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A complex rescue operation in
Chile to free 33 miners trapped
underground for more than
two months came to a tri-
umphant conclusion as they
were winched, one by one, to
the surface in a purpose-built
rescue capsule. Sebastián
Piñera, Chile’s president, said
his country would never be
the same.

Canada’s bid for a rotating
seat on the United Nations
Security Council ended in a
humiliating withdrawal, after
Germany and Portugal se-
cured more votes. 

The Netherlands Antilles, a
collection of �ve Caribbean
islands, formally disbanded.
Curaçao and St Maarten be-
came independent states,
while Bonaire, St Eustatius and
Saba were reclassi�ed as au-
tonomous special municipal-
ities. The Netherlands will still
handle the islands’ defence
and foreign policy, and at �rst
will oversee Curaçao’s debt.

Ecuador extended inde�nitely
a state of emergency, imposed
after a police mutiny on Sep-
tember 30th, which the presi-
dent, Rafael Correa, called an
attempted coup. The measure
places the army, instead of the
police, in charge of the coun-
try’s security.

Out of school
Michelle Rhee, the contro-
versial head of Washington,
DC’s schools system, resigned.
Ms Rhee, an ardent champion
of school reform, has been in a
di�cult position since the
mayor who appointed her,
Adrian Fenty, lost the Demo-
cratic nomination for re-elec-
tion to his post last month.

A federal judge in California
ordered the immediate sus-
pension of the �Don’t ask,
don’t tell� regulation that in
e�ect bans openly gay people
from serving in America’s
armed forces. The administra-
tion has been looking at ways
of lifting the ban, but has not
yet completed its review. It is
likely to appeal for a stay from
the court.

To the streets
Protests against the French
government’s proposed pen-
sion reforms brought up to
3.5m people on to the streets
across the country. But the
Senate approved the most
controversial parts of the
legislation, and will probably
conclude its voting next week.

The managing director of the
aluminium plant in western
Hungary that spilt millions of
litres of toxic sludge was
arrested on charges of criminal
negligence, although later
released. Engineers raced to
build emergency dams to
contain an expected second
leak from the plant. 

Widespread rioting took place
in Belgrade as police clashed
with thousands of far-right
activists trying to break up a
gay-rights march in the Serbian
capital. Two days later Hillary
Clinton visited Belgrade as
part of a three-day tour of the
western Balkans. Mrs Clinton
backed Serbia’s e�orts to join
the European Union, urged
practical talks between Serbia
and Kosovo and called for
national unity in Bosnia. 

Seven of the 12 judges on
Turkey’s judicial-appoint-
ments board resigned over
government reforms. The
judges argued that the mea-
sures, approved by a national

referendum last month, would
stop the board from function-
ing. Recep Tayyip Erdogan, the
Turkish prime minister, was
unimpressed.

A shortlist of four candidates
to replace Yuri Luzhkov, the
sacked mayor of Moscow,
was presented to President
Dmitry Medvedev. Most pun-
dits expect the post to be given
to Sergei Sobyanin, chief of
sta� to Vladimir Putin, the
prime minister.

A review of higher-education
funding in Britain recom-
mended lifting the cap on
tuition fees. This is a problem
for the Liberal Democrats, the
junior partner in the ruling
coalition: all their MPs signed a
pre-election pledge to oppose
a rise in fees.

Defensive gestures
Defence ministers from the ten
members of ASEAN met in
Hanoi with their counterparts
from eight other countries, in a
new regional security forum.
The meeting gave China’s and
America’s highest-ranking
defence o�cials the chance to
talk for the �rst time since
January, when China suspend-
ed military-to-military con-
tacts in response to a sale of
arms to Taiwan. 

China’s foreign ministry re-
sponded with outrage to the
award of the Nobel peace prize
to Liu Xiaobo, an imprisoned
Chinese dissident and veteran
of the Tiananmen Square
protests, calling Mr Liu a crimi-
nal and the award an insult to
the Chinese people. 

A group of 23 retired o�cials
from China’s Communist
Party posted an unusually
blunt demand for freedom of
speech on October 12th, argu-
ing that the government’s
censorship policies violate the
constitution and must be
stopped. They said their call
was unrelated to Liu Xiaobo’s
Nobel peace prize. Their state-
ment was immediately taken
o� the Chinese internet.

Kyrgyzstan’s parliamentary
elections took place on Octo-
ber 10th, six months after the

overthrow of its authoritarian
president, Kurmanbek Baki-
yev. The polling, which saw no
clear victor, won the praise of
international monitors. The
two biggest winners, one
group comprised of allies of
Mr Bakiyev, the other claiming
responsibility for his ouster,
�nished in a dead heat.

Shia solidarity

Iran’s president, Mahmoud
Ahmadinejad, visited Leba-
non, drawing an enthusiastic
crowd, mainly supporters of
the country’s Shia party-cum-
militia, Hizbullah, in the south-
ern part of the capital, Beirut,
before making a symbolic visit
to Bint Jbeil, a Shia village close
to the border with Israel. 

The Iranian authorities said
an explosion in a base of the
Revolutionary Guard near the
western city of Khorramabad
had left 18 people dead.
Whether it was an accident or
sabotage is unclear.

Israel’s prime minister, Binya-
min Netanyahu, continued to
insist that Palestinian negotia-
tors should formally accept
that Israel is a Jewish state
before he would consider
extending a freeze on the
building of Jewish settlements
in the West Bank. The issue is
blocking peace talks that were
resumed only a month ago. 

Zimbabwe’s embattled prime
minister, Morgan Tsvangirai,
who is meant to be sharing
power in a unity government,
called for international help to
deal with what he called a
�constitutional crisis� in the
country. Mr Tsvangirai com-
plained bitterly that President
Robert Mugabe had made a
string of appointments, in-
cluding six ambassadorships,
without consulting him.

Politics
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Other economic data and news
can be found on pages 117-118

Talk of a currency war esca-
lated as an IMF meeting of
�nance ministers and central
bankers, partly aimed at sooth-
ing currency tensions, failed to
deliver a resolution. The gap
between the two main protag-
onists in the dispute, America
and China, appeared as in-
tractable as ever, with China
accusing America of destabi-
lising developing countries’
economies by running a lax
monetary policy and America
complaining of an arti�cially
cheap yuan. 

Unemployment in America
grew faster than expected as
lay-o�s in the public sector
began to bite. Around 159,000
public-sector jobs were lost in
September, compared with the
creation of just 64,000 private-
sector ones. The news in-
creased the likelihood of fur-
ther quantitative easing by the
Federal Reserve. 

A simmering two-year row
between easyJet, a British
budget airline, and its founder,
Sir Stelios Haji-Ioannou, was
resolved. The airline has
agreed on new royalty pay-
ments to Sir Stelios, possibly
amounting to £100m ($150m),
for the use of its brand name
while he has agreed to give up
his right to appoint himself
chairman of the company.

A Nobel idea
Peter Diamond and Dale Mor-
tensen, two Americans, and
Christopher Pissarides, a
British-Cypriot, jointly won
this year’s Nobel prize for
economics for their work on
why supply and demand often
fail to balance in the jobs mar-
ket. The award may prove
embarrassing for Mr Dia-
mond’s critics in America’s
Congress, who have so far
refused to nod through his
nomination for a seat on the
Federal Reserve Board, after
expressing concerns about his
competence.

