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For our latest coverage of the
virus and its consequences
please visit economist.com/
coronavirus or download the
Economist app.

The world this week Politics

Joe Biden named Kamala
Harris, a senator from Califor-
nia, as his running-mate. The
daughter of a Jamaican-Ameri-
can economist and an Indian-
American cancer researcher,
she is the first black woman or
Asian-American on a major-
party presidential ticket.
Democrats largely praised her
as a safe, charismatic choice,
though some queried her
respect for civil liberties, not-
ing her record as a tough-on-
crime prosecutor. 

The director of America’s
counter-intelligence service
warned that Russia was using a
“range of measures” to under-
mine Mr Biden’s campaign,
primarily because of his sup-
port for Ukraine.

Chicago endured a night of
looting, after police officers
shot and injured a black man
who they said was firing a gun
at them. Bridges were raised to
stop looters roaming. 

Seattle’s council voted to slash
the police budget and refocus
the city’s force on “public
safety”. The police chief,
Carmen Best, said she would
resign, decrying an “over-
arching lack of respect” for her
officers. She was the first black
woman to hold the job. 

The Milne ice shelf, the last one
that was intact in the Canadi-
an Arctic, split apart during a
heatwave. The breakaway piece
made up 40% of the ice shelf’s
surface area.

Protests by allies of Bolivia’s
former president, Evo Morales,
over the postponement of an
election due to covid-19, have
blocked roads and exacerbated
shortages of oxygen. The inter-
im government, led by Jeanine

Áñez, a conservative, says 30
people have died as a result. A
new election, in which Ms
Áñez is running and Mr
Morales is not, is scheduled for
October 18th.

Mexican prosecutors began a
corruption investigation into a
former president, Enrique
Peña Nieto. They are looking
into claims that before he
became president Mr Peña
used bribes from Odebrecht, a
Brazilian construction firm, to
help finance the election cam-
paign in 2012, and that during
his presidency he paid legisla-
tors to vote for a big energy
reform.

Alexander Lukashenko
claimed a sixth election victory
in Belarus, with 80% of the
vote. Huge crowds protested,
saying the count was rigged
and the real victor was Svetlana
Tikhanovskaya, an ex-teacher.
Police arrested and beat thou-
sands. Ms Tikhanovskaya, who
had promised to free political
prisoners and hold a fair elec-
tion, fled the country after a
long involuntary interview
with the security services. Her
supporters assume she was
threatened. Her husband, who
was barred from standing,
remains in jail.

Tanzania banned the broad-
casting of news produced by
foreign media without the
government’s permission.
Local journalists working for
foreign media or with foreign
correspondents must now be
accompanied by an official
minder, as in North Korea.

Rebels in northern Mozam-
bique captured the port city of
Mocímboa da Praia, killing
dozens of soldiers and sinking
a navy patrol boat. The jihadist
insurgency threatens the
development of offshore gas-
fields, Africa’s biggest energy
project.

The government of Lebanon
resigned in the wake of a dev-
astating explosion in Beirut.
The outgoing prime minister,
Hassan Diab, blamed a “system
of corruption” for bankrupting
the country and crippling basic

services. Tens of thousands of
people protested. World lead-
ers and international organisa-
tions pledged nearly $300m to
help those affected by the blast.

America imposed sanctions on
11 Chinese officials, including
Hong Kong’s leader Carrie
Lam, for their role in suppress-
ing dissent in the territory. In
retaliation, China announced
sanctions against 11 Americans,
including lawmakers. Hong
Kong police arrested Jimmy
Lai, a newspaper tycoon,
alleging that he “colluded”
with a foreign power. Mr Lai,
the owner of Apple Daily, has
often suggested that America
should support democracy in
Hong Kong. 

China eased sweeping re-
strictions on entry to the coun-
try by foreigners, which it
imposed in March in response
to covid-19. Citizens of 36
countries, including Britain,
France and Germany, who
already hold a Chinese resi-
dence permit will be allowed to
apply for visas. They will still
have to be tested and endure 14
days of quarantine. 

Alex Azar, America’s secretary
of health, became the highest-
ranking American official to
visit Taiwan since America
established formal diplomatic
relations with China in 1979,
and ended them with Taiwan. 

Mahathir Mohamad, a two-
time prime minister of Malay-
sia who was ousted from pow-
er earlier this year after a rift
within his coalition, founded a
new political party that says it
will champion ethnic Malays
and fight corruption. Dr Ma-
hathir, who is 95, says his
previous party, Bersatu, which
is now led by the incumbent
prime minister, Muhyiddin
Yassin, has been hijacked by
defenders of kleptocracy.

After a special consultative
congress gave the go-ahead,
the Afghan government said it
would release a further 400
Taliban prisoners, in addition
to the 4,600 it has recently
freed. The decision paves the
way for a peace conference.

Coronavirus briefs

The number of cases in the
United States passed 5m.
Brazil reached over 100,000
deaths in total. 

New Zealand investigated the
possibility that its first
infections for 102 days had
come from freight. The people
involved had not travelled.
Auckland was locked down. 

Masks became compulsory
outdoors in Paris and Brussels.

Russia said that it had ap-
proved a vaccine against the
coronavirus. Scientists else-
where had doubts. The drug,
named Sputnik V, appears
simply to have skipped all but
the first stages of testing for
safety and efficacy.

The estimated death toll in
England was reduced by 5,377,
or 12%. A review found that
anyone who had died follow-
ing a positive test was being
included in the tally, regardless
of how, or when, they died. 

Weekly confirmed cases by area, ’000

To 6am GMT Aug 13th 2020

Confirmed deaths*
 Per 100k Total This week

Belgium 85 9,900 41
Britain† 69 46,706 390
Peru 65 21,501 1,273
Spain 61 28,579 82
Italy 58 35,225 44
Sweden 57 5,774 17
Chile 53 10,205 413
United States 50 165,717 7,122
Brazil 49 104,201 6,945
France 46 30,247 75

Sources: Johns Hopkins University CSSE;
UN; The Economist    

*Definitions differ by country
†Excludes August revision
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Britain’s economy plunged
into recession in the second
quarter, as gdp contracted by a
record 20.4% compared with
the previous three months. In
the first half of 2020 the British
economy was hit twice as hard
as America’s and fared worse
than Germany, Italy and
France. There was a sliver of
positive news—growth picked
up again in June. That will be of
little comfort to those facing
the end of furlough. Figures
also showed a huge drop in the
number of people in employ-
ment, and redundancies are at
a seven-year high. The govern-
ment’s job-retention scheme
will soon start to wind down,
though millions still depend
on it (see chart).

Come dine with me
The hospitality industry in
Britain has been missing all
those absent workers. A gov-
ernment scheme to help the
industry by subsidising meals
in restaurants, pubs and cafés
during August was used by
10.5m diners in its first week.
Each customer gets up to £10
($13) deducted from his meal
on Mondays to Wednesdays;
the restaurant claims the
money back from the Treasury. 

America’s unemployment
rate fell again in July, to 10.2%.
Employers created 1.8m jobs,
fewer than the 4.8m that were
added to the payrolls in June,
when lockdowns eased. 

With Democrats and Repub-
licans at loggerheads over a
new stimulus package,
Donald Trump issued an exec-
utive order that, among other
things, would reinstate the
additional unemployment
benefits that ceased in July
(though at $400 a week rather

than $600) and defer the
collection of payroll taxes. The
order’s intent may be to
concentrate minds; the extra
benefits depend on contribu-
tions from cash-strapped
states.

Mr Trump also issued orders
banning ByteDance, the Chi-
nese owner of TikTok, from
America within 45 days and a
similar decree curtailing
American firms from doing
business with WeChat. As with
many of Mr Trump’s dictums,
the legality of the president’s
latest orders is questionable,
though they undoubtedly
create uncertainty for the
companies involved. The share
price of WeChat’s parent com-
pany, Tencent, was hammered
following his pronouncement.

Despite a big drop in quarterly
profit, Saudi Aramco said it
would still pay a shareholder
dividend, most of which goes
to the Saudi government. The
oil company’s net income in
the three months to June 30th
was $6.8bn; in the same quar-
ter last year it made $24.7bn.
Unlike other oil companies,
Aramco has not written down
assets because of lower oil
prices, but it will slash spend-
ing. Occidental cut the value of
its assets this week, and report-
ed a quarterly loss of $8.4bn. 

The $765m loan that the Amer-
ican government said it would
provide to Kodak to produce
generic drugs was put on hold
until allegations of wrong-
doing are resolved. The com-
pany’s share price soared when
the loan was made public, but
the timing of the announce-
ment has led to claims of insid-
er trading that are being inves-
tigated by regulators and
Congress. Kodak is co-operat-
ing with the inquiries; its stock
has plunged by 70% since its
post-announcement peak.

Have a great holistay
Airbnb is reportedly preparing
to file documents for an ipo,
which could take place later
this year. The home-rentals
firm has said that demand is
picking up, especially for
properties that are closer to
home for holiday-makers. 

Tesla announced a five-for-
one split of its stock. From
August 28th each shareholder
will receive four extra shares
for each share they hold, at the
reduced price. With the value
of its stock tripling since the
start of the year, the intention
is to make the shares more
attractive to small investors.
Apple recently split its stock, as
its share price has also rocket-
ed in value. 

Following its biggest-ever loss
earlier this year, SoftBank
swung back to a quarterly
profit, of ¥1.25trn ($12bn),
mostly because the value of its
holdings in tech companies
rose and it sold a large chunk of
its telecoms assets. The Japa-
nese conglomerate is also
considering selling some or all
of Arm, a British chip designer
it bought in 2016 for $32bn. 

Steve Easterbrook, who was
sacked by McDonald’s as chief
executive last November for
having a romance with an
employee, was sued by the
company, which claims he had
three additional sexual rela-
tionships with staff. McDon-
ald’s said that if it had known
about the extent of Mr
Easterbrook’s “inappropriate”
behaviour it would not have
agreed to the compensation
package it paid him. 

Sumner Redstone died, aged
97. The media mogul’s empire
spanned Paramount Pictures,
Viacom and cbs. Feuds among
family and management over
the ownership of his compa-
nies entangled Mr Redstone in
legal proceedings for years,
and his mental competency
was challenged as he got older.
He once said that success is
built on failure, frustration and
sometimes catastrophe. 

Britain
People temporarily away from paid work
m

Source: ONS
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America’s confrontation with China is escalating danger-
ously. In the past week the White House has announced

what may amount to an imminent ban on TikTok and WeChat
(two Chinese apps), imposed sanctions on Hong Kong’s leaders
and sent a cabinet member to Taiwan. This ratcheting up of pres-
sure partly reflects electioneering: being tough on China is a key
strut of President Donald Trump’s campaign. It is partly ideologi-
cal, underscoring the urgency the administration’s hawks attach
to pushing back on all fronts against an increasingly assertive
China. But it also reflects an assumption that has underpinned
the Trump administration’s attitude to China from the begin-
ning of the trade war: that this approach will yield results, be-
cause China’s steroidal state capitalism is weaker than it looks. 

The logic is alluringly simple. Yes, China has delivered
growth, but only by relying on an unsustainable formula of debt,
subsidies, cronyism and intellectual-property theft. Press hard
enough and its economy could buckle, forcing its leaders to
make concessions and, eventually, to liberalise their state-led
system. As the secretary of state, Mike Pompeo, puts it, “Free-
dom-loving nations of the world must induce China to change.”

Simple, but wrong. China’s economy was less harmed by the
tariff war than expected. It has been far more resilient to the co-
vid-19 pandemic—the imf forecasts growth of 1% in 2020 com-
pared with an 8% drop in America. Shenzhen is
the world’s best-performing big stockmarket
this year, not New York. And, as our briefing ex-
plains, China’s leader, Xi Jinping, is reinventing
state capitalism for the 2020s. Forget belching
steel plants and quotas. Mr Xi’s new economic
agenda is to make markets and innovation work
better within tightly defined boundaries and
subject to all-seeing Communist Party surveil-
lance. It isn’t Milton Friedman, but this ruthless mix of autocra-
cy, technology and dynamism could propel growth for years.

Underestimating China’s economy is hardly a new phenome-
non. Since 1995 China’s share of world gdp at market prices has
risen from 2% to 16%, despite waves of Western scepticism. Sil-
icon Valley chiefs dismissed Chinese tech firms as copycats;
Wall Street short-sellers said ghost towns of empty apartments
would bring a banking crash; statisticians worried that the gdp

figures were fiddled and speculators warned that capital flight
would cause a currency crisis. China has defied the sceptics be-
cause its state capitalism has adapted, changing shape. Twenty
years ago, for example, the emphasis was on trade, but now ex-
ports account for only 17% of gdp. In the 2010s officials gave tech
firms such as Alibaba and Tencent just enough space to grow into
giants and, in Tencent’s case, to create a messaging app, WeChat,
that is also an instrument of party control (see China section).

Now the next phase of Chinese state capitalism is under
way—call it Xinomics. Since he took power in 2012 Mr Xi’s politi-
cal goal has been to tighten the party’s grip and crush dissent at
home and abroad. His economic agenda is designed to increase
order and resilience against threats. For good reason. Public and
private debt has soared since 2008 to almost 300% of gdp. Busi-
ness is bifurcated between stodgy state firms and a Wild West

private sector that is innovative but faces predatory officials and
murky rules. As protectionism spreads, Chinese firms risk being
locked out of markets and denied access to Western technology.

Xinomics has three elements. First, tight control over the eco-
nomic cycle and the debt machine. The days of supersized fiscal
and lending binges are over. Banks have been forced to recognise
off-balance-sheet activity and build up buffers. More lending is
taking place through a cleaned-up bond market. Unlike its reac-
tion to the financial crisis of 2008-09, the government’s re-
sponse to covid-19 has been restrained, with a stimulus worth
about 5% of gdp, less than half the size of America’s.

The second strand is a more efficient administrative state,
whose rules apply uniformly across the economy. Even as Mr Xi
has used party-imposed law to sow fear in Hong Kong, he has
constructed a commercial legal system in the mainland that is
far more responsive to businesses. Bankruptcies and patent law-
suits, once rare, have risen fivefold since he took office in 2012.
Red tape has been trimmed: it now takes nine days to set up a
company. More predictable rules should allow markets to work
more smoothly, boosting the economy’s productivity.

The final element is to blur the boundary between state and
private firms. State-run companies are being compelled to boost
their financial returns and draw in private investors. Meanwhile

the state is exerting strategic control over priv-
ate firms, through party cells within them. A
credit blacklisting system penalises firms that
misbehave. Instead of indiscriminate industrial
policy, such as the “Made in China 2025” cam-
paign launched in 2015, Mr Xi is shifting to a
sharp focus on supply-chain choke-points
where China is either vulnerable to foreign coer-
cion or where it can exert influence abroad. That

means building up self-sufficiency in key technologies, includ-
ing semiconductors and batteries.

Xinomics has performed well in the short term. The build-up
of debt had slowed before covid-19 struck and the twin shocks of
the trade war and the pandemic have not led to a financial crisis.
State-run firms’ productivity is creeping up and foreign inves-
tors are pouring cash into a new generation of Chinese tech
firms. The real test, however, will come over time. China hopes
that its new techno-centric form of central planning can sustain
innovation, but history suggests that diffuse decision-making,
open borders and free speech are the magic ingredients. 

One thing is clear: the hope for confrontation followed by ca-
pitulation is misguided. America and its allies must prepare for a
far longer contest between open societies and China’s state capi-
talism. Containment won’t work: unlike the Soviet Union, Chi-
na’s huge economy is sophisticated and integrated with the rest
of the world. Instead the West needs to build up its diplomatic
capacity (see International section) and create new, stable rules
that allow co-operation with China in some areas, such as fight-
ing climate change and pandemics, and commerce to continue
alongside stronger protections for human rights and national
security. The strength of China’s $14trn state-capitalist economy
cannot be wished away. Time to shed that illusion. 7

Xi’s new economy

China’s strongman leader is shaping a new form of state capitalism. Don’t underestimate it
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In a country in the heart of Europe grisly acts were being com-
mitted this week, with the approval of Russia and China, the

mildest of European protests and near-silence from America. An
election was rigged; the challenger was forced to leave the coun-
try; protesters are being beaten and jailed. The perpetrator is
Alexander Lukashenko, a 65-year-old dictator who has ruled the
former Soviet republic of Belarus for most of its 30 years of inde-
pendence. With luck, though, he may have overreached.

After a presidential election on August 9th the authorities
proclaimed that Mr Lukashenko had won 80% of the vote. But the
process was rigged from the start (see Europe section). Opposi-
tion candidates had been jailed or had gone into exile; most in-
dependent observers were barred and “preliminary” voting was
extended to allow more time for ballot-stuffing.
Mr Lukashenko has done all this before and got
away with it, largely because he retained
enough support to claim a degree of legitimacy.

This time, however, he appears to have lost
most of the population, thanks partly to his ex-
traordinary incompetence in dealing with co-
vid-19. They queued up to vote for Svetlana Ti-
khanovskaya, a 37-year-old former teacher who
became an accidental candidate after her popular vlogger hus-
band was jailed to prevent him from running. She made only two
big promises: to release all political prisoners and to hold a
proper election within six months. The authorities said she had
won only 9.9% of the vote, an impossibility given the vast crowds
she attracted during her rock-star progress around the country
during the campaign. The true result is unknowable, but in a few
polling stations where rigging was prevented by observers she
won about 70%. When Mr Lukashenko was declared the victor,
the largest crowds in independent Belarus’s history came out to
roar their rage and disbelief.

They were met with rubber bullets and stun grenades. Thou-
sands have been arrested. Journalists have been hunted down.

Ms Tikhanovskaya herself was detained inside the central elec-
tion commission where she went to file a complaint, and was ap-
parently coerced to read out a statement renouncing her claim to
power. Her husband is incarcerated and her children are in hid-
ing. Her supporters assume that they were threatened. Ms Tikha-
novskaya was forced to go to Lithuania, explaining that: “Chil-
dren are the most important things in our lives.”

The Western response has been feeble. Ursula von der Leyen,
the president of the European Commission, urged Mr Lukash-
enko to count votes “accurately”. Angela Merkel’s spokesman ex-
pressed “great doubts” about the conduct of the election. Donald
Trump said nothing. Access to the country has been shut down,
so tv pictures are limited. But the main reason for Western ac-

quiescence is that Mr Lukashenko has skilfully
portrayed himself as the guarantor of national
sovereignty. Without a strongman, some fear,
Belarus might be gobbled up by Russia.

This argument is misguided. There is noth-
ing Mr Putin would like more than for Mr Lu-
kashenko to use violence against his own peo-
ple. Not only would this make him more
dependent on the Kremlin, but it would serve as

a warning to Russia’s own protesters. By cutting Mr Lukashenko
some slack, the West makes that more likely. Instead, it should
recognise the election in Belarus for what it was—a sham.

It should demand the release of all political prisoners and the
formation of a transitional government. If Mr Lukashenko re-
fuses, the West should impose sanctions not only on him and
members of his family but also on everyone involved in rigging
the election and abusing protesters. It should warn the heads of
the Belarussian law-enforcement agencies and the armed forces
of their personal responsibility if they carry out the orders of an
illegitimate president. That is the right way to help the people of
Belarus, who are demonstrating and striking against repression,
and so that a phoney election shall not stand. 7

The sham of it

Alexander Lukashenko “wins” a phoney election. So far, the Western response has been feeble

Belarus

Joe biden’s strategy so far has been to stay out of the way as far
as possible. The more the news cycle is filled with President

Donald Trump, covid-19 deaths and economic misery, the better
for Mr Biden’s campaign. So far it has worked: he is nine points
up in our average of polls. Democrats have a shot not just at tak-
ing the presidency and retaining the House but also at capturing
the Senate, which earlier this year had looked out of reach. With
that trifecta comes the power to change America.

But to what end? Mr Biden’s stealth campaign is fine as an ap-
proach to winning the election in November, but it has not re-
vealed much about what sort of president he might be. His choice

of Senator Kamala Harris as his running-mate is different. Be-
cause this is the first big call he has had to make, it says some-
thing about how he would make decisions in the White House. It
also gives an indication of the ideological leanings of a future Bi-
den administration.

The pick reflects well on the former vice-president, who
spent eight years doing the job he has recruited Ms Harris for. Mr
Biden has chosen the person who went at him hardest during the
primary debates; he has not held a grudge. And he has picked
someone who, for all her mould-breaking qualities as the first
African-American woman and the first Asian-American on a 

What Kamala says about Joe

Joe Biden’s choice of running-mate reflects well on him

American politics
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2 presidential ticket (her parents are from Jamaica and from In-
dia), has come up through the conventional route to high office.
Ms Harris has been chief prosecutor in San Francisco, state attor-
ney-general in California and is now a us senator (see United
States section). Mr Biden promises a return to competent go-
verning. His running-mate’s cv reinforces the pitch.

What does the choice say about what a would-be Biden ad-
ministration might do? Like Mr Biden, she comes from the
Democratic Party’s centre. That means pursuing progress on cli-
mate change, health care and the relationship between business
and the state through incremental change rath-
er than cheerleading for a revolution.

Her main drawback, for both libertarians and
progressive Democrats, is her record as a pro-
secutor. California suffers from overcrowded
prisons and a dysfunctional probation system.
Ms Harris did not make either better. She op-
posed the legalisation of cannabis and prose-
cuted non-violent crime aggressively. But if this
becomes a law-and-order election, which is the fight Mr Trump
would like, this record would probably be an advantage. She
would be hard to paint as soft on crime, which matters in a year
that has seen a sharp rise in murders in America’s big cities.

Ms Harris is not particularly ideological, a quality which
could also be an asset in November. The Trump campaign was
hoping for a crazed leftist; the president’s first attack ad has had
to settle for going after “phoney Kamala”. As often with Mr
Trump’s insults, there is an element of truth to the charge. Dur-

ing the Democratic primary Ms Harris seemed willing to abolish
private health insurance when the wind appeared to be blowing
that way. Then, when the scheme began to look like a gift to Mr
Trump’s re-election campaign, she ditched it, sort of, in favour of
an unworkable, cobbled-together hybrid. This suggests a lack of
fixed ideas. It also suggests a kind of flexibility that can be a use-
ful attribute in Washington dealmaking.

In short, she resembles the old white guy at the top of the tick-
et. Some veep picks try to compensate for the headline candi-
date’s particular weakness—think of Mike Pence’s evangelical

piety and Mr Trump’s Hugh Hefner tendencies.
Ms Harris is more of an amplifier. Like Mr Biden
she has moved with her party, for example on
criminal justice, but without ever straying too
far from where a majority of voters are. She has
accumulated enough experience in executive
positions and as a legislator to provide compe-
tent backup. That may not sound inspiring, but
it would be a contrast to the administration

which the Biden/Harris ticket hopes to replace.
This is all the more important because Ms Harris may one day

inherit or win the presidency herself. Average male life expec-
tancy in America is 76. Mr Biden is 77. If he does triumph in No-
vember, she may be called on to deputise for him while he is in
office. If he loses, she would be first in line next time round. For
all the anxiety about racism in America at the moment, Ms Harris
feels in many ways like a safe, unremarkable choice for vice-
president. That is a sign of progress. 7

Across the developing world vast numbers of people have
lost their jobs or seen their incomes fall. Many are being

forced to sell their meagre belongings to pay for food. Ideally
state handouts would plug the gap in their finances, but in many
countries the public coffers are empty. Often people are too poor
a credit risk, or live too remotely, to get help from banks. Micro-
credit, a form of lending tailored to them, should be part of the
answer, but the industry is flunking one of its biggest tests.

In the 1990s and 2000s microcredit was one
of the next big things in development finance.
In 2006 Bangladesh’s Grameen Bank and its
founder, Muhammad Yunus, won the Nobel
peace prize. The industry’s champions devel-
oped a grand ambition. Letting the poor borrow
and invest, they argued, would unleash their in-
ner entrepreneur and allow them to earn their
way out of poverty. A new model emerged. In-
stead of demanding collateral, which few poor people have, loan
officers judged creditworthiness by assessing expected income.
Lending often went to groups of people, who knew and moni-
tored each other better than banks could. That also saved officers
time and hassle, creating efficiencies that enabled clients to bor-
row small sums at affordable rates.

Today the lending portfolios of microfinance institutions
(mfis) are worth a combined $124bn. But the industry is in trou-

ble. Covid-19 is straining its finances. Repayments, usually done
in cash and in person, have plummeted, yet the banks and inves-
tors which provide the mfis with funds still expect money. A
crunch looms. More than two-thirds of mfis have cut lending,
often by at least half. Nearly one-third do not have enough cash
to meet outflows this quarter. If only this were the industry’s
only problem. Compounding it is a set of deeper, longer-stand-
ing issues that have begun to undermine its reputation for effi-

ciency and probity (see Asia section).
As the industry has grown in size it has also

grown in complexity. From insurance to leasing,
a lengthening suite of services has turned
microcredit into microfinance, adding new
players to the fray. A mishmash of regulators
have struggled to keep up. Patchy regulation and
lots of loopholes have become a serious prob-
lem as the industry’s high repayment rates—

well above 90% on average—have lured for-profit lenders, some
of which demand land titles as collateral, charge extortionate
rates and use heavy-handed tactics to collect payments. From
Congo to Kosovo, scandals have surfaced. 

An expanding body of academic research suggests that mi-
crofinance consistently falls short of its boosters’ admittedly
high expectations. Among the economists who have plucked at
its laurels are last year’s Nobel prizewinners, Abhijit Banerjee 

Credit where it’s due

Lending to the poor will not end poverty, but it is more essential than ever

Microfinance
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2 and Esther Duflo. They and others have found that its effects on
investment, revenue and consumption are small and uncertain.
The result is waning interest in the industry from blue-chip in-
vestors and donors. 

The timing is terrible. People use mfis for a variety of needs,
from buying goods to helping relatives. What matters is less
what the funds are spent on than households’ and firms’ ability
to smooth their income and outgoings over time, which is par-
ticularly important when bad news, or a bad season—or a pan-
demic—strikes. Without microcredit, covid-19 means more peo-
ple in desperate situations will turn to loan sharks and
pawnbrokers, at the risk of falling into debt spirals. 

What to do? In the short term, viable mfis need support. Do-
nors and investors should consider moratoriums, reschedulings
or injecting capital. Nearly half of mfis say they have not had any
discussion with funders yet. Supervisors may need to loosen re-

serve requirements to provide breathing space. Forbearance
with struggling clients should be tolerated, as long as mfis
sketch out a path back to normal for when the pandemic is over.

In the longer term governments need to crack down on preda-
tory lending and make rules more consistent and uniform. That
will prevent vulnerable people from being exploited and also
help restore confidence in legitimate microlending firms. Calib-
rating regulation is not easy, but some obvious measures include
better information-sharing, so mfis know what they are doing
and people can shop around; an obligation to properly assess
borrowers’ ability to repay; transparency on rates and fees; pro-
tection against harassment; and credible grievance mecha-
nisms, advertised in information campaigns. For governments
battling deep recessions microfinance may seem a sideshow. But
all mfis together have 140m customers, so nursing the industry
back to health will give a big bang for the buck. 7

Northern european countries think of themselves as rath-
er superior to southern European ones—economically

healthier, less corrupt and generally better run. Britain, of
course, places itself firmly in the former group. But since the co-
vid-19 crisis exploded, it has found itself running with a different
pack. Its death rate from the disease has been as bad as the worst
that southern Europe has seen, and far worse than those in most
of northern Europe or America. And now gdp figures from the
first half of the year, published on August 12th, show a similar
picture on the economic front: Britain’s economy shrank by 22%,
twice as much as America, worse than Germany and France, and
within Europe better only than Spain. 

Getting the country back on its feet economically will require
deft management. The chancellor of the exchequer, Rishi Sunak,
has shown himself capable of that. His furlough
scheme was a well-designed short-term mea-
sure, and he seems rightly determined to shut it
down in October to allow labour and resources
to shift to where they will be most useful. But
the government also needs longer-term policies
that are focused on boosting growth.

Since Margaret Thatcher turned round a
sluggish, unionised economy by sweeping away
institutional barriers to growth, Tories have tended to follow her
lead, promoting trade, deregulation and flexible labour markets.
But in the past decade Britain’s productivity has grown more
slowly than that of comparable countries. Part of the problem is a
failure to prioritise growth. 

A tension has developed within the Conservative Party, which
has run the country for a decade. Although many politicians un-
derstand the importance of revving up the economy, Tory voters
are ageing, and for many older people the costs of growth loom
larger than the benefits (see Britain section). Many are insulated
against the vagaries of the economy by inflated property prices
and generous pensions. They have less of a stake in the future
than young people and are more averse to the changes—spoiled
views, building work, more immigrants—that go with growth. 

Tory voters’ preferences show up in policies that will hamper
growth and in spending preferences that will not help it. Brexit,
supported by 60% of pensioners but only 27% of under-25s, will
damage the economy. Spending on health, which disproportion-
ately benefits old people, has grown from 6% to 7% of gdp since
2010, when the Tories came to power, while spending on educa-
tion, which matters not just to the young of today but also to the
growth rates of tomorrow, has dropped from 6% to 4% over the
period. The “triple lock”, guaranteeing that state pensions will
rise annually by whichever is the highest of earnings growth, in-
flation or 2.5%, will be especially generous this year and next: if
the government sticks to that promise, pensioners will get a 2.5%
increase this year while earnings decline by 1.5%, and a big rise
next year too, when they are expected to rebound. 

Even when the government does go for
growth-oriented policies, they are held back by
oldsters’ attitudes. The “big bang” planning re-
form it announced on August 6th, for example,
was something of a damp squib. It contained,
among other limitations, a commitment not to
loosen restrictions in the “green belt” that is the
main constraint on development in the south-
east of England. 

With the Brexit transition period due to expire at the end of
the year, pro-growth policies are urgently needed. It is all very
well for the government to aim for “levelling up” the left-behind
regions of the country, especially in the north, but it will under-
mine that effort if it is simultaneously levelling down the coun-
try’s overall economic potential. Boris Johnson’s government
should go for the softest possible post-transition Brexit to allow
trade to continue to flow, a more muscular reform of the plan-
ning system, a new focus on education—especially of the voca-
tional sort—and an end to the triple lock on pensions. 

Before Thatcher put Britain on a new, higher, growth path, the
country appeared to be in long-term decline. Covid, Brexit and a
government that fails to prioritise growth could see it resume
that dismal trajectory. 7

Grey v growth

Boris Johnson needs to recover the spirit of Margaret Thatcher and focus on boosting the economy

Britain’s economy

GDP
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A home from home
Your first-class report on look-
ing after the elderly suggested
that caring for old people in
their own homes is cheaper
and better than caring for them
in care homes (“No place like
home”, July 25th). So far as cost
is concerned, you pointed to a
study that put the saving from
staying at home at $4,500 a
year. But the average for a
group conceals wide variation.
A person requiring trained
nursing 24 hours a day can be
cared for much more cheaply
in a nursing home where, for
example, the cost of a nurse’s
overnight shift can be spread
among several residents.

As for “better”, it is true that
people say they would prefer to
stay in their own homes.
However, that preference is
expressed without actually
experiencing the alternative
situations. Being on your own
when needing care at home
can be a dismal experience. In
nursing homes, as I know from
my own mother’s experience,
staff talk to you and the cheery
clatter as they go about their
business can make for a better
life, as can communal activ-
ities and friendships with
other residents.

The pandemic has indeed
shown that residential care can
be perilous. Many of the people
affected are of an age and state
of health that means they
would die quite shortly even
without the virus. The inevita-
ble risks can be managed by the
proper provision of personal
protective equipment and
scrupulous hygiene. And the
thought of dying at home on
your own from coronavirus,
which has happened to many
old people during this epidem-
ic, doesn’t bear thinking about.
david lipsey

Member of the Royal
Commission on the Long-Term
Care of the Elderly, 1999
Brecon, Powys

Tech wars
“Techtonic plates” (July 11th)
predicted a painful rupture
between China and the United
States over the technology
industry. You are correct but

your timing is off. China initi-
ated the split in 1997 when it
began building the Great Fire
Wall and when it later locked
Google, Yahoo and other Amer-
ican tech companies out.
China continued emphasising
the need for self-sufficiency in
technology in its five-year plan
of 2005. To ensure there would
be no doubt about this it called
for “Made In China 2025” in its
five-year plan of 2015. Mike
Pompeo’s remark about
banning TikTok did not signal
a new split. It only responded
to the great split initiated by
China a long time ago.
clyde prestowitz

President
Economic Strategy Institute
Washington, DC

Huawei has not been prosecut-
ed, let alone convicted, of any
wrongdoing that deserves
banning its business. We
cannot attain a rules-based
international order if the rules
are broken because the defen-
dant is Chinese. In Britain, it is
not even clear what the govern-
ment’s legal basis is to in-
terfere with the normal activ-
ities of a private company. I
imagine the decision to ban
Huawei won’t be challenged in
court by the company, but by
its network customers.
leo liao

London

LBJ and the CRA
Though I wouldn’t want to
belittle Hubert Humphrey’s
fair share of the credit for
America’s groundbreaking
Civil Rights Act, Ed Giera’s
account amounts to topsy-
turvy history (Letters, July
18th). No president but Lyndon
Johnson would have been able
to manoeuvre a civil-rights bill
through a Senate still domin-
ated by southern Democrats.
Having once been the “Master
of the Senate” (the title of
Robert Caro’s seminal biogra-
phy of lbj), Johnson not only
knew all the parliamentary
procedure strategies inside-
out, which opponents of the
legislation attempted to deploy
against its progress, but also
blatantly antagonised his
former mentor, Senator

Richard Russell of Georgia, in
navigating the bill through the
Senate.

Johnson was able to propel
the late John Kennedy’s
comparatively meek push for a
civil-rights act. It would never
have made it onto the statute
book otherwise, with or with-
out the assistance of Hum-
phrey, who was too much of a
firebrand to build the neces-
sary rapport with southerners.
jakob steffen

Wuppertal, Germany

Sing in, loud and proud
As you noted, “choral singing
has been devastated by the
pandemic” (“Voices off”, July
11th). Singing is so important to
our sense of community and to
our mental health that we need
to find a way that we can safely
resume singing without
spreading the virus. As the
choir conductor you quoted
said, “We can innovate”.

How? Well, who says we
have to sing while breathing
out, which is what risks
spreading covid-19? Yes, it will
require some readjustments,
but I have experimented and I
can verify that it is possible to
sing while breathing in. Only
in my falsetto voice so far. If
you’re sceptical about my
proposal, just think of the way
Parisians say oui! while breath-
ing in. Or the involuntary gasps
we make when terrified, while
suddenly breathing in.

I suggest we name this new
form of music “inspirational
singing.”
richard waugaman

Clinical professor of psychiatry
Georgetown University
Washington, DC

Journalism’s moral maze
I find it a curious notion that
some journalists want to aban-
don objectivity in favour of
“moral clarity” (“Invisible
men”, July 18th). This assumes
that most people view the
world in the same way. As you
bite into that beefburger there
is no issue of morality in your
mind. One billion Hindus may
take a decidedly different view.
A woman chooses to flush an
unwanted fetus from her

womb as she exercises her
right to agency over her body.
There are many who would
view this as the moral equiv-
alent of murder. After the
Holocaust, the un established
a Jewish state in Palestine
irrespective of the views of the
indigenous population. And
some Christians celebrate gay
marriage while others view it
as an abomination. 

Moral clarity is simply
shorthand for, “What I believe
is true, proper and correct.
What you believe is false,
flawed and wrong.” That is no
basis for journalism.
guy wroble

Denver

John Stuart Mill championed
the importance of healthy
debate, reminding us that
“conflicting doctrines, instead
of being one true and the other
false, share the truth between
them”. Rather than convincing
people of their arguments,
journalists who indulge in
self-righteous moralising risk
antagonising the other side,
thereby entrenching existing
ideologies. By seeing just half
the story we neuter our ability
to come to a thoughtful,
balanced consensus on
complex, divisive issues.
laurie wastell

London

My father, himself a lifetime
journalist, offered me this old
piece of advice when I entered
the trade in the 1950s: The role
of the journalist is to comfort
the afflicted and afflict the
comfortable. 
david harrison

London

After reading your thoughtful
article a quote came to mind
from Vaclav Havel: “Keep the
company of those who seek the
truth; run from those who have
found it.”
randy sullivan

Atlanta
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Last year Zotye, a carmaker, used it to
tackle weak sales, and Wuliangye, a dis-

tiller, to improve the quality of its baiju; it
helped Zheshang Bank to digitise its opera-
tions and catalysed the development of en-
ergy-saving technologies at China National
Nuclear Power. “Xi Jinping Thought on So-
cialism with Chinese Characteristics for a
New Era” is, on the basis of these compa-
nies’ annual reports, quite the business-
practice panacea. 

The time when private Chinese compa-
nies downplayed their links to the Com-
munist Party is gone. By The Economist’s
count, nearly 400 of the 3,900 companies
listed on stock exchanges in mainland Chi-
na paid homage to the Communist Party
and its leader in their annual reports this
year. References by both state-owned firms
and their private-sector peers to Mr Xi’s
guidance have increased more than 20-fold
since 2017 (see chart 1 on next page). 

The trend reflects China’s new reality.
The Communist Party has greater control
over all aspects of life, and Mr Xi has greater

control over the party. This does not just
mean it is a good idea for companies to but-
ter him up. It means that he is in a position
to reshape the economy within which they
prosper or fail. What is he doing with it?

Nothing good, say critics at home and
abroad. He has brought reforms that liber-
alised the economy to a halt and has
smothered market forces, returning to a
top-heavy state-dominated growth model
which looks distinctly creaky. Private com-
panies have rushed to set up party commit-
tees with an increasing say over strategy.
Their once-swashbuckling bosses have
adopted lower profiles. The title of a recent
book by Nicholas Lardy of the Peterson In-
stitute, an American think-tank, sums up
the worries: “The State Strikes Back”.

Those observations are right. The con-
clusion is misleadingly wrong, encourag-
ing a complacent and dangerous underes-
timate of China’s potential trajectory. Mr Xi
is not simply inflating the state at the ex-
pense of the private sector. Rather, he is
presiding over what he hopes will be the

creation of a more muscular form of state
capitalism. The idea is for state-owned
companies to get more market discipline
and private enterprises to get more party
discipline, the better to achieve China’s
great collective mission. It is a project full
of internal contradictions. But progress is
already evident in some areas.

