,000 square metres (10m square
feet) in its office blocks, an area roughly
equivalent to all the office space in down-
town Nashville. James Gorman, the boss of
Morgan Stanley, which occupies much of a
tower that looms over Times Square, has
said that the company has “proven we can
operate with no footprint. That tells you an
enormous amount about where people
need to be physically,” though he has since
stressed that most of the firm’s jobs will
still be in offices. Jes Staley, the chief exec-
utive of Barclays, has said that “the notion
of putting 7,000 people in a building may
be a thing of the past.” In an internal memo
JPMorgan Chase, one of the largest office
tenants in New York, said the firm was re-
viewing how many workers would be al-
lowed to return.

“Office space is where the biggest de-
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bate is,” says Ken Caplan, who runs the
property investment arm of Blackstone, a
New York-based private equity firm. Com-
pliance with social-distancing measures
seem likely to require more space per work-
er for many months. That will give compa-
nies areason to encourage some workers to
stay away some or all of the time while not
changing the demand for office space
much; Mr Caplan is confident in long-term
demand.

Borne back ceaselessly

If workers can conduct their jobs from
home permanently, some will leave the
city for good. According to a survey con-
ducted by Redfin, a property platform,
more than half of those currently working
from home say they would move away
from their city if given the opportunity to
work from home permanently. This may be
an exaggeration. Thinking you might like
to move and moving are quite different;
searches on property websites do not show
an immense appetite for life in the boon-

Supposing you brought the light inside?
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docks (which, to true New Yorkers, basical-
ly means all parts of the country outside
the city’s limits). Scott Stringer, New York
City’s comptroller, for one, thinks flight to
places like Austin, Texas, is unlikely. “You
know why?” he laughs. “Because they'd
have to live there.”

What is more, an entirely decentralised
workforce, however Slacked, Teamed,
Hung-out and Zoomed it might be, cannot
capture all the benefits the city has to offer,
either for its members (in terms of finding
better jobs) or its employers. Paco Ybarra,
an executive at Citigroup, another bank,
hassaid that firms mightbe able to work re-
motely now because they have already
builtup clientand team relationships face-
to-face in the past, but that this would
“erode over time”.

There may thus be a new balance to be
found as individuals and companies seek
to meld continuous online connections
with an adequate exposure to the physical
serendipities and contacts of city life. Of-
fice attendance will become a memory for
some, a daily delight for others and a mov-
able feast for most.

This will encourage a new sort of
sprawl. Living near the heart of the city has
long seemed worth it—in terms of high
property prices and rents, and therefore
small apartments—because the job oppor-
tunities and amenities are so valuable. If
the daily tide of commuters weakens, so
will some of those benefits, because the
customer base will have shrunk, and the at-
traction of moving somewhere larger will
grow. “If you only need to commute two or
three days a week, you can spend the same
total amount of time commuting but live
much farther out in a bigger house with
space for an at-home office,” says Taylor
Marr, an economist at Redfin.

For their many flaws, cities have been
an engine of prosperity, as well as a way of
reducing the damage modern lifestyles do
to the environment. In prior episodes of
turmoil cities like New York have bounced
back because their people have been drawn
together more than they have been pulled
asunder. Stepping onto a crowded subway
orelevator was an act of defiance in the face
of terrorism fears.

This time around the city’s leaders will
notbe able to rely on the gritty resilience of
its inhabitants to restart the city. They will
need to create inventive schemes that help
workers travel safely and make sure the city
has the contact-tracing and testing capaci-
ty to prevent a second outbreak. They will
also need to keep a close eye on how the
ways in which people work, and the places
where they do so, may change. If New York
can increase its telecommuting while
keepingits vibrancy, it may again bea mod-
el to cities around the world. If it cannot,
density will return—either there, or, if the
city fails this latest test, elsewhere. ®
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The protests

No justice, no peace

WASHINGTON, DC

Democrats are not organising the protests. But they stand to gain from them

WEEK AFTER the Trump administration

ordered riot police to charge a peaceful
crowd in Lafayette Square, it was trans-
formed. Theleafy parkin front of the White
House was enclosed by a steel fence,
through which police could be seen loiter-
ing. The streets alongside it—including
newly named “Black Lives Matter Plaza”, at
the bottom of 16th Street, in direct view of
the White House—had been colonised by
protesters and were far more fun.

Late into the sultry evening, the chant-
ing throng that had filled the plaza for
much of the day—and most days since
George Floyd's murder—was winding
down. Black musicians and street artists
performed for a thinning crowd. A young
woman had set up a stall offering free de-
odorants, tampons and fruit: “Take what
you need—just know you are loved,” she
carolled. Well-wishers ambled along the

fence-line, perusing the banners, drawings
and personal messages plastering it.

They offer a cultural history of Ameri-
ca’s recent decades of racial injustice, in-
cluding prayers for many of its victims.
“I'm still crying for Emmett Till”, read one
note decorated with hearts, beside a sketch
of the 14-year-old child lynched in 1955.
They also included more overtly political
messages, such as “Who do you call when
the police murders?” and, in reference to
the White House’s well-guarded chief resi-
dent, “Bunker bitch”.

This potpourri also reflects the diffuse
and largely spontaneous nature of the prot-
ests. Aminority, especiallyin the early days
after Mr Floyd’s death, have seen violence,
first by protesters, then increasingly also
by the police (though it is not clear that any
of this was caused by the shadowy anar-
cho-leftists William Barr, the attorney gen-
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eral, has pointed to). The vast majority of
the multiracial gatherings have been
peaceful, however. Many have been organ-
ised by groups of friends and neighbours in
small towns. By one count there have been
protests in 1,280 places—including such
hotbeds of left-wing militancy as Sister
Bay, Wisconsin, and Sheridan, Wyoming.

In big cities such as Washington, DC,
black activist groups have played a signifi-
cant organising role. Many are members of
a national coalition, the Movement for
Black Lives, which was formed in 2014 and
has 150 constituent parts. Its best-known,
Black Lives Matter (BLM), which came to
prominence over police killings during Ba-
rack Obama’s second term, has been espe-
cially influential, in part by rallying left-
leaning whites, whose mass participation
in these protests is their most novel fea-
ture. “The political weather has shifted,”
says Makia Green of Black Lives Matter DC,
“We now have widespread multiracial,
multi-generation support.”

Abroader growth of centre-leftactivism
during Mr Trump’s tenure has probably
also played arole. Much ofitis rooted in the
Women’s March that drew millions onto
the streets shortly after the president’s in-
auguration to protestagainst misogyny. In-
deed, some of the many grassroots groups »
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» spawned by that protest have been in-
volved in organising demonstrations in re-
cent days. One such in Pennsylvania, a
state-wide organisation called Pennsylva-
nia Stands Up, which campaigns on voting
rights, immigration reform, racial justice
and other centre-left issues, helped boost
turnout and marshal crowds in Lancaster
and Philadelphia.

Whereis this headed? Perhaps notto the
radical reforms many of the protesters de-
mand. The current Congress has passed lit-
tle except coronavirus stimuli. It is not
about to start defunding the police. Yet aca-
demicresearch into the long-term political
effects of the Women’s March and Tea Party
movement of 2009 suggests such protests
do not merely reflect public opinion. They
also increase voter turnout. That sounds
like more bad news for the president’s
overwhelmingly white voting base.

“Alot of people who don’t normally vote
say they're going to vote now,” said Elena, a
Hispanic property manager from Fairfax,
Virginia, who had spent a long hot day at
the plaza, “to be part of history” with her
daughter and black boyfriend. “People can
argue about whichever party is better for
this or that,” she said. “But on this issue, it’s
completely clear.”

Police reform

The shifting
ground

WASHINGTON, DC
Protests against police brutality have
already brought policy changes

OR YEARS, reformers have advocated a

host of policies to make police more ac-
countable to the people they serve, to little
avail. But over the past two weeks, police
have made better cases for reform than ad-
vocates ever could by brutalising journal-
ists and peaceful protesters in broad day-
light. Across America the political ground
has shifted, as legislators long reluctant to
take on the police have started to act.

On June 8th House Democrats unveiled
a sweeping reform bill, which would,
among other things, make prosecuting and
suing police easier, create a national regis-
try of police-misconduct complaints, man-
date more extensive data collection, ban
chokeholds for federal officers and no-
knock warrants in federal drug cases (and
require state and local agencies which
want federal grant money to do the same)
and limit the transfer of military equip-
ment to police. Democrats plan to bring the
bill up for a vote by the end of June.

Congressional Republicans, mean-
while, say they are working on their own
reform proposal. Tim Scott, the Senate’s
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Supremacist safari

A birdwatchers’ app inspires a field guide to fundamentalism

MERICA’S CITIES teem with protesters

and counter-protesters. But who are
they? Among the crowds that have
turned out for anti-lockdown “reopen”
rallies and marches against police rac-
ism, various obscure insignia have been
spotted. Members of the far-right, in
particular, like to adopt symbols whose
meaning is clear only to those in the
know. Others may struggle to distinguish
their odal runes from their blood-drop
crosses. Now there’s an app for that.

VizPol, developed by researchers at
Columbia University, uses machine
learning to identify political symbols.
Open the app, photograph the ban-
ner—or T-shirt, belt-buckle, tattoo or
anything else that may contain alogo—
and VizPol will tell you whether you are
looking at a supporter of Antifa or the
Aryan Nations. Most of the 50-plus sym-
bols it recognises belong to the far right,
whose insignia tend to be more cryptic
and quicker to evolve than those of the
left, says Ishaan Jhaveri, one of the app’s
developers. But it can also spot left-wing
logos, like the encircled arrows of the
anti-fascist American Iron Front and the
hourglass of Extinction Rebellion.

The idea was born ata “Unite the
Right” rally in Washington, DC, in 2018.
Nina Berman, a professor at Columbia,
photographed a protester with the num-
ber1488 tattooed on her arm. Only later
did she learn that this was a white-su-
premacist reference (14 is the number of
words in a popular slogan, “We must
secure the existence of our people and a
future for white children”, and 88 stands
for HH, as in “Heil Hitler!”). Ms Berman
drew up a crib-sheet of symbols, which
colleagues at the Tow Centre for Digital
Journalism helped to turn into an app.

Mr Jhaveri, an amateur birdwatcher,
borrowed features from Merlin Bird 1D, a
twitchers’ app, such as the ability for
users to upload their photos to improve
and expand the database. Around 100

lone black Republican and a longtime ad-
vocate for police reform, proposed requir-
ing states to report data on no-knock war-
rants and deadly use of force and
increasing funding for body cameras and
for hiring “officer candidates who have ra-
cial and ethnic characteristics similar to
their community”.

While legislators in Washington talk,
somein cities and states have acted (as they
should: most of America’s 18,000 law-en-

beta-testers have taken advantage of the
protests this week to shovel more food
into VizPol's machine-learning algo-
rithm. (The latest slogan it has learned is
“ACAB”, which stands for “All Cops Are
Bastards”.) If funding can be found, it
may expand to cover more countries.

The developers stress that someone
displaying a symbol does not necessarily
subscribe to the beliefs associated with
it. AHawaiian shirt may indicate support
for far-right extremism, but is more
often evidence of nothing more serious
than a crime against fashion. The poten-
tial for misuse and misunderstanding
means that at present the app is available
only to journalists. Perhaps thatisjustas
well. During a field test in London, your
correspondent’s children were identified
as possible white-supremacists after
VizPol mistook Peppa Pig, a cartoon
character of unknown political leanings,
for Pepe the Frog, an alt-right mascot.

The 1488 project

forcement agencies are locally governed).
Many police departments have banned or
restricted chokeholds and “carotid re-
straints”—the neck-compression tech-
nique that killed George Floyd—though
without clear consequences the bans risk
being hortatory and ultimately ignored.
The New York Police Department has
banned chokeholds since1993, and thatdid
not stop officer Daniel Pantaleo from chok-

ing Eric Garner to death in 2014. So on June »
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One of these slogans doesn’t work

» 8th New York’s legislature created the
crime of “aggravated strangulation”, pun-
ishable by up to 15 years in prison, for offi-
cers whose chokehold “or similar restraint”
kills or seriously injures someone.

New York is also poised to pass bills cre-
ating an investigative office to look into
deaths caused by police officers, requiring
courts to publish racial and demographic
data on low-level offenders, requiring
state-police to wear cameras and repealing
a statute that shielded officers’ disciplinary
records from the public. Washington, DC’s
city council has passed measures that for-
bid the police department from hiring offi-
cers with a history of misconduct and re-
quire it to disclose the names of any
officers who use force.

More radical measures, such as defund-
ing—which in practice can mean some-
thing less alarming, like rethinking how
police departments function and redirect-
ing some of their budgets—are also getting
a hearing. Minneapolis’s city council
vowed to disband the city’s police depart-
ment, though how, when and what might
replace it remain unclear. And the mayors
of Los Angeles and New York said they
would take money from police budgets for
social-service programmes.

Along with this flurry of activity have
come two important cultural shifts. First,
the shares of Americans who support Black
Lives Matter and believe that police treat
whites better than African-Americans have
soared. Second, prosecutors have shed
some of their traditional reluctance to go
after the police, and have charged officers
in several cities who were caught on cam-
era assaulting unarmed people. Perhaps
this shift is temporary. Or perhaps a lot of
Americans have seen officers act as if they
are above the law, and they do not like it. B

The presidential campaign

Model voters

United States

We launch our statistical forecast, which gives Donald Trump a one-in-five

shot at re-election

OUR MONTHS ago, Donald Trump’s odds
Fof winning a second term had never
looked better. After an easy acquittal in his
impeachment trial, his approval rating had
reached its highest level in three years, and
was approaching the upper-40s range that
delivered re-election to George W. Bush
and Barack Obama. Unemployment was at
a 50-year low, setting him up to take credit
for a strong economy. And Bernie Sanders,
aself-described socialist, had won the pop-
ular vote in each of the first three Demo-
cratic primary contests.

But even by Mr Trump’s frenetic stan-
dards, the tumble in his political stock
since then has been remarkably abrupt.
First, Joe Biden, Barack Obama’s moderate
and well-liked vice-president, pulled off a
comeback for the ages, surging from the
verge of dropping out to presumptive
nominee. Then covid-19 battered America,
claiming at least 10,000 lives and 30m
jobs. And just when deaths from the virus
began to taper off, protests sparked by the
killing of George Floyd convulsed cities
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across America. Mr Trump’s callous re-
sponse has widened the empathy gap sepa-
rating him from Mr Biden into a chasm.

Even at the president’s high-water mark
in February, he trailed Mr Biden by five per-
centage points in national polling aver-
ages. That deficit has now swelled to eight.
Polls of swing states tell a similar tale. Mr
Biden is not only ahead in the midwestern
battlegrounds that elected Mr Trump the
first time, but also in Florida and Arizona.
Even states that Mr Trump won easily in
2016, such as Georgia, Texas, Iowa and
Ohio, look competitive. There is little ques-
tion that if the election were held today, Mr
Biden would win in a near-landslide.

The election, of course, will not be held
today. In fact, more time remains between
now and November 3rd than has passed
since Mr Trump’s impeachment trial. And
given the devotion of the president’s base,
Mr Biden is probably approaching his elec-
toral ceiling, whereas Mr Trump has plenty
of room to win back soft supporters.

19

Indeed, there are good reasons to expect »

Electoral college

votes

Donald Trump 55

Likely @ Verylikely @ Safe 5
65-85 85-99 99+

10

II -—‘-\} o

FL

Competitive states 189 votes

[T o [ [l (el R

FL INCaZOH|GAl T™X |00

N

Source: The Economist

270 to win

*At June 11th 2020



Buy CSS/PMS Books Online as Cash on Delivery https://cssbooks.net

20 United States

» he will. First, the latest jobs report suggests
that the economy may have bottomed out.
In 1984 Ronald Reagan trounced Walter
Mondale by declaring “Morning in Ameri-
ca”, though unemployment remained high
by historical standards. Mr Trump plans to
make the same argument. The Black Lives
Matter protests could also backfire on
Democrats if they rally white voters behind
the “law and order” candidate, as they are
thought to have done in1968.

Given all this uncertainty, it is tempting
to conclude that it is too early for predic-
tions, and call the election a virtual
toss-up. That is the view of bettors, who
currently make Mr Biden a bare 55-45 fa-
vourite. Yet a hard look at the data and at
history suggests that this is too generous to
Mr Trump. The Economist’s first-ever statis-
tical forecast of an American presidential
race, which we launch this week and will
update every day until the election, gives
Mr Biden an 82% chance of victory.

=1
Fundamentals don't lie

Mr Trump’s unlikely triumph in 2016
left many quantitative election forecasters
looking silly. Sam Wang, a professor at
Princeton, vowed to eat a bug if Mr Trump,
whom he said had just a 1% chance of vic-
tory in November 2016, came even close to
winning. (He chose a cricket.)

However, statistical models that used a
historically accurate amount of polling er-
ror, and factored in the tendency of such er-
rors to benefit the same candidate in simi-
lar states, actually fared rather well. Given
that Hillary Clinton led polls both nation-
wide and in a sufficient number of states to
deliver her the electoral college, no rigor-
ous forecast on the day of the election
could have anointed Mr Trump the favour-
ite. But numerous models put her chances
at below 85%, and some were as low as
70%. (When applied retroactively to 2016,
our own election-day forecast would have
given Mrs Clinton a 71% shot—roughly the
same probability it would have assigned to

United States, presidential elections, incumbent party’s share of the major-party vote, by year
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Mr Obama beating Mitt Romney on elec-
tion day in 2012.) Just as solid number-
crunching revealed the brittleness of Mrs
Clinton’s position, we hope it will shed
similar light on this year’s race.

Like most forecasts, our model, built
with the aid of two academics from Colum-
bia, Andrew Gelman and Merlin Heide-
manns, applies past patterns of voters’ be-
haviour to new circumstances. Its stated
probability of victory answers the ques-
tion: “How often have previous candidates
in similar positions gone on to win?” If
those historical relationships break down,
our forecast will misfire. But one of the par-
adoxes presented by Mr Trump’s unprece-
dented presidency is that voters have
mostly treated him as they would handle
any other Republican.

Our analysis begins with “fundamen-
tals”, or structural factors that shape the
public’s choices. Predictably, when presi-
dents have high approval ratings, their par-
ties’ candidates tend to get more votes (see
chart 1). Incumbents seeking re-election
also fare better if the economy does well,
though growing partisan polarisation has
shrunk this effect. And voters seem to have
an “eight-year itch”: only once since term
limits were enacted in 1951 has the same
party won three times in a row.

Because of the two-term penalty, these
factors correctly predicted Mr Trump'’s vic-
tory in 2016. Until recently, they were
poised to favour him again: a typical mod-
ern incumbent with a good-not-great
economy and bad-not-terrible approval
ratings should win around 51% of the vote.
However, the recession set off by covid-19
has turned the fundamentals against him.

Just how much this hurts Mr Trump is
hard to estimate. First, no post-war presi-
dent has been saddled with an economic
crash this deep. Does moving from 10% un-
employment to 15% hurt an incumbent as
much as moving from 5% to 10%? Second,
whereas recovery from previous economic
calamities has been slow and grinding, the
easing of lockdowns is likely to put mil-
lions of Americans back to work before the
election. Come November, will voters pun-
ish Mr Trump for the big decline since Feb-
ruary, or reward him for a smaller gain
since April? Finally, voters may not treat a
recession caused by a pandemic the same
as one with economic roots. Despite mass
unemployment, Mr Trump’s approval rat-
ing remains above its lows of 2017.

Our model acknowledges these un-
knowns by increasing the uncertainty in
its predictions when economic conditions
differ vastly from their historical norms,
and dampening the impact of unusually
large booms and busts (see chart on next
page). As a result, it treats the current
downturn as merely 40% worse than 2009,
rather than twice as bad. This is consistent

with Mr Biden winning 53% of votes cast »»
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» foreither him or Mr Trump—a margin half-
way between Mr Obama’s in 2008 and 2012,
and one similar to his lead in the polls be-
fore the Floyd protests began.

Such fundamentals, however, are only a
starting-point. Early in a campaign, they
tend to predict final results far more reli-
ably than polls do. Eventually, polls reveal
whether voters are indeed reacting to the
candidates as the fundamentals imply.

Polls are prone to biases, above and be-
yond their stated margins of error. Their re-
sults vary based on whether they are con-
ducted by phone or online, which
demographic categories they use to weight
responses and how they seek to predict
who will turn out to vote. Their results can
alsooscillateif one side’s partisans become
unusually eager or disinclined to answer
survey questions—a phenomenon known
as “partisan non-response bias”.

Rather than analysing polls individual-
ly, our model considers them collectively.
It assumes that particular survey methods,
weighting schemes, adjustments for parti-
san non-response bias and the like influ-
ence reported results in unknown ways.
Using a statistical method called Markov
Chain Monte Carlo, it then estimates the
impact of these factors, by finding the val-
ues for them that best explain the differ-
ences in results between pollsters survey-
ing similar places at similar times. Finally,
it blends the resulting polling average with
a forecast based on fundamentals, placing
greater weight on polls as time goes on.

With the election five months away, the
model now relies mostly on fundamentals.
These are sufficiently grim for Mr Trump
thatit gives him justa 5% chance of getting
more votes than Mr Biden does. However,
his overall odds of victory are about four
times higher than that, thanks to a healthy
chance that he once again wins the elector-
al college while losing the popular vote.

Reports of Mr Trump’s vise-like grip on
the battleground states are a bit premature.
States’ partisan leans relative to each other

shift frequently. For example, in 2012 Ba-
rack Obama won Iowa by six percentage
points while losing Texas by 16. Four years
later, Mrs Clinton came closer to winning
Texas than Iowa. Such volatility means ad-
vantages in the electoral college can be
short-lived. Had the national popular vote
been tied every year, the college would
have delivered the presidency to Demo-
crats in four of the five elections from 1996
to 2012 (see chart 3).

There is no guarantee that the electoral
college will continue to favour Mr Trump.
Mr Biden has fared well in polls of Arizona,
whose Republican lean has shrunk since
2016. The state could provide him with an-
other path to victory if he cannot wrest
back Wisconsin—or, along with Florida, a
sunbelt alternative to the entire rustbelt.

At the same time, there is also no evi-
dence that Mr Trump’s electoral-college ad-
vantage has dwindled. In 2016 his vote
share (excluding third parties) in Wiscon-
sin, the state that delivered him the elec-
tion, was 1.4 percentage points higher than
his performance overall. Today, our model
puts Mr Biden on track to win 53.5% of the
nationwide two-party vote, and 52% in
Pennsylvania, the most likely decisive
state—a nearly identical gap of1.5 points.

An electoral-college advantage of this
size would not save Mr Trump if Mr Biden'’s
lead remains near its current level. But if
Mr Trump were to cut Mr Biden’s edge in
half, the current state of the electoral map
would make him highly competitive. In
such a scenario, Mr Biden would win the
popular vote by as much as Mr Obama did
in 2012—and be rewarded with a near-tie
and possibly a disputed election.

The eerie resemblance between our es-
timate of Mr Biden’s chances and many cal-
culations of Mrs Clinton’s odds four years
ago may give Democrats a sense of déja vu.

;
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Now as then, Mr Trump has a clear path to
victory. An accelerating economic recov-
ery, a continuing edge in battleground
states, and an ill-timed gaffe, senior mo-
ment or scandal from Mr Biden could do
the trick. Our model does not account for
the impact of covid-19 on voter turnout (or,
potentially, on the health of the two geriat-
ric male nominees). As the underdog, Mr
Trump should welcome this uncertainty.
His chances of re-election are far greater
than Mr Biden’s were in late February of
winning the Democratic nomination.

But just as it was wrong to count Mr
Trump out four years ago, it is wrong to re-
gard him as invincible now. In 2016 polls fa-
voured Mrs Clinton, whereas fundamen-
tals favoured Mr Trump.

This time, history suggests that the
electorate will punish an unpopular in-
cumbent saddled with a depressed econ-
omy, and voters are currently telling poll-
sters they plan to do just that. What Mr
Biden needs to dois run out the clock. ®

|

21



Buy CSS/PMS Books Online as Cash on Delivery https://cssbooks.net

22 United States

Lexington | Lone Wolf

The Economist June 13th 2020

A day on the coronavirus frontline with Pennsylvania’s governor is an unnerving experience

N RELAXED pre-9/u days, your columnist was once permitted to
Isit in the cockpit for a flight from Delhi to London. The experi-
ence left him with mixed feelings about flight safety. On the one
hand, the two Canadian pilots who generously included him in
their competition to get through the first-class dessert menu were
experienced and relaxed. On the other, the plane was on autopilot
almost the whole way. And the only time one of them was called
upon to intervene—when a coil of wiring suddenly let off
sparks—he didn’t seem to know what he was doing. Even the most
technically proficient operations can look all too human up close.

Lexington experienced something similar duringarainy day in
Harrisburg, shadowing Governor Tom Wolf and his covid-19 team.

The 71-year-old Democrat’s evidence-based handling of the cri-
sis has been justly admired. Though over 6,000 Pennsylvanians
have succumbed to the virus, the early lockdown he instituted
probably helped avoid the greater tragedies seen in New York and
New Jersey. It was therefore all the more unnerving to hear the go-
vernor describe the large assumptions and insufficient resources
that—three months into this emergency—one of America’s better-
governed states is still labouring under. As Lexington listened to
Mr Wolf and his team fix the details of Pennsylvania’s reopening
and defence against the second wave of infections they expect, he
could not help but recall the image of a pilot trying to rewire his
cabin with a wrench at 35,000 feet.

The amiable governor might even be considered an ideal leader
for this crisis. An MIT PhD who eschewed academia to turn his
family kitchen-cabinet business into one of America’s biggest, he
is by turn cerebral and pragmatic. To underline his many points
about the plague realities confronting America, Mr Wolf, wearing a
home-made blue face mask, cited Adam Smith, John Maynard
Keynes, Lord Beaverbrook, the novels of Hilary Mantel and this
newspaper. Yet he is by no means doctrinaire.

Pennsylvania adopted strict criteria to determine which indus-
tries could function through the lockdown. It also put in place a
flexible process for companies to challenge them—as over 6,000
did. “Irecognise the legitimacy of the argument that we can easily
hurtourselves by overdoing it,” the governor says. “You've got to be
right down the centre.”

Centrism is a dying art in Pennsylvania—James Carville’s de-
scription of it as Philadelphia and Pittsburgh with Alabama in be-
tween has never seemed truer. Mr Wolf has been attacked from the
left ever since he won election in 2014 as a pragmatic outsider. In-
spired by Donald Trump, the local Republican Party has mean-
while gone insane—as illustrated by the angry protests against so-
cial distancing its leaders took part in. At the time of Lexington’s
visit, one of those Republican state representatives was revealed to
be in quarantine, a Republican colleague having tested positive for
the virus. When the governor noticed the story playing on muted
televisions in his war-room, he permitted himself a small smile.

One of America’s foremost patricians—he had driven in that
morning from his ancestral home in Mount Wolf, a town founded
by a forebear—he prefers to avoid partisanship. He is correspond-
ingly reluctant to criticise the Trump administration. He says the
president’s tweeted encouragement to the crazies (the “great peo-
ple of Pennsylvania want their freedom”) was merely “not helpful”.
He considers it “a lame exercise to be too critical of how prepared
the administration was”. Yet such carefulness makes his account
of its pandemic response all the more devastating.

He describes the federal distribution of medical supplies to the
states as an enthusiastic mess. The six private companies charged
with this task do not tell states what they have delivered, leading to
confusion and potential hoarding. The administration’s failure to
co-ordinate the states’ own purchasing has meanwhile locked
them in a mutually destructive bidding war for additional re-
sources. Mr Wolf gives your columnist’s suggestion that such state
proactiveness has nonetheless compensated for the absence of
presidential leadership short shrift. Not since the second world
war has the indispensability of a strong centre been so apparent,
he suggests. He is additionally damning of the administration’s
failure tolaunch a big push for better testing, or for a vaccine, or to
reincentivise health-care providers to prepare for future viral
waves. “No state has the capacity to do such things,” he says.

How can America return to a semblance of normality without
them? Mr Wolf does not claim to know. The idea of population-
wide testing-tracing is a fiction, he says. To test every Pennsylva-
nian once a month would require over 3m tests a week. The state
can currently do 80,000, a figure it is striving to double by the au-
tumn, when Mr Wolf expects falling temperatures to bring the
feared second wave. And he means to devote most of that capacity
to vulnerable populations, including minorities and residents of
Pennsylvania’s 2,000 care homes, which have been especially rav-
aged. That will notleave much foreveryone else. “We’re so far from
testing being at the heart of restoring confidence that we're going
to have to come up with something else,” he says.

Like thermometers, perhaps? “That’s nothing.” Then like self-
reporting any possible exposure to the virus—a system Amazon
and other big firms are adopting? “Something like that could
work,” he muses. “But the trouble is you're trusting people to tell
the truth. IfIwere in fifth grade there’d be someone sick in my fam-
ily every week so I didn’t have to go to school.”

Howlin’ good sense

Pennsylvanians seem to appreciate Mr Wolf. His ratings have risen
during the pandemic as Mr Trump’s have dropped. Hopefully they
have heeded his frankness, too. Through luck and solid leadership
atevery level below the presidency, America seems to be emerging
from the first wave of the pandemic less scathed than it might have
been. Butitislargely unprepared for the virus’s resurgence. ®
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The Amazon

Of chainsaws and supply chains

SAO PAULO

Big firms don’t chop down trees. But their suppliers do

HE WORLD’S emissions of carbon diox-
Tide may fall by 7% this year because of
lockdowns in response to the pandemic,
according to Nature Climate Change, a jour-
nal. Brazil is a glaring exception. Its emis-
sions will rise by 10-20% from 2018, when
they were last measured, says the Climate
Observatory, a consortium of research out-
fits. The culprit is deforestation. In the first
four months of 2020 an estimated 1,202
square km (464 square miles) were cleared
in the Brazilian Amazon, 55% more than
during the same period in 2019, which was
the worst year in a decade. Come August,
when ranchers set fire to cleared areas to
prepare them for grazing, runaway blazes
could outnumber those that shocked the
world last year. Scientists say tree loss is
nearing a “tipping point”, after which trees
will dry out and die, releasing billions of
tonnes of carbon into the atmosphere.

Environmentalists blame Brazil’s popu-
list president, Jair Bolsonaro, for the catas-

trophe. He favours deregulation to allow
logging, mining and farming in the forest
and has weakened enforcement of envi-
ronmental laws. Less attention has been
paid totherole of big firmslike yjBs and Car-
gill, global intermediaries for beef and
soya, the commodities that drive defores-
tation (see Graphic detail).

The companies do not chop down trees
themselves. Rather, they are middlemen in
complex supply chains that deal in soya
and beef produced on deforested land. The
process begins when speculators, who
tend to operate outside the law, buy or seize
land, sell the timber, graze cattle on it for
several years and then sell it to a soya farm-
er. Land in the Amazon is five to ten times
more valuable once it is deforested, says

= Also in this section
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Daniel Nepstad, an ecologist. Not chop-
ping down trees would have a large oppor-
tunity cost. In 2009 Mr Nepstad estimated
that cost (in terms of forgone beef and soy
output) would be $275bn over 30 years,
about16% of thatyear’s GDP.

Under pressure from public opinion,
the big firms have made attempts to con-
trol the problem. In 2009, adamning report
from Greenpeace led jBS, Marfrig and Mi-
nerva, meat giants which together handle
two-thirds of Brazil’s exports, to pledge to
stop buying from suppliers that deforest il-
legally. (The forest code allows owners to
clear 20% of their land.) JBS, which sources
from an area in the Amazon larger than
Germany, says it has blocked 9,000 suppli-
ers, using satellites to detect clearing. Soya
traders such as Cargill and Bunge have used
such systems to enforce a zero-deforesta-
tion agreement for the region since 2008,
when retail firms like McDonald’s and
Tesco said they would no longer buy Ama-
zonian soya harvested on deforested land.

These agreements contributed to a
sharp decline in the rate of tree loss until
2012 (see chart on next page). Before the
“soya moratorium”, 30% of new fields in
the Amazon involved clearing forests. In
the eight years after it was signed, 99% of
soya expansion was on land that was al-
ready treeless. But, warns André Vasconce-

los from Trase, an NGO that tracks com- »»
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» modity supply chains, the frenzy of
deforestation under Mr Bolsonaro could
reverse this trend.

The deforestation surge shows that the
agreements have an Achilles’ heel, says Mr
Nepstad. The big firms are still not exerting
the control they could over all their suppli-
ers. And even if they did, large amounts of
soya, and especially beef, are traded by
smaller firms with weaker incentives to
persuade farmers to change behaviour.

The problem is especially acute in
ranching, which accounts for roughly 80%
of deforestation in the Amazon, nearly all
of it illegal. “Cows move around,” explains
Paulo Pianez of Marfrig. Every fattening
farm the big meatpackers buy from has, on
average, 23 of its own suppliers, says Holly
Gibbs of the University of Wisconsin. Cur-
rent monitoring doesn’t cover ranchers
who breed and graze cattle, so it misses
85-90% of deforestation. Rogue fattening
farms can also “launder” cattle by moving
them to lawful farms—perhaps their
own—right before selling them. A new
Greenpeace reportalleges that through this
mechanism JBS, Marfrig and Minerva end-
ed up selling beef from farms that deforest-
ed a protected Amazon reserve on the bor-
der between Brazil and Bolivia. They said
they had not known about any illegality.

Soya-driven deforestation more di-
rectly affects the cerrado, the tropical sa-
vannah southeast of the rainforest. In Mato
Grosso, a state that straddles the Amazon
and the cerrado, 27% of deforestation be-
tween 2012 and 2017 took place on soya
farms, according to a new report by Ima-
flora and Instituto Centro de Vida (1cv),
Brazilian research institutes, and Trase.
The state provides a third of the EU’s soya
imports from Brazil. Ninety-five per cent of
clearing on soya farms was illegal. A third
occurred in the Amazon, revealing a gap in
the soya moratorium. Since it only covers
land where soya is planted, a farmer who il-
legally clears another part of his farm—say,
for cattle—can continue selling to traders,
who crush and export the soya.

André Nassar of Abiove, a soya-industry
lobby, points out that the area of new soya
fields planted on deforested land in the cer-
rado has fallen: from 215,000 hectares
(530,000 acres) a year in 2000-06 t0 79,000
hectares in 2013-18. The industry should
distinguish legal from illegal deforesta-
tion, he says—it doesn’t do annual moni-
toring in the cerrado—but embargoing
farms is the responsibility of the govern-
ment. Nonetheless, Bunge and Cargill have
vowed to source only from land that has
not been deforested, legally or illegally.
They missed their 2020 deadline but plan
to succeed by 2025 and 2030, respectively.

Perhaps they would move faster if they
felt more pressure from customers and in-
vestors. One reason that soya giants seem
more serious than meat producers about

reducing deforestation, says Maria Lettini
of FAIRR, a network of investors concerned
about sustainability, is that most soya is ex-
ported. The EU is the second-top destina-
tion after China. But companies struggle to
get people to pay more for a “hidden com-
modity”, says Juliana Lopes of Amaggi, a
Brazilian soya behemoth. “You know your
clothing is made of cotton and your choco-
late comes from cacao,” she says. But few
people will pay extra for chicken made with
sustainable soya, which explains why just
2-3% is certified deforestation-free. Better
labelling could help, she says.

Four-fifths of Brazilian beef, by con-
trast, is eaten in Brazil. Exports go mostly to
China, Russia and the Middle East, where
feeding peopleisahigher priority than sav-
ing trees. Investors, for their part, see beef
firms as unsexy businesses with thin mar-
gins. They haven’'t demanded huge efforts
to reduce deforestation, says Joao Paulo
Dibo of Rio Bravo Investimentos, an asset
manager in Sao Paulo. Sexy or not, beef pro-
ducers are doing well. While Brazilian
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share prices overall are down by 18% this
year, Marfrig has seen its share price rise by
27% and Minerva has recovered what it lost
atthe start of the pandemic. jBs, theworld’s
largest meatpacker, said 2019 was the most
profitable year ever.

Morgan Stanley, Itat and Santander de-
clined to discuss soya and meat companies
with The Economist. A new 58-page report
by Itau recommends investing in JBS, Mar-
frig and Minerva. (It doesn’t contain the
word “deforestation”.) This reflects “myo-
pia” at a time when investing in sustain-
able industryis rapidly expanding, says Fa-
bio Alperowitch of FAMA Investimentos. It
is one of 230 funds with more than $16trn
in assets that signed a letter in the wake of
last year’s fires calling on firms to end de-
forestation. BlackRock, one of JBS’s top-ten
shareholders, did not sign, even though it
is divesting from coal.

Economic turmoil makes it unlikely
that companies will soon spend a lot to
combat deforestation, says Marcello Brito
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of the Brazilian Agribusiness Association.
“Shareholders won’t want it,” he says.

Despite these discouragements, the
firms say they are making progress. The
meatpackers claim they are working to-
wards their promise, made in 2009, to ex-
pand tracing to indirect suppliers. One idea
is to use animal-transit permits, which
track vaccinations as cattle are passed be-
tween ranchers, to flag deforestation. But
the agriculture ministry has yet to agree.
Minerva is considering using a tool devel-
oped by the University of Wisconsin, called
Visipec, to map suppliers, identify regions
with high deforestation and prioritise sup-
pliers in other areas. Minerva gets 30% of
its beefvia full-cycle breeding, which itcan
guarantee is deforestation-free. Commer-
cial restrictions could actually benefit the
top firms, says its sustainability director,
Taciano Custodio. “We’re better positioned
toadapt.”

But change from the top three meat-
packers won’t guarantee a reduction in de-
forestation, because they account for less
than half of the market. “When we block a
supplier, he can cross the road and sell to
another slaughterhouse,” says Marcio
Nappo of jBs. Industry-wide progress will
require better enforcement and incentives
for ranchers. “We have to make production
sustainable as a whole,” says Mr Pianez.

That sentiment is echoed in the soya in-
dustry, where cracking down on deforesta-
tion is logistically simple but politically
tough. According to the Mato Grosso study,
80% of illegal deforestation took place on
400 farms, 2% of the total. They are “low-
hanging fruit” for action, says Mr Vascon-
celos. But two years of talks about expand-
ing the moratorium to the cerrado stalled.
According to soya growers, multinational
firms failed to raise $250m to launch a fund
for compensating farmers who retain
woodland. “They demand, demand, de-
mand, but don’t offer anything in return,”
complains Ricardo Arioli.

Cargill says it will spend $30m on ways
to stop deforestation industry-wide. Mar-
frig and Amaggi are backing an initiative
launched by the government of Mato Gros-
soin 2015 toreduce deforestation through a
“landscape approach”. Fernando Sampaio,
the director of its committee, which in-
cludes NGOs and companies, says munici-
palities that reduce deforestation will re-
ceive technical assistance and credit and
more business from the big firms, incenti-
vising others to follow. But although the
rate of deforestation in the state between
August 2018 and July 2019 decreased by 4%
from a year earlier, the initiative looks set
to fall far short of its goal of ending illegal
deforestation by 2020: 85% of the 1,685
square km cleared were done so illegally.

Among the biggest obstacles to progress
is the lack of co-operation from the federal

government. In a video of a cabinet meet- »
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» ing in April released by the Supreme Court,
the environment minister, Ricardo Salles,
called on the government to “push
through” deregulation while people are
distracted by the pandemic. A rule change
in the indigenous agency allows landown-
ers to claim chunks of indigenous territo-
ries that are awaiting official demarcation.
Even the Amazon soya moratorium ap-
pears shaky. Aprosoja, a growers’ lobby,
threatened to abandon it (because it for-
bids legal deforestation). The agriculture
minister, Tereza Cristina, called it “absurd”.

Reducing deforestation will require

consensus on tricky issues like the fate of
tens of thousands of poor settlers on public
lands in the Amazon, where half of defor-
estation takes place. However, environ-
mentalists say that the “land regularisa-
tion” bill currently in Congress would also
grant titles for big deforested tracts to
“land-grabbers”, sending the message that
further clearing might also get a pass. An
earlier version of the bill was rejected on
May 2o0th after British supermarkets
threatened to boycott Brazilian products.
Though still faint, such noises are grow-
ing louder. They add to the argument that

Brazil’s endangered democracy

Jair Bolsonaro dreams of a return to military rule. What does the army think?