Microsoft launched Windows
Phone 7, its new operating
system for mobile phones. The
company lags behind its com-

petitors, such as Apple and
Research in Motion, and cur-
rently accounts for just 5% of
the smart-phone market. 

P�zer agreed to buy King
Pharmaceuticals, a maker of
pain remedies, for $3.6 billion.
The cash deal is the company’s
�rst acquisition since its mam-
moth $68 billion purchase of
Wyeth in 2009.

A game of two halves
Tom Hicks and George Gillett,
the owners of debt-ridden
Liverpool football club, lost a
High Court battle to prevent
the club from being sold to
New England Sports Ventures,
owners of the Boston Red Sox
baseball team. The ruling
follows a bitter boardroom
dispute after other directors
had approved the sale. The
saga looks set to rumble on,
however, as a Texas court then
granted a restraining order
over the sale. 

The growth rate of India’s
industrial output slowed
sharply to 5.6% year-on-year in
August, compared with 15.2%
in July. Recent increases in
interest rates and higher in-
�ation were blamed. 

CNOOC, a Chinese state-
owned oil company, is to
invest $2.2 billion for a minor-

ity stake in the Eagle Ford Shale
project, a Texas oil and gas
�eld. The deal is the com-
pany’s �rst American invest-
ment since it withdrew an $18.5
billion o�er for Unocal in
2005, after American congress-
men denounced it as a threat
to national security.

The price of maize (corn)
headed towards $6 a bushel, as
estimates suggested that this
year’s harvest in America will
be disappointing. Its increasing
use as a feed for livestock is
also driving up demand for the
crop. The price has risen by
nearly a quarter since the
beginning of October.

Worries about Greece’s �-
nances eased slightly after it
raised �1.2 billion ($1.7 billion)
in a heavily oversubscribed
treasury-bill auction. The
26-week bills were issued at a
slightly lower interest rate than
last month. 

Britain’s Standard Chartered
bank announced plans to raise
£3.3 billion ($5.2 billion) in a
rights issue. The company said
this would help it to grow in its
core emerging markets while
also allowing it to meet the
probable increase in capital
requirements as a result of the
new Basel 3 rules.

America lifted its moratorium
on deepwater drilling in the
Gulf of Mexico earlier than
expected. A government re-
port suggested that the six-
month hiatus had caused the
temporary loss of between
8,000 and 12,000 jobs. Mean-
while it was reported that the
European Union will unveil
tougher rules on o�shore
drilling in its waters, including
increasing the liability of
companies in the event of a
disaster. Europe has around
900 o�shore wells. 

No-go logo
Gap decided to drop a rede-
signed logo in America after
just a week, because custom-
ers thought it hideous. The
American clothing retailer
blamed a failure to consult its
customers, and announced it
would reinstate its distinctive
white-on-blue marque.

Business

Corn price
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Leaders

IN RECENT weeks the world
economy has been on a war

footing, at least rhetorically. Ever
since Brazil’s �nance minister,
Guido Mantega, declared on
September 27th that an �inter-
national currency war� had bro-
ken out, the global economic de-

bate has been recast in battle�eld terms, not just by excitable
headline-writers, but by o�cials themselves. Gone is the fuzzy
rhetoric about co-operation to boost global growth. A more
combative tone has taken hold (see page 85). Countries blame
each other for distorting global demand, with weapons that
range from quantitative easing (printing money to buy bonds)
to currency intervention and capital controls. 

Behind all the smoke and fury, there are in fact three battles.
The biggest one is over China’s unwillingness to allow the
yuan to rise more quickly. American and European o�cials
have sounded tougher about the �damaging dynamic� caused
by China’s undervalued currency. Last month the House of
Representatives passed a law allowing �rms to seek tari� pro-
tection against countries with undervalued currencies, with a
huge bipartisan majority. China’s �unfair� trade practices have
become a hot topic in the mid-term election campaigns. 

A second �ashpoint is the rich world’s monetary policy,
particularly the prospect that central banks may soon restart
printing money to buy government bonds. The dollar has fall-
en as �nancial markets expect the Federal Reserve to act fastest
and most boldly. The euro has soared as o�cials at the Euro-
pean Central Bank show least enthusiasm for such a shift. In
China’s eyes (and, sotto voce, those of many other emerging-
market governments), quantitative easing creates a gross dis-
tortion in the world economy as investors rush elsewhere, es-
pecially into emerging economies, in search of higher yields. 

A third area of contention comes from how the developing
countries respond to these capital �ows. Rather than let their
exchange rates soar, many governments have intervened to
buy foreign currency, or imposed taxes on foreign capital in-
�ows. Brazil recently doubled a tax on foreign purchases of its
domestic debt. This week Thailand announced a new 15%
withholding tax for foreign investors in its bonds. 

Jaw-jaw, please
For now, these skirmishes fall far short of a real currency war.
Many of the �weapons� look less menacing on closer inspec-
tion. The capital-in�ow controls are modest. In the rich world
only Japan has recently resorted to currency intervention, and
so far only once. Nor is there much risk of an imminent de-
scent into trade retaliation. Even in America, tari�s against Chi-
na are still hopefully a long way o��both because the curren-
cy bill is milder than it sounds and because it has yet to be
passed by the Senate or signed by Barack Obama. 

Still, there is no room for complacency. Today’s phoney war
could quickly turn into a real dog�ght. The conditions driving
the divergence of economic policies�in particular, sluggish
growth in the rich world�are likely to last for years. As �scal

austerity kicks in, the appeal of using a cheaper currency as a
source of demand will increase, and the pressure on politi-
cians to treat China as a scapegoat will rise. And if the �ood of
foreign capital intensi�es, developing countries may be forced
to choose between losing competitiveness, truly draconian
capital controls or allowing their economies to overheat. 

What needs to happen is fairly clear. Global demand needs
rebalancing, away from indebted rich economies and towards
more spending in the emerging world. Structural reforms to
boost spending in those surplus economies will help, but their
real exchange rates also need to appreciate. And, yes, the Chi-
nese yuan is too low (see page 86). That is hurting not just the
West but also other emerging countries (especially those with
�oating exchange rates) and indeed China itself, which needs
to get more of its growth from domestic consumption. 

It is also clear that this will not be a painless process. China
is right to worry about instability if workers in exporting com-
panies lose their jobs. And even reasonable choices�such as
the rich world’s mix of �scal austerity and loose monetary
policy�will have an uncomfortable impact on small, open
emerging economies, in the form of unwelcome capital in-
�ows. This �ood of capital will be less devastating to them
than the harm they would su�er if the West descended into
de�ation and stagnation, but it can still cause problems.

Collective Seoul-searching
All this cries out for a multilateral approach, in which institu-
tions such as the IMF and the G20 forge consensus among the
big economies. The hitch is that the multilateral route has, so
far, achieved little. Hence the chorus calling for a di�erent line
of attack�one that focuses on getting tough with China,
through either retaliatory capital controls (such as not allow-
ing China to buy American Treasury bonds) or trade sanc-
tions. And it is not just the usual protectionist suspects: even
some free-traders reckon that economic violence is the only
way to shock China out of its self-harming obstinacy (and to
stop a more widespread protectionist reaction later). 