Mr Xi announced his agenda in 2013,
vowing that China would “let the market
play the decisive role in allocating re-
sources”, while reinforcing “the leading
role of the state-owned sector”. When do-
mestic stocks crashed in 2015 the govern-
ment’s focus shifted to recapitalising its
banks, tightening controls on cross-border
cash transfers and taming the wildest cor-
ners of its financial system. But the party
now thinks it has won this “battle against
financial risks” and is getting Mr Xi’s agen-
da back on track in a new, bolder form. 

Ever more tense relations with America
have persuaded the party that China must
be able to get ahead on its own. At the same
time, China’s success in stalling its corona-
virus epidemic and restarting its economy
has reinforced its belief in what Mr Xi calls
China’s “institutional advantages”—the
idea that, as a strong one-party state, China
can pool its economic and social resources
to meet critical objectives.

Mr Xi’s push can be broken down into
two big segments. The first is to establish
clearer boundaries for the fizz and ferment
of the Chinese marketplace: a stronger le-

Blooming for the glory of the state

S H A N G H A I

Xi Jinping is blending market mechanisms with Communist Party control
to remake the Chinese economy 

Briefing China’s hybrid capitalism
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gal system for businesses; simplified rules
for day-to-day activities; a financial system
better at allocating funds. The second is to
make more adroit use of the government’s
grip on the economy’s main levers: to make
state firms more efficient; and to team
them up with private firms in new indus-
trial-policy initiatives.

Entrepreneurs still have considerable
latitude, so long as they stay in their lane
and move in government-endorsed direc-
tions. And they still have powerful incen-
tives. “To get rich is glorious”, a quip attrib-
uted to Deng Xiaoping that became a
mantra for China in its go-go years, still ap-
plies. But only so long as your pursuit of
riches also benefits the state.

Many foreign executives and diplomats
have little time for the idea that there is real
pro-market reform going on; they talk of
promise fatigue. Repeated pledges to level
the playing field on which Chinese and for-
eign firms meet have amounted to naught.
State firms benefit from reams of subsidies
and preferential rules, often opaque. For-
eign companies have scant presence in key
sectors such as finance and energy. 

You may now go bankrupt
They are all well-founded complaints. But
they ignore the fact that when Mr Xi talks
about market reform, it is order, not fair-
ness, that he is after. He wants to define
more clearly how businesses and people
can work, and within what limits. 

Start with the legal system. It is a tool of
oppression, as its extension into Hong
Kong is making clearer than ever. Mr Xi has
been relentless in targeting anyone stand-
ing up for human rights. Yet he has also
overseen a partial professionalisation of
the judicial system and given courts more
authority on non-political matters. The
economy is simply too complex, and cor-
ruption too prevalent, to rely on local offi-
cials to adjudicate disputes as they used to.

These changes to the courts have coin-
cided with an explosion in cases. Adminis-
trative lawsuits, which typically involve
people suing the government, have more
than doubled since 2012, the year that Mr Xi
became China’s paramount leader (see
chart 2). Bankruptcy filings are up ten-fold.
Last year Chinese courts accepted more
than 480,000 intellectual property cases,
nearly five times as many as they did in
2012, with some going to a new national
court devoted to the area. Foreign plaintiffs
won 89% of all patent infringement cases,
according to Rouse, a consultancy. 

Local officials have until now always
had the option of simply ignoring court
rulings: the head of a medical-services
company complains that he was blamed
for a health scandal in a small inland city
caused by a firm that had stolen his com-
pany’s name and continued to use it three
years after a court ruled against it. It is

partly to patch up such holes that the gov-
ernment is developing its “social credit”
system. The courts can place people on so-
called credit blacklists, in effect recruiting
automated agents of the state to enforce
their judgments. For example, if a court
finds that a debtor owes money, its ruling,
via the blacklist system, can stop them
from buying a plane ticket or getting a loan.
As of the end of 2018, some 290,000 busi-
ness executives were on the blacklist.

It is easy to imagine the system taking a
truly dystopian turn if its reach were to be-
come more all-embracing, with access to
everything in society made conditional on
a history that extends beyond creditwor-
thiness through social-media activity into
political reliability. But many in China sup-
port it for now. “It’s a price that must be
paid to cultivate a healthy business envi-
ronment,” says Yan Yiming, a lawyer who
focuses on corporate malfeasance.

As the law gets more reliable, adminis-
tration gets simpler. The World Bank has
found that the average time taken to start a
business, which was 23 days as recently as
2017, is now just nine days—a little faster
than Japan, a little slower than America.
Construction permits previously took 247
days; now they take 111. Digitisation has
made filing taxes much more straightfor-
ward. When a business issues an invoice a

copy goes directly to the tax authorities. In-
deed, some fear that it is all-too-conve-
nient: back doors in the government-man-
dated software could give hackers access to
a company’s computer network. 

The last major focus of Mr Xi’s market-
orderliness reforms has been the financial
system. For those who think that banking
regulation is dry paperwork, his reasser-
tion of government control over banks,
brokerages and investment firms has been
bracingly hands-on, featuring tactics such
as the abduction of Xiao Jianhua, a once-
mighty financier, from a luxury hotel in
Hong Kong in 2017. Several other tycoons
have also disappeared, only to re-emerge
either chastened or on trial. The message to
bankers has been chilling: fall into line
with the new order, or else.

The reform is not purely ad hominem.
There is real structural change. Between
2008 and 2016, China’s debt-to-gdp ratio
rose by roughly ten percentage points a
year; from 2017 to 2019, the annual increase
averaged just four percentage points. This
year debt will soar as a result of Covid-19.
But officials insist that this is a one-off.
They are already tapering monetary stimu-
lus as growth rebounds.

A taste for Moonshots
The leverage on which the system is based
also looks safer. In the 2010s Chinese banks
threw themselves into the lucrative busi-
ness of repackaging assets into opaque in-
vestment products: from 2010 until the end
of 2017, banks’ claims on other financial in-
stitutions rose 20-fold as they layered cred-
it on top of credit. Over the past two years
new rules have forced banks to retrench.
The shadow-banking sector, a motley uni-
verse of thinly regulated lending and in-
vestment companies, has begun to shrink. 

The bond market, by contrast, has
boomed, going from 50% of gdp in 2012 to
more than 100% today, and amended rules
have made it somewhat easier for compa-
nies to raise capital by issuing shares. In
many ways, China’s financial system
seems ever more reassuringly normal.

In other ways, though, it is what it was.
Banks know that the government almost
always bails out state firms, whereas priv-
ate firms are left to their own devices; they
are adept at contriving not to hear official
calls for them to help small, struggling
firms. Instead they direct most of their
lending to state-owned firms—a rational
choice in a still distorted market. This
points to the other side of Mr Xi’s agenda:
remaking China Inc.

Since January 2019 a small Chinese
rover has been wandering around on the
far side of the Moon, sending back crystal-
clear panoramic images of a realm no other
nation has reached. But for the economy
the image that mattered most was Mr Xi’s
meeting with hundreds of the scientists 

Annual adulation
China, number of companies that cite Xi Jinping
in their annual reports

Sources: Wind; The Economist
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and bureaucrats responsible in the Great
Hall of the People—an event at which he
hailed their success as emblematic of a
“new type of whole-nation system”.

Both China’s boosters and its self-de-
clared victims have long promoted a highly
idealised view of its industrial policy. Man-
darins decide what the country needs and
apply a mixture of cheap capital, well-spec-
ified research priorities, intellectual-prop-
erty theft, protectionism and force majeure
to get it done. 

In truth, Chinese industrial policy has
rarely, if ever, been remotely that coherent.
It has promoted industrialisation of more
or less any type. Cities compete with each
other to attract enterprises. Companies
pile into whatever seems ripe for a boom.
As a detailed study by Carsten Holz of the
Hong Kong University of Science and Tech-
nology has shown, these investment pat-
terns have borne little relationship to stat-
ed industrial policy, which has often been
catching up with the facts on the ground.
Sometimes this pans out. There are fast
trains and safe-looking nuclear power
plants. But decades of official emphasis on
semiconductors and internal-combus-
tion-powered cars have failed to lift China
to the premier league in either. Huge
growth in sectors such as solar power and
shipbuilding was bought with wasteful in-
vestment which produced overcapacity,
huge losses and brutal consolidations. 

Cheap land and capital, excellent infra-
structure, inexpensive labour and, for
years, an undervalued currency allowed
stellar progress regardless of rickety strat-
egy. But times have changed. The popula-
tion is ageing, the debt burden has risen
and the environmental effects of all-indus-
trialisation-is-good-industrialisation have
been recognised. China needs new tools
with which to create new wealth. Mr Xi’s
new type of whole-nation system is in-
tended to make real the focused and foun-
dational industrial policy of myth.

In this respect “Made in China 2025”, a
new industrial strategy announced in 2015,
has proved crucial—though not in the way
originally intended. Covering more or less
all of manufacturing industry, it is any-
thing but focused. “Basically, every depart-
ment in the industry ministry came up
with pet projects. But there was no real ac-
tion strategy,” says Yu Yongding, an econo-
mist involved in developing some of Chi-
na’s five-year plans. However its ambition,
coupled with China’s industrial-policy
mystique and habitual spying, prompted
America to react. And that has provided Mr
Xi with the criteria by which to select its
true priorities. 

What China needs are the things which
America might hurt it by withholding: the
term kabozi jishu, “stranglehold technol-
ogy”, is much in vogue. Rather than target-
ing whole sectors, planners talk of priori-

tising the mastery of jet turbines, precision
photolithography for semiconductors,
high-speed bearings for machine-tools
and a handful of other key technologies. 

State-owned enterprises (soes) are seen
as necessary to this process because,
though many have some private share-
holders, the government’s controlling
stake allows it to dictate the firms’ actions.
But that is not much of an advantage if they
are not up to the job. At present soes con-
sistently lag their private-sector peers in
productivity. Their bosses, as political ap-
pointees, are wary of risks; and they are of-
ten burdened with state duties. During the
response to covid-19 officials praised soes
such as PetroChina, an oil major, for creat-
ing extra jobs. 

Mixing it up
Mr Xi has made clear that he does not fa-
vour a fundamental overhaul for soes.
There will be nothing like the wave of clo-
sures and privatisations implemented in
the 1990s, a cull that carried a steep social
price in unemployment but also helped to
clear the way for buccaneering entrepre-
neurs. But it is a mistake to view the situa-
tion as static. The state is trying both to get
more out of soes and to use them to get
more out of the private sector.

Last year the government declared that
net, not gross, profitability was to be a key
measure of an soe’s success, which could
encourage them to be more hard-headed
about operating costs. “What makes us
somewhat optimistic is that they are talk-
ing more about shareholder value,” says a
strategist with one of China’s biggest hedge
funds. Some are clearly better run than oth-
ers: shares in China Merchants Bank, for
instance, trade at 1.5-times book value,
compared with just 0.5-times for Bank of
Communications. 

Potentially more important—and cer-

tainly more misunderstood—is the gov-
ernment’s renewed push for “mixed own-
ership”. It wants more state firms to attract
private-sector investors and private firms
to find state-owned partners. Cross-polli-
nation along these lines has happened be-
fore (notably, when major soes listed on
stock exchanges in the early 2000s). But
this time it will tie together a wider array of
companies, notes Chen Long of Plenum, a
research firm. In the past few years, state
firms have pulled in more than 1trn yuan
($145bn) of private capital. And in the first
half of 2020 nearly 50 private-sector enter-
prises listed in China attracted chunky in-
vestments from state firms. 

This is not the only way that the bound-
aries between the private and state sectors
are getting fuzzier. Private companies have
always been required to have party com-
mittees, but for a long time many did not
bother. For the biggest that is no longer an
option. Wang Xiaochuan, ceo of Sogou, an
internet-search firm, expressed the truths
of the new alignment bluntly in 2018. “If
you think clearly about this, you really can
resonate with the state. You can receive
massive support,” he said. Woe betide any
company that tries to go its own way.
“You’ll probably find that things are pain-
ful, more painful than in the past,” he said.

There is some evidence that these
changes are having the kind of impact the
government wants. Zhang Xiaoqian, an
economist at Zhejiang University, has
found that both soes and private firms in-
crease their spending on research and de-
velopment after being remade as mixed-
ownership firms. State firms benefit from
an injection of ideas and risk appetite. Priv-
ate firms benefit from better state connec-
tions which make it easier to raise capital. 

Take for example integrated circuits, an
area perennially targeted by planners with-
out huge success (see chart 3) and which is 
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2 now of huge significance. The government
is funnelling more than $100bn to soes,
private firms and, most often, projects that
bring the two together. There is a lot of
waste. But there are signs of progress. In
April Yangtze Memory Technologies Co
(ymtc), a semiconductor company found-
ed in 2016 with both public and private cap-
ital, announced that it could now make
memory chips as technologically advanced
as the best Samsung has to offer, boasting
128 distinct layers of circuitry.

Dan Wang of Gavekal Dragonomics, a
research firm, says that ymtc’s chips are
probably not actually as good as Sam-
sung’s, but that the achievement nonethe-
less demonstrates China’s progress in both
the design and production of chips. One re-
markable element of the ymtc story is that
it is based in Wuhan, ground-zero of the
coronavirus pandemic. The government
kept its factory open and supplied, ensur-
ing that workers could clock in every day,
even when the rest of the city was in total
shutdown. It was the “new type of whole-
nation system” in action.

Yet the basic tension in the soe sector
remains unresolved. Yes, the government
has put more emphasis on profitability, but
that does not mean decisions get made ac-
cording to commercial logic. Indeed, un-
der Mr Xi national duty—supporting Chi-
na’s rise—is more important than ever. And
stricter party control is confusing lines of
responsibility. An executive with a major
state-owned insurance firm says that its
party committee now controls all senior
personnel appointments and expresses
“opinions” on all investments worth more
than 20% of net-asset value. Opinion is a
euphemism. “It is normally the final deci-
sion. No one would go against the party
secretary,” he said. “But if something goes

bad, the board will be responsible.”
In the private sector, for all the criticism

outsiders have of Mr Xi’s increasing reach,
it is salutary to note how well some of the
biggest players have fared on his watch.
China’s ten biggest non-state companies
have added roughly $2trn to their market
capitalisation since he became party chief.
Mr Xi’s strengthening of court decisions
and disciplining of the financial system
helps incumbents to make acquisitions, to
sue firms infringing on their patents and to
get financing. 

Contradicting history
This all helps underpin the gradual con-
solidation taking place across a range of in-
dustries—a process which demonstrates
that there really are strong market forces at
play in the economy, and that they are be-

ing channelled more effectively than in the
past. In the property sector, for instance,
the ten biggest developers now have a 34%
market share, up from 20% five years ago,
according to ubs, a bank. 

But Mr Xi’s rule has not just been a time
of consolidation. Many startups have
grown up under him, including the com-
pany that created TikTok, the social-media
app now at the centre of its own geopoliti-
cal storm; Pinduoduo, an e-commerce firm
taking on China’s incumbent, Alibaba; and
SenseTime, an ai company in the vanguard
of facial-recognition technology.

The worry—for the economy as for
those whom SenseTime’s wares may victi-
mise—is what comes next. An insistence
on forming party committees in private
companies, even if they are mainly win-
dow-dressing for now, and on mixed-own-
ership initiatives, can but drag entrepre-
neurs more firmly into the grasp of the
state. Can technological advances deliv-
ered by the whole-nation system in any
way make up for the constraints, second-
guessing and divergent incentives which
inevitably come with it? 

It has always been possible for major
decisions—investments, lay-offs and
branding—in big Chinese companies,
state-owned or not, to be subject to govern-
ment scrutiny. But that possibility is now
more clearly communicated and more
deeply felt. All companies, whoever owns
them, exist for the glory of China. 

A flag-bearer of the new model is a com-
pany like byd, the world’s biggest maker of
electric cars. At one level, it epitomises the
can-do entrepreneurial spirit that has fu-
elled China’s growth. Wang Chuanfu, a
chemist, left a poorly paid government job
in the mid-1990s to strike out on his own,
first developing phone batteries, then cars.
Today, his company counts Warren Buffett
as its biggest investor.

But byd’s connection to the party is
strong. Mr Wang is a party member.
Though byd has never discussed the work-
ings of its party committee in formal dis-
closures to shareholders, state media re-
port that it helps to guide the company’s
decisions. And its business decisions are
sometimes strikingly well aligned with
government priorities. When America hit
Huawei, China’s embattled telecommuni-
cations giant, with sanctions last year, byd

started making smartphones for it. 
It is getting harder to distinguish be-

tween the state and private sectors. It is get-
ting harder to distinguish between cor-
porate and national interests. And for all its
inefficiencies, contradictions and authori-
tarianism, not to mention its increasingly
pious cult of personality, it is getting hard-
er to claim that state capitalism will hobble
China’s attempts to produce companies
and master technologies that put it on the
world economy’s leading edge. 7
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More than a year ago, before a pan-
demic put paid to traditional political

campaigning, before anyone had heard of
Gordon Sondland or Lev Parnas or any of
the other minor characters who emerged
from Donald Trump’s impeachment saga,
the Democratic Party had a problem: how
to hold a presidential debate with 20 candi-
dates. They solved it by getting them to
draw lots; ten would debate on the first
night, ten on the second. The debates’ only
memorable moment came on the second
night, when Kamala Harris laid into Joe Bi-
den over his opposition to federally man-
dated busing to integrate schools, and what
she deemed to be his too-kind recollection
of two segregationist senators.

They were the field’s centrist heavy-
weights. Mr Biden led in the polls, though
many dismissed that as a sign of name-rec-
ognition; he was unimpressive on the
stump, rambling and half a step too slow.
Ms Harris, who served as San Francisco’s

chief prosecutor and then California’s at-
torney-general (where she ran a depart-
ment of 5,000 people) before becoming a
senator in 2016, was seen as the candidate
best able to reassemble the Obama co-
alition of progressives, non-white voters
and the young.

What people remember from their ex-
change was Ms Harris’s line, referring to
how she was bused to a majority-white
school: “That little girl was me”. Less re-
membered was that Mr Biden, having ab-

sorbed her blows, threw a few back, re-
minding the audience that unlike Ms
Harris, he was a public defender, not a
prosecutor (an applause line). He held his
own in the ensuing argument, which was
no easy feat: Ms Harris is a clinical, relent-
less debater. In subsequent debates the two
circled each other, but never really traded
haymakers again, and on August 11th Mr Bi-
den named Ms Harris as his running-mate.

The choice is at once groundbreaking
and predictable. It is groundbreaking, of
course, because Ms Harris, the daughter of
a Jamaican economist and an Indian scien-
tist (her first name means “lotus” in San-
skrit), is the first black woman and the first
Asian-American chosen for a major-party
national ticket. She is also the first Demo-
cratic presidential or vice-presidential
nominee from west of Texas. The moun-
tain west is ancestrally Republican, and
California’s two presidents, Ronald Reagan
and Richard Nixon, were both Republi-
cans. She is only the fourth woman—after
Geraldine Ferraro, Sarah Palin and Hillary
Clinton—to appear on either party’s ticket.

It is predictable because, ever since Mr
Biden announced he would choose a fe-
male running-mate, Ms Harris was the
front-runner. She seemed to have the few-
est flaws. Elizabeth Warren is polarising,
almost as old as Mr Biden and might have
cost Democrats a Senate seat. (The gover-
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2 nor of Massachusetts, who would have
nominated her replacement pending a spe-
cial election, is a Republican.) Stacey
Abrams, the progressives’ darling, had nev-
er held higher office than in Georgia’s state
legislature. Karen Bass, who chairs the
Congressional Black Caucus, was a vocal
admirer of Fidel Castro—an impediment to
any ticket that wants to win Florida. And
too many people who know Susan Rice, Ba-
rack Obama’s former national security ad-
viser, seem to dislike her.

Of course, Ms Harris also has her share
of detractors. Some in Bidenworld deemed
her “too ambitious”, a criticism that has
more than a whiff of sexism about it, and
also makes no sense: an ambitious vice-
president will realise her future depends
on helping to make Mr Biden’s presidency
successful. But her own presidential cam-
paign was dreadful. After a promising start,
it fizzled, riven by infighting and disorga-
nisation. By trying to appeal to the party’s
centrist and progressive wings, she pleased
neither, often looking weak and vacillating
in the process, as when she seemed to both
support and oppose Medicare for All.

Her record before becoming a senator
makes advocates of criminal-justice re-
form uneasy, with good reason. She fought
rulings ordering California to ease prison
overcrowding and releasing wrongly con-
victed prisoners. She opposed marijuana
legalisation, threatened truants’ parents
with jail, supported a policy to report un-
documented children to immigration au-
thorities, defended California’s use of capi-
tal punishment in court (despite personal
opposition) and aggressively prosecuted
non-violent crime.

She has long insisted that she wanted to
reform the system from the inside—a posi-
tion for which her record bears scant evi-
dence. But as a senator she has tried to rein-
vent herself as a reformer. She helped craft
the Justice in Policing Act after George
Floyd’s death. That bill would establish a
national use-of-force standard for police,
ban no-knock warrants in drug cases and
expand the investigative powers of attor-
neys-general. She also introduced a mea-
sure to decriminalise and tax marijuana.

One way to read that shift is the Trump
administration’s take: Ms Harris is a “pho-
ney” who “will abandon her own morals”
in pursuit of power. The other interpreta-
tion is that, like Mr Biden, she is an instinc-
tive centrist and insider, open to changing
positions, and not motivated by ideology.

Ms Harris also has a star quality that Mr
Biden lacks. She wields a deft knife, and
will perform the vice-presidential nomi-
nee’s traditional attack duties fearsomely
well. No doubt Democrats are already sali-
vating at the thought of her facing off
against Mike Pence’s tut-tutting. Her back-
ground as a prosecutor makes her ideally
suited for a law-and-order election, as this

one is shaping up to be, and helps counter
the Trump campaign’s slur that Mr Biden is
simply a front for the radical left. Choosing
Ms Warren would have given that argu-
ment some validity; choosing Ms Rice
would have let Republicans endlessly reli-
tigate Obama-era foreign-policy failures.
But finding a potent, specific and coherent
attack line against Ms Harris is difficult.

The choice suggests that Mr Biden is not
terribly worried about his left flank, or, at
least, that he thinks the groundbreaking
nature of Ms Harris’s candidacy will do at
least as much as choosing Ms Warren or Ms
Abrams would have done to boost turnout
where he needs help: among young and
non-white voters. Mr Biden won the nomi-

nation on the strength of his appeal to Afri-
can-American voters, but he needs non-
white voters to turn out in the general elec-
tion at 2012, not 2016 levels—particularly in
swing states such as Pennsylvania, Wis-
consin, Michigan and Florida.

The choice also suggests that Mr Biden
wants to recapture some of the 2008 magic.
Faced with a norm-breaking, attention-
grabbing opponent in 2016, Hillary Clinton
played it safe and chose Tim Kaine, a wor-
thy but dull running-mate. Mr Biden has
opted for excitement. But the fact that the
exciting choice—an Indian-Jamaican-Cali-
fornian woman—is also the safe, predict-
able one says something about America’s
continuing evolution on race. 7

In late march Congress broke its charac-
teristic gridlock and passed the cares

Act, a huge stimulus package. On the day
that President Donald Trump signed it into
law, around 2,000 Americans had died of
the virus. America’s death toll now exceeds
160,000, and its gdp fell by 10% year-on-
year in the second quarter of 2020. The case
for further stimulus remains strong, but
political will has weakened. Congress ad-
journed without passing another bill, each
party blaming the other. That failure im-
perils America’s shaky economic recovery,
and could presage a brutal end to 2020.

In July America added 1.8m jobs. Such is
the scale of the damage caused by the coro-

navirus that the world’s largest economy
needs another seven similarly large jobs
increases just to reach its pre-pandemic
level of employment. And there is growing
evidence that the recovery is losing steam.
Almost all economists believe the country
needs more fiscal stimulus.

Since the pandemic began Congress has
passed some $3trn-worth of fiscal stimu-
lus. It has made grants to small businesses,
bumped up unemployment-insurance (ui)
payments by $600 a week and sent out
cheques worth up to $1,200 per person.
Both in absolute terms and relative to the
size of the economy, America’s fiscal stim-
ulus is the world’s largest. But many of the

With congressional gridlock back, little help is in sight for hard-hit Americans

Economic stimulus

Prolonging the pain
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elements of the various packages have now
expired, including a federal moratorium
on evictions (which ended on July 24th)
and the $600-a-week bump to ui (July 31st). 

America probably cannot leave it at
that. The numbers of infections and deaths
from covid-19 remain extraordinarily high.
That threatens the economic recovery
which began in April, as state lockdowns
have been reimposed and consumer confi-
dence has suffered. A closely watched mea-
sure of credit-card spending has not grown
since mid-June, while the number of small
businesses which are open appears to be in
decline. The reduction in fiscal support
will be a further drag on growth, not to
mention a source of anxiety for many
Americans, especially those with less or no
work. Worries that investors would balk at
another stimulus package have, mean-
while, proved wide of the mark. As talk has
swirled of extra borrowing, yields on Trea-
suries have fallen to new lows.

Moderates on both sides argue in favour
of sending extra cheques to households,
for more money for bumped-up ui pay-
ments, and for extra money for states. But
they disagree on how generous these plans
should be. The Democrats originally put
forward a package worth some $3.5trn (17%
of gdp). The Republicans have proposed
their own plan, and the Democrats have
since made theirs less generous, but there
remains a gap of $1trn between them.

A pen and a phone
With congressional negotiations stalled,
on August 8th Mr Trump signed four exec-
utive orders that purport to extend ui bene-
fits and the eviction moratorium, and defer
student-loan payments and payroll taxes.
Democrats howled that these orders were
unconstitutional. But except for the ui ex-
tension, most appear broadly legal—but
ineffective. The eviction order, for in-
stance, simply asks a few cabinet depart-
ments to look for ways to help renters; it
does not direct anyone to do anything. Pay-
roll taxes will still come due at year’s end,
so businesses may well withhold them
from employees anyway rather than
scramble to find funds in December.

The ui order provides $400 a week, with
states (many of which are cash-strapped,
and all of which face stricter borrowing
limits than the federal government) re-
sponsible for $100 of that. It provides just
$44bn for these payments, enough for per-
haps six weeks. By law only Congress can
appropriate funds, though federal law al-
lows presidents to provide financial aid
during a “major disaster”. As one conserva-
tive legal scholar notes, covid-19 may not
qualify: “He can’t call it a disaster just be-
cause it’s a disaster for him politically.” But
for a court to find it illegal, first someone
has to sue, and House Democrats seem an
unlikely plaintiff: that would let Mr Trump

claim that they are holding up funds to
needy people.

Though stubborn partisan disagree-
ment is nothing new, it contrasts sharply
with the spirit of co-operation that Repub-
licans and Democrats showed in the early
part of the pandemic, when everyone
agreed that they needed to get money out as
quickly as possible. In some ways the Re-
publicans’ unwillingness to go along with
the Democrats’ spending plans this time
around is puzzling, not least since a new
stimulus would help the economy and
thus Mr Trump’s chance of re-election. 

A few things are different now. Back in
March many people worried that the econ-
omy was going to enter a recession of cata-
clysmic proportions. Research published
by the Federal Reserve Bank of St Louis had
suggested that the unemployment rate was
going to rise above 30%. In fact it peaked at
about 15%, and has since fallen to 10%. And
whereas six months ago double-digit un-
employment would have seemed cata-
strophic, now it seems almost normal,
points out Gbenga Ajilore of the Centre for
American Progress, a think-tank. So where-
as some fiscal hawks may have been
bumped into backing fiscal support in
March, they now believe the economy does
not need it. (Mr Ajilore adds that the evi-
dence that the pandemic has dispropor-
tionately affected non-white folk may also
explain why some urgency has been lost.) 

Politically, too, the ground seems to
have shifted. Mark Meadows became Mr
Trump’s chief of staff after the cares Act
passed. In these negotiations, he has taken
a prominent role, and he is a longtime fis-
cal hawk, as are many Senate Republicans.
Five months ago fear of crossing Mr Trump
before primary season may have pushed
many of them into supporting a stimulus
bill that they may otherwise have opposed.
But the primaries are over, and Mr Trump is
trailing in the polls. Ben Sasse, for instance,
is a generally principled Republican who
went quiet during impeachment and won
his primary in May; he called Mr Trump’s
executive orders “unconstitutional slop”.

Still, that may be the only relief America
sees: a substantive congressional deal
looks unlikely before the parties’ conven-
tions later this month. For millions of
Americans enhanced ui benefits have al-
ready ended, and even if no court stops Mr
Trump’s extension, implementing it re-
quires states to reconfigure their rickety
payment infrastructure and scrounge be-
tween sofa cushions to find the money.
Weeks will pass before people see the mon-
ey. States and cities that need federal aid
are similarly left adrift. After the recession
of 2008-09, local budgets faced drastic
cuts, reducing services and prolonging
economic woes. A similarly drawn-out re-
covery appears far likelier now, unfortu-
nately, than it did just a few weeks ago. 7

Police in chicago have an unusual tool
to deploy for crowd control: 43 liftable

road bridges that span urban stretches of
river. Officials ordered many to be raised
on successive nights this week, to limit ac-
cess to the city centre after sunset. That fol-
lowed an outbreak of rioting on August
10th, when looters—some of whom had
hired vans for the occasion—flooded to
rich central districts and smashed into lux-
ury-goods, electronics and other shops. 

Attackers prised open cash dispensers,
seized cash registers and hauled off car-
loads of fancy clothes, jewellery, televi-
sions and alcohol, even as hundreds of po-
lice chased them and helicopters watched
from above. Eager for notoriety, a few loot-
ers laden with armfuls of designer goods
live-streamed themselves on social media.
Some violence erupted; a security guard
was shot. Police arrested over 100 people.

Shopkeepers lamented they had only
just replaced stock stolen in an earlier
round of looting after police killed George
Floyd in Minneapolis, in May. Once more a
clash with police sparked the uprising. Of-
ficers repeatedly shot a young black man in
Englewood, on Chicago’s poor South Side,
on August 9th. They claimed he had fired at
them first, but failed to produce
bodycam video footage to prove it. He sur-

CH I CA G O

Are violence and looting ever
legitimate forms of protest?

Looting in Chicago

Smash and grab

Windy windows
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With so many schools and child-
care facilities closed in the pan-

demic, getting an au pair to help with the
children can make a big difference. So it
came as a jolt to parents when, on June
22nd, the president suspended the arriv-
al of new au pairs, along with some other
sorts of foreigners, until at least the end
of the year. His order, meant to protect
American jobs, has stranded crowds of
would-be au pairs in their home coun-
tries. Au pairs already in the United
States have fared somewhat better.

Replacing the au pairs who leave the
United States when their contracts expire
requires about 20,000 new arrivals a
year. Now that the number of au pairs in
the country is dwindling, the number of
desperate families is climbing corre-
spondingly, says Ilir Zherka, director of
the Alliance for International Exchange,
an industry association in Washington,
dc. The result, says Katherine Gallagher
Robbins, head of child care at the Centre
for Law and Social Policy, an advocacy
group in the same city, has been “total
chaos”. Wealthier families, she explains,
have begun poaching au pairs from
households with lower incomes.

Au pairs have typically received a
weekly stipend of $195.75, the legal mini-
mum. Now an au pair willing to switch
homes can easily secure $500 a week,
says Anna Edhegard, a host mother in
Alexandria, Virginia. Many parents, she
notes, now use social media to attract an
au pair by dangling perks like a nice car.
Another Alexandria mum, a covid-19
researcher, hopes to secure a “national-
interest” exception for her would-be au
pair, who is stuck in Colombia. But she
frets that if an exception is granted, her

au pair may be tempted to “rematch”
later with a family offering more money.

The au-pair programme is also under
siege from left-leaning outfits that call it
exploitation. If you discount room,
board and money for education, the
minimum stipend works out at $4.35 for
each hour of a 45-hour week. This is
because au pairs are regulated not by the
Department of Labour but by the Depart-
ment of State, which considers the pro-
gramme to be a form of cultural exchange
and grassroots diplomacy. Colin See-
berger of the Centre for American Pro-
gress, a progressive think-tank in Wash-
ington, puts it bluntly: “Cheap au-pair
labour shouldn’t really exist.”

Au pairs, argues Janie Chuang, a vocal
opponent at American University’s law
school, undercut the market for ordinary
nannies. Beyond that, she claims that lax
regulations and hesitation to investigate
accusations of mistreatment have made
au pairs vulnerable to human trafficking.
In response, the industry association’s
Mr Zherka points to independently
audited surveys that show high levels of
satisfaction among au pairs. He de-
scribes the harsh rhetoric as “an argu-
ment in search of evidence.”

Activists scored a victory in June
when the Supreme Court declined to
hear a challenge to a ruling that requires
au pairs in Massachusetts to be paid the
state’s minimum wage of $12.75 an hour.
That thrilled pressure groups like the
National Domestic Workers Alliance,
which are now multiplying suits against
the programme. Expect fireworks. The
State Department says it is revising its
au-pair rules to clarify that they override
state and local laws.

Essential or exploited?
Au-pair wars

America’s au-pair programme is under assault from Donald Trump and the left

2 vived but, as false rumours of his death
spread, angry residents shared plans on-
line for looting that night.

Condemnation flowed from all sides.
President Donald Trump had already said
he would send federal agents to tackle gun
violence in Chicago. A Republican state
representative in Illinois said the National
Guard should be deployed after the looting.
Lori Lightfoot, Chicago’s mayor, rejected
that but warned criminals that police
would come for them. She blamed the loot-
ing on a lax policy of not prosecuting every-
one who had robbed shops earlier. 

Across a swathe of larger cities, recent
months have seen a strange shift in crime
rates. As a result of lockdowns, reports of
most violent and non-violent crimes have
fallen compared with last year. In contrast,
rates of murder and violent assault have
surged, especially as temperatures have
risen. Gun violence is most prevalent. Last
month 105 people were murdered in Chica-
go alone, its bloodiest month in 28 years.

Some civil-rights activists fret that the
latest events in Chicago will weaken na-
tional support for police reform that has
grown in the months since Floyd was
killed. The Rev Jesse Jackson called the
events in Chicago “humiliating, embar-
rassing” and “morally wrong” on August
10th. Not everyone agreed. A few radical ac-
tivists, including some associated with
Black Lives Matter in Chicago, argued that
looting can be legitimate. One woman,
protesting at a police station that held ar-
rested looters, called it a form of “repara-
tions” for white oppression.

This really is a live debate. Vicky Oster-
weil, author of “In Defence of Looting: A Ri-
otous History of Uncivil Action”, published
this month, sets out the same argument at
book length. Looting by the poor, black or
otherwise repressed is a radical tactic that
brings welcome change, in her view. Peace-
ful civil-rights demonstrations are too eas-
ily ignored, whereas “riots and looting are
more effective at attracting attention to a
cause”. The shared experience of looting
can also be “joyous”, produce “community
cohesion”, count as a small act of “direct re-
distribution of wealth” and, she reckons,
does little harm to those who have insur-
ance. She thinks it also leads people to
question high levels of inequality.

Her claims are unconvincing. Those
who snatched swag from Gucci or Louis
Vuitton in order to sell them on hardly
share her anti-capitalist views. Nor is it
clear that looting spreads solidarity in poor
neighbourhoods. The grandmother of the
man shot by police condemned the looting.
Ms Osterweil might be right, however, that
residents of poor areas, who rarely even set
foot in the wealthy central parts of their
city, are fed up. Looting is not a helpful way
to respond, but the resentment at this dis-
parity is real enough. 7
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America’s government relies on regu-
larly updated, accurate tallies of how

many people live within its borders. To
produce the data, the founders charged the
government with administering an “enu-
meration” of “the whole number of free
persons” living in each state every ten
years. Most notably, the decennial census
data are used to assign members of Con-
gress to each state according to population.
But the tallies are also used as a guide for al-
locating billions of dollars in programmes
such as Medicaid, child health insurance
and food stamps for low-income mothers.

This year the accuracy of the census is at
risk. Researchers are afraid that the Census
Bureau may not be able to count enough
people, or a fully representative set of
Americans. Facing extra burdens imposed
by the Trump administration as well as
staffing shortfalls as a result of the covid-19
pandemic, the agency could end up under-
counting minority voters which would
bias the government against them for at
least the next ten years.

The task of enumerating America is a
massive one. Records must be compiled on
almost every citizen, which requires hun-
dreds of thousands of hours of research
and hiring and co-ordinating more than
half a million workers. Aside from data
processing and technical work, the actual
counting takes place in three stages.

First, the government sends a request to
fill out the census questionnaire to every
household in the country. The primary
census form asks for the name and demo-
graphic information of each person living
there. In past censuses respondents posted
these forms back, but for the first time this
year they could fill them out online.

Most Americans end up submitting a
completed census form themselves. In
2010, the final self-response rate was 67%,
indicating that two-thirds of households
were counted by mail. For those who do not
respond, the bureau deploys an army of in-
terviewers called “enumerators” to contact
them in person. If neither of these ap-
proaches gets a response, the bureau haz-
ards a guess as to how many people live in a
household by looking at reports for house-
holds round about. They use a similar

method to fill in demographic information
for households who provide no data.

This is all complex enough in a normal
year, but the agency faces extra hurdles in
2020. First, Mr Trump and his administra-
tion have waged numerous political battles
against the census. Put off by the constitu-
tion’s stipulation that the census should
include all “persons” in the country, which
they think unfairly gives a voice to millions
of undocumented immigrants, the admin-
istration has tried to exclude them from the
count. After losing a court battle to add a
citizenship question to the question-
naire—which experts believed would have
discouraged Latinos and immigrants from
responding—Mr Trump on July 21st issued

a presidential memorandum declaring
that people living in the country illegally
should be ignored for congressional appor-
tionment in 2021. The move is probably un-
constitutional, but researchers are con-
cerned that the politicisation of the census
may hurt its legitimacy and make people
even less inclined to fill out the forms.

The census also faces a troubling com-
bination of budget problems and large
methodological changes. In 2011 Congress
instructed the bureau to spend no more on
the 2020 canvassing than was spent for the
2010 count. That would be too low even if
they kept the same procedures, but experi-
ments with an internet form, and the need
to make new adjustments for non-re-
sponse, has led to other costs.

A final challenge is covid-19, which
prompted the bureau to delay field opera-
tions and reduce staffing in the spring. Bu-
reau directors have also cut the window for
following up on households that fail to re-
spond from three months in the autumn to
two months, ending on September 30th in-
stead of October 31st.