OST WEEKENDS since covid-19 hit

Brazil, supporters of President Jair
Bolsonaro have rallied in Brasilia and Sao
Paulo. They demand the reopening of a
partially locked-down economy, the
shutting down of the Supreme Court and
Congress and a return to the military rule
0f1964-85. A few are armed. In the capital
Mr Bolsonaro often joins them, dis-
pensing hugs and handshakes in de-
fiance of health regulations. Neither he
nor they wear face masks.

Since Mr Bolsonaro, a former army
captain with far-right views, took office
inJanuary 2019 many Brazilians have
been sanguine about the threat he poses
to democracy. Some argue that the coun-
try’s institutions are strong enough to
restrain him. True, the president has
stuffed his government with military
officers. But they have been seen as a
moderating influence. And the demon-
strations are small.

Tensions have risen in the past few
weeks. Mr Bolsonaro has become more
intimidating, saying of Congress, “The
time of villainy is over, now it’s the peo-
plein power,” and of the court, “It’s over,
for fuck’s sake.” Some of the military
ministers, starting with Vice-President
Hamilton Mourao, a retired general, have
issued veiled threats against the court,
Congress and the media.

In a WhatsApp message leaked last
month, Celso de Mello, the senior justice
of the court, wrote: “We must resist the
destruction of the democratic order to
avoid what happened in the Weimar
Republic,” which was overthrown by
Hitler. “Brazilian democracy is under
serious threat,” agrees Oscar Vilhena
Vieira, the dean of the law school at the
Fundacao Getulio Vargas (FGV), a univer-
sity. “The president is not just trying to
create an institutional conflict, [but also]

trying to stimulate violent groups.”

A backbench congressman for 28 years,
Mr Bolsonaro has never shown much
respect for democracy. He has now become
more confrontational for two reasons.
First, the Supreme Court has launched
investigations that involve him. One is
into his sacking of the federal police com-
mander, to protect one of his sons from
prosecution, say his critics. Anotheris into
supporters (including another two of his
sons) suspected of orchestrating slurs and
threats towards the court’s justices.

The second reason is that Mr Bolsonaro
shows little ability to govern. The pandem-
ic has dramatised that. His refusal to sup-
portlockdowns and social distancing has
contributed to covid-19’s severe toll in
Brazil, with nearly 40,000 deaths, the
world’s third-highest number. He is losing
popular support, although he retains a
core of around 30% of voters.

Itisasign of his weakness that he
increasingly relies on the army. Ten of his
22 ministers are now military men and
3,000 others are in government jobs. “De
facto we have a military regime,” says a
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companies should make changes not just
for ethical reasons, but also for business
reasons. Supermarkets could speed things
up by telling consumers where their beef
and soya come from. Getting farmers and
ranchers on board will require the right
balance of pressure and incentives. The
companies have leverage, Ms Gibbs insists.
A decade ago, after yBS, Marfrig and Miner-
va pledged to purge suppliers who defor-
ested, more than 30 other beef firms signed
similar agreements. “If you could get a big
company to take the first step, others
would follow,” she predicts. |

former officer. That carries risks for the
armed forces as well as for democracy.
Mr Bolsonaro has exacerbated the army’s
internal division and politicisation,
which began earlier. Its discipline and
hierarchy are fraying. Many junior offi-
cers voice their support for Mr Bolsonaro
on social media. Four generals with jobs
in the presidential palace, two on active
service, have more power than the army
commander, their nominal superior.

The army also runs a grave risk to its
reputation. It is now in charge of the
health ministry (where it briefly tried to
halt publication of full covid-19 data),
political co-ordination and protecting
the Amazon. “They really believe they
know how to do things,” says the former
officer. They may learn the hard way, as
during the dictatorship, that they don’t.

Mr Bolsonaro does not look strong
enough to pull off a coup. He is opposed
by most of Brazil’s state governors. Al-
though the virus has temporarily dis-
abled Congress, Mr Vieira notes that the
Supreme Courtis acting in an unusually
united way. Nevertheless, “democracy
candie evenifyou don’t have a strong-
man”, warns Matias Spektor of the Centre
for International Relations at FGv. If Mr
Bolsonaro is eventually impeached Mr
Mourdo would succeed him, bringing the
army still closer to power.

Another threat, notes Mr Spektor, is
Mr Bolsonaro’s hollowing out of Brazil’s
democratic institutions and fomenting
of conflict. He has installed a friendly
prosecutor-general, and has influence
over the state police forces as well as the
federal police. A police raid has silenced
Rio deJaneiro’s governor, recently a critic
of Mr Bolsonaro’s. Brazilian democrats,
often adversaries, are starting to unite in
opposition to the president. They are
right to be alarmed.
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Freedom of the press

Muffled cries

SINGAPORE

Governments all over Asia are silencing critical journalists

T IS OVER a month now since the screen
went dark. At 7:52pm on May 5th ABS-
CBN, the biggest broadcaster in the Philip-
pines, ceased transmission. In theory, its
licence simply expired—nothing to do
with a years-long feud with President Ro-
drigo Duterte. But his administration had
warned the regulator against giving the
company a temporary extension, and Con-
gress, which is dominated by the presi-
dent’s allies, had dawdled for months over
renewing its 25-year franchise (it still of-
fers online programming and a cable chan-
nel). The Supreme Court may yetallow ABS-
CBN toresume broadcasting until Congress
makes up its mind. But even if it does, a
clear signal has been sent to journalists
and their commercial backers about the
consequences of criticising the govern-
ment too fiercely.
The story will not surprise Asia’s jour-
nalists and media firms. All over the conti-
nent, they are under pressure from the

withdrawal of governmentadvertising, un-
warranted tax investigations, spurious
criminal charges, hostile takeovers, sus-
pect fake-news campaigns, online trolling
and old-fashioned thuggery. Since 2018
press freedom has declined in more than a
dozen Asian countries, according to Re-
porters Without Borders, a watchdog. The
backsliders include Bangladesh, China, In-
dia, Myanmar, Pakistan and Singapore, as
well as the Philippines. The group ranks 180
countries by the leeway granted journal-
ists; abouta third of the most repressive re-
gimes are in Asia, led by North Korea,
which came rock bottom in the latest in-
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dex, Turkmenistan, which placed 179th,
China (177th) and Vietnam (175th).

In many countries where press freedom
is declining, there was never much of a tra-
dition of it. The prime minister of Cambo-
dia, Hun Sen, has held power since the de-
mise of the genocidal Khmer Rouge regime
some 40 years ago. He has worked me-
thodically to undermine international ef-
forts to turn the country into a democracy.
The closure in recent years of several inde-
pendent radio stations and a critical news-
paper, Cambodia Daily, were only part of a
broader campaign that also saw the main
opposition party banned.

By the same token, it was perhaps too
much to hope that the authorities in Myan-
mar would slough off the legacy of decades
of military dictatorship overnight. Over the
past four years the armed forces have filed
52 legal complaints against their critics,
more than half of them in the past year
alone. Two journalists from Reuters, a
news agency, were jailed for over a year
after they exposed a massacre of civilians
by soldiers. The soldiers themselves spent
farless time in prison.

It is worrying, nonetheless, that gov-
ernments which have always manhandled
the press are getting rougher. In Pakistan
critics of the army are intimidated and at-
tacked, at home and abroad. A popular but

spiky news channel, Geo, found itself off »»
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» the air for months in 2018, as cable firms
mysteriously dropped it. The government
does little to protect reporters, meanwhile,
from Islamist militants. Of 33 murders of
journalists in Pakistan from 2013 to 2019,
not a single one has resulted in punish-
ment for the killers. Sluggishness also be-
sets investigations into violence against
journalists in Sri Lanka and Bangladesh.

More alarming still, countries with a
long history of press freedom have begun
to pick on journalists. Narendra Modi, In-
dia’'s prime minister since 2014, rarely
deigns to talk to the media. Whereas he is
merely aloof, his underlings are downright
hostile. It has become more common for
reporters to face lawsuits filed by private
citizens in response to criticism of the gov-
ernment. OnJune 8th, forexample, the Edi-
tors Guild of India released a statement de-
crying Delhi’s police for investigating a
journalist based on a complaint submitted
by a spokesman for Mr Modi’s party. Ar-
mies of trolls, meanwhile, attack critical
reporters online, sometimes publishing
their addresses or other personal details.
Rana Ayyub, a journalist who has investi-
gated anti-Muslim violence in the state of
Gujarat when Mr Modi was its chief minis-
ter, has endured her face being superim-
posed onto pornographic videos, not to
mention threats of gang rape.

There is commercial pressure, too. Un-
friendly newspapers seem to miss out on
government advertising. And since the
conglomerates that own most television
channels and newspapers are sprawling
businesses thatdepend on the government
for umpteen licences, approvals and loans,
it is easy for those in power to press them
for favourable coverage.

The Philippines is another place where
freedoms thought to be firmly established
are eroding. Condemning Mr Duterte’s
policies, such as his campaign of shooting
suspected drug dealers, carries risk for re-
porters online and in person. Maria Ressa,
the boss of a needling news site, faces up to
12 years on a libel charge. “Just because
you're a journalist you are not exempted
from assassination, if you're a son of a
bitch,” Mr Duterte declared in 2016.

His latest threat to media freedom ap-
pears within a sweeping new anti-terro-
rism act. It passed the Senate in February
and the House of Representatives this
month, awaiting only the president’s sig-
nature to become law. The bill’s critics ask
why it is such a priority, when the country
is battling the coronavirus and an unem-
ployment rate of 18%. They fear its broad
scope and hazy definitions could be used to
target critics of the government. “The only
way that government can curtail freedom
of expression is if there is a clear and pre-
sent danger that the state hasaright to pre-
vent,” is the far from reassuring response of
Mr Duterte’s spokesman. “Never since the

Marcos dictatorship has press freedom
been so in danger of being suppressed as
under the Duterte administration,” coun-
ters Nonoy Espina of the National Union of
Journalists in the Philippines.

Covid-19 is accelerating Asian govern-
ments’ attacks on journalists. In Indonesia
51 people have been arrested for allegedly
spreading falsehoods about the disease. In
Malaysia, too, where a new government
has abandoned the more relaxed attitude
to the press of its predecessor, some 29 peo-
ple have appeared in court for supposedly
spreading fake news about the epidemic. A
correspondent there for the South China
Morning Post is under investigation for re-
porting on the authorities’ efforts to arrest
and test illicit migrants. Sweeping emer-
gency powers in Thailand, Cambodia and
beyond, ostensibly introduced to help fight
the pandemic, give governments freer rein
to squash detractors.

InIndia, Mr Modi told reportersinavid-
eo conference to focus on positive coverage
during the country’s battle with the
coronavirus. The police in Mumbai went
further. They passed an order banning “any
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person inciting mistrust towards govern-
ment functionaries and their actions taken
in order to prevent spread of the covid-19
virus”. Needless to say, the actions India’s
government functionaries have taken dur-
ing the outbreak have not been beyond re-
proach (see Banyan, albeit discreetly if you
happen to be in Mumbai).

These sinister developments have
largely escaped international censure.
When Michelle Bachelet, the UN’s human-
rights commissioner, took a dozen coun-
tries to task this month for exploiting the
covid epidemic “to restrict dissent or the
free flow of information and debate”, they
simply shrugged off her criticism. Eight of
them, including India, the Philippines and
Vietnam, retorted that the epidemic “re-
quires extraordinary and unprecedented
measures”. It is indeed extraordinary and
unprecedented that those three countries
would find themselves in agreement about
the proper role of the media. It is sadly pre-
dictable, though, that their governments,
without a vigorous press to hold them to
account, will manage the epidemic worse
than they otherwise would have. B

Renewable energy in Japan

No mill will

TOKYO

The promised reinvention of the power supply is not making much headway

N THE WAKE of the Fukushima nuclear di-
Isaster in 201, an IT expert, a restaurant
owner, an agribusiness manager and a sake
brewer, all from the afflicted prefecture,
hatched a plan. Japan needed to generate
more electricity from renewable sources,
they believed, so they founded Aizu Elec-
tric Power Company to speed the transi-
tion. YamadaJun, the IT expert, became the
CEO and travelled to Germany to swot up on
renewables. He spent two winters studying
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the effects of snowfall on solar panels. In
2014 Aizu Electric installed its first solar
farm on the edge of a mountain overlook-
ing terraced rice paddies, 125km west of the
ruined nuclear plant. “At the time, we were
fairly optimistic,” Mr Yamada says.

He was not alone. Enthusiasm for re-
newable energy swelled after the disaster.
Kan Naoto, the prime minister at the time,
declared that Japan would draw up a new
energy strategy “from scratch” and “ele-
vate” renewables. One of his government’s
last acts before losing power was to pass a
law to stimulate renewable energy. Dozens
of small firms like Aizu sprang up. Fuku-
shima prefecture itself pledged to get all its
power from renewable sources by 2040.

The hoped-for transformation, how-
ever, has been “slow and almost invisible”,
Mr Yamada laments. Renewable genera-
tion has grown from 10% of the power sup-
ply in 2010 to 17% in 2018, almost half of
which comes from old hydropower
schemes. Most nuclear plants, which pro-
vided more than a quarter of the country’s
power before the disaster, have been shut
down, atleast for the time being (see chart).
But for the most part they have been re-

placed not by wind turbines and solar pan- »
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Not the hoped-for flowering

» elsbut by power stations that burn coal and
natural gas. The current government wants
nuclear plants to provide at least 20% of
electricity by 2030. It also wants coal’s
share of generation to grow, and has ap-
proved plans to build 22 new coal-fired
plants over the next five years. The target
for renewables, by contrast, is 22-24%, be-
low the current global average, and far low-
er than in many European countries.

“Why can’t Japan make a really signifi-
cant energy transition?” asks Tanaka No-
buo, the former head of the International
Energy Agency (IEA). Geography and geo-
logy provide part of the answer. Japan is
densely populated and mountainous. That
makes solar and onshore wind farms cost-
lier to build than in places with lots of flat,
empty land. The sea floor drops away more
steeply off Japan’s coasts than it does in
places where offshore wind has boomed,
such as the North Sea. And although geo-
thermal power holds promise, the most
suitable sites tend to be in national parks or
near privately owned hot springs.

Government policies also help stifle the
growth of renewable energy. Since the end
of the second world war, privately owned,
vertically integrated regional utilities have
dominated the electricity market. These
ten behemoths provide stable power with-
in their regions, but do little to co-ordinate
supply and demand across their borders.
As one official puts it, “Each company is
like a separate country.” Power is not trans-
mitted at the same frequency throughout
the country: the west runs at 6o hertz and
the eastatso, alegacy of competition in the
late 19th century, when some power com-
paniesimported equipment from America,

while others bought from Germany. The
limited transmission between regions
makes it even harder than usual to cope
with intermittent generation from wind
turbines and solar panels. It also reduces
competition, which suits the incumbent
utilities just fine.

Recent reforms have attempted to pro-
mote renewables both directly and indi-
rectly. Mr Kan’s government introduced a
“feed-in tariff”, obliging utilities to pay a
generous fixed price for certain forms of re-
newable energy—a policy that has
prompted investors to pile into solar and
wind in other countries. In 2016 the current
government fully liberalised the retail
electricity market. It has also set up new
regulatory bodies to promote transmission
between regions and to police energy mar-
kets. In April a law came into force that re-
quires utilities to run their generation,
transmission and distribution units as
separate businesses. Taken together, says
Llewelyn Hughes of the Australian Nation-
al University, these reforms constitute a
policy of “radical incrementalism”.

Critics say the steps have been too in-
cremental and not radical enough. Utilities
continue to make it time-consuming and
costly for new entrants to get access to the
grid, imposing rules that are “not fair for
newcomers”, according to Takahashi Hi-
roshi of Tsuru University. Existing power
plants are favoured over new facilities, and
the share of renewables is limited, on the
ground that their intermittency threatens
the grid’s stability.

This resistance spooks investors. The
government’s relatively paltry targets for
renewables compound the worries. “When
we look atinvestment opportunities in dif-
ferent countries, government targets are
key,” says Aizawa Yumi of Copenhagen Off-
shore Partners Japan, an offshore wind
firm. “In that respect, Japan has not been
ambitious.”

But even if the government is timid, in-
vestors can still make a difference, Mr Ta-
naka argues. Several of Japan’s big multi-
nationals have pledged to switch to clean
power on a scale and schedule that put the
government’s targets to shame. Environ-
mental activism has made banks and busi-
nesses wary of investments in coal. Even
big utilities have come to see business op-
portunities in renewables, especially in the
government’s imminent auction of sites
for offshore wind plants. Two of them, To-
hoku Electric Power and Tokyo Electric
Power (TEPCO), have announced plans this
year to issue “green bonds” to finance re-
newables projects. In March TEPCO estab-
lished ajoint venture with Orsted, a Danish
oil firm that has become a pioneer in off-
shore wind. Despite the sluggish pace of
change, Mr Yamada remains sanguine. Ja-
pan is like a tortoise, he suggests, which
may eventually catch up with the hare. ®

Asia

Politics in Taiwan

Han’s down

TAIPEI
A politician who called for closer
economic ties with China is humiliated

« AOHSIUNG PEOPLE are writing their
I( own history” and “God bless Taiwan”
read the yellow bandannas worn by many
in the crowd that had gathered in the
southern port city of Kaohsiung on June
6th, to wait for the results of a vote to recall
their China-friendly mayor, Han Kuo-yu
(pictured). On hearing that he would be
sacked, they burstinto loud applause.

Almost 1m residents, 97% of those who
went to the polls, voted against the mayor,
the first recall of a senior politician in Tai-
wan'’s history. Mr Han was once the golden
boy of the opposition Kuomintang (KMT),
having wrested control of Kaohsiung from
the ruling Democratic Progressive Party
(DpP) in 2018 for the first time in a genera-
tion. Encouraged by his strong showing in
a ppp stronghold, the KMT chose him as its
candidate to take on Tsai Ing-wen, the in-
cumbent, in January’s presidential poll.
Many expected the folksy Mr Han to defeat
the dour Ms Tsai. Instead, the would-be
toppler has himself been toppled.

This reversal of fortune reflects a sea-
change in Taiwanese politics over the past
two years. Mr Han became mayor by pro-
mising wealth through stronger economic
ties with China. That struck a chord with
voters disillusioned with Ms Tsai’s han-
dling of the torpid economy. But as the
presidential race got under way last year, so
did protests in Hong Kong in favour of
greater democracy and autonomy from
China. Ms Tsai switched the focus of her
campaign from the economy to protecting
Taiwan from the menace of China, which
claims Taiwan as part of its territory and
threatens to retake it by force. She por-
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» China as a threat to Taiwan’s indepen-
dence, and won hands down.

Mr Han did not help his cause by hold-
ing private meetings at the offices of the
Chinese government in Hong Kong and
Macau. He also once described Taiwan and
China as partners in an arranged marriage
that had fallen madly in love. But pursuing
less tetchy relations with China, the policy
of the kMT for decades, is becoming ever
less marketable. Fan Shih-ping of National
Taiwan Normal University thinks China’s
recent imposition on Hong Kong of a na-
tional-security law that could be used to

suppress dissent may help explain the re-
sounding slap Kaohsiung’s voters gave Mr
Han. The KMT’s chairman, Johnny Chiang,
has been trying to tone down the party’s
pro-China image. When the results were
announced, he reiterated that the KMT op-
poses communism; its members had al-
ways put Taiwan first, he said.

Several more mundane factors contrib-
uted to Mr Han’s downfall. Many Kao-
hsiung residents disapproved of him for
breaking a promise not to run for president
and were infuriated when he took aleave of
absence to focus on his campaign after

Circulars, directives and rules

India’s bureaucrats are fighting covid-19 with red tape

N MID-MAY, seeking to reflate his polit-
I ical buoyancy after weeks of covid-19
lockdown, Narendra Modi announced a
new ideology. Henceforth, said India’s
prime minister, the nation would strive
for atmanirbharta, or self-reliance. It may
be that North Korea’s unlamented Great
Leader, Kim Il Sung, got there first with
his slogan of juche, which means much
the same thing. Yet the clunky Hindi
word does seem to have caught on, albeit
less with the Indian public than with
their bureaucratic overlords.

Perhaps this is because Indian offi-
cialdom, ensconced in government
housing and enjoying lifetime jobs with
perks such as office peons and drivers,
access to top schools and hospitals, and
memberships of the best clubs, hasa
long tradition of insouciant indepen-
dence from the mundane world of
tradesmen, farmers, parents or other
voters. Yet the current crisis has cast this
divine detachment in even starker light
than usual.

India’s bureaucrats issued well over
4,000 different rules during the two long
months that they kept India’s1.3bn other
citizens shut indoors. Most of this tor-
rent of instruction was well meant. Yet
many of the rules caused as much trou-
ble as they resolved. This is most obvious
regarding tens of millions of migrant
workers who were left without subsis-
tence when Mr Modi imposed an instant
and total nationwide lockdown on March
25th. As their desperation grew, many
attempted to walk back to their villages,
braving not just heat, hunger and ex-
haustion, but beatings from the police.
By mid-May the bureaucrats changed
tack and scrambled to arrange transport
for stranded migrants, many of whom
then carried covid-19 to the remotest
corners of the country.

With the lockdown lifted and the econ-
omy restarting, the migration has already
reversed, with workers trickling back to
jobs in cities. Yet India’s Supreme Court
has only just taken notice of their earlier
plight. Enhancinga reputation as perhaps
the most otherworldly of all the country’s
institutions, on June gth itissued a suo
moto ruling (meaning one taken on its own
initiative, in the spirit of atmanirbharta)
ordering India’s states to transport mi-
grants home within 15 days.

Some of the government’s lofty contra-
dictions concern petty matters. Upon
reopening parks, for instance, India’s
capital decreed that citizens should be
allowed in only from 7am to 10am and
3.30pm to 6.30pm, ensuring more crowd-
ing and less social distance. Residents of
Uttar Pradesh, India’s most populous state,
recently read this cryptic announcement:
“All shopping malls will open but all shops
in the malls will remain closed.” On the
very day that Haryana, a state that abuts
Delhi, reopened its border with the capital,
Delhi closed its border with Haryana.
Some 2m daily commuters between the
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only ten months as mayor. The impression
that he was neglecting his day job was rein-
forced in November when he missed the
city council’s review of the municipal bud-
get, prompting fisticuffs in the council
chamber. Mr Han also failed to lure a Dis-
ney theme park to the city—one of his more
ambitious campaign pledges.

There will now be a fresh election for
mayor. Mr Han is not eligible to compete,
and the KMT has not yet selected a candi-
date to run in his stead. But whenever it
does, its choice is certain to sound much
warier of China.
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| bigcityand its suburbs have repeatedly

been stuck in monster jams, caught out
by such petal-plucking changes of mind.

The rules can prove deadly as well as
irritating. Perhaps hoping to prevent
crowding, Delhi’s government has
banned some hospitals from testing for
covid-19. Doctors say this is mad. It
means they cannot tell, for example, ifa
baby born to a mother with covid needs
to be kept isolated from other newborns,
orifapatient being treated for another
disease might have covid, too. Medical
associations, including one of epidemi-
ologists, have repeatedly condemned the
government for hiding information and
failing to consult experts, to no avail.

The authorities’ atmanirbharta can
also have sinister implications. The
Supreme Court earlier this month blithe-
ly delayed yet another attempt to secure
the release of a former government
minister who has been held without
charge under house arrest for ten
months. He is 82 years old, but has the
misfortune to come from the restive
Kashmir valley. Lower courts, for their
part, have repeatedly denied bail to
Varavara Rao, an 81-year-old poet await-
ing trial in Mumbai with ten other elder-
ly activists for supposedly inciting those
at the bottom of the caste ladder to riot
two years ago.

Even Amit Shah, the home minister,
who as Mr Modi’s campaign wizard is
reputed for sensing the national pulse,
seems to be infected with atmanirbharta.
Showing unusual detachment in a recent
online election rally, he admitted that
the government may have fallen shortin
its handling of covid-19. Then he added a
question that rang particularly tuneless
after six years in power with a crushing
parliamentary majority: “ButI want to
ask the opposition, what did you do?”
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Urban society

On every street

BEIJING

The Communist Party worries about weaknesses at the grassroots

ANY CHINESE are familiar with a
M poem by Mao Zedong called “Farewell
to the god of plague”. It was written in 1958
to celebrate the country’s victory over snail
fever, a disease that blighted the lives of
many millions of people in China (and still
afflicts thousands). Today that poem is re-
called by officials in their fight against co-
vid-19, because this, too, has involved mo-
bilising citizens on a massive scale, and
also to great effect. Life is gradually return-
ing to normal, but the pandemic’s impact
on the way urban societyis organised at the
grassroots may be long-lasting. Features of
the Mao era are enjoying a revival.

Since China launched its economic re-
forms in 1978, two years after Mao’s death,
life in urban neighbourhoods has been
transformed. Housing, once almost entire-
ly owned by the state, has been privatised.
Many long-established communities have
been scattered as bulldozers have moved
in. Gated compounds have sprung up, pro-

viding homes for a new middle class. Mi-
grants from the countryside have flooded
in, occupying run-down buildings that
have yet to be flattened by developers.
Amid this flux, the party has struggled to
maintain its once ever-watchful presence.
Its mobilisation efforts during the pan-
demic, however, have strengthened its re-
solve to do so, and taught it thatit can.
Lockdown in the neighbourhoods, now
all butlifted in most cities, was nota matter
simply of telling residents to stay at home.
It involved deploying armies of people to
act as guards, health monitors, helpers for
the infirm and procurers of supplies. Cen-
tral to these efforts were two organisations:
residents’ committees and neighbourhood
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party committees (their memberships are
often the same). The “two committees”, as
they are often called, had their heyday in
the Mao era as enforcers of the party’s will.
Since then they have become less visible,
focusing mainly on registering new resi-
dents, administering local clubs, distribut-
ing welfare payments and providing proof-
of-address and other useful documents.

But during the height of the lockdown,
between late January and mid-March,
these committees played a prominent role.
Their staff stood guard at entrances to
housing compounds in China’s more than
100,000 neighbourhoods, policing who
could leave or enter. They supervised self-
isolators, sometimes using webcams and
alarms. They organised deliveries of food
and other essentials for residents and
transmitted the government’s latest in-
structions via WeChat.

But with each neighbourhood having
only a handful of permanent staff to mon-
itor and help hundreds of people, man-
power was far from adequate. So the party
called in reinforcements, including party
members, local officials and volunteers. In
many neighbourhoods “temporary party
committees” were created to oversee these
efforts, headed by officials from higher lev-
els of the urban bureaucracy. The new com-
mittees established numerous other bo-

dies: temporary party branches for each »

The Economist June 13th 2020 Y



Buy CSS/PMS Books Online as Cash on Delivery https://cssbooks.net

32 China

» neighbourhood “grid” (an area often com-
prising a single residential compound) and
party cells for each building.

The party now trumpets this mobilisa-
tion as evidence of its strength and that of
China’s political system. Butitis clear from
official documents and reports in the
party-controlled media that the party also
sees many weaknesses in its grassroots
network. It was often the temporary com-
mittees that got the job done. The neigh-
bourhoods’ existing structures not only
lacked sufficient staff, butalso clout.

This has long been a worry. In the 1990s,
when many state-owned enterprises
(which had once owned much of urban
China’s housing) closed down, so too did
the firms’ party branches. Alongside the
neighbourhood party committees, these
had played a vital role in maintaining the
party’s grip. Most of the new private firms
that began to spring up did not have party
organisations embedded within them.
Neither did the homeowners’ associations
that formed in the middle-class blocks of
flats. These associations interact mainly
with the property-management compa-
nies that look after common areas in their
compounds, rather than with the old resi-
dents’ committees (which are supposed to
be democratically elected, but mostly are
installed by higher-up government).

The pandemic has prompted debate
about how to give the neighbourhood com-
mittees more muscle. State media quoted
one scholar as saying that the party must
“thread” them together with landlords’ as-
sociations and property-management
firms. In recent years the party has been
laying the groundwork for this by forming
cells within these groups. The central city
of Hefei wants at least half of those sitting
onlandlords’ committees to be party mem-
bers, according to Legal Daily. State media
often use the term “red property-manage-
ment” to refer to firms that use their party
cells to interact with property owners and
try to keep them happy.

That is an important aim. Resolving lo-
cal disputes before they erupt into street
protests is one of the main tasks of the
neighbourhood committees. Many such
disputes involve property, including shod-
dy service by property-management firms.
The police use the committees to watch for
trouble. In recent years they have installed
officers as deputy chiefs of many of them.
This has helped the police to nip problems
in the bud, the authorities claim.

One idea is to promote the creation of
“big party committees” in neighbour-
hoods. These would have a clearer mandate
to wield authority over other party
branches at the same level, including those
in firms. Experiments with this have been
praised in the party’s press. “A solo has be-
come a chorus,” as one local government
putit. Mao would be proud. m

Street life

Back peddling

SUZHOU
The government once abhorred
hawkers. It is having second thoughts

N A COUNTRY of high-tech factories and
Igiant state-owned firms, you might not
expect street hawkers to attract much at-
tention. But in China these days, people
like Shui Jin, an old lady pedalling a wood-
en cart laden with apricots and cherries
through the narrow lanes of Suzhou, an
eastern city, are in the spotlight. Both of her
daughters-in-law recently lost their jobs,
among the tens of millions in China hurt by
the coronavirus slump. Her family needs
the money she can scrape together. Wheth-
er the country needs her on the streets has
become a matter for debate.

For years, municipal officials pushed
out hawkers, trying to tidy up the colourful
hubbub that once characterised China’s
cities. In the name of “civilising” urban life,
they wanted to see steamed dumplings and
plastic toys sold inside shopping malls, not
from the back of carts. On June 1st Li Ke-
giang, the prime minister, seemed to signal
a change, declaring that street vendors
were vital to the economy. “Only when the
people are in good shape can the nation be
in good shape,” he said.

That generated much buzz about the re-
vival of China’s “street-stall economy”, as it
has been called. At least 27 provinces and
cities said they would welcome hawkers.
Chengdu, a bustling city in Sichuan prov-
ince in the south-west, was seen as a shin-
ing example. Firms there started setting up
street stalls in March, creating more than

Ready for a quick getaway
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100,000 jobs, the local government says.
China certainly needs to boost employ-
ment. Between 6om and 10o0m people—
perhaps as many as 20% of non-farm work-
ers—were out of workin April, according to
Ernan Cui of Gavekal, a research firm.

In small towns, officials are excited
about the street-stall idea. For instance,
Zhangye, a poor western town, says it will
create spaces for 4,120 hawkers in its mar-
kets. But for Ms Shui, the fruit vendor in
Suzhou, change has not been radical. Last
year the officers who enforce urban rules
would often seize her cart and fine her.
Now they just tell her to move on.

Officials in China’s richest cities are
afraid that encouraging street vendors will
lead to a mess. “It is not for Beijing,” de-
clared the capital city’s main newspaper.
Shanghai has made it clear that it will not
allow vendors to set up stalls willy-nilly. Li-
cences must be obtained and, for those
selling food, hygienic standards met.

Can the stalls, such as they are, really
help the economy? Some investors see a
business opportunity. The price of shares
in Wuling Motors, which makes a new van
that can double as a mobile kiosk, has dou-
bled since Mr Li’s comments. Other firms
that might benefit, including Yindu Kitch-
en, which makes portable cooking equip-
ment, also saw their shares surge.

The direct impact on job creation, alas,
is unlikely to be so spectacular. The demise
of street stalls in recent years is only par-
tially the result of government restrictions.
It also reflects the rise of e-commerce plat-
forms, where products are often both bet-
ter and cheaper. Whether online or on the
street, the main concern for vendors now is
weak demand. On one historic street in
Suzhou, a 62-year-old woman walks back
and forth with flashing glow-sticks for sale.
With few tourists, there are few buyers. She
has cut her asking price from ten yuan
($1.40) to five.

But the street stalls do dovetail with a
separate policy, launched last year, to de-
velop China’s night-time economy. Suzhou
and Shanghai, among other cities, have re-
cently opened glitzy outdoor night mar-
kets. Though far more orderly and cor-
porate than the hawkers’ free-for-all of old,
they are lively. And they help the govern-
ment to deliver an important message. Of-
ficials cautiously avoid proclaiming that
covid-19 has been beaten in China. But the
reinvigoration of streetlife looks like a dec-
laration of victory.

Late one recent evening in Suzhou,
thousands of people flocked to its official
night market. Most were not wearing face
masks, a sight unthinkable just a month
ago. “I was cooped up at home for a long
time,” says Cao Yunqgiang, 19, visiting from
Henan province, further inland. “Things
aren’t fully back to normal, butit’s the right
time to come out and have some fun.” |
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Chaguan | Pondering America’s election

China’s elites think Donald Trump is hastening his country’s decline. Is that good news, they wonder?

HOM WOULD China prefer as America’s next president? That
U \/ is a hard question, without an uplifting answer. In elite cir-
cles in Beijing, both President Donald Trump and his rival, Joe Bi-
den, a former vice-president, are spoken of with distrust and con-
descension. Rather unusually, both candidates are known
quantities. Each man has spent many hours with President Xi Jin-
ping. During the first term of the Obama administration, when Mr
Xi was heir-apparent to the leadership of China with the formal
rank of vice-president, Mr Biden, as his opposite number, was
tasked with taking his measure. Visiting China in 201, Mr Biden
hailed their numerous meetings in various countries and their
“mutual respect”. Mr Trump has gone further, calling Mr Xi his
“very, very good friend”. Few in Beijing are fooled. Mr Trump and
Mr Biden may share a capacity for talking (and talking) in pursuit
of a deal. But Mr Xi’s grim, security-first worldview leaves little
room for foreign friendships, let alone with garrulous Americans.
Chinese disdain combines the political with the personal. In
the unmarked villas, private dining rooms and scholarly retreats
where—when it suits them—well-connected Chinese sometimes
offer opinions to foreigners, Mr Trump is called ignorant, erratic
and tiresome, but not without his uses. He is praised for an appar-
ent indifference to ideology. He is complimented for his reluc-
tance to condemn Chinese repression in such places as Xinjiang.
People familiar with the thinking of Chinese generals assert, ap-
provingly, that Mr Trump dislikes military adventures abroad.
Chinese leaders initially mistook Mr Trump for a pragmatic
tycoon, a type they have met before. Now he is called a narcissist
who cares only about his own interests, starting with his re-elec-
tion. That cynicism informs China’s response to the trade war un-
leashed by Mr Trump, with wary but bipartisan support from
members of Congress and some American business lobbies. Plen-
ty of American businessfolk have swallowed qualms about Mr
Trump’s tactics. They were glad to see him press China over its un-
fair market rules and industrial policies that promote local cham-
pions atthe expense of foreign firms. Detecting that Mr Trump was
more interested in China’s money than in making China change its
ways, officials in Beijing agreed on a “phase one” trade deal built
around purchases of American commodities. China has kept that

deal alive, with state companies buying shiploads of soyabeans
and other goods even as the two governments trade angry words
abouteach other’s handling of covid-19, among otherissues. China
has yet to fulfil its threat to name American firms as “unreliable
entities” ripe for punitive treatment, even after the Trump admin-
istration said it would put sanctions on China for imposing a na-
tional-security law on Hong Kong. Mr Trump’s supporters would
doubtless call China’s caution a tribute to their president’s tariff-
happy toughness. Maybe. But China is also buying itself time. Sat-
isfying Mr Trump has effectively parked America’s bipartisan de-
mands for structural reforms. That does not make Chinese elites
relaxed, though. They fret that Mr Trump has been “kidnapped” by
the truly ideological China hawks who surround him.

As for Mr Biden, in Beijing he is called a member of the former
ruling establishment that saw economic interdependence with
China as a source of stability, not danger. Mr Biden was a player in
Obama-era campaigns to seek China’s help in tackling climate
change and other global challenges. Yet, in China, there is striking-
ly little nostalgia for those days. Some grumble that such engage-
ment rested on a mistaken American belief that China would con-
verge politically with the West as it grew richer. Others recall how
American politicians bragged that democracies had a creative edge
thatautocratic China would always lack. That is certainly a favour-
ite Biden line, as in 2013 when he told Chinese students applying
forvisasat America’s embassy in Beijing that “innovation can only
occur when you can breathe free.” The view in Chinais that its best
scientists and tech firms are busy disproving such boasts, tipping
America into a crisis of confidence and anti-China hysteria.

Justas bipartisan opinion in Washington has coalesced around
alarm at China’s rise, an elite consensus has emerged in the Chi-
nese capital. Especially in this summer of pandemic and street
protests, America is called a nation in decline: a rich country too
divided, selfish and racist to keep its citizens safe. Chinese elites
see Mr Trump as a symptom and an agent of that decline. State me-
dia long refrained from direct attacks on Mr Trump. Not now. The
Global Times, a nationalist tabloid, this month reported that Chi-
nese netizens mockingly call him Chuan Jianguo, or “Build-up-
the-country Trump”. Theirjoke, that he is a double-agent wrecking
America to make China strong, prompts lines like “Comrade
Chuan]Jianguo, don’t blow your cover!” Does such scorn mean that
China wants Mr Trump re-elected? There, elites are divided. At
root, theirdebates turn on two questions: is American decline irre-
versible, and would its acceleration suit China just now?

Two devils, both known

In national-security circles, many see advantages to four more
years of turbulence, with Mr Trump weakening democracy at
home and repellingallies in Asia and beyond. In contrast, elites fo-
cused on the economy fear the premature collapse of a global trad-
ingorder that has profited China mightily. That prods some to han-
ker for Mr Biden. Such people think of him as a moderate who
might slow economic decoupling, giving China time to diversify
and become more self-reliant. Still another camp holds that Amer-
ica’s next government, of whichever party, will be filled with offi-
cials bent on keeping China down, but that Mr Biden’s team will be
more competent, and thus more dangerous. Many Biden-sceptics
in China note, with alarm, how the Democrat has taken to chiding
Mr Trump for being soft on Chinese human-rights abuses. All
camps are united by a bleakly defensive mood. Whoever becomes
America’s next president, China does not expect to be friends.
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Industry in Africa

Will it bloom?

HAWASSA

The continent is searching for its own path to economic take-off

HE FATHER of development economics

and the father of African nationalism
did not take long to fall out. Arthur Lewis
had made his name studying industrial
revolutions. Kwame Nkrumah, Ghana’s
first prime minister, had made his resist-
ing British rule. On independence in 1957
Nkrumah invited Lewis to be his adviser.

It seemed a wise pick. Lewis was astute,
respected, and trusted in anti-colonial cir-
cles. Later, he would win a Nobel prize for
economics (the first black person to do so).
In a landmark paper, he argued that in de-
veloping economies people were poor be-
cause they were in the wrong jobs: move
them from subsistence farms into factories
and commercial farms and the economy
would grow.

But how to make it happen? Nkrumah
wanted to throw money at factories. “Tama
politician,” he explained, “and must gam-
ble on the future.” Lewis urged balance. “If
agricultureis stagnant,” he once wrote, “in-

dustry cannot grow.” He lasted only 15
months in the job. Meanwhile, it was the
countries of East Asia, not Africa, that in-
dustrialised and grew rich.

The question of how to make African
economies more productive is gaining new
urgency amid a pandemic that is disrupt-
ing supply chains. Shortages of drugs and
medical equipment are fuelling calls for
the local production of essential goods.
Tito Mboweni, South Africa’s finance min-
ister, wants to “set up manufacturing to
make what we need and stop relying on im-
ports from China”. Uganda is trying to dis-
courage imports. Ghana also says it is mak-
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ing import substitution a priority.