This newspaper is not convinced. The threats look like ei-
ther unworkable blu�s (how can China be stopped from buy-
ing Treasuries, the most widely traded asset in the world’s �-
nancial markets?) or dangerous provocations. Confronted
with a trade ultimatum, the Beijing regime, pu�ed up in its G2

hubris, may well reckon it is cheaper politically to reply to the
United States in kind. That is how trade wars start. 

Anyway, to focus on America and China is to misunder-
stand the nature of the problem. The currency wars are about
more than one villain and one victim. Rather, redouble multi-
lateral e�orts behind the scenes, especially by bringing in the
emerging countries hurt by China’s policy. Brazil and others
have only just begun to speak out. South Korea is hosting the
G20 next month. Use the Seoul summit as a prompt, not to
create some new Plaza Accord (today’s tensions are too com-
plex to settle in a grand peace treaty of the sort hammered out
by just �ve countries in New York in 1985) but as a way to clari-
fy the debate and keep up the pressure. It will get fewer head-
lines; but this is a war that is best averted, not fought. 7

How to stop a currency war

Keep calm, don’t expect quick �xes and above all don’t unleash a trade �ght with China
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IT IS rare to �nd the Daily Mail,
the conservative voice of mid-

dle England, siding with the left-
leaning Guardian and the BBC.
But the bosses of those out�ts
share a fear: that Rupert Mur-
doch’s News Corporation will
end up owning British Sky

Broadcasting, a satellite TV �rm that it already controls. A joint
letter sent to Vince Cable, the business secretary, warns of �se-
rious and far-reaching consequences� for media plurality if
the deal, which was proposed in June, goes ahead. Mark
Thompson, the BBC’s director general, used a trip to New York
to remind Americans that such a concentration of media own-
ership would not be allowed in their country. He is probably
right�but the deal should be allowed to proceed.

If News Corporation does manage to acquire the 61% of Sky
it does not already own (which would mean agreeing to a price
with Sky’s shareholders) it would be a mighty force. Sky is Brit-
ain’s leading media company, having grown through the reces-
sion, as others faltered (see page 69). It now has nearly 10m sat-
ellite TV subscribers. News Corporation owns four leading
newspapers: the Times, the Sunday Times, the Sun and the
News of the World. Critics worry that the company will use
Sky’s considerable pro�ts to cross-subsidise its newspapers,
making them unbeatable. Some fear it will use the 24-hour Sky
News to push a conservative agenda, turning it into a British
version of the Fox News Channel. More vaguely, many feel Mr
Murdoch already has quite enough in�uence over British life.

These objections conveniently gloss over some of the reali-
ties of the media business. News Corporation could indeed
use the pro�ts from Sky to support its newspapers. But such
cross-subsidy is already widespread in the newspaper world,
and not just in Britain. The Guardian lost £38m ($61m) last year.

Its parent company, which opposes News Corporation’s pur-
chase, stayed a�oat thanks largely to its investments in Auto
Trader, a classi�ed service. The Washington Post newspaper is
supported by Kaplan, an education out�t. Besides, News Cor-
poration has plenty of money-making TV networks in Ameri-
ca which are more than capable of supporting its newspapers.
Spending £7.8 billion for Sky seems a rather costly and round-
about way of propping up the Times. 

A cacophony of voices in news
The idea that Sky News will be turned into a Murdoch mouth-
piece is scarcely more plausible. The channel is subject to strict
impartiality rules. And it is not clear that an opinionated 24-
hour news service would be successful even if it could be built.
The Fox News Channel became a huge success in America by
�lling a gap in the market for conservative commentary. Brit-
ain already has plenty of that, in the form of blogs and �ercely
partisan newspapers like the Daily Mail and the Sun that, un-
like American papers, rarely separate reporting from editori-
alising. Britons probably get enough ideology in their daily
news diets without having it on television, too. A greater dan-
ger is that News Corporation would be forced to drop Sky
News as the price of taking over the company. That would
leave the BBC as easily the biggest television and radio news
out�t, strengthening that out�t’s already tight grip. 

Rupert Murdoch is an outsize �gure in British media and
politics. His actual clout is less than many claim (ever the pop-
ulist, his tabloids tend to follow, not lead, opinion polls) but
still plainly large. Yet big does not invariably mean bad. He
saved Fleet Street by crushing the print unions. He is leading a
movement to charge for newspaper content online, which
may help his peers. If he gets hold of Sky and uses it unfairly to
crush rivals, he should be punished. If he simply wants to run
a successful, competitive out�t, good luck to him. 7

News Corporation’s bid for BSkyB

Clouding over the Sky

The Murdochs should be allowed to acquire Britain’s satellite broadcaster

THERE have been gun�ghts
outside the American school

and a big private university. The
mayors of two suburbs have
been murdered. And a grenade
has been thrown at Saturday
evening strollers in a square, in-
juring 12. All this has happened

since August not in Kabul or Baghdad but in Monterrey in
northern Mexico (see pages 29-31). The latest battleground in a
multilateral war between drug-tra�cking gangs and the au-
thorities, Monterrey is not a dusty outpost. It is one of the big-
gest industrial cities of North America, a couple of hours’ drive

from Texas and home to some of Mexico’s leading companies. 
The maelstrom of drug-related violence that is engul�ng

Mexico has produced exaggerated, sometimes xenophobic,
alarm in parts of the United States. The response in Mexico
City has, until recently, been defensive denial. 

Both reactions are wrong. The violence, in which at least
28,000 people have been killed since 2006, re�ects a double
failure of public policy: decades of neglect of the basic institu-
tions of the rule of law in Mexico, and a failed approach to
drug consumption (plus lax gun laws) in the United States.
These mistakes have helped to create the world’s most power-
ful organised-crime syndicates. Reforms in both countries
could help tame them.

Drugs and security in North America

Mexican waves, Californian cool

Three things to stop the gangs: better police in Mexico, stricter gun laws in America and legal pot in California 
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SHARIA, the Islamic code of
behaviour and law, has be-

come an electric term in the lan-
guage of politics. A Republican
candidate for the US Senate has
claimed bizarrely that two
American districts are already
living under it. Newt Gingrich, a

former House speaker, reckons America needs a federal law to
establish that sharia may not be recognised by any court. Such
legislation would only be prudent, his supporters suggest,
when Islamic law is trying to in�ltrate every corner of Ameri-
can life. Elena Kagan, a new Supreme Court judge, has been ac-
cused of crypto-sharia tendencies because her alma mater,
Harvard Law School, has an Islamic �nance project. 

The term is bandied about in Europe, too. Germany’s chan-
cellor, Angela Merkel, recently felt it necessary to assure her fel-
low Christian Democrats that, whatever steps might be need-
ed to help immigrants, �it’s the constitution that applies, not
sharia.� From the other side, the word elicits knee-jerk protec-
tiveness among Muslims. When 40% of Muslim Britons told a
pollster they liked the idea of sharia being applied in parts of

Britain, that was not a demand for Saudi-style beheading, but a
gut defence of a faith they see as under threat. 

All the more reason for calm thinking about what sharia
means, and the dilemmas it poses (see pages 71-73). It can refer
to many things, ranging from a pious way of life to a system of
corporal and capital punishment, laid down in Islamic law but
practised in only a few places. It can also refer to the ideas un-
derpinning Islamic �nance (which eschews interest)�and,
most signi�cantly for public policy, to a form of family law.