Most scholars agree that all this will
cause the ultimate census numbers to un-
derestimate the share of minorities in the
electorate. That is because harder-to-con-
tact households tend to be composed of
minority and immigrant families, with
several generations under the same roof
(and some spaces shared between fam-
ilies). If census interviewers miss their
homes, they will be disproportionately de-
prived of their fair share of congressional
representation and governmental funds.
Using data from a census survey conducted
last year, The Economist estimates that a
5-10% undercount of Hispanics would cost
California, Texas and Florida one member
of Congress each. If you exclude undocu-
mented immigrants from the tally, as Mr
Trump wants, California and Texas would
lose another representative to boot. 7

WA S H I N GTO N ,  D C

Trouble with counting would disproportionately disenfranchise Hispanics

The decennial census

All flaxen was his poll

Who counts
United States, change in congressional seats, 2021
By simulated census undercounts

Sources: Census Bureau; The Economist
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Clarification: In last week’s Lexington we wrote
that One America News Network is the fourth-rated
cable-news network. This is what the company
claims but it is hard to audit.
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The last time a Democratic presidential candidate was nine
points ahead in a two-horse race, less than four months from a

general election, Republicans throttled him with the flag. Michael
Dukakis’s alleged crime was to have vetoed a bill, as governor of
Massachusetts, that would have compelled teachers to lead their
pupils in the pledge of allegiance. The Democratic nominee in 1988
said he had had no choice, the bill was unconstitutional. But for his
navy-hero Republican opponent, George H.W. Bush, this was a
worrying reflection of the swarthy Mr Dukakis’s “values”.

He and other Republican leaders began reciting the sacred
pledge at every opportunity. At the Republican convention that
year John McCain, a senator and former prisoner-of-war, told a re-
markable story about one of his fellow captives sewing Old Glory
out of rags with a bamboo needle. Their Vietnamese captors dis-
covered it and pulverised the flag-maker. But no sooner had he
been dragged back to their communal cell, half-blind from his
beating, according to McCain, than he was back at it with his bam-
boo splinter, “making that flag because he knew how important it
was to us to be able to pledge our allegiance”.

Mr Dukakis’s subsequent hammering underlined how com-
pletely the Republicans owned patriotism (and how ruthlessly
they were prepared to use it). A Harvard study found that merely
exposing Americans to July 4th parades as children made them
likelier to vote on the right. Is President Donald Trump ending this
decades-old Republican advantage?

His efforts to capitalise on it are not subtle. He has advocated
prison for flag-burners and possible deportation for black foot-
ballers who kneel during the anthem; he often accuses his critics—
including racial-justice protesters in Portland—of “hating our
country”. Against the wishes of service chiefs, he presided over a
triumphalist military display in Washington. Such gestures would
look phoney to everyone outside the president’s base even if he
had not also denigrated American generals, sided with Russia
against American intelligence agencies, implored Ukraine and
China to intervene in American elections and in a hundred other
ways run down the “big, fat, sloppy United States”, as he falsely
claimed the world sees America. 

Polls point to a collapse in national pride, a proxy for patrio-

tism, during his presidency. In recent months, as America has
fought a losing battle against the coronavirus, this has extended to
the president’s own supporters. Mr Trump’s decision to change his
campaign slogan from “Keep America Great” back to “Make Ameri-
ca Great Again” was in that sense a response to public demand.

Yet there is more than Mr Trump going on. Even before his elec-
tion Americans were starting to view patriotism in a more quali-
fied, more Democratic way. 

Where conservatives often claim to love their country uncriti-
cally—or “unambivalently”, as Ronald Reagan recommended—
progressives are likelier to talk of using America’s strengths to cor-
rect its weaknesses. For John Lewis, the last titan of the civil-rights
movement, non-violent protest was a patriotic act. Until recently,
Democrats tended to worry more about threats to free speech than,
say, clamping down on flag-burners. Political scientists call this
“constructive patriotism”. In the 1930s and 1940s, when Franklin D.
Roosevelt united the left and centre-right to defeat poverty and
fascism, it was the dominant kind. For Adlai Stevenson, the party’s
presidential nominee in the 1950s, patriotism was expressed not
in “short, frenzied outbursts of emotion”, but the “tranquil and
steady dedication of a lifetime”.

As the cold war loomed, he was traduced by Richard Nixon as an
“appeaser”. Yet the more contingent Democratic view is coming
back into vogue. Younger Americans are increasingly hostile to os-
tentatious flag-waving. According to one survey, two in ten millen-
nials even consider the flag a symbol of “intolerance and hatred”.
They meanwhile show no waning enthusiasm for American ideals
such as equality and opportunity. They are also increasingly politi-
cally engaged; turnout among younger voters was sharply up in
the 2018 mid-terms and there are indications that it will be again
this year. Popular support for footballers taking a knee is consis-
tent with this shift towards restrained national self-criticsm. 

Demographic change is playing a big part in it. The armed
forces—a generator and focus of patriotic fervour—were 75%
white in 1990; now around 45% of their members are from mostly
Democratic-voting minorities. And just as Roosevelt was able to
push his values by enlarging his coalition, so the extremism of the
right is expanding the left. The many veterans, of all ethnicities,
who ran for the Democrats in the 2018 mid-terms proved that.

A row between Tucker Carlson, a Fox News talking-head, and
Senator Tammy Duckworth encapsulated these developments. Mr
Carlson accused her of hating America after she expressed willing-
ness to debate the appropriateness of celebrating George Washing-
ton, a slave-owner. Nonsense, said Ms Duckworth, a half-Asian
former army pilot: her views reflected her commitment to “every
American’s right to speak out”. She had fought for her country—
and lost her legs—for that, she said.

Liberty and justice
This will not be the first election in which the Democrats hope to
wrest patriotism from the right. They tried in 2004, through John
Kerry’s army record, and in 2016, when the spectre of Mr Trump
pushed retired generals and the parents of a soldier killed in battle
to Hillary Clinton. Both lost to Republican draft-dodgers. Yet Joe
Biden may be a more compelling patriot.

He is not a patrician like Mr Kerry or despised as Mrs Clinton
was. He is an amiable former vice-president. And, for all his weak-
nesses, he is good at admitting America’s failures without under-
selling its strengths. It will be hard to frame him as anti-American.
This suggests patriotism will not be Mr Trump’s last refuge. 7
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Americans are becoming less vulnerable to flag-waving opportunists. This is bad for the president 
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Plot twists in Mexico’s underworld
happen quickly. In Netflix narco-dra-

mas, Joaquín (El Chapo) Guzmán, the for-
mer boss of the Sinaloa drug gang, is the
country’s chief mobster. In real life Mr Guz-
mán is serving a life sentence in a Colorado
prison. He has been eclipsed by Nemesio
Osegura Cervantes, the boss of the Jalisco
New Generation Cartel (cjng). Five years
ago it appeared for the first time in the list
of top drug-trafficking gangs put out by the
United States’ Drug Enforcement Adminis-
tration (dea). Today Mr Osegura (aka El
Mencho, derived from Nemesio) is the
agency’s most-wanted suspect. It calls the
cjng “one of the five most dangerous trans-
national criminal organisations in the
world”. It wants Mexico to nab its boss. 

Mexico’s president, Andrés Manuel Ló-
pez Obrador, who is normally keen to co-
operate with the United States, may in this
case have reservations. A left-wing popu-
list, he has never endorsed his predeces-
sors’ policy of capturing or killing king-
pins. With reason. The tactic caused gangs
to fracture and proliferate. The former
bosses’ lieutenants battled bloodily for
control, pushing up the murder rate. Gangs
diversified and entered new territories. 

The implementation of the kingpin

strategy may have been corrupt. The gov-
ernment of Felipe Calderón, Mexico’s pres-
ident from 2006 to 2012, locked up El
Chapo’s rivals but rarely members of the Si-
naloa gang. Mr Calderón’s security minis-
ter, Genaro García Luna, was arrested on
charges of taking $50m in bribes from
gangs. He is expected to go on trial in the
United States. He denies wrongdoing. 

Mr López Obrador has taken a different
approach to criminals, based on a philo-
sophy of “hugs, not bullets”. He has had 20
months in office to prove that his pacific
policy can work, but so far the results are
disappointing. American pressure, and El
Mencho’s outrages, could oblige him to
adopt tactics he has hitherto resisted.

In June this year Mr Osegura, now in his
mid-50s, allegedly ordered the murder of a
federal judge who approved the extradition
of his son to the United States. Ten days lat-
er, in a posh neighbourhood of Mexico City,
gunmen shot at a car carrying Omar García
Harfuch, the police chief, killing two body-
guards and a bystander. Mr García, nursing
three bullet wounds, accused the cjng

from his hospital bed. Killings of federal
judges are rare; the attack on Mr García is
unprecedented in its brazenness.

Mr Osegura owes his rise to the tumult

triggered by Mr Calderón’s decapitation
strategy, which was continued by his suc-
cessor, Enrique Peña Nieto. Caught selling
heroin in San Francisco in 1992, Mr Osegura
spent three years in a Texan prison and was
then deported back to Mexico, where he
soon found work as a policeman in the
western state of Jalisco. He joined the Mile-
nio drug gang, which split into warring
groups after its leaders were locked up. Mr
Osegura’s faction became the cjng. 

He is a more shadowy figure than El
Chapo. Many of his closest associates have
never met him. He deals with them mainly
through relatives. Mr Osegura is thought to
be living somewhere in the mountains in
one of three neighbouring states: Jalisco,
Colima or Michoacán.

The gang he leads now has operations in
27 of Mexico’s 32 states (but has rivals in
most). It has succeeded in part because it
was among the first to diversify away from
cocaine into synthetic drugs like meth and,
just as Americans were becoming hooked
on opioids, fentanyl. The cjng’s base is
near Manzanillo and Lázaro Cárdenas, sea-
ports where precursor chemicals arrive
from China. It oversees manufacture of the
drugs (often by independent labs) and
ships them to the United States. Unlike the
Sinaloa outfit, the cjng makes much of its
money from extortion, robbery, fuel theft
and domestic drug-dealing. 

Law-abiding Mexicans suffer more
from the new business model than the old.
The cjng subjects them to penalties that
gangs once reserved for competitors. Last
year cjng gunmen burned down a night-
club in Veracruz, killing 32 people. The
owner had refused to pay extortion money. 

Mexico

A new kingpin on the block

M E X I CO  CI T Y

The president is loth to pursue drug kingpins. “El Mencho” is testing his patience 
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At the same time, the gang poses as the
friend of common folk. “You know well
that I like to support the people,” a masked
figure claiming to be El Mencho told resi-
dents of Tepalcatepec, Michoacán, in a vid-
eo that declared war on a local crime boss.
He offered to pay local members of Mexi-
co’s national guard double the money that
they get from his rivals. In 2016 a cjng de-
tainee boasted to his captors that half of Ja-
lisco’s municipal police were on its payroll.

When Mr López Obrador’s government
has pursued crime bosses, it has done so
reluctantly. Last year, perhaps in response
to pressure from the dea, police and sol-
diers captured Ovidio Guzmán, El Chapo’s
son, in Culiacán, Sinaloa. After the gang
threatened retribution, the president
quickly ordered his release. A massacre
would have left his government “with very
little moral authority” and “put at risk” his
plans to transform Mexico, he explained in
May this year. 

This month, after the cjng’s spree, the
government arrested José Antonio Yépez,
the head of the Santa Rosa Lima gang in
Guanajuato, Mexico’s bloodiest state. Mr
López Obrador may have targeted Mr Yépez
because his gang specialises in stealing
fuel from pipes belonging to Pemex, the
state-owned oil firm, which is a pillar of the
president’s economic-development strat-
egy. The arrest of Mr Yépez, who had been
battling the cjng for control of Guanajuato,
is more likely to empower Mr Osegura than
worry him.

Mr López Obrador’s answer to crime is
hand-ups, not handcuffs. He contends that
violence is the result of poverty caused by
three decades of “neoliberalism”. His ad-
ministration would end poverty and there-
fore crime, he claimed. Among its flagship
programmes is a nationwide apprentice-
ship scheme. 

There are other elements to his crime-
fighting policy, but they are not very effec-
tive. He created a national guard, which
will have 60,000 troops at full strength, to
replace the 37,000-member federal police,
but it has made little difference. State and
municipal police continue to be under-
paid, ill-equipped and badly supervised.
This year the federal government told
states to divert money from a fund for im-
proving policing to hospitals coping with
covid-19.

The government claims some success-
es. Its Financial Intelligence Unit froze
nearly 2,000 bank accounts belonging to
the cjng. The Trump administration ac-
cepted Mexico’s demand that it help reduce
the flow of weapons to Mexico, but has
done little in practice. In March, before the
pandemic chased people indoors, 2,628
people were murdered, a monthly record.
The lockdown barely reduced the carnage. 

If Mr López Obrador’s theory about the
connection between poverty and crime is

correct, things may get worse. Mexico’s
economy is expected to shrink by around
10% this year. gdp will not regain its level of
2018 until 2024, predicts bbva, a bank. 

A dominant cjng, facing less defiance
from other gangs, might lead to a reduction
in today’s record murder rates. What now
happens in Guanajuato will be “an ideal
case study”, says Cassius Wilkinson, a se-
curity analyst at empra, a risk-consulting
firm in Mexico City.

But there are reasons to doubt that the
cjng will be capable of imposing an unlaw-
ful peace, not least competition from such
outfits as the Santa Rosa Lima group. The
cjng’s expansion has come about partly
through local gangs adopting its name.
They may prove fickle. The goons who shot
Mr García appear to have been hired guns.
El Mencho is thought to have a kidney dis-

ease; to treat it he is said to have built a hos-
pital in the mountains of Michoacán. Some
analysts wonder if the point of his recent
audacity is to scare internal challengers.

His relative weakness does not mean
that a government determined to nab him
would have an easy time of it. El Mencho
seems to have learned from past kingpins
like El Chapo, who was captured three
times—and escaped twice. He lives less lav-
ishly. Mr Peña’s government tried to catch
Mr Osegura in 2015. He was tipped off by
someone in the army. His men shot down a
military helicopter and blockaded Guada-
lajara, Jalisco’s capital, with burning vehi-
cles. Ten soldiers died and Mr Osegura
slipped away. He may never achieve the
dominance that El Chapo and his kind once
exercised in parts of Mexico. But he re-
mains just as dangerous. 7

Most of the liquid oxygen in Bolivia
comes from Santa Cruz, many miles

and many mountains away from other cit-
ies. For years doctors urged Evo Morales,
the socialist president who was over-
thrown last November, to boost production
in La Paz, the administrative capital, or to
equip hospitals with systems to make their
own. Supplies were running low even be-
fore August 3rd, when supporters of Mr
Morales, Bolivia’s first president of indige-
nous origin, began blockading roads across
the country to protest against the second
postponement of a general election be-
cause of the covid-19 pandemic. Since then,

at least 30 people have died because of oxy-
gen shortages, according to the interim
government. Protesters say they are letting
oxygen trucks and ambulances pass.

“We were already living through a trage-
dy, but this is a massacre,” says Fernando
Romero of the public-health workers’ un-
ion. More than 200 doctors and nurses
have died from the virus. Personal protec-
tive equipment, covid-19 tests and inten-
sive-care beds are in short supply. The pre-
carious health system is a legacy of Mr
Morales, who resigned during protests pro-
voked by suspicions that he tried to rig his
re-election. But there is plenty of blame to 
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The pandemic is blocking the way out of a political crisis

Bolivia

Democracy deferred
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2 go around. Jeanine Áñez, the right-wing
caretaker president, has been an incompe-
tent crisis manager. 

The pandemic and the protests are feed-
ing off each other to deepen a crisis that be-
gan when Mr Morales ignored the constitu-
tion to run for a fourth term. Faith in the
legitimacy of Bolivia’s institutions wors-
ens with each month that goes by without
an elected president (and with legislators
whose mandates have expired). Politically
unstable when the pandemic hit, Bolivia is
descending into chaos. 

The electoral tribunal now says that the
vote, a precondition for restoring stability,
will take place on October 18th, a year after
the original flawed election. But to Ana Su-
ñagua, a student who dragged tyres to help
set up a roadblock on a highway outside La
Paz, this is another empty promise. Not
long after Ms Áñez swore that her only goal
was to lead Bolivia through a transition,
she announced that she would run for
president. Then her government filed char-
ges against members and former officials
of the Movement to Socialism (mas), Mr
Morales’s party, for various misdeeds, in-
cluding sedition. To many, that seemed po-
litically motivated. “Now she’s using the
pandemic as an excuse to stay in power,”
Ms Suñagua said by phone over the clangs
of protesters hitting rocks against highway
guardrails and the explosions of tear-gas
canisters fired by police.

Bolivia has reported 95,071 covid-19
cases and 3,827 deaths. The real numbers
are probably much higher. Last month, po-
lice recovered the bodies of 400 people
from streets and homes over five days.
Four-fifths are thought to have died from
covid-19. Patients wait eight to ten days for
results from covid-19 tests, which makes
them nearly useless. In May the health
minister resigned and was arrested on sus-
picion of corruption involving over-
payment for 170 respirators from Spain. He
denies wrongdoing. 

Even when Ms Áñez does something
sensible to contain the pandemic, such as
imposing an early lockdown, its effect is
blunted by the hostility she provokes.
“Everything she says and does is seen as
suspicious” because of her candidacy and
her attacks on the mas, says María Teresa
Zegada, a sociologist. Bolivians have been
stockpiling oxygen canisters at home, ex-
acerbating the oxygen shortage, along with
a toxic disinfectant falsely touted as a cure
by the mas-controlled congress. The gov-
ernment has cancelled classes, both in
schools and online, for the rest of the year,
admitting that it had failed to bring digital
teaching to rural pupils.

Like the protests last year, the blockades
have begun to take on a life of their own.
Demands by indigenous groups and labour
unions for prompt elections have evolved
into a demand for Ms Áñez’s resignation.

Marginalised since Mr Morales left office,
they are trying to reclaim their seat at the
negotiating table, says Fernando Molina, a
journalist. Mr Morales’s enemies are rais-
ing the tension. Luis Fernando Camacho,
who led last year’s uprising against him
and is now a presidential candidate, urged
thuggish citizen groups called cívicos to
break up the protests. Clashes landed sev-
eral people in hospital with bullet wounds. 

There is a glimmer of hope. After talks
mediated by the Catholic church, the Euro-
pean Union and the un, the government
offered to accept a law guaranteeing that
elections would not be postponed again. In

a tweet from Argentina, where he is in vo-
luntary exile, Mr Morales asked protest
leaders to lift the roadblocks, which he had
initially encouraged. Anger about oxygen
shortages could hurt the mas at the voting
booth, admits Diego Pary, a foreign minis-
ter in Mr Morales’s government. Polls sug-
gest that the mas’s presidential candidate,
Luis Arce, a former finance minister, will
face Carlos Mesa, a centrist, in a second
round. But a fifth of voters are undecided.
As The Economist went to press, it was un-
clear whether protesters would heed Mr
Morales’s call to clear the roads. Said one
diplomat: “He created a bit of a monster.” 7

The last whole ice shelf in Canada’s
Arctic was no match for this sum-

mer’s heatwave. In northern Ellesmere
Island temperatures since May have been
50C warmer than the 30-year average of
0-10C. On July 30th-31st, the 80-metre
(260-foot) thick Milne ice shelf, which
juts out from the island’s north-western
coast, split in two. A slab measuring 80
square km (31 square miles), more than
40% of the shelf’s surface area, broke
away. By August 3rd the wandering
wedge of ice split again. The two strays
will now drift on the Beaufort Gyre cur-
rent as they melt away (see map). 

A century ago Ellesmere’s northern
coast had one 8,600 square km shelf, a
floating island of ice driven onto shore
some 4,000 years ago. During the 20th
century it broke apart. The Milne shelf is
the biggest remaining constituent. Derek
Mueller, a geography professor at Carle-
ton University in Ottawa who began
documenting the ice shelves’ erosion in
2005, has seen the smaller ones collapse.
Until now the Milne shelf had been

protected by the high walls of the narrow
30km fjord along which it stretches.

The breakaway block, a frozen chunk
of the Arctic Ocean, will not itself raise
sea levels. But the shelf’s disappearance
would remove a stopper that prevents
melting glacial water from seeping into
the ocean, notes Luke Copland, a glacio-
logist at the University of Ottawa. 

As the ice vanishes, so do ecosystems
dependent on it. Mr Mueller must wait
until next July to learn the fate of one
habitat, a rare epishelf lake. This is a body
of ice-covered fresh glacial water trapped
between the Milne shelf and the fjord’s
wall. Using ice-penetrating radar he and
his team discovered a channel consisting
of a layer of fresh water atop one of sea-
water that under some circumstances
conducts some of the lake’s water to the
ocean. To their surprise, a robot camera
lowered into the channel revealed abun-
dant sea life, including anemone, scal-
lops, brittle stars (similar to starfish) and
Arctic cod. 

Covid-19 obliged Mr Mueller to cancel
this summer’s trip to Ellesmere Island.
He had hoped to bring back specimens
from the channel to figure out, among
other things, how long the animals have
been there. The shelf’s collapse probably
destroyed equipment that checks air and
water temperatures. It may also have
damaged or drained the epishelf lake and
its channel to the sea.

Although the shelves are just fringes
along much bigger masses of ice, their
disappearance is among the most dra-
matic signs that the Arctic’s climate is
changing profoundly. Since 2007 the
mean temperature in summer has
flipped from below freezing to above it.
The consequences will be felt far beyond
the north.

A shortened shelf life
The Arctic
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Bangladesh may be the homeland of
microcredit, but no country is keener

on it than Cambodia. According to its cen-
tral bank, there were some 160,000
branches of microfinance institutions
around the country in 2016—one for almost
every square kilometre of Cambodian terri-
tory. Almost 2.2m of Cambodia’s 10m-odd
adults have a microcredit loan outstand-
ing, according to the Cambodian Microfi-
nance Association (cma), an industry
group. The average debt is $3,320—roughly
twice the country’s annual gdp per person.
Credit is growing by 40% a year.

The microfinance boom has brought
many benefits. An obvious one is a decline
in the use of loan sharks. Between 2004
and 2017 the share of households borrow-
ing from formal sources jumped from 8%
to 30% while the proportion using infor-
mal moneylenders dropped from 32% to
less than 6%, according to research pub-
lished last year by the World Bank. The shift
saved people money. The interest rates

charged by formal lenders are lower and
have been falling for more than a decade,
even though some microcredit outfits are
purely commercial operations.

All this has made it possible for many
Cambodians to fund a new business, ob-
tain an education or pay for urgent medical
care. The cma links growing access to cred-
it to falling levels of poverty. The share of
Cambodians living below the national pov-
erty line (earning less than $0.93 a day)
dropped from almost 48% in 2007 to less
than 14% in 2014—although the main rea-
son for the improvement was Cambodia’s
rapid economic growth over that period.

Academic research suggests microfinance
may have helped improve farming meth-
ods and boost living standards for the
poorest Cambodians. 

But the industry’s breakneck growth
may not be sustainable. Household debt
has swollen as the size of loans has bal-
looned. According to the World Bank, the
average loan grew “more than tenfold” over
the past five years. Larger debts have led to
longer repayment periods. “[Cambodia]
probably should have had a crisis by now,”
admits Daniel Rozas, an adviser to the cma,
“but somehow it hasn’t.”

That may be in part thanks to the efforts
of the National Bank of Cambodia, the cen-
tral bank, to tame the industry. It has raised
capital requirements and obliged lenders
to maintain hotlines so customers can get
in touch directly, if needed, with com-
plaints. It has also introduced rules about
how loans should be marketed. The cma

has instituted guidelines for its members,
too. And Cambodia has a well-functioning
credit bureau.

Some regulations, however, may be ex-
acerbating the industry’s excesses. The
central bank’s introduction of an interest-
rate cap of 18% a year in 2017 seems to have
backfired. Because of the cap, the cma says,
microfinance institutions can turn a profit
only by lending more than $2,000. The
number of loans of $500 or less declined by
48% after the rule’s introduction, the 
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World Bank estimates. Some fees rose, too.
The cma says defaults are minimal,

with only 1% of loans in serious arrears at
the beginning of the year. But there are
hints that borrowers are getting into diffi-
culty. The typical loan uses land as collater-
al, according to a forthcoming paper by W.
Nathan Green of the National University of
Singapore and Maryann Bylander of Lewis
& Clark College in America. Lenders sel-
dom take borrowers to court to repossess
land; it is not worth the time and expense
for a loan of just a few thousand dollars. But
many conscientious borrowers appear to
sell their land voluntarily to pay up. Gov-
ernment surveys show that the proportion
of people who are landless rose from 32%
in 2009 to 51% in 2016. Among the many
reasons given for selling land, one of the
most common was to repay debts. Given
that the government does little to monitor
the conduct of lenders, and many land
sales are informal, it is hard to tell how vo-
luntary such transactions really are.

Whatever the true state of Cambodians’
finances, they are about to get worse. The
garment industry, which until recently
employed some 740,000 people, has been
particularly badly hit by the covid-19 pan-
demic, as orders from America and Europe
have plunged. Perhaps a third of garment
factories have stopped work. Research sug-
gests that each worker in the factories sup-
ports three other people, so the effects will
ripple across the country. Cambodia’s sec-
ond-biggest industry, tourism, has been
hit even harder.

A farmer in Battambang province gives
a sense of the problem. He says that be-
tween the downturn brought on by the
coronavirus and a recent drought, he is
struggling to repay a $600 loan that he took
out last year to buy poultry. He relies on a
daughter sending part of her wages as a gar-
ment-worker to keep making payments—
money that is now in doubt.

The government is not blind to the pro-
blem. In June Hun Sen, the prime minister,
promised to spend about $25m a month to
help some 600,000 poor families. The Na-
tional Bank has encouraged lenders to re-
schedule or defer payments. The cma says
its members have restructured almost
245,000 loans.

But the few remaining critics of the au-
thorities in Cambodia, which Mr Hun Sen
has run for 35 years with ever-increasing
repressiveness, clearly consider the
growth of debt a weak spot for the govern-
ment. In April activists called for loan pay-
ments and interest accrual to be suspended
for three months. In May Sam Rainsy, an
opposition politician living abroad, said
Cambodians struggling to pay debts should
not sell their homes or land. Mr Hun Sen’s
advice to lenders was blunt: “Confiscate
properties of those who follow the opposi-
tion’s appeal not to pay back the loans.” 7

As the president’s helicopter flew
above the swamp forests of Central Ka-

limantan, a province in the Indonesian
part of Borneo, older residents may have
felt a sense of déjà vu. Joko Widodo, popu-
larly known as Jokowi, had arrived on July
9th to inspect the site of a new agricultural
zone of 1,650 square kilometres—more
than twice the size of New York City. Twen-
ty-three years earlier, President Suharto,
the strongman who ruled from 1966 to 1998,
travelled by chopper to the same area to ad-
mire the 10,000 square kilometres of peat
forest being converted into rice paddies.
Like Jokowi, he worried about being able to
feed his people, so set about turning Cen-
tral Kalimantan into Indonesia’s “granary”. 

The Mega-Rice Project (mrp) was a
mega-failure. It produced hardly any rice;
the peaty soil, it turns out, lacks the requi-
site minerals. Instead of spurring farming,
the draining of the waterlogged forest with
a 6,000km network of canals fuelled fire. A
few months after Suharto’s visit, the dried
peat burst into flames. It was the biggest
environmental disaster in Indonesia’s his-
tory. A study published in 2002 found that
burning peat in 1997 on Kalimantan and the
nearby island of Sumatra generated the
equivalent of 13-40% of the average annual
global emissions from fossil fuels. The
mrp was abandoned in 1999 but its legacy
endures in the infernos that have ravaged
Kalimantan almost every year since. 

As work begins on the new plantation,
is history poised to repeat itself? The gov-
ernment says it has learned from the past.

Nazir Foead of the Peatland Restoration
Agency says that tractors will steer clear of
what remains of Central Kalimantan’s pris-
tine peatlands. Just over half of the land
earmarked for farming is already used to
grow rice; the rest is covered in “shallow
peat”, no more than 50cm deep, and so can
be cultivated without cataclysm, he says. 

Environmentalists are not convinced.
The government has yet to confirm the ex-
act location and size of the new plantation
or publish any environmental assess-
ments. The planning ministry says the de-
tails will not be finalised until September.
The deputy defence minister says it could
be as big as 8,000 square kilometres. Esti-
mates of its cost range from 5trn rupiah
($340m) to 68trn. Iola Abas of the Peat
Monitoring Network, an ngo, worries that
peatland may be a casualty of rushed,
shambolic planning and a lack of trans-
parency. Even if farmers do steer clear of
the peat, she worries that if they drain the
land they will lower the water table, leach-
ing moisture from nearby peatland.  

“Once peat is drained, it remains a high
fire risk,” says Kiki Taufik of Greenpeace, an
environmental ngo. Smouldering swamps
belch vast amounts of carbon. The govern-
ment reckons that over a fifth of national
emissions are from peat fires. Last year the
fires that swept Indonesia emitted 22%
more carbon than the conflagration in the
Amazon rainforest did. In 2016 Indonesia
was the world’s fifth-biggest emitter of
greenhouses gases, largely because of de-
forestation, says the World Resources In-

S I N G A P O R E

A government plan to boost food production horrifies environmentalists
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During a visit to Tokyo in 2017, Donald
Trump called on Japan to buy “mas-

sive” amounts of American weaponry. At
the time, North Korea was testing new
rockets regularly. For the Japanese govern-
ment, buying Aegis Ashore, a pricey Ameri-
can missile shield, allayed both concerns.

Not all Japanese, however, were happy
with the purchase, especially in Araya, a
quiet residential neighbourhood of low-
slung homes next to the sea in Akita city—
and the site of a proposed Aegis base. Jittery
locals fretted about electromagnetic waves
from the system’s radar and debris from its
rockets. They worried about becoming a
target in a conflict, as the city’s oil refiner-
ies were during the second world war.

“Why, why here?” asks Sasaki Masashi, a
retired railway worker and head of a neigh-
bourhood council. “It says: ‘Please attack
us’,” complains Sakurada Yuko, another
anti-Aegis campaigner. They have collect-
ed signatures, harangued officials and vot-
ed against the ruling Liberal Democratic
Party (ldp), which unexpectedly lost a seat
in Akita in elections to the upper house of
parliament last year.

In June Akita received unexpected but
welcome news: the government declared it
was scrapping the $4.2bn purchase of Ae-
gis Ashore. Kono Taro, the defence minis-
ter, cited the ballooning cost of ensuring
that boosters did not fall on civilian prop-
erty. Some view the cancellation as an un-
derhanded way to initiate debate about
pre-emptive strikes on missile bases that
threaten Japan—a big step for a country
committed by its constitution to pacifism.
Others think Mr Kono may be trying to
make a splash to enhance his chances of
succeeding Abe Shinzo, the current prime
minister, who is due to retire next year. Jap-
anese officials may believe Mr Trump is on
his way out, and so are less eager to placate
him. In addition to all that, however,
“There was no consensus locally,” says
Terata Shizuka, the independent mp who
won the upper-house seat from the ldp.

Akita is a conservative region, but more
than 60% of residents opposed Aegis
Ashore. The Self-Defence Forces (sdf, Ja-
pan’s armed forces in all but name) field
seven destroyers equipped with ship-
based Aegis systems (an eighth is under
construction). A land-based system, the ar-
gument went, would provide more consis-
tent coverage. “But wherever there’s flat
land there are people, and so it becomes 

A K ITA

Local opposition constrains plans to
beef up the armed forces

NIMBYism in Japan

Anti-anti-missile
systems

stitute (wri), another ngo.
But the government argues it must go

ahead with the plantation, and quickly, in
case covid-19 brings about food shortages.
There is no sign of that happening, says
Rainer Heufers of the Centre for Indone-
sian Policy Studies, a think-tank. Even if it
does, the new plantation would not help
much. The land is not terribly fecund, as
the mrp showed. And topping up the coun-
try’s silos is pointless unless the rice is
brought to market and sold to the hungri-
est at affordable prices, says Tezza Napitu-
pulu of the wri. If the government really
cared about hunger, says Mr Heufer, it
would concentrate on boosting local
yields, which are low by international stan-
dards, and make it easier to import food.

The government is unlikely to do so. For
decades the political elites “have been
chasing this ideal of food self-sufficiency”,
says Jenny Goldstein of Cornell University.
Prabowo Subianto, the defence minister, is
one of its greatest champions. In July Jo-
kowi put him in charge of the plantation as
part of his new duty to safeguard “strategic
national food reserves”—a task that has lit-
tle to do with defence. One must hope Mr
Prabowo is as keen to defend Kalimantan’s
peat as Indonesia’s food security. 7

“You wouldn’t serve this to the king,”
says Dalaphone Pholsena, a restaura-

teur in Vientiane. Before her are two small
bowls of ant-egg soup, a favourite dish of
the late summer in Laos. In it are chunks of
white fish, meaty mushrooms and dozens
of splayed and lifeless ants. Bobbing at the
surface is the pièce de résistance: clusters of
ivory-white eggs that look like tiny white
beans. They burst in the mouth like fish
roe, but with a more acidic tang.

Ms Dalaphone considers herself a de-
fender of the dishes traditionally eaten by
Laos’s subsistence farmers—of which there
are still many. Ant-egg soup is a classic:
both an important source of protein and an
emblem of rural life. The eggs are laid by
red weaver ants, which nest in mango trees
and coconut palms in April and May. A
brave forager—the ants’ bites are like the
prick of a needle—uses a stick to tear open
the nest, catching the eggs (and lots of livid
ants) in a bucket. Wearing as few clothes as
possible, the better to brush marauding
ants from the skin, and hopping from foot
to foot to evade the incensed insects, the

harvester then shakes the eggs from the
leaves. Rural folk tend to mix this hard-
won prize into omelettes, salads or soups,
adding a distinctive, sour pop.

Nowadays, however, many pack up the
eggs and ship them to markets in the city
instead. Laos is urbanising fast. In 2000
about a fifth of its population lived in cit-
ies; today over a third does. New urbanites
often express nostalgia for the country-
side. On weekends many middle-class Lao-
tians drive to the family village to help tend
the rice paddies. Failing that, a steaming
bowl of ant-egg soup can be almost as
transporting. “It’s something that reminds
them of life before,” says Gie, a 30-some-
thing professional. “You think of 50 or 20
years ago, when you were in the village,
with your mum.”

A kilo of eggs can fetch as much as
150,000 kip ($16) in Vientiane, the capital.
That is a handsome sum for a poor rural
forager. But even as the price of eggs
climbs, people like Ms Dalaphone worry
about the dish’s future. Urban youth grow
up eating pizza and wontons and are often
squeamish about gulping down bugs.
Asked about ant-egg soup, Gie’s 12-year-old
son replies, “It looks awful, not a tasty
meal.” He prefers fried rice and noodles,
easily ordered by phone or whipped up in
an instant from packets imported from
China or Thailand.

Chefs say traditional Lao cuisine, in-
cluding ant-egg soup, needs a charm offen-
sive to survive. A reprieve may come from
the covid-19 pandemic, which is likely to
hobble the economy and prompt some of
those on falling incomes to revert to cheap-
er folk dishes or even to foraging to save
money. But in the long run, in all likeli-
hood, fewer and fewer Laotians will be
willing to brave a sting for their supper. 7

V I E N T I A N E

Urban Laotians pay handsomely for a
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Banyan A one-family state

Usually, when people speak of an
electoral landslide, they exaggerate.

But the word aptly describes what hap-
pened in Sri Lanka on August 5th. The
island nation’s voters all but buried the
grand old party that had led an outgoing
coalition, the United National Party,
reducing its 106 members in the 225-seat
parliament to a humiliating total of
exactly one. They instead awarded a
commanding 145 seats to a relative up-
start, the Sri Lanka Podujana Peramuna,
or People’s Party (slpp), a vehicle for the
powerful Rajapaksa family. With smaller
parties now flocking to their support, the
Rajapaksas have grasped the two-thirds
majority they need to rewrite the consti-
tution to their liking, something they
have said they intend to do. One of Asia’s
oldest and most durable democracies has
in practice entered a period of one-party,
one-family rule.

Alas, none of this comes as a surprise.
The Rajapaksas are not new to politics.
The father and uncle of the current head
of the family, Mahinda Rajapaksa, were
prominent leaders decades ago. Ma-
hinda, a genial populist who is now
prime minister, himself served two
terms as a strongman president, from
2005 to 2015, appointing one brother to
run the army and helping to install an-
other as speaker of parliament. Gotabaya
Rajapaksa, who as defence chief brought
the 26-year civil war to a bloody end in
2009, was elected president in Novem-
ber. Another brother, Basil, heads the
slpp and is credited as the brains behind
the family’s spectacular comeback. A
clutch of younger Rajapaksas, as well as
intimates such as the family lawyer, now
serve as mps and ministers.

The surprise, in fact, was the five-year
hiatus during which the Rajapaksas were
out of power. It was an unlikely combina-

tion that kept Mahinda from winning a
third term as president in 2015, including
defections from his own camp and un-
precedented unity among the normally
squabbling opposition forces, which were
worried that dictatorship loomed. The
challengers vowed to punish the Rajapak-
sas for varied alleged abuses, ranging from
human-rights violations to corruption. In
office, they did amend the constitution to
trim the president’s powers, but soon fell
back to squabbling, went limp on prosecu-
tions and were disgraced by a series of
terror attacks on Easter Day last year that
left 269 people dead. As elections ap-
proached, the party leading the coalition
broke in two. Its old guard, clinging to the
elephant symbol they had proudly waved
as the governing party for more than half
the years since Sri Lanka won indepen-
dence in 1948, failed to prevent a stampede
to the exits when frustrated younger lead-
ers formed their own breakaway party.

The Rajapaksas, meanwhile, had
worked relentlessly to construct a dis-
ciplined new political machine. They
assiduously cultivated business interests,

The Rajapaksas’ grip on Sri Lanka looks firmer than ever

the press and security forces, many of
whose officers were alarmed by un-
backed plans to investigate wartime
abuses. The family also surreptitiously
played the sectarian card, giving a quiet
nod to chauvinist groups that have
stoked passions among the Sinhala-
speaking Buddhist majority, who are
around 70% of the population, against
Tamil-speaking Hindus and Muslims. As
if on cue, last year’s terror attacks—
which largely targeted another minority,
Christians—gave substance to the major-
ity’s insecurities and strengthened calls
for a firm, “patriotic” government.