Yet a transformation of sorts had al-
ready begun well before covid-19. The pro-
portion of Africans working on farms fell
from 66% in 2000 to justunder58% in 2015.
Most of these people flowed into informal
services or petty manufacturing, such as
taxis or roadside carpentry, where they
earn more than farmers. They do not repre-
sent the industrial revolution of which
policymakers dream. Yet beneath that
broad trend lies a myriad of stories. Nigeria
is slowly shaking off its dependence on oil
exports. Rwanda hosts conferences and
upmarket tourists. Lesotho, one of the few
countries to have moved successfully into
manufacturing, ships out its apparel along
South African roads.

In Ethiopia Bonsa Buta spends his days
in a tiny cubicle, a picture of the Virgin
Mary stuck to the wall, entombed in a
mountain of teff. The 86-year-old trader
hasbeen dealing in the grain since the days
of Emperor Haile Selassie. The market has
changed “incomparably”, he says. Ethiopi-
ans use injera, a spongy teff pancake, as
plate, cutlery and tasty carbohydrate. Now
many buy it ready-made rather than baking
it at home. Making or selling injera em-
ploys more than 100,000 people.

Across Africa, goods once made athome
are now being bought and sold. Rural Afri-

cans spend only 40% of their work hours »
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» on their farms, and the rest on side-busi-
nesses such as transport or trade. They buy
nearly half the food they eat, as well as con-
crete blocks and tin sheets for their homes.

Commercialisation is most evident in
the towns and cities. Appetite is growing
for processed foods, meat, dairy foods and
vegetables. “These kids are looking to try
new things,” says Monica Musonda, a Zam-
bian businesswoman who has launched an
instant-noodle company. In Ghana, a self-
anointed “Koko King” has turned millet
porridge into a convenience food for har-
ried commuters. Another entrepreneur
has built a multinational drinks company
by bottling traditional herbal bitters.

Expanding markets create economies
of scale. Many of Africa’s manufacturers
began life as trading firms, switching from
imports to local production. The same log-
ic is pulling foreign companies to the con-
tinent. Consultants at McKinsey estimate
that Chinese firms handled 12% of Africa’s
industrial production in 2017, employing
several million people. Only a few were
eyeing exports to the West. Instead, 93% of
their revenues came from local and region-
al sales. Tian Tang, a Chinese business in
Uganda, was founded by a trader importing
suitcases; it now makes steel, plywood and
mattresses. Another outfit chasing un-
tapped demand is Roha, an American firm.
In Ethiopia it built a factory making glass
bottles for local brewers.

African growth is already being driven
by internal consumption and investment,
argues Carlos Lopes of the University of
Cape Town. The expansion of regional
trade would reinforce that dynamic, espe-
cially in industry. Manufactured goods
make up only 19% of African countries’ ex-
ports to the rest of the world, but 43% of
what they sell to each other.

Yet Africa will not get rich by producing
only for itself. The countries south of the
Sahara have less combined purchasing
power than Germany. To find larger mar-
kets, firms must export to the world. As
they learn to compete globally, they also
become more productive.

Some argue that the key to East Asia’s
early growth was an activist state, high in-
vestment and a relentless focus on manu-
factured exports. Africa has never come
close to replicating it. An early wave of im-
portsubstitution was derailed by a debtcri-
sis. In the1980s the state lost interest in in-
dustrial policy. Factories closed as the IMF
and World Bank pressed governments to
open their markets to foreign competition.

Unlike Africa, East Asia has little wealth
buried beneath its soil, so it relied on sweat
instead. At first, low wages gave it a com-
petitive edge. Although Africa has millions
of poor people, many African countries are
unable to follow the Asian model because
theirlabour costs are too high, according to
researchers at the Centre for Global Devel-

opment, a think-tank. However, wages in
Asia have risen a lot in recent years. Since
transport costs have fallen, many tasks can
now be done thousands of miles apart. Gar-
ment firms in Africa stitch shirts from im-
ported fabrics and buttons; carmakers
piece together kits of parts. That makes it
easier to get a foot on the industrial ladder,
but harder to climb beyond the first rung.
So African countries are scouting out a
new path. “The scope for classic labour-in-
tensive, export-oriented industrialisation
is narrower now,” says Yaw Ansu, who ad-
vises the minister of finance in Ghana. “But
countries like us can compensate by basing
our model on adding value to our agricul-
ture and natural resources.” One exampleis
Blue Skies, a company near Accra. Its work-
ers dice fruit sold in European shops.
Another example is horticulture. In
normal times, more than 400 tonnes of cut
flowers are flown out of Nairobi every day,
on average. In Ziway, an Ethiopian town,
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kilometre-long greenhouses sprawl like
aircraft hangars beside the dust and don-
key carts. Roses grow for transport to the
Netherlands. Covid-19 has thrown many of
these firms into crisis. But when travel and
trade bounce back, so will opportunities.

This is not classic manufacturing, but it
is not subsistence farming either. Econo-
mists at UNU-WIDER, a research institute,
talk of these as “industries without smoke-
stacks”. They include tourism and call cen-
tres. Africa’s diversity means there will be
many routes to success.

Six years ago Roger Lee decided to open
a new factory. As the boss of TAL Apparel, a
clothing firm in Hong Kong, he already ran
operations from China to Indonesia. In
Ethiopia he found a supportive govern-
ment, duty-free access to American mar-
kets and wages that were a tenth of what he
paid in China. So he rented a shed at a new
industrial park in Hawassa.

If Asian-style manufacturing is to take
offanywhere in Africa, it might be in Ethio-
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pia, which has some of the lowest wages in
the world. Clothing firms like TAL em-
ployed 27,000 people in Hawassa before
the covid crisis. One Asian factory-owner
says the city reminds him of a Bangladeshi
port when his uncles opened shop there
three decades ago.

Yet Hawassa is an experiment, and
much could still go wrong. Ethnic riots
have caused shutdowns. Workers rarely
meet production targets. Most are young
women from the countryside. “They don’t
have the mindset for working in a factory,”
sighs a manager. Bosses show “no mercy”,
saysone19-year-old, rushing from her shift
to night class at a local college. It is hard to
get time off for sickness or to sit an exam.
Workers’ pay does not stretch far and rents
are high, so they sleep four to a room.

The low wages that pull in investors
also push workers away. In its first year of
operation, attrition rates at the industrial
park were roughly 100%. Chris Blattman of
the University of Chicago and Stefan Der-
con of the University of Oxford tracked new
hires in Ethiopian factories and commer-
cial farms. A third quit within three
months, and 77% within a year.

The Ethiopian experience points to the
paradoxes at the heart of Africa’s
transformation. While economists worry
about jobless millions, factory bosses
struggle to find pliant labour. Workers ar-
rive late and quit at harvest time. Contracts
are hard to enforce. Markets gum up.

None of this would surprise a visitor
from 18th-century Lancashire or 1990s
Guangdong. In societies set to agrarian
rhythms, the transition to industrial
capitalism is a profound social rupture. It
carries new notions of law, time and disci-
pline, and creates new kinds of people:
commercial farmers, docile workers, me-
thodical managers. It means loss as well as
gain. It should be no surprise when many
people are indifferent or hostile to change.

The same hesitation is found in some
African leaders, long cushioned by aid and
oil money. “The urgency for economic
transformation is not making them lose
any sleep,” says Abebe Shimeles of the Afri-
can Economic Research Consortium. Yet
demographic destiny is pushing the conti-
nent towards a reckoning. Some 15m-2o0m
young Africans are entering the workforce
each year. Without good jobs, many may
take their grievances to the streets.

Some economists such as Dani Rodrik
at Harvard University argue that auto-
mation, competition and shifting demand
are closing the door to countries wanting to
copy Asia’s miracle. Yet not everyone needs
a factory job. Many Africans will move
from subsistence farms to commercial
ones, or from living alongside a game re-
serve to guiding tourists around one. Eco-
nomic transformation, of a distinctively
African kind, is a prize worth chasing. ®
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Burundi

“The Champion of
Patriotism”

Few will mourn Pierre Nkurunziza,
whose regime murdered and tortured

N FOOTBALL, WROTE Jean-Paul Sartre,
Ieverything is complicated by the pres-
ence of the other team. Pierre Nkurunziza
had ways of simplifying things. Burundi’s
president, who died on June 8th, would tra-
vel with his football team, Hallelujah Fc. At
matches opponents would shy away from
tackles. Some who did not were arrested—a
terrifying experience in Mr Nkurunziza’s
police state.

The despot’s foul play was apparent off
the pitch, too. He became president in
2005, at the end of a civil war, ushering in
hope that the country of nm people could,
like neighbouring Rwanda, enjoy some sta-
bility. But in 2015, at the end of his term
limit, Mr Nkurunziza refused to go. His ob-
stinacy set off tit-for-tat violence, assassi-
nations, a failed coup and the displace-
ment of 400,000 people.

“People hate him,” says a journalist in
the country. “During his reign so many
peopledied.” MrNkurunziza’s regime mur-
dered and tortured opponents. Corruption
and punitive taxes have further impover-
ished Burundians, 72% of whom live on
less than the equivalent of $1.90 per day.

The president agreed not to run for a
fourth term in elections in May. Instead he
agreed toanew job title: Paramount Leader,
Champion of Patriotism and Leadership
Core. The vote was rigged in favour of Eva-
riste Ndayishimiye, who is not scheduled
to take office until August. Pascal Nya-
benda, the speaker of the national assem-
bly and Mr Nkurunziza’s first choice as suc-
cessor, should fillin as interim president.

Mr Nkurunziza had wanted to run the
country from behind the scenes. Now pos-
sible rivalry between an interim president
and the president-elect could create insta-
bility. Then there is the regional picture.
Rwanda, Burundi and Uganda have long
waged proxy wars in eastern Congo. A pow-
ervacuum in Burundi presents a chance for
further meddling in its affairs.

The president’s death may, though, al-
low the country to face up to another press-
ing issue. He ignored covid-19 and turfed
out experts from the World Health Organ-
isation, saying that God would protect Bu-
rundi. This may have been his downfall.
The government says he died of a heart at-
tack, butlocal sources whisper that he suc-
cumbed to covid-19. His wife was reported-
ly in Kenya for treatment. His death gives
Burundi a chance to tackle the pandemic—
and, perhaps, of abitless foul play. B
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Covid-19 in the Middle East

An unwanted guest returns

BEIRUT
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Countries that thought they had beaten the pandemic are finding they have not

CROSS THE Middle East months of clo-
Asures are giving way to an almost care-
free normal. Bars and restaurants in Tel
Aviv are packed, with barely a nod to social
distancing. Shisha cafésinJordan’s capital,
Amman, among the first businesses shut
in March because of their perceived health
risks, are full of patrons puffing away.
Mask-wearing in Beirut has noticeably
dropped since the government imposed a
$33 fine for going barefaced. From Tehran
to Tunis, many people seem to have de-
clared the covid-19 pandemic finished.

But the pandemic is not finished with
them. Several countries have seen, if not
yetasecond wave, atleasta worrying resur-
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Difficult to contain

Middle East, daily new confirmed cases of covid-19
Seven-day moving average, to June 10th
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gence of cases. Infections and deaths have
jumped in Iran, where authorities thought
they had tamed one of the world’s worst
outbreaks. Schools have become a vector
for infection in Israel. In Saudi Arabia,
where the first wave never broke, doctors
report an unexpected surge in hospitalisa-
tions and deaths. However, governments
are reluctant to shut down again just as
their economies are sputtering back to life.
Stopping a second wave may be harder
than it was dealing with the first.

Iran was one of the first countries bat-
tered by covid-19. New cases peaked in
April at around 3,000 a day (see chart). The
president, Hassan Rouhani, resisted a full
lockdown, fearing the damage it would do
toan economy reeling from years of Ameri-
can sanctions. Even his government’s dis-
orderly response helped tame the out-
break, though, and by May cases had
dropped enough for restrictions to be
largely lifted.

New infections are now back to their
April peak. Some of this is due to better
testing: after a slow start, the health minis-
try says it has checked more than1m people
for the virus. But the death toll is also ris-
ing, which suggests that the epidemicisin-
deed getting worse. Average deaths this
month, nowaround 70 aday, are 40% high-
er than their lows in May. The government
blames the increase on large gatherings

such as weddings. Doctors say intercity tra- M
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» vel is helping the virus spread between
provinces. Again, though, Mr Rouhani says
Iran cannot afford to shut down; universi-
ties reopened earlier this month.

Israel took a different tack. It halted in-
ternational travel in early March and con-
fined citizens to their homes for weeks. By
late May, with fewer than 20 new cases a
day and almost no deaths, the government
felt it could declare victory. Since children
seem less affected by the virus, schools
were among the first places to reopen.
Some pupils went back as early as May 3rd,
with caps on class size and other protective
measures (see picture).

Classes were short-lived. Daily cases
have grown six-fold from their nadir last
month, in part because of infections linked
to schools, including more than 100 from a
single one in Jerusalem. At least 300 stu-
dents and teachers have tested positive;
thousands of people are in quarantine be-
cause of possible exposure. More than 100
schools have been shut, and even where
they have not, some parents are keeping
their children athome. The health ministry
believes it can isolate the new outbreaks,
but laboratories are overwhelmed; some
patients wait days for test results.

Lockdowns were even more onerous in
the Gulf, where places such as Dubai and
Saudi Arabia imposed 24-hour curfews for
weeks at a time. This did not stop the virus.
It continued to spread among the migrant
workers who are most of the population in
most Gulf states. Still, death tolls have been
low: migrants tend to be young, and
wealthy governments pay for covid-19
treatment. Life began to resume after the
Eid al-Fitr holiday last month.

Since then the epidemic in Saudi Arabia
has worsened. On May 20th, just before it
entered lockdown during Eid, the kingdom
logged ten deaths. By June 9th that had al-
most quadrupled, to 37. Some hospitals are
filling up; the number of patients in inten-
sive-care units has more than tripled.
Three doctors died recently, the first re-
ported fatalities among medical staff. The
Red Sea city of Jeddah is back under curfew.
The authorities have opened a new 500-
bed field hospital in its convention centre.

Like their rivals in Iran, the Saudis
blame the increased spread onlocals ignor-
ing social-distancing rules. Yet they hope
to avoid another nationwide lockdown and
may even go ahead with next month’s haj,
the annual pilgrimage to Mecca, albeit with
fewer pilgrims than normal.

None of this was supposed to happen so
quickly. Dubai wants to reopen its airport
next month for tourists and business trav-
ellers. Lebanon, desperate for hard curren-
¢y, plans to do the same. Jordan hopes to
promote domestic tourism this summer.
Concerns over public health drove most
Arab countries into lockdown this spring.
Few think they can afford todoitagain. ®

Libya’s civil war

A warlord retreats

The Economist June 13th 2020

The government has regained control of the west. Taking the east will be harder

OR OVER a year the uN-backed Govern-

ment of National Accord (GNA) in Libya
had been under siege by the forces of Kha-
lifa Haftar, a renegade general. Then, all of
sudden, it wasn’t. On June 3rd militias
aligned with the GNA pushed General Haf-
tar’s self-styled Libyan National Army
(LNA) out of Tripoli’s international airport.
The next day they took back Tarhouna, a
city 9okm to the south-east (see map). By
June 7th the oilfields in Sharara were back
in the GNA’s hands—and pumping for the
first time since January. The militias are
now fighting the LNA in Sirte, the gateway
to General Haftar’s heartland in the east.
Fight “for the whole of the homeland”, says
Fayez al-Serraj, the GNA’s prime minister.

Mr Serraj, however, is not calling the
shots. Drawn by Africa’s largest oil reserves
and over 1,70o0km of Mediterranean coast-
line, foreign armies have piled into Libya. A
surge of support from Turkey beginning in
December saved Mr Serraj. It now deter-
mines how far the GNA advances. Russia,
Egypt and the United Arab Emirates (UAE)
have long backed the LNA and are trying to
shore upits hold on the east. After six years
of civil war, the division of Libya into a
Turkish zone of influence in the west and a
Russian zone in the east—in other words,
de facto partition—looks increasingly like-
ly. “We’re heading towards a frozen con-
flict,” says a diplomat in Tripoli.

Russia and Turkey also back opposing
sides in Syria, where they have learnt to co-
ordinate their operations in order to avoid
abigescalation. Theriskis greater in Libya,
at least for now. The Turks have frigates off
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the coast, warplanes and drones in the sky
and mercenaries on the ground. Recep Tay-
yip Erdogan, Turkey’s president, wants the
GNA to punch into the oilfields that lie be-
yond Sirte and take the airbase in Jufra. He
believes this would give Mr Serraj a finan-
cial boost and a strategic buffer against
General Haftar and other eastern preda-
tors. But last month Russia moved 14 war-
planes to Jufra. Hundreds of mercenaries
from the Wagner Group, a private-security
firm with connections to the Kremlin, sup-
port General Haftar. Egypt has moved a col-
umn of tanks to (and, some say, across) its
western border. It and the UAE see the war
as astruggle against Islamism.

Libyans in the east are uneasy. “We've
had enough of Turkish colonialism,” says
Fawzia al-Furjani, a businesswoman in
Benghazi, referring to centuries of Otto-
man rule. But a growing number of people
also question whether General Haftar, who
in April hailed himself Libya’s military rul-
er, can be their saviour. His defeat in Tri-
poli, at the cost of hundreds of lives, has re-
vived memories of the disastrous
campaign heled against Chad in the 1980s.

Big eastern tribes are keeping their dis-
tance from him. Tribal elders in the south
have declared for the GNA. Talk of a chal-
lenge to General Haftar is rife. Even his for-
eign supporters seem to be growing tired of
hisboasting. Atthe launch of a peace initia-
tive in Cairo on June 6th, General Haftar
shared the stage with Aguila Saleh, a less
belligerent politician from the east. Last
month Mr Saleh declared himself com-
mander-in-chief of the LNA.

Despite the GNA’s victories, the situa-
tion in the west is also unstable. Mr Serraj
says he wants to “construct a civil, demo-
cratic and modern state”, but the militias
who fight for him are divided by tribe, city
and ideology. The threat of General Haftar
(not support for the GNA) was the glue that
held them together. The jihadists among
them want to push on to Benghazi, their
home before General Haftar booted them
out in 2017. The militias of Misrata, the
strongest force in the west, want to domi-
nate the region. Leaders from other cities,
such as Zintan, would prefer to carve out
theirown fiefs from the land they have cap-
tured. Each has a separate line to Turkish
commanders on the ground and foreign
powers abroad. Mr Serraj may no longer be
under siege, but his rule does notextend far
beyond his glass office block in Tripoli. &
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Artificial intelligence and its limits

Reality check

After years of hype, an understanding of Al’s limitations is starting to sink in, says Tim Cross

IT WILL BE as if the world had created a second China, made not of
billions of people and millions of factories, but of algorithms
and humming computers. Pwc, a professional-services firm, pre-
dicts that artificial intelligence (A1) will add $16trn to the global
economy by 2030. The total of all activity—from banks and biotech
to shops and construction—in the world’s second-largest econ-
omy was just $13trn in 2018.

PWC’s claim is no outlier. Rival prognosticators at McKinsey put
the figure at $13trn. Others go for qualitative drama, rather than
quantitative. Sundar Pichai, Google’s boss, has described develop-
ments in A1 as “more profound than fire or electricity”. Other fore-
casts see similarly large changes, but less happy ones. Clever com-
puters capable of doing the jobs of radiologists, lorry drivers or
warehouse workers might cause a wave of unemployment.

Yet lately doubts have been creeping in about whether today’s
Al technology is really as world-changing as it seems. It is running
up against limits of one kind or another, and has failed to deliver
on some of its proponents’ more grandiose promises.

There is no question that A1—or, to be precise, machine learn-
ing, one of its sub-fields—has made much progress. Computers
have become dramatically better at many things they previously
struggled with. The excitement began to build in academia in the
early 2010s, when new machine-learning techniques led to rapid
improvements in tasks such as recognising pictures and manipu-
lating language. From there it spread to business, starting with the
internet giants. With vast computing resources and oceans of data,
they were well placed to adopt the technology. Modern Al tech-

niques now power search engines and voice assistants, suggest
email replies, power the facial-recognition systems that unlock
smartphones and police national borders, and underpin the algo-
rithms that try to identify unwelcome posts on social media.

Perhaps the highest-profile display of the technology’s poten-
tial came in 2016, when a system built by DeepMind, a London-
based A1 firm owned by Alphabet, Google’s corporate parent, beat
one of the world’s best players at Go, an ancient Asian board game.
The match was watched by tens of millions; the breakthrough
came years, even decades, earlier than A1 gurus had expected.

As Mr Pichai’s comparison with electricity and fire suggests,
machine learning is a general-purpose technology—one capable
of affecting entire economies. It excels at recognising patterns in
data, and thatis useful everywhere. Ornithologists use it to classify
birdsong; astronomers to hunt for planets in glimmers of star-
light; banks to assess credit risk and prevent fraud. In the Nether-
lands, the authorities use it to monitor social-welfare payments.
In China A1-powered facial recognition lets customers buy grocer-
ies—and helps run the repressive mass-surveillance system the
country has built in Xinjiang, a Muslim-majority region.

AY's heralds say further transformations are still to come, for
better and for worse. In 2016 Geoffrey Hinton, a computer scientist
who has made fundamental contributions to modern AI, re-
marked that “it’s quite obvious that we should stop training radiol-
ogists,” on the grounds that computers will soon be able to do
everything they do, only cheaper and faster. Developers of self-

driving cars, meanwhile, predict that robotaxis will revolutionise »»
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» transport. Eric Schmidt, a former chairman of Google (and a for-
mer board member of The Economist’s parent company) hopes that
Al could accelerate research, helping human scientists keep up
with a deluge of papers and data.

In January a group of researchers published a paper in Cell de-
scribing an A1 system that had predicted antibacterial function
from molecular structure. Of 100 candidate molecules selected by
the system for further analysis, one proved to be a potent new anti-
biotic. The covid-19 pandemic has thrust such medical applica-
tions firmly into the spotlight. An A1 firm called BlueDot claims it
spotted signs of a novel virus in reports from Chinese hospitals as
early as December. Researchers have been scrambling to try to ap-
ply Al to everything from drug discovery to interpreting medical
scans and predicting how the virus might evolve.

Dude, where’s my self-driving car?
This is not the first wave of Al-related excitement (see timeline in
next story). The field began in the mid-1950s when researchers
hoped that building human-level intelligence would take a few
years—a couple of decades at most. That early optimism had fizz-
led by the 1970s. A second wave began in the 1980s. Once again the
field’s grandest promises went unmet. As reality replaced the
hype, the booms gave way to painful busts known as “A1 winters”.
Research funding dried up, and the field’s reputation suffered.

Modern Al technology has been far more successful. Billions of
people use it every day, mostly without noticing, inside their
smartphones and internet services. Yet despite this success, the
fact remains that many of the grandest claims made about A1 have
once again failed to become reality, and confidence is wavering as
researchers start to wonder whether the technology has hit a wall.
Self-driving cars have become more capable, but remain perpetu-
ally on the cusp of being safe enough to deploy on everyday streets.
Efforts to incorporate A1 into medical diagnosis are, similarly, tak-
ing longer than expected: despite Dr Hinton'’s prediction, there re-
mains a global shortage of human radiologists.

Surveying the field of medical A1 in 2019, Eric Topol, a cardiolo-
gist and Al enthusiast, wrote that “the state of A1 hype has far ex-
ceeded the state of A1 science, especially when it
pertains to validation and readiness for imple-
mentation in patient care”. Despite a plethora of
ideas, covid-19 is mostly being fought with old
weapons that are already to hand. Contact-
tracing has been done with shoe leather and
telephone calls. Clinical trials focus on existing
drugs. Plastic screens and paint on the pave-
ment enforce low-tech distancing advice.

ATpapers published
% of all publications

Many of the grandest

claims made about Al

have once again failed
to become reality

The same consultants who predict that
Arwill have aworld-altering impactalso re-
port that real managers in real companies
are finding A1 hard to implement, and that
enthusiasm for it is cooling. Svetlana Sicu-
lar of Gartner, a research firm, says that
2020 could be the year A1 falls onto the
downslope of her firm’s well-publicised
“hype cycle”. Investors are beginning to
2 wake up to bandwagon-jumping: a survey
of European A1 startups by MMc, a venture-
capital fund, found that 40% did not seem
tobeusingany Aratall. “Ithink there’s defi-
nitely astrong element of ‘investor market-
ing’” says one analyst delicately.

This Technology Quarterly will investi-
0  gate why enthusiasm is stalling. It will ar-
gue that although modern A1 techniques
are powerful, they are also limited, and
they can be troublesome and difficult to
deploy. Those hoping to make use of ArI's
potential must confront two sets of problems.

The first is practical. The machine-learning revolution has
been built on three things: improved algorithms, more powerful
computers on which to run them, and—thanks to the gradual dig-
itisation of society—more data from which they can learn. Yet data
are not always readily available. It is hard to use A1 to monitor co-
vid-19 transmission without a comprehensive database of every-
one’s movements, for instance. Even when data do exist, they can
contain hidden assumptions that can trip the unwary. The newest
Al systems’ demand for computing power can be expensive. Large
organisations always take time to integrate new technologies:
think of electricity in the 20th century or the cloud in the 21st.
None of this necessarily reduces AI’s potential, but it has the effect
of slowing its adoption.

The second set of problems runs deeper, and concerns the algo-
rithms themselves. Machine learning uses thousands or millions
of examples to train a software model (the structure of which is
loosely based on the neural architecture of the brain). The result-
ing systems can do some tasks, such as recognising images or
speech, far more reliably than those programmed the traditional
way with hand-crafted rules, but they are not “intelligent” in the
way that most people understand the term. They are powerful pat-
tern-recognition tools, but lack many cognitive abilities that bio-
logical brains take for granted. They struggle with reasoning, gen-
eralising from the rules they discover, and with the
general-purpose savoir faire that researchers, for want of a more
precise description, dub “common sense”. The result is an artifi-
cial idiot savant that can excel at well-bounded tasks, but can get
things very wrong if faced with unexpected input.

Without another breakthrough, these drawbacks put funda-
mental limits on what A1 can and cannot do. Self-driving cars,
which must navigate an ever-changing world, are already delayed,
and may never arrive at all. Systems that deal with language, like
chatbots and personal assistants, are built on statistical approach-
es that generate a shallow appearance of understanding, without
the reality. That will limit how useful they can become. Existential
worries about clever computers making radiologists or lorry driv-
ers obsolete—let alone, as some doom-mongers
suggest, posing a threat to humanity’s surviv-
al—seem overblown. Predictions of a Chinese-
economy-worth of extra GDP look implausible.

Today’s “A1 summer” is different from previ-
ous ones. It is brighter and warmer, because the
technology has been so widely deployed. Anoth-
er full-blown winter is unlikely. But an autum-
nal breeze is picking up. |
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Data

Not so big

Data can be scarcer than you think, and full of traps

MAZON'’S “GO” STORES are impressive places. The cashier-less

shops, which first opened in Seattle in 2018, allow app-wield-
ing customers to pick up items and simply walk out with them.
The system uses many sensors, but the bulk of the magic is per-
formed by cameras connected to an Al system that tracks items as
they are taken from shelves. Once the shoppers leave with their
goods, the bill is calculated and they are automatically charged.

Doing thatin a crowded shop is not easy. The system must han-
dle crowded stores, in which people disappear from view behind
other customers. It must recognise individual customers as well as
friends or family groups (if a child puts an item into a family bas-
ket, the system must realise that it should charge the parents). And
it mustdo all thatin real-time, and to a high degree of accuracy.

Teaching the machines required showing them a lot of “train-
ing data” in the form of videos of customers browsing shelves,
picking up items, putting them back and the like. For standardised
tasks like image recognition, A1 developers can use public training
datasets, each containing thousands of pictures. But there was no
such training set featuring people browsing in shops.

Some data could be generated by Amazon’s own staff, who were
allowed into test versions of the shops. But that approach took the
firm only so far. There are many ways in which a human might take
a product from a shelf and then decide to choose it, put it back im-
mediately or return it later. To work in the real world, the system
would have to cover as many of those as possible.

In theory, the world is awash with data, the lifeblood of modern
Al. IDC, a market-research firm, reckons the world generated 33
zettabytes of data in 2018, enough to fill seven trillion pVDs. But
Kathleen Walch of Cognilytica, an A1-focused consultancy, says
that, nevertheless, data issues are one of the most common stick-
ing-points in any Al project. As in Amazon’s case, the required data
may not exist at all. Or they might be locked up in the vaults of a
competitor. Even when relevantdata can be dugup, they might not
be suitable for feeding to computers.

Data-wrangling of various sorts takes up about 80% of the time
consumed in a typical A1 project, says Cognilytica. Training a
machine-learning system requires large numbers of carefully la-
belled examples, and those labels usually have to be applied by hu-
mans. Big tech firms often do the work internally. Companies that
lack the required resources or expertise can take advantage of a

Technology Quarterly | Al and its limits
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growing outsourcing industry to do it for them. A Chinese firm
called MBH, for instance, employees more than 300,000 people to
label endless pictures of faces, street scenes or medical scans so
that they can be processed by machines. Mechanical Turk, another
subdivision of Amazon, connects firms with an army of casual hu-
man workers who are paid a piece rate to perform repetitive tasks.
Cognilytica reckons that the third-party “data preparation”
market was worth more than $1.5bn in 2019 and could grow to
$3.5bn by 2024. The data-labelling business is similar, with firms
spending at least $1.7bn in 2019, a number that could reach $4.1bn
by 2024. Mastery of a topic is not necessary, says Ron Schmelzer,
also of Cognilytica. In medical diagnostics, for instance, amateur
data-labellers can be trained to become almost as good as doctors
at recognising things like fractures and tumours. But some
amount of what A1 researchers call “domain expertise” is vital.
The data themselves can contain traps. Machine-learning sys-
tems correlate inputs with outputs, but they do it blindly, with no
understanding of broader context. In 1968 Donald Knuth, a pro-
gramming guru, warned that computers “do exactly what they are

told, no more and no less”. Machine learning is full of examples of »
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China makes automated facial recognition a key part of its police state in Xinjiang
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More complex than it looks

Average time allocated to machine-learning project tasks
January 2020, % of total

Cleansing
25

Source: Cognilytica

Model Model

Aggregation  training tuning

Identification Algorithm

development

Operationalisation

» Mr Knuth’s dictum, in which machines have followed the letter of
the law precisely, while being oblivious to its spirit.

In 2018 researchers at Mount Sinai, a hospital network in New
York, found that an A1 system trained to spot pneumonia on chest
x-rays became markedly less competent when used in hospitals
other than those it had been trained in. The researchers discovered
that the machine had been able to work out which hospital a scan
had come from. (One way was to analyse small metal tokens placed
in the corner of scans, which differ between hospitals.)

Since one hospital inits training set had a baseline rate of pneu-
monia far higher than the others, that information by itself was
enough to boost the system’s accuracy substantially. The research-
ers dubbed that clever wheeze “cheating”, on the grounds that it
failed when the system was presented with data from hospitals it
did not know.

Different kind of race

Bias is another source of problems. Last year America’s National
Institute of Standards and Technology tested nearly 200 facial-
recognition algorithms and found that many were significantly
less accurate at identifying black faces than white ones. The pro-
blem may reflect a preponderance of white faces in their training
data. A study from 1BM, published last year, found that over 80% of
faces in three widely used training sets had light skin.

Such deficiencies are, at least in theory, straightforward to fix
(1BM offered a more representative dataset foranyone to use). Oth-
er sources of bias can be trickier to remove. In 2017 Amazon aban-
doned a recruitment project designed to hunt through cvs to iden-
tify suitable candidates when the system was found to be
favouring male applicants. The post mortem revealed a circular,
self-reinforcing problem. The system had been trained on the cvs
of previous successful applicants to the firm. But since the tech
workforce is already mostly male, a system trained on historical
data will latch onto maleness as a strong predictor of suitability.

Humans can try to forbid such inferences, says Fabrice Ciais,
who runs pwc’s machine-learning team in Britain (and Amazon
tried to do exactly that). In many cases they are required to: in most
rich countries employers cannot hire on the basis of factors such
as sex, age or race. But algorithms can outsmart their human mas-
ters by using proxy variables to reconstruct the forbidden infor-
mation, says Mr Ciais. Everything from hobbies to previous jobs to
area codes in telephone numbers could contain hints that an ap-
plicantis likely to be female, or young, or from an ethnic minority.

If the difficulties of real-world data are too daunting, one op-
tion is to make up some data of your own. That is what Amazon did
to fine-tune its Go shops. The company used graphics software to
create virtual shoppers. Those ersatz humans were used to train
the machines on many hard or unusual situations that had not
arisenin thereal training data, but might when the system was de-
ployed in the real world.

Amazon is not alone. Self-driving car firms do a lot of training
in high-fidelity simulations of reality, where no real damage can
be done when something goes wrong. A paper in 2018 from Nvidia,
a chipmaker, described a method for quickly creating synthetic
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training data for self-driving cars, and concluded that the resulting
algorithms worked better than those trained on real data alone.

Privacy is another attraction of synthetic data. Firms hoping to
use Al in medicine or finance must contend with laws such as
America’s Health Insurance Portability and Accountability Act, or
the European Union’s General Data Protection Regulation. Proper-
ly anonymising data can be difficult, a problem that systems
trained on made-up people do not need to bother about.

The trick, says Euan Cameron, one of Mr Ciais’s colleagues, is
ensuring simulations are close enough to reality that their lessons
carry over. For some well-bounded problems such as fraud detec-
tion or credit scoring, thatis straightforward. Synthetic data can be
created by adding statistical noise to the real kind. Although indi-
vidual transactions are therefore fictitious, it is possible to guaran-
tee that they will have, collectively, the same statistical character-
istics as the real data from which they were derived. But the more
complicated a problem becomes, the harderitis to ensure that les-
sons from virtual data will translate smoothly to the real world.

The hope is that all this data-related faff will be a one-off, and
that, once trained, a machine-learning model will repay the effort
over millions of automated decisions. Amazon has opened 26 Go
stores, and has offered to license the technology to other retailers.
But even here there are reasons for caution. Many A1 models are
subject to “drift”, in which changes in how the world works mean
their decisions become less accurate over time, says Svetlana Sic-
ular of Gartner, a research firm. Customer behaviour changes, lan-
guage evolves, regulators change what companies can do.

Sometimes, drift happens overnight. “Buying one-way airline
tickets was a good predictor of fraud [in automated detection mod-
els],” says Ms Sicular. “And then with the covid-19 lockdowns, sud-
denly lots of innocent people were doing it.” Some facial-recogni-
tion systems, used to seeing uncovered human faces, are
struggling now that masks have become the norm. Automated lo-
gistics systems have needed help from humans to deal with the
sudden demand for toilet roll, flour and other staples. The world’s
changeability means more training, which means providing the
machines with yet more data, in a never-ending cycle of re-train-
ing. “Aris notan install-and-forget system,” warns Mr Cameron. B

The business world

Algorithms and armies

Businesses are finding A1 hard to adopt

(T ACEBOOK: THE INSIDE STORY", Steven Levy’'s recent book

F aboutthe American social-media giant, paints a vivid picture
of the firm'’s size, not in terms of revenues or share price but in the
sheer amount of human activity that thrums through its servers.
1.73bn people use Facebook every day, writing comments and
uploading videos. An operation on that scale is so big, writes Mr
Levy, “that it can only be policed by algorithms or armies”.

In fact, Facebook uses both. Human moderators work along-
side algorithms trained to spot posts that violate either an individ-
ual country’s laws or the site’s own policies. But algorithms have
many advantages over their human counterparts. They do not
sleep, or take holidays, or complain about their performance re-
views. They are quick, scanning thousands of messages a second,
and untiring. And, of course, they do not need to be paid.

And itis notjust Facebook. Google uses machine learning to re-
fine search results, and target advertisements; Amazon and Net-

flix use it to recommend products and television shows to watch; »
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» Twitter and TikTok to suggest new users to follow. The ability to
provide all these services with minimal human intervention is
one reason why tech firms’ dizzying valuations have been
achieved with comparatively small workforces.

Firms in other industries woud love that kind of efficiency. Yet
the magic is proving elusive. A survey carried out by Boston Con-
sulting Group and MIT polled almost 2,500 bosses and found that
seven out of ten said their A1 projects had generated littleimpact so
far. Two-fifths of those with “significant investments” in A1 had
yet to report any benefits at all.

Perhaps as a result, bosses seem to be cooling on the idea more
generally. Another survey, this one by pwc, found that the number
of bosses planning to deploy Al across their firms was 4% in 2020,
down from 20% the year before. The number saying they had al-
ready implemented A1 in “multiple areas” fell from 27% to 18%.
Euan Cameron at Pwc says that rushed trials may have been aban-
doned or rethought, and that the “irrational exuberance” that has
dominated boardrooms for the past few years is fading.

There are several reasons for the reality check. One is prosaic:
businesses, particularly big ones, often find change difficult. One
parallel from history is with the electrification of factories. Elec-

Technology Quarterly | Al and its limits

tricity offers bigadvantages over steam power in terms of both effi-
ciency and convenience. Most of the fundamental technologies
had been invented by the end of the 19th century. But electric pow-
er nonetheless took more than 30 years to become widely adopted
in the rich world.

Reasons specific to Al exist, too. Firms may have been misled by
the success of the internet giants, which were perfectly placed to
adopt the new technology. They were already staffed by program-
mers, and were already sitting on huge piles of user-generated
data. The uses to which they put AI, at least at first—improving
search results, displaying adverts, recommending new products
and the like—were straightforward and easy to measure.

Not everyone is so lucky. Finding staff can be tricky for many
firms. A1 experts are scarce, and command luxuriant salaries.
“Only the tech giants and the hedge funds can afford to employ
these people,” grumbles one senior manager at an organisation
thatis neither. Academia has been a fertile recruiting ground.

A more subtle problem is that of deciding what to use AI for.
Machine intelligence is very different from the biological sort.
That means that gauging how difficult machines will find a task

7

can be counter-intuitive. AI researchers call the problem Mora- M

Brain scan | An Al for an eye

A pioneering ophthalmologist highlights the potential, and the pitfalls, of medical Al

HE BOOKS strewn around Pearse

Keane’s office at Moorfields Eye
Hospital in London are an unusual selec-
tion for a medic. “The Information”, a
500-page doorstop by James Gleick on
the mathematical roots of computer
science, sits next to Neal Stephenson’s
even heftier “Cryptonomicon”, an alt-
history novel full of cryptography and
prime numbers. Nearby is “The Player of
Games” by the late Iain M. Banks, whose
sci-finovels describe a utopian civilisa-
tion in which A1 has abolished work.

Dr Keane is an ophthalmologist by
training. But “if I could have taken a year
or two from my medical training to do a
computer-science degree,  would have,”
he says. These days he is closer to the
subject than any university student. In
2016 he began a collaboration with Deep-

and regulation. Laws guarding medical
records tend to be fierce, and regulators
are still wrestling with the question of
how exactly to subject A1 systems to
clinical trials.

Finally there is the question of “ex-
plainability”. Because Al systems learn
from examples rather than following
explicit rules, working out why they
reach particular conclusions can be
tricky. Researchers call this the “black
box” problem. As A1 spreads into areas
such as medicine and law, solving it is
becoming increasingly important.

One approach is to highlight which
features in the model’s input most
strongly affect its output. Anotheris to
boil models down into simplified flow-
charts, or let users question them
(“would moving this blob change the

Mind, an A1 firm owned by Google, to
apply A1 to ophthalmology.

In Britain the number of ophthalmol-
ogists is not keeping up with the falling
cost of eye scans (about £20, or $25, from
high-street opticians) and growing de-
mand from an ageing population. In
theory, computers can help. In 2018
Moorfields and DeepMind published a
paper describing an Al that, given a
retina scan, could make correct referral
decisions 94% of the time, matching
human experts. A more recent paper
described a system that can predict the
onset of age-related macular degener-
ation, a progressive disease that causes

blindness, up to six months in advance.

But Dr Keane cautions that in practice,
moving from a lab demonstration to a real
system takes time: the technology is not
yet being used on real patients. His work
highlights three thorny problems that
must be overcome if A1 is to be rolled out
more quickly, in medicine and elsewhere.