Contrary to some hysterical talk, nobody seriously suggests
the use of Islamic penalties in any democracy. Nor is there any
reason to fear Islamic �nance: a campus discussion about zero-
coupon bonds does not mean usurers will be �ogged in Har-
vard Yard. Nor can anybody object if two citizens settle a com-
mercial dispute on Islamic lines, or any other principles to
which both freely adhere. In the English-speaking world there
is a custom of arbitration, which has created a space in which
religion-based arbitration services are accepted, o�ering Jews,
Christians and Muslims a simple, cheap (and from their point
of view, divinely blessed) way to settle disputes.

The real di�culty with Islamic law in the West comes
where it pertains to family matters: the maintenance of depen-

Islamic law and democracy

Sense about sharia

Islamic judges are not about to take over the West. It is still worth enforcing the supremacy of secular law

Take Mexico �rst. For much of the long rule of the Institu-
tional Revolutionary Party until 2000, the goal of policing was
political control rather than crime prevention or detection,
and the judiciary acted as a rubber stamp. In these conditions
the drug gangs thrived. With increasing urgency the past three
Mexican presidents have tried to tackle the mobsters, but have
found they lacked the tools for the job. Thus, on taking over as
president in 2006, Felipe Calderón turned to the army as a
stopgap, sending thousands of troops onto the streets of north-
ern cities. Only now, and with painful slowness, are the ele-
ments of a broader strategy falling into place. The new federal
police force is growing, but it remains too small. Belatedly, the
government has realised that it needs to pursue more active
social policies to ensure that young men do not see the drug
business as their only career option. 

Perhaps the best news is that the mayhem in Monterrey has
at last forced Mexico’s politicians and business leaders to face
up to the gravity of the threat. Mr Calderón sent a constitution-
al amendment to Congress this month that would consolidate
more than 1,600 local police bodies into 32 reformed and
strengthened state forces. It now stands a decent chance of be-
ing swiftly approved. Even then, Mexico’s long to-do list in-
cludes regaining control of local prisons and local courts.

In all this Mexico is not getting the right kind of help from
the United States. Weak law enforcement in Mexico has
helped the drug gangs to grow, but their power owes every-
thing to proximity to the world’s largest retail market for illegal
drugs. Recent American administrations have at least moved
on from the �nger-pointing of the past to an acceptance of
shared responsibility. But the results are patchy. The Mérida
Initiative, a $1.4 billion anti-drug programme for Mexico, is lazi-
ly modelled on Plan Colombia. It includes a lot of helicopters

and hardware of the kind Colombia needed to �ght FARC

narcoguerrillas, when what Mexico really needs is far more
support with police training and intelligence-gathering.

Mexico would be even better served if the United States re-
newed a ban on the sale of assault weapons that lapsed in
2004. Sadly, this looks unlikely to happen. Yet since 2006
alone, Mexican authorities have seized 55,000 of these weap-
ons of war. That is enough to equip many NATO armies�and
most were bought legally in American gunshops.

The potential of pot
So permissive when it comes to lethal weapons, the United
States remains steadfast in its commitment to the prohibition
of drugs, in the face of all the evidence that this policy fails to
curb their consumption while creating vast pro�ts for organ-
ised crime. It is welcome that California is now debating be-
fore a referendum on November 2nd, whether to legalise mari-
juana (see page 37). This newspaper would vote for the
proposition, because we believe that drug addiction, like alco-
holism and tobacco consumption, is properly a matter of pub-
lic health rather than the criminal law.

If California votes in favour of legalisation, Mexico would
be wise to follow suit (the bottom would anyway fall out of its
marijuana business). The drug gangs would still be left with
more lucrative cocaine and methamphetamines. But it would
become easier to defeat them. And Mexicans should make no
mistake: they must be defeated. The idea of going back to a tac-
it bargain that tolerates organised crime, favoured by some in
Mexico, is inimical to the rule of law, and thus to democracy
and a free society. The sooner Mexico turns its new-found
sense of urgency into a more e�ective national policing and
law-enforcement strategy the better. 7
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LIEUTENANT COLUMBO, the
�nest �ctional detective in

the history of the Los Angeles
Police Department, had a knack
for instantly identifying the cul-
prit. Were he investigating the
threat to American state �-
nances, he would be looking at

members of his own force. One California mayor estimates
that the e�ective cost of employing each police o�cer and �re-
man is $180,000 a year.

That sum is not their take-home pay. For police and �re�ght-
ers, the big costs occur when they stop working�retirement at
50, combined with in�ation-linking, health bene�ts and lump
sums for unused sick leave. Some might not begrudge perks
given to those who put their lives on the line for fellow citi-
zens. But California is also shelling out fortunes to retired state
and municipal managers; more than 9,000 have retirement in-
comes of over $100,000 a year. Across America, states have
been handing out such goodies for years (see pages 95-96).
Most public-sector workers are still being promised retirement
incomes based on their �nal salaries, at a time when private
companies have been retreating from such commitments. 

America is not alone in having a pensions problem, as this
week’s strikes in France demonstrate. But because America’s
public-sector pensions funds are so enormous, the potential
consequences of their problems are too. Meredith Whitney, a
�nancial analyst who foretold the banking crisis, thinks Amer-
ica’s states could be the next source of systemic �nancial risk.

Calculating the potential exposure of taxpayers to pension
promises is complicated. Much of the cost lies in the future,
when existing employees retire. So a discount rate has to be ap-
plied to those future promises to calculate their present value.
Following rules set down (rather shamefully) by the Govern-
ment Accounting Standards Board, the individual states dis-
count their pension liability by the assumed rate of return on
the assets, in most cases around 8%.

This is �Alice-in-Wonderland accounting�, as David Crane,
an economic adviser to California’s governor, Arnold

Schwarzenegger, has remarked. For a start, pension schemes
have not achieved such returns over the past decade of dismal
stockmarkets, and are unlikely to do so in future. Nor do the li-
abilities disappear if the pension scheme fails to achieve its tar-
geted returns. In many states, pension rights are legally protect-
ed. So a pension promise is a debt owed by the state; retirees
may have even greater rights than a conventional creditor. 

Given those conditions, the states’ pension promises
should be discounted by the risk-free rate, or the yield on Trea-
sury bonds. On that basis, total liabilities are $5.3 trillion, com-
pared with $1.9 trillion of assets. The total shortfall of $3.4 tril-
lion is the equivalent of a quarter of all federal debt.

Just one more question
Even on the basis of the dodgy accounting they currently use,
the states have not funded their pension promises properly.
Their �nances are already coming under pressure from weak
tax revenues; September’s employment data showed they are
laying o� sta�. Balanced-budget requirements mean that �ll-
ing the hole in pension schemes will absorb cash that would
otherwise be used to provide services to citizens. It adds up to
a dreadful mess. Some states may run out of the money to
fund their pension schemes by the end of this decade.

At the very least, the accounting rules should be changed so
that taxpayers are made aware of the promises they have un-
derwritten. Perhaps they will be happy to keep funding them.
But it is more likely that they will demand reform. Changing
scheme rules for new employees is a start but will do nothing
to reduce the size of the hole that has already been dug. The
bene�ts of existing employees will have to be cut by, for exam-
ple, increasing the retirement age. A move to career-average
rather than �nal-salary bene�ts would cut the overall bill
while protecting the lowest-paid. 