Given the success of these tactics and
the abject failings of their opponents, the
Rajapaksas’ return was perhaps inevita-
ble. Yet the fact that so many Sri Lan-
kans—59% of the electorate as a whole
and perhaps 80% of Sinhalese Bud-
dhists—have willingly entrusted the
government to a single ambitious family,
is nonetheless disturbing. Mahinda’s
presidency was marked by harassment of
critics and an utter disregard for civilian
casualties in the civil war. Gotabaya has
presided over creeping militarisation,
with the army and police granted sweep-
ing new oversight in civilian matters.
Some fear that the Rajapaksas, having
returned to power, intend to capture the
state for keeps.

If these anxieties prove warranted,
the Rajapaksas would be typical of a
gathering trend in global politics, where-
by strongmen such as Turkey’s Recep
Tayyip Erdogan or Russia’s Vladimir
Putin subvert democracy to personal
ends. Alarmingly, this looks like the
direction in which the rest of the Indian
subcontinent—despite its much-her-
alded legacy of lofty constitutions and
boisterous Westminster-style parlia-
ments—is also heading.

necessary to consider local emotions and
feelings and circumstances,” says Suzuki
Kenta, an ldp mp from Akita.

It is not just military installations that
suffer from nimbyism. An expansion of To-
kyo’s main airport and a new high-speed
railway line have been held up by local ob-
jections. But the public is especially prickly
about military matters, and the govern-
ment, in turn, treads carefully. After offi-
cials in southern Japan objected to the local
deployment of Osprey aircraft intended in
part to defend the Senkaku Islands, even
farther to the south, the government sent

the new planes to a far more distant base,
notes Michael Bosack of the Yokosuka
Council on Asia-Pacific Studies. Although
Japanese law allows the government to
make forced purchases of land, in practice
it almost never does. The defence ministry
tends to lease, rather than buy, since the
prospect of steady rent payments can win
over obstreperous locals.

The ldp had tried to smooth the way for
Aegis Ashore. It was to be deployed in the
home regions of Mr Abe and Suga Yoshi-
hide, the powerful cabinet secretary. Local
politicians had backed the plans. “The

mood was that it was inevitable,” says
Ogasawara Naoki, who headed the local pa-
per, Akita Sakigake Shimpo, at the time.

But people from across the political
spectrum opposed the deployment. There
were those who welcomed stronger missile
defences, but just not nearby. Others wor-
ried that Mr Abe was chipping away at Ja-
pan’s pacifism. As the government contin-
ues to press to beef up the sdf, whether by
spending more on defence or building new
bases, it could meet resistance anywhere.
“If we don’t want it,” Ms Sakurada says, “our
neighbours won’t want it either.” 7
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When news broke on August 6th of an
order from President Donald Trump

that could result in the shutdown of We-
Chat in America, panic broke out among
users of the super-app that is the digital
bedrock of Chinese society. They shared
and reposted step-by-step guides about
how to download records of their WeChat
conversations and of pictures and videos
they had shared through the platform lest
they suddenly become inaccessible. 

Mr Trump’s vaguely worded ban on
“transactions” with WeChat, citing nation-
al-security concerns, will affect fewer peo-
ple in America than his similar move
against TikTok, a hugely popular video-
sharing app. But for WeChat’s millions of
users in America—mainly ethnic Chinese
who depend on it to communicate with
family and friends in China—the conse-
quences of Mr Trump’s efforts to contain
the WeChat “threat” could be devastating.
It would also be a blow to many business-

people who use it for dealings with
counterparts in China.

That is because the Chinese govern-
ment has left them with few other options.
Popular communication tools in America
such as WhatsApp, Gmail and Facebook
Messenger are blocked by the “great fire-
wall”. In China WeChat is by far the most
commonly used social-media platform. It
is used not only for messaging, but for
reading news, shopping, ordering taxis,
booking flights, paying bills, making ap-
pointments with a doctor and donating to
charity. In effect, it is WhatsApp, Facebook,
Amazon, Uber, Instagram, PayPal, Expedia
and others, all rolled into one. 

Among the 1.2bn monthly users of We-

Chat, only a small fraction are in America—
estimates range from fewer than 1.5m to
nearly 20m (TikTok, which is also Chinese-
owned, boasts 100m there). Its functions
are also more limited—American retail,
travel and other businesses rarely make
provision for WeChat users. Dylan Zhao, a
Chinese graduate student in America, says
the biggest cost of a WeChat shutdown
would be the loss of the vast networks of
connections that users commonly main-
tain through the platform, both with indi-
viduals and groups. “It is very difficult to
migrate social networks onto other plat-
forms,” says Ms Zhao. She and her mother
also use Signal, an American messaging
app that works in China. But she worries
she will lose touch with her grandparents
there, who only know how to use WeChat. 

In America most users of WeChat are
first-generation Chinese-Americans as
well as migrants and students who are still
Chinese citizens. Mr Trump is right to be
wary of its impact. WeChat in China vigor-
ously censors content that might embar-
rass the Communist Party and saturates
discussion of current affairs with pro-party
propaganda. It is also used by police to
monitor political dissidents and other peo-
ple who grumble about the government. A
man in China who shared news in a We-
Chat group about anti-government prot-
ests in Hong Kong was sentenced last 
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2 month to more than a year in prison.
The owner of WeChat, Tencent, is a

Hong Kong-listed firm that is not directly
controlled by the state. But it has cosy ties
to the party. Ma Huateng (also known as
Pony Ma), the company’s founder and chief
executive, is a delegate to the national leg-
islature. Like all of China’s tech giants, the
firm bends to the party’s will.

The app is somewhat different outside
China, but not entirely so. Many users in
America have WeChat accounts that were
originally registered using a mainland Chi-
nese phone number. Even if they later link
their account to an American phone num-
ber, they are still subject to the same degree
of censorship that users are in China. That
allows the party to extend its efforts to sti-
fle free speech onto American campuses,
where many of the 370,000 Chinese stu-
dents retain the WeChat habits they grew
up with, including self-censorship. 

News providers on WeChat are also cau-
tious. Ke Yan is the founder of Houston On-
line, a popular Chinese-language WeChat
account in Texas. With more than 60,000
followers, it focuses on breaking news and
lifestyle stories that steer clear of anything
that might offend the party. “If you don’t
know what the rules are, the only thing you
can do is self-censor,” Ms Ke explains. 

Even those who download the app out-
side China and use a non-Chinese phone
number to set up their accounts are not im-
mune. Their conversations through We-
Chat are not so strictly censored, but the
news they can read on it is the same. Citi-
zen Lab, a research group at the University
of Toronto, says WeChat communications
between users who set up their accounts in
America are used to refine censorship of
users with accounts linked to Chinese
phone numbers. To evade such controls,
WeChat users in America, like their coun-
terparts in China, use slang, codewords
and cryptic images.

Some American businesses in China de-
pend heavily on WeChat. Firms such as Mc-
Donald’s, Nike, Starbucks, Walmart and
kfc use its e-commerce platforms to con-
nect with customers. They may be hard hit
by Mr Trump’s order. So too might Apple,
which could have to drop WeChat from its
app store in China. If forced to choose be-
tween their iPhones and WeChat, more
than 90% of 850,000 people surveyed this
week on Weibo, a Chinese Twitter-like
platform, said they would buy a new, We-
Chat-enabled, phone. 

Foreigners in China have long relied on
virtual private networks (vpns) to jump the
great firewall. Now, Oscar Li, a postgradu-
ate in Colorado, plans to do the reverse.
After his mother in China heard the news
about a possible WeChat ban, she called
him, frantic with worry. He reassured her
that he would download a vpn to circum-
vent the new great firewall of America. 7

The symbolism of the spectacle was lost
on few Hong Kongers. On August 10th,

amid the city’s third wave of covid-19,
which has resulted in restrictions on pub-
lic gatherings of more than two people, 200
police raided the offices of Apple Daily, a lo-
cal tabloid, bound the wrists of its owner
Jimmy Lai, paraded him around the news-
room and marched him away. Employees
live-streamed the show on Facebook.

When Carrie Lam, Hong Kong’s chief ex-
ecutive, endorsed the suffocating national-
security law that was imposed on the terri-
tory by the central authorities on June 30th,
she promised that Hong Kongers would
“continue to enjoy the freedom of speech,
freedom of press, of publication, protest,
assembly and so on.” Implementation of
the law, which was not referred to Hong
Kong’s legislature, has called those prom-
ises into question. 

Mr Lai, who arrived in Hong Kong from
mainland China as a 12-year-old stowaway
and worked his way up from factory hand
to media tycoon, is the most high-profile of
25 people arrested so far under the new law.
His scalp is one the party had been itching
for—its media often call Mr Lai the princi-
pal figure among a “gang of four” pro-de-
mocracy veterans bent on “causing chaos”.
The others are Anson Chan, a former head
of the civil service; Martin Lee, a barrister;
and Albert Ho, another lawyer. 

Details of Mr Lai’s alleged crimes have

not been released, save that he “colluded
with foreign forces”, a crime that carries a
potential life sentence. The charge may re-
late to his frequent calls for America to
“save Hong Kong”. Global Times, a news-
paper in Beijing, said Apple Daily had been
“instigating hatred, spreading rumours
and smearing Hong Kong authorities and
the mainland for years”. 

The tycoon was among ten people ar-
rested that day on similar charges, includ-
ing Mr Lai’s two sons; four executives of
Next Digital, a company owned by Mr Lai
which publishes Apple Daily; and Agnes
Chow of Demosisto, a pro-democracy
group, which disbanded itself hours after
the national-security law was enacted.

The street protests that rocked Hong
Kong last year have all but ceased. But pub-
lic fury over the new law and the way it is
being applied is evident. Shares in Next
Digital rose more than tenfold in the two
days following Mr Lai’s arrest, as activists
used online forums to urge people to buy
shares in companies such as his that sided
with the demonstrators. On the morning
after Mr Lai’s arrest, people joined lengthy
queues outside shops to buy Apple Daily.
The pro-democracy tabloid, which critics
dismiss as sensationalist, had increased its
print run to more than half a million. Nor-
mal daily sales are about 70,000. 

The arrests are a sign that China is de-
termined to crush opposition in Hong
Kong, ignoring global outrage. Three days
earlier, America had imposed sanctions on
11 Hong Kong and Chinese officials, includ-
ing Mrs Lam, whom President Donald
Trump accused of “implementing Beijing’s
policies of suppression of freedom”.

China may be trying to keep tensions
with America under control. It declared re-
taliatory sanctions against 11 Americans,
but not members of the Trump administra-
tion. On August 11th China’s parliament ex-
tended the mandate of Hong Kong’s legisla-
ture by one year. Mrs Lam had announced
that elections due in September would be
delayed that long because of covid-19 (and
maybe because democrats had been ex-
pected to do well in the polls). But to the
surprise of some observers, it did not an-
nounce that four lawmakers, who had been
declared ineligible to run for re-election
for political reasons such as opposition to
the security law, would be barred from
serving during the extended term.

But there is no doubt that the party has
the media in its sights. Its targets include
foreign journalists—the new law calls for
strengthened “management” of them.
Some are experiencing unusual delays in
their applications for work visas. At least
one such request has been denied. Local re-
ports say a national-security unit has been
set up in the Immigration Department to
handle their cases. A place once renowned
for its vibrant press is changing fast. 7
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Several startling things awaited 20 blind Chinese youngsters
attending a residential course that began in Shanghai this

week, designed to prepare them for university. Adult instructors,
many of them also blind, broached topics that protective parents
rarely raise, from the rules of raucous student party-games to the
perils of falling in love. Learning to navigate a campus alone is not
just about finding libraries or canteens, noted Yang Qingfeng of
Golden Cane, the charity organising the course. It is pretty vital if
teenagers ever hope to go on unchaperoned dates.

In pep talks, students were urged to think beyond the few ca-
reers traditionally offered to blind Chinese. Since the 1950s, when
China opened vocational schools for disabled war veterans, the vi-
sually impaired have typically been pushed to become musicians
or, above all, to work as masseurs in state-run clinics or private
parlours. People may say there is nothing wrong with being a mas-
seur, a rapt audience heard from Cai Cong, who attended a blind-
massage college a decade ago before persuading his parents to let
him work as a radio journalist. Well that is fine, said Mr Cai—as
long as it is your choice. 

Several students, all neatly clad in black trousers and yellow
polo shirts, admitted to nerves about the final test of the course. It
will involve leaving the hotel alone to find a place to eat in central
Shanghai, trailed by sighted volunteers who will intervene only if
danger looms. Yet the real novelty of the course is arguably sim-
pler. For this small group of youngsters—at once unusually brave
and at the same time awkward and quick to dissolve in nervous
giggling—the course promises seven days focused on what they
can do, not on things deemed unwise, unsafe or beyond them.

This is almost certainly the best moment to be blind in Chinese
history. The past was often exceedingly grim. Chinese literature is
filled with stories of blind people who survive by begging or telling
fortunes. As modern China grew more prosperous and opened to
the world, it built special schools for the handicapped and, by rati-
fying such agreements as the un Convention on the Rights of Per-
sons with Disabilities, gave domestic reformers new, albeit limit-
ed leverage to press for change. In 2014 China announced that
blind students would be allowed to take the national university
entrance examination, the fearsome gaokao. This breakthrough

followed years of official foot-dragging. In 2015 almost 9.5m candi-
dates took the exam. Just eight students took a special version in
Braille or large print. No official count of blind school-pupils exists
in China. But if the proportion of American youngsters with legally
registered visual handicaps is taken as a guide, as many as 80,000
of those taking the gaokao each year should be blind.

Alas, this also remains a frustrating moment to be blind and
Chinese. Of 10.7m students who sat the gaokao this summer, just
five took the Braille papers for the blind. Since 2015 candidate
numbers have never exceeded ten in a single year, leading some
Chinese to grumble about “wasting national resources” on the
Braille gaokao, says Mr Cai. That ignores other hurdles still to be
dismantled, he argues, noting that only about 30 Chinese universi-
ties admit blind students, and that even some of those fail to offer
accessible tests and textbooks on a systematic basis. Other univer-
sities exclude the blind with medical tests and other gambits. Edu-
cation officials do see a need to look after the disabled, he says. The
problem is low expectations, and an attitude towards the blind and
others that “what we give you is what’s best for you”. Doctors play a
role in making families timid, too, says Mr Cai, who lost his sight at
ten. Once they decide a progressive disability cannot be cured,
they too often abandon hope and counsel risk-avoidance.

Nonetheless a handful of blind students manage to stay in the
mainstream school system and achieve gaokao scores that entitle
them to apply for elite colleges, a feat that reflects luck, talent but
also years of grinding toil. One such student, Ang Ziyu, a serious
youth from the inland city of Hefei, is attending the Shanghai
training course. He must wait until late August to learn if his score
of 635 is enough to enter Beijing Normal University, a teacher-
training school. He expects no special allowance to be made for
years of having schoolwork read to him by his parents, or the trick-
iness of taking the gaokao in Braille, a tactile form of printing that
is ill-suited to transliterating Chinese characters. Mr Ang currently
leans towards teaching at a blind school after graduation. But he
has heard that attending college often leaves students eager to ex-
plore new possibilities. “I feel like that, too,” he says shyly.

The soft bigotry of low expectations
Each year a few hundred blind students take simplified admis-
sions tests set by special disabled colleges or sections of ordinary
universities. That is the path taken by Zhang Shuxin and Huang
Kan, two teenage girls from the southern province of Guangdong.
Speaking at the Shanghai training camp, they volunteer that the
education they received at high schools for the blind was “vastly
different” from that of a normal senior school. Ms Zhang plans to
be a music teacher. Already her father has offered to buy her a flat
so she need not worry about earning a living—an offer not open to
her two younger brothers. Indeed, her mother was reluctant even
to let her attend the course in Shanghai, thinking it risky. 

Ms Huang’s parents would not let her attend an ordinary high
school. “They worried I would get in danger or impair my vision
further,” she says, conceding: “A lot of us have lived a very closed-
off life since we were young.” She credits the internet and screen-
reading software with connecting her to the world. She hopes to
become a psychotherapist, and to help other Chinese know that
the blind are as capable as others. “I have a lot of dreams,” she says.
Unexpectedly, the thought brings on tears, but she wants no sym-
pathy, instead apologising for her loss of control. These stubborn,
impressive students know what they need: equal chances to show
what they can do. Pity is of no use to them. 7
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In december it will have been ten years
since Muhammad Bouazizi, a Tunisian

street peddler, set himself on fire. He was
protesting against harassment by local po-
lice, who often demanded bribes to let him
carry on earning his modest living. His
death inspired the Arab spring: a series of
popular uprisings that toppled autocrats,
Tunisia’s included, across the Middle East. 

Yet in Bouazizi’s hometown of Sidi Bou-
zid, deep in the hinterland, few people plan
to commemorate him. “He escaped to his
maker and left us with this misery,” says
Haroun Zawawi, one of several young job-
less men sitting near the roundabout
where Bouazizi lit the match. On a nearby
wall someone has mockingly scrawled
“revolution” upside down. “People don’t
feel it has improved their lives,” says the
city’s mp, Naoufel ElJammali. “There’s nos-
talgia for dictatorship.”

Tunisia is often praised for being the
first Arab country to throw off the yoke of

autocracy, and the only one where genuine
democracy survives. Elections are still
held, the secret police are relatively docile
and women participate extensively in pub-
lic life. But most Tunisians judge the revo-
lution based on the performance of the
economy, which has not improved under
the new dispensation. Incomes have fallen
by a fifth over the past decade; unemploy-
ment has been stuck above 15% for years.
Powerful unions block reforms. Illegal mi-
gration to Europe is up fourfold on last
year. Bickering politicians give people little
reason to stay.

Tunisia is one of the few countries
where more educated people are less likely
to find work. So parliament recently passed
a law granting jobs to graduates who have
been unemployed for a decade. It could not
afford to keep that promise, even before co-
vid-19 forced it to lock down the country
from March until May. The coronavirus has
disrupted important sources of revenue,
such as remittances, trade and tourism.
The government expects the budget deficit
to widen to about 7% of gdp because of the
pandemic; the economy is expected to
shrink by 6.5% this year.

Tunisia had been in talks with the imf

about a loan, but those were suspended in
July, when the prime minister, Elyes Fakh-
fakh, resigned over allegations of a conflict
of interest. His replacement, Hichem
Mechichi (Tunisia’s eighth prime minister
in ten years), wants to form a technocratic
government without political parties. That
is, in part, because the parties cannot agree
on much. The largest is Ennahda, which is
Islamist. Its leader, Rachid Ghannouchi,
who is the speaker of parliament, has
feuded with Kais Saied, the president, over
nominees and power. Mr Ghannouchi
himself narrowly survived a confidence
vote last month after being accused of ex-
ceeding his authority.

Nine years ago Ennahda won Tunisia’s
first free election, promising something 
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2 new. Now its members look tired. Asked
what is his biggest achievement, Mr Ghan-
nouchi replies: “Jalusna” (We’re sitting
here). Whereas Islamist movements else-
where have been crushed, Ennahda is still
at the forefront of Tunisia’s politics. But
critics say it has acquired the traits of the
region’s old patriarchies. Mr Ghannouchi,
who is 79, has led Ennahda (or its precur-
sor) for 50 years. In 2012 the party decided
that he would serve only two more terms as
leader, ending this year. Now he wants to
change the rules. “He preaches Muslim de-
mocracy but rules like a traditional Arab,”
says Abdelhamid Jlassi, a former deputy
leader of Ennahda who quit in March. The
disillusion is spreading. In parliamentary
elections last October the party mustered
only a third of the votes it won in 2011.

In a presidential election the same
month Mr Saied won in a landslide, attract-
ing a huge share of the youth vote. A stiff
law lecturer and political outsider, he
promised to stamp out corruption. But he
also appears hungry for power. The presi-
dent is in charge of the army, security
forces and foreign policy. Mr Saied also
wants more say over domestic policy,
which parliament claims as its turf. He
sparred with Mr Ghannouchi over who
should pick the prime minister before
choosing Mr Mechichi, a loyal bureaucrat.
In the long term Mr Saied would like to
move to a system of indirect elections for
parliament, with local councils holding
more power.

There are some in parliament who seem
inclined to do away with democracy alto-
gether. Abir Moussi was a high-ranking of-
ficial in the party of Zine el-Abidine Ben
Ali, the old dictator, and she is nostalgic for
the old days. She calls the Arab spring “a
spring of ruin”, blaming Ennahda for the
upheaval. Like Mr Saied, she is openly
homophobic. She now heads the Free Des-
tourian party, which won 16 seats (out of
217) in last year’s elections and led the chal-
lenge to Mr Ghannouchi. Members of the
middle class who fared better under Ben Ali
like her calls to restore the order of pre-rev-
olutionary Tunisia (when Ennahda was
outlawed). According to recent polls, she is
the country’s most popular politician.

Western diplomats say Tunisia’s demo-
cracy has proven surprisingly resilient. Its
politics are broadly rooted. Its Islamists
have been restrained and conciliatory.
There has been very little of the bloodshed
that characterised the clash between old
and new systems elsewhere in the Arab
world. But many Tunisians are less san-
guine. Protesters demand jobs—yet make
matters worse by blocking oil and phos-
phate exports. Voter turnout is trending
down. Even in the capital of Tunis no big
events are planned to mark Bouazizi’s
death. Politicians play down the anniversa-
ry or, like Ms Moussi, curse it. 7

The dead were still being buried, vic-
tims treated, rubble cleared. But less

than a week after the massive explosion at
Beirut’s port on August 4th, which devas-
tated much of the city centre, Lebanon’s
leaders had returned to their usual priority:
self-preservation. The prime minister,
Hassan Diab, announced his resignation
six days after the blast. He will linger on as
a caretaker until the country’s political
leaders choose a replacement. They are de-
termined to escape blame for a disaster of
their own making—and, despite the hor-
ror, many Lebanese fear they will succeed.

Everyone can agree the blast was caused
by stunning negligence. For six years au-
thorities stored at the port 2,750 tonnes of
ammonium nitrate, a chemical used in
bombs, despite many warnings that this
was not a good idea. It may have been
heaped in a hangar along with fireworks
and other combustible materials. More
than 200 people were killed and thousands
wounded when the warehouse exploded.
An estimated 300,000 people are home-
less. Fixing the ruined city could cost
$15bn, a quarter of Lebanon’s gdp in 2019.

No one wants to be held responsible for
the negligence, however. The judge super-
vising an investigation is a relative by mar-
riage of Nabih Berri, the parliament’s
speaker, whose Amal party wields influ-
ence at the port. President Michel Aoun
brushes off calls for an international probe.
Instead politicians were keen to blame the
cabinet, stocked with political outsiders,

which took office only in January. Mr Diab
beat them to the punch by resigning (under
pressure from his own ministers).

His going may not change much. It will
not force early elections, which require the
approval of Mr Aoun and powerful factions
such as Amal and Hizbullah, the Iranian-
backed political party and militia. All op-
pose the idea. Instead it will cause a repeat
of what happened in October, when the
previous prime minister, Saad Hariri, quit
amidst big protests. Lawmakers took two
months to agree on a replacement.

Lebanon can ill afford such delay. Apart
from the humanitarian crisis, the economy
is sinking. The currency has lost 80% of its
value since October. Inflation is at 90%.
The country defaulted in March. The cabi-
net put forward a well-received economic
plan to reduce debt and clean up the insol-
vent financial sector, only to back-pedal
under pressure from bankers and mps. Ef-
forts to restructure debt worth perhaps
170% of gdp have stalled: bondholders do
not know whom they are negotiating with.
Talks with the imf about a $10bn bail-out
have led nowhere.

Yet it may be difficult to find a candidate
both acceptable to parliament and willing
to take charge of a collapsing country.
Some mps hope to bring back Mr Hariri.
The return of a man who led the country for
six years, at the helm of governments wide-
ly seen as corrupt, is not much of a change.
A few other names are being floated, such
as Nawaf Salam, a diplomat and judge with
a clean reputation. But he would face the
same problems as Mr Diab, an academic,
who was brought in not to implement re-
forms but to defuse protests.

While politicians argue, citizens deal
with the explosion’s aftermath. Volunteers
throng the streets of east Beirut helping to
clear debris. Universities have sent teams
of engineers to check the structural integri-
ty of damaged buildings. The vast diaspora
has contributed money and materials,
such as 138 tonnes of glass.

Cleaning up may prove the easy part. To
rebuild will require money that Lebanon
does not have. A summit on August 9th
raised €253m ($297m) for health care, food
and other necessities. A bigger aid package
will probably require political reforms of
the sort Mr Diab failed to implement. The
imf says any bail-out must be linked to
changes: a recapitalisation of the banks,
with the burden on shareholders and large
depositors; a capital-controls law; and an
audit of the central bank.

Since August 8th there have been night-
ly protests near parliament. The mood is
furious, but the crowds are smaller than
those that gathered last winter. People are
preoccupied with survival: rebuilding
shattered lives, navigating a brutal econ-
omy. The bleak circumstances may help
the reviled political class survive as well. 7

B E I RU T

The prime minister quits, but real
change is yet to come

Lebanon after the blast

Taking a fall

Smoky versus the bandits 



The Economist August 15th 2020 Middle East & Africa 43

1

“My outfit for the day determines
what hair I will be wearing,” says

Olayinka Titilope, a Nigerian wigmaker.
She has a different peruke for each day of
the month. The weather also influences
her choice. On cooler days she might opt
for long, thick locks. During the summer
she tends towards lighter bob-cuts. Ms Titi-
lope hopes her hairdos will inspire the cus-
tomers who visit her wig gallery in down-
town Lagos, Nigeria’s commercial capital.
She sells wigs for between $60 and $800.
Those at the top end are made of human
hair from Cambodia, she says. 

Some African feminists argue that to
wear a long, straight-haired wig or hair ex-
tension is to grovel to Western ideals of
beauty. Yet wig-buyers in Nigeria seem to
enjoy variety. Sellers advertise hair from
everywhere. Brazilian is praised for its
sheen and durability; Vietnamese, for its
bounce; Mongolian, because it is easy to
curl. One seller in Lagos offers “Italian posh
hair” which is supposedly odour-free.
Whatever the label says, much of the hair
really comes from elsewhere, often China,
a source some buyers deem downmarket. 

It is hard even for the most conscien-
tious hair-traders to trace where their
wares came from. Most of the hair that
reaches Africa travels via factories in Chi-
na, where it is sorted and often treated,
dyed or curled. Bundles of human hair may
be bulked up with horse mane or goat
thatch. Chinese locks are sometimes
packed into boxes labelled “Peruvian hair”,
which is coveted in Nigeria. Responsible

shopkeepers must pick a good supplier and
hope for the best. Those with fewer scru-
ples rebrand the hair once it arrives. 

Demand in Nigeria is huge, but not
everyone wants to pay Nigerian tariffs. Be-
nin, a popular route for goods smuggled
into its much bigger neighbour, sucked in
11% of the world’s fake-hair imports in
2018—some 50 times what might be ex-
pected, given its tiny population. Nigeria
itself shipped in more than 3,600 tonnes of
hair (including human, animal and syn-
thetic hair, as well as ready-made hair
pieces). If even half of that was from hu-
man scalps, it would amount to the waist-
length locks of more than 10m people. “The
demand for hair generally exceeds supply,
fuelling an almost constant sense of scarci-
ty,” writes Emma Tarlo in her book “Entan-
glement: The Secret Lives of Hair”.

In the past decade Myanmar has quad-
rupled the volume of hair it ships out and is
now the world’s fourth-largest exporter.
Nay Lin, a hair-trader in the former capital,
Yangon, says he knows when the economy
is bad because more women turn up at his
shop to sell their tresses. “Today I have had
ten heads so far,” he says, a lot for one day. A
pile of dark bunches glistens on the floor
beside him. Clients earn around $18 for
their hair, though prices vary according to
weight. Most of it gets shipped to China,
but he is unsure where it goes after that. Mr
Lin exported duck feathers until he discov-
ered that hair was more lucrative.

Some 500km north of Yangon, in the
town of Pyawbwe, farmers who once har-
vested onions and chillies now spend their
days unpicking hairballs. These are often
gathered by door-to-door collectors, who
buy hair from people’s combs and bath-
room plugs. Some hairballs arrive in sacks
from India and Bangladesh. Workers in
Pyawbwe (which has earned the nickname
“Hair City”) make about $1.20 a day untan-
gling them and removing lice or white
strands. This hair is so common in Chinese
factories that it is referred to as “standard
hair”. It costs more than the fake stuff, but
less than locks cut straight from a head.

“We call that stuff factory trash,” scoffs
Ms Titilope, who insists that none of it goes
into her products. She does not like using
Indian hair, either, because much of it is
shorn off pilgrims and some customers
think it is cursed. Most Hindus will have
their heads shaved at a temple at least once
as a symbol of surrendering their egos to
Vishnu, a god. The temples sell the tresses.
But in Nigeria some believe that snakes
have slithered over the hair.

On the streets of Lagos, wigs reflect
wealth. Women with silky locks tumbling
down their backs stroll past others with
coarse, synthetic threads. One of the mar-
ket’s cheapest wigs resembles a furry black
hat. At least those wearing it do not have to
fret about where it came from. 7

YA N G O N

One country’s love of fancy wigs fuels a
global trade

Nigeria

Hair from
everywhere

He is the type of leader donors revere.
When Alassane Ouattara became pres-

ident in 2011, Ivory Coast was a ruin, de-
spoiled by two civil wars and a decade of
political turmoil. Under his stewardship
the country has grown calmer and richer.
He has attracted foreign investment, made
inroads against corruption and presided
over an economy that has grown by an av-
erage of 8% a year since he came to power.
Ivory Coast was once regarded as the jewel
of Francophone Africa. Mr Ouattara (pic-
tured) has restored some of its sparkle.

Such accomplishments aside, the presi-
dent appeared to have secured his reputa-
tion when, after some equivocation, he an-
nounced his retirement in March. Though
he insisted that a new constitution in 2016
allowed him to seek a third (and fourth)
term, the 78-year-old concluded that he
would content himself with two—and then
hand power to a pliant successor. 

In Amadou Gon Coulibaly, Ivory Coast’s
prime minister, he seemed to have just the
man. Not only had Mr Coulibaly been by
his master’s side for 30 years, his loyalty
was so fervent that he liked to describe
himself as the president’s “disciple”. Mr
Coulibaly’s candidacy would prove short-
lived, however. On July 8th he died.

So on August 6th, pleading “force ma-
jeure”, Mr Ouattara agreed to contest Octo-
ber’s election. Opposition parties have
cried foul, saying he has hit his term limit. 

Donors will be feeling squeamish, too.
It did not help that on the very day Mr Ouat-
tara reversed course, the ruling party in 

N A I RO B I

Alassane Ouattara gambles on a third
term as president 

Ivory Coast
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From the parade of politicians and jour-
nalists passing through, one might

think that the Kisutu Resident Magistrate
Court is a high-society haunt. But instead
of being offered cocktails and gossip, they
are here to be tried (or, at least, denied bail)
by a judiciary that looks increasingly like
the strong arm of Tanzania’s government.

John Magufuli, Tanzania’s president
(pictured), has never been one for demo-
cratic niceties such as the separation of
powers between the executive, parliament
and courts. Since taking office in 2015 he
has made it clear that all three should bend
to his will. In particular he has attacked the
judiciary’s independence, threatening to
“take action” against judges who acquitted
those accused of crimes (when, at least in
his mind, there is clear evidence of guilt).

Parliament, controlled by Mr Magufuli’s
ccm party, has limited citizens’ ability to
sue over allegedly unconstitutional laws or
policies. And last year Tanzania in effect
withdrew from the African Court on Hu-
man and People’s Rights—an important
guardian, with more cases on its docket
against Tanzania than any other country.

Given how hard he has tried to control
the judiciary, Mr Magufuli must have been
gratified when, on August 5th, Tanzania’s
highest court gave the constitutional
stamp of approval to one of his favourite
tactics: charging opponents with offences
for which they cannot post bail. Once ar-
rested, defendants pinball endlessly be-
tween prison and court, being told at each
court appearance that the case against

them is not quite ready. Many eventually
plead guilty to end the torment. The tactic
is used not only against political rivals or
critical journalists, but also against execu-
tives of companies accused of tax evasion
who are ordered to pay arbitrary sums.
Fatma Karume, a former head of the Tan-
ganyika Law Society who was suspended
from practising law after acting as counsel
in a suit against Mr Magufuli, argues that
this is legalised extortion. “These people
are acting like Henry VII,” she says, refer-
ring to a notoriously grabby English king.

Some judges have taken a stand against
this repressive tactic. In May the High
Court declared that it was unconstitutional
to deny people bail automatically, simply
because they had been charged with, for in-
stance, money-laundering. The judges said
this law impinged on judicial discretion
and denied people freedom. But on August
5th the government found a more sympa-
thetic ear at the Court of Appeal, which
overturned the ruling. 

Demagogues the world over try to con-
trol judges. This is made easier in countries
such as Tanzania, where the president
chooses who sits on the bench. But it is not
just the power to appoint judges that mat-
ters to Mr Magufuli; he also wants to con-
trol the officials who oversee elections. 

With Tanzania going to the polls in
October, the impartiality of those who will
count the votes is particularly important if
the result is to be seen as credible. Tan-
zania’s High Court thought so too last year,
when it struck down a law that allowed Mr
Magufuli to appoint party hacks as election
officials, arguing that it compromised the
independence of the electoral commis-
sion. Once again Mr Magufuli’s govern-
ment turned to the Court of Appeal, whose
learned judges overturned the ruling, say-
ing that it was “speculative and based on
apprehension” to suppose that officers
picked by the president might be partisan.
Perish the thought. 7

Some judges are trying to protect
democracy, others executive power
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Judge not

nearby Guinea asked its 82-year-old leader,
Alpha Condé, to run for a third term in an
election also scheduled for October.

Even so, most outsiders will probably
go along with a Ouattara candidacy, if only
because the alternatives are unprepossess-
ing. The president’s chief opponent is Hen-
ri Konan Bédié, a former president who
claims to be the voice of the youth. He is 86.
Between 1993 and his overthrow in 1999 his
government was venal and inept. 

Worse, he stirred up ethnic chauvinism
in a quest to prevent Mr Ouattara, a north-
erner, from running against him and up-
setting decades of southern hegemony.
The 12 years of upheaval that Ivory Coast
suffered between 1999 and 2011 have much
to do with Mr Bédié’s pigheadedness.

Even if a third Ouattara term represents
the lesser evil (which is unclear), there are
still reasons to be anxious. As leaders age
they often become more ruthless. Mr Ouat-
tara has already shown an authoritarian
streak. Guillaume Soro, a rival presidential
candidate and former rebel leader, was
sentenced in absentia to 20 years in prison
for embezzlement, charges not everyone
believes. Nineteen people close to Mr Soro
have been in detention since December.
Other parties also complain of harassment.
More worryingly, Mr Ouattara’s candidacy
may increase the chance of violence. Dis-
agreements tend rapidly to take on an eth-
nic dimension in Ivory Coast, where par-
ties are rooted in ethnicity, not ideology. 

Although Mr Ouattara restored stability,
he did little to allay the underlying ten-
sions that saw the country split in half
when civil war erupted in 2002. Southern-
ers chafe at Mr Ouattara’s perceived favour-
itism towards the north. “He tried to bring
economic responses to political pro-
blems,” says Rinaldo Depagne of the Inter-
national Crisis Group, an ngo based in
Brussels. “Reconciliation opportunities
have been missed.”

As if there has not been enough drama
(“there have been more twists than a Net-
flix series,” says Mr Depagne), two actors
have yet to walk onto the stage. The first is
Laurent Gbagbo, another former president.
His refusal to concede defeat to Mr Ouat-
tara in 2010 sparked a fresh round of fight-
ing that claimed 3,000 lives. Acquitted of
crimes against humanity last year by the
International Criminal Court in The
Hague, he is plotting his return. Though
not a candidate, Mr Gbagbo could sway the
outcome should he throw his weight be-
hind Mr Bédié. Mr Ouattara remains the fa-
vourite but a combined southern ticket
could run him close.

The final actor is the army, which tends
to make its entrance late in Ivorian dramas.
Some of its officers are former rebels loyal
to Mr Soro. Should a contested election
trigger violence, some fear that the next act
might be a coup d’état. 7
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Of all the disturbing sounds and im-
ages streaming out of Belarus, it was

the broken voice of Svetlana Tikhanov-
skaya that spoke loudest. If the election on
August 9th had been remotely free or fair,
Ms Tikhanovskaya, a former English teach-
er with no political experience, might now
be president-elect of her country. During
the campaign, she attracted vast, cheering
crowds. In the few polling stations where
votes were properly observed and counted,
she won more than 70% of them.

But Alexander Lukashenko, the dictator
who has ruled Belarus since 1994, only
three years after it ceased being a Soviet re-
public, does not give up power easily. The
official count proclaimed him the winner,
with an implausible 80% of the vote. And it
was his 37-year-old rival who ended up
making a “concession speech”. 

She had gone into the central election
commission to lodge a complaint about the
obviously bogus result. While inside its
walls, she was apparently persuaded to
change her mind. She appeared in a short
video, recorded inside the commission.

Seated on a sofa, her eyes lowered, she read
from a piece of paper handed to her by in-
visible interrogators: “Dear citizens of
Belarus, I, Svetlana Tikhanovskaya, thank
you for taking part in the presidential elec-
tions. The people of Belarus have made
their choice…I ask you not to confront the
police and not come out onto the streets.”

According to an ally, the video was re-
corded after she had spent three hours be-
hind closed doors with Mr Lukashenko’s
security chiefs. It was released a few hours
later, after Ms Tikhanovskaya was driven
out of the country by Belarusian security to
Lithuania, whose president, Gitanas Nau-
seda, confirmed that she was now safe.
“Not a single person in their right mind

would believe that this video was recorded
voluntarily,” he noted.

It is not hard to imagine how pressure
might have been applied. Her husband, a
popular vlogger, was already behind bars.
(He was locked up for trying to run against
Mr Lukashenko in the election; Ms Tikha-
novskaya took his place on the ballot.) Sev-
eral members of her staff have in effect
been taken hostage, too, and her children
are in hiding in Lithuania. “God forbid any
of you are faced with the choice that I
was…No one life is worth what is happen-
ing right now. Children are the most im-
portant things in our lives,” she said, her
eyes welling with tears, in another video
she posted on her husband’s website.

If Mr Lukashenko hoped that driving Ms
Tikhanovskaya into exile would dampen
the protests that greeted his electoral
fraud, he was wrong. She was a symbol of
resistance, not its leader. Indeed, the only
reason she was allowed to register as a can-
didate instead of her jailed husband was
that Mr Lukashenko did not see her as a
threat, dismissing her as “poor little thing”. 