The first is about getting datainto a
coherent, usable format. “We often hear
from medics saying they have a big dataset
on one disease or another,” says Dr Keane.
“But when you ask basic questions about
what format the datais in, we never hear
from them again.”

Then there are the challenges of privacy

diagnosis?”). To further complicate
matters, notes Dr Keane, techies building
a system may prefer one kind of explain-
ability for testing purposes, while med-
icsusing it might want something closer
to clinical reasoning. Solving this pro-
blem, he says, will be important both to
mollify regulators and to give doctors
confidence in the machines’ opinions.
But even when it is widely deployed,
Arwill remain a backroom tool, nota
drop-in replacement for human medics,
he predicts: “Ican’t foresee a scenario in
which a pop-up on your iPhone tells you
you've got cancer.” There is more to being
adoctor than accurate diagnosis.
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» vec’s paradox, after Hans Moravec, a Canadian roboticist, whonot-  ways keeping humans in the loop. Because human moderators see

ed that, though machines find complex arithmetic and formal log-
ic easy, they struggle with tasks like co-ordinated movement and
locomotion which humans take completely for granted.

For example, almost any human can staff a customer-support
helpline. Very few can play Go at grandmaster level. Yet Paul Hen-
ninger, an Al expert at KPMG, an accountancy firm, says that build-
ing a customer-service chatbot is in some ways harder than build-
ing a superhuman Go machine. Go has only two possible
outcomes—win or lose—and both can be easily identified. Indi-
vidual games can play out in zillions of unique ways, but the un-
derlying rules are few and clearly specified. Such well-defined
problems are a good fit for A1. By contrast, says Mr Henninger, “a
single customer call after a cancelled flight has...many, many more
ways it could go”.

What to do? One piece of advice, says James Gralton, engineer-
ing director at Ocado, a British warehouse-automation and food-
delivery firm, is to start small, and pick projects that can quickly
deliver obvious benefits. Ocado’s warehouses are full of thousands
of robots that look like little filing cabinets on wheels. Swarms of
them zip around a grid of rails, picking up food to fulfil orders from
online shoppers.

Ocado’s engineers used simple data from the robots, like elec-
tricity consumption or torque readings from their wheel motors,
to train a machine-learning model to predict when a damaged or
worn robot was likely to fail. Since broken-down robots get in the
way, removing them for pre-emptive maintenance saves time and
money. And implementing the system was comparatively easy.

The robots, warehouses and data all existed already. And the
outcome is clear, too, which makes it easy to tell how well the A1
model is working: either the system reduces breakdowns and
saves money, or itdoes not. That kind of “predictive maintenance”,
along with things like back-office automation, is a good example
of what pwc approvingly calls “boring A1” (though Mr Gralton
would surely object).

There is more to building an A1 system than its accuracy in a
vacuum. It must also do something that can be integrated into a
firm’s work. During the late 1990s Mr Henninger worked on Fair
Isaac Corporation’s (F1co) “Falcon”, a credit-card fraud-detection
system aimed at banks and credit-card companies that was, he
says, one of the first real-world uses for machine learning. As with
predictive maintenance, fraud detection was a good fit: the data (in
the form of credit-card transaction records) were clean and readily
available, and decisions were usefully binary (either a transaction
was fraudulent or it wasn’t).

The widening gyre

But although Falcon was much better at spotting dodgy transac-
tions than banks’ existing systems, he says, it did not enjoy suc-
cess as a product until Fico worked out how to help banks do
something with the information the model was generating. “Fal-
con was limited by the same thing that holds a lot of A1 projects
back today: going from a working model to a useful system.” In the
end, says Mr Henninger, it was the much more mundane task of
creating a case-management system—flagging up potential frauds
to bank workers, then allowing them to block the transaction,
wave it through, or phone clients to double-check—that persuad-
ed banks that the system was worth buying.

Because they are complicated and open-ended, few problems
in the real world are likely to be completely solvable by A1, says Mr
Gralton. Managers should therefore plan for how their systems
will fail. Often that will mean throwing difficult cases to human
beings to judge. That can limit the expected cost savings, especial-
ly if a model is poorly tuned and makes frequent wrong decisions.

The tech giants’ experience of the covid-19 pandemic, which
has been accompanied by a deluge of online conspiracy theories,
disinformation and nonsense, demonstrates the benefits of al-

sensitive, private data, they typically work in offices with strict se-
curity policies (bringing smartphones to work, for instance, is
usually prohibited).

In early March, as the disease spread, tech firms sent their con-
tent moderators home, where such security is tough to enforce.
That meant an increased reliance on the algorithms. The firms
were frank about the impact. More videos would end up being re-
moved, said YouTube, “including some that may not violate [our]
policies”. Facebook admitted that less human supervision would
likely mean “longer response times and more mistakes”. A1 can do
alot. Butit works best when humans are there to hold its hand. &

Computing hardware

Machine, learning

The cost of training machines is becoming a problem

HE FUNDAMENTAL assumption of the computing industry is

that number-crunching gets cheaper all the time. Moore’s law,
the industry’s master metronome, predicts that the number of
components that can be squeezed onto a microchip of a given
size—and thus, loosely, theamount of computational power avail-
able ata given cost—doubles every two years.

For many comparatively simple A1 applications, that means
that the cost of training a computer is falling, says Christopher
Manning, the director of Stanford University’s A1 Lab. But that is
not true everywhere. A combination of ballooning complexity and
competition means costs at the cutting edge are rising sharply.

Dr Manning gives the example of BERT, an Al language model

built by Google in 2018 and used in the firm’s search engine. It had »




» more than 350m internal parameters and a pro-
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digious appetite for data. It was trained using
3.3bn words of text culled mostly from Wikipe-
dia, an online encyclopedia. These days, says Dr
Manning, Wikipedia is not such a large data-set.
“If you can train a system on 30bn words it’s go-
ing to perform better than one trained on 3bn.”
And more data means more computing power to crunch it all.

OpenaAl, a research firm based in California, says demand for
processing power took off in 2012, as excitement around machine
learning was starting to build. It has accelerated sharply. By 2018,
the computer power used to train big models had risen 300,000-
fold, and was doubling every three and a half months (see chart). It
should know—to train its own “OpenAlI Five” system, designed to
beat humans at “Defense of the Ancients 2”, a popular video game,
it scaled machine learning “to unprecedented levels”, running
thousands of chips non-stop for more than ten months.

Exact figures on how much this all costs are scarce. But a paper
published in 2019 by researchers at the University of Massachu-
setts Amherst estimated that training one version of “Transfor-
mer”, another big language model, could cost as much as $3m. Je-
rome Pesenti, Facebook’s head of AI, says that one round of
training for the biggest models can cost “millions of dollars” in
electricity consumption.

Help from the cloud
Facebook, which turned a profit of $18.5bn in 2019, can afford those
bills. Those less flush with cash are feeling the pinch. Andreessen
Horowitz, an influential American venture-capital firm, has
pointed out that many Al startups rent their processing power
from cloud-computing firms like Amazon and Microsoft. The re-
sulting bills—sometimes 25% of revenue or more—are one reason,
it says, that A1 startups may make for less attractive investments
than old-style software companies. In March Dr Manning’s col-
leagues at Stanford, including Fei-Fei Li, an A1 luminary, launched
the National Research Cloud, a cloud-computing initiative to help
American Al researchers keep up with spiralling bills.

The growing demand for computing power has fuelled a boom
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“Moore’s law isn't
possible any more”

Technology Quarterly | Al and its limits

in chip design and specialised devices that can
perform the calculations used in Al efficiently.
The first wave of specialist chips were graphics
processing units (Gpus), designed in the1990s to
boost video-game graphics. As luck would have
it, GpUs are also fairly well-suited to the sort of
mathematics found in Al

Further specialisation is possible, and companies are piling in
to provide it. In December, Intel, a giant chipmaker, bought Ha-
bana Labs, an Israeli firm, for $2bn. Graphcore, a British firm
founded in 2016, was valued at $2bn in 2019. Incumbents such as
Nvidia, the biggest Gpu-maker, have reworked their designs to ac-
commodate AI. Google has designed its own “tensor-processing
unit” (Tpu) chips in-house. Baiduy, a Chinese tech giant, has done
the same with its own “Kunlun” chips. Alfonso Marone at KPMG
reckons the market for specialised A1 chips is already worth
around $10bn, and could reach $8obn by 2025.

“Computer architectures need to follow the structure of the
data they're processing,” says Nigel Toon, one of Graphcore’s co-
founders. The most basic feature of A1 workloads is that they are
“embarrassingly parallel”, which means they can be cut into thou-
sands of chunks which can all be worked on at the same time.
Graphcore’s chips, for instance, have more than 1,200 individual
number-crunching “cores”, and can be linked together to provide
still more power. Cerebras, a Californian startup, has taken an ex-
treme approach. Chipsare usually made in batches, with dozens or
hundreds etched onto standard silicon wafers 3oomm in diame-
ter. Each of Cerebras’s chips takes up an entire wafer by itself. That
lets the firm cram 400,000 cores onto each.

Other optimisations are important, too. Andrew Feldman, one
of Cerebras’s founders, points out that A1 models spend a lot of
their time multiplying numbers by zero. Since those calculations
always yield zero, each one is unnecessary, and Cerebras’s chips
are designed to avoid performing them. Unlike many tasks, says
Mr Toon at Graphcore, ultra-precise calculations are not needed in
Al. That means chip designers can save energy by reducing the fi-
delity of the numbers their creations are juggling. (Exactly how
fuzzy the calculations can get remains an open question.)

All that can add up to big gains. Mr Toon reckons that Graph-
core’s current chips are anywhere between ten and 50 times more
efficient than Gpus. They have already found their way into spe-
cialised computers sold by Dell, as well as into Azure, Microsoft’s
cloud-computing service. Cerebras has delivered equipment to
two big American government laboratories.

Such innovations will be increasingly important, for the A1-
fuelled explosion in demand for computer power comes just as
Moore’s law is running out of steam. Shrinking chips is getting
harder, and the benefits of doing so are not what they were. Last
year Jensen Huang, Nvidia’s founder, opined bluntly that “Moore’s
law isn’t possible any more”.

Quantum solutions and neuromantics

Other researchers are therefore looking at more exotic ideas. One
is quantum computing, which uses the counter-intuitive proper-
ties of quantum mechanics to provide big speed-ups for some
sorts of computation. One way to think about machine learning is
asan optimisation problem, in which a computer is trying to make
trade-offs between millions of variables to arrive at a solution that
minimises as many as possible. A quantum-computing technique
called Grover’s algorithm offers big potential speed-ups, says
Krysta Svore, who leads the Quantum Architectures and Computa-
tion Group at Microsoft Research.

Another idea is to take inspiration from biology, which proves
that current brute-force approaches are not the only way. Cere-
bras’s chips consume around 15kw when running flat-out, enough
to power dozens of houses (an equivalent number of GPUs con-

sumes many times more). A human brain, by contrast, uses about M

9



Buy CSS/PMS Books Online as Cash on Delivery https://cssbooks.net

10 Technology Quarterly | Al and its limits

]
Deep and steep

Computing power used in training Al systems
Days spent calculating at one petaflop per second*, log scale

100
¢3.4- h
By fundamentals Qr 30ug1“onr:gt
© Language @ Speech o 10
© Vision © Games o 1
@ Other AlexNet, image classification with B 0.1
deep convolutional neural networks -oc® .
L 001
(o] [ale]
& 0.001
o @
” 0.0001
Two-year doubling o8 e
(Moore's Law) 0.0000f
< Firstera> - Modern era 0.000001
- : . ] . : 0.0000001
1960 70 80 90 2000 10 20

Source: OpenAl *1 petaflop=10 calculations

» 20w of energy—abouta thousandth as much—and is in many ways
cleverer than its silicon counterpart. Firms such as Intel and 1BM
are therefore investigating “neuromorphic” chips, which contain
components designed to mimic more closely the electrical behav-
iour of the neurons that make up biological brains.

For now, though, all that is far off. Quantum computers are rela-
tively well-understood in theory, but despite billions of dollars in
funding from tech giants such as Google, Microsoft and 1BM, actu-
ally building them remains an engineering challenge. Neuromor-
phic chips have been built with existing technologies, but their de-
signers are hamstrung by the fact that neuroscientists still do not
understand what exactly brains do, or how they do it.

That means that, for the foreseeable future, A1 researchers will
have to squeeze every drop of performance from existing comput-
ing technologies. Mr Toon is bullish, arguing that there are plenty
of gains to be had from more specialised hardware and from
tweaking existing software to run faster. To quantify the nascent
field’s progress, he offers an analogy with video games: “We’re past
Pong,” he says. “We're maybe at Pac-Man by now.” All those without
millions to spend will be hoping he is right. |

Automobiles

Road block

Driverless cars illustrate the limits of today’s Al

N MARCH Starsky Robotics, a self-driving lorry firm based in San
Francisco, closed down. Stefan Seltz-Axmacher, its founder,
gave several reasons for its failure. Investors’ interest was already
cooling, owing to a run of poorly performing tech-sector 1PoOs and
arecession in the trucking business. His firm'’s focus on safety, he
wrote, did notgo down well with impatient funders, who preferred
to see a steady stream of whizzy new features. But the biggest pro-
blem was that the technology was simply not up to the job. “Super-
vised machine learning doesn’t live up to the hype. It isn’t actual
artificial intelligence akin to c-3p0 [a humanoid robot from the
“Star Wars” films]. It’s a sophisticated pattern-matching tool.”
Policing social media, detecting fraud and defeating humans at
ancient games are all very well. But building a vehicle that can
drive itself on ordinary roads is—along with getting computers to

The Economist June 13th 2020

conduct plausible conversations—one of the grand ambitions of
modern Al. Some imagined driverless cars could do away with the
need for car ownership by letting people summon robotaxis at
will. They believe they would be safer, too. Computers never tire,
and their attention never wanders. According to the wHO, over a
million people ayear die in car accidents caused by fallible human
drivers. Advocates hoped to cut those numbers drastically.

And they would do it soon. In 2015 Elon Musk, the boss of Tesla,
an electric-car maker, predicted the arrival of “complete autono-
my” by 2018. Cruise, a self-driving firm acquired by General Motors
in 2016, had planned to launch self-driving taxis in San Francisco
by 2019. Chris Urmson, then the boss of Waymo, a Google subsid-
iary widely seen as the market leader, said in 2015 that he hoped his
son, then 11 years old, would never need a driving licence.

But progress has lagged. In 2018 a self-driving car being tested
by Uber, a ride-hailing service, became the first to kill a pedestrian
whenithitawoman pushingabicycleacrossaroad in Arizona. Us-
ers of Tesla’s “Autopilot” software must, despite its name, keep
their hands on the wheel and their eyes on the road (several who
seem to have failed to do so have been killed in crashes). The few
firms that carry passengers, such as Waymo in America and We-
Ridein China, are geographically limited and rely on human safety
drivers. Mr Urmson, who has since left Waymo, now thinks that
adoption will be slower and more gradual.

Black swans and bitter lessons

Self-driving cars work in the same way as other applications of
machine learning. Computers crunch huge piles of data to extract
general rules about how driving works. The more data, at least in
theory, the better the systems perform. Tesla’s cars continuously
beam data back to headquarters, where it is used to refine the soft-
ware. On top of the millions of real-world miles logged by its cars,
Waymo claims to have generated well over a billion miles-worth of
data using ersatz driving in virtual environments.

The problem, says Rodney Brooks, an Australian roboticist who
has long been sceptical of grand self-driving promises, is deep-
learning approaches are fundamentally statistical, linking inputs
to outputs in ways specified by their training data. That leaves
them unable to cope with what engineers call “edge cases”—un-
usual circumstances that are not common in those training data.
Driving is full of such oddities. Some are dramatic: an escaped
horse in the road, say, or a light aircraft making an emergency
landing on a highway (as happened in Canada in April). Most are
trivial, such asa man running outin a chicken suit. Human drivers
usually deal with them without thinking. But machines struggle.

One study, for instance, found that computer-vision systems
were thrown when snow partly obscured lane markings. Another
found that a handful of stickers could cause a car to misidentify a
“stop” sign as one showing a speed limit of 45mph. Even unob-
scured objects can baffle computers when seen in unusual orien-
tations: in one paper a motorbike was classified as a parachute ora
bobsled. Fixing such issues has proved extremely difficult, says Mr
Seltz-Axmacher. “A lot of people thought that filling in the last 10%
would be harder than the first 90%”, he says. “But not that it would
be ten thousand times harder.”

Mary “Missy” Cummings, the director of Duke University’s Hu-
mans and Autonomy Laboratory, says that humans are better able
to cope with such oddities because they can use “top-down” rea-
soning about the way the world works to guide them in situations
where “bottom-up” signals from their senses are ambiguous or in-
complete. A1 systems mostly lack that capacity and are, in a sense,
working with only halfa brain. Though they are competent in their
comfort zone, even trivial changes can be problematic. In the ab-
sence of the capacity to reason and generalise, computers are im-
prisoned by the same data that make them work in the first place.
“These systems are fundamentally brittle,” says Dr Cummings.

This narrow intelligence is visible in areas beyond just self- »»
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» driving cars. Google’s “Translate” system
usually does a decent job at translating be-
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tween languages. But in 2018 researchers
noticed that, when asked to translate 18 rep-
etitions of the word “dog” into Yoruba (a
language spoken in parts of Nigeria and Be-
nin) and then back into English, it came up
with the following: “Doomsday Clock is at
three minutes to twelve. We are experienc-
ing characters and dramatic developments
in the world, which indicate that we are in-
creasingly approaching the end times and
Jesus’ return.”

Gary Marcus, a professor of psychology
at New York University, says that, besides

1

its comedy value, the mistranslation high-
lights how Google’s system does not under-
stand the basic structure of language. Con-
ceptslike verbs or nouns are alien, letalone
the notion that nouns refer to physical ob-
jects in a real world. Instead, it has con-
structed statistical rules linking strings of
letters in one language with strings of let-
ters in another, without any understanding
of the concepts to which those letters refer.
Language processing, he says, is therefore
still baffled by the sorts of questions a tod-
dler would find trivial.

How much those limitations matter va-
ries from field to field. An automated sys-
tem does not have to be better than a pro-
fessional human translator to be useful,
after all (Google’s system has since been
tweaked). Butitdoes setan upper bound on
how useful chatbots or personal assistants
are likely to become. And for safety-critical
applications like self-driving cars, says Dr Cummings, AI's limita-
tions are potentially show-stopping.

Researchers are beginning to ponder what to do about the pro-
blem. In a conference talk in December Yoshua Bengio, one of AI's
elder statesmen, devoted his keynote address to it. Current mach-
ine-learning systems, said Dr Bengio, “learn in a very narrow way,
they need much more data to learn a new task than [humans], they
need humans to provide high-level concepts through labels, and
they still make really stupid mistakes”.

Beyond deep learning
Different researchers have different ideas about how to try to im-
prove things. One idea is to widen the scope, rather than the vol-
ume, of what machines are taught. Christopher Manning, of Stan-
ford University’s Al Lab, points out that biological brains learn
from far richer data-sets than machines. Artificial language mod-
els are trained solely on large quantities of text or speech. But a
baby, he says, can rely on sounds, tone of voice or tracking what its
parents are looking at, as well as a rich physical environment to
help itanchor abstract concepts in the real world. This shades into
an old idea in Al research called “embodied cognition”, which
holds that if minds are to understand the world properly, they
need to be fully embodied in it, not confined to an abstracted exis-
tence as pulses of electricity in a data-centre.

Biology offers other ideas, too. Dr Brooks ar-
gues that the current generation of A1 research-
ers “fetishise” models that begin as blank slates,
with no hand-crafted hints built in by their cre-
ators. But “all animals are born with structure in
their brains,” he says. “That’s where you get in-
stincts from.”

“This less ambitious
stuff—I think that’s
much more realistic”

K/
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Dr Marcus, for his part, thinks machine-learning techniques
should be combined with older, “symbolic A1” approaches. These
emphasise formallogic, hierarchical categories and top-down rea-
soning, and were most popular in the 1980s. Now, with machine-
learning approaches in the ascendancy, they are a backwater.

But others argue for persisting with existing approaches. Last
year Richard Sutton, an A1 researcher at the University of Alberta
and DeepMind, published an essay called “The Bitter Lesson”, ar-
guing that the history of A1 shows that attempts to build human
understanding into computers rarely work. Instead most of the
field’s progress has come courtesy of Moore’s law, and the ability to
bring ever more brute computational force to bear on a problem.
The “bitter lesson” is that “the actual contents of [human] minds
are tremendously, irredeemably complex..They are not what
should be builtin [to machines].”

Away from the research labs, expectations around driverless
cars are cooling. Some Chinese firms are experimenting with
buildingdigital guide rails into urban infrastructure, in an attempt
tolighten the cognitive burden on the cars themselves. Incumbent
carmakers, meanwhile, now prefer to talk about “driver-assis-
tance” tools such as automatic lane-keeping or parking systems,
rather than full-blown autonomous cars. A new wave of startups
has deliberately smaller ambitions, hoping to build cars that drive
around small, limited areas such as airports or
retirement villages, or vehicles which trundle
slowly along pavements, delivering packages
under remote human supervision. “There’s a
scientific reason we’'re not going to get to full
self-driving with our current technology,” says
Dr Cummings. “This less ambitious stuff—I
think that’s much more realistic.” &



Buy CSS/PMS Books Online as Cash on Delivery https://cssbooks.net

12 Technology Quarterly | Al and its limits

The future

Autumn is coming

As Arl's limits become apparent, humans will add more

N 1958 A psychologist and computer-science researcher named

Frank Rosenblatt gave a public demonstration of his Perceptron,
the distant ancestor of modern machine-learning algorithms. The
Perceptron had been developed on a 9-tonne 1BM 704, a main-
frame computer with less power than a modern television remote
control. Its party trick was its ability to learn, without any direct
programming, to recognise cards printed on the left from those
printed on the right.

America’s navy, which funded the work, hoped the Perceptron
would be “the embryo of an electronic computer that..will be able
to walk, talk, see, write, reproduce itself and become conscious of
its own existence”. The machine would be able to “recognise peo-
pleand call outtheir names” and “instantly translate speechin one
language to speech or writing in another”.

A sure way to fail is to set expectations too high. In1969 a widely
read book by Marvin Minsky and Seymour Papert, two Al research-
ers, described how, in contrast to the grand promises, the Percep-
tron was constitutionally incapable of perform-
ing certain elementary tasks. Research into
neural networks languished for a decade.

The history of A1 is of periodic bouts of over-
excitement interspersed with “A1 winters”, in
which limits become apparent, enthusiasm
drains away and funding is slashed. In 1973 the
British government abandoned nearly all A1 re-
search, citing the field’s failure to meet its “gran-
diose objectives”. After Minsky and Papert’s
book, the focus of A1 research turned to “symbolic” approaches
that focused on formal logic and rigid, top-down reasoning. Once
again, early progress caused much excitement before the unmet
promises piled high enough to cause another backlash in the
1980s. Funding cuts closed research projects. American officials
dismissed efforts at A1 as little more than “clever programming”.

The current bout of enthusiasm has been the biggest yet. Some
researchers therefore worry that, as the limits of modern A1 be-
come apparent, a correspondingly big bust is coming. In 2018 Filip
Piekniewski, an AI researcher at Accel Robotics, a shop-automa-
tion startup, likened the excitement around deep learning to a
stockmarket just before the bubble bursts. It is impossible to tell
precisely when a crash will happen, wrote Dr Piekniewski, butitis
“almost certain that it will at some point.”

Perhaps. But disillusionment, if it comes, could arise not just
from the growing realisation of modern A1’s technical limitations,
but from how they interact with its strengths. Although this report
has focused on areas in which A1 falls short, there are good reasons
for the excitement surrounding it. The ability to spot patterns in
tranches of data, sometimes with superhuman accuracy, has a
thousand uses. Governments and businesses are rushing to adopt
it, in ways that will directly affect ordinary people.

In authoritarian countries those people will have little choice
about what is done to them by A1. China already offers a blueprint
for Ar-enhanced control, most clearly in the police state it has
built, with the help of facial recognition, in Xinjiang. In democra-
cies, though, ordinary people—or their representatives—will have
some say. They are unlikely to be uncritically welcoming.

On February s5th, for instance, a Dutch court ruled that syRr1, an
Al-powered system designed to detect tax and social-benefit fraud,

Facebook employs over
15,000 human content
moderators
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was unlawful. The system was designed to inhale reams of data
from various government departments and spot odd-looking pat-
terns within them that might reveal mischief. The court held that
the Dutch government had failed to balance its obligation to crack
down on fraud with its obligation to protect the privacy of its citi-
zens. The campaigners who had brought the case pointed out that
the Netherlands is hardly the only place using A1 in such ways.
Britain and Australia are running similar systems. Researchers
hoping to apply Al to covid-19 might reflect on a poll which sug-
gested thataround half of Americans would refuse to install aloca-
tion-tracking contact-tracing app on their phones.

As people become familiar with Ar’s peculiar mix of power and
fragility they may be reluctant to trust it with important decisions.
A study in 2019 from the New York University School of Law and
the A1 Now Institute examined predictive-policing algorithms.
These tell police forces where best to deploy their officers, based
on trends from historical crime data. The researchers found 13 ju-
risdictions, including Chicago and New Orleans, whose police
have a history of racist behaviour, were investigating the technol-
ogy. Training algorithms on racially biased data, say the research-
ers, risks reinforcing those same biases, this time backed by the
potent techno-mystique of “artificial intelligence”. Even in China,
thereisdisquiet: one recent poll found 74% of respondents unhap-
py about the growing use of facial-recognition for identification.

Al researchers are starting to grapple with these sorts of prob-
lems. Two years ago, Google published a set of “A1 principles”, say-
ing systems should be “socially beneficial”, “avoid creating or rein-
forcing unfair bias”, and “be built and tested for
safety”. Microsoft and Facebook, have made
similar promises. The field of “A1 safety”, which
wrestles with these questions, is nascent but
growing. AI's incubation among the internet
giants means investigations into its broader ef-
fects have lagged behind questions about the
bottom line. “So much of the development in
machine learning has been around ads and so-
cial media,” says one executive. “So the focus
has been...on accuracy and less on ethics or consequences.”

Indeed, social media is an example of an anti-A1 backlash that
is already under way. Dismayed by the conspiracy theories and
misinformation promoted by algorithms that prioritise “engage-
ment” over all else, countries are passing laws to force firms to
blunt their worst impacts. A1 is creating jobs, not destroying them:
Facebook employs over 15,000 human content moderators to po-
lice its algorithms, twice the number it had in 2017.

Brad Smith, the president of Microsoft, has said that instead of
asking what A1 can do, humans need to think about what it should
do. The technological limits of naive, fallible A1, in other words,
will lead humans to impose additional political and social limits
upon it. Clever algorithms will have to fitinto a world that is full of
humans, and, in theory atleast, run by them. Artificial intelligence
is both powerful and limited. As that realisation spreads, some of
the dreams of high summer will fade in the autumnal chill. =
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German economics

Hey, big spenders

BERLIN
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The pandemic has converted Germany to the joys of deficit spending

VERY THURSDAY at 5pm three dozen of

Germany’s most prominent economists
brush their hair, clear their throats and
Zoom into the finance ministry for 9o min-
utes of debate on whatever is on its offi-
cials’ minds. The sessions, which emerged
from an informal discussion about the co-
vid-19 crisis in March, have inspired sever-
al policy measures. (Olaf Scholz, the fi-
nance minister and vice-chancellor, is
sometimes in the chair.) They also show
how far Germany has moved from its cari-
cature as a deficit-obsessed tightwad.

On June 3rd the coalition announced a
stimulus package worth at least €130bn
($148bn). This follows a €123bn supple-
mentary budget passed in March. Fresh
borrowing could reach 6% of GDP this year.
Meanwhile, Germany has agreed with
France that the EU should issue €500bn in
common debt to fund investments in
member states hard hit by covid-19. Outsid-
ers who have long despaired of German ri-
gidity find themselves in the strange posi-
tion of being surprised on the upside.

In 2008 German politicians warned of
“crass Keynesianism”, before grudgingly
passing a stimulus. This time the response
has been quicker, bigger and better de-
signed. Benefit rises and cuts to value-add-
ed tax aim to boost consumption, and
€50bn has been set aside for investment,
much of it green-tinged. Politicians have
ignored (as they did not in 2009) the lobby-
ing of Germany’s mighty auto industry for
subsidies for people to buy cars, other than
the electric sort. In 2010-12 the euro zone, at
Germany'’s behest, inscribed austerity into
bail-outs and even national constitutions,
like Germany’s (currently suspended)
“debt brake”, which limits borrowing. Now
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Germany is signing up for big, multi-year
transfers. Strikingly, this triumph of dis-
cretionary pump-priming over rule-fol-
lowingis fine with voters: 73% back “taking
onlargeamounts of debt”. What happened?
The catalyst, of course, is the virus. Ger-
many faces a deep recession: manufactur-
ing and exports are in a hole, and 7.3m
workers are on Kurzarbeitergeld (furlough
pay), compared with 1.5m at the peak in
2009. At the European level it is easier to
mobilise support for countries struck by a
pandemic than for (perceived) overspend-
ers. And the revival in support for the gov-
ernment, which six months ago seemed to
have run out of steam, creates space to act.
Yet the groundwork had already been
laid. Economic thinking in Germany has
undergone a dramatic shift in recent years,
says Jens Siidekum, a professor at Heinrich
Heine University Diisseldorf. Older econo-
mists schooled in rule-based “ordoliberal-
ism” have partly yielded to a younger set,
often educated abroad, witha grounding in
empirical economics and views that sit
squarely in the international mainstream.
Between 2010 and 2015 the share of German
economists who told a survey that fiscal
policy could help stabilise economies dou-
bled. And as commentators, the new wave
have shaped lively debates on matters like
Germany'’s “black zero” (ie, no deficit) rule.
The pragmatism of the new generation
earns them a hearing among policymakers,

says Christian Odendahl, an economist at »»
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» the Centre for European Reform. Under Mr
Scholz and his chief economist, Jakob von
Weizsdcker, the finance ministry has be-
come a salon of sorts; the weekly Zoom
calls cap constant email back-and-forths.
This atmosphere is cultivated by officials
like Wolfgang Schmidt, an old ally from Mr
Scholz’s home town of Hamburg, and Jorg
Kukies, a former Goldman Sachs banker.
Mr Kukies helped assemble the Franco-
German plan, inspired in part by an old
think-tank document on American feder-
alism he urged Mr Scholz to read.

However buzzing the scene around Mr
Scholz, the last word remains with his
boss, Chancellor Angela Merkel. Mr
Scholz’s lieutenants claim for him great
powers of persuasion in his long talks with
the chancellor. Yet at home and abroad Mrs
Merkel’s authority has also waned as her
chancellorship, which will expire after
next year’s election, winds down. This
leaves space for others to make a mark.

Will the changes last? Not necessarily.
Mr Scholz sits inside the Social Democratic
Party (spD) but like Mrs Merkel’s Christian
Democrats (CDU) he argues that Germany
can afford its largesse because it paid down
debt in years of plenty. In this austere tell-
ing, disputed by many economists, the cur-
rent splurge is a vindication of fiscal recti-
tude, rather than its negation. “It’'s not a
U-turn, it’s an extraordinary situation that
needs a comparable response,” says Lars
Feld, an economics professor at the Uni-
versity of Freiburg. Lukas Haffert at the
University of Zurich notes that this year’s
experience makes it harder for critics of the
debt brake to argue that it impedes deficit
spending in crises. And the patience of the
CDU'’s conservative wing will have its lim-
its. An early test will be over the pace of
debt reduction. “Consolidating too early
would be a disaster,” says Mr Stidekum.

The European argument is a little differ-
ent. Mr Scholz has taken to grand talk of
Hamiltonian moments, fiscal union and
handing tax powers to the Eu. The fact that
Germany’s spending will only widen the
gulf with its partners—the Bundesbank
forecasts a 6% fall in GDP this year, far gen-
tler than France and Italy—strengthens the
case for big intra-EU transfers. German ex-
porters also need European custom. True,
when Europe’s leaders begin debating the
fund on June 19th, it is Mrs Merkel rather
than Mr Scholz who will be negotiating.

But the clock is ticking on her chancel-
lorship. Mr Scholz will probably secure the
SPD’s nomination to campaign to succeed
her next year. If so, he will not offer his cbu
rival an open goal by promising to ignore
the old budget rules. But he may be em-
boldened to push the debate beyond tradi-
tional fiscal concerns, such as Germany'’s
investment gap, its worryingly large share
of low-paid jobs and its role in Europe. If
nothing else, that would mark a change. B

Italy

The not-so-dolce
vita

PORTOFINO
Italy struggles to reopen for tourism

AETANO MUSSINI, the boss of a water-

front boat-hire business, surveys the
few hundred people, many of them expen-
sively dressed, ambling in the sun or
lounging at tables outside Portofino’s bars
and restaurants. “It feels as if we've gone
backin time, to the1960s,” he says.

Rarely since then can Portofino, an ele-
gant resort on the Italian riviera, have been
as sparsely peopled on a Saturday after-
noon: when the very rich moved on to more
exotic locations, the day-trippers moved
in. Portofino may now be reliving its dolce
vita years, but it is doing so with hand gel
and surgical masks at the ready. “Stand
here” signs are sprayed on the quayside at
socially distanced intervals near where the
ferries dock. And at the Caffé Excelsior pa-
trons are handed a QR code so they can
study the menu on their smartphones
without having to handle a paper one.

Directly and indirectly, tourism con-
tributes around 13% to Italy’s GDP. In Ligu-
ria, the region in which Portofino is locat-
ed, it accounts for 14-15%, says Giovanni
Berrino, the regional tourism councillor.
During lockdown, he estimates, local ho-
tels lost 95% of their normal turnover. But
they still have the prime summer months
ahead, and much will depend on how many
holiday-makers can be lured to the region
between now and mid-September. Mr Ber-
rino believes tourists eager to maintain so-
cial distancing may be keener to holiday in
the countryside than to crowd onto beach-
es. “We are lucky to have mountains and
forests too,” he says.

How it used to be
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The central government hopes to bribe
Italians into taking “staycations” with a
discount of up to €500 ($568) off their hotel
bills. Aldo Werdin, the local head of the
hoteliers’ association, says his members
wanted a system like the one that lets tour-
ists from outside the EU claim back the VAT
on their purchases. It was to have been for
everyone. But Italy’s left-populist govern-
ment decided to limit it to Italian residents
with household incomes of under€40,000
a year. Like many of its recovery measures,
it seems unnecessarily complicated. If en-
dorsed by parliament, 80% of the discount
will come from the hoteliers, who will be
able to deduct it from their tax bills. The
tourists will get the remaining 20% as a
personal tax credit. “It’s better than noth-
ing,” sighs Mr Berrino. “But I can’t see it
moving big numbers.” The key question, he
says, is whether Italy can lure back foreign
tourists who, in Liguria last year, contrib-
uted half of the sector’s turnover.

“See that stretch of quayside over
there?” asks Mr Mussini in Portofino.
“That’s for the private yachts.” Itis empty. A
few are expected later in June. But not one
cruise ship has yet reserved a berth this
summer. A few French tourists have ap-
peared in Portofino since Italy opened its
borders on June 3rd. But Germans will not
be able to come to Italy easily by car until
the Swiss and Austrians open their fron-
tiers, on June 15th and 16th respectively.
Any Britons now face 14 days’ quarantine
on their return. It seems unlikely that
many American or east Asian tourists can
be tempted to Italy before next year.

That will deal a crushing blow to its
many self-employed tourist guides who,
onJune9th, demonstrated in several cities.
They received two government payments
of€600 each for March and April, but many
were excluded from a third in May. They as-
sume they will not work again before next
March. They are seeking state support until
then. But so arealot of others. B
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France

Raoultmania

MARSEILLE
A controversial doctor exposes
fractures in French society

N LATE MARCH, outside a brand-new

medical institute on a busy boulevard in
Marseille, a single-file queue snaked along
the pavement. Amid a national shortage of
covid-19 tests, local residents had heard
that the city’s Institut Hospitalier Universi-
taire, linked to the main public hospital,
was offering to test anybody with even
mild symptoms. Word had also spread that
the institute’s director, Didier Raoult, was
successfully treating patients there with
hydroxychloroquine, used to treat malaria,
along with an antibiotic. Today, Mr Raoult
says coolly that covid-19 has “almost totally
disappeared” from Marseille.

A contrarian microbiologist with long
druid-like silver hair, Mr Raoult has be-
come a cult figure in France’s second-big-
gestcity. A fan tattooed an image of the pro-
fessor on his arm. A former patient drove a
publicity van emblazoned with the doctor’s
face around the city. LOlympique de Mar-
seille, the local football club, displayed a
banner declaring “Marseille and the world
behind Prof. Raoult!!!”

On one level, Marseille’s new hero re-
flects a natural yearning for hope at a time
of anguish, and for clarity in the face of sci-
entific uncertainty. Mr Raoult has treated
nearly 4,000 patients. His most recent
study put those who tested positive for co-
vid-19 on the two-drug cocktail. It reported
no deaths among those aged under 74, and
said 98.7% were “cured”.

Yet the controversy over Mr Raoult’s
treatment also exposes deep fractures in
French society. The capital’s elite ridicules
the professor—“a charlatan who thinks he
is God”, sniffed a philosopher. The Paris
medical establishment pours scorn on his
results. They are not randomised clinical
trials but hospital-based observational
studies, lacking a control group. He repre-
sents none of the Paris-based French
health bodies. As if to confirm his capri-
cious nature, note his critics, Mr Raoult
walked out of President Emmanuel Mac-
ron’s scientific advisory council.

Populists, meanwhile, have claimed
him as one of theirs, a sort of gilet jaunein a
white coat. He is “to medicine what we are
to politics”, declared Jordan Bardella, depu-
ty leader of the National Rally (formerly the
National Front). The professor has a seri-
ous research record, winning a top prize in
part for his discovery of the first giant vi-
rus. But Mr Raoult’s cocky, consensus-de-
fying self-promotion—he calls himself “a

star of infectious diseases”—makes him a
poster boy for those drawn to showman-
ship. Donald Trump and Jair Bolsonaro are
fans of his antimalarial drug.

Mindful of this following, Mr Macron
flew to Marseille during lockdown to listen
to the professor. Three large randomised
controlled trials, in Britain, America and
Spain, found no benefit from hydroxychlo-
roquine in treating covid-19. The French
government, meanwhile, has zigzagged on
authorising clinical trials. The Marseillais,
however, are undeterred. A poll shows that
only 39% of the French have a positive im-
age of Mr Raoult, but in the region around
Marseille he scores 60%. |

Sweden

Who killed Olof
Palme?

A prime minister’s assassin is named

N FEBRUARY 28TH 1986, when Olof

Palme, Sweden’s prime minister, was
assassinated, terrorism was a remote con-
cernin his country. It took police five hours
to set up barriers. He and his wife had been
walking through downtown Stockholm,
unprotected, after seeing a film. The leader
of the Social Democratic party since 1969,
Palme was a pillar of Sweden’s welfare state
and the architect of its leftist foreign poli-
cy, bashing America’s war in Vietnam and
courting third-world socialist govern-
ments. He also went after apartheid, so for
decades speculation swirled that South Af-
rican agents might have murdered him. In
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March Swedish investigators met intelli-
gence services in Pretoria, and later an-
nounced they would make their findings
public on June1oth.

As in many Swedish thrillers, the de-
nouement was unsatisfying. The case’s
chief prosecutor, Krister Petersson, said he
had concluded that Palme was murdered
by Stig Engstrom, a graphic designer and
centre-right municipal activist. After the
shooting, Engstrom had approached police
as awitness, claiming to have left his office
at Skandia, an insurance company, just as
Palme and his wife were passing. But his
story changed repeatedly over the years.
Engstromdied in 2000, so the case has now
been closed.

The resolution has frustrated Swedes,
in part because no new evidence has been
revealed. The murder weapon has never
been found. Engstrom’s political convic-
tions were anti-socialist, and he suffered
from alcoholism and a troubled marriage.
But he was not a suspect until a new team
took over the investigation in 2017.