None of this will be easy. Unions are at their most powerful
in the public sector and its workers are an important voting
block. Changes to their rights will be challenged in the courts.
But it is high time to stop ignoring and obscuring the problem.
The longer the system remains unchanged, the bigger the hole
will get. 7

Public-sector pensions

Three-trillion-dollar hole

American states have promised their employees bene�ts they can’t a�ord

dants, divorce settlements and so on. There are two main con-
cerns. First, aspects of Islamic family law are at odds with the
values of modern democracy: men inherit more than women
and often have the edge in custody disputes. Second, many
people worry that Muslim women will not go to arbitration of
their own free will. For a woman trapped in a violent mar-
riage, there may be pressure from her peers to use Islamic pro-
cedures, although state law would serve her better.

Bones of contention
The �rst of these di�culties is hard to tackle without infringing
religious freedom. If a Muslim woman (or for that matter an
Orthodox Jewish woman) freely accepts an �unfair� deal be-
cause it is intrinsic to her religion, that should not be the state’s
business. But the state should deal with the second problem�

freedom of will�by making clear that any voluntary agree-
ment has no legal force (so a party can change his or her mind).
In a democracy, the stress must be on the primacy of the law of
the land, and on ensuring that all citizens, especially the vul-
nerable, have access to their rights, no matter what they say be-
fore an imam, rabbi or priest. 

Two Canadian provinces, Ontario and Quebec, have laws
denying legal standing to religious arbitration procedures.
Other countries should revise their laws to ensure that any-
body who opts for religious arbitration of a family matter can
opt out at any stage, or appeal to a secular court. That may not
stop some religious people feeling torn between their faith
and the law of the land. But it would clarify the di�erences be-
tween real dilemmas posed by sharia, and irresponsibly in-
vented ones. 7



Take Confidence in Our Approach

Client confidence created through insightful ideas.

And 141 M&A transactions valued at over $120 billion in the past 12 months.

For more than 100 years, our focused expertise in different sectors has allowed us to deliver 

insightful ideas and strategic advice. Today, this expertise is one reason why clients rely on 

us to execute their most important M&A transactions. It’s an approach that is strengthening 

relationships with clients around the globe.

Corporate & Investment Banking   |   Sales & Trading   |   rbccm.com

This advertisement is for informational purposes. It is not intended as an offer or solicitation for the purchase or sale of 
any fi nancial instrument, investment product or service. RBC Capital Markets is the global brand name for the capital 

markets business of Royal Bank of Canada and its affi liates, including RBC Capital Markets Corporation (FINRA, NYSE, 
SIPC); RBC Dominion Securities Inc. (IIROC & CIPF) and Royal Bank of Canada Europe Limited (authorized & regulated 

by FSA). ®Registered trademark of Royal Bank of Canada. Used under license. All rights reserved. All announced 
transactions with RBC as advisor for the period August 18, 2009–August 17, 2010. All currencies converted to USD.



Letters
20 The Economist October 16th 2010

Constitutional wrangling

SIR � Lexington missed the
mark about the tea-party
movement and its love a�air
with the American constitu-
tion (�The perils of constitu-
tion-worship�, September
25th). Tea-partiers are not
enamoured with the constitu-
tion because it provides an-
swers to the di�cult issues
facing modern America. It
does not provide adequate
guidance on modern issues
such as gay marriage or illegal
immigration. Rather, the idola-
try results from the limitations
the constitution places on the
federal government. The Foun-
ding Fathers realised that the
government cannot and, more
importantly, should not ad-
dress all social wrongs. States
and individual citizens need to
take responsibility themselves
for the betterment of their
neighbour, community, state
and country. The success of
American society depends on
individual responsibility. It is
this principle, re�ected in the
constitution, which we tea-
partiers admire.
Demetris Voudouris

Oakton, Virginia

SIR � Your column contained
several errors about the foun-
ders. �Creatures of their time�
they may have been, but they
were not aristocrats, not all of
them were fearful of excessive
democracy and some of them
did believe that poor men
should have the vote. Benja-
min Franklin, for instance, was
the son of a tallow chandler
(or candle-maker), and even
Thomas Je�erson, one of the
richest among them, would
still not have been considered
an aristocrat by any of his
contemporaries. He was a
planter, not a lord, and had
views which were so demo-
cratic they were considered
excessive by more-conserva-
tive thinkers like John Adams. 
Jack Sexton

Sydney

SIR � Lexington said the consti-
tution provided no answer to
the question of whether gays
should marry. I agree. This is
left to the elected branches. But
in the past your newspaper

has disagreed. In August, you
referred to Judge Walker’s
ruling on gay marriage in
California and said that the
constitution does provide an
answer, one that mandates
same-sex marriage, and you
said another �court would
have to �nd a �aw in his logic.
This seems a high hurdle.� Is it
possible you are having your
cake and eating it?
James Allan

Garrick professor of law
University of Queensland
Brisbane, Australia

SIR � I could not help but note
the irony of Lexington’s warn-
ing about the hazards of main-
taining �delity to documents
penned in the 18th century.
Could the same argument not
be made for reducing the
economics profession’s undue
reliance on some of the outdat-
ed assertions contained in
�The Wealth of Nations�?
Robert Craig

Ardrossan, Canada

Modern warfare

SIR � I was rather delighted by
your Stuxnet article (�A worm
in the centrifuge�, October
2nd). If there is any sort of war
I would gladly accept, and
maybe even support with
unbridled enthusiasm, it is
cyberwar. Assuming that Iran
is indeed developing nuclear
weapons to assail Israel, what
better way for Israel to respond
but with a clever bit of soft-
ware, called Stuxnet, to inca-
pacitate Iranian nuclear facil-
ities, such as uranium-en-
richment centrifuges at Nat-
anz? If warfare from now on
was of the same variety, war as
we have known it for thou-
sands of years would vanish
for good. Cyberwars are our
best hope for the future.
Ranko Bon

Motovun, Croatia

It’s not over till it’s over

SIR � The approach in your
article about Brazil’s next
president (�Lula’s legacy�,
October 2nd) was clearly
biased. It would be better to
wait and see who Brazilians
vote for instead of promoting
the concept of Lula’s �chosen

successor�. The �rst round of
the election, carried out on
October 3rd, showed that 54%
refuse to accept that the presi-
dent is in the position of
choosing his successor, in
addition to almost 30% who
did not vote, cast a blank vote
or spoilt their vote. My point is
Brazil’s handover has not been
completed yet, and the second
round on October 31st may ob-
lige you to run a cover of who
most Brazilians have chosen,
not necessarily who the cur-
rent president would choose.
René Mendes

São Paulo

Ziggy Stardust’s alter ego

SIR � In your obituary of Colin
Tennant and Vladimir Raitz
(September 11th) you men-
tioned that, �David Bowie was
the bar-room bore�. I was
there. And he was intelligent
and amusing. 
Paul Dymond

Versailles, France

Schooling in America

SIR � It is true that teachers’
unions protect bad teachers
from being �red and that
reform is needed (�Is it a bird?
Is it a plane?�, October 2nd).
However, unions also protect
e�ective teachers from ar-
bitrary punishment by school
administrators who may be
opposed to innovative ideas
that come from the teaching
sta�. Furthermore charter
schools are not the panacea
that you and some school
reformers claim. Charter
schools such as KIPP and the
Harlem Children’s Zone do a
wonderful job of educating
poor children in rough areas,
but the vast majority are no
more e�ective than a typical
public school. And one of the
best charter-school compa-
nies, Green Dot, which runs
schools in Los Angeles and
New York City, has a teaching
sta� that is fully unionised.
American schools are in des-
perate need of improvement,
but the assertion that unions
are uniformly bad and non-
unionised charter schools are
always good is too simplistic.
Shane Updike

Seattle

SIR � From what I have heard
about the District of Colum-
bia’s schools chief, Michelle
Rhee, she is little more than a
shameless self-promoter�one
does not, after all, make the
ascent onto Oprah Winfrey’s
couch through acts of humil-
ity�whose tenure as school
chancellor has been nothing
more than a dizzying spell of
glitzy paternalism. 