Repression and hostage-taking have
long been among Mr Lukashenko’s favour-
ite methods for keeping a grip on his coun-
try. Until recently, there were others. A for-
mer collective-farm boss, Mr Lukashenko
was swept to power in 1994 promising an
end to post-Soviet chaos. Whereas the oth-
er former Soviet vassal states rejected the
Soviet legacy, he retained Soviet symbols
and institutions, including the kgb. He did 
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2 not privatise large enterprises, and he used
Russian subsidies to maintain low, but
fairly equal, living standards. That gave
him a degree of popularity. In recent years,
however, his relationship with Russia has
soured, the subsidies have started to dry
up, the economy has choked and civil ac-
tivism has grown, not least because of his
bungling response to covid-19. On election
day queues to vote against him stretched
for several kilometres in places.

So when the electoral commission de-
clared Mr Lukashenko the runaway winner
(and gave Ms Tikhanovskaya a ridiculous
9.9% of the vote), gigantic crowds came out
to make their true views known. Mr Lu-
kashenko greeted them with stun gre-
nades, tear-gas, rubber bullets and a total
internet blackout.

His black-uniformed thugs randomly
grabbed protesters and viciously kicked
them as they squirmed on the ground. De-
monstrators, who communicated by
phone, adopted Hong Kong-style tactics of
dispersing and regrouping in different
parts of the cities, flowing like water. Riot
police chased after them, followed them
into shops and apartment blocks and pum-
melled them with batons. They smashed
up cars that hooted their horns in solidar-
ity with protesters and dragged their driv-
ers onto the streets. Scores were injured, at
least one killed and at least 6,000 were de-
tained. Their relatives gathered outside
prisons where they were audibly being
beaten up, chanting “Hang in there!” Bela-
rusian women, dressed in white and carry-
ing flowers, marched through Minsk to
confront the black-clad goons. 

Protesters are calling for a general
strike. If they succeed, it will bring the
country’s economy to a halt. But this does
not mean that Mr Lukashenko’s fall is im-
minent. In neighbouring Ukraine, scene of
revolutions in 2004 and 2014, multiple oli-
garchic groups jostle for influence. Belarus
is far more centralised. Mr Lukashenko so
far retains control of the security services
and the army, though there have been some
reports of police and soldiers refusing to
carry out repressive orders. However, ter-
ror is of limited use in running the country.

The dictator, who has survived by ex-
ploiting rivalry between Russia and the
West, is in a weak position now. Liberalis-
ing would certainly cost him his job. Crack-
ing down even harder, with Russia’s bless-
ing, would turn him into Moscow’s
supplicant. And although Vladimir Putin,
Russia’s president, has covered up for him
so far, there is no love lost between the two.
Mr Lukashenko may hope for a rescue line
from China’s Xi Jinping, an old patron who
was the first to congratulate him on his vic-
tory. But there is one constituency Mr Lu-
kashenko can no longer turn to: the Belaru-
sian people. They have not yet lost him, but
he has lost them. 7

It doesn’t sound dramatic. Technicians
in the Baltic countries of Estonia, Latvia

and Lithuania are preparing to change the
frequency of their electric grids. This will
involve desynchronising from a regional
power system called ips/ups to allow syn-
chronisation with another one, the Conti-
nental Synchronous Area. But look closer,
and the switch is part of a contest that pits
democratic Europe against autocratic Rus-
sia and its tinpot ally Belarus.

As a legacy of the Baltic states’ past as in-
voluntary members of the Soviet Union,
the mains frequency of their ips/ups power
system is controlled from Moscow. This
means that Russia’s regime could switch
off the Baltics’ power for the better part of a
dark and possibly cold week, perhaps lon-
ger, while Baltic operators scrambled to re-
store power with local means. The first
three days alone of such a blackout would
cost the Baltics €2.3bn ($2.7bn) in lost out-
put, says Taavi Veskimagi, boss of Elering,
Estonia’s grid operator. Deaths and insta-
bility could add to the toll, especially if
meddling took place during a pandemic.

Russia has not explicitly threatened a
Baltic blackout. The Kremlin has, however,
occasionally cut off hydrocarbon exports,
just to remind eastern Europeans what’s
what. Russia could add grid power to its
“strategic coercion” repertoire, especially
if political upheaval led its leaders to seek
support by manufacturing a crisis abroad,

says Tomas Jermalavicius, formerly a plan-
ner at Lithuania’s defence ministry.

A big outage in Latvia on June 9th con-
centrated minds. Nothing indicates that
the central dispatch office in Moscow was
behind it. Even so, authorities there, says
Mr Jermalavicius, “just sat on their hands
and watched” instead of stepping in to pre-
vent more cascading blackouts. (An emer-
gency inflow from Poland saved the day.) At
the least, then, Russia appears disinclined
to help in a pinch. So the Baltic states must
synchronise as quickly as possible with Eu-
rope, a “trusted area of high standards and
legal norms”, says Mr Jermalavicius, now
head of studies at the International Centre
for Defence and Security, a think-tank in
Tallinn, Estonia’s capital.

Hoping to reduce this threat to its
north-eastern flank, the eu is expected to
foot three-quarters of the project’s whop-
ping cost of €1.6bn. America is also chip-
ping in. Its departments of energy, state
and defence, as well as the cia, are provid-
ing money, kit and expertise. Pro-Kremlin
propaganda urging people in the three
states to oppose the grid reconfiguration
has failed to gain traction. Still, the project
will not be complete until 2025. 

Baltic strategists have long taken com-
fort in an aspect of the regional power sys-
tem’s design. Were the Kremlin to trigger a
blackout in the Baltic states, power would
also go out in areas of Belarus and western
Russia due to the synchronous cross-bor-
der connections. But this restraint on the
Kremlin’s options is slipping away. Russia
is rapidly reconfiguring and upgrading its
grid in a way that will insulate itself and
Belarus if the Baltic states go dark.

A big recent development concerns Ka-
liningrad, a heavily militarised Russian ex-
clave detached from the mainland and
sandwiched between Lithuania and Po-
land. Edvinas Kerza, a former vice-minis-
ter of defence, says that Lithuanian intelli-
gence has determined that last autumn
Kaliningrad’s technicians achieved the
ability to operate their grid even if power is
down in the Baltic states. Mainland Russia
will probably be insulated from any Baltic
blackout by some time next year. That is
well before the region will be ready to pair
with the Continental Synchronous Area.

Until then, a quiet but high-stakes race
is on. The Baltic states are upgrading their
infrastructure to shorten the time that a lo-
cally managed grid reboot would take, says
Zygimantas Vaiciunas, Lithuania’s energy
minister. Thanks in part to eu monies that
have already been allocated, recent pro-
gress in Lithuania has probably prevented
any shutdown from becoming a national
disaster, he says. If a kill switch were to be
flipped in Moscow today, Mr Vaiciunas
reckons that Lithuania could restore its
grid in four days or less. That could still
make for a pretty chilly episode. 7
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In june dutch police cracked open a
shipping container on a farm and

found it had been converted into a tor-
ture chamber, with walls covered in
sound insulation and a dentist’s chair
equipped with arm and leg restraints, as
well as handcuffs, hacksaws and pliers.
They were tipped off by an informant
inside Caloh Wagoh, a Dutch motorcycle
gang whose leader, “Keylow”, had been
arrested and charged with running a
murder-for-hire scheme. Prosecutors say
a Moroccan-Dutch drug kingpin hired
Caloh Wagoh to carry out 11 hits, five of
which were executed. Keylow denies any
involvement. When police asked him
why hundreds of texts on his mobile
phone referred to hit jobs, he said he was
making a film on the subject.

The European drug trade has long-
standing connections to outlaw motor-
cycle gangs. (These often call themselves
“one-percenters”, a wry reference to an
apocryphal statement that 99% of motor-
cycle club members are law-abiding
citizens.) The Hells Angels and Bandidos
gangs, formed in America, began open-
ing chapters in Europe in the 1970s. They
soon controlled much of the drug trade
in cities like Copenhagen and Malmo.

In the so-called Great Nordic Biker
War of the 1990s, these gangs and their
allies went after each other with assault
rifles, grenades and anti-tank weapons
stolen from army bases. From the late
2000s, northern European one-percent-
ers came into conflict with a new rival:
street gangs with ethnic-immigrant
backgrounds. In Copenhagen, the Hells
Angels and Bandidos ceded territory to
gangs like Brothas and Loyal to Familia.

In the Netherlands the government
has attempted to ban the Hells Angels

and Bandidos as criminal organisations.
But they already faced competition from
new biker gangs with a multicultural
flavour, such as Satudarah, which started
in the Moluccan community, and No
Surrender, a largely Moroccan-Dutch
crew. Caloh Wagoh, which has many
Surinamese-Dutch members, is a fusion
between members of a motorcycle gang
called Trailer Trash and a Dutch branch of
the Crips, a Los Angeles gang.

One-percenters are involved in the
Dutch drug trade, though they do not
dominate it. That honour, say police,
goes to Ridouan Tagih, the man accused
of hiring Keylow. After Panorama, a
Dutch men’s magazine, published arti-
cles about Caloh Wagoh in 2018, its office
was hit by an anti-tank missile.

Sleazy riders
Bike gangs

A M STE R DA M

Europe’s nasty motorcycle gangs

I love a man in uniform

No voting system is flawless, as any po-
litical-science student can tell you.

Britain’s first-past-the-post method can
give a thumping majority to a party that
wins far less than half the vote. Ultra-pro-
portional systems, as in the Netherlands,
lead to fragmented chambers full of fringe
parties, with no local links, devoted to ani-
mal rights or the elderly. Germany’s
“mixed-member proportional” system is
supposed to offer the best of both worlds.
Unfortunately its size has begun to matter.

Of the 598 seats Germany’s electoral law
reserves to the Bundestag (the upper-
house Bundesrat comprises state politi-
cians), half are for directly elected constit-
uency mps, and the rest are for candidates
taken from party lists along proportional
lines. At general elections Germans there-
fore cast two votes: one for a local mp, and
one for a party. The second vote determines
the relative strength of parties in parlia-
ment. If some win more constituency seats
than their share of that vote would entitle
them to, to preserve proportionality others
are compensated with party-list seats. This
means the size of the Bundestag can go
only one way: up.

The problem has grown acute as Ger-
many’s party system has fragmented. For
big parties, the gap between their number
of constituency seats and their shrinking
overall vote share has grown, meaning
more compensatory seats are needed. The
result is what Germans call an “xxl Bun-
destag”. The 709 mps yielded at the last
election, in 2017, make the Bundestag the

world’s largest elected chamber (outnum-
bered only by China’s rubber-stamp con-
gress and Britain’s appointed House of
Lords). Some fear next year’s vote could
produce close to 800. Adjusted for popula-
tion, the number looks less dramatic. But
in a federal country like Germany mps have
less to do; the 16 state parliaments have a
further 1,868 members between them.

All this squeezes office space, as well as
the Bundestag’s budget, which may exceed
€1bn ($1.2bn) this year. Parliamentary com-
mittees have grown unwieldy. Citizens
struggle to understand the link between
their vote and their outsize parliament.
The problems will grow “severe” if the

chamber has to accommodate more than
750 members next year, warns Stephan
Thomae, an mp for the liberal Free Demo-
crats who has pushed for a change to Ger-
many’s electoral law in response. 

Many have tried. Constitutional law-
yers, non-profits and even mathemati-
cians have been drafted to provide sol-
utions. Yet every attempt to shrink the
Bundestag has gone nowhere, for every
party fears it stands to lose from one or oth-
er possible remedy. The most recent plan,
pushed by opposition parties, flopped be-
fore the summer recess. Attempts to revise
the law before next year’s election now
look doomed. An xxxl Bundestag looms. 7
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You might think that by now Turkey had run out of handcuffs.
But although the wave of arrests related to the bizarre coup at-

tempt that rocked the country in the summer of 2016 has certainly
slowed, it has not stopped. Every week seems to bring a new
round-up of suspected members of the Gulen community, or ce-
maat, the Islamist movement that President Recep Tayyip Erdogan
blames for the coup. At least 41people, many of them soldiers, were
detained on July 27th. Warrants for over two dozen others were is-
sued last week. 

Nearly 600,000 people, most of them suspected Gulenists,
have been investigated since the coup; nearly 100,000 have been
arrested. Most had only tenuous links to the movement, such as
having an account at a Gulenist bank. Some appear to have been
tortured in captivity. But while there is sympathy among Turks for
individual victims of Mr Erdogan’s purges, there is practically
none for the cemaat as a whole, and even less for its leader, Fethul-
lah Gulen, an ageing imam living in exile in Pennsylvania. Ask al-
most anyone in Turkey, including Mr Erdogan’s most bitter foes,
and you will hear that compared with Mr Gulen, Turkey’s leader is
the lesser of two evils. Mr Erdogan is an autocrat and a bully. But no
one helped him cripple Turkey’s democracy more than Mr Gulen
and his sect.

The movement is a tough nut to crack. From the 1970s onwards,
it attracted hundreds of thousands of followers, drawn mostly
from among the poor and devout students who gravitated to its
prep schools and dorms. After the end of the cold war, it began to
market itself as the torchbearer of an enlightened Islam, setting up
foundations abroad and winning a circle of Western well-wishers.
But it was only when Mr Erdogan and his Justice and Development
party came to power in 2002 that it started to flourish. Its sympa-
thisers had previously trickled into Turkey’s bureaucracy. With Mr
Erdogan’s encouragement, they took over entire institutions. (By
one estimate, Gulenists held 30% of top jobs in the judiciary and
50% in the police.) With his approval, they orchestrated the arrests
of thousands of Kurdish activists, army officers, secular types and
journalists. “The Gulenists played a decisive role in enabling Erdo-
gan to consolidate power,” says Gareth Jenkins, a security analyst.

The Gulenists’ success was their undoing. By the early 2010s,

they had amassed enough power to pose a threat to Mr Erdogan.
“There was a time when they virtually ruled Turkey,” says Gokhan
Bacik, an academic formerly close to the movement, now living in
exile. They overreached by trying to torpedo peace talks with Kurd-
ish insurgents, going after Turkey’s intelligence chief in 2012, and
implicating Mr Erdogan in a corruption scandal the year after. Tur-
key’s strongman responded by declaring war on the cemaat and re-
moving its loyalists from the bureaucracy. The purges went into
overdrive after the coup attempt.

Much about the night of the putsch remains unclear. Some 250
people died in what resembled an army mutiny accompanied by a
series of terror attacks more than a traditional coup. The official
version, in which Gulenist sleeper cells in the armed forces awoke
to take over the country all on their own, seems as watertight as a
teabag. To this day, Turkey’s government has not produced evi-
dence of what the plotters planned to do once they seized power.
The coup itself appears to have been the work of a small but diverse
coalition. Yet there is no doubt that the Gulenists played a big part.
At least some of the officers who directed the violence turned out
to be graduates of the Gulen system. Two of the civilians involved
appear to have seen Mr Gulen in America only days earlier. An-
alysts agree there is no chance Gulenist operatives would have act-
ed without their leader’s approval. Mr Gulen denies involvement.

Mr Erdogan and his ministers fume that foreigners do not ap-
preciate the damage the Gulenists inflicted on Turkey. They are
partly right. “In many European countries, people think that be-
cause Mr Erdogan is a dictator, anyone opposed to him must be a
democrat,” says Bayram Balci, head of the French Institute of Ana-
tolian Studies in Istanbul. That kind of logic plays into Mr Gulen’s
hands and lets him masquerade as a dissident. 

No one, however, is worse placed to preach about the dangers of
Gulenism than Mr Erdogan, whose government was once joined at
the hip with the movement. By locking up everyone linked to it, in-
cluding lawyers, teachers and charity workers, Mr Erdogan has
ditched the rule of law in favour of a vendetta. He has not helped
his case by accusing nearly all of his other opponents of treason or
terror. “People [in America] might be more receptive to Erdogan’s
side of the story if he had more credibility,” says Gonul Tol of the
Middle East Institute, a Washington think-tank. “But he has none.”

Going but not gone
Today the cemaat seems to be a spent force. Inside Turkey, it has no
room to breathe. Because it alienated almost every part of Turkish
society, there is no one left to defend it, aside from a handful of hu-
man-rights activists. Abroad, the Gulenists are better off, but still
on the back foot. Mr Erdogan has successfully pressed a few coun-
tries in Africa and Central Asia to sever links with Gulen schools
and businesses. Funding has begun to dry up. Long-standing fol-
lowers are leaving in droves and new ones are almost impossible
to recruit. Mr Gulen commands blind obedience. His deputies,
says Mr Bacik, are all theologians with no experience outside the
group. There are no women in positions of power. For a movement
that portrays itself as a modernising force in Islam, this is not a
good look. Mr Gulen himself is approaching 80 and in poor health.
When he dies, what remains of the cemaat is likely to crumble. 

Its legacy in Turkey has been grim. “They have as much respon-
sibility as Erdogan for the state of the country,” says Ms Tol. Much
of the outside world seems to think there is only one villain in the
story of Turkey’s descent into autocracy. Turks will tell you there is
room for more. 7
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Clive thinks immigration has over-
whelmed the health service. Pat says

her town is swamped by new housing. Eliz-
abeth voted for Brexit, but doesn’t want a
trade deal with America, “especially the
pharmaceutical side of it, Trump and his
chickens.” So did Kathleen, but she now
thinks a no-deal exit will mean shortages
of groceries and medicines. “I’m prepared
to do without stuff,” she says. 

They are part of a focus group organised
by NatCen, a social-research institute,
studying “affluent eurosceptics”, a Conser-
vative-leaning middle-class tribe. Nearly
half the group is over retirement age. They
lament their children’s europhilia, their
grandchildren’s idleness and the decline of
Britain’s industrial prowess. Yet the thread
that links their views is a preference for
policies that harm growth, and an aversion
to those which boost it. 

Older voters have long leaned Tory, but
in the past decade politics has polarised
dramatically along age lines. In 2019, 36%
of Tory voters were pensioners, up from

29% in 2010, when the Tories came to pow-
er; 56% were over 55.

The Conservative Party used to worry
about being hip. In 1977, a 16-year-old Wil-
liam Hague told its conference that it faced
extinction without first-time voters. Now,
he notes, the party has increased its share
of the vote in six successive elections with-
out their help. John Major got a bigger slice
of the under-35s when he lost in 1997 than
Boris Johnson did when he won in 2019. 

The Tories still worship at the Church of
Thatcher. Boris Johnson preaches deregu-
lation, globalisation and wealth-creation
with the same gusto as his predecessors.
But the ageing congregation mumbles
through the prayers. Growth means spoilt
views and social change. Age is a solid pre-
dictor of attitudes to Brexit, a process
which has seen constitutional principles
repeatedly put before cold economic inter-
est. The old are more likely to oppose im-
migration and to prioritise spending on
health care over education. 

Onward, a think-tank close to the gov-

ernment, reported last year that the old are
especially hostile to the “drivers of pros-
perity in the modern liberal market econ-
omy”. They are more likely to agree with
statements such as “globalisation has not
benefited most people”, “jobs and wages
have been made worse by technological
change” and “more people living in cities
has made society worse.” 

Older voters’ indifference to growth is
understandable, for they have less skin in
the growth game. Vincenzo Atella and Lo-
renzo Carbonari of Tor Vergata University
of Rome argue that some European coun-
tries underinvest in education and tech-
nology because “impatient” old elites don’t
expect to reap the long-run benefits. Why
pay for a railway that you won’t be alive to
ride? Working people feel every bump in
the economy, but British pensioners’ well-
being is decoupled from the economic cy-
cle in part by a “triple lock”: state pensions
rise by the highest of wage growth, infla-
tion or 2.5%. Pensioners’ incomes grew by
20.6% in 2009-20, against 5.4% for work-
ing-age people. They worry less about pay-
ing rent or a mortgage: 46% of Mr Johnson’s
voters own their homes outright.

Freeing pensioners from fear of poverty
is a worthy policy. But wealth and security
leave older voters insulated from the eco-
nomic consequences of their cultural pref-
erences, argue Nick Pearce and Joe Chrisp
of the University of Bath. “You have a group
who are able to vote on things like Brexit 
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2 without regard to the immediate economic
consequences that face somebody in
work,” says Mr Pearce. An ex-cabinet min-
ister from the Home Counties agrees. “The
economic arguments did not resonate with
people whose well-being is not dependent
on the performance of the economy,” he
says. “In my constituency people would
say to me, ‘What do we need growth for?’”

Mr Johnson has shown some willing-
ness to confront his voters. Pensioners op-
pose his decision to support High Speed 2,
a new rail line, by more than three to one,
while young people were evenly split on it.
One of his main policy planks, “levelling
up”, implies more growth in poorer areas,
but this barely challenges the beliefs of
Tory-voting nimbies in the south-east. As
far as they are concerned, growth in other
people’s back gardens is fine. Mr Johnson’s
reforms to the planning system, an-
nounced on August 6th, might have threat-
ened their back gardens, but concessions
to nimbies ensure that the green belt,
which prevents prosperous towns and cit-
ies from expanding, remains protected. 

Mr Johnson’s plan to offset the costs of
Brexit by making Britain a nimbler, globe-
trotting place is not popular among the old.
A trade deal with America will require loos-
ening food regulations, to which pension-
ers are particularly hostile. Mr Johnson
calls himself a Sinophile, but his mps have
pushed him into banning Huawei, a tele-
coms company, from Britain’s fifth-gener-
ation (5g) mobile network on security
grounds. Older voters, unlike the young,
overwhelmingly support the move even if
it harms trade with Beijing. 

Yet Brexit itself, the policy that brought
Mr Johnson to power, is overwhelmingly
popular with the old and unpopular with
the young. Government spending over the
past decade has greatly favoured the nhs,

which the old use much more than the
young do, over education: health spending
has risen from 6% of gdp to 7% over a de-
cade, while education spending has fallen
from 6% to 4%. Mr Johnson continues to
prioritise the nhs, while his plans for child
care, a productivity-booster as well as a
help for young parents, are stingy.

Coronavirus brings new tensions. The

health costs have fallen on the old, and the
economic toll on the young. Rishi Sunak,
the chancellor, will need to suspend at least
temporarily the triple lock when wages re-
bound next year. At some point, taxes must
rise or spending fall. Mr Johnson is averse
to austerity, and hiking taxes on wages and
profits would be unwise in a recession. The
Social Market Foundation, a think-tank, ar-
gues for higher taxes on property. They
would hit minted pensioners the hardest. 

Mr Johnson’s choice will reveal whether
he wants to appeal to his base or reach out
beyond it. Lord Hague thinks the Tories can
thrive on an ever-replenishing supply of
old people. But David Willetts, a former
Tory minister and author of “The Pinch”, a
book on intergenerational fairness, argues
that “strategically appealing to the older
generation of Tory voters at the expense of
the young is not a great long-term bet.” The
next generation of old people will be less
insulated than this one against the impact
of a sluggish economy.

Increasingly, Britain is governed in the
interests of voters with an insatiable de-
mand for health care and pensions, while a
sluggish economy struggles to fund them.
But it would take a brave Tory to make the
grey voter pay more tax. “Everything I’ve
got I’ve earned,” says Kathleen. “The gener-
ation under me just seems to expect every-
thing to be given to them.” 7

Grey blue
Britain, general-election vote, by age group, %
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When boris johnson opened the
year with a video message promis-

ing an “exhilarating decade of growth,
prosperity and opportunity”, his suppor-
ters were quick to predict a new “roaring
20s”. They were not so wide of the mark.
This year has opened with Britain’s deep-
est recession since the post-first-world-

war crash of 1919 and 1920.
A later lockdown than in many other

rich countries led to better numbers in
the first quarter of 2020, but the 20.4%
gdp contraction in the second quarter
was the deepest on record. Over the first
half of the year as a whole gdp shrank by
22.1%. The length of the lockdown—
restaurants and pubs reopened in July,
later than in most of the rest of Europe—
was the primary cause. School closures
made life especially difficult for house-
holds in which both parents work, and
Britain has a lot of those. Lockdown’s
impact on data collection probably
means these estimates are less reliable
than usual, but the broad picture is clear.

The economy returned to growth in
May, and in June gdp grew by 8.7%, the
fastest rise on record. But big percentage
increases after a huge fall are misleading.
Google’s mobility data suggest that
Britons have been slower to return to
shops, and to start eating and drinking
out again, than other Europeans. The
climb out of the hole will be a long one.

Crash
GDP

Britain’s economy has been particularly badly hit by the covid-19 recession 

Heading south
GDP, Q2 2020 compared with Q4 2019, %
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Boris johnson is taking a fortnight’s holiday in Scotland,
armed with a volume of Lucretius, William Boyd’s novel “Any

Human Heart” and Brendan Simms’s “Britain’s Europe: A Thou-
sand Years of Conflict and Cooperation”. Few would begrudge him
his break: he has lived a lifetime in the past year, having got di-
vorced and remarried, had another child, almost died of covid-19
and struggled with the worst crisis since the second world war. But
Bagehot would nevertheless suggest adding a fourth book to his
pile—Julian Jackson’s “A Certain Idea of France: The Life of De
Gaulle”. Though hefty, the book is enthralling, and offers a wealth
of ideas with which to fill the empty box labelled “Johnsonism”. 

Mr Johnson is keen on great men. He has written a biography of
his hero Churchill and, modesty not coming naturally to a man
who as a child announced that he would become “world king”, has
recently taken to comparing himself to Franklin D. Roosevelt. But
in many ways de Gaulle is a better fit than either. The French presi-
dent saw eye to eye with Britain’s prime minister on the biggest is-
sues. He regarded the nation-state as the basic building-block of
civilisation. He opposed Britain’s membership of the eu on the
grounds that Britain by its nature “looks to the sea, towards wider
horizons”. He devoted his post-war career to restoring confidence
and dynamism to a country that had lost the first in the war and
had fallen behind in the second for decades. 

Though Britain’s situation is hardly as desperate as France’s in
1945, there are similarities. The 2016 referendum spoke of pro-
found dissatisfaction with the old regime. Confidence in national
institutions is at a low ebb. Sections of the left identify “British-
ness” with slavery and plunder while sections of the right want to
build walls against modernity. 

De Gaulle tackled France’s loss of self-confidence by speaking
for “la France profonde” and insisting that “France cannot be France
without grandeur”. France could easily have wallowed in despair
after the war or—what amounted to the same thing—listened
more enthusiastically to Marxist intellectuals such as Jean-Paul
Sartre. De Gaulle regarded national pride as the only cure for na-
tional suicide. Mr Johnson has the same life-preserving instincts.
He likes to think that he speaks for Middle England. He identifies
Britain with “greatness” as naturally as the general identified

France with “grandeur”. He is repulsed by the left’s characterisa-
tion of Britain’s past as nothing but a story of oppression and ex-
ploitation. It is not only factually wrong, in his view: it is also da-
maging to teach children to be ashamed of their country’s past. 

The general looked forward as well as back: he knew that the
best way to restore France’s grandeur was not just to talk about it
but to revitalise the country. He ushered in the Fifth Republic,
turning the state into an instrument of modernisation, creating a
new technocratic elite, rationalising government and investing in
infrastructure. France enjoyed “les trente glorieuses”, from 1945 to
1975, when gdp grew at an average of 6% a year. 

Mr Johnson shares some of these instincts. He senses that the
old political order is crumbling—hence his bold raid on northern
voters. He senses that the Tories need to give a more active role to
the state—hence his enthusiasm for big infrastructure projects
such as hs2, a new railway, and even hs3 (a high-speed link be-
tween Leeds, Manchester and Liverpool). His description of him-
self as a “Brexity Hezza”—referring to Michael Heseltine, a leading
Tory critic of Thatcherism, who believed that the state should take
the lead in regenerating poor areas—is almost a way of saying “a
Gaullist”. His two closest allies, Michael Gove, the cabinet-office
minister, and Dominic Cummings, his chief adviser, want to put
reforming the state at the heart of politics.

So far Mr Johnson’s moral laziness has prevented him from
making the best of these instincts. He has made a mockery of his
talk of reforming the state by dumping a collection of cronies on
the House of Lords, for example. A reading of Mr Jackson’s book
might remind him of the importance of both dignity and high seri-
ousness in political affairs. Not that he should go the whole de
Gaulle—that would produce an absurdity—but he would benefit
from mixing some gravity into a persona that was crafted decades
ago and is in danger of outliving its usefulness. It might also pro-
vide him with some ideas. One of the first things the general did in
1945 was to give the green light to the creation of the École Nation-
ale d’Administration, in order to train hauts fonctionnaires in the
arts of modern government. A British ena would send a powerful
message that Britain wants its crème de la crème to serve the state
rather than McKinsey or Goldman Sachs.

Master betrayer
De Gaulle also has some darker skills to impart. A pragmatist as
well as a romantic, he was a master of the art of betrayal. He repeat-
edly sold his friends down the river, most obviously the pieds noirs
French settlers in Algeria by granting the colony independence.
But he turned the boiling hatred this provoked into another source
of strength by treating hatred of de Gaulle as hatred of France. Mr
Johnson is no slouch when it comes to betraying people: during
the Brexit talks he was quick to dump his once staunch allies, the
Ulster Unionists, by agreeing to a border in the Irish Sea. But he
needs to work on managing the hatred he arouses. 

De Gaulle did not much care much for the country that gave him
refuge while he was in exile, and even came close to declaring war
on Britain in 1945 over France’s imperial interests in Syria. His Brit-
ish fan club is, understandably, small; but it includes some influ-
ential names on the right, including Peter (now Lord) Lilley, one of
the architects of Thatcherism, and David Frost, the new national
security adviser. Without joining the club, Mr Johnson might con-
sider borrowing at least a few of the great man’s ideas, as he tries
both to revive Britain’s creaking state apparatus and to embrace the
wider horizons which de Gaulle saw as its destiny. 7
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The american embassy escaped the
blast in Beirut’s port unscathed. Many

Western countries either have missions in
the city centre or diplomats who live in the
area. The wife of the Dutch ambassador
was killed, as was a German diplomat. But
America’s embassy sits in the mountain
village of Awkar, five miles (8km) from the
port. Security measures are onerous, a
hangover from the bombing of the Ameri-
can embassy in Beirut in 1983, which killed
63 people. It took a week before the ambas-
sador, Dorothy Shea, a career diplomat,
toured the port. The embassy has been
short-staffed for much of the year because
of covid-19. Even on social media it has
been far quieter than other foreign powers.
The ambassador has kept a low profile. 

The low visibility is a small sign of a
wider malaise in American diplomacy. The
country’s foreign service is damaged and
demoralised. Last month Bob Menendez,
the senior Democrat on the Senate Foreign
Relations Committee, released a report
warning that the State Department was “at

risk of catastrophic failure”. The report is a
catalogue of the damage done to America’s
oldest federal agency, founded in 1789. It
describes a department haemorrhaging
talent and influence. The litany of woes is
summed up in a leaked recording of a brief-
ing on Washington last November by Co-
lombia’s ambassador there, Francisco San-
tos, to his incoming foreign minister: “The
us State Department, which used to be im-
portant, is destroyed, it doesn’t exist.”

Hand-wringing over the state of State is
hardly new. More than two dozen govern-
ment agencies now have people overseas,
eroding the State Department’s primacy.
Nowadays, the boss of a global American
company may have a one-on-one with a
head of state without going through the
embassy, notes Stuart Holliday of Merid-
ian, a centre for diplomacy in Washington,
dc: “There’s been a recognition that the
diplomatic channel is not the channel
through which all American engagement
happens.” In 2015, well before Donald
Trump became president, the American

Academy of Diplomacy, a club of senior ex-
diplomats, warned that the country’s for-
eign service was in trouble because of its
increasing politicisation, poor profession-
al education and outdated career structure. 

Mr Trump has tried to cut the depart-
ment’s budget, most recently by 34%. Con-
gress ignored him. But deep cuts came in
the mid-1990s after the end of the cold war,
when America thought it could scale back
diplomacy—resulting in problems when
the government found itself needing to de-
ploy extra diplomats to Afghanistan and
Iraq. More belt-tightening followed under
the Obama administration. In 2018 Barbara
Stephenson, then head of the American
Foreign Service Association (afsa), which
represents the country’s diplomats, point-
ed out that America’s spending on “core
diplomatic capability” (excluding outlays
on security) declined by nearly a quarter in
real terms between 2008 and 2016.

So the State Department was already
wounded. “It’s not an exaggeration to say
this is the most difficult time in a genera-
tion,” says Eric Rubin, afsa’s current presi-
dent. Nicholas Burns, an ex-ambassador to
nato now running a project on the future
of American diplomacy at Harvard (the
project is non-partisan but Mr Burns is an
adviser to Joe Biden), believes it is time to
“ring the village bell”. William Burns, an-
other former top diplomat, who heads the
Carnegie Endowment for International
Peace, a think-tank in Washington, dc, de-

America’s State Department

The dereliction of diplomacy

Donald Trump dismisses it as the “Deep State Department”. 
Yet America needs it more than ever

International



The Economist August 15th 2020 International 53

2

1

cries the “demolition” of the State Depart-
ment and argues that the damage is “even
more severe than we imagine”. 

Three things have created a sense of ur-
gency. One is covid-19, the kind of crisis
where America is expected to take a lead,
but has faltered. In future more global is-
sues—from climate change to cyber-secu-
rity—will need managing. “Diplomacy is
becoming far more important globally now
than it has been before,” argues Mr Burns
from Harvard. But the diplomatic land-
scape is more contested. “We’re going to
have to fight for influence and for our pri-
orities in a way that maybe we didn’t have
to in the past,” says Mr Rubin. 

The second worry is the rise of China.
Last year China overtook America as the
country with the most embassies and con-
sulates around the world, says a Global Di-
plomacy Index compiled by the Lowy Insti-
tute, an Australian think-tank (see chart 1).
Mr Trump has sought to slash America’s
spending on diplomacy; Xi Jinping dou-
bled China’s between 2011 and 2018.

China’s advances are evident at the Un-
ited Nations, where Chinese nationals now
head four of 15 un specialised agencies,
compared with America’s one. America has
started to push back. It stopped China
claiming the leadership of a fifth agency,
the World Intellectual Property Organisa-
tion—the job went to a candidate from Sin-
gapore, a country, as Mr Pompeo said last
month, that “actually gave a darn about in-
tellectual-property rights”. But as America
withdraws from bodies such as the World
Health Organisation it gives China a
chance to exert yet more influence.

American carnage
Hence the third reason for alarm over the
state of American diplomacy: its under-
mining by its own government. A senior us

diplomat says the White House is “blatant-
ly hostile” to the foreign service. Mr Trump
publicly refers to “the Deep State Depart-
ment”, implying its people are out to sabo-
tage him. “Diplomacy is simply not val-
ued,” says Roberta Jacobson, who resigned
as American ambassador to Mexico in 2018.
“The only form of foreign policy that this
administration seems to understand is one
of threats.” Mr Trump’s threats have some-
times targeted his own diplomats—includ-
ing Marie Yovanovitch, who was his am-
bassador to Ukraine before being abruptly
recalled. In the phone call in July 2019 that
led to his impeachment by the House of
Representatives, Mr Trump told Ukraine’s
president, Volodymyr Zelensky, that she
was “bad news” and that “she’s going to go
through some things.” 

In appointing ambassadors Mr Trump
has favoured political picks over career
diplomats to a degree that is unprecedent-
ed in modern times. America has a long tra-
dition of deploying political emissaries.

They can have the authority of a direct line
to the president. Many also have the finan-
cial means to entertain in some style. Don
Beyer, a businessman appointed by Barack
Obama as ambassador to Switzerland, now
a congressman for Virginia, says he spent
about $1m of his own money on entertain-
ment over four years. The budget allocated
by Congress was a fraction of what he spent
(“I was just blessed that Obama didn’t send
me to Paris or London, which I could never
have afforded,” he quips). 

Typically, between a quarter and a third
of a president’s ambassadors have been po-
litical appointees, often hefty campaign
donors. In Mr Trump’s case the figure is
43%. The quality of those picks can be as
unsettling for the career diplomats who
serve under them as the quantity. Mr
Trump’s ambassador to Iceland has been
through seven deputy mission chiefs in lit-
tle over a year. His man in London, Woody
Johnson, removed his deputy whose mis-
take seems to have been to have included a
favourable anecdote about Mr Obama in a
speech at an English university. At Mr
Trump’s behest, Mr Johnson reportedly
tried, unsuccessfully, in 2018, to help push
the British Open golf tournament towards
the Trump Turnberry course in Scotland
(Mr Trump has denied making the request).

Although ambassadors are the most vis-
ible sign of the politicisation of diplomacy,
appointments back home are at least as sig-
nificant. “The senior jobs in Washington is
where policies are made,” says Ronald Neu-
mann, president of the American Academy
of Diplomacy. “There you have a wiping out
of the career service.” Between 1975 and
2014, the share of career diplomats in the
50 or so jobs at assistant-secretary level
and above shrank from about 60% to 30%;
now, says Mr Neumann, it is down to 8%.
No career foreign-service professional cur-
rently occupies a Senate-confirmed assis-

tant-secretary post; according to afsa, that
has never happened before. Talented dip-
lomats leave because of the lack of senior
jobs available to them (America’s foreign
service, like its army, operates an “up or
out” system).

These days it is also hard to spot any se-
nior foreign-service officers working in the
White House. Mr Burns of Harvard spent
five years seconded to the White House un-
der presidents George Bush senior and Bill
Clinton. “Those opportunities are not hap-
pening,” he says, “so the State Department
has been sidelined.”

Many posts requiring Senate confirma-
tion have stayed unfilled for long periods,
creating a sense of drift and neglect. The
job of assistant secretary for Europe and
Eurasian affairs has been without a nomi-
nee since February last year. The Trump ad-
ministration has so far had no confirmed
nomination for assistant secretary for
South and Central Asian affairs. Hiring for
Africa roles has been painfully slow.

All this has contributed to a hollowing
out of expertise that has been particularly
severe thanks to a hiring freeze introduced
by Rex Tillerson, the former ExxonMobil
boss whose brief tenure as Mr Trump’s first
secretary of state was a disaster. “Tillerson
did more damage to the State Department
than I could have imagined was possible in
one year, particularly in the loss of experi-
enced senior people,” says Mr Neumann. 

Mr Pompeo ended the hiring freeze and
has sought to bring back “swagger” to the
department. He has taken a lead in belliger-
ent policies towards Iran and, especially,
China. He has restored a degree of vigour at
the top. But he has not soothed critics. 