The news also seemed too arbitrary an
end for such a towering figure in Swedish
history. As education minister in the 1960s,
Palme symbolised the country’s relaxed at-
titude to radical youth by making informal
visits to student strikers. As infrastructure
minister he oversaw the conversion from
driving on the left to the right of the road.
As prime minister he expanded the welfare
state into a global model, with big in-
creases in pensions, disability allowances,
child care, subsidised housing and the uni-
versal health-care system. He introduced
free admission to university. Some of this
hasbeen retrenched; much has not.

Ontheinternational scene, it was Palme
who established Sweden’s role as an inter-
national human-rights gadfly. He bucked
cold-war divisions by cultivating cordial
relations with Cuba and the Soviet Union,
and made Sweden a haven for Americans
dodging the war in Vietnam. He incarnated
the Scandinavian belief that some version
of democratic socialism was humanity’s
unquestioned destination. As the British
journalist Andrew Brown wrote of living in
Sweden at the time, “The happiness and the
tragedy of Palme’s years was that when
Swedes looked round the world, they as-
sumed that everyone must share Swedish
ideas of decency, too.”

Palme’s personal life hewed ostenta-
tiously to his egalitarian convictions. He
and his wife lived in a modest home where
journalists who came to interview him
might find themselves helping to cook din-
ner. That informality ultimately contribut-
ed to his death. For many Swedes, Palme’s
murder remains the moment at which the
old socialist dream died. It seems perverse
for something so important to depend not
on a global conspiracy, but on the squalid
actions of an insignificant individual. |
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Charlemagne | The Sinatra doctrine

Choosing to go its own way on China is the easy bit for the European Union

LICHES ABOUND when discussing China’s relations with Eu-
C rope. It is easy for someone to slip in Napoleon’s view on the
country’s sleeping habits, or Zhou Enlai’s take on the historio-
graphy of the French revolution. Full marks for effort, then, to Jo-
sep Borrell, the EU’s foreign-policy chief, who turned to a less fre-
quently cited source of inspiration to explain the bloc’s policy on
China: “We have to be like Frank Sinatra, no? ‘My way".”

When it comes to China, the primary concern of the EU and its
members is to avoid being sucked into a superpower struggle be-
tween America and its geopolitical rival. For that, the EU has to de-
velop its own independent position on China, argues Mr Borrell.
Many European foreign-policy grandees agree on this basic point.
The tricky part is deciding what this position should actually be. A
summit this September in Leipzig was supposed to be a demon-
stration of the EU’s unified direction, with the EU’s 27leaders band-
ing together across from China’s president, Xi Jinping. Instead, it
was ditched at the start of this month. Officially, coronavirus was
the reason. But insiders blame other factors: a desire to avoid a dif-
ficult stand-off over Hong Kong, and the fact that, on the EU side, a
shared view on China is hard to come by.

At the moment, there is unity only in confusion. Countries are
split, both internally and externally. Some have no policies on Chi-
na whatsoever. Others have a position, but a schizophrenic one,
with blasé foreign ministries pulling in one direction, while scep-
tical intelligence agencies heave in the other. (One diplomat of-
fered a clear-eyed appraisal of his government’s strategy on China:
“Nonsense”.) Germany has the closest ties with China, which
bought€96bn of German exports in 2019, nearly half the EuU’s total.
But the country struggles to conceive a relationship that goes be-
yond economics, argues Ulrich Speck from the German Marshall
Fund, a think-tank. For France, China is a chance to bulk up the Eu
into a true geopolitical actor (magnifying French power in the pro-
cess). A “17+1” group of small countries from central, eastern and
southern Europe meets Chinese officials in the hope of receiving
Chinese investment. The odd hawk, such as Sweden, which was
the lone voice demanding sanctions against China over its recent
attempts to control Hong Kong, further complicates the picture.
Cobbling these opinions into a unified vision is difficult.

Sofar, the EU has solved this problem by treating China as a geo-
political chimera. In 2019 the European Commission labelled Chi-
na a “systemic rival”—diplomat-speak for an authoritarian brute,
with little time for Western norms—as well as a partner on some
topics and a competitor on others. Such a frame was “to a degree a
cop-out from the start,” says Janka Oertel of the European Council
on Foreign Relations, a think-tank. It is hard for a country to be an
existential challenge one day and a partner the next. The EU has to
decide which tendency is dominant, sooner than it had imagined.

Some areas of agreement exist. A realisation that China will not
play fair in business is now more or less universal. European busi-
nesses complain that China, rather than opening up its markets, is
now “one economy, two systems”, with European companies un-
able to compete with domestic rivals unfairly boosted by the Chi-
nese government. “Europe is open, China is not,” sums up one se-
nior EU diplomat.

Brusselsis trying to be tougherinresponse. A proposal tolet the
commission block takeovers of European businesses by compa-
nies that receive unfair support from foreign governments will be
put forward this month. At the start of the last decade, the sugges-
tion that Eurocrats might cast an eye over foreign investment
would have led to claims of a dirigiste French plot from the bloc’s
zealous free-traders. Now the Dutch, usually the most buccaneer-
ingwhen it comes to trade, cast themselves as proud godparents of
the policy, having previously proposed a similar one.

Chinese attempts to drive a wedge between EU countries have
failed. A small China-friendly country, such as Greece, is useful in
a body that moves by unanimity in foreign policy. But the quid pro
quo of such dealings—lashings of Chinese investment—has often
failed to materialise, grumble members of the “17+1” group. Direct
investment from Chinainto the EU was€12bn ($13.5bn) in 2019. The
EU spends almost five times this figure just on subsidising its
farmers. Buying friends on such a rich continent is not cheap.

Ibit off more than I could chew

External pressure may solidify the bloc, rather than splitit. Abrew-
ing cold war between America and China justifies the Eu’s own Si-
natra doctrine. (It is not Sinatra’s first foray into global politics:
Mikhail Gorbachev’s spokesman used a similar analogy when the
Soviet Union promised to stop interfering in eastern Europe.) Such
autonomy is the very purpose of the Eu, whose goal is to allow
countries not to be “a Chinese or American colony”, argues Enrico
Letta, a former prime minister of Italy. In one sense, such talk is
overblown. America, forallits current flaws, isa democracy whose
concerns about China are shared by Europeans. Independence
does not mean equidistance between the two powers, caution dip-
lomats. At the same time, they argue, the EU is determined to avoid
being trapped in a united Western front against China, or forced to
pickasideinaconflict in which the EU wants no part.

Dodging that choice marks the beginning of a policy, not its
completion. Independence raises more questions than itanswers.
Will the Eu let Chinese companies such as Huawei, a telecoms
giant that is barred from America, build crucial infrastructure?
What would the EU do if China invades Taiwan? Stuck between an
isolationist Americaand an authoritarian China, the EU casts itself
as the last bastion of the liberal order. Yet it has not drawn a line at
China’s tightening chokehold on Hong Kong. Nor, even, at China’s
internment camps for Uighur Muslims. “What does it take to really
rattle Europeans?” asks Ms Oertel. It is a question the EU will have
toanswerifitgoesitsownway. B
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Remembering slavery

Pillaried

BRISTOL

The toppling of a statue helps to redress Britain’s selective historical memory

LIKE GENERATIONS before them, the
grey-haired men of the Colston Society
processed into a church in Bristol in 2017
for their annual service in memory of Ed-
ward Colston, 296 years after he died. Pray-
ers were said, hymns sung, “Colston buns”
gobbled down. But, as the Bristol Post re-
ported atthe time, the service wasn’tadver-
tised on the church’s website. An opaque
reference by the vicar helped explain why.
Colston was, he said, a man who “like all of
us, with the benefit of hindsight, may have
done things differently”.

On]June 7th Colston drew a crowd again.
These particular Bristolians, though, had
less need of such understatement. They
knew that the man long venerated as “one
of the most virtuous and wise sons” of the
city gave huge sums of money to charity.
They also knew that he made much of it by
trading slaves. As part of the global protests
against racism triggered by the killing of
George Floyd in Minneapolis on May 25th,

they toppled the city’s statue of Colston
and dumped itin the harbour.

Like the statue’s subject, its self-ap-
pointed removers were saluted as heroes
by some and castigated as criminals by oth-
ers. Priti Patel, the home secretary, wants
them prosecuted for criminal damage.

Other historical figures were soon un-
der attack. The authorities removed the
statue of Robert Milligan, another slaver,
from London’s docklands. Graffiti on Win-
ston Churchill’'s plinth in Parliament
Square accused him of being a racist. The
long-running campaign to remove the stat-
ue of Cecil Rhodes from outside Oriel Col-
lege, Oxford, roared back to life. The Labour
Party announced onJune g9th that the coun-
cils it controls in England and Wales will
reassess the “appropriateness” of their
monuments.

But the Colston saga is especially inter-
esting for the story it tells about Britain’s
selective historical memory. The statue
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was not put up until 1895, a century and a
half after his death and long after Britain
had abolished the slave trade in its colo-
nies. Yet Colston was revered; the plaque
fixed to the plinth made no mention of
slavery. On annual memorial days
throughout the century that followed, Bris-
tol’s schoolchildren remembered Colston
as a philanthropist not a slaver. “It’s a city
where it's easy to forget,” says Richard
Stone, a historian at Bristol University.

This collective amnesia is not confined
to Colston. As Olivette Otele, the universi-
ty’s first professor of slavery, points out, it
is symptomatic of a wider neglect of Brit-
ain’s prominent role in the slave trade, in
favour of celebrating later abolitionists
such as William Wilberforce. “It is a very
partial story,” she says. “We often talk about
abolition, but it was 300 years of slavery
and abolition came at the end.”

Distance partly explains it. Much of the
human suffering took place thousands of
miles from the merchants’ smart houses in
Glasgow, Liverpool and Bristol. In what his-
torians term “the triangular trade”, the
same ships ferried goods to Africa, traf-
ficked slaves from there to the Americas
and returned laden with commodities.

At least 2,000 slave-trading voyages left
Bristol, which dominated the trade in the
early 18th century before it was eclipsed by
Liverpool. Even then, it continued to grow »

The Economist June 13th 2020 k]
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» rich on the proceeds of tobacco and sugar
harvested by slaves. In the city today, phys-
ical evidence of the trade is abundant, but
obscured. For instance, the first generation
of grand townhouses on Queen Square was
built during—and financed by—the city’s
slave-trading boom. “What does slavery
look like in Bristol?” asks Mr Stone, point-
ing at the tree-lined cobbled streets. “It
looks like this. Look at a lot of the city and
that’'s what you’ll be seeing.” Ms Otele is
leading a project to unearth how the pro-
ceeds of the trade were spent in the city.

Even after a new biography of Colston
was published in 1920, restating the extent
of his culpability as deputy governor of the
Royal African Company, which trafficked
84,000 people to slavery during his tenure,
the city’s annual festivities continued to
focus exclusively on his philanthropy.
Generations of children attended schools
named after him or went on trips to Col-
ston Hall, a music venue that will soon be
renamed. “You know the name before you
know what it means,” says Marvin Rees, the
city’s mixed-race mayor. “In my time grow-
ing up here, it's not something you learned
about...Politicians didn’t talk about it.
Journalists didn’t talk about it. And be-
tween the two, they undermined people’s
ability to talk about it.”

Thatbegan to change only in1996, when
Bristol hosted a “festival of the sea” that
failed to acknowledge the city’s role in the
slave trade. Following an outcry, a group of
academics and activists set up a walking
trail of slavery sites; the council named a
bridge aftera slave, PeroJones. Yet plenty of
Bristolians resisted removing Colston’s
statue. Richard Eddy, a Tory councillor,
even opposed adding a second, more bal-
anced, plaque as a “slap in the face for true
Bristolians”. Many white residents, in par-
ticular, struggled to cast aside the idea of a
beneficent father figure they learned about
at school. “I don’t think it’'s quite Stock-
holm syndrome, but they were taught to re-
vere this man,” says Mr Stone. “It's unset-
tling for them to find out he isn’t saintly.”

But, as the activists proved this week,
history is never over. The empty plinth al-
ready attracts crowds; the absence of a me-
morial is itself a memorial. Spurred on by
the protest, Colston’s Girls School took
down its own statue of the slaver and is
considering changing its name. Activists
hope a new slavery museum and a broader
school curriculum will follow. For his part,
Mr Rees’s priority remains dealing with the
city’s present-day racial inequalities. As he
puts it, “guilt don’t feed people, it doesn’t
give people jobs.”

In the early hours of June uth, the au-
thorities winched Colston’s statue from the
harbour, feet first. Soon, it will be on dis-
play again—in a museum, adorned not
with hagiography but with the placards the
protesters left behind.

Ozophilia

The Tories’
promised land

Why the Conservative Party
adores Australia

LTHOUGH ITS members occasionally

launch into “Land of Hope and Glory”,
the Conservative Party lacks an official an-
them. “Australia”, a song by The Kinks re-
leased in 1969, would be a good pick. It sa-
tirises the aspirations of the “ten-pound
poms” who took up the offer of cut-rate
passage out of stuffy post-war Britain for a
new life by the beach: “No class distinction,
no drug addiction... No one hesitates at life
or beats around the bush in Australia.”

As Britain and Australia begin negotia-
tions on a trade deal, the Tories are in the
grip of Ozophilia. Boris Johnson, who
picked up a pair of skimpy shorts and a
widened vocabulary on his gap year at Gee-
long grammar school, holds Australia up as
amodel of prosperity outside the European
Union. The government is creating an
“Australian-style” immigration system,
which will discriminate by skills and qual-
ifications. The prime minister has even at-
tempted to rebrand an ugly no-deal exit
from the EU as an “Australian” deal.

Sir Lynton Crosby, an Australian politi-
cal adviser, and his protégé Isaac Levido,
have been teaching the Conservative Party
how to win elections for the past decade.
Tony Abbott, the former Australian prime
minister, is a star of the Tory conference
fringe. Alexander Downer, an erstwhile
Australian high commissioner who advo-
cates taking a tough line on Europe, is

australia
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chairman of Policy Exchange, a think-tank
close to Downing Street. Conservatism is
developing an Australian accent. Mr John-
son has repainted the Tories as a classless,
plain-speaking, macho outfit not unlike
Scott Morrison’s Liberal Party.

Rich, stable and not led by Donald
Trump, Australia is at present a more at-
tractive template than America, which has
long fascinated British politicians of both
right and left. The Five Eyes intelligence
partnership, which also includes New Zea-
land, Canada and America, is increasingly
important. And Britain and Australia think
ever more alike about the risks of doing
business with China.

Often the most unyielding Brexiteers
are the keenest on Australia. For them, re-
storing trade ties to the Commonwealth
(which Britain mostly cut when it joined
the European Economic Community in
1973) is one of the great opportunities
created by Britain’s departure from the EU.
Shortly after the Brexit vote in 2016, a poll
found that Leavers gave priority to a trade
deal with Australia; for Remainers, the
country was noteven among the top five. In
“How We Invented Freedom and Why It
Matters”, Daniel Hannan, a former MEP and
star of the Eurosceptic circuit, describes
the “Anglosphere” as a “civilisational mod-
el” in need of rescue.

Australia’s popularity among Conserva-
tives reflectsits allure to Britons in general.
No other country is regarded so favourably,
according to YouGov, a pollster. That is a
product of Australia’s recent history as a
destination for Brits to escape their rainy
island. Post-war émigrés were promised a
technicolour workers’ paradise of high
wages, plentiful houses and sun. Until 1966
the country followed a “white Australia”
policy, which appealed to some. Australia’s
modern points-based immigration system
is a hit with British focus groups partly be-
cause so many participants have relatives
who moved there, says Jill Rutter of British
Future, a think-tank specialising in migra-
tion. “Wanted Down Under”, a popular day-
time television show, features would-be
emigrants exploring the Australian labour
market. A recent tourism ad featuring Kylie
Minogue was described as “a little bit of es-
capism” for Brexit-weary Brits.

But Australia is decreasingly white and
no longer very British—only 5% of its in-
habitants were born there. Most Australian
foreign-policy hands know that the future
lies in the Indo-Pacific. Trade negotiations
are likely to be hard-nosed and uncomfort-
able for British farmers. Britain’s negotia-
tors can certainly cut their teeth on an Aus-
tralian deal, says Dmitry Grozoubinski, a
former Australian trade official and direc-
tor of ExplainTrade, a consultancy, but the
British should not imagine thatany combi-
nation of deals with distant lands can sub-
stitute for EU membership. &
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Bagehot | Battle for the working class

Labour has a fighting chance of recapturing the territory that Boris Johnson won in the last election

HE BLACK LIVES MATTER movement has convulsed British poli-

tics. Large crowds have marched in Whitehall and Bristol. Stat-
ues of former slave-owners have been felled and others are in the
felling-line. It sometimes looks as if Britain is turning into Ameri-
ca—and that the major galvanising force in politics will soon be
race rather than class.

But race is nothing like as divisive in Britain as it is in the Un-
ited States. America fought a bloody civil war to abolish slavery in
1861-65, whereas Britain abolished the slave trade by Act of Parlia-
ment in 1807. Race has intensified as a dividing line in American
politics in recent decades, with the Democratic Party becoming the
party of minorities (and white elites) and the Republican Party be-
coming the party of the white backlash. British politics has, thank
God, avoided this. Britain’s first black prime minister could well be
a Conservative: the party has black high-flyers such as Kwasi Kwar-
teng and Bim Afolami.

The fact that both those rising stars of the Conservative Party
were educated at Eton is not a coincidence. Class remains a more
powerful force in British society than itis in many other countries,
and class identities will continue to matter more than racial iden-
tities in determining voting behaviour. The workers matter much
more than the wokers.

Thedivisions thateducation and accent cleave run deep in Brit-
ish society. Nearly three-quarters of Britons say that it is “very” or
“fairly” difficult to move between classes, compared with 65% a
decade ago. A majority of Britons still identify as “working-class”.
Politicians’ attempts to bury the issue have failed. Sir John Major
trumpeted the idea that Britain is a “classless society”. Tony Blair
declared that he was building a post-class meritocracy. David Cam-
eron tried to pretend that he and his wife were members of class-
less Middle England despite the blue blood that runs in their veins.
But class struck back: both Brexit and the 2019 election were decid-
ed, to a striking degree, by working-class voters in Britain’s equiv-
alent of “flyover country”.

The same people will decide the outcome of the next election.
Young people and urban ethnic minorities tend to vote Labour.
Older people and rural folk are Conservative. The provincial work-
ing class are today’s swing voters. They have been moving towards

the Tories over the past decade, a shift that turned into a stampede
in 2019. But, as Boris Johnson said on the morning after the elec-
tion, they have not given the Tories their votes—they have merely
lent them. Mr Johnson hoped to make the deal permanent by fo-
cusing on repairing provincial Britain. But covid-19 has changed
all that by derailing Mr Johnson'’s agenda and exposing his weak-
nesses as an administrator.

At the same time, the Labour Party is also getting a lot smarter
when it comes to winning over the workers. In 2019 Jeremy Corbyn
lost the working-class vote to the Tories not just because he dith-
ered over Brexit but also because, as a privileged fantasist brought
up in a manor house in Shropshire, he addressed himself to an
imaginary working class of revolutionary proletarians mass-pro-
duced in the mines and the factories. By contrast, Sir Keir Starmer,
the party’s new leader, is determined to address the real working
class. That is why he has been careful not to get carried away with
Black Lives Matter: during a radio interview this week he said that
Edward Colston’s statue should have been removed by democratic
deliberation rather than crowd action. And that is why he has ap-
pointed Claire Ainsley as his head of policy.

Ms Ainsley’s appointment is one of Sir Keir's most important
decisions as leader so far. As executive director of the Joseph
Rowntree Foundation and as author of a thoroughly researched
book, “The New Working Class”, she spent years studying real
workers. She argues that a distinctive new version has grown up
beside the old industrial working class. Four in five jobs are now in
the service sector, many of them (particularly in cleaning, cater-
ing, social care and retailing) poorly paid. The new workers toilina
much more fragmented world than the old working class, often in
isolation and bound by individual contracts. They are also much
more ethnically diverse. But ethnic diversity doesn’t align them
with urban progressives. Ms Ainsley identifies four key values that
resonate with the new working class: family, fairness, hard work
and decency. Her priorities are bread-and-butter policies such as
statutory sick leave for casual workers, tax breaks for companies
that emphasise job security and more visible policing in areas of
high crime.

Recapturing these people will be far from easy for Labour. The
new working class lacks the sense of collective class identity that
the old one had, and in some areas Labour may find itself torn be-
tween their interests and values, and those of the young metropol-
itans whose vote it relies on. Transgender rights, for instance, will
be a tricky area. The Conservative Party will not give up its new ter-
ritory without a fight. It has been thinking about Britain’s new
class structure for longer than Labour has: during Mr Corbyn’s
policy Ice Age Ms Ainsley even acted as an adviser to a Conserva-
tive-leaning think-tank, Onward. Tory wonks such as Rachel Wolf,
one of the co-authors of the last manifesto, and Munira Mirza, the
head of the policy unit, have been fashioning policies for the just-
about-managing for years, while groups such as Blue Collar Con-
servatism help ground policymaking in reality.

But a fight for the workers is just what Britain needs. For far too
long the British working class has been subjected to two indigni-
ties: being sentimentalised by the left and being written out of his-
tory by the right. Britain has much repairing to do on many fronts
in the next few years, including facing up to its responsibility for
the slave trade. But thanks to the new realism that is gripping both
theleftand theright on the subject of class, millions of people who
work in Britain’s casualised service economy have a good chance
of being part of this reconstruction. ®
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Black Lives Matter

So other people would be also free

AMSTERDAM, JOHANNESBURG, MELKSHAM, MEXICO CITY, PARIS AND SAO PAULO
The killing of one man in Minneapolis has sparked global protests

LOCAL POLICE arrested Giovanni Lopez, a
30-year-old Mexican bricklayer, in Ixtla-
huacan de los Membrillos, a town near
Guadalajara, on May 4th. Why they de-
tained him is unclear. The next morning
his family found him dead in a nearby hos-
pital, with bruises on his head and a bullet
in his ankle. His name did not go viral; no
politician lamented his death.

Christian Lopez, who filmed his broth-
er’s arrest, stayed silent at first. He would
later claim that messengers acting on be-
half of the local mayor threatened to kill his
family if the footage went public. But then
came the Kkilling of George Floyd in
Minneapolis, and the anti-police, anti-rac-
ism backlash that has swept the world. “I
saw it and thought, this is the same thing
that happened to my brother,” he says. On
June st he went to the press.

The chief prosecutorin the state of Jalis-
co, where the death occurred, faced a bar-
rage of questions. On June 4th a march in
Guadalajara, marking a month since Gio-

vanni's death, turned violent. Calls de-
manding #Justiciaparagiovanni increased.
The three officers connected with Gio-
vanni’s death were arrested. The mayor’s
role is under investigation. Protests have
since spread to Tijuana and the state of
Veracruz against two local pre-Floyd police
killings, of Oliver Lopez (no relation) in
March and Carlos Andrés Navarro in May.
Mr Floyd’s death has provoked protests
around the world. Why his death set off a
global movement whereas countless other
unjust killings did not is hard to say. Mr
Floyd was American, of course, and the
world pays more attention to the United
States than to Mexico or any other country.
His death was filmed in excruciating detail.
It happened at a time when billions of peo-
ple were cooped up and frustrated at home,
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thanks to covid-19. Lockdowns have surely
made the global mood more combustible.

But the important points are that police
brutality is rife in many countries and mi-
norities fear discrimination everywhere.
That is why Mr Floyd'’s fate resonated. Just
as women on every continent found com-
mon cause in the #MeToo movement, de-
spite the range of their experiences, so
protesters around the world have united
around the cry that black lives matter.

At their simplest the protests mark peo-
ple’s antipathy towards cops who beat or
kill those whom they vowed to protect.
Protests have spread throughout Mexico,
where nine in ten homicides go unpun-
ished and many police moonlight for the
other side. The country’s most notorious
unsolved crime, the disappearance and
presumed murder in 2014 of 43 student
teachers in the town of Ayotzinapa, is
thought to have been orchestrated by po-
lice paid by drug gangs.

Some of the global anger is directed at
the United States. Protests have erupted
outside American embassies from Spain to
South Africa. Nana Akufo-Addo, Ghana’s
president, tweeted that: “Black people, the
world over, are shocked and distraught.”
President Cyril Ramaphosa of South Africa
said: “The killing of George Floyd has
opened up deep wounds for us all.”

Many protesters would agree. But many
also seethe that their leaders condemn po- M
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» lice abuse in Minnesota while allowing or
even encouraging itathome. America’s po-
lice kill more people than those of any oth-
er rich democracy, but cops in some devel-
oping countries are much more lethal (see
chart 1). So plenty of the protests around
the world are about local abuses as well.

On June 8th in Mathare, a poor part of
Nairobi, about 200 Kenyans marched
against police atrocities. Since a covid-19
curfew was introduced in Kenya’s capital
on March 27th police have killed 15 people,
according to the country’s Independent Po-
lice Oversight Authority. “[T]he poor peo-
ple of this country have come together to
say no to police killings...and also stand in
solidarity with the global protest against
police excesses,” Juliet Wanjera, a member
of the Mathare Social Justice Centre, an
NGO, has told journalists.

Since 2012 there have been more than
40,000 complaints against the South Afri-
can Police Service for alleged crimes in-
cluding rape and murder, with just 531 con-
victions. Security forces have killed at least
1 people during South Africa’s lockdown,
in place since March 27th, and more than
200,000 have been arrested. Mr Rama-
phosahas said merely thatauthorities have
been guilty of “over-enthusiasm”.

That will not wash with many South Af-
ricans. The killing on April 10th of Collins
Khosa, a 40-year-old man from Alexandra,
a township in Johannesburg, by soldiers,
has prompted particular outrage. Accord-
ing to his family, Mr Khosa was targeted for
drinking a beer even though he was on his
own property. (Buying alcohol was illegal
in April and May, as per lockdown regula-
tions, butdrinking it was not.)

Some analysts worry that police abuse
in America may make it easier for others to
follow suit. “It will certainly be very easy
for leaders in Africa, those with their own
dictatorial tendencies, to justify future be-
haviour by referencing the actions of the us
administration in the last few weeks,” ar-
gues Idayat Hassan of the Centre for De-
mocracy and Development, a think-tank in
Abuja, Nigeria. Police brutality in develop-
ing countries rarely prompts a global reac-
tion. The killing by Zimbabwean security
forces of 17 protesters in January 2019 did
notlead to mass protests elsewhere.

In the state of Rio de Janeiro (popula-
tion 6.3m), police killed 1,810 people last
year, nearly twice as many as in the United
States (population 328m). Police say most
of the dead are gunmen from favelas, infor-
mal settlements that are often controlled
by criminals. But watchdogs point to a rise
in extrajudicial killings, including massa-
cres of more than ten people, fuelled by
warlike police operations, sometimes with
snipers in helicopters. Images of smiling
children killed by police all too often ap-
pear on people’s televisions. They include
eight-year-old Agatha, shotbyastray bullet

=
Lethal forces

Selected countries, per 100,000 population
2019 or latest available

Homicides
< ° 50
Jamaica El Salvador 40
® South Africa 30
. .

Mexico .Brazil 20
France 10
| ®United States
& 0
0 1 2 3 4 5 6 7

Killings by state security forces*
Sources: National statistics; press reports;
think-tanks; UN; The Economist *Estimates

last September while riding in a van with
her mother, and 14-year-old Joao Pedro,
killed in a botched police raid last month.

Brazilians in more than ten cities took
to the streets on June 7th to mourn their
deaths and to protest against the govern-
ment of Jair Bolsonaro, a populist who
campaigned on promises to give immunity
to police who kill. He said last year that a
bill to this effect would cause criminals to
“die in the streets like cockroaches”. Con-
gress rejected the measure, but Brazil’s trig-
ger-happy police are rarely prosecuted.
Still, on June 5th a Supreme Court judge
banned most police operations in favelas
for the remainder of the pandemic.

Of the 6,220 people killed by Brazil’s po-
lice in 2018, three out of four were black. In
Indonesia, #BlackLivesMatter has found
new relevance as #PapuanLivesMatter. In-
donesia runs half of the island of New
Guinea, and controls it almost as if it were
anoccupying power. Papuans—whose skin
is darker than that of other Indonesians—
face bleak economic prospects and vio-
lence at the hands of security forces.

In 2019 a Papuan student dormitory in
Surabaya in eastern Java was besieged by a
mob claiming its inhabitants had thrown
the national flag into a gutter. Some taunt-
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ed them as “monkeys”. Rather than dis-
persing the mob, riot police stormed the
dorm with tear-gas and arrested 43 Papu-
ans. Thatand similaractions in other cities
were the catalyst last summer for huge de-
monstrations by young Indonesians in
support of Papuans. In recent days calls
have grown for Indonesians to denounce
the discrimination that Papuans suffer.

A determined people

Even where police brutality is rarer, atten-
tion has turned to domestic racism. In
Melksham, a small town in England, 120
people gathered on June 7th to protest
against it. Some 97% of the town’s inhabit-
ants are white. It has not seen a major prot-
est since woollen-mill workers rioted in
1802. “White privilege doesn’t mean your
life hasn’t been hard,” Botan Williams, the
event’s 15-year-old organiser, told the
crowd, “it just means your skin colourisn’t
one of the things making it harder.”

Throughout Britain demonstrators
have echoed their American counterparts,
chanting “hands up, don’t shoot” at (un-
armed) police. Placards named black vic-
tims of British police violence: Mark Dug-
gan, Rashan Charles and Edson Da Costa.
Black people are just 3% of the population
in England and Wales but12% of prisoners.
Black men are stopped and searched at
nine times the rate of white men.

Similarly in Australia Aboriginals and
Torres Strait islanders are just over 3% of
the overall population but 29% of those in
prison. An indigenous female Australian is
more likely to be behind bars than a non-
indigenous male. Scott Morrison, the con-
servative prime minister, says: “There is no
need to import things happening in other
countries here to Australia” because “Aus-
tralia is a fair country...[it] is not the United
States.” Protesters were unconvinced. In-
digenous Australians are poorer and less
healthy—and have less access to housing,
land, education and social workers—than
other Australians.

The first demonstration in France since
Mr Floyd’s death brought 20,000 people
carrying “Black Lives Matter” banners to
the main Paris courthouse on June 2nd. It
centred on a French controversy: the death
in 2016 of Adama Traoré, a 24-year-old who
was pinned to the ground by police officers
during his arrest. A medical report released
on the morning of the demonstration sug-
gested that he was asphyxiated. The Floyd
protests carry particular resonance in the
banlieues, high-rise estates where friction
between the police and residents, many of
them of immigrant origin, frames daily
life. This distrust can erupt into confronta-
tion, violence and, occasionally, death.
There were 19 deaths in France during po-
lice operations last year.

France is the first European country

47

where the protests have changed policy. MW
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» Earlier this year, after a motorbike courier
died of asphyxiation during his arrest in
Paris, President Emmanuel Macron asked
Christophe Castaner, his interior minister,
to come up with ways to “improve police
ethics”. On June 8th those proposals were
hastily put together. Mr Castaner acknowl-
edged racism within the police force, and
said that choke holds would be banned.
France would take a “zero tolerance” ap-
proach toracism, he declared.

Before the protests, New Zealand was
mulling whether to equip more of its usu-
ally unarmed police with guns. Evaluation
of a six-month trial was to have been com-
pleted by the end of June. But on June 9th
the head of police said he had received over
4,000 letters in a week, and that the plan
would be permanently scrapped.

Some Europeans have deplored Ameri-
can racism while failing to see the parallels
in their own countries. Europe’s biggest
Black Lives Matter rallies were in Germany.
Signs in English were far more prominent
than German ones. In Spain, too, demon-
strators mostly condemned American rac-
ism, with only cursory mentions of Eu-
rope’s treatment of African migrants. There
were few mentions of Europe’s widespread
religious discrimination against Muslims.

Europeans are sometimes complacent
about racism. Granted, European police
shoot far fewer people than American po-
lice do. But this is largely because they are
less likely to be shot at. Last year 48 police
were killed—most of them shot— in the
line of duty in America; in Britain one was.

Measuring prejudice is hard. Racist atti-
tudes have been socially unacceptable
nearly everywhere for decades, so many
who harbour them will not admit it to poll-
sters. But some do. And according to a re-
cent international World Values Survey,
more Germans and Dutch say they would
not want “people of another race” as neigh-
bours than Americans (see chart 2).

Ethnic profiling by police is illegal in
most countries, but common. Members of
minorities (especially young men) are rou-
tinely frisked and asked for identification
when out in public. In private, many police
admit to taking account of race when de-
ciding whom to stop, noting that some
groups, for a variety of reasons, commit
more crimes than others. Such profiling
makes life much harder for those who hap-
pen to belong to those groups, the vast ma-
jority of whom are law-abiding.

Many people do not care. Brazilians
knew what to expect when they elected Mr
Bolsonaro. Two-thirds of Germans think
racial profiling is an acceptable tool of pol-
icing, according to a poll in 2017 by YouGov.
“The worst thing about it,” says Sony Ka-
poor, an Indian-born Briton who lives in
Norway, “is the smugness of Europeans
who think they don’t harbour the same sort
of racism as Americans.” H
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We love to see you burn

HONG KONG
China, Russia and Iran exult at America’s turmoil

NTI-AMERICAN AUTOCRATS are en-

joying the spectacle. All around the
world, America is being derided for its
brutal police and ill-treatment of minor-
ities. For regimes with much worse
records, what could be sweeter?

For China the timing was delicious.
On May 28th its parliament rubber-
stamped a proposal to impose a draco-
nian security law on Hong Kong. America
denounced this infringement of Hong
Kongers’ freedoms. Mike Pompeo, the
secretary of state, met Chinese demo-
crats. The editor of Global Times, a party-
controlled tabloid, sneered that Mr
Pompeo should “stand with the angry
people of Minneapolis, just like you did
with people of Hong Kong”. China’s top
spokeswoman tweeted: “I can’t breathe.”

Chinese state media loudly lament
America’s bias against blacks. They say
little about Chinese bias against them, let
alone the internment of perhaps1m
Muslims in Xinjiang for such crimes as
praying and having big beards. Torched
shops and club-wielding cops in America
fill Chinese screens. Anyone in mainland
China who dared to mark the anniversary
onJune 4th of the slaughter of pro-de-
mocracy protesters near Tiananmen
Square risked arrest.

Russian state mouthpieces have
adopted a similar tone. “The key values
of the Free World are shattering under
the blows of police batons and burning
in the flames of looted shops,” went a
voice-over on Russia’s main Tv channel.
To pump up the tension it showed the

A gift for despots everywhere

closing scene of a film, “Brother-2”,in
which a Russian hero, flying back from
America, listens to a rock song, “Goodbye
America”. To the movie itadded real
news footage of American cars on fire
and a police van ramming a crowd.

Russia’s propaganda, like China’s,
tries to persuade viewers that America is
irredeemably racist and that mass prot-
ests mean anarchy. Dmitry Kiselev, Rus-
sia’s propagandist-in-chief, drew paral-
lels with Ukrainian protesters who rose
against a Kremlin-backed government in
2014. “Here is a woman urinating on top
of an overturned police vehicle,” he
intoned against a backdrop of American
street chaos. “When the state abandons
its law enforcers, itis a bad symptom.”

Iran’s leaders have piled in, too. “A cop
kneeling on a black man’s neck and
letting him choke to death...is the nature
of the American government. They have
done the same to such countries as Iraq,
Afghanistan and Syria,” said Ayatollah Ali
Khamenei, the country’s supreme leader.

Yet autocrats’ propaganda is not
always persuasive. Russians know Mr
Putin wants to distract attention from his
lawless security services and unfath-
omably rich cronies. And democracies
adapt better to popular complaints.
America is prosecuting the cop who
killed Mr Floyd and rethinking police
tactics. Hong Kongers know that none of
the police who beat up pro-democracy
demonstrators last year will be pun-
ished. An official report into the protests
was a whitewash.
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Business and race in America

The great awakening?

NEW YORK

Bosses say they are outraged about racial injustice in America.

This is what UsA Inc can do about it

({1 AM BOTH impatient and disgusted.” So

declares aletter on race sentonJuneist
by Mary Barra, chief executive of General
Motors (GM), to all of its suppliers. She is
outraged by the killing of George Floyd, the
latest in a long string of deaths of unarmed
black Americans at the hands of the police.
The response of business to the problem
should be to “stop asking why and startask-
ing what”, she wrote. Ms Barra put GM’s
thousands of suppliers on notice that the
firm will not tolerate racism and will stand
up againstinjustice.

It is a sentiment that is echoing across
USA Inc. Ken Frazier, Merck’s boss, de-
clared, “This African-American man, who
could be me orany other African-American
man, was being treated as less than hu-
man.” Racial flare-ups are commonplacein
America, but the intensity and breadth of
the corporate response this time seems dif-
ferent. On June 8th, Arvind Krishna, 1IBM’s
boss, sent a letter to Congress advocating
changes to how policing is done, making
clear that his firm will not make its facial-
recognition software available for racial

profiling. Darren Walker, head of the Ford
Foundation, a philanthropic organisation,
has spoken to two dozen CEoOs recently and
reports that “everyone is riveted...the mur-
der of George Floyd has gripped the psyche
of white Americans like nothing I've seen
in my lifetime.” A huge number of firms,
including The Economist, recognise they
need to do more.

Jeffrey Sonnenfeld of Yale University’s
School of Management observes that exec-
utives used to shy away from controversial
topics like race. They are acting now be-
cause, “overwhelmingly, people across
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races have taken on this cause.” A poll pub-
lished on June 9th by Edelman, a public-re-
lations firm, finds that nearly two-thirds of
Americans, including 57% of whites, are
“very” or “extremely” concerned about sys-
temic racism.

Are bosses to be taken seriously? There
is a long history of corporate waffle and
“race washing” that has deflected short-
term crises but yielded little substantive
change inside firms. The survey by Edel-
man finds big majorities of blacks and
whites expressing hostility towards “per-
formative activism”—posturing—and in-
sisting that firms now making statements
about tackling racism “need to follow it up
with concrete action” to avoid being seen
as exploitative.

Despite these concerns, there are signs
that usA Incis atlast serious about tackling
racism. Evan Sharp of Russell Reynolds, an
executive-search firm, notes that state-
ments on race are going beyond platitudes
tobe “moreintentional and specific”. Linda
Hill of Harvard Business School thinks
there is “something different about this
time”, perhaps because the pandemic has
reminded everyone of interdependency:
“We are all more empathetic.”

Good intentions of bosses aside, untan-
gling the problem of race and corporate
America requires addressing four ques-
tions. First, what is the evidence that
blacks are disadvantaged in the workplace?
Second, how much is business to blame
rather than society as a whole? Third, do »
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» any such disadvantages impact how busi-
nesses perform? And finally, what if any-
thing can business do to improve matters?

Finding definitive numbers on the eth-
nic make-up of individual firms is impos-
sible because companies hide such data for
fear of public shaming or racial-discrimi-
nation lawsuits. The federal government
requires firms to reveal this data to bureau-
cratsbutitis not made public. No firmisre-
quired to reveal pay inequities by race.
Only a handful of technology firms, includ-
ing Intel, voluntarily make data on pay and
ethnicity open for scrutiny.

Even so, the picture painted by public
data is grim (see chart). Black people make
up over 13% of America’s population. How-
ever, only four current Fortune 500 CEOS
are black (and none are female), and there
have been only 17 in the past two decades.
Less than 3% of senior corporate jobs and
under 8% of all white-collar jobs are held
by African-Americans. They comprise just
3% of Silicon Valley’s workforce. Black un-
employment is persistently twice that of
whites. And the black-white wage dispari-
ty, which extends from blue-collar workers
to those holding advanced degrees, has
grown over the past 20 years.