She can however claim two
exceptional accomplishments.
First, due to her heavy-handed
and authoritarian style she has
managed to make the parents
despise and distrust her even
more than they do the local
teachers’ union, which is in
itself a singular achievement.
Second, in the end voters were
so disgusted that they axed her
boss, the mayor, just so they
could get at her. The voters
were thinking two steps
ahead. They really must have
been seething with anger. In
short, this woman is to DC

public schools what Lord
Curzon was to the British
Raj�a high-minded and self-
serving autocrat who is woe-
fully out of touch with the lo-
cal population. She’s got to go.
Erik Seidel

College Station, Texas

SIR � I think you meant to
write �Al Gore’s eco-�ick
disaster�, and not �Al Gore’s
eco-disaster �ick�. I suggest
more careful editing in future. 
Brian Rom

New York

Frappe-cino

SIR � An errant accent in your
article on Britain’s nuclear
deterrent (�Gunning for Tri-
dent�, October 2nd) all but
reversed the meaning of the
French �force de frappe� or
�strike force�. Or is there some-
thing about Parisian co�ee we
should know?
Mark Detre

London 7
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Digital highlights

Middle East: Settling down
A videographic tracks the growth of Israel’s
settlements in the West Bank since 1948
Economist.com/node/21011801

United States: Agnostic about gay marriage
Fewer than half of Americans now oppose gay
marriage. Our chart shows the attitudes of
di�erent religious groups
Economist.com/node/17227800

Europe: Bloody lands
Timothy Snyder talks about his controversial
new book on eastern Europe’s su�ering at
the hands of Hitler and Stalin
Economist.com/node/21011770

Africa: Somali waterworld
Our Baobab blog wonders how to deal with
the continuing problem of piracy o� Somalia
Economist.com/node/21011778

Asia: ASEAN and friends
A regional summit in Hanoi gives defence
ministers from China and America the chance
to shake hands
Economist.com/node/21011747

Business: Robocars
Google reveals that it has been working on
driverless cars
Economist.com/node/21011696

Finance: Cheques and balances
PayPal goes into the business of handling
cheques, in a high-tech way
Economist.com/node/21011688

Science: Hidden truths
A trick as old as espionage, the art of hiding
things in plain sight is now being deployed to
beat the web’s censors
Economist.com/node/17243251

Science: Silence, please
With a �buy quiet� campaign gathering
momentum across the world, companies may
need to start engineering quietness into
their products
Economist.com/node/21011754

Business education: Not fearing to tread 
The decision by a Chinese business school to
set up in Africa highlights Western schools’
reluctance to engage with the continent 
Economist.com/node/21011763

Culture: Off his game
With �Nemesis�, Philip Roth has created a
profoundly uninteresting character, albeit in
an interesting world 
Economist.com/node/21011789

Subscribers to The Economist can search back 13 years by going to: Economist.com/activate

A hostile takeover
Launching a series of podcasts on
America’s mid-term elections, our United
States editor and Lexington columnist
discuss the tea-party movement. Angry,
web-savvy and decentralised, it has taken
the Republican Party by storm. But what
will its e�ect be come November?
Economist.com/node/21011792

Karakoram diary
Chinese engineers are trying to build an
overland route to the Arabian Sea, cutting
across some of Pakistan’s most
beautiful�and treacherous�terrain. Our
correspondent takes this path through the
remote Hunza valley to a lake at Attabad
that was created by a landslide
Economist.com/node/21011796 

Mobile intelligence
Intelligent Life, our sister publication, has
launched in America. It is appearing
exclusively as an iPad app that is not yet
available in other countries. The current
edition of Intelligent Life, a quarterly
covering life, culture and style, can be
downloaded free from the App Store
Moreintelligentlife.com/ipad
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Management Specialist (Oversight & Control – MOU) (P-4 level)
The incumbent is responsible for supporting senior management with internal reviews and oversight as well as for implementation of audit plans and 

recommendations. S/he supports the effective delivery of audit preparation services and ensures follow-up to the audit recommendations. S/he interprets 

and applies audit policies, rules and regulations, establishes internal procedures and provides solutions to a wide spectrum of complex audit issues.

The general selection criteria for the position are;

•  Master Degree in Business Administration, Public Administration, Finance, Statistics, Law, or related fi eld;

•   A fi rst level degree in combination with a certifi cation as Chartered Accountant or Certifi ed Public Accountant may be accepted in lieu of an 

advanced degree. 

•  7 years of professional experience in audit or another directly relevant area. 

Technical Specialist (Provincial Governance, P-3 level)
The Technical Specialist (Provincial Governance, Afghanistan Sub-National Governance Programme) is responsible for oversight of ASGP activities at 

the provincial level, in relation to overall aspects of sub-national development planning and implementation, including development coordination, capacity 

building, and budget formulation and performance measurement.

The general selection criteria for the position are:

•  Master’s Degree in a fi eld relevant to Urban or Regional Development, Economics, or Public Administration.

•    5 years of relevant experience in development in a governmental, multilateral or civil society organization in a multi-cultural setting, 

preferably in the context of sub-national governance and reform, decentralization or local autonomy.

•  Experience in design, monitoring and evaluation of local development projects is desirable.

A detailed job description for the above positions as well as other available vacancies that may be of interest can be found at 

http://jobs.undp.org/cj_view_job.cfm?job_id=18976 

UNDP is an equal opportunity employer and strongly encourages applications from female candidates.
Closing date: 25 October 2010

United Nations Development Programme
Afghanistan

UNDP Afghanistan is supporting the Government to fi nd innovative solutions to its development challenges. Key priority 

areas for UNDP assistance are in strengthening democratic governance, crisis prevention and recovery and reducing poverty. 

UNDP is strengthening the institutional capacities of key national government and sub-national authorities which aim to 

enhance human security, human development, peace and stability in Afghanistan.

UNDP Afghanistan is seeking to fi ll the posts: 
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CHIEF EXECUTIVE OFFICER

Sidra Medical and Research Center

Doha, Qatar

Sidra Medical and Research Center is an under-construction academic 
medical center in Doha, Qatar, expected to open in late 2012. The 
ultra modern and state-of-the-art facility will initially have 412 beds 
with the ability to scale to 550 beds. Sidra will be funded by a US$7.9 
billion endowment from the Qatar Foundation. The organization will 
offer some of the most advanced clinical resources and services in the 
world. Sidra will serve as one of the primary teaching venues for Weill 
Cornell Medical College Qatar, and Hamad Medical Corporation, the 
premier not-for-profi t health care provider in Qatar.  