They worry that he asked Mr Trump to
fire his department’s inspector-general,
who was investigating complaints against
Mr Pompeo himself. They grumble that
hardly any career officers are involved in
his staff meetings. And they question
whether he really has his diplomats’ back.
True, he has not actively added to his boss’s
attacks on his own envoys—yet, mindful of
the art of survival in the Trump administra-
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2 tion, neither has he actively defended
them. In Senate testimony last month, he
refused to say whether Ms Yovanovitch was
a talented ambassador. “Hey, look at you,
smiling and laughing and calling it silly,”
concluded Senator Tim Kaine, a Democrat.
“I don’t think it’s silly to Marie Yovanovitch
or the people who work for you.” 

Making the foreign service great again
Staff surveys suggest that confidence in the
department’s leaders has plunged. Some of
its lawyers resorted to a rarely used “dis-
sent channel” to question an agreement to
designate Guatemala as a “safe third coun-
try” for migrants. The numbers of people
taking the foreign-service entrance exam
has fallen by more than half over the past
ten years (see chart 2 on previous page).
The inflexibility of foreign-service career
paths is a problem: how many high-flyers
today are happy to envisage a 35-year stay
with the same employer and to wait 15 years
for a senior job? Linda Thomas-Greenfield,
a former head of the foreign service, recalls
the case of an African-American woman
who asked for three years’ leave to do a Har-
vard Law degree but had to apply one year
at a time; her second year’s request was
turned down and she left the department. 

Such experiences have not helped the
department’s record on diversity. “As far as
African-Americans are concerned, the
numbers are appalling,” says Ms Thomas-
Greenfield. Just 2.8% of the senior ranks
are black; a few years ago the figure was
“upwards of 8%”, still short of a representa-
tive share. Only three black Americans are
currently serving overseas as ambassadors,
and four Hispanics. Last month Karen
Bass, the chair of the Congressional Black
Caucus, introduced a bill, along with the
heads of Congress’s Hispanic, Asian and
Native American caucuses, that seeks to
help the foreign service “reflect the rich

composition” of the country’s citizenry.
“It’s really important to understand just

how much more quickly the deterioration
of the State Department has gone under
this administration than under previous
ones,” says Ms Jacobson. Seasoned dip-
lomats (including a former secretary of
state for a Republican president) think it
may take a generation to repair the damage.
But several efforts are under way to come
up with ideas. In September the Council on
Foreign Relations, a non-partisan think-
tank, will suggest reforms for the months
after the presidential election, whoever
wins. At Harvard Mr Burns and three other
ex-ambassadors are leading an ambitious
project to reimagine the longer-term fu-
ture of American diplomacy; they will pub-
lish their proposals after the election. 

Some changes could come swiftly. A
push to fill top positions and promote the
brightest career diplomats would help.
And a president who believed in diplomacy
would be a powerful start in setting a dif-
ferent tone and direction. Clearly, that is
not going to happen if Mr Trump is re-
elected. A Biden presidency would seem to
be a necessary condition for a real revival.

But it is not a sufficient one. The pro-
blems of American diplomacy run deeper
than the Trump administration’s assault
on it. Senator Elizabeth Warren’s campaign
envisaged doubling the size of the foreign
service—pointing out that “we employ
more people to work in military grocery
stores than we do foreign-service offi-
cers”—and professionalising its envoys in-
stead of “selling swanky diplomatic posts
to rich buffoons”. Mr Burns from Harvard
also favours a drastic shift in the mix of am-
bassadors, with perhaps 90% career dip-
lomats and only 10% political appointees.

Ambassadorships are just the tip of the
iceberg. “A total review of the personnel
system should be a top priority for the next

secretary of state,” says Ms Thomas-Green-
field. An inflexible career structure means
that the department forces some of its best
and brightest out and then doesn’t let them
back in. A nimbler entry-exam process,
faster promotions and greater opportuni-
ties to enter at every level would all help. 

So would better training. The State De-
partment is lousy at it. Yet the skills dip-
lomats need are only going to grow. Ameri-
ca’s armed forces has about 15% of its
officers in training at any given time. Re-
formers argue that America’s diplomatic
service should create a similar “training
float”, which would require hiring enough
people and spending enough money to
have that extra capacity. 

Reformers also call for a deeper cultural
change. Clunky procedures can require
dozens of names to sign off a policy state-
ment. “The State Department as an institu-
tion is rarely accused of being too agile or
too full of initiative,” says Mr Burns from
Carnegie. He thinks it should be stripped of
layers of bureaucracy, with authority
pushed down to regional heads and out to
ambassadors overseas. The place has be-
come risk-averse, and needs to question
conventional wisdom, Mr Burns argues.

Diplomacy first
The scale of the transformation needed in
American diplomacy leads some to believe
that its mission should be codified in a new
act of Congress. Three times in the past
century Congress stepped in. At the time of
its last reform, in 1980, Leonid Brezhnev
was in power in Moscow, China was begin-
ning its one-child policy and home com-
puters were becoming common. There is a
case today for Congress to issue new
marching orders. But sceptics wonder
when—or whether—lawmakers might
agree on the terms of a broad new act for
the foreign service. Reform cannot wait. 

That means changing not only the way
the State Department works, but the weight
diplomacy carries in foreign policy. Ameri-
ca will always rely on a mix of military
might and smooth talking. The two com-
plement each other. “If you don’t fund the
State Department fully then I need to buy
more ammunition,” General Jim Mattis,
then head of us Central Command, told
Congress in 2013. Since 9/11 the emphasis
on military force has made the country’s
foreign policy lopsided. 

Reformers say America must make di-
plomacy a first resort. Robert Gates, who
was defence secretary in 2006-11, writes in
Foreign Affairs about the “overmilitarisa-
tion” of American foreign policy and the
neglect of its non-military tools. “The State
Department should be the central non-mil-
itary instrument of us national-security
policy,” Mr Gates argues. But if it is to be up
to the job, it will need more money, more
manpower and far better management. 7
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During his term in office, Donald
Trump has often bashed China while

occasionally praising its leader, Xi Jinping.
Similar two-mindedness characterises his
administration. China hawks, led by Rob-
ert Lighthizer, his trade representative, and
Mike Pompeo, the secretary of state, have
tussled for influence with more dovish fig-
ures such as Steven Mnuchin, the treasury
secretary, who have tried to prevent a rup-
ture between the two giants. Companies
and investors from both countries have
watched the contest closely. 

In the past 18 months the hawks have
been ascendant. Now, blaming China for
spreading the covid-19 virus that has
pushed America and the rest of the world
into recession, thus helping to dent the
president’s chances of re-election in No-
vember, they have prevailed. 

On August 6th Mr Trump issued two
startling executive orders giving American
firms 45 days to unwind all commercial re-
lations with ByteDance, the Chinese owner
of TikTok, a video-sharing app popular

with youngsters, and with WeChat, a Chi-
nese messaging and payments super-app
widely used by Chinese around the world
to communicate with those back home (see
China section). The previous day Mr Pom-
peo unveiled a “Clean Network” policy to
protect America’s telecoms infrastructure
and services against “aggressive intrusions
by malign actors, such as the Chinese Com-
munist Party”. This would extend to other
Chinese firms, including mobile provid-
ers, the sanctions with which America has
tried to cripple Huawei, China’s telecoms-

equipment giant. In response to a harsh
new security law in Hong Kong Mr Trump
has stripped the Chinese territory of its
special status on immigration and trade.
And a presidential working group has de-
clared that in order to trade on an American
stock exchange, Chinese companies must
give American regulators unfettered access
to their books. 

All this marks an escalation in the eco-
nomic war between the two countries. The
fallout could be gargantuan. Deutsche
Bank reckons that lost revenues in China,
the expense of moving factories out of the
country and compliance with the Chinese
and American technospheres’ diverging
standards could cost global technology
firms $3.5trn over the next five years. A
large chunk of that burden would fall on
American firms. The question is, how bad
can things get?

It is tempting to dismiss it all as pre-
election theatre. Tom Wheeler, a former
regulator and venture capitalist now at the
Brookings Institution, a think-tank, calls
Mr Trump’s moves “showbiz in lieu of sub-
stance”. Mr Wheeler has a point. But rheto-
ric can have real-world consequences. And
in some ways Mr Trump is going beyond
mere play-acting. 

First, explains an American lawyer in-
volved in federal trade and security cases,
the International Emergency Economic
Powers Act grants the president powers to
protect America against an “unusual and 
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extraordinary threat”. These powers are
largely undefined but extremely broad.
Hardliners sense that a window of oppor-
tunity for action will close soon and so
have decided, in the lawyer’s words, to “ad-
vance their agenda before November”. 

Second, many of the Trump administra-
tion’s anti-Chinese actions may be hard to
unwind, even if president’s challenger, Joe
Biden, wins the White House for the Demo-
crats in November. As facts on the ground
have changed, Sino-American commercial
relations have undergone fundamental
change in the past two years, says Edward
Tse of Gao Feng, a consultancy.

If the hardline efforts to wrench the two
economies further apart succeed, Chinese
firms will suffer. A mainland tech entre-
preneur stranded in America by covid-19
says his American partners remain keen to
do business, but his lawyers warn of two to
three years of tension. The TikTok case is so
arbitrary, he says, that “no foreign entity in
America is fully safe.”

The flows of Chinese foreign direct in-
vestment (fdi) and venture capital into
America have declined (see bottom chart).
The Committee on Foreign Investment in
the United States, a federal body, has come

under increasing pressure to scupper Chi-
nese takeovers. A tougher audit regime for
American-listed firms—which enjoys rare
bipartisan support in Congress—would
mean that about $1trn in Chinese compa-
nies’ market capitalisation “will have to
start thinking about a new home”, says Ar-
thur Kroeber of GaveKal, an advisory firm. 

The Chinese would not be the only vic-
tims. American firms have robust and
growing businesses in China, where they
generate about 5% of global sales. Despite
trade tensions American fdi in China actu-
ally rose in 2019. Before the pandemic
Nike’s Chinese sales of sporting goods had
grown by double digits for 22 straight quar-
ters. gm sells more cars in China than in
America. Tesla may make between 25% and
40% of its electric cars in China next year,
reckons Bernstein, a research firm. 

Mr Kroeber estimates American firms
have over $700bn in assets in China and
book about $500bn a year in domestic sales
there. A new survey of members by the us-
China Business Council, which represents
big American firms, reveals that more now
consider China a top strategic priority
(16%) and top-five priority (83%) than did in
2019. Few plan to decamp from China.

America Inc, in other words, has a lot on
the line. James McGregor of apco, a con-
sulting firm, says that Americans risk for-
saking a market to European, South Korean
or Japanese rivals. Wall Street could get
squeezed by the push to delist Chinese
firms. So far this year American banks
raked in $414m in fees helping Chinese
firms with initial public offerings and fol-
low-on share sales, up by nearly a quarter
from a year ago.

The biggest victim of decoupling would
be America’s tech giants, many of which
rely heavily on Chinese demand, as well as
on Chinese suppliers. China represents
over a quarter of global sales in sectors
ranging from electronic components to in-
ternet software to semiconductors (see top
chart). Qualcomm, a chip giant, earns
about two-thirds of its worldwide revenues
in China and is lobbying furiously to soften

sanctions against Huawei, a big client.
Greater China (which includes Taiwan)
makes up around 15% of Apple’s global rev-
enues. If Mr Trump’s executive order forces
American firms to halt all dealings with
WeChat’s parent, Tencent, then Apple will
be forced to block Weixin, WeChat’s local
version. If that happens, Chinese smart-
phone users would choose Weixin over
iPhones. Ming-Chi Kuo, a seasoned Apple-
watcher, warns that a harsh ban could lead
to a global decline in iPhone sales of as
much as 25-30%. 

The new troubles reported by one exec-
utive at a big American chemicals firm may
be a straw in the wind. China has been a
great market for his company, he says, and
the government at the national and provin-
cial level remains solicitous and suppor-
tive. But local rivals have started making
appeals to his Chinese clients. “Why would
you buy products from an American firm at
this time?” they ask. Why indeed. 7

Chill factor

Sources: Rhodium Group; Peterson Institute for International Economics *Committee on Foreign Investment in the United States
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President donald trump’s sabre-rat-
tling against corporate China has had a

real but, so far, limited impact on relations
between the world’s two biggest econo-
mies (see previous article). That could
change if he decided to go all out and cut
China off from the global payments sys-
tem, which America controls thanks to the
dollar’s status as the world’s reserve cur-
rency and lubricant of commerce. 

Mr Trump has three main ways to con-
strain another country financially. He can
refuse its banks access to chips, a New
York-based clearing house through which
95% of all dollar transactions are routed.
He can try to force swift, a Belgium-based
messaging system which 11,000 banks
worldwide use to make cross-border pay-
ments, to expel members from the offend-
ing state. And he can slap an embargo on its
financial system, threatening to punish
any foreign or domestic financial institu-
tion that uses dollars—as virtually all do—
but continues to transact with the embar-
goed firms. 

These tactics have been tested on Iran,
North Korea, Venezuela and Myanmar—
small economies with which America had
few dealings. Mr Trump’s predecessor, Ba-
rack Obama, stopped short of deploying
them against Russia after its invasion of
Crimea in 2014. Doing so against China,
with which America trades $560bn-worth 

How America might wield its ultimate
weapon of mass disruption

More Sino-American decoupling

The nuclear option
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Bartleby Labour’s lost love

Their eyes met across the office pho-
tocopier. At long last, each of them

had found someone who could push
their buttons. Eventually, they settled
down and decided to reproduce. Read
more in “Fifty Sheets of Grey Paper”, out
soon in paperback.

Romance is a long-established side-
effect of office life. After all, people may
spend almost half their waking hours at
work, and their colleagues will frequent-
ly have something in common with
them, even if it is only complaining
about the manager. Some relationships
are inevitably bound to result.

But the lockdown has made the form-
ing of new romances much more diffi-
cult. Although online dating has thrived
in the pandemic, the number of people
who have met their soulmate via a work
Zoom meeting must be vanishingly
small. It is hard to flirt while your facial
expressions are being observed by a
dozen colleagues. And how private is
company videoconferencing software’s
private-chat function, really?

Even before the pandemic, however,
office romances were in decline. In 1995,
19% of (heterosexual) people met their
partner at work, according to a study by
Stanford University. By 2017 this had
fallen to 11%. It will be even lower now. As
white-collar employees toil more hours
at home and fewer at the office—which
seems likely even after the virus re-
cedes—opportunities for workplace
romantic connections will dwindle. 

One reason for the decline is that
companies have realised that work rela-
tionships give rise to all kinds of ethical
questions. The idea of a boss marrying
his secretary (or a doctor dating a nurse)
is one of the oldest clichés around. Sadly,
the trope is so well established that
secretaries and nurses have spent de-

cades fending off the unwanted attentions
of their superiors. As the #MeToo move-
ment has demonstrated, some men use
their positions of power to harass women
who work for them.

Consensual relationships can cause
problems as well. A relationship with a
subordinate makes it hard for a manager to
be objective about their performance.
Colleagues may understandably suspect
the manager of favouritism. Things may be
as bad if the romance breaks down. Hurt
feelings may make it hard for the ex-part-
ners to work together and will also make it
awkward for everyone else in the office.

The result of this is that many compa-
nies have policies that discourage or forbid
managers from flings with someone who
works for them. Office relationships were
blamed for the departure of Steve Easter-
brook from his role as chief executive of
McDonald’s last year; the fast-food com-
pany launched a lawsuit against Mr East-
erbrook this week.

Some companies ban all office ro-
mances outright. Others issue guidelines
such as the stipulation that employees

should not allow a relationship with a
colleague to influence their behaviour at
work, and that they should disclose any
relationship that might give rise to a
conflict of interest. These rules seem
perfectly sensible, although they do
involve a sacrifice of privacy.

Some of these problems can be avoid-
ed if the relationship is at one remove: if
people meet their partners through
work, rather than at the same office.
Clearly there could still be problems if,
for example, a purchasing manager was
dating the salesperson at a supplier. But
in most circumstances these romances
avoid the potential problems of favourit-
ism or abuse of power. Bartleby was
fortunate enough to meet his spouse
through his job 24 years ago (a period
that proves Mrs Bartleby’s infinite re-
serves of patience).

For that reason, this columnist can
perhaps be forgiven for hoping that the
office romance does not disappear com-
pletely. Millions of happy couples have
probably met by their desks or the coffee
machine. Perhaps couples will get a buzz
from defying company rules. But they
may have to be subtle about it: “Speak
low if you speak love,” as William Shake-
speare wrote in “Much Ado About Noth-
ing”. That said, romance novels may need
a bit of updating to cope with the post-
pandemic era.

Their eyes met across the bottle of hand
sanitiser. “Would you like to break the
social-distance rules and join my bubble?”
he whispered. “Sorry, I can’t hear you
through the mask,” she replied. He
searched for inspiration. How could he
convey his feelings? As creative director of
Tomkins & Tomkins, surely there was an
answer? A brainwave came: he raised his
hands. Her eyes widened in understand-
ing. “First word,” she said. “Sounds like ...”

The decline of the office romance

of goods annually and whose four mega-
banks are the world’s largest by assets, with
large dollar loan books and liabilities,
looks incomparably more fraught.

What would happen if Mr Trump never-
theless tried it? A huge shock wave would
hit financial markets, already knocked
about by the pandemic. The Chinese cur-
rency, along with those which track it, such
as the Taiwanese dollar or the South Korean
won, would suffer, says Claire Huang of
Amundi, an asset manager. Hong Kong
would run down its dollar reserves to try to
support its peg with the greenback. Money

would pour into gold. 
In response, China would increasingly

resort to its home-grown alternative to
swift, called cips. It would also try to per-
suade America’s allies in Europe and else-
where that Washington was behaving irre-
sponsibly. Many would not take much
convincing. cips and the yuan, currently of
marginal importance in international fi-
nance and commerce, would gain in stat-
ure at America’s expense. 

China would also retaliate. It could shut
its markets to Western banks and firms,
block them from its infrastructure projects

and limit America’s access to natural re-
sources and basic goods it controls. And it,
too, has a last-ditch deterrent: selling its
$1.1trn stock of American treasury bills,
equivalent to 4% of the total outstanding.
America’s highly liquid bond markets may
prove capable of absorbing the shock. Then
again, they might not. Most observers do
not consider dumping its t-bills a serious
option for China, which has little interest
in destabilising its system of currency re-
serves. But America is not the only country
capable of self-harm apparently in the ser-
vice of national security. 7
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In december, when Saudi Aramco listed
1.5% of its shares on the Riyadh stock ex-

change, it became the world’s most valu-
able listed company, with a market capital-
isation of $1.9trn or so. The state-backed oil
behemoth’s bosses assured investors that
low costs and vast reserves would make it
resilient in a downturn. Since then Saudi
Arabia and Russia waged a short but brutal
price war, covid-19 has provoked the most
sudden collapse in oil demand on record,
and Aramco lost its stockmarket crown to
Apple, whose market value has risen by
nearly 50% this year to $1.9trn, while
Aramco’s has edged down by 6%. Then, on
August 9th, the firm reported a 73% year-
on-year fall in second-quarter profits.

The events are a Rorschach test both for
Aramco’s boosters and its critics. Propo-
nents see a firm that can produce more oil,
more profitably than anyone on Earth.
Sceptics point to unusual vulnerabilities,
notably its majority owner’s dependence
on its profits. As with all Rorschach tests,
there is no one right assessment. 

Start with the optimists. On August 10th
Amin Nasser, Aramco’s chief executive,
touted its “resilience across oil-price cy-
cles”. Aramco may have endured more of a
cyclone than a cycle this year, but Mr Nas-
ser’s claim rings true. His firm has fared
well, at least relative to rivals. It still made
money, $6.8bn in the three months to June,
in contrast to the likes of Royal Dutch Shell
and bp, two European giants, which lost
$18.1bn and $16.8bn, respectively. 

Or take Aramco’s debt. At 20.1% of capi-
tal, it is above the range of between 5% and
15% the firm had promised, in part owing to

its $69bn purchase of a 70% stake in sabic,
a Saudi state-controlled petrochemicals
company. Yet it remains less indebted than
other oil majors. Critically, its investors en-
joy juicier returns (see chart). In a world
where many firms are reluctantly choosing
to cut their dividends (see Schumpe-
ter)—as bp has done by half and Shell by
two-thirds—Aramco is keeping its pledge
to return $75bn to shareholders this year. 

Aramco’s 262bn barrels of crude re-
serves and low production costs also allow
it to limit spending without threatening
future output, unlike America’s frackers,
forced to pare back activity as investors
sour on shale. Big international companies
are slashing capital spending, too. bp and
Eni, an Italian major, plan to reduce crude

production over the next decade, amid in-
vestor disenchantment with oil’s returns
and rising concern over climate change. If
that continues, Aramco may gain market
share with no need for another price war.

To the sceptics, saying Aramco is more
resilient than rivals is like boasting that
milk is sour but not curdled—neither pros-
pect is appetising. The outlook for oil re-
mains uncertain as consumer habits
change, electric cars get cheaper and gov-
ernments mull new climate regulations. 

A bigger short-term worry is Saudi Ara-
bia’s sway over Aramco. The firm now has
minority shareholders but they remain
powerless. And recent months have shown
how complicated royal control can be. 

Aramco’s production depends not on
market forces, but on Saudi priorities. At
the height of the price war in April Aramco
pumped 12.1m barrels a day—an impressive
feat that helped drive down global prices
and lower Aramco’s profits. For every dol-
lar the oil price falls, Aramco’s cashflow
generally declines by $1.5bn, reckons Neil
Beveridge of Bernstein, a research firm.

As Saudi Arabia made peace with Russia
and others in an attempt to balance crude
markets in May and June, Aramco has re-
turned to its role as oil’s central banker.
That is better than waging a price war in a
pandemic, but still awkward for Aramco.
The kingdom calibrates its output not just
to support oil prices but to encourage oth-
er petrostates to do the same. 

Aramco’s interests and the kingdom’s
can diverge in other ways. For example,
even as the market value of sabic, which is
also listed in Riyadh, has fallen over the
past year Aramco did not renegotiate the
$69bn purchase price agreed in 2019.
Aramco’s chairman, Yasir Al-Rumayyan,
also leads Saudi Arabia’s Public Investment
Fund, which sold Aramco its 70% stake in
sabic and which is also tasked with invest-
ing to diversify the Saudi economy. 

That economy is strained. Last year Sau-
di Arabia needed an oil price of more than
$80 a barrel to balance its budget. Brent
crude, the international benchmark, has
not fetched more than $50 since February.
Despite spending cuts Saudi Arabia still
faces a yawning deficit. 

All of Aramco’s shareholders covet the
same thing: payouts. To lure investors be-
fore listing, Aramco said it would give pri-
ority to non-state shareholders’ dividends
for five years, come hell, high water or
cheap oil. No one really thought it would
have to make that choice. Now it has bor-
rowed to meet its $75bn dividend pledge.
As Mr Beveridge notes, that stategy is un-
sustainable at current oil prices. Those pri-
oritised payments remain subject to ap-
proval by the board. Sooner or later Aramco
will have to decide: keep the promise to mi-
nority owners or renege? That will be a real
test of its bona fides as a public company. 7

N E W  YO R K

In its first six months as a public company the world’s biggest oil firm shows
unrivalled strength—and unusual weakness

Saudi Aramco

Trial by fire
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How much is an airliner worth if it is
languishing on the tarmac, and may

never fly passengers again? In the age of co-
vid-19 that is the fate of many double-
decker a380 superjumbos built by Airbus,
Europe’s aerospace giant. Once seen by air-
lines as the future of commercial aviation,
many are being retired early as covid-19 has
cast a pall on the future of globe-trotting.
Those still in service could be yours for a
few million dollars.

The a380 was in trouble before the pan-
demic. Delays meant that by the time it at
last flew it had to compete with smaller,
more efficient jets. Only 14 airlines ever or-
dered the 500-plus seater, with Emirates,
based in Dubai, operating nearly half the
242 planes delivered. After Emirates can-
celled orders for 39 in February 2019, Airbus
announced it was winding down produc-
tion of the plane.

All aircraft have lost value as a result of
covid-19. But the fall has been unusually
steep for a380s. The model’s main attrac-
tion for airlines was to relieve congested
runways at global hub airports. Now these

are empty. Fewer than one in ten working
a380s are plying the skies, according to
Flightradar24, which tracks air traffic.
Smaller craft are faring somewhat better.

The aviation industry may not recover
until 2024, according to the International
Air Transport Association, a trade group.
That is a long time to maintain aeroplanes,
so some airlines have thrown in the towel.
Air France has announced its nine a380s
will never fly again, and booked a €500m
($588m) write-down in the value of its fleet.
Germany’s Lufthansa has cut its 14-strong

squadron by six. Singapore Airlines, the
second-biggest operator with 19 planes,
plans an ominous-sounding “review”.

Valuations of a380s have tumbled ac-
cordingly. The oldest models have been fly-
ing for 12 years or so. At that age, aircraft
have typically lost half their value. Given
each costs $250m-300m to buy when kitted
out, airline accountants might have hoped
for $125m. But even before covid-19 ap-
praisers suggested between $75m and
$100m. Now some a380s are fetching half
what they used to be worth, says Usman
Ahmed of Aircore Aviation, a consultancy.
The slump is borne out by the accounts of
investment funds that own planes and
lease them to airlines. A fund called Doric
Nimrod Air One recently cut the account-
ing value of its sole asset, an a380 leased to
Emirates, by 51% in dollar terms.

The share prices of listed a380-owning
funds suggests the residual values of the
planes once the leases expire are between
$10m and $15m, says Matthew Hose of Jef-
feries, an investment bank. Given regular
maintenance overhauls of each of the
a380’s four engines can cost $6m, existing
motors in decent nick are, in principle,
worth at least that much. Add the landing
gear, also in principle reusable, and that
would make the airframe itself worthless.
It also signals that even the spares—which
in modern planemaking are always air-
craft-specific and useless for other mod-
els—may not have much value.

Struggling operators sometimes con-
vert unwanted passenger jets into cargo
planes. But Airbus never launched a freight
version of the a380, so the conversion
would be tricky. No scheduled carrier that
flies the aircraft already is keen on more,
even at knock-down prices. The first a380
to fly, which came into service in 2007, has
already been sent to the scrapheap. More
are headed that way. 7

The world’s biggest passenger
aeroplane is going cheap

Airbus A380
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problems

Hello, scrapheap
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Last year 184 of America’s mightiest bosses vowed to manage their firms in the interest
not just of company owners but also of other stakeholders—from employees to the
environment. Of America’s 50 states, 32 have at least one law that lets a firm’s fiduciaries
take some non-shareholder interests into account. Still, as new research from Harvard
Law School suggests, many firms are only paying lip-service to the fashion for purpose.
Tellingly, it finds that ceos did not consult their boards before signing the pledge: of the
48 firms for which data are available, just one boss got the board’s express approval.

Juggling profits and purpose
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In the sharp-elbowed world of business, the dividends that
firms pay to their shareholders are often considered a bloodless

topic. Compared with share prices, they rarely set pulses racing.
Corporate-finance theory says that dividends are largely irrelevant
to a company’s underlying value and its shareholders’ wealth—
just as withdrawing cash from an atm machine doesn’t make you
richer. Accountants grumble that dividends can increase tax bills.
Cynics shrug them off as hush money to shareholders. In America
over the past few decades, they have increasingly been overshad-
owed by the more controversial practice of share buy-backs.

For business historians, though, dividends are full of drama.
Their spiritual home is Europe, where they were born as ways of
divvying up the spoils of Dutch and British shipping monopolies
in the 17th century. On both sides of the Atlantic they accelerated
during the railway boom of the 19th century, often through nefar-
ious schemes to keep payments flowing so as to lure gullible new
investors. Egregious payouts in the Roaring Twenties helped fuel
the Wall Street crash of 1929, yet after the Depression they were
seen as the best way to restore investor faith. Psychologically, they
are intriguing. The promise of hard cash provides a conduit be-
tween managers and investors that some consider more reliable
than earnings reports. Those seemingly bland dividend cheques
provide a wealth of information that is easy to overlook. 

The story they revealed as they dropped through shareholders’
letter boxes—or not—during the covid-19 pandemic only added to
the cooped-up recipients’ woes. In Europe especially, a rash of div-
idend cuts showed how sick many of the region’s most blue-blood-
ed firms were. Royal Dutch Shell and bp, two European oil majors,
bowed to the inevitable toll of collapsing oil prices and took an axe
to their dividends. Across Europe banks and life insurers, main-
stays for many income-hungry pension funds, have suspended
payouts under pressure from financial regulators. The unmistak-
able picture is of corporate Europe’s fragility and decline.

In America it is a different story. Firms there tend to prefer
share buy-backs. Last year, for instance, the biggest American
companies paid out an average of 41% of profits as dividends; com-
parable European firms paid out 66%. The respective shares for
buy-backs were 59% and 23%. One reason for the preference is that

American rules make repurchases a more tax-efficient way to re-
turn cash to shareholders than dividends. Many critics complain
that American firms irrationally gorge on buy-backs as a result.
But 2020 has highlighted the great benefit of this type of payout: its
flexibility. As the economy tanked many big firms instantly dialled
down their repurchases in order to conserve cash.

What about dividends in America? As in Europe, some so-
called dividend aristocrats—ie, those who have increased the base
dividend consecutively for years—were living beyond their means
even before the pandemic struck, shovelling more money to
shareholders than they made in profits. They include ExxonMobil
as well as at&t. The risk is that their bosses view dividend cuts as
career suicide, and damage their firms’ balance-sheets in an at-
tempt to maintain them, much as ge, a conglomerate, did in the
latter years of Jeff Immelt, its ex-boss. 

But overall the signal that dividends send about America Inc is
of relative resilience. North American dividends (including Cana-
dian ones) inched up in the second quarter, compared with the
same period in 2019, according to Janus Henderson, an investment
firm. Most big financial firms have managed to sustain their
payouts even as regulators insist they build up buffers against a
wave of bad debts (Wells Fargo is an exception). That fits into a lon-
ger-term pattern of American muscle: the dollar value of divi-
dends from big firms has risen from $342bn in 2013 to $535bn in
2019, growing three times faster than dividends in Europe did.

That rise reflects the increasing generosity of a group of Ameri-
can companies which not long ago scoffed at dividends as conde-
scendingly as they did suits and ties: technology firms. Strange as
it sounds in the land of the buy-back, Big Tech is ascending to the
ranks of the world’s dividend royalty, thanks to its prodigious and
fast-growing cashflows. Since 2016, even with low payouts relative
to earnings, Apple and Microsoft have been among the world’s five
biggest payers of dividends in absolute terms, alongside Shell, its
American rival ExxonMobil and at&t. And because of the pan-
demic what would have seemed unthinkable not long ago may
happen: Microsoft will probably take Shell’s crown as the world’s
biggest payer among listed firms (with the exception of Saudi
Aramco, the Gulf kingdom’s state-controlled oil colossus). 

Once the pandemic passes it is likely that buy-backs in America
will resume. Even so, the trend of growing dividends could contin-
ue, too. Many big payers have room to fork out more: Microsoft’s
$15bn dividend in the financial year ending in June was barely a
third of its $44bn in net profit. It had money left over even after
adding a $23bn buy-back. Apple is in a similarly enviable position.

From miser to monarch
Other well-endowed firms in America could join the ranks of the
payout elite—if they choose to. They include remaining Big Tech
giants—Alphabet, Amazon and Facebook—and Berkshire Hatha-
way, Warren Buffett’s investment behemoth. None of these pays
dividends. In the brave new world of near-zero interest rates, the
promise of a regular dividend yield, even a relatively low one, may
become increasingly enticing to investors, who may lobby stingy
managers for bigger payouts.

The tech firms might fear this would make them look middle-
aged. Microsoft and Apple show that dividends need not thwart
corporate ambition—at least if you make enough money, which
Alphabet, Amazon and Facebook do. As investors’ desperation for
yield increases, these firms may sooner or later face irresistible de-
mands to join the dividend royalty. Long may they reign. 7

The new dividend royaltySchumpeter

Slashed payouts reveal the West’s shifting balance of corporate power
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For a long time economists—whose
median income, according to a survey

of the American Economic Association
(aea), is $104,000 a year—considered
minimum wages to be harmful. A survey of
aea members in 1992 found that 79% of re-
spondents agreed that a minimum wage
increases unemployment among young
and low-skilled workers. In an often frac-
tious field, that is about as close to a con-
sensus view as can be found. Although
many economists recognised that low pay
can indeed be a real problem, they argued
that no pay was worse.

They were not the only people who
thought so. The same argument was used
by Republican politicians. In 1968, Ameri-
ca’s federal minimum wage stood at its
highest level since first being applied in
1938. During the following two decades it
fell, in real terms, by 44%. Though Jimmy
Carter raised the wage in each of the four
years he was president, keeping pace with

inflation, Richard Nixon raised it only
twice in six years and Ronald Reagan not
once in eight. Some state and local politi-
cians, mostly Democrats, tried to offset the
fall by raising their minimum wages, creat-
ing a patchwork of different levels. The dis-
parities this created allowed detailed em-
pirical research on the policies’ effects, and
provided the means by which the econo-
mists’ consensus would be undermined. 

Not only did this see the conventional

wisdom on minimum wages challenged in
America; it also saw such policies spread
elsewhere. Britain introduced a national
minimum wage in 1998, and has increased
it in recent years. Germany’s came into ef-
fect in 2015. Around 90% of countries have
some sort of legal wage floor, although en-
forcement practices vary widely. Econo-
mists now have lots of data with which to
understand how minimum wages affect
the economy in practice and, in the context
of a promise by Democratic presidential
candidate, Joe Biden, to raise America’s
federal minimum wage to $15, to argue
about how high they can go. 

The concern that minimum wages de-
stroy jobs comes from the most basic of
economic models: supply and demand. If
labour is made more expensive, employers
will probably want less of it. Textbooks
state that, in the absence of a minimum
wage, a worker is paid his “marginal pro-
duct of labour”, which means the value of
what he produces. There is no room to de-
viate from this wage in either direction. If
an employer tries to pay a worker less, a ri-
val firm will poach him. If the government
imposes a minimum wage that is higher
than a worker’s marginal product, the firm
loses money by employing him. He is left
jobless instead.

Reality is more complex. Firms do not
know how much each worker contributes
to their revenues. Few workers can find a
new job at the drop of a hat. Yet the basic
model reveals one important truth: the
workers who are most vulnerable to losing
their job as a result of the minimum wage
are those whose productivity is low—the
very people the policy is designed to help.

More sophisticated theorising about la-
bour markets recognises that they are not
perfectly competitive. There is no single
wage at which a worker has his pick of em-
ployers. As a result, firms probably pay
workers less than their marginal revenue
product. How much less depends on nego-
tiations and who does best there depends
on bargaining power. In this framework,
the goal of the minimum wage is not to
defy market logic but to stop firms in a
strong negotiating position from squeez-
ing their workers. 

The upper bound on the minimum
wage still applies: firms will not willingly
employ workers at a loss. But below that
ceiling, the effect of the minimum wage is
ambiguous. It depends on a series of ques-
tions. Can a company replace its workers
with machines? Can it raise prices and
make its customers pay for the minimum
wage? Does it face competition from for-
eign firms who face laxer rules overseas?

Consider a comparison between fac-
tories and restaurants. Logically, there
would be little scope to increase manufac-
turing pay using minimum wages, because 

What harm do minimum wages do?

Three decades of research have led to a major rethink
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2 firms face stiff international competition,
and jobs are constantly automated away. By
contrast, jobs in restaurants are hard to
automate and face no foreign competition.
Any increase in costs affecting the whole
sector should be passed on to consumers.
Job losses should be lower—especially if it
turns out that consumers are willing to pay
higher prices. So can one minimum wage
do justice by both sectors?

The empirical study which revitalised
the debate on minimum wages in the 1990s
was by David Card and Alan Krueger, both
then at Princeton University. In 1992 New
Jersey increased its hourly wage floor from
$4.25 to $5.05. Neighbouring Pennsylvania
kept its own at $4.25. Thrilled at the pros-
pect of a naturally occurring case study, the
two economists gathered information of
employment at fast-food restaurants in
both states before the April increase and
again several months later. Fast food
seemed to offer the ideal conditions for a
study, as a homogenous sector employing
unskilled workers. 

The increase in the wage floor did not
lead to jobs being lost in New Jersey; em-
ployment in the restaurants they looked at
went up. Nor did the authors find any indi-
cation that the opening of future restau-
rants would be affected. Looking at the
growth in the number of McDonald’s res-
taurants across America, they saw no ten-
dency for fewer to open where minimum
wages were higher. 

Their book, “Myth and Measurement”
(1995), changed a lot of minds. By 2000 only
46% of aea members were certain that a
minimum wage increased unemployment
among the young and low-skilled: to the
rest the textbook view—that, faced with a
rise in the cost of employing workers, firms
would use fewer of them—was wrong. But
why? Over the past 20 years a growing body
of research has shown that a key consider-
ation is the power enjoyed by employers. 

This school of thought argues that some
labour markets are characterised by a mar-
ket structure known as monopsony. Under
a monopolistic regime one dominant sup-

plier sells to many buyers, whereas under a
monopsonic regime, one dominant buyer
purchases from many sellers. Just as a mo-
nopolist can set prices higher than would
be the case in a competitive market, a mo-
nopsonist can set prices artificially lower. 

Thus, though it may sound counter-
intuitive for a higher wage to lead to more
employment, it makes sense if what the
legislation is doing is pushing a wage kept
artificially low by monopsony back to
where it would be in a market where supply
and demand were matching each other
freely. People who may not have bothered
to look for a job at $10 an hour may be
drawn into a job market offering $15 an
hour. Push the minimum wage significant-
ly beyond that point, though, and jobs will
indeed be lost as companies find labour too
expensive to afford. 

Once the role of competition in the la-
bour market is accepted, the debate on
minimum wages becomes more nuanced
and more empirical. Gathering data is not
easy. Researchers must consider whether
to track jobs or workers, and whether to
study certain groups, such as teenagers or
the unskilled, or broader sectors. And the
job market is affected by more than just
minimum-wage rules. Constructing rea-
sonable counterfactuals is hard. 

Specific north-west
Consider an example from Seattle. The city
has been at the forefront of the “fight for
$15” campaign that led to Mr Biden’s
pledge, and its rapid wage rises have made
it an attractive laboratory for economic
studies, despite the fact, some grumble,
that it is unrepresentative. A paper by Eka-
terina Jardim and others at the University
of Washington, published in 2017, found
that minimum-wage increases in the city
in 2015 and 2016 led to employers reducing
hours in low-paid sectors. The average low-
paid worker earned more per hour but, be-
cause they worked fewer hours, their
monthly earnings dropped by $74—the
equivalent of five hours’ pay. 