On the second question, the usual cor-
porate position has been that racial inequi-
tyisa problem for society to solve. Afterall,
itis the legacy of slavery and Jim Crow laws
that impoverished generations of black
Americans. On this view, only government
can take on poverty, lousy schools and a
flawed justice system. But even that argu-
ment does not excuse discrimination at
America’s most respected firms. In 2000
Coca Cola was forced by a class-action law-
suit to remedy racist corporate practices. In
2018 Starbucks shut all its coffee shops in
America to train workers on racial sensitiv-
ity after a national scandal arising from the
ejection of black patrons from an outlet in
Philadelphia. Texaco, an oil giant now part
of Chevron, paid $176m to settle a racial-
discrimination suit in 1996. Angela Vallot,
brought in then as Texaco’s chief diversity
officer, believes there has been “an awful
lot of denial” about racism at work.

Blacklivelihoods matter

More troubling is evidence that some firms
tolerate racism or punish those pushing for
more diversity. Research published in the
Harvard Business Review pointed to evi-
dence that women and minorities are be-
ing penalised for promoting diversity
within firms. There is also evidence that
the few CEOs from racial minorities are dis-
proportionately and unfairly blamed for
poor performance of their firms.

A related argument offered by some for
corporate inaction maintains that if there
is a race problem facing American busi-
ness, market forces should be able to solve
it. Simon Freakley, chief executive of Alix-
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Partners, a consultancy, rejects this argu-
ment: “It’s utterly unrealistic for anybody
to bifurcate a societal problem...it’s also a
business issue because business exists in
society, with employers, customers, sup-
pliers and stakeholders.” Mr Walker thinks
such views are “naive and in denial about
the hold of racism on our culture, includ-
ing our business culture.”

Because black and white people in
America typically attend different
churches, live in different neighbourhoods
and attend different schools, business is
the main place where races mix, notes Raél
Nelson James of Bridgespan, a consultan-
cy. She points to research suggesting that
three-quarters of whites have no black peo-
ple in their social circle. Mr Sharp says that
mixing at work “allows the opportunity to
have difficult conversations on topics like
race.” As 3M, a multinational with head-
quarters near where Mr Floyd was killed in
Minneapolis, acknowledges, “businesses
have a responsibility to help lead.”

The case for action becomes stronger
when considering the third question about
racism’s business impact. Sundiatu Dixon-
Fyle and colleagues at McKinsey, a consul-
tancy, have analysed racial and gender div-
ersity at firms in 15 countries from 2014 to
2020. Across three separate reports, they
find that the top quartile of firms measured
on employee diversity outperform the bot-
tom quartile on metrics such as operating
profit margins. Ms Dixon-Fyle explains
that the returns to diversity are stronger on
race than on gender, and appear to be in-
creasing over time.

It is hard to disentangle causation from
correlation because of inadequate disclo-
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Likelihood of companies in top diversity quartile
outperforming their industry for profitability
compared with bottom quartile, by year, %
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2017 21
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2017 33

Black professionals who say they have
experienced prejudice at work, by region, 2019, %
Midwest 79

West 66

South 56

North-east 44

*Includes children TFull-time
Sources: McKinsey; Centre for Talent and Innovation; Deloitte

sure by firms, cautions Stephanie Creary of
the Wharton School. Even so, diversity
brings benefits. Ms Hill points to many
studies suggesting that diverse teams are
better at innovation, noting, “You don’t get
innovation without diversity and conflict,
and that means leaders need to build a ca-
pability for creative abrasion.”

In bad company
Failing to act against racism inside the cor-
poration can also harm companies in sev-
eral ways. A recent paper in the American
Economic Journal scrutinised ethnic preju-
dice at firms, and found that discrimina-
tors are willing to forgo 8% of earnings in
order to avoid working with someone of a
different ethnicity. This clearly works
against the interests of shareholders.
There is also a growing reputational
risk. The survey by Edelman found that
over half of whites expect brands to take a
stand on racial justice and over two-thirds
of Republicans say a company’s response
to the recent race protests will determine
whether its brand keeps or gains trust. Paul
Weiss, an American law firm, faced a back-
lash last year when it emerged that its new
class of partners were all white. Brad Karp,
its chairman, responded to the furore by
transforming the firm’s management of
diversity and inclusion, including intro-
duction of artificial intelligence to detect
implicit bias among managers doing per-
formance reviews. “It's not about money
but mentorship and opportunities...the
culture must be a welcoming one,” he says.
That points to the final question: what
should firms do? Start with what they

should not do. Bosses should not place »
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» faith in race-based quotas. “Affirmative ac-
tion has not worked in corporate America,”
declares Michele Meyer-Shipp of KPMG, a
consultancy. She says black professionals
do not want the scales tipped in their fa-
vourbecause “when they getaseatatthe ta-
ble they will not have the voice or sense of
belonging.” Firms that have promoted
women into the “old boys’ club” should not
rest on their laurels. Ms Nelson James says
that “affirmative action may have missed
the mark by helping white women but not
measuring the effect on the most marginal-
ised group.” Arecent study by the Centre for
TalentInnovation, a think-tank, found that
29% of blacks felt that white women were
the main beneficiaries of corporate-diver-
sity efforts, and only 13% felt these
schemes were effective at all.

Bosses also need to avoid the mirage of
meritocracy. Ms Hill argues that few firms
are true meritocracies, pointing to ample
research suggesting that managers tend to
trustand empower people similar to them-
selves. “This is how systemic racism works
inside organisations,” she says.

That points to the first prescription:
firms serious about advancing blacks must
focus efforts on race. Ms Vallot argues that
becauseraceis difficult to talkabout, diver-
sity discussions have “watered down the
topic” by including gender and other is-
sues. A headhunter sees a box-ticking
mindset undermining progress: “OK, we
gotawoman, so we are not un-diverse.”

Experts recommend creating a diversity
strategy specifically for black employees,
implementing clear and consistent stan-
dards for promotion and securing a firm
commitment from the top to overcome
bias among middle managers. This has to
be “owned by the cE0 and made a strategic
priority, not hived off to outside consul-
tants or a chief diversity officer,” insists Ms
Vallot. Microsoft, Intel and Johnson &
Johnson have tied executive pay to specific
diversity metrics, but this is rare.

That points to the importance of met-
rics and measurement. Ms Vallot insists
firms must have goals and targets (as dis-
tinct from legal quotas) broken down by
race for attraction and promotion. If those
are missed, managers must explain the
reasons. Why did promising executives
leave the firm? Did they have mentors?
Mauricio Gutierrez, boss of NRG Energy,
says his firm is studying pay equity and
notes that most hiring managers require
four-year oradvanced degrees even though
most jobs require technical skills not
taught in those degree programmes. Be-
cause many talented minority applicants
cannot afford such degrees, he wants to
end such blanket requirements.

The toughest part is teaching old dogs
new tricks. Managing newly diverse teams
is harder initially than working with peo-
ple from a similar background. Ms Meyer-

Shipp thinks itis crucial to teach managers
how tolead inclusively, or else their “affini-
ty bias” may undermine corporate efforts.
She observes that white managers are often
hesitant to give black employees candid
and frequent feedback. This backfires
when the workers who thinks they are do-
ing well, suddenly get sacked. Challenged
about this, the managers typically use eu-
phemisms like “she just wasn’'t exuding
enough executive presence.”

Corporate America at last looks deter-
mined to take on racism in business. Josh
Bolten, head of the Business Roundtable,
which represents big American firms, says
that there is even “widening shareholder

Business

appreciation that the corporation needs to
serve something more than the immediate
financial return to the shareholders.” Ms
Meyer-Shipp sees a tipping point, with re-
cent events a “wake-up call as the lack of
progress on race is evident.”

The lastweek had echoes of tumultuous
years such as 1918, 1935 and 1968, when
America’s economy and its fabric were
shaken, reckons Mr Walker. It may lead to a
great awakening at UsA Inc. “The unprece-
dented convergence of health, economic
and social crises has happened in a way
that I am left feeling hopeful about cor-
porate America realising the potential of
greater diversity.”

Hacking

Basin motives

Sleuths uncover a brazen case of cyber-mischief

OMPANIES SUFFER hacking attacks on a

daily basis. The most recent known vic-
tim was Honda, which announced that its
computers had been locked down by ran-
somware on June 9th. Stories about the
firms suspected of doing the hacking,
though, are rarer. Also on June 9th Citizen-
Lab, part of the Munk School of Govern-
ment at the University of Toronto, said that
it had unearthed one of the biggest-known
groups of such workaday, mercenary hack-
ers, which it has dubbed “Dark Basin”.

This outfit has targeted thousands of
people at hundreds of organisations all
over the world, carrying out what Norton
LifeLock, a cyber-security firm that worked
with CitizenLab, describes as “financial,

political and industrial espionage”. Its tar-
gets have included company Dbosses,
judges, journalists, members of various
parliaments, government officials and or-
dinary people in the midst of a divorce in
America, Mexico and elsewhere.

Most of the attacks involved “phishing”
attempts, in which hackers try to trick tar-
gets into handing over usernames and
passwords. Emails that appear to come
from friends or colleagues contain links
that, when clicked on, reveal convincing
replicas of legitimate sites such as social
networks or email providers. Anyone at-
tempting to log in would be handing their
username and password to the attackers.
Some victims were bombarded almost
daily with carefully crafted emails whose
details suggested the hackers knew quite a
bitabout them. Others were followed in the
real world at the same time they were being
stalked online.

Attributing hacks to a specific actor is
tricky. But a combination of technical
breadcrumbs, linguistic cues, public
boasting by the hackers themselves and the
fact that the attacks happened during the
Indian working day, led CitizenLab to point
the finger at a company based in New Del-
hi, BellTroX InfoTech Services. The firm
purports to offer everything from medical-
transcription services to “penetration test-
ing”, a legitimate form of hacking in which
experts are contracted by a company look-
ing to testits electronic defences.

BellTroX’s boss, Sumit Gupta, has been
in trouble before. Along with several Amer-
ican private investigators, he was indicted
on aseparate set of hacking charges in Cali-
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fornia in 2015. Soon after CitizenLab’s re- pp
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» port was released, BellTroX’s website dis-
appeared. (Requests for comment went
unanswered, though Mr Gupta has told
Reuters, a news agency, that he provided
nothing more than “technical support”.)

While CitizenLab is willing to point the
finger at the suspected hackers, it is less
sure about who did the hiring. Some of the
targets were involved in a campaign called
“ExxonKnew”, which alleges that Exxon-
Mobil, an oil firm, spent decades deliber-
ately playing down the severity of climate
change. (In 2019 ExxonMobil won a court
case in New York on the matter.) However,

CitizenLab did not accuse the firm of com-
missioning the attacks and an ExxonMobil
spokesman denied the firm had knowledge
of, orwas involved in, the hacks.

Another group of targets appear to have
been journalists covering Wirecard, a Ger-
man payments-processing firm embroiled
in an accounting scandal (on June 5th po-
lice raided its offices in Munich). Attacks
seem also to have been made against hedge
funds with a short position in Wirecard’s
stock. Once again, the report does not al-
lege that Wirecard commissioned the at-
tacks. (Wirecard says it has not been in

Tale of the century

The lessons learned from a hundred columns

HEN A CRICKETER reaches 100 runs,

they have the chance to reflect on
what they have achieved, but also to take
a “fresh guard” so they are ready for the
challenges that await. So a10oth Bartleby
column represents a chance to consider
what this writer has learned so far, and
how much he still needs to find out.

Perhaps the most remarkable discov-
ery was how much is written about man-
agement. Back at The Economist’s offices,
books are piled high by Bartleby’s desk;
so many that it would be impossible to
read them all. Either the laws of supply
and demand are broken, or there is a
huge appetite to learn how to manage.

Admittedly, many of these books are
hard toread. The authors use “architect”
asaverband “learnings” as a noun. They
randomly Capitalise every Other word.
And they are overly fond of PEAS (point-
less esoteric acronyms).

The sheer variety of advice suggests
that the task of managing people in the
modern era is rather difficult. Early
management theory was largely con-
cerned with maximising the output of
manufacturing workers, and tended to
treat people as recalcitrant cogsin a
machine. The output of such workers
was easy to measure; it was all a matter of
producing more widgets per hour.

The modern economy is dominated
by the service sector where measuring
productivity is difficult. Volume and
speed may not be the best measures. A
call-centre worker may handle 20 con-
versations per hour but if most custom-
ers go away dissatisfied, the time has not
been well used. Creative workers may get
their ideas by reading a book, or reflect-
ing during a long walk.

So gurus now suggest managers
should be coaches—Ilike Phil Jackson of
the Chicago Bulls basketball team or

Jiirgen Klopp of Liverpool Football Club.
The tone should be more guidance coun-
sellor than regimental sergeant-major.
Many high-skilled workers have been
treated this way for some time. The ap-
proach is now being tried further down the
corporate hierarchy.

The trouble is that humans come with
many different personality types and not
all respond to the same coaching strat-
egies. Some need the reassurance of a daily
chat with their boss; others will regard that
as tiresome interference. Some may re-
spond well to constructive criticism; for
others it may destroy their morale. No
single approach can possibly be right
(good news for writers of management
books, who can keep churning them out).

Another big problem is the typical
corporate structure. A system created in
the 2oth century for mass-manufacturing
companies is lingering into the 21st, just
because nobody can reimagine it. It was a
command-and-control system in which
middle managers communicated guid-
ance from top executives to the workforce.
Modern technology has eliminated the
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contact with a hacker group from India.)
John Scott Railton, one of the report’s
authors, says that the brazen nature of the
hacking suggests those responsible were
not worried about legal consequences.
Hacking-for-hire holds appeal for anyone
aiming to play dirty, he says, and may have
become a standard tool for private investi-
gators. “These kinds of services allow their
clients to cause trouble from a distance, in
a different jurisdiction, with minimal fric-
tion and not much chance of getting
caught.” Businesses—and anyone caught
upinabad-tempered divorce—beware. B

—_—

need for this function.

As usual, the technology sector has
been the leader with “agile” teams made
up of colleagues from across the organi-
sation collaborating on short-term pro-
jects. Perhaps managers should be more
agile, in charge of some projects and
merely team members for others? And if
remote working becomes more com-
mon, how will that affect management
structures? How do you build a relation-
ship between supervisor and employee if
the two never meet?

At the top, a focus solely on share-
holder value, associated with the 1990s
boom, is no longer appropriate. The
modern senior executive mustbe a
statesman (or woman), dealing not just
with shareholders but wider society.
They must be attuned to the views of
their employees and customers, in case
the company finds itself in the middle of
a social or political conflict. And they
have to navigate these minefields while
simultaneously generating sufficient
profit growth to fend off attacks from
activist shareholders.

The monetary rewards of managers
are linked to financial targets, rather
than these broader criteria. The task for
the next few years is to find ways to
measure the executive’s success in deal-
ing with staff and other stakeholders,
when clear yardsticks are hard to find.

Indeed, lack of clarity is the besetting
sin of managers (and management the-
ory). Bartleby has had much opportunity
to mock the jargon used in corporate
statements. If managers cannot express
themselves clearly, that suggests to staff
that they are not thinking clearly either.
So here is a plea to executives. Next time
you write a memo, show it to a relative
and askif they understand it. If they
don’t, throwitinabin and start again.
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Japan’s bullying bosses
Anger
management

TOKYO
A new law targets tyrannical executives

S HONDA SOICHIRO built his company

from a small producer of engines to at-
tach to bicycles into a global carmaking
giant, he developed a reputation as a tal-
ented engineer and a maverick executive.
He was also known to be an exacting boss,
even a violent one. “When he got mad, he
blindly reached for anything lying around,
and started throwing whatever was in
reach randomly at people,” one former ex-
ecutive later recalled. Such fiery tempers
remain all too common among Japanese
managers. A Japanese psychologist even
coined a term to describe the particular
abuse that the country’s supervisors pile
upon some of their employees: pawahara,
or power harassment.

Complaints of harassment in the work-
place have been growing in recent years,
hitting a record high of 82,797 in 2018, up
from 32,242 a decade earlier. In 2016 the
country’s labour ministry found that a
third of Japanese workers had experienced
power harassment in the past three years.
The trend worried the government enough
to spur recent passage of anti-harassment
legislation. As of June 1st, Japanese firms
are required to have clear policies in place
and to create internal systems for reporting
and verifying claims of abuse.

At the extreme end, workplace bullying
can still include physical violence of the
sort displayed by Honda. More typically, it
manifests itself in all manner of verbal,
emotional and psychological abuse. Ja-
pan’s labour ministry defines six catego-
ries of power harassment: physical attacks,
mental attacks, social isolation, excessive
demands, demeaning demands and pri-
vacy infringements. Suicides linked to
power harassment are not uncommon.
Cases cut across sectors and classes. One
mp from the ruling Liberal Democratic
Party resigned from the party after a re-
cording surfaced that allegedly captured
her hitting an assistant as well as calling
him “baldy”.

Although bad bosses are a universal
phenomenon, Japanese workplaces can be
particularly conducive to the worst sort of
behaviour. Hierarchies are rigid and deeply
rooted. What bosses see as tough love can
come across as hurtful to junior employ-
ees, especially as behavioural norms
change between generations, says Inao
Izumi of Cuore C Cube, the consultancy
that first defined pawahara. The inflexibil-
ity of Japan’s labour market compounds

the problem. “People can’t easily quit if
they hate their boss and companies can’t
easily fire bad bosses,” says Rochelle Kopp
of Japan Intercultural Consulting.

Critics counter that the new law is both
too vague and too toothless to help put-
upon workers. Small and medium-sized
firms do not have to comply until 2022. The
law does not apply to part-time workers,
who make up more than a third of the Japa-
nese labour force. Nor does it specify pun-
ishments for harassers, leaving it up to
companies to decide what action to take.
“The law merely warns offenders—it’s like
ayellow card,” says Kaneko Masaomi of the
Workplace Harassment Research Institute.
Until bad bosses have to worry about being
sent off the pitch, their untoward actions
are unlikely to stop.

Turkish companies

Hard landing

ISTANBUL
Nerves of steel, thick skin, rose-tinted
glasses; Turkish firms need them all

I(ALE GROUP, an aerospace and construc-
tion conglomerate, had been making
and assembling engine parts for America’s
F-35 stealth fighterjet since 2005. But when
Turkey’s president, Recep Tayyip Erdogan,
purchased a missile-defence system from
Russia last year, the American government
booted its NATO ally from the F-35 pro-
gramme. Turkey’s air force has ordered 100
of the planes but has taken delivery of
none. Turkish firmslost contracts worthan
estimated $9bn. Kale was among those

Business is flagging

Business

most affected. And then came covid-19.

Doing business in Turkey takes guts. In
the past five years, the country has endured
several episodes that have dented business
confidence: dozens of big terror attacks, a
violent coup attempt followed by a crack-
down against dissidents, a currency crisis,
diplomatic rows with Europe and America,
and seven tense, divisive elections. But
nothing has blindsided companies as bad-
ly as the pandemic.

A serious recession is under way. Ex-
ports have plummeted despite a weaken-
ing lira and unemployment is poised to
reach record highs. A tourism industry that
brings in $35bn is bracing for its worst year
in decades. Kale has stayed the course,
completing existing work on the F-35, sup-
plying Turkey’'s budding defence sector
and producing components for civilian
planes, but continues to face turbulence.

As lockdowns affected global supply
chains, Kale has struggled to source mate-
rials from abroad. At home, cash-strapped
customers are cancelling orders. “We're
operating at between 50% and 70% capaci-
ty,” says Zeynep Bodur Okyay, the firm’s
boss. The company has not cut jobs. Mr Er-
dogan’s government has banned compa-
nies from making lay-offs for six months.

Despite the gloom, there may be room
for optimism for some firms. Multination-
als had begun to rethink their reliance on
China even before the pandemic struck,
and are more likely to do so now. Turkey
should bein a position to reap the rewards.
Low labour costs, made even lower by a
weak lira, proximity to European markets
and a customs union with the EU, mean
Turkey can strengthen its position in glo-
bal supply chains, says Alicia Garcia-Her-
rero of Bruegel, a Brussels think-tank.

Turkish textile producers saw some evi-
dence of this at the start of the year. Gur-
men, a maker of menswear, saw orders in-
crease by about 4-6% compared with a year
ago in both January and February, when the
lockdown in China forced European retail-
ers to look for producers elsewhere. Tur-
key’s clothing sector as a whole saw an up-
tick of nearly 7% in exports over the same
period compared with 2019, before a
plunge of nearly 28% in March, when the
pandemic struck home.

Turkish businesses will still need to at-
tract outside investment. The instability of
recent years, as well as the loss of central-
bankindependence and the takeover of key
institutions by often under-qualified gov-
ernment loyalists, has led Western inves-
tors to give Turkey a wide berth. Chinese
ones are cautious. To date, China has in-
vested less in Turkey than in Venezuela.
Unless it fixes its institutions, especially
the central bank and judiciary, and rela-
tions with America and Europe, foreigners
will stay away, leaving Turkish firms to re-
cover from the pandemic on theirown.
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Virgin

Still smiling, captain?

Richard Branson’s business empire looks for help to fly through turbulence

O OTHER BUSINESS figure holds a can-

dle to Sir Richard Branson when it
comes to public-relations stunts. Not all of
the British entrepreneur’s capers go off
without a hitch, however: he was once res-
cued by an RAF helicopter when his speed-
boat capsized while attempting a record-
breaking Atlantic crossing. His record in
business with his Virgin-branded empire
is also studded with successes and failures,
among the latter being Virgin Cola, Virgin
Brides (an attempt to disrupt the wedding
industry) and Virgin Cars (a short-lived on-
line retailer). Through thick and thin the
bearded tycoon has hustled on, armed with
a high-profile brand and a cheesy perma-
grin. At the end of 2019 his empire was esti-
mated to be worth over £4bn ($5.1bn)

That, though, was before covid-19. The
Virgin group was heavily exposed to virus-
induced shutdowns: among its businesses
are two airlines, hotels, gyms and a cruise
line. (Other interests include banking, mo-
bile-phone and broadband networks and
space tourism.) In March Sir Richard—who
owns Virgin outright—said its travel, lei-
sure and wellness businesses faced “a mas-
sive battle to survive and save jobs”.

His carefully crafted image as the cor-
porate world’s lovable outsider has taken a
hit. Critics cried hypocrisy when Virgin At-
lantic (vA), a long-haul airline, asked the
British government for a bail-out; Sir Rich-
ard had said a decade earlier, when arch-ri-
val BA posted a record loss, that weak firms
should be allowed to die. They also noted
that a rescue for a tax exile might be a bit
rich. Sir Richard and the group’s parent
company are both domiciled in the tax- and
disclosure-light British Virgin Islands.
(virgin says he moved there for lifestyle
reasons, not tax, and that the main operat-
ing companies pay tax in Britain.)

The government’s rejection of a bail-out
has forced managers to come up with a
plan to shore up VvA. The shareholders (Vir-
gin, with 51%, and Delta, an American air-
line, with 49%) will defer taking fees, such
as royalties; private investors are being
courted for loans; the airline is hoping to
renegotiate aircraft leases. It is cutting
3,150 jobs and closing hubs at Gatwick and
Newark, New Jersey; and it is back in talks
overagovernmentloan, oraguarantee that
would tempt credit-card firms to release
frozen booking payments. A spokesman
says VA “remains in a stable position”.

Virgin is also looking to revive Virgin

Australia, the country’s second-largest air-
line until it slid into administration in
April, rendering Virgin's 10% stake worth-
less. Two private-equity firms are sniffing
around. Final bids are due by June 22nd.
Virgin may co-invest in a recapitalisation.
Neither airline was in rude health even be-
fore covid-19. vA lost £26m in 2018, the last
year for which it has filed accounts. It has
hired a restructuring firm to work on op-
tions, including a contingency plan for a
“pre-packaged” bankruptcy.

A business that hopes to operate at a
higheraltitude may act as saviour: Sir Rich-
ard’s space-tourism venture, Virgin Galac-
tic, which was floated in New York last
year. In recent weeks a Branson-controlled
BVI firm, Vieco 10, has sold 37.5m Galactic
shares, raising $56o0m but cutting the ty-
coon’s stake from over 50% to around 30%.

The proceeds will be used across the
Virgin group to cushion the blow from the
pandemic. They exceed the $360m in extra
liquidity that Virgin’s managers, led by
Josh Bayliss, reckon will be needed over the
next year to ensure that all the businesses
can keep trading. But that estimate has al-
ready been raised once, and the group ac-
knowledges that more will be needed for
2021-22. Moreover, Sir Richard may be loth
to cut his stake in Galactic further. The
business, currently valued at $3.4bn, is still
widely seen as promising, despite being

Watch this space
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beset by delays. Some 600 would-be space
travellers have paid $8om in deposits.

Covid could have come at a better time
for Virgin. If it had struck just after the sale
of Virgin America, another airline, to Alas-
ka Air Group in 2016, the group would have
been flush with the proceeds of over
£8oom. Instead, it came “deep in the in-
vestment cycle”, Mr Bayliss says. Virgin
does not tend to sit on gains from sales for
long, thanks toits owner’s restless desire to
keep trying new things.

Some of these nascent businesses
looked bright before covid but are now be-
leaguered. The first ship in the Virgin
Voyages cruise line, a joint venture with
Bain Capital, sits off the Florida coast, di-
verted there while en route to a launch
event in New York when the virus struck.
The price tag for that vessel and three more
being builtis€3bn ($3.4bn). Virgin says the
fleet has sufficient funding and it now
hopes to launch in October.

The newish hotels business, with prop-
erties opened or planned in several Ameri-
can cities, has also been clobbered. Of the
threealready up and running, only Chicago
is currently taking bookings. Some of Vir-
gin’s older businesses are feeling acute
pain, too. Virgin Active, which operates 238
gyms in eight countries, was shuttered in
March. Sites are reopening, but the need
forsocial distancing will limit their appeal.

Despite these tribulations, Mr Bayliss is
confident Virgin can weather the storm.
There are no plans to change the business
model, which is essentially to run Virgin as
a family office for Sir Richard, with two
main parts: Virgin Group Holdings, which
builds businesses, brings in partners and
then partially or wholly divests; and a li-
censing business, which extracts royalty
fees from Virgin-branded firms, often long
after Sir Richard has sold out. Some 35 busi-
nesses around the world pay to use its
brand; Virgin owns equity in under half of
them. Royalty income for 2018 was £94.3m,
athird higher than four years earlier.

The future, Mr Bayliss argues, lies in
“inverting” the old Virgin way, which put
holding stakes above brand income. Royal-
ties, he says, provide “steady, recurring li-
quidity, like an annuity”, whereas the re-
turns from investing only in assets can be
“lumpier”. “The value of the brand is great-
er and more enduring than the value of the
investment capital on its own,” he says.

How valuable that brand will be once
the crisis abates remains to be seen. Be-
tween now and then, a prized asset or two
may have to be sold. It would notbe the first
time. Sir Richard has a history of sacrificing
businesses to keep the empire afloat. In
1992, after a vicious fight with BA, he was
forced to offload his beloved Virgin Re-
cords—thelabel behind bands from the Sex
Pistols to Simple Minds. He later admitted
to weeping when the sale closed.
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Schumpeter | The great game

How Tencent has used stealth to become a gaming superpower

The Economist June 13th 2020

ENCENT, THE world’s biggest gaming company, gives away

most of its video games for nothing. Lest anyone think that the
Chinese tech giant, which has a market value of $58obn, has a
heart of gold, think again. It makes most of its gaming sales by en-
couraging players to buy virtual clothing, weapons, explosives and
the like. These are usually cheap but prices increase depending on
their cosmetic appeal or effectiveness in blasting an opponent to
smithereens. For reasons known only to gamers, they willingly
pay. During the lockdown in China, gaming revenues soared.

In the real world, that same scattershot purchasing model is
one that Tencent has used to build, stealthily, a bridgehead in the
global gaming industry. This year it has taken stakes in two Japa-
nese games developers. Last year it took control of Supercell, a
Finnish creator in which it had already invested about $8.6bn. It
owns 100% of Riot Games, American publisher of “League of Leg-
ends”, and in the past decade has amassed stakes in more than a
dozen other of the world’s hottest game developers, including
Epic, owner of the smash hit “Fortnite”. According to Technode,
which reports on Chinese tech firms, in that time it has made more
than 100 other investments in fintech and artificial intelligence,
particularly in America. It has stakes in household names such as
Tesla, Uber, Snapchat and Spotify, and opens its chequebook for
digital pioneers in India and the rest of Asia. Yet unlike other Chi-
nese-owned, globe-spanning firms such as Huawei and TikTok, it
rarely faces the sort of public backlash that has grown commonasa
resultof America’s tensions with China. Its unique approach to in-
ternational gaming helps explain why.

Until recently, Tencent’s gaming acquisitions overseas looked
more like disparate bets than part of a strategic master-plan, which
helped keep them under the radar. That is because Tencent’s main
focus has always been China, where WeChat, its chat service-
turned-superapp of 1.2bn users, drives traffic for gaming, stream-
ing services such as music and video, digital payments and busi-
ness services, as well as generating copious advertising. Gaming
haslongbeen Tencent’s biggest cash generator. Though its share of
revenues is falling as Tencent diversifies into the business market
and fintech, its high profitability remains crucial for keeping the
wheels of the digital leviathan running. The company controls

more than half of China’s $33bn gaming market, and has helped
pioneer gaming on smartphones, where China leads the world. For
foreign gaming companies that receive its cash, one of the main at-
tractions has been to go into partnership with Tencent to bring
their games into China.

Notwithstanding the first-quarter surge, gaming growth in the
Middle Kingdom is no longer setting the blistering pace of a few
years ago and, as so often in China, the state has intruded. In
2018-19 the gaming industry was kneecapped by President Xi Jin-
ping’s crackdown on online addiction, blood, butchery, boobs and
bums (there are rules for how much skin a female avatar can
show). Faced with domestic headwinds, David Dai of Bernstein, an
equity-research firm, says Tencent will quintuple gaming revenue
from overseas from a pittance last year to about $3.5bn in 2021. It
will do that by building on partnerships with foreign firms in
which it holds stakes to make mobile games for the global market.
Last year one of its studios developed a mobile version of “Call of
Duty”, Activision Blizzard’s Pc and console blockbuster. It was the
biggest launch of a mobile game ever. This year, it is working with
Riot to launch a smartphone version of “League of Legends”, the
most popular desktop game in history. Ultimately, as a Tencent in-
sider puts it, the dream is to “go it alone”; ie, to produce a Tencent
game somewhere in the world that is a global hit.

If that happens, Tencent’s higher profile will generate a bigger
risk of geopolitical flak, even if gaming is hardly a strategic threat
to anyone. Yet the way it operates its sprawling empire may pro-
vide it with cover. Tencent stands apart from many Chinese firms
by the freedom it gives the companies it invests in to act with au-
tonomy, to compete fiercely against each other (and Tencent it-
self), and by promising to keep most of their data out of its clutch-
es. This is particularly true in gaming, says Steven Messner, a
specialist on Chinese gaming at pc Gamer, an industry publica-
tion. “Itis not in the business of telling companies what to do.”

Some investors would like it to be more proactive in knitting its
disparate strands together, to cash in more effectively on people’s
data and boost its advertising revenues. Some grumble on Reddit,
a fire-hose of gamer chat (in which Tencent also owns a stake),
about the risks its acquisitions pose of bringing China’s bossy reg-
ulations to their anarchic pastime. But so far its global gaming in-
vestments have been spared the scrutiny from American authori-
tieswhich otherbig Chinese firms have faced. If they focus atall on
Tencent, it is on WeChat, because of allegations it is used to sup-
port surveillance and censorship in China. Yet WeChat is not used
with gaming in the rest of the world. One reason for the China
hawks’ relaxed attitude may be because of Tencent’s strategically
ambiguous and hands-off approach to its gaming assets.

Brother, can you spare a Tencent?

In fact, Tencent could be a force for good if it promotes mobile
gaming globally. More than two-thirds of Chinese gamers play on
their smartphones, compared with just over a third of American
ones; the latter have five years of catching up to do. Tencent also
hopes to develop cloud-gaming, in which 56 smartphones and
faster connectivity enable players to stream games as easily as
films, and increase use of augmented and virtual reality in mobile
gaming. The trouble is thatits partner in both endeavours in China
is Huawei, which will raise hackles in America. Expect to hear
more about Tencent’s global gaming prowess in the future. Ten-
cent, of course, will hope that this attention is not because it, too,
gets caught up in Sino-American bangs and explosions. ®
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Crude oil

After the fall

NEW YORK

Plunging investment, a battered cartel and the new fight over oil supply

N APRIL, WITH the world in lockdown
from covid-19 and oil demand sinking
faster than at any time in history, oil pro-
ducers from Dhahran to the Delaware basin
made the only possible choice: cut supply,
fast. American output fell by about 2m bar-
rels a day between March and May. The Or-
ganisation of the Petroleum Exporting
Countries (OPEC) and its allies agreed to re-
duce supply by a record 9.7m barrels a day
in May and June. The cuts helped propel the
price of a barrel of Brent crude from less
than $17 in mid-April to $42 on June 5th.
On June 6th, with demand still fragile,
the opPEC alliance extended the cuts by a
month. It is one thing to see supply drop
when the oil market is engulfed by crisis.
The more interesting question is how
quickly supply will climb as normality re-
turns. Production will respond, of course,
as demand rises for jet fuel, petrol and die-
sel. If prices remain over $40, some shale
firms and petrostates may boost output
this summer. In the longer term, though,
supply faces other constraints.
Global investment in future supply has
collapsed. The International Energy Agen-

cy (1EA), an intergovernmental forecaster,
estimates that upstream investment this
year will fall to its lowest since 2005 (see
charton this page). Goldman Sachs, a bank,
expects production outside OPEC to stag-
nate in the 2020s, due not to geology or
even demand, but lack of investment.
Bernstein, aresearch firm, thinks that non-
OPEC supply, which accounts for about
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60% of global output, may peak in 2025,
and then only ataround last year’s level.

That would mark a dramatic shift. Be-
causeoil reserves are depleted continuous-
ly, producers have usually operated under
the tenet of drill or die. An analyst once
asked Lee Raymond, then the chief execu-
tive of Exxon, what kept him up at night.
“Reserve replacement,” he responded.

The obsession with booking reserves,
not surprisingly, supported the growth of
supply. In the mid-2000s, as some fretted
that the world might run out of oil, both
listed and state-backed firms scoured the
world for projects. Over the past decade,
fracking has unleashed supply across
America’s heartland, transforming the
country into the world’s largest oil pro-
ducer (see chart on next page). Big projects
in Norway and off the coast of Brazil, where
oil lies beneath a thick layer of salt below
the sea floor, helped boost supply, too.

Investment began falling, though, even
before the pandemic. A crash in prices
from 2014 to 2016 had sapped appetite for
big, risky projects. Even after prices
climbed in 2017 poor returns made inves-
tors less interested in reserve replacement
than cash flow. Companies have squeezed
suppliers and found ways to pump more oil
from existing fields. ExxonMobil and
Chevron are among the giants to invest in
America’s shale basins, where outputis rel-
atively easy to ramp up and down.

Oil producers can now credibly say they
are able to wring more value from their
capital budgets. Still, the decline in invest- »»



Buy CSS/PMS Books Online as Cash on Delivery https://cssbooks.net

58 Finance & economics

» ment was steep enough to stir debate over
future supply. Upstream spending on oil
and gas last year was 43% below that in
2014, according to the 1EA. Bernstein exam-
ined the 50 biggest listed energy compa-
nies outside opPEC and the former Soviet
Union. In 2019 they reinvested an average
of 64% of their operating cash flow. The
long-term average was 87%.

The pandemic has exacerbated matters.
Producers have shut in wells, delayed pro-
jects and slashed investment further. Rys-
tad Energy, a data firm, estimates that of
the 3m barrels a day that were shut in last
month, mainly in America and Canada,
10-15% will never restart. The 1EA predicts
that investment in supply will be 33% low-
erthisyearthanin 2019 and 62% lower than
the high in 2014. There is less fat to trim
than there was five years ago, the 1EA reck-
ons. That means declining investment may
have a greater impact on supply.

Some companies, such as ExxonMobil,
remain focused on growth. But it is not
clear when a broader surge in capital
spending will come. Returns for many
firms have fallen below the cost of capital,
points out Neil Beveridge of Bernstein. In-
vestors are unlikely to favour a return to
rapid expansion; the energy sector’s per-
formance has been poor, the rebound in
demand is uncertain and greener regula-
tion may be in the offing. In a sign of the
times, JPMorgan Chase, America’s biggest
bank, demoted Mr Raymond from his role
as its board’s lead independent director in
May, under pressure from climate activ-
ists. Michele Della Vigna of Goldman Sachs
argues that the historic cycle of high prices,
investment and supply may be breaking.

As for American shale, analysts are fe-
verishly watching rig counts, pipeline data
and shut-ins for signs of a surge in supply.
Shin Kim of s&P Global Platts, a data firm,
expects it to tick up briefly this summer, as
prices recover. But there is consensus that
growth in the 2020s will be muted com-
pared with the boom. Shale output is vast
and wells’ production declines are steep.
Improvements to productivity have
slowed. Investors can find better returns
elsewhere.

This bodes well for oPEC and its allies,
which have been battered in the past de-
cade. In 2014-16 it waged a failed price war
to wipe out American frackers. Since then
the cartel and its partners, led by Russia,
have propped up oil prices enough to sus-
tain shale, but not enough to support many
members’ domestic budgets. In March Sau-
di Arabia urged Russia to slash output; Rus-
sia refused, loth to let Americans free-ride
on OPEC-supported prices. The ensuing
price war was spectacularly ill-timed, as it
coincided with the biggest drop in oil de-
mand on record.

The desire to chasten American frackers
remains, though. OPEC controls about 70%
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of the world’s oil reserves, more than its
40% market share would suggest, points
out Martijn Rats of Morgan Stanley, a bank.
If the world’s appetite for oil shrinks due to
changing habits, cleaner technology or
greener regulations, countries with vast re-
serves risk having to leave oil below
ground. “opec will defend its market share
more firmly in the future,” predicts Mr
Rats. Even better, then, if state-owned
firms can depend on their rivals’ paltry in-
vestment to limit supply for them. ®

America’s jobs market

Acute or chronic?

The early 1980s may prove a useful
guide to today’s recovery

LTHOUGH AMERICA'S unemployment
Arate shocked almost everyone by fall-
ing in May, 2om workers remain out of a
job because of the coronavirus pandemic.
The official unemployment rate is 13.3%,
though that rises to about 16% if you count
people who say they are employed but ab-
sent from work. Many commentators wor-
ry that a large chunk of the unemployed
will have no job to go back to, even as lock-
downs ease and stimulus payments land in
bank accounts. In a podcast hosted by Joe
Biden, the presumptive Democratic nomi-
nee for president, Andrew Yang, a former
rival, said that “I'm privy to the thinking of
many major company Ceos, and they are
telling people confidentially that they are
not going to hire back a lot of the people
that they’ve furloughed or let go.” Will Mr
Yang be proved right?

The question matters because it affects
the strength of the recovery. You can return
to an old job right away, but finding a new
one usually takes time. People resuming
their old jobs are also likely to be more pro-
ductive, because they know the ropes,
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which allows them to earn higher wages, at
least at first. Research suggests that those
eventually recalled by their employer see
no loss in pay—but those who are perma-
nently sacked see a loss of monthly earn-
ings of up to 12% in their next job. Unem-
ployment fell much more quickly after the
recession that ended in 1982 than after the
financial crisis in 2007-09, in part because
a higher share of people who lost their jobs
were laid off only temporarily (see chart).

The experience of the early 1980s could
be a useful guide to the recovery from the
pandemic. That recession too was the re-
sult of a policy that sacrificed short-term
economic growth in order to defeat an ene-
my. (Rather than lockdowns imposed to
crush a virus, though, interest rates had
been raised to crush inflation.) If bosses
think that government policies that re-
strain activity are temporary, reckon an-
alysts at Goldman Sachs, a bank, they may
decide to minimise permanent lay-offs,
which are disruptive for their businesses.
In May roughly three-quarters of laid-off
workers reckoned they would eventually
be recalled. Evidence from notices issued
by large firms in advance of large lay-offs
paints a similar picture.