The organization seeks to appoint a leader with distinguished 
credentials; someone who is in a current executive leadership position 
in a renowned teaching hospital or academic medical center. This is 
a unique opportunity to lead a highly entrepreneurial endeavor to 
develop best-in-class health care standards at an international level. 
The compensation for this role is highly competitive.

Korn/Ferry International, which is assisting with this search, invites 
confi dential inquiries, nominations, and applications. 

Maureen Ryan
Email: Maureen.Ryan@kornferry.com

Korn/Ferry International

Executive Focus
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Contribute to Congressional Decision-making …

• Conduct studies on important economic and policy issues

• Provide objective analysis for Congressional deliberations

• Write testimony for Congressional committees

• Help prepare economic forecasts

The Congressional Budget Offi ce (CBO), a small nonpartisan agency, 

provides economic, policy, and budgetary analysis to the Congress of 

the United States. 

CBO seeks both new and experienced economists and policy analysts 

to work on complex issues in the fi elds of:

• Macroeconomic Analysis • Labor and Income Security

• Financial Analysis and Policy • Transportation

• Tax Policy  • Energy markets and fossil fuels

• Health Policy • Climate and the Environment

Positions require a strong quantitative background, the ability to 

clearly present work orally and in writing to non-technical audiences, 

and a desire to work on policy issues of interest to the Congress. CBO 

will be interviewing at the Allied Social Science Association (ASSA) 

Annual Meeting in Denver, Colorado in January.

Visit www.cbo.gov for detailed information.

An Equal Opportunity Employer

 CHIEF EXECUTIVE 

The New Regulatory Authority Bermuda

Bermuda is a progressive, advanced multi-ethnic and multi-cultural 
society where consumers and international businesses rely on modern 
communications. The Government is further strengthening the sector with 
a regulatory reform programme and now seeks the fi rst Chief Executive for 
the proposed Regulatory Authority.

An outstanding candidate is required to lead the creation of the new 
Authority and implement sustainable improvement in the telecoms sector.  
Specifi c responsibilities include policy development and implementation 
of regulations as envisaged in the proposed new legislation. This includes: 
public consultations, licensing, consumer issues, spectrum, price controls, 
economic assessments, interconnection, universal service, quality-of-
service, fi nance and staff training.  

You will have over 10 years working in the telecommunications 
sector with substantial experience in economic regulation, with a post 
graduate or equivalent qualifi cation in accounting, economics, law or 
telecommunications engineering. You will be able to demonstrate a 
successful track record of applying your intellectual, communication 
and team leadership managerial skills to deliver results - working in a 
competitive market. Your experience will ideally be gained in one or more 
organisations or jurisdictions which show your ability to adapt, contribute 
and command integrity in different environments. 

The appointment offers a competitive remuneration package. If you think 
you can make a real difference for Bermuda kindly send your resume in 
confi dence with an example of your written composition to our independent 
professional adviser Bob Franklin.

Email.  Bob@FranklinExecutiveSearch.co.uk

 A CAREER OPPORTUNITY WITH

THE OMAN POWER AND WATER PROCUREMENT COMPANY

The Oman Power and Water Procurement Company (OPWP) is the 
single buyer of power and related water from IPP/IWPP projects within 
the Sultanate of Oman. Planning for future demand of electricity for 
the Sultanate is at the heart of the company’s functions. To enhance its 
planning capabilities, OPWP is seeking to hire an experienced planning 
professional for the following post: 
                                              

“Manager of the Planning & Economics Department”

The Manager of the Planning & Economics Department will be 
responsible for the overall success and activities of the Department.   
The department’s main functions are demand forecasting, generation 
planning and tariff setting. The Manager will report directly to the 
Chief Executive Offi cer.

The successful candidate should:

• be professionally qualifi ed in a related discipline such as 
economics or engineering; 

• have a track record in managing professionals undertaking 
complex analytical studies and producing high quality outputs 
within demanding timescales;

• have experience of generation planning and tariff setting 
models and techniques. 

A full profi le of the position is available at OPWP website:

www.omanpwp.co.om

Interested candidates are requested to send their resumes including 
their monetary expectations to the following email:

vacancies@omanpwp.com

Executive Focus
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THE drugs business, as Miguel tells it,
used to o�er a promising career for a

young man. At 4am he would set out into
the sierra of Sinaloa to pick up cannabis.
Back in the city of Culiacán he would pack
it for export, compressing it with a hydrau-
lic pump, wrapping it in polythene and
dunking it in wax to trick the sni�er dogs.
The packets would go in trucks, cars, even
on push-bikes. Once, in a friend’s Cessna,
he skimmed the treetops south to Colom-
bia, dropping packets of cocaine over the
Mexican desert on the way back.

Miguel’s tra�cking career ended in
1988, when he was caught. Five years in pri-
son followed. �There was always the dan-
ger of being captured by the police or the
army,� he says now. �But in Sinaloa we had
no problems with the other cartels. It was
easier to work with them than to kill them.
Today they don’t understand that.�

Indeed they don’t. Since Felipe Calde-
rón began his presidency in 2006 with a re-
newed e�ort against the drugs cartels,
more than 28,000 people have been killed.
Mr Calderón has deployed 50,000 soldiers
to �ght the gangsters, whose inventories
now include rocket-propelled grenades,
helicopters and semi-submersible vessels.
Pitched battles between the army and the
tra�ckers have caused some of these casu-
alties; more still have been caused by �ght-

ing among Mexico’s half-dozen main traf-
�cking organisations, engaged in a bloody
struggle for the trade.

Last year Mexican o�cials angrily re-
bu�ed a Pentagon study arguing that the
country was in danger of becoming a
failed state. That description still seems ab-
surd in most of the country, the world’s
11th-largest by population and 14th-biggest
by size of economy. Most of the violence
remains con�ned to a handful of states,
mainly close to the United States border.
But since the Pentagon’s report the fre-
quency of gang-related homicides has
more than doubled. The second quarter of
this year saw more than 4,000 such mur-
ders: twice as many as at the beginning of
last year, and some eight times more than
at the beginning of 2007 (see chart 1 on
next page). The gangs’ tactics now include
detonating car-bombs in public places.

The con�ict has become a test of endur-
ance for both the government and the nar-
cos. Mr Calderón has staked his presidency
on the outcome. In 2007 a third of Mexi-
cans thought the death toll was an accept-
able price to pay for beating the cartels,
whereas now only a quarter do. �Unless
there is a big change in the level of vio-
lence, the current strategy cannot survive
more than another six months,� says Jorge
Castañeda, a former foreign minister.

With a presidential election less than
two years away, groups are positioning
themselves to in�uence the next regime.
The criminals are, too: heads tossed onto
dance �oors, corpses strung from bridges
and, most recently, a victim’s face that was
�ayed o� to be sewn onto a football, are all
messages to government and citizens to
back down. The law-abiding must decide
whether it is better to give in, or battle on. 