That paper used aggregate data on hours

and earnings by sectors. In a paper pub-
lished in 2018, the same authors used ad-
ministrative data to track individual work-
ers rather than looking at averages. This
time they found that low-paid workers saw
their weekly earnings increase by $8-12 a
week. The majority of that gain, though,
was taken by low earners with above-medi-
an experience levels and some of it from
workers making up lost hours worked in
Seattle with additional hours elsewhere in
Washington state.

In 2019 a review commissioned by the
British government of more than 50 recent
empirical studies into wage floors found
the effect on employment to be generally
muted, even with relatively ambitious in-
creases. Yet some studies did find higher
impacts. Arindrajit Dube, the author of the
review, warned that the evidence base is
still developing. It is, for instance, too soon
to opine on South Korea’s 25% increase in
its minimum wage between 2016 and 2018.

The effects of a wage floor can also be
felt outside low-pay sectors. A preliminary
study in 2019 of the impact of Germany’s
minimum wage found it led to more reallo-
cation of workers from smaller, lower-pay-
ing firms to larger, higher-paying ones. The
same year an article in the Quarterly Journal
of Economics found that the impact of mini-
mum-wage laws on average earnings was
amplified by small but important spillover
effects higher up the earnings ladder. Em-
ployers tend to want to maintain some sort
of wage differential for staff with more re-
sponsibility. So if the minimum wage
boosts the pay of fast-food workers, then
restaurants may also need to raise the pay
of fast-food supervisors. 

Who pays for the minimum wage? In
theory a higher cost base could be passed
on to consumers through higher prices, or
absorbed by employers through lower pro-
fit margins. In reality the answer varies by
market. In competitive sectors, such as fast
food, research has found that a 10% in-
crease in the wage floor pushes up burger
prices by just 0.9%. In 2019 a study of su-
permarkets in Seattle found no impact on
grocery prices from big increases. 

Economists no longer think higher
minimum wages are always bad. But that is
not the same as saying they are always
good. In 2018 a paper by Isaac Sorkin and
others cautioned policymakers to take a
longer-term view, rather than worry about
short-term unemployment. Its authors
found that if firms perceived a higher wage
floor to be permanent and unlikely to be
eroded by inflation, it could encourage
them to automate more and decrease em-
ployment growth in the future. The idea
that a minimum wage can sometimes lead
to higher rather than lower employment
does not mean it always will. When push-
ing up the floor, policymakers need to en-
sure they do not hit the ceiling. 7
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This awful year could, paradoxically, be
a good one for what economists call

convergence. This normally takes place
when poor economies grow faster than
rich ones, narrowing the income gap be-
tween them. This year will be a bit differ-
ent. Few emerging markets will grow at
all—perhaps China, Egypt and Vietnam.
But because advanced economies will
probably retreat even faster, the gap be-
tween them will narrow. In the pandemic,
like a 400m race, the laurels go to whoever
slows down least. 

The last time there was such a decisive
growth gap between advanced and emerg-
ing economies was in 2013 (see chart 1).
That was year of the “taper tantrum”, an
emerging-market sell-off prompted by
fears that America would slow its pace of
monetary easing. It marked the end of a de-
cade of heady emerging-market optimism
best symbolised by the enthusiasm for the
“brics”, an acronym coined by Goldman
Sachs, which helped sell many investors on
four of the most populous emerging mar-

kets: Brazil, Russia, India and China. 
The idea that “backward” economies

could grow faster than mature ones was
first spelled out by economic historians
like Alexander Gerschenkron in the 1950s
and Moses Abramovitz in the 1970s. It rests
on the assumption that imitation is easier
than innovation and returns to investment
are high where capital is scarce. The evi-
dence for faster growth was weak between
the 1970s and the early 1990s, but has be-
come stronger since, as Dev Patel of Har-
vard University, Justin Sandefur of the Cen-
tre for Global Development and Arvind
Subramanian of Ashoka University have
pointed out most forcefully.

In making their projections for the
brics, Goldman drew on a cautious ver-
sion of the thesis, called “conditional” con-
vergence. Simply put, this says that poor
countries will grow faster than rich ones,
other things equal. Those other things, for
Goldman, included a country’s level of
education, its openness to trade, its inter-
net penetration and ten other characteris-

tics. Academics have ranged even more
widely. According to Steven Durlauf of the
University of Chicago, Paul Johnson of Vas-
sar College and Jonathan Temple, a free-
lance economist, researchers have identi-
fied 145 plausible factors that must be
accounted for. The list includes everything
from inflation and foreign direct invest-
ment to religion, frosty weather and news-
paper readership.

Goldman assumed that emerging econ-
omies would catch up with a productivity
frontier exemplified by America. But many
economies seem to converge not towards a
global leader but with their neighbours or
peers. Indeed, some of the best examples of
convergence come from within countries 
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2 or economic blocs. Poor Japanese prefec-
tures have tended to catch up with richer
ones, as have Canadian provinces, Indian
states and the regions of Europe.

If the forces of convergence operate
within these blocs, it is reasonable to won-
der if other such groupings exist. Are there
any other convergence “clubs”, rich or poor,
the members of which are bunching up?

In a new book, “Global Productivity:
Trends, Drivers, and Policies”, the World
Bank uses an algorithm to sort through
many combinations of countries, looking
for groups that seem to be converging with
each other. Based on the productivity per-
formance of 97 economies since 2000, the
bank identifies five clubs. The three gloom-
iest groups comprise fairly poor countries.
A fourth contains some big ones of unful-
filled potential, such as Argentina, Brazil,
Indonesia, Mexico and South Africa. 

The most successful club spans all to-
day’s advanced economies as well as 16
emerging markets, such as China, India,
Malaysia, Thailand and Vietnam (see chart
2). Poorer members tend to grow faster
than the rich ones, at a pace that would
halve the productivity gap between them
every 48 years.

What explains the centripetal forces at
work? It is not proximity: the countries
range from Myanmar and Canada to Fin-
land and Chile. Many members have im-
pressive levels of investment and trade, but
so do others in the clubs below them. High-
er levels of education and government ef-
fectiveness make a bigger difference, at
least at the start of their catch-up phases. 

Most members of the top club also do
well on a measure of economic “complex-
ity” developed by Ricardo Hausmann of
Harvard and César Hidalgo of the Massa-
chusetts Institute of Technology. Countries
score highly if their exports are both eclec-
tic and exclusive, spanning a diverse range
of products that few other countries also
export. But there are exceptions. Chile is in
the top club, but appears economically un-
complicated. That may be because its ex-

ports (copper, salmon, fruit) look simple
but are produced, differentiated and pack-
aged in sophisticated ways. Its round, red
cherries, for example, are carefully select-
ed for export to China as symbols of luxury.

The authors of the World Bank’s book
worry that the covid-19 pandemic will in-
hibit investment, shorten supply chains
and breed insularity, all of which could
hamper convergence. But they also note
some potential silver linings. Crises, for in-
stance, can encourage structural reforms;
the lack of upkeep of outdated capital dur-
ing dark times can hasten its replacement
with newer technologies in the recovery.

Pioneers of convergence theory under-
stood that a country cannot fully exploit in-
dustrial advances if it clings to customary
patterns of production and consumption:
what Thorstein Veblen, a sociologist,
called “the received scheme of use and
wont”. For this reason Abramovitz believed
that war and political convulsion can serve
as a “ground-clearing experience opening
the way for new men, new organisations
and new modes of operation”. Optimists,
who pray that convergence will outlast this
convulsive year, must hope that the re-
ceived scheme of use and wont is one of the
pandemic’s many casualties. 7
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There seemed to be no end to the un-
usual measures Turkey would take to

shore up the lira. The government had
made it prohibitively hard for foreigners to
bet against the battered currency. By the
end of June the central bank had burned
through $65bn in foreign reserves to pro-
tect it, in effect pegging it to the dollar for
the past couple of months. On August 6th,
however, the bank gave up and allowed the
lira to float. It promptly sank (see chart 1).
The currency fell by more than 3% during
the day, reaching a record low.

Turkey may now be facing a repeat of
the crisis of 2018, when a standoff with
America, a credit boom and a bulging cur-
rent-account deficit forced the central
bank to impose towering interest rates in
order to prevent a currency meltdown. Its
monetary-policy board meets on August
20th. But the bank is even less independent
than it was in 2018. Turkey’s president, Re-
cep Tayyip Erdogan, sacked its previous go-
vernor for refusing to slash rates. His suc-
cessor is highly unlikely to raise them
without Mr Erdogan’s permission.

Another complication is that the bank’s
foreign-currency assets are depleted. Gross
assets dipped to $90bn in July (see chart 2
on next page). Net assets, which deduct for-
eign liabilities and borrowing through cur-
rency swaps with local banks, stand at
-$41bn. “They have run out of ammuni-
tion,” says Ozlem Derici Sengul of Spinn
Consulting, an advisory group. “If they
continue like this, they may have no hard
currency left.” 

Turkey can still try to restore investors’
confidence in its management of the lira
and the economy. But no one is certain it is
willing to do so. For now, the government
has begun cutting the money supply
through the back door. Earlier this year, in
an attempt to soften the blow from the 
covid-19 pandemic, state-run banks had
flooded the market with cheap loans. The
ensuing credit boom, the biggest in a de-
cade, put renewed pressure on the lira and
pushed inflation up. Days after the latest
run on the currency, however, the banking
regulator relaxed its rules on asset ratios,
which had required lenders to pump out
loans or face heavy fines. The central bank,
meanwhile, has reverted to using a baffling
system of policy rates, through which it can
raise borrowing costs indirectly.

The combination of smoke and mirrors
will not do. With the central bank’s bench-
mark policy rate at 8.25% and inflation at
nearly 12%, Turkey has one of the lowest
real rates among big emerging economies.
Since the start of the year, the lira has shed
nearly a fifth of its value against the dollar.
Foreign investors have pulled $11bn from
Turkish shares and bonds. Local depositors
are running to the greenback for safety. 

Analysts warn that the central bank’s
failure to win back some of its credibility
with a moderate interest-rate increase now
may force a massive one later. Even this
may not be enough. The right response,
says Hakan Kara, a former chief economist
at the central bank, would be to give the
bank the freedom to raise the main policy
rate. State banks must also take their foot
off the gas, urges Mr Kara, and the authori-

I STA N B U L

As the lira slides, the authorities
desperately avoid raising interest rates

Turkey’s currency turmoil
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ties should let the financial system price
risks freely.

Consistency would also help Turkey
win back foreign investors. One day, regu-
lators are punishing the banks for not
handing out cheap loans, complains Gizem
Oztok Altinsac, an economist; the next,
they ask them to turn off the taps.

The problem is that Mr Erdogan is deaf
to all this advice. On August 10th he called
for rate cuts. “God willing”, he said, “they
will go down further.” God help the lira. 7

Breached defences
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Closing time for the Kondapur branch
of Muthoot Finance, in Hyderabad, is

usually 5.30pm on a Monday. But on August
10th it was only two hours later that the
manager, Haripuri Padmavati, and her five
colleagues, could shut the doors. More
than 150 customers had visited the gold-
backed lender, six times as many as on a
Monday before covid-19. Among the bor-
rowers were those caring for infected fam-
ily members; those who had lost their jobs
but had big bills, such as school fees, to set-
tle; and business owners needing to pay
creditors and employees. The average loan
size was 50,000 rupees ($700).

The pandemic has meant huge uncer-
tainty about banks’ loan losses. Business at
Muthoot, though, is booming. Loans are
extended for a year in exchange for collat-
eral in the form of gold—usually a bangle or
necklace of the sort that lights up Indian
weddings. The entire lending process usu-
ally takes 15 minutes. Jewellery is weighed,
then scratched on a small square stone.
Acid and salt are applied to the scratch, to
test purity; 5-10% of items fail. With experi-

ence, says George Alexander Muthoot, the
company’s managing director, you can tell
by touch. In a video call with your corre-
spondent, he demonstrates by putting a
chain in his palm, flopping his hand to the
left and right, and then opening up his fin-
gers with a nod and a smile: appraisal done.

Muthoot has grown steadily since the
early 1950s. It has more than 5,000
branches serving 250,000 customers a day,
ranging from construction workers to it

professionals. Total loans exceeded $6bn
in the year to March. Muthoot is the largest
of the formal gold-backed lenders: collec-
tively, their assets come to $40bn. Smaller
lenders, which make loans worth twice
that, charge annual interest rates as high as
50%. Muthoot charges 12-24%, as do its di-
rect rivals. Banks, which are tiptoeing into
the business, charge a bit less. 

When the price of gold rises, as has hap-
pened for much of the past few months, so
does a client’s ability to borrow. But lend-
ers’ greatest risk is that the gold price falls,
undermining collateral values. To provide
a buffer, regulators had required that loans
be less than 75% of the value of collateral.
On August 6th the limit for banks was
raised to 90%. But the gold price fell by 5%
on August 11th—a reminder of why the
buffer exists. Muthoot follows the old rule.

The greatest virtue of gold-backed fi-
nance, though, is how neatly it fits with In-
dia’s long-standing love for the yellow met-
al. In the past decade, despite high tariffs,
India has imported 8,400 tonnes of it,
more than the holdings of America’s Feder-
al Reserve, the world’s largest repository.
Windfalls are often channelled into gold.
Jewellery bought in times of plenty be-
comes collateral when things go wrong—
“the poor person’s insurance”, says Mr
Muthoot. What makes his business espe-
cially lucrative is that borrowers work so
hard to redeem their collateral, not just to
help guard against future troubles, but to
adorn the good times to come. 7

In times of trouble, jewellery turns
from ornament to collateral

Gold in India

Financial alchemy

Worth its weight

America’s ongoing assault on firms
from China, spurred by worries about

its citizens’ personal data being passed to
the Chinese government, will have put wry
smiles on some faces—not least those of
activists who for years have used similar
arguments to try to stop their governments
passing individuals’ financial data to
America and other countries. Their legal
challenges against transfers of tax-related
data have had little success so far. But a re-
cent ruling by the European Court of Justice
(ecj), the eu’s top court, could change that.

War on tax evasion was officially de-
clared in 2010, when America passed the
Foreign Account Tax Compliance Act
(fatca) in response to scandals involving
rich Americans stashing undeclared mon-
ey offshore. The law requires foreign banks
and other financial firms to send data on
American account-holders to the Internal
Revenue Service. fatca spawned a global
version. Under the Common Reporting
Standard (crs), overseen by the oecd, more
than 100 territories swap data on their fi-
nancial firms’ foreign clients.

Who, apart from tax-dodgers, could
complain about this? Quite a few people, it
turns out. Critics say the sweeping arrange-
ments favour transparency over privacy
and data-protection rights. The transfers,
they note, do not depend on there being
any indication of tax evasion; all account-
holders are treated with equal suspicion. 

Europe takes privacy seriously; the eu’s
General Data Protection Regulation (gdpr)
is one of the bloc’s most treasured legal
texts. But national governments have put
up little resistance to fatca, despite
qualms. Some of them worried about the
poor optics of appearing to defend the tax-
shy. Others simply had no stomach for a
fight with the financial superpower.

Legal challenges to the data-swapping
provisions of fatca and the crs have been
launched in Britain, Canada, France and
elsewhere. Most have failed. One that lives
on was brought by “Jenny”, a pseudony-
mous American living in Britain who
crowdfunded the case. She complained to
Britain’s data-protection authority, chal-
lenging the taxman’s right to send her in-
formation to America (where she owes no
tax). Doing so, she argued, breached her
rights under gdpr.

The data tsar rejected her claim, even
though it accepted that the tax authority
did violate some gdpr guidelines. It is not 

China is not the only controversial
recipient of data 

Tax transparency

Hands off, Uncle
Sam



66 Finance & economics The Economist August 15th 2020

2 the only European data-protection body to
duck the matter. “It’s perceived as a politi-
cal issue. They don’t want to rock the boat,”
says Filippo Noseda of Mishcon de Reya,
the law firm that represents Jenny. The
European Commission has also pulled
punches. After first raising concerns about
the data implications of fatca, it then dis-
tanced itself from the issue, even claiming
it had not been party to the original negoti-
ations with the Americans, despite a docu-
ment unearthed by an mep, and seen by The
Economist, suggesting that it was.

Jenny has until August 29th to seek judi-
cial review of her case. She is likely to press
on despite being short of funds. The case
could end up at the ecj—if it makes it there
by December 31st, when the transition per-
iod for Britain’s exit from the eu ends.

The ecj has already sided with data-

privacy activists in two cases involving an
Austrian who complained about Facebook
sending his data to America. In the second
ruling, in July, the court went beyond social
media, punching a hole in the “Privacy
Shield” deal which governs transatlantic
data transfers. That arrangement, it ruled,
was invalid because it did not sufficiently
guard against data falling into the hands of,
say, America’s National Security Agency.
The judgment could be a “game changer”
for fatca too, reckons Mr Noseda.

In the meantime, privacy is not the only
worry. Security is one too. Tax authorities
in Canada, Germany and elsewhere have
had data stolen in cyber-attacks. In 2019
countries swapped data on 84m accounts,
covering €10trn ($11.7trn)—nearly three
times Germany’s gdp. A bane for tax-dodg-
ers, then, but a boon for hackers. 7

Andrew johnstone runs a fund that
goes “where people have not gone be-

fore”. Launched in 2015, Climate Investor
One finances renewable-energy projects
that the market deems too risky, such as
wind farms in Vietnam and hydropower fa-
cilities in Uganda. It uses grants from de-
velopment agencies to attract capital from
pension funds. That allows it to raise more
cash. For every $1 in grants, it has secured
$12 from the private sector.

The fund is an example of blended fi-
nance, where public or philanthropic mon-
ey reduces the risk from investments for
the private sector, using financial vehicles
such as default insurance or loan guaran-
tees. The mixed-up money either directly

finances projects, often infrastructure in
poor countries, or pays into a fund sup-
porting many ventures. The idea took root
in development circles in the late 2000s.
Many still see it as a way for markets to plug
the gap in financing the achievement of the
un’s sustainable-development goals, esti-
mated to be a whopping $2.5trn a year. 

Institutional investors, the thinking
goes, gain exposure to emerging markets at
a lower risk. Development institutions,
such as the World Bank’s financing arm,
marshal more capital. Ideally, blended fi-
nance would open up new markets. Once
the viability of water-treatment plants in
Kenya is shown, say, the private sector
should fund similar projects by itself. 

Yet blended finance has struggled to
grow. Since 2014 the flow of public and
private capital into blended projects and
funds has stayed flat at about $20bn a year,
according to data from Convergence, a
non-profit organisation. That is far off the
goal of $100bn set by the un in 2015, which
targeted climate-change spending and was
meant to be met this year. Even some advo-
cates admit that the approach is stalling.

What is going wrong? For one thing, in-
stitutional investors are reluctant to get in-
volved. The asset class is unfamiliar. Pro-
jects are often bespoke, and too small to
make the effort worthwhile; the median
value was $50m in 2018. That raises anoth-
er problem, says Jay Collins of Citigroup, a
bank. Creating a blended structure re-
quires financial wizardry. But the wizards
tend to work for big financial firms with lit-
tle interest in titchy deals. Getting blending
right also requires trust on both the public
and private sides, says Mr Johnstone. A cul-
ture clash may prohibit that. One portfolio
manager describes working with the lum-
bering bureaucracies as “tortuous”.

Another stumbling block lies with the
public institutions. On average multilater-
al development banks mobilise less than $1
of private capital for every public dollar,
says Katherine Stodulka, of the Blended Fi-
nance Taskforce, a global body. That is
partly because their internal workings in-
centivise grant-making above blending. 

Viable projects are also hard to find. In
poor countries governments struggle to
make projects investor-ready, lacking for
instance the expertise to do feasibility
studies. Private investors want to make the
most returns, for a given risk; grant-mak-
ers want the most impact. A blended-
finance project must balance the two, and
there are few of those, says Christoph Kuhn
of the European Investment Bank (eib). 

To help blended finance bloom, some
development banks are working with poor
governments to show that projects are via-
ble. That costs 2-5% of the project spending
(in consultancy fees and so on), but reas-
sures investors. Mr Kuhn advises using
blending techniques that are familiar to in-
vestors. The eib is focusing on layering
equity, where the public tranche takes the
first loss if a project goes wrong, and guar-
antees against losses for banks.

Greater transparency could lure inves-
tors too. Data on deals are often confiden-
tial, so it is hard to tell what returns are nor-
mal and how many projects go bust.
Development banks promise more disclo-
sure (but investors doubt it will happen).

Such small fixes will encourage growth.
But merging public and private money will
always be hard, and early hopes may sim-
ply have been too starry-eyed. A trillion-
dollar market seems well out of reach. Even
making it to the hundreds of billions a year
may be a stretch. 7

A much-hyped approach to funding worthy projects struggles to take off 
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Imagine being locked in a dark room. Fearful of slamming into a
wall or tripping, you inch forwards, arms outstretched. That is

roughly how the European Central Bank (ecb) has approached 
interest-rate cuts since it first ventured into sub-zero territory in
2014. It knows there is a limit to how low rates can go, and that the
limit is near, but, like the economics profession more broadly, it
has no idea when it will hit the wall. With growth and inflation
subdued, it cut rates gingerly, by 0.1 percentage points at a time.
Even before covid-19 struck, its deposit rate was down to -0.5%.
Rather than cut rates further, it has since relied on unconventional
measures, such as bond-buying. Much of its stimulus has come
from expanding its loans to banks, and decoupling the scheme’s
interest rate from the main policy rates. With the introduction of
dual interest rates, the ecb could well escape its locked room. 

Cuts to interest rates are aimed at encouraging firms and
households to spend by making borrowing more attractive, and
saving less so. But when rates are negative their transmission to
the real economy breaks down. Depositors can always choose to
hold their funds in cash, which has an effective interest rate of
zero. Banks worry that if they pass on negative rates, customers
will yank their money out and stash it under mattresses instead.
The result is squeezed net interest incomes for banks, a hit to their
profitability, and, potentially, a reduced willingness to lend. Econ-
omists reckon that at a certain point—the so-called reversal rate—
the stimulative effect of an interest-rate cut will be offset by the
strain placed on banks. Fear of reaching this point helps explain
why no central bank has gone deep into negative terrain.

In order to get around the problem, the ecb has souped up its
long-term repo operations (ltros), which lend to banks. When in-
troduced during the euro area’s sovereign-debt crisis in 2011, they
were meant to quell fears about banks’ funding shortfalls. Since
then they have come in several flavours, from vltros—“very long-
term”—to three rounds of tltros, or “targeted” operations, to pel-

tros, for the “pandemic emergency”, announced in April. And the
intention behind them has changed. tltros are a way to encour-
age banks to lend to the private sector. The more a bank lends to
households and businesses, the lower the rate at which it can ac-
cess tltro funds, according to a sliding scale set by the ecb. And in
the topsy-turvy world of negative rates, the ecb is paying banks to
extend credit to the economy.

This sort of scheme is hardly unique. The Bank of England has
something similar. But one feature makes the ecb’s set-up novel.

Until March the tltro rate was tied to the ecb’s benchmark inter-
est rates. But the link has since been severed, and banks that meet
the lending criterion can access funds at a much lower interest rate
of -1%. The result is that banks can now get super-cheap funding,
making a profitable spread when they use the proceeds to make
new loans. Meanwhile deposit rates remain closer to zero, pre-
venting savers from running to the door. 

So far it seems that tltros have been popular and effective.
Whereas the Fed this year has mostly focused on supporting capi-
tal markets, lending to banks has made up the bulk of the ecb’s
stimulus—hardly surprising given the much bigger role banks
play in intermediating credit in the euro area. By August 7th the
ecb had lent €1.6trn ($1.9trn or 13% of euro-area gdp) through its
lending schemes. In June alone banks borrowed €1.3trn. Once you
add these in, finds Frederik Ducrozet of Pictet Wealth Manage-
ment, the ecb’s balance-sheet has expanded more quickly this year
than the Fed’s (see chart). In a speech in June Philip Lane, the ecb’s
chief economist, reckoned that the measures alone, by averting a
liquidity crisis, may prevent output in the euro zone from falling
by three percentage points over 2020-22. 

Proponents say dual rates could be more powerful still. There is
no technical floor on the tltro rate: it can fall to -5%, -10%, or fur-
ther. Lower rates could give inflation, long subdued, the kick it
needs. Meanwhile the central bank could start to raise its deposit
rate, satisfying critics in Germany and elsewhere, who worry about
the impact of negative rates on savers. The sliding scale for assess-
ing who gets access to cheaper ecb funding could be altered to, say,
improve the transmission of negative rates. Banks could be asked
to reprice their existing loan books, suggests Eric Lonergan of m&g

Investments, a fund manager; in its most daring form, perpetual
tltros could require banks to lend at negative rates—a way of
transferring cash to citizens. 

The art of the possible
Could dual rates in some form become an established part of the
toolkit, at the ecb and at other central banks? The impediments
may well be political not technical. If a central bank lends to banks
at a cheaper rate than the rate at which it remunerates reserves,
then it makes a loss. (At the ecb, these losses are probably more
than offset by profits on asset purchases.) Most economists would
point out that losses do not matter; central banks can just print
more money to pay their bills. But in practice central bankers have
been wary of making losses, fearing that recapitalisation by gov-
ernments might open them up to political pressure and scrutiny.
They may also not want to be seen to be subsidising greedy bankers
with deeply negative loan rates: some commentators in France,
says Mr Ducrozet, are already muttering that the ecb is doing so.
Perhaps it was for a combination of such reasons that Andrew Bai-
ley, the governor of the Bank of England, told Bloomberg on August
6th that he did not expect to follow the ecb’s lead. 

Dual rates may also not seem worth bothering with when fiscal
policy is the more potent tonic for an economy in a recession. Even
the European Union has managed to loosen the fiscal purse strings
this time. But a quick, sufficiently large and well-targeted re-
sponse from governments in the next downturn is not guaranteed.
One lesson from the past decade of attempts to revive growth and
inflation is that every stimulus measure has a political downside
of one kind or another. If dual interest rates hasten the day that the
economy recovers enough for monetary policy to be tightened,
then surely they are worth having. 7

Conscious uncouplingFree exchange 

Has the European Central Bank quietly found a way around the lower bound on interest rates? 

Bank transfers
Central banks’ balance-sheets

Sources: Pictet Wealth Management; The Economist *At Aug 4th (Fed) and 7th (ECB)

European
Central
Bank

Federal
Reserve

151050

Increase, January-August 2020*
% of 2019 GDP

OtherLending/credit facilitiesAsset purchases

European
Central
Bank

Federal
Reserve

6040200

August 2020*
% of 2019 GDP



68 The Economist August 15th 2020

1

Kosmos 2542, a Russian satellite that was
launched in November, was “like Rus-

sian nesting dolls”, said General John Ray-
mond, head of America’s newly formed
Space Force, in February. Eleven days after
its launch it disgorged another satellite, la-
belled Kosmos 2543. Then, on July 15th,
Kosmos 2543 itself spat out another object,
which sped off into the void.

Merely a “small space vehicle” to in-
spect other satellites, said the Russians.
Nonsense, said the Americans; it was a pro-
jectile. The intent, said Christoper Ford, the
State Department’s top arms-control offi-
cial, was to signal Russia’s ability to destroy
other nations’ satellites. 

Anti-satellite weapons are not new.
During the cold war, America and the Sovi-
et Union developed several ways to blow
up, ram, dazzle and even nuke each other’s
satellites. The countries conducted two-
dozen anti-satellite tests between them.
Ten were “kinetic”, involving a projectile
physically striking a target.

But new competitors, and new technol-
ogies, mean anti-satellite warfare is a hot

topic once again. China has conducted ten
tests over the past 15 years, including a ki-
netic one in 2007 that created a great deal of
space debris. India conducted its first ki-
netic test in 2019. America, Russia and Chi-
na have all manoeuvred their satellites
close to others, sometimes provocatively
so. New methods of attack are being tested,
including lasers and cyber-attacks. 

There is little in the way of law or cus-
tom to restrain this new arms race.
Alarmed by the risks, several groups of dip-
lomats and lawyers are trying to change
that, and work out how to extend the laws
that cover Earth-bound war into orbit.

They must grapple with several thorny
issues that make space war different from
the terrestrial sort. Some satellites, such as

America’s gps constellation, blur the dis-
tinction between military and civilian as-
sets. Over the past decade, America’s armed
forces have put payloads on three commer-
cial satellites, and plan to pay Japan to host
others on its own navigation satellites. 

Then there is the question of what
counts as an attack. Michael Schmitt, a law
scholar, and Kieran Tinkler, a professor at
the us Naval War College, say it is unclear
whether jamming a civilian satellite would
violate the general prohibition on attack-
ing civilian objects. Blowing up a military
one, meanwhile, might or might not con-
stitute an indiscriminate (and hence ille-
gal) attack, depending on whether it could
have been disabled by other means and
how much debris was produced. 

Perhaps the biggest difference between
space war and terrestrial war is how long
the consequences can last. Much of the de-
bris from China’s 2007 test, for instance,
will still be in space at the turn of the next
century. The more debris, the greater the
likelihood of accidental collisions with
other satellites, which generates more de-
bris in turn. Enough debris could lead to a
chain reaction known as Kessler syn-
drome, which could render entire swathes
of near-Earth space unusable for decades. 

For now, there are no widely accepted
answers to any of these questions. The Out-
er Space Treaty of 1967 requires states to
consult each other on actions that “would
cause potentially harmful interference”,
though the rule has rarely been heeded. 

Space warfare

A legal void
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2 Most countries accept that, in wartime, a
body of existing laws known as interna-
tional humanitarian law would apply, as
on Earth—something America confirmed
in its “Spacepower” doctrine, published on
August 10th. International humanitarian
law is based on principles such as distinc-
tion (between combatants and civilians)
and proportionality (between civilian
harm and military advantage). But how to
apply such ideas in a place with few hu-
mans is not always obvious.

In other domains of war, like naval con-
flict, legal manuals spell out what is and is
not permissible. Legal experts are now at-
tempting to do this for space. The Manual
on International Law Applicable to Military
Uses of Outer Space (milamos) is being
spearheaded by McGill University, in Mon-
treal, and a separate Woomera Manual by
the University of Adelaide. Both hope to
publish their documents next year.

Hitoshi Nasu, a director of the Woomera
project, says that—perhaps surprisingly—
big countries are genuinely interested in
complying with international law in war, if
only to deprive their rivals of an excuse to
break the rules. The trickier and more
pressing issue, he says, is clarifying the
day-to-day rules in peacetime, which
might help avert a conflict in the first place.

Russia and China would like a formal
treaty banning all weapons in space. Both
are keen to prevent America from deploy-
ing space-based anti-missile systems
which might threaten their own nuclear
forces. America and its allies resist this.
They argue that it is impossible to define a
space weapon—anything that manoeuvres
in orbit could serve as one—and that it
would be easy to cheat.

The European Union has instead pro-
posed a voluntary code of conduct. Many
non-Western countries would prefer a
binding treaty, says Daniel Porras of swf.
Though most are not space powers, many
are likely to become so in the future, so
their buy-in is important. Later this month
Britain will publish a draft un resolution
seeking views on behaviour in space, with
the results to be submitted to the secretary-
general next year.

A group of experts has met regularly at
the un to try to hash out a solution, without
much progress. On July 27th America and
Russia held a 13-hour “space security ex-
change” in Vienna, the first such talks in
seven years. It produced warm words, but
is unlikely to lead to new laws—especially
with existing arms-control collapsing.

Back in orbit, the problem is pressing.
In January America complained that Kos-
mos 2542 and 2543 had tailed a spy satellite
in an “unusual and disturbing” way (Amer-
ican satellites have also sidled up to others
in the past). As space gets more “congested
and contested”, the diplomats and lawyers
have their work cut out. 7

In ray bradbury’s science-fiction story
“A Sound of Thunder”, a character time-

travels far into the past and inadvertently
crushes a butterfly underfoot. The conse-
quences of that minuscule change ripple
through reality such that, upon the time-
traveller’s return, the present has been dra-
matically changed.

The “butterfly effect” describes the high
sensitivity of many systems to tiny
changes in their starting conditions. But
while it is a feature of classical physics, it
has been unclear whether it also applies to
quantum mechanics, which governs the
interactions of tiny objects like atoms and
fundamental particles. Bin Yan and Nikolai
Sinitsyn, a pair of physicists at Los Alamos
National Laboratory, decided to find out. As
they report in Physical Review Letters, quan-
tum-mechanical systems seem to be more
resilient than classical ones. Strangely,
they seem to have the capacity to repair
damage done in the past as time unfolds. 

To perform their experiment, Drs Yan
and Sinitsyn ran simulations on a small
quantum computer made by ibm. They
constructed a simple quantum system
consisting of “qubits”—the quantum ana-
logue of the familiar one-or-zero bits used
by classical computers. Like an ordinary
bit, a qubit can be either one or zero. But it
can also exist in “superposition”, a chime-
rical mix of both states at once. 

Having established the system, the au-
thors prepared a particular qubit by setting
its state to zero. That qubit was then al-
lowed to interact with the others in a pro-
cess called “quantum scrambling” which,
in this case, mimics the effect of evolving a
quantum system backwards in time. Once
this virtual foray into the past was complet-
ed, the authors disturbed the chosen qubit,
destroying its local information and its
correlations with the other qubits. Finally,
the authors performed a reversed scram-
bling process on the now-damaged system.
This was analogous to running the quan-
tum system all the way forwards in time to
where it all began.

They then checked to see how similar
the final state of the chosen qubit was to
the zero-state it had been assigned at the
beginning of the experiment. The classical
butterfly effect suggests that the research-
ers’ meddling should have changed it quite
drastically. In the event, the qubit’s original
state had been almost entirely recovered.
Its state was not quite zero, but it was, in
quantum-mechanical terms, 98.3% of the
way there, a difference that was deemed in-
significant. “The final output state after the
‘forward evolution’ is essentially the same
as the input state before ‘backward evolu-
tion’,” says Dr Sinitsyn. “It can be viewed as
the same input state plus some small back-
ground noise.” Oddest of all was the fact
that the further back in simulated time the
damage was done, the greater the rate of re-
covery—as if the quantum system was re-
pairing itself with time. 

The mechanism behind all this is
known as “entanglement”. As quantum ob-
jects interact, their states become highly
correlated—“entangled”—in a way that
serves to diffuse localised information
about the state of one quantum object
across the system as a whole. Damage to
one part of the system does not destroy in-
formation in the same way as it would with
a classical system. Instead of losing your
work when your laptop crashes, having a
highly entangled system is a bit like having
back-ups stashed in every room of the
house. Even though the information held
in the disturbed qubit is lost, its links with
the other qubits in the system can act to re-
store it.

The upshot is that the butterfly effect
seems not to apply to quantum systems.
Besides making life safe for tiny time-trav-
ellers, that may have implications for
quantum computing, too, a field into
which companies and countries are invest-
ing billions of dollars. “We think of quan-
tum systems, especially in quantum com-
puting, as very fragile,” says Natalia Ares, a
physicist at the University of Oxford. “That
this result demonstrates that quantum sys-
tems can in fact be unexpectedly robust is
an encouraging finding, and bodes well for
potential future advances in the field.” 7

There are no butterflies in the
quantum realm
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In some parts of the world, covid-19 is
not the only plague that 2020 has

brought. In parts of Asia and east Africa,
swarms of locusts have stripped fields.
The un reckons the swarms in India and
Pakistan are the largest for a quarter of a
century, and that the numbers in Kenya
are the highest for 70 years. One swarm
in northern Kenya was estimated to be 25
miles (40km) long and 37 miles wide.

Locusts are usually inoffensive, sol-
itary creatures that do not stray far from
the place that they were born. But under
the right circumstances—namely heavy
rain, and a subsequent boom in plant
growth—they can become “gregarious”.
When that happens the insects change
colour and gather in ravenous swarms
which can fly more than 100km in a day.

In a paper published in Nature, Xiao-
jiao Guo, of the Institute of Zoology in
Beijing, and a group of other researchers,
shed light on part of the biochemical
machinery that drives that transfor-
mation. They think they have identified
the specific pheromone that attracts the
insects to each other, and thus causes
them to swarm.

Dr Guo and her colleagues collected 35
chemicals collected from the bodies and

faeces of the migratory locust, the most
widespread species. Six of those showed
significantly higher production among
gregarious locusts than among solitary
ones. When tested, gregarious locusts
were strongly attracted to just one, a
chemical called 4-vinylanisole (4va).
That attraction was strong for immature
and mature locusts alike, and for both
males and females. And locusts in the
solitary phase of their existence found it
just as attractive as gregarious ones did.

Scientists already know that swarm-
ing is a response to overcrowding, and Dr
Guo and her colleagues found that 4va

production rose with population density.
Intriguingly, concentrations began to
increase when just four or five individ-
uals were present. Further investigation
pinpointed the odour receptor on the
insect’s antennae that is sensitive to the
compound. Disabling the gene responsi-
ble for that receptor yielded locusts for
whom 4va held no particular interest.
And all this lab work was double-checked
with a field trial, in which sticky traps
spiked with 4va attracted significantly
more locusts than traps without it.

Dr Guo’s results could be of more than
academic interest. Humans have tried
everything from insecticides to flame-
throwers to deal with locust swarms,
with mixed results. Pheromones offer
new angles of attack. Synthetic versions
of 4va might be used to bait traps. If a
chemical could be developed that blocks
the receptor, the insects might be made
deaf to its call.

The first task will be to determine
how widely applicable the results are.
The insects plaguing India and Africa are
desert locusts, a different species from
those studied by Dr Guo. But the sensory
apparatus of the two insects is similar. If
4va turns out to be a language that all
locusts understand, then it may help
humans persuade them to abandon their
gregarious ways, and return to a life of
peaceable solitude.

Rules of attraction
Zoology

Scientists have discovered the pheromone that makes locusts swarm

Two’s company. Five’s a swarm

From the moa in New Zealand to the
dodo in Mauritius, the arrival of hu-

mans has often spelled extinction for tasty
but previously isolated animals. Many sci-
entists had assumed that the woolly rhi-
noceros, a shaggy beast that sported an
enormous horn, suffered the same fate.
The animal was common in northern Eu-
rope and northern Asia 30,000 years ago,
when the first humans arrived. Shortly
after, it disappeared. 

But Love Dalén, a professor at the Centre
for Palaeogenetics in Stockholm, and
Edana Lord, one of Dr Dalén’s phd students,
are not so sure. In a paper published in Cur-
rent Biology, they use data from ancient
dna to argue that, this time at least, hu-
mans might be innocent. 