As Mr Yang suggested on the podcast,
workers may be mistaken in their belief
that their plight is temporary. Yet the evi-
dence suggests some are already being
called back. Therise in employmentin May
of 2.sm—the largest month-on-month in-
crease ever, by far—is unlikely to have been
the result of lots of workers finding new
positions. Job search takes time, after all. It
is also hard to square the huge rise in em-
ployment with the much smaller pick-up
in job postings on recruitment websites,
suggesting that many bosses simply re-
called ex-workers instead of advertising
afresh. The number of temporarily unem-
ployed people also fell by 2.7m in May—
though some may have become perma-
nently jobless, or may have moved out of
the labour force altogether.
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»  Recovery is still a long way off. The un-
employment rate is well above the peak
reached after the financial crisis. Employ-
ment for some groups, such as ethnic mi-
norities, has risen by less than for others.
And it seems a fair bet that the pandemic
will destroy many jobs. As some lock-
downs ended, employment in food ser-
vices and drinking establishments ac-
counted for more than half the overall rise
in May. But a post-pandemic economy will
probably involve less demand for services
that require close person-to-person con-
tact than in pre-virus days. Moreover,
many economists expect bankruptcies to
rise as companies, facing low revenues, ex-
haust their cash piles. Still, after weeks of
dreadful economic news, the jobs market
may at least have turned a corner. |

India’s economy

Moody moment

India avoids junk status

ARGE AND leaky, India’s lockdown be-
Lcame “localised” this week. In the parts
of the country hit hardest by covid-19, re-
strictions remain. Elsewhere, they have
been largely relaxed. People can visit places
of worship, but cannot touch idols. They
can go outside to shopping malls, but not
the gaming arcades or cinemas inside. In
Punjab, mall-goers can buy clothes but
cannot try them on first.

The lockdown, which began on March
25th, has failed to stop the virus—the case-
load continues to grow alarmingly. But it
has succeeded in halting the economy. The
number of people in work fell to 282m in
April, compared with an average of over
4oom last year, reckons the Centre for
Monitoring Indian Economy (CMIE), a re-
search firm, which asks people if they were
employed that day (unlike the official data,
which ask if people were employed at any
time that week). India’s carmakers did not
make a single sale to retailers in April. A
gauge of services activity based on a survey
of purchasing managers fell to 5.4, the low-
est ever recorded for either services or
manufacturinganywhere, according to IHS
Markit, which conducts the surveys in over
40 countries.

Employment, car sales and services im-
proved in May: a step back from the “abyss”,
as CMIE put it. But GDp will still shrink by
4% in the year ending March 2021, accord-
ing to Moody’s, a rating agency. It was no
surprise, then, that it cut India’s credit rat-
ing on June 1st for the first time since 1998.
The government’s debt, Moody’s pointed

out, is 30 percentage points higher than in
a typical economy with the same rating.
That vulnerability was once offset by
unusually fast growth. But even before the
pandemic, momentum was slipping.
Growth fell from 8.3% in the year ending
March 2017 to 4.2% in the last fiscal year.
The crisis, Moody’s said, merely “ampli-
fied” vulnerabilities stemming from the
government’s inability to clean up a trou-
bled banking system, improve poor infra-
structure or revise rules that constrict the
markets for labour, land and products.

The cut brought Moody'’s rating down to
the lowest tier of investment grade, the
same as Fitchand s&p. Italso had knock-on
effects. Because the sovereign rating puts a
cap on the country’s corporate credit
scores, Moody’s also swiftly lowered the
rating on 37 Indian companies. These in-
cluded many of the country’s most suc-
cessful private firms, such as Reliance In-
dustries, Tata Consultancy Services and
HDFC Bank.

Any further downgrade into “junk” sta-
tus would be humiliating for the govern-
ment. It will therefore be relieved that its
hastily assembled response to the eco-
nomic crisis, a mix of financial relief, fiscal
restraint and liberalising reform, seems at
least to have convinced s&P to hold fire. De-
spite India’s economic turmoil, the agency
reaffirmed its rating this week and said that
itdid not expect to change it soon.

s&P noted that the government had
been “relatively conservative” in its spend-
ing measures this year, relying heavily on
credit guarantees, not direct expenditures.
It has also taken the “rare step” of combin-
ing relief efforts with longer-term reform,
notes Andrew Wood, s&P’s lead analyst.
Most notably, several states under the con-
trol of the Bharatiya Janata Party led by Na-
rendra Modi, the prime minister, have
eased labour laws, allowing firms with
more than 100 workers to make lay-offs
without the state’s permission. The reform
has been advertised as temporary. But if it
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works, it may persist and spread to other
states, argues Capital Economics, a consul-
tancy. That could encourage investment
and growth in the long term.

The rating agencies have not always
been highly regarded in India. In 2017 Ar-
vind Subramanian, then India’s chief eco-
nomic adviser, accused them of “poor stan-
dards” that flattered China and underrated
India. But, if anything, global rating firms
are now more optimistic about India than
some well-informed Indians. Moody’s
forecast of -4% growth (and s&P’s of -5%)
seem positively rosy compared with that of
-12.5% (without further stimulus) from
Pronab Sen, a former chief statistician. Mr
Subramanian thinks true growth this year
could be aslow as-8%, although the official
data may not reflect that.

To the agencies, and every other analyst
of the country, India has always been a par-
adox. Itseconomy is large butits people are
poor. Its institutions are strong enough to
warrantan investment-grade rating, butits
policymaking is not. Its public debt is high,
its foreign debt modest. To these long-
standing paradoxes, some observers add
another. India, they say, is like a Monet
painting. Up close, it’s a big old mess. But
from afaritstill has the power to beguile. |
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The yuan

The 24-body
problem

SHANGHAI
China’s currency is enjoying a period
of stability. But it will not last for ever

N THE “Three-Body Problem”, a popular

Chinese science-fiction novel, the planet
Trisolaris lurches between climatic stabil-
ity and chaos as it follows an unpredictable
orbit around the three suns in its star sys-
tem. The solution, the inhabitants con-
clude, is to invade the Earth, so as to enjoy
its smooth single-sun orbit. China’s central
bank has been making a similar monetary
voyage, in reverse.

For years the yuan revolved around the
dollar. That benefited China, but it also
stored up problems, which were exposed
most dramatically in 2015, when it suffered
massive capital outflows. Since then the
central bank has steadily moved the yuan
toa multi-currency orbit, tracking 24 in all.
In economic terms, this is known as a cur-
rency-basket regime. In Trisolaris terms it
looks like a “long Stable Era”, desirable but
ultimately doomed.

Our planet’s inhabitants tend to analyse
the yuan in comparison with the biggest
currency in our solar system. So its recent
depreciation against the dollar attracted
much attention, especially in late May,
when the People’s Bank of China (PBOC) set
the yuan'’s daily reference rate at 7.13 to the
dollar, the weakest since 2008. Amid ever-
increasing tensions with America, many
economists predicted further deprecia-
tion, though the yuan has strengthened
against the greenback so far in June.

But the singular focus on the dollar
misses something important. At the end of
2015 China started announcing the yuan'’s
exchange rate against a basket of curren-
cies. Ittook a while to work out the kinks in
the new system, but the evidence is that the
yuan has been among the most stable cur-
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rencies in the world since mid-2016. Its real
effective exchange rate—its value against
the currencies of its trading partners, ad-
justed for inflation—has risen by just 0.2%
over the past four years, anchored by the
official basket (see chart).

The yuan'’s stability is partly by design.
Every morning the PBOC sets its reference
rate on the basis of two variables: the previ-
ous day’s close against the dollar and the
need to limit changes against the basket.
The formula tends to push the yuan to-
wards the middle of the pack. For instance,
if the dollaris generally weak, the yuan will
strengthen against it, but depreciate
against other currencies—exactly what has
happened in June. The PBOC also adds a
third variable, the “counter-cyclical adjust-
ment factor”, when it deems that the yuan
is moving too much. This discretionary
tweak is its way of leaning against what it
defines as herd behaviour in markets.

Every day the yuan can move up or
down by 2% from its reference rate against
the dollar. Although it has never hit that
limit, China has grown comfortable with
allowing bigger swings within it. Over the
longer term, this may have contributed to
stability. On any given day, it is not obvious
where the yuan will end up, pressing trad-
ers to take both sides of the market.

The basket regime seems to have al-
lowed the pBOC to stop conducting heavy-
handed intervention. Foreign-exchange
reserves have held steady at around $3.1trn
since mid-2016, implying that the yuan
faces no great appreciation or depreciation
pressure. But the pBoC has also become
more targeted in its intervention. When
the yuan has been weak, it has called on
state-owned commercial banks to sell for-
ward dollars in foreign-exchange swaps, to
signal that the yuan will strengthen in the
future. One strategist is convinced, albeit
without any hard evidence, that the pPBOC
also has a team of traders who push the
yuan around, wrong-footing other inves-
tors. And the biggest intervention of all is
China’s capital controls, which remain
very tight.
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The yuan’s stability of the past few years
has also been partly the result of good for-
tune. In that time the dollar, the euro and
the yen—the three biggest suns in the
yuan’s universe—have themselves been
unusually stable against each other. If they
were to veer off in wildly different direc-
tions, China’s basket regime would be test-
ed. A better course for the world’s second-
largest economy would be a truly free float,
making the yuan one of the global mone-
tary system'’s suns, not a mere planet. For
now, Chinese officials show little inclina-
tion to undertake such a voyage. B

Bank provisions

Pandemic
pendulum

Why bank bosses are sounding more
optimistic about expected loan losses

AUGING HOW badly the coronavirus has

damaged the economy is tricky. Pessi-
mists diagnose a far worse recession than
that which followed the financial crisis.
Optimists predict a sharp recovery, point-
ing to robust banks and housing markets.

One way to form a view is to look at
banks’ loan-loss provisions—the buffers
they set aside to cover losses from loans
they reckon might soon default. By that
standard it seems as if the patient is recov-
ering much faster than first thought possi-
ble. On June 9th James Gorman, who runs
Morgan Stanley, America’s sixth-largest
bank, hinted that its loan-loss charges for
the second quarter would be lower than in
the first, because “the worst is behind us”.
Gordon Smith, co-president of JPMorgan
Chase, the largest bank, said that delin-
quency rates were “meaningfully better”
than expected. Even some of Europe’s
bankers seem less gloomy.

That is a stark change from just a few
weeks ago. In mid-April, as they reported
their first-quarter results, America’s top
four lenders unveiled $24.1bn in provi-
sions for credit losses, a jump of $18.7bn
compared with the first quarter of 2019.
JPMorgan increased its provision by nearly
$6.9bn, hitting in one quarter the level it
had reached in six during the financial cri-
sis. Europe’s lenders also booked bad news.

Why the mood swing? To predict losses,
most banks enter economic forecasts into
models. The prospects for 2020 are hardly
rosy, but it seems at least that economies
are no longer in free fall. Employment rose
in America in May. Factories in Asia have
reopened. The lifting of lockdowns in the
West has not yet caused a second wave of
infections. Uncertainty forced banks to be

hyper-prudent in April. Now the worst-
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» case scenario seems off the cards.

Relief may be premature, though. Cen-
tral-bank and government action has
bought borrowers time. Cheap state-
backed loans are keeping firms and house-
holds afloat. No one knows how many bor-
rowers will find themselves overburdened
with debt when normal payment terms re-
sume later in the year. That is especially
true of consumer borrowers, up to a fifth of
whom have asked for payment holidays.

If unemployment persists and compa-
nies go bust, as many economists expect,
many more loans will sour. Roberto Fraz-

zitta of Bain, a consultancy, predicts that
2021 will see a surge of non-performing
loans as big as that in the financial crisis, if
not bigger. This will be compounded by ac-
counting: as customers’ balance-sheets
worsen, the probability of default will rise,
and regulators will demand that this be re-
flected in loss provisions, even if loans are
still performing. Some losses will eventu-
ally be absorbed by government guaran-
tees. But the European Banking Associa-
tion still expects losses to eat up to 3.8
percentage points of European banks’ core
tier-one capital ratio (the average buffer for

Pumping iron

The material reasons behind the spectacular rally in metal prices

00 SOON. That is the judgment a lot of
Tinvestors apply to the recent across-
the-board surge in asset prices. For it is
notjust the stockmarket that has rallied.
The prices of industrial raw materials
have also risen sharply in the past month
or so. Iron ore has increased from $8o a
tonne to over $100. Copper prices are also
up 25%. This is remarkable. The global
economy is only just reopening. It feels a
bit early fora commodity boom.

It is tempting to see parables here.
Perhaps the metals rally is a template for
the post-virus economy, in which supply
bottlenecks push prices up as activity
gets going again. Perhaps it shows how
mindlessly the ocean of liquidity created
by the Federal Reserve and the European
Central Bank has washed into financial
markets of all kinds. For the “too-soon”
schoolitisasign that optimism is run-
ning ahead of reality. Perhaps it is. But
quite a lot of the commodity story seems
to be about China.

China’s role is both curious and obvi-
ous. Itis curious because China’s econ-
omy is meant to have become more
reliant on consumer spending and less
on building booms financed by ever-
larger dollops of debt. It is obvious be-
cause, notwithstanding this stated goal,
Chinais still the world’s biggest buyer of
industrial commodities. Almost all the
seaborne trade in iron ore goes there. If
metal prices are going up, itis a fair bet
that something is happening in China.

And soitis. Steel mills are working
flat out. In the first week of June, China’s
steel blast furnaces were operating at
92% of capacity. Thatis a good deal above
the 80-85% rates considered normal.
Much of the steel manufactured in China
is for buildings and for infrastructure,
such as bridges, railways and subway
lines. Sure enough, indicators of con-

struction activity look strong. Sales of
excavators are up by a fifth so far this year,
compared to a year earlier. A pipeline of
orders had already been building before
the pandemic struck. In its aftermath,
construction has been given an extra push
by the government'’s efforts to gin up the
economy. China-watchers say lessons
have been learned. There has been a great-
er focus than in the past on selecting
worthwhile projects, says Sean Darby, a
Hong Kong based analyst for Jefferies, an
investment bank.

The supply response to this has been
led by Australia, the world’s largest export-
er of iron ore. It swiftly took steps to con-
tain the virus at the outset. It has managed,
at the same time, to keep its mines in the
ore-rich Pilbara region open. Exports of
ore have risen this year. This contrasts
with Brazil, where the spread of the virus
has crippled production. Such bottlenecks
are one reason for higher prices. And there
is a bigger picture. The mining industry
suffered a brutal reckoning in 2014-16,
afteradecade-long boom fuelled, yes, by
China. Investment was cut; mines were
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banks in the region is14.8%).

Higher provisions could have three
consequences, on both sides of the Atlan-
tic. It may lead investors to question banks’
ability to pay dividends (Europe’s have sus-
pended them, but America’s still dole them
out). It may prompt banks to refine their
standard loss-prediction models by using
more alternative data, says Ian Shipley of
Oliver Wyman, a consultancy. And it may
lead to calls for weaker lenders to consoli-
date, in order to improve their resilience.
That would be a hard pill to swallow, but
could prove a handy cure. |

closed; debts were paid. The resultis that
the industry does not have the chronic
over-capacity of many other cyclically
sensitive ones—think European banks or
global carmakers.

There is a speculative element to the
rise in metal prices, too. Buying or selling
copper futures is a popular way to ex-
press a view about the world economy.
Indeed copper can be all about belief,
says Max Layton of Citigroup, a bank.
Many of the bets laid on it are by trading
algorithms, which mechanically respond
to financial signals that have worked well
in the past. The dollar, which has fallen
by 6% against a basket of currencies
since March, is usually part of the sema-
phore. A weaker dollar allows for easier
terms of finance in emerging markets.
Anything that helps emerging-market
economies is generally good for com-
modity prices. So the algorithms buy.

The complex of price changes be-
comes self-reinforcing. Higher ore prices
bring higher-cost producers back to the
market. But their profit margins are then
squeezed as their home currency appre-
ciates, because that raises the cost of
labour in dollars, in which commodities
are priced. To restore margins, prices
must go up. Moreover, marginal costs
rise when the prices of steel (used for
mining parts) and oil (used for energy
and chemicals) go up. These higher costs
push up prices further, says Mr Layton.

A pattern in markets is thata lot
happens by rote. China’s response to a
weak economy is to build; investors’
response to the Fed’s easing is to buy
stocks; the algorithms’ response to a
weaker dollar is to buy commodities.
Higher prices beget higher prices. The
sceptics, the too-sooners, note that this
also works in reverse. Quite so. But the
momentum is now with the believers.
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Economic historians document black Americans’ long struggle for equality

‘

£
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HE DEATH of George Floyd at the hands of the Minneapolis po-
lice has focused minds around the world on America’s glaring,
stubborn racial inequalities. The income of the median black
household is less than 60% of the white one. The median white
American has a net worth about ten times that of the typical black
American—a gap that has not budged since 1990. Injustice began
with the original sin of slavery. But as a growing body of scholar-
ship reveals, injustice has endured because racism and discrimi-
nation have, too. Over the course of America’s history, dearly won
progress towards equality has been followed by a racist backlash.
The cycle of progress and regression began as soon as slavery
ended. As the civil war drew to a close, many northern Republicans
envisioned a reconstruction of the South, which raised black
southerners to a position of equality with other Americans. In1867
Congress ordered southern states to form new governments, and
the occupying federal army protected newly freed (male) slaves’
right to vote, leading to a sharp increase in the number of black
elected officials. Representation made a big difference to the lives
of black Americans. Research by Trevon Logan of Ohio State Uni-
versity finds that each new black politician raised per-head tax rev-
enue at the county level by 20 cents, for instance, money that then
tended to be spent on education or land redistribution. Black offi-
cials delivered real benefits for constituents. In places with more
of them, land tenancy was more common than exploitative share-
cropping, and literacy rates among black people were higher.
Reconstruction proved less radical and enduring than its most
ardent supporters had hoped, though. Resistance by white south-
erners, often violent, eroded the northern commitment to reform.
Military intervention across the South ended by 1877, and restric-
tions on black rights quickly followed. Suresh Naidu of Columbia
University finds that the introduction of poll taxes and literacy
tests intended to lower black voting reduced turnout and shifted
vote share towards the Democratic Party—then the party of white
supremacy in the South. Suppression of black political power was
followed by less redistribution and investment in black education.
Using data from the censuses 0f1870 and 1880, Mr Naidu estimates
that the migration of black workers induced by disenfranchise-
ment, and the resulting shifts in local economies, implies that the

loss of the vote may have reduced income per black worker by 19%.
Southern whites limited the post-bellum economic prospects
of black Americans in other ways as well. Lisa Cook of Michigan
State University has studied the effects of outbreaks of racist vio-
lence, such asriotsand lynchings, between 1870 and 1940. She con-
cludes that the state’s tolerance of that violence led to a substantial
decline in the relative economic performance of black Ameri-
cans—including, importantly, inventive activity. Violent out-
breaks reduced the number of patents filed by black inventors by
1% per year, resulting in 1,100 missing patents: a blow to both
America’s productivity and the economic status of black workers.

Many black Americans left in search of opportunity. Over the
20th century a Great Migration unfolded, in which millions of
black families left the South for northern cities. Movement began
in earnest during the first world war, when northern manufactur-
ers’demand for labour soared and the flow of immigrants from Eu-
rope was interrupted. Employers began to recruit in the South.
Some black workers followed family members up north. Analys-
ing the period from 1910 to 1930, William Collins of Vanderbilt Uni-
versity and Marianne Wanamaker of the University of Tennessee
estimate that real earnings of black men rose from 44% to 47% of
those of white men as a consequence. By 1930, the share was five
percentage points higher than it otherwise would have been.

The promise of migration was shattered by white residents’
hostility to new arrivals, however. The Great Migration prompted
discriminatory policies and waves of racial violence in northern
cities. It also induced white households to migrate. Allison
Shertzer and Randall Walsh of the University of Pittsburgh esti-
mate that each new black arrival in a northern neighbourhood was
followed by the departure of1.9 white residents in the1910s and 3.4
white residentsin the1920s. About half of the rise in segregation in
northern cities in the 1920s can be explained by this white flight,
they suggest. The pattern continued after the second world war,
finds Leah Boustan of Princeton University. Between the1940s and
the1970s, she reckons, after controlling for other factors, 2.7 white
residents left northern city centres for every new black arrival.

Out from the gloomy past

The response to black migration set the stage for many of today’s
lingering inequalities. As white households left, cities’ tax bases
shrank, and so did public investment. Waves of urban rioting in
the 1960s—a response, in part, to discrimination, and to the ne-
glect of increasingly black cities—further weakened the econo-
mies of city centres and led to big rises in spending on policing. In
1940 black children growing up in the north did much better than
those in the South, says Ellora Derenoncourt of Princeton Univer-
sity. That advantage has disappeared today. And a quarter of the
gap in intergenerational-income mobility between blacks and
whites in northern cities can be explained by the white response to
black migration, she reckons.

A large and growing literature links the still-yawning racial
gaps in income, employment and wealth to the segregated com-
munities, racial violence and unequal investment that have been a
feature of American society for so long. The past, unfortunately, is
not even past. Black communities still face obstacles when casting
ballots, differential treatment from the police, and unequal access
to high-quality public goods, like education. To make real progress
towards racial equality in America, it is not just police behaviour
that needs to change. The cycle of inequality and poor outcomes
needs to be broken, and decades of damage remedied. W
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Planetary monitoring

Something’s in the air

A plan is developing to turn the atmosphere into one enormous sensor

HEN AN EARTHQUAKE rocked Nepal
U V in 2015, geophysicists were surprised
to find that they could see its reflection in
the ionosphere, a layer of the atmosphere
beyond about 75km above Earth’s surface.
Ground-based instruments saw changes in
the density of free electrons in this electri-
cally charged zone. These rippled outward
from the point in the ionosphere directly
above the earthquake’s epicentre.

Similar effects have been observed with
other phenomena, both natural (hurri-
canes, volcanoes and the passage of mete-
ors) and artificial (blasting associated with
mining operations). All of these things
cause electrical changes in the sky that can
be detected hundreds of kilometres away.

Such observations have led David Lew-
is, a programme manager at America’s mil-
itary-research organisation DARPA (the De-
fence Advanced Research Projects Agency),
to wonder just how much information can

bewrungoutoftheatmospherein this way.
That hasled him to set up a new DARPA pro-
gramme called AtmoSense—short for “At-
mosphere as a Sensor”. This is now sorting
through bids from hopeful academic insti-
tutions, and companies large and small, to
put together a system to do the wringing.

Sense and sensibility

The ionosphere’s reaction to happenings
on the ground is simple in principle but
complex in practice. Events like earth-
quakes produce disturbances in the lower
atmosphere. These can take the form of
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sound waves, shock waves or slower-
moving phenomena called atmospheric
gravity waves. Such oscillations generally
spread out in all directions, including up-
ward towards the ionosphere.

Before they get there, these waves are
travelling through electrically neutral gas.
This makes them hard to track remotely
since there are no electrical effects, such as
radio emissions, for detectors to exploit.
That changes, though, when they arrive.
The movements of high-altitude charged
particles (electrons and the electrically
charged atoms, called ions, that give the
ionosphere its name) in response to pass-
ing waves can be picked up in several ways.
One is from their effect on Gps satellite-
signal reception (which is how the Nepa-
lese earthquake was detected). Another is
by the use of ionosondes, a special type of
radar that bounces radio waves off this lay-
er of the atmosphere. The third is to use ra-
dio waves to stimulate the ionosphere, so
thatitglows. Thisisakinto creatingan arti-
ficial aurora, and makes ionospheric mo-
tions visible. Observing ionospheric waves
in these ways may answer questions about
what sets those waves in motion. But that
means gathering lots of data, in order to
understand what is going on.

One of AtmoSense’s first goals will be to

locate and study phenomena at or close to »
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» Earth’s surface—storms, earthquakes, vol-
canic eruptions, mining operations and
“mountain waves”, which are winds associ-
ated with mountain ranges. The aim is to
see if atmospheric sensing can outperform
existing methods: seismographs for earth-
quakes, Doppler weather radar for storms
and soon.

After that, the project will go on to try to
gather data beyond the capabilities of cur-
rent sensors. Radar, for example, can track
the positions of storms, but AtmoSense
may be able to indicate as well how much
energy a storm is releasing, and thus deter-
mine whether it is weakening or strength-
ening. Seismology may be enhanced, too.
According to Colonel Lewis, “there might
be precursors to earthquakes that are not
picked up onthe ground. There mightbeall
sorts of information.” That holds out the
tantalising prospect of being able to issue
earthquake warnings.

Ripplesin theair

The armed forces, who are paying for the
project, are particularly interested in gain-
ing insight into activities like missile
launches and underground nuclear tests.
These should certainly be within the sys-
tem'’s grasp when it is fully developed. But
it might also be possible to pick up lesser
events, too.

If a meteor’s shock waves can be tracked
across the ionosphere, for example, how
about those of a hypersonic missile? Or an
aircraft? Previous work suggests that
events as small as a tonne of explosives go-
ing off can be detected. With the right sen-
sors and filters it may be possible to track
tinier disturbances still. Colonel Lewis will
be looking into new ways of doing this, as
well as trying to upgrade the old ones.
Among the new methods under consider-
ation are instruments carried by high-
altitude drones and balloons, both of
which can linger in the upper atmosphere
fordays atatime.

The first 27 months of the programme
will be dedicated to understanding the sci-
ence behind ripples in both the ionosphere
and the electrically neutral atmosphere be-
low it, and then building computer simula-
tions of whatis goingon. These will be test-
ed to see if they can replicate accurately
effects seen in the past.

Once the team have a better under-
standing of the basic science, they will pro-
ceed to the second stage: field trials. This
will involve three tests at three-month in-
tervals in which researchers attempt to lo-
cate pertinent events, such as storm cells,
mining operations and earthquakes. If that
works, the project will then move on to
matters of military interest by spying on
missile launches, tracking aircraft and
even watching underground bunkers be-
ing dug. The result, if all goes well, may be
the world’s first true panopticon. ®

Laboratory mice

Here’s one I
prepared earlier

An animal model of covid-19 is now
available. Another is on its way

ICE ARE, as it were, the guinea pigs of
M science. And these days they are often
genetically engineered guinea pigs, to
boot. The emergence of covid-19, for exam-
ple, has created demand for laboratory ani-
mals that have human versions of a protein
called the ACE2 receptor. This molecule is
the hook that sArRs-cov-2, the virus which
causes covid-19, uses to attach itself to a
cell before entering and turning that cell
into a virus factory. The murine version of
ACE2 is, however, the wrong shape for the
virus to link up with. That means unmodi-
fied mice cannot catch the infection.
Hence the need for genetic engineering.

The first version of such a mouse has re-
cently become available courtesy of the
Jackson Laboratory, a not-for-profit bio-
medical research institution in Maine that
specialises in breeding laboratory mice. By
luck, the team that produced it had a head
start. The original SARS virus (now known
as SARS-cov-1), which came close to caus-
ing a pandemic in 2003, also uses ACE2 as
its point of entry. As a consequence Stanley
Perlman and Paul McCray of the University
of Iowa, who were researching SARS,
created a mouse with human ACE2 recep-
tors in 2007.

That project was eventually put on ice.

A
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But not before Dr Perlman had given some
semen from his modified mice to the Jack-
son Lab. On hearingabout the virus in early
January researchers there, led by Cat Lutz,
quickly thawed out this stored semen and
started work. Five months later they have
created enough of Dr Perlman’s mice to
start making them widely available.

The Perlman mice are, however, not
quite perfect for the job. Though their ge-
nome has had human Ace2 added, the
mouse variety has not been subtracted.
This means they make both versions of the
protein. Also, the human version of the
gene is in the wrong place in the cell nucle-
us. The ACE2 gene’s proper home is the X
chromosome, one of the sex chromo-
somes. In Perlman mice it is elsewhere.
That could change its activity.

Help may be on its way, though, from
Wang Youchun at the National Institutes
for Food and Drug Control in Beijing. As
they describe in this week’s Cell Host & Mi-
crobe, Dr Wang and his colleagues have ex-
cised the murine version of the ACE2 gene
completely from their own mice and sub-
stituted the human version in exactly the
same place. They did this using CRISPR/
Casg gene-editing technology, a technique
unavailable to Dr Perlman back in 2007.

Spot-on

Dr Wang’s initial tests of the new mouse
suggest it generates ACE2 receptor mole-
cules in all of the parts of the body where
researchers think the virus makes its initial
attacks in human beings. They show, too,
that sARs-cov-2 replicates well in the ani-
mals’ lungs and tracheas, and also in their
digestive systems—another part of the hu-
man body that seems susceptible to SARS-
cov-2 infection. In the case of the digestive
systems, however, the dose of virus needed
to establish a gutinfection is ten times that
needed to start a respiratory-tract infec-
tion. Dr Wang suspects that this might be
important. If alimentary-canal infection
requires an equivalently large initial dose
of viruses in people, as well, then that
might make it easier tostop ithappeningin
human intestines, by the practice of good
food hygiene.

One further result of Dr Wang'’s investi-
gation was the discovery that the virus also
replicates in the brains of his mice. This
suggests it may be making use of human
nervous tissue for replication in a way that
is not currently being detected, but is sus-
pected by some researchers because one
symptom of some people who have the ill-
ness is loss of the sense of smell.

Curiously, despite their propensity to
infection by sARs-cov-2, Dr Wang’s mice,
unlike Dr Perlman’s, do not show obvious
symptoms when infected. Given the appar-
ently high rate of symptomless infection in
human beings, that, too, may be a perti-
nent observation. ®
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Nasal probiotics

No entry!

The nose, its seems, is protected by
bacterial guards

EOPLE ARE familiar with the idea of pro-

biotic bacteria, which, if consumed as
part of someone’s diet, are supposed to en-
hance the health of the gut. The gutis home
to zillions of microbes of many varieties,
and if this microbial ecosystem gets out of
balance illness can, indeed, result. Wheth-
er consuming probiotic-rich foods such as
yoghurts really does promote health is a
contested area of science. But the idea that
they might do so is plausible.

One commonly promoted probiotic is
Lacticaseibacillus casei (known as Lacto-
bacillus caseiuntil April15th, when its name
was changed by the International Commit-
tee on Systematics of Prokaryotes in re-
sponse to a report which suggested that the
genus Lactobacillus should be broken up).
Now, evidence of the pathogen-fighting
abilities of this bug comes from another di-
rection—a study of the nose by Sarah Le-
beer of the University of Antwerp.

Dr Lebeer and her colleagues took sam-
ples from 100 healthy people and 225 who
were suffering from chronic sinus infec-
tions. These revealed an intriguing differ-
ence between the groups’ bacterial floras.
Nearly 80% of the upper-respiratory-tract
bacteria collected from healthy people
were members of the genus Lacticaseibacil-
lus. In those who suffered chronic infec-
tions the proportion was 55%.

That suggested members of Lacticasei-
bacillus might, indeed, have some protec-
tive effect. But correlation is not causation
so, to investigate further, the team carried

Science & technology

Testing times

Hydroxychloroquine is embroiled in yet more controversy

NCE PRAISED as a miracle cure for

covid-19, an antimalarial drug called
hydroxychloroquine has rarely been out
of the headlines since the start of the
pandemic. It was hoped it might find a
new use as a therapy in patients who are
unwell with the novel coronavirus. But
in recent weeks a scientific picture has
emerged of a treatment that does not
appear to be helping patients atall, and
might even be causing harm.

Whether it helps seems clear now: it
doesn’t. When it comes to the harm,
though, it turns out that the scientific
literature may be misleading. On June
4th the Lancet, a respected medical jour-
nal, retracted a high-profile paper pub-
lished only a month previously. This had
suggested that hydroxychloroquine and
its analogue, chloroquine, actually in-
creased the death rate in hospitals when
taken by those with covid-19. This led the
World Health Organisation to halt its
trials of the drug. It also caused consider-
able concern to patients and to those
enrolled on other such trials.

Towards the end of May, however,
scientists started to question the reliabil-
ity of the data that had been used. The
New England Journal of Medicine had
retracted a separate paper looking at
blood pressure medicines in covid-19
which relied on data from the same firm,
Surgisphere, that provided the data set
for the Lancet article.

Surgisphere, based in Chicago, had
said in the Lancet paper that 671 hospitals
on six continents had provided data. The
data set had been said to include almost

out some experiments using tissue cul-
tures. They pitted various types of Lactica-
seibacilli that they had found in their sam-
ples against common bacterial pathogens
such as Staphylococcus aureus and Haemo-
philus influenzae.

As they describe in a paper published in
Cell Reports, they discovered that the bug
best able to stand its ground against these
threats was a strain of L. casei called AMBR2.
In particular, it was able to cling on to sur-
faces it had colonised using anchor-like
structures that are known as fimbriae and
which protrude from its cell walls. It also
seemed to have a secret weapon, because it
inhibited, presumably by chemical means,
the growth and multiplication of its oppo-
nents as they came near. It was thus able to
defend its turf more effectively than other
Lacticaseibacilli.

100,000 detailed patient records. On
June 2nd the Lancet said that an indepen-
dent audit of the data was under way, and
wrote that “serious scientific questions”
had been brought to its attention. The
editor of the New England Journal of
Medicine expressed similar concern, and
said the authors had been asked to pro-
vide evidence their data were reliable.

The Economist was unable to contact
Surgisphere for comment. All content
has been removed from its website.
However the firm’s site had stated that its
mission was to harness the power of data
analytics to “improve the lives of as
many people as possible”. The firm said it
used machine learning, artificial in-
telligence and big data to empower hos-
pitals to make better decisions. Science, a
leading academic journal, approached
the paper’s authors for comment on June
8th, but they did not respond.

Many are wondering, more broadly,
what could go so badly wrong as to lead
to two retractions of papers at well-
known medical journals. There are calls
for the Lancet to publish the comments
they received on the article during the
process of peer review.

One irony of the affair is that con-
cerns about the rush to publish science
during the pandemic had been focused
on preprints. These are papers posted
online without independent scrutiny.
Yetitis two peer-reviewed journals of
repute that have found themselves in
difficulty. Whether this incident will
shift the balance of power in scientific
publishing remains to be seen.

Inlight ofall this Dr Lebeer wondersifL.
casei AMBR2 might be used as a treatment
for chronic sinus conditions. As a first step
towards testing this idea, she and her col-
leagues conducted a small trial to see if it
was safe. They arranged for 20 healthy vol-
unteers to spray a powder made of dried L.
casei AMBR2 into their noses twice a day for
two weeks, to check for adverse effects.
They noted none. They also looked at
whether the strain was able to colonise the
nose when so administered, and found
that the number of AMBR2 in the nasopha-
ryngeal mix had indeed increased after the
treatment was complete. Based on all this,
Dr Lebeer suggests that developing a nasal
probiotic therapy from this bacterium has
the potential to help people with chronic
sinus infections, and is something that
oughtto be explored. m
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Rethinking capitalism

Free but fair

Two authors wrestle with the spectre of inequality and the dangers of populism

EFORE COVID-19 struck, the rich world’s
Beconomies were in a paradoxical state.
In many countries jobs were as plentiful as
they had ever been. On many measures in-
equality had not risen much over the pre-
ceding decade, or had risen more slowly
than in past economic expansions. And yet
political systems were gripped by a popu-
list backlash which, at least in part, reflect-
ed an indignant reaction against perceived
economic injustice. The liberals who had
constructed the old order were suffering a
crisis of confidence.

The establishment’s ideas factories
were whirring. How, exactly, should popu-
lists be disarmed—and which of their com-
plaints had merit? The results are now be-
ing rebranded as ways to rebuild
economies after the pandemic. Two new
books fall into this category. In “The Eco-
nomics of Belonging” Martin Sandbu, a
columnist at the Financial Times, excori-
ates policymakers for unforced errors over
recent decades and sets out an agenda for
correcting course. In “Economic Dignity”
Gene Sperling, a former top economic ad-
viser to Presidents Bill Clinton and Barack

The Economics of Belonging. By Martin
Sandbu. Princeton University Press; 296
pages; $24.95 and £20

Economic Dignity. By Gene Sperling.
Penguin; 384 pages; $28 and £23.99

Obama, argues for a new value system to
underpin American economic policy.

Mr Sandbu’s book is in some respects
the more optimistic of the two. He rejects
the fatalistic argument that populism is a
straightforward revolt against immigra-
tion and progressive cultural attitudes.
Economic insecurity always triggers angst
about culture and suspicion of outsiders,
he points out. Fixing the economy, in other
words, will heal cultural divides. The key is
to get the economic diagnosis right. Trade,
immigration and globalisation more
broadly are easy scapegoats for lost manu-
facturing jobs and growing geographical
inequality. But it is technological change
that has really caused the rise of a service-
and knowledge-based economy. The sol-
ution, thinks Mr Sandbu, is for govern-
ments to forge social contracts fit for tech-
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nologically advancing economies, not to
try to turn back the clock.

Yet his policy proposals do not reflect
the “compensate the losers” redistribution
for which economists frequently reach. In-
stead, he favours increasing workers’ pro-
ductivity and bargaining power so that
they are never too dependent on a single
employer. To that end, monetary policy
must put greater emphasis on keeping la-
bour markets running hot, so that firms
compete for workers rather than workers
for jobs. Tax-free earnings allowances
should be replaced with a small universal
basic income, to reinforce safety-nets
without laying poverty traps. And govern-
ments should direct investments in the
knowledge economy, such as publicly
funded research, towards places that have
been left behind.

Mr Sandbu claims this agenda is not
left-wing, and does not require an increase
in government spending as a share of GDP.
But it does require a recognition that indi-
viduals must not completely lose control
over their economic fate to market forces.
Otherwise, as they endeavour to wrench it
back, they may be swayed by extremists.

Darkness visible

Mr Sperling’s book is—perhaps unsurpris-
ingly—more partisan. For him, policy fail-
ures have been the fault of small-govern-
ment fundamentalists, chiefly in the
Republican Party, who have failed to appre-
ciate that there is more to life than Gbp and

the free market. He argues for what politi-
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» cal philosophers might call a “sufficientar-
ian” approach to economic policymaking,
whereby everyone is entitled to a basic
minimum. This is not calibrated in dollars,
as advocates of a universal basic income
might recommend. Instead it is measured
in “economic dignity”, which includes suf-
ficiently high pay, time to spend with fam-
ily members (or take care of them), and the
peace of mind that comes from adequate
health care and a strong safety-net.

The notion that some spheres of life
should be beyond the reach of the economy
or the state is a powerful one with a rich
heritage. It motivates the concept of rights,
which are usually considered immune
both to utilitarian calculus—what Mr Sper-
ling calls “aloof welfare economics”—and
even to some individual choices. Most peo-
ple agree, for example, that no one should
be able to sell themselves into slavery, or
bargain away their right to a free trial. But
Mr Sperling mostly dodges the hardest
parts of establishing such a philosophy: de-
fining its boundaries and proving that it is
feasible to organise society in a way that
protects the dignity of everyone simulta-
neously. Save for one inconclusive chapter
on whetheritisin fact possible for all work
to have true meaning, Mr Sperling tends to
intuit the answer to these questions, while
pouring scorn on those who cast doubt.

As aresultit can seem as if he has taken
a Democratic wish-list of ideas and bolted
on the dignity justification. Some of these
ideas are sensible. He might have used any
number of values, including fairness, jus-
tice and efficiency, to argue for reform of
American health care, or to object to the ex-
ploitative practices of for-profit colleges.
Others, such as a disdain for stock buy-
backs and a desire for more barriers to en-
try for careworkers, are less appealing—
and not helped much by invoking dignity.

Mr Sandbu is more interested in justify-
ing his proposals from several angles. Like
Mr Sperling, he wants a higher minimum
wage. But not just on distributive
grounds—he says it would spur firms to in-
vest in training their workers (the sort of
argument that sounds plausible but needs
proof to be convincing). Sometimes his
economic logic ties him in knots, as with
his discussion of wealth taxes. Mr Sandbu
supports them on grounds of efficiency as
well as fairness, arguing that they will en-
courage the rich to take entrepreneurial
risks. But he hurries over the fact that the
paper he cites in support of this view ima-
gines aworld in which wealth taxes replace
all other taxes on capital—including the
corporate taxes which a few pages later he
wants to raise, too.