Until recently, information on the fate
of the great ice-age mammals had been
limited to what could be gleaned from fos-
silised bones. While useful, bones can only
tell you so much. They can reveal the num-
ber of animals of different ages present at a
specific location at a specific time. With
some species sex can be determined. Occa-
sionally the cause of death can be detected. 

In the past couple of decades, though,
scientists have learned to tap another, rich-
er source of information: ancient ge-
nomes. By itself, dna degrades quickly, at-
tacked by water and sunlight. But dna

encased within bones and teeth can sur-
vive for longer, especially if those bones
and teeth are themselves encased in per-
mafrost. It was this sort of dna that en-
abled Dr Dalén and Ms Lord to investigate
the woolly rhino’s disappearance. 

Working with a team of colleagues, the
researchers obtained dna from 12 woolly-
rhinoceros bones collected from perma-
frost in Siberia, dating from the beginning
of the Late Pleistocene, about 130,000 years
ago, until the animals were on the verge of
extinction. Extra dna was recovered from
one sample of rhino hair and one piece of
tissue found in the stomach of a frozen
wolf that had been preserved by the cold. 

Analysing the genetic diversity of the
samples allowed the researchers to make a
rough calculation of the size of the woolly-
rhino population over time. Rather than
declining as humans arrived, the popula-
tion remained stable from 29,000 years ago
until 18,500 years ago, just a few thousand
years before the species went extinct. 

That suggests that, far from being hunt-
ed to extinction, the rhinos co-existed sta-

bly with humans for around 10,000 years.
Perhaps the people who encountered the
beasts found them unpalatable. Or perhaps
the rhinos were simply too dangerous to
hunt with their simple weapons. (They
were the size of the modern white rhino,
which is not an animal that takes kindly to
being stabbed with spears.) 

The researchers’ case is not quite con-
clusive. It is possible that some sort of tech-

nological advance eventually gave ancient
humans the ability to hunt rhinos safely,
and that extinction followed after that
breakthrough. On the other hand, the ani-
mals’ decline lines up suggestively with a
rapid bout of global warming that began
around 14,700 years ago. The researchers
argue that this was the more likely cause of
the animal’s disappearance. This time, it
seems, it was Mother Nature whodunnit. 7

Humans are not always to blame when
big animals go extinct

Palaeontology

Not guilty?
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In mid-april scores of intensive-care
beds at Lenox Hill Hospital in New York

were occupied by patients with covid-19.
Karen Cunningham was caring for them:
intubating the worst-affected and re-
sponding to countless emergency mes-
sages on the hospital’s tannoy. She was also
taking photographs, capturing images of
medical staff who were, to her surprise, ea-
ger to be included. Ms Cunningham says
she felt a moral obligation to relay her col-
leagues’ experiences to the public. 

A professional photographer, ten years
ago she also became a registered nurse.
When a friend at the New Yorker had first
suggested she take her camera to work, Ms
Cunningham was sceptical. But at the time
reporting from inside hospitals was rare,
and amid the pandemic photography could
be a powerful public-health tool. So she

agreed to shoot on the wards, often laying
down her camera to help turn patients onto
their fronts to ease breathing difficulties.

The results are an intimate depiction of
the zone between life and death. In one im-
age of an intubated patient (above), you can
see the hair on the man’s chest and beard,
his age signalled by the grey swirls among
the black. His vulnerable skin contrasts
with the armour-like layers of protective
equipment worn by the four doctors sur-
rounding him. Around the same time, Phil-

ip Montgomery, who previously chroni-
cled America’s opioid epidemic, was
touring New York’s public hospitals for the
New York Times Magazine (NYTM). He also
works in black and white, softening the
garish hospital light to convey the motion
and intensity of the carers. In Mr Montgo-
mery’s pictures, their limbs blur as they
rush through the wards.

Photography, the critic Susan Sontag
wrote, “has kept company with death ever
since cameras were invented.” This year it
has helped tell the story of covid-19. Pho-
tographers around the world have docu-
mented suffering and treatments that
might otherwise have remained unseen. In
their tragic subject-matter and informative
role, images of the pandemic have resem-
bled war photography—except that, in-
stead of capturing far-away conflicts, pho-

Images of covid-19

Decent exposure

In documenting the pandemic, photographers have wrestled with ethical
questions about voyeurism and suffering
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2 tographers have turned their lenses on
their own communities. As in a war, sharp
ethical questions have arisen: about the
camera’s intrusion on pain, and how the
story of the disease is told. 

The use of black and white is a key
choice. Historically, says Jennifer Good, an
expert on photojournalism at the London
College of Communication, the palette
“serves a particular function in the photog-
raphy of war, because it negates the shock-
ing redness of blood”. Some of the most
famous images of the Vietnam war, for in-
stance, were shot this way. But there are il-
lustrious peacetime precedents, too. Ms
Cunningham cites “Country Doctor”, W.
Eugene Smith’s series for Life magazine in
1948—for which he followed a doctor in ru-
ral Colorado—as an inspiration. The sub-
ject, Ernest Ceriani, is depicted as a charis-
matic, slick-haired saviour (see bottom
picture). Black and white, Ms Good says,
can be “a distancing measure. It cuts out
some of the more striking or shocking aes-
thetic elements of the picture, creating an
elegance and a timelessness.”

Along with these associations, black
and white can focus attention. Mr Montgo-
mery used strobe lighting to direct the
viewer’s gaze, calling attention to individ-
ual actions within the often frantic ward.
In one image, the arm of a paramedic per-
forming cpr is tensed, the force of motion
clear, but the outcome unknown. When
health-care staff look straight into the cam-
era, viewers feel transported to the hospi-
tal—admiring the doctors and nurses, yet
unsettled by their own voyeurism.

The home front
For both viewer and photographer, there is
a fine line between compassionate obser-
vation and indecent intrusion. Hospital
wards are full of sensitive information
which must be repositioned or omitted
while shooting. Patients and doctors must
give their consent before their pictures are
taken. Being a nurse, Ms Cunningham
says, “gave me a certain moral and ethical
freedom. I knew there was a line I would
never cross.” 

Her perspective inside the hospital was
unique. But a series Mr Montgomery did at
the Farenga Brothers Funeral Home in the
Bronx involved even thornier ethical chal-
lenges. His images of the dead and their
grieving relatives are meant to humanise
the fact of mortality (see top picture). They
also restore the individuality of some of the
pandemic’s many victims. 

“The moral issues were huge,” acknowl-
edges Kathy Ryan of the NYTM. “It’s not very
often you see pictures dealing with the
dead in our culture in this way.” In one im-
age, editors blurred out a name-tag at-
tached to a body bag. The series includes
open coffins and refrigerated corpse
trucks, but the most graphic scenes were

omitted. The Purewals, the family at the
centre of the shoot, were willing to be pho-
tographed as a way of honouring their late
father. For some who were unable to give
their loved ones proper funerals, Mr Mont-
gomery’s pictures became a memorial.

What, for the West, has been an unusu-
ally intimate encounter with death has af-
fected views on how suffering elsewhere in
the world is portrayed. In March, after see-
ing the devastation that covid-19 was caus-
ing in Lombardy, Nana Kofi Acquah, a Gha-
naian photographer, posted an address to
white journalists on Instagram. “Can you
photograph Africa with the same level of
respect and empathy?” he asked. Azu
Nwagbogu, director of the African Artists’
Foundation, hopes the global nature of the
pandemic will lead to a levelling in the way
anguish in different places is covered. “I

think there’s now a clear understanding of
the dignity and respect for human life that
needs to be given to all patients.” 

Pictures are, after all, one of the ways
posterity will remember the pandemic and
the lives it disrupted. Arts institutions are
already beginning to shape the way it will
be seen—and they are not relying only on
professionals. The National Portrait Gal-
lery in London, for example, has received
over 30,000 submissions for “Hold Still”, a
community photography project launched
in response to the virus. “I see people voic-
ing gratitude and manifesting dreams
about better times, lives and loves after
lockdown,” Magda Keaney, a curator, says
of the entries. Professionals still shape per-
ceptions of crises, wrestling with their mo-
tives and responsibilities as they shoot. But
they are no longer alone. 7
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As germany pursued its territorial ex-
pansion in 1938, many Americans

wanted nothing more than to be left alone.
President Franklin Roosevelt had signed
three neutrality acts forbidding involve-
ment in Europe’s troubles. Of the fears that
kept his compatriots awake, Hitler was
eclipsed by mobsters, dust bowls and un-
employment. This was to change, explains
Rhodri Jeffreys-Jones in his new book,
when the fbi’s unveiling of a Nazi spy ring
poisoned relations with Germany and
forced America to confront a hostile world.

A historian at Edinburgh University, Mr
Jeffreys-Jones draws the reader in with
thrilling, but initially disparate, tales of
German espionage. The sense of Nazi au-
dacity steadily rises. A widow with a pen-
pal in Hamburg suddenly develops a pen-
chant for photographing naval bases. A
group of agents smuggle out secret docu-
ments as stamp-size pictures hidden in
pocket-watches. Another cell plots to
snatch mobilisation plans by subduing a
colonel with a sedative-loaded fountain
pen. Blueprints for American fighter-
planes are stolen.

These pieces are gradually put together
by Leon Turrou, the story’s fascinating cen-
tral figure. A Jewish immigrant from Bela-
rus, Turrou was an fbi agent who spent the
1930s fighting fascist and communist sabo-
teurs with equal fervour. In 1938 he made
the connections between the German
spies, and tracked down a prime suspect.
Ignatz Griebl ran a quiet medical practice in
Manhattan, but his candid confession con-
firmed Turrou’s darkest fears (and unites
the book’s scattered incidents):

Turrou: When did spy activities in this
country start?
Griebl: In 1933, soon after Hitler came to
power.

The reader, like Turrou in the dimly lit in-
terrogation room, is suddenly daunted by
the scale of the Nazi scheme. German dip-
lomats cut Griebl loose, which helped turn
him into an fbi informant. From that point
on, the spy ring unravelled.

This is an entertaining tale that doubles
as an important work of scholarship. From

its first days in power, Mr Jeffreys-Jones
shows, the Nazi party strove to undermine
American democracy. Along with recent
work by other historians, his suggests that
Nazi hostility to America—with its bill of
rights, balanced constitution and thriving
Jewish community—equalled or even ex-
ceeded its hatred of the Soviet Union. 

Blind to the threat, America had made
itself an easy target. The army gave its data
on the spread of venereal diseases to a Nazi
agent, inadvertently revealing up-to-date
statistics on American troops and bases.
This was a mix of incompetence and insti-
tutional failure. In 1918 America had 1,441
military-intelligence officers. In 1935 it had
69. Mr Jeffreys-Jones touches only lightly
on the strategic lessons, observing that the
episode “carries a serious message about
spies from a foreign country who try to
subvert American democracy”.

The agents who had not already fled to
Germany were tried in late 1938, as Hitler’s
troops were marching into Czechoslova-
kia. American legislators were clinging to
the neutrality doctrine, and the politically
astute judge opted for leniency: the four
main conspirators received a combined
sentence of just 14 years. Dissatisfied, Tur-
rou left the fbi to write newspaper articles
about the Nazi threat. In 1939 Hollywood
adapted his exhortations into a film, “Con-
fessions of a Nazi Spy”, in which Turrou
had a cameo. This was America’s first anti-
Nazi blockbuster, and public attitudes
were changing.

In 1941 the discovery of another spy ring
in New York provoked outrage. Its three
leaders were awaiting sentencing when Ja-
pan attacked Pearl Harbour. A few weeks
later, the spies received a combined sen-
tence of 52 years. 7

Espionage

The Führer’s man
in Manhattan

Ring of Spies. By Rhodri Jeffreys-Jones.
History Press; 288 pages; £20. Published in
America as “The Nazi Spy Ring in America”
by Georgetown University Press in
September; $29.95

Two common beliefs about democracy
are that it began in ancient Athens and,

on spreading from there, remained pecu-
liarly Western. David Stasavage, a professor
of politics at New York University, finds
both views mistaken. Without them, he
thinks it will be easier to get hopes and
fears for present-day democracy into better
perspective and balance. 

Understood as government by consul-
tation and consent, democracy, he shows,
can be found in many early civilisations,
not just classical Greece—including an-
cient Mesopotamia, Buddhist India, the

tribal lands of the American Great Lakes,
pre-conquest Mesoamerica and pre-colo-
nial Africa. With that spread in mind, he
writes that under given conditions, “demo-
cratic governance…comes naturally to hu-
mans”. The puzzle is that autocratic gover-
nance was just as natural. It, too, was found
in many places. In pre-modern China and
the Islamic world, for example, autocra-
cy—together with a centralised bureauc-
racy—was for centuries the norm. 

To find out why early democracy oc-
curred where it did, the author draws on ev-
idence from archaeology, soil science, de-
mographics and climate studies. The key,
in his account, was information. 

Early democracy tended to flourish
where rulers knew little of what people
were growing and had few ways to find out.
They might underguess taxable produce
(forgoing revenue) or overguess (provok-
ing non-compliance). It was better to ask
people how much they grew and, in return,
listen to their demands. That pattern was
typical where populations were small and a
central state weak or non-existent. 

With big populations, consultation was
impractical. Rulers instead sent officials to
see how much was grown and, before long,
how many young men could be drafted
into armies. Bureaucracies emerged. With 

People power

Beginner’s luck

The Decline and Rise of Democracy: A
Global History from Antiquity to Today.
By David Stasavage. Princeton University
Press; 424 pages; $35 and £30

Why has democracy thrived in some places but been thwarted in others?

Greeks bearing gifts



His grandparents were slaves. His fa-
ther painted houses. His immigrant

mother washed laundry. For a poor, mixed-
race boy born in Brazil in 1839, their son had
done well to become an apprentice typeset-
ter in Rio de Janeiro. But a priest taught him
Latin, and a literary gent spotted the gifted
lad at the Imprensa Nacional, the govern-
ment press, and soon he was contributing
to newspapers, writing plays and poems
and starting a literary circle. 

But it was as a novelist that Joaquim
Maria Machado de Assis would truly shine.
Machado worked as a civil servant and co-
founded the Brazilian Academy of Letters;
he married happily (although his Portu-
guese in-laws initially objected to the col-
our of his skin). Beneath all this outward
respectability, his prose was radically inge-
nious. Ever since “The Posthumous Mem-
oirs of Brás Cubas”, Machado’s fifth novel,
appeared in 1881 it has astonished readers
with its lordly ironies and scorn for con-
vention. The book’s invigorating style, as

much as its backdrop of racial and social
injustice, makes it ideal reading for this
morbid, insurgent summer.

Brás Cubas, the fictional memoirist, has
just died from pneumonia. As a thwarted
corpse who failed in almost everything he
tried, he wants to set the record straight
about his drifting life as an idle, pleasure-
seeking dandy in Rio. Beneath his jaunty
veneer, Cubas harbours a melancholy pes-
simism. He sees a freedman lash a slave he
has bought—to relieve his own sufferings
“by passing them on to someone else”. Yet
the novel floats free of the ambient oppres-
sion on currents of mischief and urbanity.

Sprinkled with epigrams, dreams, gags
and asides, the story teases, dances and de-
lights. Across 160 short chapters (“Long
chapters suit long-winded readers”), Ma-
chado mocks every rule of the 19th-century
novel. A chapter of dialogue is written en-
tirely in punctuation (“!…?…!”). In another
the disgraceful narrator acknowledges (in a
new translation by Margaret Jull Costa and
Robin Patterson),“I have just written an ut-
terly pointless chapter.” Dave Eggers, an
American author, recently called this “one
of the wittiest, most playful, and therefore
most alive and ageless books ever written”. 

At its heart lies a passionate love trian-
gle. Cubas pursues a long, clandestine af-
fair with married Virgília while working for
her politician husband. Like his creator, he
is a romantic as much as a cynic; his world-
ly, bruised voice reaches out to touch read-
ers today with its rueful comedy and wry
sensuality. After one more heartbreak with
Virgília, “I ought to be plunged into deep
despair, shed a few tears, and certainly not
have lunch.” But he does, munching on
“Monsieur Prudhon’s finest hors d’oeu-
vres”. That is two valuable lessons in one
passage: don’t throw away your precious
love—but don’t skip lunch either. 7

An offbeat, invigorating classic is
perfect reading for a morbid summer

Brazilian literature
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2 their aid, autocratic rule imposed itself on
local custom. In pre-modern settings, this
autocratic bureaucracy was more common
where soil was good, yields high and know-
how advanced, especially in writing and
measuring. Such systems were able to tax
heavily. Song China (10th-13th centuries)
and the Abbasid Caliphate (8th-13th centu-
ries) extracted at their height respectively
10% and 7% of gross yearly product. Medi-
eval European rulers managed barely 1%. 

Once established, central bureaucracies
were hard to dismantle. They took well to
modernity and new technologies. Early de-
mocracy, by contrast, was notably—al-
though not fatally—vulnerable to the rise
of modern states and rapid economic de-
velopment. It accordingly vanished in
many places, while surviving in others. 

Modernity and central states, in other
words, allowed for either autocracy or de-
mocracy. But was there a pattern? Mr Sta-
savage thinks so. He calls it “sequencing”.
“If the early democratic institutions of gov-
ernment by consent are established first,”
he writes, “then it is possible to subse-
quently build a bureaucracy without veer-
ing inevitably into autocracy or despo-
tism.” It depends on what went before. 

First-mover advantage
Awkwardly for this argument, the West is
the one part of the world where early de-
mocracy of the small-scale, direct kind
evolved most securely into modern, repre-
sentative democracy. Does that not make
democracy peculiarly Western after all? In
modern democracy’s three waves—in the
19th century, post-1945 and post-1989—
Western democracy was first. Despite glar-
ing collapses, it has fared best. Yet, in Mr
Stasavage’s telling, there was nothing es-
sential—a liberal outlook, say, or respect
for property, or a gift for industry—that tied
the West and modern democracy together,
beyond the luck of the past. 

Pre-modern Europe had (with excep-
tions) democratic customs and weak rulers
without effective bureaucracies. Where it
occurs, and is not wiped out by autocracy,
consensual government, the author writes,
leaves “very deep traces”. Democracy and
autocracy each have strong roots. There are
good reasons to expect each to endure.

That conclusion may seem small yield
for such intellectual labour. But a bracing
stringency is one of the virtues of “The De-
cline and Rise of Democracy”. It sweeps
across the globe in command of recent
scholarship. It takes an economic view of
politics as putative bargaining between
rulers and ruled, dispensing with what ac-
tual people thought and did and skirting
fastidious analysis of key ideas. Its stron-
gest lessons are negative: it shows how
complex democracy’s patterns are and, on
the evidence, how simpler accounts of its
past and prospects stumble. 7
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Economic data

 Gross domestic product Consumer prices Unemployment Current-account Budget Interest rates Currency units
 % change on year ago % change on year ago rate balance balance 10-yr gov't bonds change on per $ % change
 latest quarter* 2020† latest 2020† % % of GDP, 2020† % of GDP, 2020† latest,% year ago, bp Aug 12th on year ago

United States -9.5 Q2 -32.9 -5.3 1.0 Jul 0.7 10.2 Jul -1.7 -15.9 0.7 -96.0 -
China 3.2 Q2 54.6 1.4 2.7 Jul 3.7 3.8 Q2§ 0.7 -6.0 2.8     §§ -7.0 6.95 1.7
Japan -1.7 Q1 -2.2 -5.4 0.1 Jun -0.2 2.8 Jun 2.3 -11.4 nil -8.0 107 -1.5
Britain -21.7 Q2 -59.8 -9.4 0.6 Jun 0.6 3.9 May†† -2.2 -18.1 0.2 -38.0 0.77 7.8
Canada -0.9 Q1 -8.2 -5.8 0.7 Jun 0.7 10.9 Jul -2.9 -11.0 0.6 -59.0 1.32 nil
Euro area -15.0 Q2 -40.3 -8.6 0.4 Jul 0.4 7.8 Jun 2.3 -9.4 -0.5 13.0 0.85 4.7
Austria -2.9 Q1 -11.6 -7.0 1.1 Jun 0.8 5.7 Jun 0.2 -7.5 -0.3 7.0 0.85 4.7
Belgium -14.5 Q2 -40.6 -8.1 0.7 Jul 0.5 5.5 Jun -1.5 -8.7 -0.2 3.0 0.85 4.7
France -19.0 Q2 -44.8 -10.4 0.8 Jul 0.4 7.7 Jun -0.8 -11.5 -0.2 3.0 0.85 4.7
Germany -11.6 Q2 -34.7 -5.9 -0.1 Jul 0.8 4.2 Jun 5.9 -7.2 -0.5 13.0 0.85 4.7
Greece -1.2 Q1 -6.2 -7.5 -1.8 Jul -0.5 17.0 May -3.0 -6.5 1.1 -108 0.85 4.7
Italy -17.3 Q2 -41.0 -10.8 -0.4 Jul 0.1 8.8 Jun 2.0 -12.0 1.0 -68.0 0.85 4.7
Netherlands -0.2 Q1 -5.8 -6.0 1.7 Jul 1.3 3.8 Mar 4.3 -5.4 -0.4 3.0 0.85 4.7
Spain -22.1 Q2 -55.8 -12.6 -0.6 Jul -0.1 15.6 Jun 1.5 -12.3 0.2 2.0 0.85 4.7
Czech Republic -1.7 Q1 -29.6 -6.7 3.3 Jun 2.8 2.6 Jun‡ -0.9 -6.6 0.9 -5.0 22.1 4.1
Denmark -0.3 Q1 -7.7 -4.0 0.5 Jul 0.3 5.5 Jun 5.2 -6.3 -0.3 21.0 6.31 5.4
Norway 1.1 Q1 -6.0 -5.5 1.3 Jul 0.8 4.6 May‡‡ 1.4 -0.9 0.7 -46.0 8.92 -0.1
Poland 1.7 Q1 -1.6 -4.0 3.1 Jul 3.1 6.1 Jun§ -0.5 -9.4 1.3 -59.0 3.73 3.5
Russia -8.5 Q2 na -6.1 3.4 Jul 3.5 6.2 Jun§ 1.5 -4.3 6.1 -135 73.6 -10.9
Sweden  -8.3 Q2 -30.2 -5.1 0.5 Jul 0.5 9.8 Jun§ 2.9 -4.4 -0.1 19.0 8.68 10.3
Switzerland -1.3 Q1 -10.0 -6.0 -0.9 Jul -1.1 3.3 Jul 9.8 -6.3 -0.5 46.0 0.91 6.6
Turkey 4.5 Q1 na -5.2 11.8 Jul 11.6 12.9 May§ -2.4 -6.2 13.8 -118 7.31 -23.9
Australia 1.4 Q1 -1.2 -4.4 -0.3 Q2 1.7 7.5 Jul -1.3 -7.6 0.9 -4.0 1.39 6.5
Hong Kong -9.0 Q2 -0.4 -4.2 0.7 Jun 1.4 6.2 Jun‡‡ 3.1 -5.6 0.5 -70.0 7.75 1.3
India 3.1 Q1 1.2 -8.5 6.1 Jun 5.1 7.4 Jul 0.9 -7.8 5.9 -61.0 74.8 -5.4
Indonesia -5.3 Q2 na 0.2 1.5 Jul 2.2 5.0 Q1§ -1.6 -6.6 6.7 -59.0 14,760 -3.5
Malaysia 0.7 Q1 na -5.1 -1.9 Jun -1.1 4.9 Jun§ 2.1 -7.6 2.6 -88.0 4.19 -0.2
Pakistan 0.5 2020** na -3.6 9.3 Jul 7.9 5.8 2018 -1.6 -10.2 9.6     ††† -415 168 -5.9
Philippines -16.5 Q2 -48.3 -3.7 2.7 Jul 2.2 17.7 Q2§ 1.3 -7.7 2.7 -161 48.9 6.1
Singapore -13.2 Q2 -42.9 -6.0 -0.5 Jun -0.2 2.9 Q2 19.0 -13.5 0.9 -86.0 1.37 1.5
South Korea -3.0 Q2 -12.7 -1.8 0.3 Jul 0.4 4.0 Jul§ 2.4 -5.6 1.4 8.0 1,185 2.6
Taiwan -0.7 Q2 -8.8 -2.0 -0.5 Jul -0.7 4.0 Jun 11.9 -5.1 0.4 -25.0 29.4 6.7
Thailand -1.8 Q1 -8.5 -5.3 -1.0 Jul -0.2 1.0 Mar§ 3.4 -6.4 1.1 -25.0 31.1 -1.1
Argentina -5.4 Q1 -18.0 -11.1 42.8 Jun‡ 42.0 10.4 Q1§ 2.5 -10.0 na -464 73.0 -24.0
Brazil -0.3 Q1 -6.0 -5.5 2.3 Jul 2.7 13.3 Jun§‡‡ -2.0 -14.0 1.9 -351 5.47 -27.1
Chile 0.4 Q1 12.7 -6.4 2.5 Jul 2.5 12.2 Jun§‡‡ 0.2 -14.0 2.4 -31.0 790 -9.2
Colombia 0.4 Q1 -9.2 -7.7 2.0 Jul 2.3 19.8 Jun§ -4.9 -7.8 5.3 -63.0 3,759 -8.7
Mexico -18.9 Q2 -53.2 -9.7 3.6 Jul 3.1 3.3 Mar -1.4 -4.5 5.8 -141 22.3 -12.3
Peru -3.4 Q1 -19.5 -13.0 1.9 Jul 1.6 7.6 Mar§ -2.1 -11.5 3.3 -93.0 3.57 -4.8
Egypt 5.0 Q1 na 0.6 4.2 Jul 6.2 7.7 Q1§ -4.1 -10.6 na nil 16.0 3.8
Israel 0.4 Q1 -6.9 -5.4 -1.1 Jun -1.1 4.5 Jun 3.9 -11.8 0.7 -36.0 3.41 2.0
Saudi Arabia 0.3 2019 na -5.2 0.5 Jun 1.2 5.7 Q1 -5.6 -10.5 na nil 3.75 nil
South Africa -0.1 Q1 -2.0 -8.0 2.1 Jun 3.3 30.1 Q1§ -2.3 -16.0 9.3 81.0 17.4 -11.6

Source: Haver Analytics.  *% change on previous quarter, annual rate. †The Economist Intelligence Unit estimate/forecast. §Not seasonally adjusted. ‡New series. **Year ending June. ††Latest 3 months. ‡‡3-month moving 
average. §§5-year yield. †††Dollar-denominated bonds. 
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Commodities

The Economist commodity-price index % change on
2015=100 Aug 4th Aug 11th* month year

Dollar Index
All Items 120.3 121.3 5.1 13.1
Food 93.1 92.5 2.0 1.2
Industrials    
All 145.5 148.2 7.0 21.3
Non-food agriculturals 100.5 102.5 5.4 9.9
Metals 158.9 161.7 7.2 23.7

Sterling Index
All items 140.7 141.5 0.6 4.3

Euro Index
All items 113.4 114.3 1.8 7.5

Gold
$ per oz 1,994.1 1,950.1 7.8 29.9

Brent
$ per barrel 44.5 44.7 3.9 -26.7

Sources: Bloomberg; CME Group; Cotlook; Datastream from Refinitiv; 
Fastmarkets; FT; ICCO; ICO; ISO; Live Rice Index; LME; NZ Wool 
Services; Thompson Lloyd & Ewart; Urner Barry; WSJ.  *Provisional.

Markets
 % change on: % change on:

 Index one Dec 31st index one Dec 31st
In local currency Aug 12th week 2019 Aug 12th week 2019

United States  S&P 500 3,380.4 1.6 4.6
United States  NAScomp 11,012.2 0.1 22.7
China  Shanghai Comp 3,319.3 -1.7 8.8
China  Shenzhen Comp 2,215.1 -4.5 28.6
Japan  Nikkei 225 22,844.0 1.5 -3.4
Japan  Topix 1,605.5 3.3 -6.7
Britain  FTSE 100 6,280.1 2.9 -16.7
Canada  S&P TSX 16,575.3 0.4 -2.9
Euro area  EURO STOXX 50 3,363.2 2.9 -10.2
France  CAC 40 5,073.3 2.8 -15.1
Germany  DAX* 13,058.6 3.1 -1.4
Italy  FTSE/MIB 20,437.4 3.5 -13.1
Netherlands  AEX 575.1 2.1 -4.9
Spain  IBEX 35 7,296.0 3.6 -23.6
Poland  WIG 52,487.8 0.4 -9.2
Russia  RTS, $ terms 1,307.1 0.9 -15.6
Switzerland  SMI 10,278.7 1.8 -3.2
Turkey  BIST 1,114.2 2.0 -2.6
Australia  All Ord. 6,257.0 2.0 -8.0
Hong Kong  Hang Seng 25,244.0 0.6 -10.4
India  BSE 38,369.6 1.9 -7.0
Indonesia  IDX 5,233.4 2.1 -16.9
Malaysia  KLSE 1,556.6 -0.7 -2.0

Pakistan  KSE 40,473.2 1.5 -0.6
Singapore  STI 2,563.2 1.2 -20.5
South Korea  KOSPI 2,432.4 5.2 10.7
Taiwan  TWI  12,670.4 -1.0 5.6
Thailand  SET 1,336.8 nil -15.4
Argentina  MERV 48,970.5 -4.0 17.5
Brazil  BVSP 102,117.8 -0.7 -11.7
Mexico  IPC 38,634.1 1.9 -11.3
Egypt  EGX 30 10,922.3 2.0 -21.8
Israel  TA-125 1,445.3 1.9 -10.6
Saudi Arabia  Tadawul 7,645.6 2.3 -8.9
South Africa  JSE AS 57,417.3 -0.4 0.6
World, dev'd  MSCI 2,391.8 1.5 1.4
Emerging markets  MSCI 1,094.0 -0.8 -1.9

US corporate bonds,  spread over Treasuries
 Dec 31st
Basis points latest 2019

Investment grade    172 141
High-yield   573 449

Sources: Datastream from Refinitiv; Standard & Poor's Global Fixed 
Income Research.  *Total return index. 

For more countries and additional data, visit
Economist.com/indicators

Economic & financial indicators



Sources: Andrew Gelman, Columbia University; US Census Bureau; YouGov; The Economist
*Composition weighted by how likely a voter in each state is to decide the outcome of the election

→ The electoral college discourages voting in uncompetitive states 

→ The electoral college splits voting power unevenly across states

Chance of casting the decisive vote in the 2020 election
By state, log scale

Demographic composition of voters in 2020, %
Likely and effective* when accounting for the electoral college

→ White voters get a boost from the electoral college

State turnout v chance of casting the decisive vote in the 2020 election
% of voting-eligible population
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Afundamental test for any voting sys-
tem is whether it treats citizens equal-

ly. America’s presidential election uses the
“electoral college”, which allocates 538
votes based on states’ representation in
Congress. A candidate who wins the popu-
lar vote in a state is allocated its chunk of
electoral-college votes (ecvs)—from just
three for Vermont, to 55 for California.
Nominees must amass 270 ecvs to win.

This system can lead to unfair out-
comes: in two of the past five elections, the
winner of the White House (a Republican)
did not win the national popular vote.
Some cite this as evidence that the system
is biased against the Democratic Party. It is
more complicated than that.

The Economist used its presidential-
election-forecasting model—which simu-
lates the election 20,000 times a day—to
quantify the system’s biases. Using each
forecast for every state we determined the
chance that any given voter in a particular
state casts the decisive ballot in November.
That figure is the product of two probabili-
ties: whether a single state is likely to edge
a candidate over 270 ecvs; and whether
that state is won by a single voter.

The odds are shortest in New Hamp-
shire, where the chance that someone casts
the decisive vote is around 1-in-10m elec-
tions. By contrast, a resident of Washing-
ton, dc, will tip the contest only once in a
trillion elections. The point is not that
these chances are small, but that the gaps
between them are large. Our model sug-
gests that a Granite Stater who moves to
neighbouring Vermont becomes 1,000
times less likely to affect the result of the
election, simply by moving a few miles.

As states have different demographic
mixes the electoral college can exaggerate
the clout of some voter groups. For exam-
ple, white people are expected to comprise
roughly 73% of an average state’s voters
come November. But if the average is
weighted instead by how likely a voter in
each state is to decide the outcome of the
election, the white share of voting power
climbs to 79%. That is because the most
competitive states are whiter than the na-
tional average.

Those whose votes count for less are
less likely to bother casting a ballot, it
seems. Voters from states that were most
likely to decide the election in 2016 were
ten percentage points more likely to vote.
That suggests that replacing the electoral
college might lead to increased turnout. 7

America’s electoral college favours
white voters

The old college try

US presidential electionGraphic detail
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Awhile after his argument with the patio table, when his
sliced right thumb had had stitches and appeared to be heal-

ing, Leon Fleisher noticed a sluggishness in his right index finger.
It was especially unresponsive when he tried to play trills, and that
was no small matter. The ascending trills in the cadenza of the ada-
gio of the Brahms first piano concerto, each joined by the next and
then prolonged with a touch of the pedal—just a little, nothing
showy—had a resonance like the shimmering of the universe.

He noticed, too, that the fourth and fifth fingers of his right
hand were starting to curl under. This made the playing of triplets
more or less impossible. Yet in the third movement of the Brahms
they made the dancing culmination of the work, delighting him so
much that they made the hairs stand up on the back of his neck. 

In short he could no longer play the most important piece in his
life, the one that had first struck him like Thor’s thunder on his 12th
birthday, had anchored his debut as “the pianistic find of the cen-
tury” at Carnegie Hall in New York when he was 16, and had been
his talisman and friend ever since. He, whose greatest terror was
failure, could not, in fact, play anything. 

It was 1964, and he was 36. In the spring he was due to tour the
Soviet Union, having performed in America and Europe all
through the 1950s. He had made definitive recordings of Liszt,
Beethoven and Brahms with George Szell and the Cleveland Or-
chestra, with Leonard Bernstein and with Otto Klemperer. Such a
career had possessed him from childhood, and his slightly crazy
mother had also thought of nothing else, pushing him under the
nose of every eminent musician she could find in San Francisco,
Pierre Monteux, Alfred Hertz, even Sergei Rachmaninoff once, as
the maestro came off stage. His path had long been set.

Yet he felt he was only beginning to understand what music
needed. Ten years of training with Artur Schnabel had laid down

firm principles of faithfulness to the score and integrity in the
playing; watching Schnabel had taught him to treasure not only
each note, but also the potency of silence. In his 20s he developed
his own opinions, discovering French, Russian and 20th-century
composers. But now he might, after all, be going nowhere.

For 30 years his right hand was little use to him. He tried lido-
caine injections, massage, psychotherapy, acupuncture, Tiger
Balm. Quacks and gurus were called in. He let Bernstein pour
Scotch on it. The condition had a name, focal dystonia, and a cause,
over-practising, but there was no cure. At times the fingers loos-
ened, but nothing helped for long. And since music was his life,
taking priority over everything including, to his regret, his first
two wives and their children, he had to keep making it somehow.
Pieces like the Brahms lay not only in his fingers but in his mind
and heart, and his purpose, paraphrasing Beethoven’s inscription
in the “Missa Solemnis”, was to communicate their power to other
hearts. He just had to find alternative means of doing so. 

One was teaching. He had already been giving classes at the Pea-
body Conservatory in Baltimore, and now he did so, both there and
at the Boston Symphony’s Tanglewood, as energetically as if his
life depended on it, as it did. He also took up conducting, which—
despite the oddity of standing in front of an orchestra—he greatly
enjoyed. Both activities plunged him deeper into music, letting
him see it through the eyes of other instrumentalists and, when he
was teaching, pushing him to pin down the ephemeral beauty of
notes with words alone. They went most of the way. 

Yet still he was not playing. Stubbornly he went on practising a
bit, though it was hopeless and probably did damage, and his at-
tempt at a public two-handed comeback, in 1982, was a failure.
Stubbornly, too, he resisted for a long time the left-hand piano rep-
ertoire. Though it was wide, most of it was bad. The whole notion
seemed gimmicky, as well as an admission that, from now on, a
left-handed pianist was all he could be. Old prejudices would keep
surfacing. The right hand was the singer, doing most of the impor-
tant work and so wearing out faster. The left balanced it and did its
share, but inevitably had second billing. 

The disaster that had befallen him slowly changed that view. He
found left-hand masterpieces, notably Ravel’s “Concerto for the
Left Hand” and a transcription by Brahms of the Bach D minor Cha-
conne for solo violin, which became firm favourites. Friends and
colleagues wrote new pieces for him. And he discovered that his
left hand, even by itself, gave him more to say at the piano. Unlike
the right, it was built for the instrument, since the high tune could
still be tapped out by the thumb while the other fingers kept to the
bass. Besides, melody was the least important element in a piece.
Rhythm came first, the heartbeat, then harmony, and these were
both the province of the left hand—though they might emerge, as
in the opening of the Ravel, out of the murkiest depths.

He performed that piece in concert, by his reckoning, more
than 1,000 times, sliding across the stool through its leaps and glis-
sandi, his right hand now a mere anchor to grip the frame. A later
album cover of his works showed his left hand protectively cover-
ing the still-eager, straining right. But he had never quite given up
hope that the same karma that had knocked him sideways might
one day, equally mysteriously, heal that hand again. 

By 1994 a combination of Botox and Rolfing, or deep massage,
seemed to be helping. He was cautious. The pretence of his “come-
back” more than a decade before still haunted him, when the
cheering audience had no idea how he had struggled to control his
right hand, and when he had had to rule out playing Beethoven’s
fourth concerto in favour of something less exposed. This time, as
it turned out, the improvement heralded a definite return to full
playing. But on that first day of real hope he took no public
chances. As he felt his hand properly opening again, he went in-
stead to his study, where only the sun observed him through the
windows. There, in the sunlight, with two hands, the piece grow-
ing note by note whole and complete, he played the Brahms. 7

Leon Fleisher, pianist, died on August 2nd, aged 92

Right hand, left hand

Leon FleisherObituary



Tuesday August 18th, 4pm bst (11am edt, 8am pdt)

Join us via Zoom for this subscriber-only
broadcast, in which our editor-in-chief,
Zanny Minton Beddoes, talks to Bill Gates
about the global fight against covid-19.

One of the world’s leading philanthropists shares
his insights on the international response to the
pandemic, the race to develop a vaccine and the
lessons for tackling future crises, including
climate change.

Don’t miss it. Reserve your space at:
Economist.com/BillGates

Exclusive interview: 
Bill Gates

subscriber first

For the best of our covid-19 coverage, visit
Economist.com/coronavirus