On a fundamental level, these books are
similar in attitude. Messrs Sandbu and
Sperling both combine a basic support for
free markets with a fear of their power. It is
precisely because incentives are so potent

that competitive forces must not be al-
lowed to go haywire, as when firms gain an
edge by reclassifying their workers as con-
tractors, or by moving to tax havens. Such
races-to-the-bottom define many of the
policy failures of recent history.

And both books highlight the moral
blind spots that many liberals and econo-
mists think have been exposed by the era of
globalisation (and perhaps by the pandem-
ic, too). Clarifying those problems, and
finding solutions that avoid compromis-
ing too much on freedom and free markets,
is crucial work. m

Authenticity in architecture

Living wills

LEIPZIG
Oscar Niemeyer died in 2012. But his
designs are still being built

N PLAGWITZ, THE old industrial quarter of

Leipzig, Ludwig Koehne stands in the
middle of a giant sphere designed by Oscar
Niemeyer in 201, the year before the Brazil-
ian architect died at the age of 104. The
vaulted, part-glazed upper deck of the orb
isduetoopen later thisyearasarestaurant,
its cosier underbelly as a bar. “I wanted
posthumous fidelity to the original de-
sign,” says Mr Koehne, a German entrepre-
neur. “The building had to have the mas-
ter’s signature.”

The Niemeyer Sphere, as Mr Koehne
calls it, perches on a narrow supporting
tower at the edge of a two-storey building
that houses the canteen of his two compa-
nies, Kirow Ardelt, which makes cranes,
and HeiterBlick, a tram manufacturer. The
smooth, brilliant-white dome contrasts

Ready to roll
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with weathered, angular bricks of deep
crimson—the result of an elaborate con-
struction effort involving Jair Valera, long-
time head of Niemeyer’s office in Rio, and
the structural engineers and on-site archi-
tects assembled by Mr Koehne in Germany.

Alongside a project in southern France,
this will count as the last work by Niemey-
er, the progenitor of sensual architectural
curves that complemented modernism’s
unrelenting cubes. The completion of the
sphere is a tribute to his vision—but it also
highlights the collaborative nature of his
profession and the slippery notion of au-
thenticity. It always takes more than a sin-
gle genius to make a beautiful building,
which is one reason why, in the world of ar-
chitecture, death is not always fatal.

The long hiatus between Niemeyer'’s
death and the opening of the sphere is not
unprecedented. The 1BM building in Chica-
go, designed by Mies van der Rohe, was fin-
ished two years after he died. For Le Corbu-
sier’s church in Firminy in France, the gap
was awhopping 41years.

Exceptional as these posthumous cases
seem, the teamwork they require is rou-
tine. “Most buildings are the product of lots
of unrecognised labour,” says Donald
McNeill of the University of Sydney, who
has researched the methods of global ar-
chitecture firms. He sees the popular focus
on star architects as a simplification by the
media and marketeers. Big projects, he
says, are “the result of work by designers,
engineers and even the clients”.

Their master’s voice

And, often, other architects. Rem Kool-
haas, a Dutch architect, has noted the role
of the American practitioners who in the
1950s helped big-name Europeans build
legendary skyscrapers in New York. Emery
Roth co-operated with Walter Gropius on
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» van der Rohe a hand on the Seagram build-
ing, and Wallace Harrison oversaw Le Cor-
busier’s (and Niemeyer’s) input to the UN
headquarters. Mr Koolhaas himself collab-
orated with Ole Scheeren on China Central
Television’s HQ in Beijing; the so-called
Gherkin in London is generally attributed
to Lord Norman Foster, but Ken Shuttle-
worth drew the initial sketches. “There is a
real difference between how architecture
operates and how it is perceived,” com-
ments Hilde Heynen of the Catholic Uni-
versity of Leuven in Belgium.

In the case of the Leipzig orb, the story

began in 2007 when Mr Koehne visited Bra-
siliaand was wowed by Niemeyer’s designs
for the presidential residence, which was
completed in 1960, and the city’s cathedral,
finished in 1970. Four years later, mulling
the idea of a restaurant—his canteen cook
deserved a bigger stage, he says—Mr
Koehne wrote to Niemeyer and was invited
to Rio. Before long he received an email
with sketches, side elevations and cross-
sections. “It was all there, the tower as a
supporting shaft, the sphere with two lev-
els—justlike it stands here now.”

But “the physics of the design were in-

Snide and prejudice

Language is a telling clue to unacknowledged racial attitudes

(' HEN THE looting starts, the

U \/ shooting starts,” tweeted Donald
Trump (invoking a slogan from the
1960s), when unrest broke out after the
killing of George Floyd. “THUGS”, the
president wrote, were disrespecting Mr
Floyd’s memory. Mr Trump likes “thugs”,
tweeting it often. He almost always does
so when some matter of race is at issue—
either the treatment of African-Ameri-
cans or in reference to “illegals” and
“gang members”, implicitly Latinos.

Are “looting” and “thugs” a kind of
racist code? Many people detect a “dog-
whistle” which, without saying anything
explicitly racist, the president intends
listeners to hear. Mr Trump forcefully
disagrees. In 2015 he tweeted: “They now
say using the word ‘thug’ is, like so many
other words, not politically correct (even
though Obama uses it). It is racist. BULL!”
Plenty of people approve of calling thugs
thugs, and object to being labelled racists
fordoing so.

The intentional dog-whistle is not
unknown. But people can allude to race
without realising it, too. Explicit racism
isdeclining in America, as a pile of evi-
dence shows. For instance, thereisa
widespread reluctance to admit racist
attitudes that many Americans were
once perfectly comfortable with. On the
other hand, unconscious and semi-
conscious prejudice is alive and well.
When people use racially linked lan-
guage, without overt slurs or other racist
tropes, linguists call it “racialisation”.

Some ingenious research has teased
out the links between prejudice and
language. A classic method for fingering
implicit bias asks subjects to take a
quick-fire, button-pushing test that
associates positive or negative words
with white and black faces. In one such
study (at implicit.harvard.edu), 58% of

online test-takers are slower to associate
positive language with black faces than
with white ones. Just14% display the
opposite tendency.

Or consider more deliberate forms of
language, formulated by people who are
generally unlikely to consider themselves
racist—journalists. A study by Dana Mas-
tro of the University of California at Santa
Barbara looked at hundreds of news re-
ports in three big American papers (the
New York Times, the Los Angeles Times and
USA Today) about professional athletes
accused of crimes. Such articles were more
accusatory of the alleged perpetrators
when they were black. They were more
likely to provide context and humanising
detail when the accused were white.

Praise can be racialised, too. Crystal
Dunn Soubrier, a black player for Ameri-
ca’swomen'’s football team, wrote recently
that commentators attribute her ability to
play in several positions to athleticism,
never to her reading or study of the game.
This seems a persistent pattern in sports-
writing. Kelly Wright, a doctoral student of
linguistics at the University of Michigan,
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sane,” Mr Koehne thought. “How are we go-
ing to build this?” It took another two years
to find the right structural engineers and
several more to make meaningful progress.
In the meantime, Niemeyer died. Luckily,
Mr Valerawas on hand and wanted to finish
the project. “I knew Oscar extremely well,”
he says. “That made it easy for me to know
what he would have done”—which, Mr Va-
lera recalls, always included listening to
the client. His own role does not detract
from the building’s authenticity, he insists:
“This is a piece of architecture by Oscar
Niemeyer—it was hisidea.” m

used machine-learning to predictan
athlete’s race based on words that appear
inan article containing their name.
Purely relying on the language of news
reports, the model was able to predict
that Ronda Rousey, a wrestler, was white
with a 96% certainty, whereas there was
only a 3% probability that Eric Berry, a
National Football League player, was
white. So it went with other athletes; the
algorithm’s guesses were almost always
loaded starkly towards black or white.

When racialisation happens, words
do not change their dictionary defini-
tion; rather, they take on associations
with other words. Brains are statistical
machines, in which learning involves a
gradual strengthening or weakening of
different synapses. Introduce one con-
ceptand related concepts are “primed”,
or made more quickly available to the
consciousness. Just because these asso-
ciations are hard to prove conclusively
does not make them less real.

The difference between “racist” and
“racialised” helps explain why Ameri-
cans often talk fruitlessly past each other
when discussing words such as “thug”.
With overt racism waning, it has become
painfully obvious to some people—
though not all—that the submerged part
of the iceberg, implicit racial beliefs and
associations, plays a bigger role than was
once realised. Overcoming those is par-
ticularly difficult because of their semi-
conscious nature.

Alongstruggle has made “racist” one
of the worst things you can be. That
counts as a great success, but the corol-
lary is that the remaining problems are
hard to talk about. Some fear being
branded racistjust for trying. Seeing the
bias in even innocently intended lan-
guage is a first step towards understand-
ing that there is still work to do.
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“Brideshead Revisited” at 75

The Flyte club

Evelyn Waugh’s ode to aristocratic languor coloured Britain’s future as well as

mourning its past

N THE WEEKS after VE day, as British vot-
Iers prepared to swap Winston Churchill
for the Labour Party, the country’s fiction
leaptinto a radiant past. Published 75 years
ago, at the end of May 1945, Evelyn Waugh'’s
“Brideshead Revisited” offered not a Utopi-
an vision of the future but a wistful dream
of vanished faith and grace. In his seventh
novel, a writer formerly known for mor-
dant satire evoked—with a glamorous alloy
oflyricism and rueful irony—alostdomain
of “peace and love and beauty”, smashed by
modernity, democracy and war.

At first glance, no story could have
suited the progressive climate of 1945
worse than Waugh'’s “sacred and profane
memories of Captain Charles Ryder”, a
middle-class, middlebrow artist turned
lukewarm army officer. A chance billet
sends Ryder back to the great house owned
by the old, dysfunctional Catholic family
who had bewitched him when he met Se-
bastian Flyte, its younger son, at Oxford in
the 1920s. The levelling forces of the new
age take the form of his junior officer,
Hooper, whose outlook fuses practicality
with the anti-aristocratic disdain shared,
then and now, by many on both the British
left and free-enterprise right.

To the romantic reactionary Waugh, the
undignified future belonged to Hooper,
with his trademark, cheery chirp of “Right-
yoh”. “We possess nothing certainly except
the past,” muses Ryder. With divine grace
as his underlying theme and the time-en-
crusted splendours of the English Catholic
eliteas his frame, Waugh set out to give that
pastalast hurrah.

But this swansong heralded a strange
rebirth. “Brideshead” sold very well—and
critics adored it. “Most of the reviews have
beenadulatory except where they were em-
bittered by class resentment,” Waugh
wrote. Sceptics included Edmund Wilson
of the New Yorker, who excoriated the
“mere romantic fantasy” of this “Catholic
tract” disfigured by “shameless and ram-
pant” snobbery. Yet even he predicted a tri-
umph—and the novel duly became a best-
seller in America, too. Waugh affected to
find the book’s success across the Atlantic
“upsetting because I thought it in good
taste before and now I know it can’t be”.

It turned out that an age of change loved
escaping into faded glories. In a preface
written in 1959, Waugh noted that amid the
wartime austerity of 1944 it had been “im-
possible to foresee...the present cult of the
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The perils of charm

English country house”, many of which
had in the intervening years found salva-
tion in tourism. Brideshead today would
not be derelict, he speculated, but “open to
trippers”, and better maintained than Lord
Marchmain, its fictional master, ever man-
aged. On the brink of the 1960s the author
thought his book had been “a panegyric
preached over an empty coffin”.

Still, Waugh, who died in 1966, might
have been shocked by the next stage in this
zombie afterlife. Directed by Charles Stur-
ridge and Michael Lindsay-Hogg, with a
star-strewn cast including Laurence Olivi-
er, Anthony Andrews (pictured left) and Je-
remy Irons (right), an u-hour television ad-
aptation of his novel began to air in Britain
in October 1981. This lavish feast of nostal-
gia setoff a national cult. Students and oth-
ers mimicked the languid extravagance of
doomed, drunken Sebastian, toting his
teddy bear at Oxford, and his spoiled pals.

Smokestack industries were dying un-
der Margaret Thatcher’s government; un-
employment soared and inner cities riot-
ed. But in many living rooms, the
aristocracy was back in vogue. The fairy-
tale nuptials of Prince Charles and Lady Di-
ana Spencer fed the mood. “We have really
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touched a nerve,” said Derek Granger, the
producer of the series. After PBSs broadcast
it in America early in 1982, Bloomingdale’s
in New York filled its windows with Flyte-
style fashion. The Brideshead backwash
lingered. In 1985 the National Gallery in
Washington scored a hit with its “Treasure
Houses of Britain” exhibition. David Can-
nadine, a British historian, denounced the
“neonostalgic, pseudopastoral, manufac-
tured world” on display in a critique head-
lined “Brideshead Re-Revisited”.

In Britain hardly any members of this
new Flyte club actually belonged to the
sparse upper classes. They came from the
bourgeois middle and, after some play-act-
ing at university, went back to it. For most,
Brideshead mania left no lasting trace. For
a fateful few, it did.

Teddy bears’ picnic

Waugh’s novel scoffs at the Bullingdon
Club, a notorious Oxford drinking society,
and its “cretinous porcine” hearties. The
Bullingdon, though, revived in the TV
show’s wake and recruited two future Brit-
ish prime ministers, Boris Johnson and Da-
vid Cameron. More widely, a Flyte-fla-
voured pursuit of charm and panache
spread across the gilded crust of British
society. The novel’s waspish choric figure,
the gay aesthete Anthony Blanche, warns
Ryder against charm as “the great English
blight” that “kills anything it touches. It
kills love; it kills art.” But Brideshead chic
promoted a genial, born-to-rule insouci-
ance that elevated repartee above accom-
plishment, and cloaked the grubby busi-
ness of winning and keeping power.

This tendency towards a kind of louche,
showy entitlement did not begin with the
drama. Yet according to David Kynaston,
perhaps the pre-eminent historian of post-
war Britain, “the Tv adaptation did have
some specific effect” on attitudes. He sums
up the sentiments that “Brideshead” chan-
nelled: “No need any longer, despite all the
Thatcher talk of meritocracy, to feel guilty
about hereditary privilege. And OK to
knock/despise the working class...An end,
in short, to worthiness.”

The cult of the British country house,
real and imaginary, lives on. The National
Trust, a charity that looks after many of
them, has 5.6m members, more than the
population of Finland. “Downton Abbey”,
one of Brideshead’s Tv offspring, ran for six
much-watched seasons. And even in
Brexit-era Britain, a sense of entitlement,
ironclad in charm, can still clear a path to
the top of politics—witness Mr Johnson's
quip-fuelled and scandal-proof rise. For
some, Waugh's bittersweet elegy became a
sort of handbook of patrician showman-
ship. As Ryder remarks when the noble
house is reduced to a drab barracks: “The
builders did not know the uses to which
their work would descend.” ®
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Long-distance music

Pop goes postal

In more ways than one, “Give Up” is a
fitting soundtrack to the pandemic

HE THRILL is gone. Even over Zoom,

millions have discovered, work stub-
bornly remains work. But if isolation
seems a grind, have a listen to “Give Up” by
the Postal Service, a collaboration in 2003
between Ben Gibbard of the indie band
Death Cab for Cutie, and Jimmy Tambo-
rello, aka Dntel, a pioneering electronica
producer. Not only do its lyrics
anticipate today’s claustropho-
bia; the way the album was
made is itself a salutary tale of
long-distance ingenuity.

Living at opposite ends of
America’s west coast, the two
men were unable to meet in
person. So Mr Tamborello
would record beats on cps and
post them to Mr Gibbard, who
added instrumentation and vo-
cals. Back and forth the cps
went, new layers added with
each mailing, until after a year
they had amassed an album'’s
worth of material. In honour of
the deliveries that made their
teamwork possible, they decid-
ed to call themselves the Postal Service.

The United States Postal Service (USPS)
responded with a cease-and-desist letter.
But the two sides came to an arrangement:
in exchange for some promotional work,
the Postal Service could keep the name. The
usps would even sell their records on its
website—though it insisted on a morality
clause voiding the agreement should the
duo do anything truly shocking.

The resulting album is a gem. Mr Tam-
borello’s signature glitchy sounds are built
into rhythms plundered from dance mu-
sic, which Mr Gibbard’s guitar and vocals
turn into energetic yet charming pop
songs. Some of his lyrics deal with pop sta-
ples—young love and break-ups—but the
melancholic turns elevate the record above
cliché, and make it resonate now.

Take the song “We Will Become Silhou-
ettes”, which recounts being trapped inside

after a nuclear strike. “I wanted to walk
through the empty streets/And feel some-
thing constant under my feet,” Mr Gibbard
sings. “But all the news reports recom-
mended that I stay indoors”: different di-
saster, same outcome. “Sleeping In” is
about clinging to consoling dreams. “Recy-
cled Air” evokes a yearning for air travel,
and its anxieties, “knuckles clenched to
white as the landing gear retract for flight”.
This genre-bending music looked for-
ward to later developments in pop. But the
Postal Service was ahead of its time in an-
other way, too. Even before covid-19 con-
fined them to their home studios, other
artists were undertaking remote collabora-
tions. For example, “Old Town Road”, a
blend of country & western and hip-hop,
was made from a beat that Lil Nas X, an
American rapper, bought online from
YoungKio, a Dutch music producer, for $30.
Though they had never met, the track they
made together enjoyed a record-breaking
19 weeks at the summit of the Billboard Top
100, and was certified diamond faster than
any song before it. After your next dreary
Zoom meeting, remember that great things
have been accomplished ata distance. |

In the summer kitchen

Jam today

Fruit preserves embody resilience—and
dogged optimism

VEN IN THIS strangest of summers, June

marks the beginning of the jam calen-
dar. As the first fruits come into season—
pallid green strawberries turning ruby red,
gooseberries swelling, apricots donning
their downy fuzz—sweet-toothed hoarders
set to work. Bread-making may be the culi-
nary craze of the lockdown, but it helps to
have something to slather on top.

Sugary yet reliable, jam’s history is
sandwiched inside mankind’s. Versions of

The Economist June 13th 2020

it were savoured by ancient Romans and
Seljuk sultans alike; Joan of Arc ate one for
courage before battles; sailors stockpiled it
to combat scurvy. Jars of jam have accom-
panied Edmund Hillary to the summit of
Mount Everest, explorers to the South Pole
and astronauts into space. Russians and
Ukrainians stir it into tea; Swedes serve it
with fried herring. You can spread it on
Brie, or add it to tarts, sponge-cakes and
peanut-butter sandwiches.

Amid the pandemic, jam-making has
found new purposes. It can keep bored
children occupied (particularly if the fruit-
picking is included), supply gifts for vul-
nerable neighbours or serve as a therapeu-
tic ritual in muddled days. You do not, as
you might fear, need a thermometer, beau-
tiful gingham-topped jars or a preserving
pan to make good jam. You need only time
and a watchful eye.

Novices should start with raspberries,
which are naturally high in pectin, a
starchy gelling agent that helps the jam set.
(Later you can progress to marmalade,
quince jelly and chutney.) Purists use a 1:1
ratio of sugar and fruit, but deviation is
permissible. Warm the mixture on a low
heat until the sugar is dis-
solved, then bring it to a rolling
boil. Drop a dollop onto a
chilled dish, leave it for about a
minute and push a finger
through. If it crinkles, the jam
is ready to be decanted into
jars. These can be sterilised in
boiling water, the oven, even
the dishwasher.

Whisking the gloop from
the heat at precisely the right
moment is vital, lest it solidify
into a rigid blob. If this hap-
pens, you will be tempted to
throw the pan out with the jam,
and chuckin the towel for good
measure. Don’t. Embrace the
sweltering, syrupy heat of the
summertime kitchen, and start again. It
will be messy—transferring molten liquid
from a bubbling cauldron into a jar takes
deftness and patience. When you succeed,
and wipe your brow in relief, you will leave
awarm sticky smear across your forehead.

All this requires resilience; but then,
that is what the stuff itself embodies. Dur-
ing the second world war the Women'’s In-
stitute in Britain preserved 5,000 tonnes of
fruit to help sustain the hungry popula-
tion. Jam is also a form of reassurance—
those dusty jars kept at the back of a cup-
board, just in case, are a silent comfort.
Above all, it is an expression of dogged op-
timism, since preserves reflect a tacit in-
tention to hang around long enough to
reap the benefits. As Joanne Harris, a nov-
elist, has putit, jam betokens “seasons that
turn in the same place, in the same way,
year after year, with sweet familiarity”. B
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Economic data

| Gross domestic product | Consumer prices |Unemployment |Current-account |Budget Interest rates | Currency units

% change on year ago 9% change on yearago |rate balance balance 10-yr gov't bonds  change on per $ % change

latest quarter* 2020t latest 20207 | % % of GDP, 20201 % of GDP, 20201 latest,% year ago, bp Jun 10th on year ago
United States 03 a1 -50 -3.8 0.1 May 0.6 133 May -1.9 -14.0 0.8 -140 -
China -68 Q1 -338 1.0 24 May 40 3.7 Qi 0.8 -6.0 25 -56.0 7.07 -20
Japan -1.7 . -22 5.2 0.1 Apr -0.1 26 Apr 34 -6.9 nil -8.0 107 1.2
Britain -16 a1 77 -8.7 0.8 Apr 1.0 39 Frebtt -2.1 -14.1 0.4 -49.0 0.78 .3}
Canada -09 Q1 -82 -5.1 -0.2 Apr 0.5 13.7 May -3.4 -9.3 0.6 -95.0 1.34 -0.8
Euro area BNl Q1 -13.6 -8.0 0.1 May 04 7.3 Apr 1.8 -8.2 -03 -12.0 0.88 nil
Austria 229 a1 -116 -6.4 1.5 Apr 06 48 Apr 0.1 6.3 -0.1 -14.0 0.88 nil
Belgium -25 Q1 -136 -79 0.5 May 0.5 56 Apr -1.5 -7.7 0.1 -11.0 0.88 nil
France -50 Q1 -19.7 -8.8 0.2 May 0.4 8.7 Apr -0.8 -9.9 nil -14.0 0.88 nil
Germany -23 Q1 -86 -5.8 06 May 0.8 35 Apr 54 -6.1 -03 -12.0 0.88 nil
Greece -12 a1 -62 -7.0 -1.1 May -04 16.1 Feb 3.0 -6.1 1.4 -146 0.88 nil
Italy -54 Q1 -196 -10.8 -0.1 May -0.2 6.3 Apr 16 -12.0 15 -85.0 0.88 nil
Netherlands -05 Q1 -6.7 -6.0 12 May 09 3.8 Mar 40 -54 -0.2 -12.0 0.88 nil
Spain -41 Q1 -194 -11.0 -09 May -0.3 14.8 Apr 2.2 -10.0 0.5 -3.0 0.88 nil
Czech Republic  -1.7 a1 -12.7 17 29 May 26 23 Aprt -1.0 -5.6 09 -73.0 234 33
Denmark -04 Q1 -80 -4.5 nil - May 0.4 54 Apr 53 -6.0 -0.2 -20 6.57 0.5
Norway 1.1 Q1 -60 -55 1.3 May 0.2 3.6 MarH 1.6 -09 0.7 -74.0 9.37 =17
Poland 17 a1 -16 -35 29 May 30 58 Apf -1.4 -52 14 -109 393 -4.1
Russia 16 Qi na 52 3.0 May 42 5.8 Aprs 0.2 -4.2 5.8 -192 68.9 -6.1
Sweden 04 a1 0.5 -5.1 -04  Apr 05 8.2 Aprs 12 -4.4 0.1 30 9.25 1.8
Switzerland -13 Q1 -10.0 -6.0 -1.3  May -1.0 34 May 7.1 -6.3 -03 16.0 0.95 42
Turkey 45 a1 na -59 114 May 11.2 132 Mar$ -2.1 -6.3 11.8 -708 6.80 -15.2
Australia 14 Q1 -12 -42 22 Q1 1.6 6.2 Apr -2.5 -6.8 1.0 -45.0 1.43 0.7
Hong Kong -89 Q1 -19.6 -3.3 1.8 Apr 12 52 Apr# 2.1 -53 0.6 -111 7.75 12
India 31 12 -5.8 58 Mar 34 235 May -0.4 -14 58 =131l 75.6 -79
Indonesia 3.0 Qi na 1.0 2.2 May 13 50 qif -14 -6.5 73 -46.0 13,980 19
Malaysia 0.7 Qi na 5.1 =29 Apr nil 39 Mar 3.0 -6.8 3.1 -60.0 425 -2.1
Pakistan 05 2020~ na -1.6 82 May 74 58 2018 -1.6 -10.2 g5 Tt -565 165 -8.7
Philippines -02 Q1 -189 =13 2.1 May 1.6 17.7 Q28 1.1 -16 33 -176 49.8 45
Singapore -07 Q1 -47 -6.0 -0.7 Apr 04 24 Qi 193 -15 10 -107 1.39 -14
South Korea 14 Q1 -50 -2.1 -0.3 May 0.5 45 Mays 40 -4.7 14 -26.0 1,191 -0.5
Taiwan 16 Q1 -36 -20 -1.2 May -0.8 471 Apr 11.9 -5.1 0.5 -19.0 29.7 59
_Thailand -18 Q1 -85 -5.3 -3.4 May 0.2 1.0 Mard 34 -6.5 12 -71.0 31.2 0.6
Argentina -1.1 4 -39 -9.0 456 Aprt 452 89 a4 -03 -6.1 na -464 69.3 -350
Brazil -03 Q1 60 -7.5 1.9 May 25 126 AprsH -2.5 -16.3 22 -408 490 -20.8
Chile 04 a1 127 -4.8 2.8 May 32 9.0 AprsH -4.5 -11.0 2.8 -96.0 768 -9.3
Colombia 04 Q1 92 =77 29 May 19 19.8 Aprs -52 -7.1 5.7 -45.0 3,684 -11.6
Mexico 14 Q1 49 92 2.8 May 26 33 Mar 2.7 -4.6 6.1 -168 220 -12.8
Peru -34 Q1 -195 -9.2 1.8 May 1.7 7.6 Mars -2.2 -13.2 39 -105 3.44 -3.2
Egypt 56 o na 0.9 48 May 6.8 7.7 Qs -4.0 -11.0 na nil 16.2 34
Israel 04 a1 -7 32 -06 Apr -1.1 3.3 Apr 23 -115 0.8 -83.0 344 4.1
Saudi Arabia 03 2019 na -5.2 13 Apr 12 57 -6.4 -11.2 na nil 3.75 nil
South Africa -05  -14 -7.0 41 Mar 3.6 29.1 Q4 -2.6 -12.4 9.1 70.0 16.6 -11.0

Source: Haver Analytics. *% change on previous quarter, annual rate. tThe Economist Intelligence Unit estimate/forecast. $Not seasonally adjusted. *New series. **Year ending June. fLatest 3 months. #¥3-month moving
average. $85-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 Jun 10th week 2019 Jun 10th week 2019 2015=100 Jun2nd  Jun9th* month year
United States S&P 500 3,190.1 22 -13 Pakistan KSE 35,065.1 19 -139 Dollar Index

United States NAScomp 10,0204 35 1.7 Singapore STI 2,800.6 37 -13.1 All ltems 109.2 111.0 50 -40
China Shanghai Comp 2,943.8 0.7 -35 South Korea KOSPI 2,195.7 23 -0.1 Food 928 928 219 34
China Shenzhen Comp 1,8749 15 8.8 Taiwan TWI 11,720.2 35 -2.3 Industrials

Japan Nikkei 225 23,125.0 23 -22 Thailand SET 1,418.8 32 -10.2 All 1245 127.9 103 43
Japan Topix 1,624.7 16 -5.6 Argentina MERV 46,476.1 6.0 1.5 Non-food agriculturals ~ 88.4 90.0 44 -13.1
Britain FTSE 100 6,329.1 -0.8 -16.1 Brazil BVSP 94,686.0 1.8 -18.1 Metals 1352 13922 115 25
Canada S&P TSX 15,701.3 0.8 -8.0 Mexico IPC 38,266.2 -0.1 -12.1 S b

Euro area EURO STOXX50  3,293.7 0.7 -12.1 Egypt EGX 30 10,933.6 49 -21.7 All iterme 1327 1331 18 40
France CAC 40 5,053.4 0.6 -15.5 Israel TA-125 1,439.3 23 -11.0 i i ) :
Germany DAX* 12,530.2 0.3 -54 Saudi Arabia Tadawul 7,328.1 1.5 -126 Euro Index

Italy FTSE/MIB 19,758.0 06 -15.9 South Africa JSE AS 53,6726 0.1 -6.0 Allitems 1083 1084 06 -43
Netherlands AEX 5593 -0.4 -75 World, dev'd MSCI 2,267.4 20 -39 Gold i
Spain IBEX 35 7,663.9 0.5 -19.7 Emerging markets MSCI 1,012.5 25 9.2 $ peroz 17396 1,7187 06 206
Poland WIG 51,4869 35 -11.0 Brent

Russia RTS, $ terms 1,277.6 -19 -17.5

Switzerland SMI 10,147.2 -0.4 -4.4 US corporate bonds, spread over Treasuries $ per barrel S e S o
Turkey BIST 109,778.9 0.6 -4.1 Dec 31st Sources: Bloomberg; CME Group; Cotlook; Datastream from Refinitiv;
Australia All Ord. 6,269.3 34 -78 Basis points latest 2019 Fastmarkets; FT; ICCO; ICO; 1S0; Live Rice Index; LME; NZ Wool
Hong Kong Hang Seng 25,049.7 30 111 Investment grade 200 141 Services; Thompson Lloyd & Ewart; Urner Barry; WSJ. *Provisional.
India BSE 34,2471 0.4 -17.0 High-yield 643 449

Indonesia IDX 4,920.7 04 219 Sources: Datastream from Refinitiv; Standard & Poor's Global Fixed For more countries and additional data, visit

Malaysia KLSE 1,5753 24} -0.8 Income Research. *Total return index. Economist.com/indicators
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-> Data scientists have reconstructed supply chains for Brazilian beef and soyabeans in deforested areas

B_razil, land associated with deforestation for beef exports, 2017, hectares per 100,000, by municipality
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Brazil, beef exports at risk of coming
from deforested areast, market share

2017, % Pantanal
By company By destination
JBS 36 Middle East
and Africa 36
Minerva 17 China 34
Marfrig 15
Russia 15
EU 4
Other 32 Other 11

The roots of
the problem

A study names firms that buy products
from areas with heavy deforestation

NE OF THE factors slowing progress
Oagainst climate change is a lack of cor-
porate accountability. In the Amazon rain-
forest, which absorbs 3% of global carbon
emissions, a France-size swathe of foliage
has vanished since1970. Nearly all defores-
tation in Brazil today is illegal. But we do
not know which firms use suppliers that
operate on illegally cleared land (see Amer-
icas section). Even beef exporters are in the
dark: they mostly record where their cattle
were fattened, not where they were reared.

Fortunately, plausible deniability is be-
coming harder to sustain. Trase, a research
organisation, has analysed Brazil’s supply
chains, stretching from newly cleared land
in the Amazon and cerrado (a leafy savan-
nah) to ports overseas. In a forthcoming re-
port, conducted with 1cvand Imaflora, two
Brazilian institutes, Trase finds that the
bulk of soyabean exports from one state
ravaged by illegal deforestation ends up in

Mato Grosso

.

\{ Mato Grosso state
straddles three large
ecosystems: the Amazon
rainforest, cerrado savannah
and Pantanal wetlands

Mato Grosso, land illegally deforested by unlicensed
soyabean farms, 2012-17, hectares per 100,000
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- Trase cannot link
exporters directly to illegal
farms. Instead, it estimates
how many soyabeans these
firms bought overall from
each municipality

deforestation is
concentrated in
15 municipalities

Mato Grosso, soya bought from the 15 municipalities
with the most illegal deforestation, market share
2018, %

By company By destination
. Bunge 22 China 61
| Amaggi 18
Cargill 17
EU 14
| Brazil 5
Other 43 Other 20

Sources: Trase; Global Canopy; Stockholm Environment Institute; ICV; Imaflora TEither from direct or indirect suppliers

the hands of a few big companies, some of
which trade on Western stockmarkets.

Trase scours satellite images to spot ar-
eas cleared for cattle or soyabeans. It can-
not prove ties between specific exporters
and farms. But it does produce regional es-
timates, using sites of slaughterhouses and
soya processors, customs records and data
on commodity flows between states.

For each of Brazil’s 5,570 municipalities,
Trase estimates the share of local output
bought by each company. It then allocates
tree-clearing proportionally, so a firm that
buys 20% of a municipality’s soya gets 20%
of the area’s soya-based deforestation risk
(the risk that farming occurs on deforested
land). Such estimates may seem unfair, if
they saddle scrupulous firms with risk that
belongs to irresponsible competitors. Ex-
porters say they are committed to transpa-
rency, and do publish reports on suppliers.
But Trase reckons these data are not de-
tailed enough to assess firms’ behaviour.

Trase’s new study focuses on soya from
Mato Grosso, a state spanning the Amazon
and cerrado that lists which farms have li-
cences to clear land. This lets researchers
separate legal and illegal deforestation.
The study shows that 95% of tree-clearing
on soya farms in the state in 2012-17 was il-
legal. Many recently razed areas have yet to

be used for planting, but may be in future.
Among the1s5 municipalities in the state
with the most illegally deforested land,
Trase estimates that nearly 60% of their to-
tal harvest was bought either by Amaggi, a
private Brazilian firm, or by the American
agribusiness giants Bunge and Cargill.
Those companies all say that they adhere to
a ban on soya-based deforestation in the
Amazon from 2008, and that they do not
buy from illegally cleared areas. Trase’s
data do not show otherwise. But avoiding
the fruits of illegal deforestation in these
places must require meticulous discipline.
In Brazil, beef causes six times more de-
forestation than soya does. Trase has also
studied the 20% of beef output that is ex-
ported (though it does not have data about
legality). JBS, Minerva and Marfrig, Brazil-
ian firms that Trase says combine for two-
thirds of exporters’ deforestation risk, all
say their direct suppliers avoid deforested
land. Trase’s figures do not refute this.
However, these companies acquire a
majority of their beef from firms that do
not rear all of their cattle themselves. And
these suppliers’ own suppliers are much
harder to monitor. If exporters wish to
prove they act responsibly from farm to
fork, they will need to obtain and share
data about their chains’ missing links. W
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Shout loud, save lives

Larry Kramer, prophet of the AIDS epidemic, died on
May 27th, aged 84

UDDENLY, his face could change. From seeming calm, the

brown eyes benevolent and almost shy, it twisted into a furious
grimace. Out of the grimace came one scream: “PLAGUE!”

That stopped their stupidity, as the volunteers he had organ-
ised squabbled with each other. That focused minds. And he had
plenty to yell about. The A1Ds epidemic that had struck America in
1981 was being largely ignored, while thousands of gay men died.
The right-wing Reagan government would not touch a “gay dis-
ease”. Medical research was unfunded and half-hearted. Yet mil-
lions of people, notonly gays, were at risk. It was pressure from the
organisations he founded, especially ACT UP in 1987, that caused
HIV/AIDS to be treated like the emergency it was. Research was
speeded up exponentially, and government took notice. The ruck-
us he caused made many people loathe him. But it saved lives.

The disaster of the 1980s was both general and personal. Too
many of his friends in Greenwich Village were dead, or dying. They
were tired all the time, with swollen lymph glands. They would
wake up in swimming pools of sweat. The death-sign was the pur-
ple lesions of Kaposi’s sarcoma on their feet or on their faces. No
one knew what caused this: promiscuity, poppers, back rooms, the
baths, anal sex, semen, shit, saliva, sweat, blood, voodoo, drugs...
They were all in the dark. The only clear thing was that their lives
were killing them. All it seemed to take was one wrong fuck. No
one knew how to treat it, either: chemotherapy, interferons, ex-
perimentals, were all useless. He was as scared as anyone. He ex-
pected, hoped, to be saved. But it seemed that gay men were being
left to save themselves. He had to rally them.

In March 1983, in an article in the New York Native, a gay paper,
he laid out the numbers as they were then. Already there were 1,112
cases of this new disease, and 418 deaths. In one month, mid-Janu-
ary to mid-February, 73 deaths. Some 86% of serious cases died
within three years. And 72.4% of all such cases were in gay or bi-

sexual men. “If this article doesn’t scare the shit out of you,” he
cried, “we’re in real trouble. If this article doesn’t rouse you to an-
ger, fury, rage, and action, gay men have no future on this earth.”

Many called this fearmongering. He thought it long past time.
This community of gays, these people he so loved, were leaderless.
They also had no one to represent them in the corridors of power.
He would speak for them, and be their Moses. In1981 he had started
the Gay Men’s Health Crisis to draw attention to the plague. It was
successful in some ways, but too mild for him. Instead of cam-
paigning it became a band of carers, who bought shopping for the
sick and walked their dogs. He was the only screamer. Certainly he
too could be calm, and kind, even sweet, but this was war: rather
than Moses now, he had to be Cassandra. After two years he left,
prepared to be a loner if that was what it took. He had earned
enough, as a film-production executive in the 1960s and 1970s
(“Lawrence of Arabia”, “Women in Love”), to devote himself to ag-
itation. His firstact was his article in the New York Native.

Within a few years he had founded AcT UP to do what was need-
ed: study, plan, protest and cause mayhem. Hundreds joined it,
many of them sick already. Members disrupted mass at St Patrick’s
cathedral and scattered the ashes of AIDs victims on the White
House lawn. They invaded the New York Stock Exchange to urge
traders to sell Burroughs-Wellcome shares because the pharma
company was over-pricing AzT, the first drug to offer hope. They
shut down the Food and Drug Administration’s offices because it
approved new drugs too slowly. ACT UP combined drama with tar-
geted research; it was militant and infuriating, but it probed in the
right places. He led the way. In 1988 his open letter in the San Fran-
cisco Examiner to Anthony Fauci, director of the National Institute
of Allergy and Infectious Diseases, calling him a murderer and a
liar, set Dr Fauci thinking. After that, research picked up. By 1996,
good progress then, an effective treatment appeared.

Foot-dragging health institutes and greedy pharma companies
were not all he had to challenge. A large swathe of the gay commu-
nity still refused to believe that their way of life encouraged the vi-
rus. Yet even before A1DS struck, he had been excoriating the world
he belonged to. The culture of Proust, Tchaikovsky, Plato and Mi-
chelangelo, so creative and extraordinary, had become mindlessly
physical. The welcome sexual liberation of the 1960s had gone too
far. He caught the wave not long after he left Yale, completed his
army service and hit New York: the relentless cruising, the bath-
house trysts, the party-orgies on Fire Island, parades of gorgeous
gym-buffed bodies, pressure to perform and perform, as if his
whole identity lay only in his cock. He satirised that world merci-
lessly in “Faggots” in1978, a riot of buttocks and erections in which
he, as middle-aged Fred Lemish, was astounded, horny, and lost.

So much unguarded sex had now been proved to make men
sick. As important, it also made love impossible. Frenzied brief
couplings did not bring the stability and mutual affection he had
always longed for. He found these eventually in David Webster,
whom he had first met in the late 1970s and married, when at last
he could, in 2013. “The normal heart”, as W.H. Auden wrote, “crav-
es...to be loved alone”. His own play about his A1Ds struggles, “The
Normal Heart” of 1985, included those words. He hoped the play
would make people think, and read the flyer he handed out to
everyone as they left the theatre. He hoped it would make them cry.

His campaigns never ended. After all, HIV/AIDS was still ram-
pant in the world, and its treatment still hampered by ignorance.
Many gays still resisted his argument for monogamy, and were
outraged by his accusations. So, by his own lights, he had failed. A
good leader should not make so many enemies.

One enemy, though, he had evaded. He did not catch A1DS him-
self. He had H1v, contracted, he thought, from an encounter in
1980, but it never developed further. He was lucky; though frail, he
could keep going. To ward off infections, he wore large turquoise
rings and several turquoise bracelets. But the really effective way to
keep plagues off, he had learned, was just to stand up and yell. B
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