The o�cial murder rate in Mexico re-
mains lower than in much of Latin Ameri-
ca. In 2009 it was 14 per 100,000 people,
compared with 25 in Brazil and around 70
in parts of Central America. The violence is
localised: 80% of the gang-related murders
since 2006 have been committed in just 7%
of Mexico’s towns, according to the gov-
ernment. A third of Mexico’s 31 states have
murder rates hovering around �ve per
100,000, about the same as the United
States. Yucatán, where tourists snorkel
with whale sharks, sees fewer killings per
person than Canada.

Many believe that the o�cial statistics
do not capture the whole picture. Cartels
are good at public executions, but they are
also skilled at hiding bodies when neces-
sary. El pozolero (�the soup-maker�), dis-
solved some 300 corpses in a broth of acid
before his capture last year. In June some 55
bodies were discovered in a silver mine
close to Taxco, a tourist-friendly town in
Guerrero. A study commissioned by
FLACSO, a Latin American social-science
university, estimated that, based on victi-
misation surveys, Mexico’s murder rate
could be closer to 26 per 100,000.

What makes Mexico worrying is not
just the raw numbers but the power of the
cartels over society. Around �ve years ago 

Under the volcano

Brie�ng Organised crime in Mexico

MONTERREY

The drugs trade has spread corruption and violence across Mexico. Can the police
ever catch up with them? 
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Mexico’s drug-smuggling gangs overtook
Colombia’s in resources and manpower,
reckons Scott Stewart of Stratfor, a Texas-
based security consultancy. As well as ex-
panding down the supply chain, running
distribution networks in the United States,
they have moved up it, buying cocaine di-
rectly in Colombia, Bolivia and Peru. They
have become a bigger in�uence in politics
at home: woe betide public �gures who do
not march to their tune.

In Tamaulipas, a state in the north-east
bordering Texas, the candidate widely ex-
pected to be elected governor in July was
murdered four days before the poll. After
the discovery of 72 murdered Central and
South American migrants in the same state
in August, two policemen running the in-
vestigation were killed. Journalists in
towns such as Reynosa, on the Texan bor-
der, have stopped reporting on the drugs
wars after being intimidated. Across Mexi-
co, at least 11 mayors have been murdered
so far this year.

Violence reaches the rich
But this year has also seen a signi�cant
change. Since a bust-up between the Gulf
cartel and their former allies, a group
known as the Zetas�former Mexican spe-
cial forces who defected to the narcos a de-
cade ago�violence has spread to the door-
steps of some of Mexico’s richest people.
Monterrey, a city of 4m in the state of Nue-
vo León, daytripping distance from Texas,
is Mexico’s industrial powerhouse, with
an average income three times the nation-
al average, thanks to factories turning out
everything from fridges to fuselages for the
United States. Smartly-dressed young ex-
ecutives devouring business manuals land
at its airport on the hour, every hour.

Yet �ghting between the Zetas and the
Gulf has destroyed Monterrey’s reputation
as a safe city. Though business has more or
less held up so far, a series of drug-related
spectaculars sparked an exodus of the
city’s upper class this summer. In April sev-
eral people were kidnapped from the Holi-
day Inn, in the city centre. In August a

shoot-out outside the American School left
two dead. Many wealthy Mexicans have
moved their families to the United States
or safer parts of Mexico. In the smart sub-
urbs, Monterrey’s rich are now keeping
their SUVs garaged out of sight.

The threat against Mexico’s industrial
capital has raised the stakes. �Monterrey
will be a decisive battle,� says Luis Rubio,
head of CIDAC, a Mexico City think-tank.
The country’s movers and shakers have
been galvanised now. In August Lorenzo
Zambrano, the chairman and CEO of Ce-
mex, the world’s biggest building-materi-
als supplier, which built its empire out of
the limestone cli�s of Monterrey, vented
his anger on Twitter. �He who leaves Mon-
terrey is a coward,� he wrote. In the same
month Monterrey business leaders took
out full-page ads in the national press, criti-
cising the government’s apparent impo-
tence. The pressure has had some e�ect.
Last October Nuevo León had 60 federal
police o�cers; it now has 550. �I feel that
the sense of urgency has now reached our
government,� says Mr Zambrano.

The war has certainly exposed the
weakness of Mexico’s criminal-justice in-
stitutions. Numbers are not the problem:
with 366 o�cers per 100,000 people, Mexi-
co is better supplied with police than the
United States, Britain, Italy and France,
among others. But it is badly organised and
corrupt. Policemen earn an average of $350
a month, about the same as a builder’s la-
bourer, meaning that wages are supple-
mented with bribes. Carlos Jáuregui, who
was Nuevo León’s chief security o�cial
until March, reckons that more than half
the o�cers in the state were being paid by
organised crime. A policeman in Monter-
rey can be bought for about 5,000 pesos
($400) a fortnight, Mr Jáuregui reckons. 

�Police are treated as second-class citi-
zens,� says Ernesto López Portillo, head of
Insyde, a Mexico City think-tank. They are
kept that way by the constitution, which
separates police o�cers from other public
servants, meaning they do not qualify for
the standard minimum wage and the 40-
hour weekly work limit. Police forces are in
theory overseen by internal investigation

units, but their �ndings are secret and, in
any case, Mr López Portillo estimates that
fewer than 5% of forces have such a body.

The government has focused on re-
forming the federal police, with some suc-
cess. The force has gone through a deep
purge, with a tenth of its o�cers sacked in
the �rst eight months of this year for cor-
ruption or incompetence. Pay has gone up,
and so has recruitment. At the beginning
of Mr Calderón’s term there were 6,000 of-
�cers in the federal force; now there are
more than 30,000 (some seconded from
the army). The government is developing
an external body to review the police. 

Progress has also been made on Mexi-
co’s federal prisons, with the construction
of a new academy to train prison guards.
The Mérida initiative, under which the Un-
ited States provides help to Mexico to com-
bat organised crime, is being tweaked to
back such reforms. Whereas in 2008 most
of the budget went on hardware�both
military and civilian�the priority now is
stronger institutions, says an American
embassy o�cial. Change is coming to the
judicial system too, after a constitutional
reform in 2008 that will set up a British or
American-style accusatorial, oral system
in place of written investigations, which
are open to abuse.

Trials and hold-ups
Yet many reforms take agonisingly long to
appear. An exam introduced two years ago
to weed out dim or corrupt policemen has
been taken by fewer than a quarter of o�-
cers, and by fewer than a tenth of state po-
lice. Progress on judicial reform has been
glacial, meeting enormous resistance. The
change is supposed to be completed by
2016; Alejandro Poiré, the government’s se-
curity spokesman, says this timetable may
have to be speeded up.

In many cases Mexico’s federal system
of government has prevented reforms
from �ltering through to ground level.
Mexico is a federation of 31states and 2,456
municipalities, whose governors and may-
ors guard their limited powers jealously.
Policing is one of them, and the quality va-
ries wildly: there are fewer than half as
many local police per head in Tamaulipas
as in Tabasco. Some 400 towns have no
police, and 90% of municipal forces em-
ploy fewer than 100 o�cers. 

Some mayors are under enormous
pressure from criminals to keep things that
way. Municipal police �are the most vul-
nerable�the most subjected to intimida-
tion and, of course, the vengeance of the
criminals,� Mr Calderón said recently.
They are also among the least e�ective: the
patchwork of command muddles opera-
tions. In Monterrey the metropolitan area
alone has 11di�erent forces, using di�erent
training, tactics and even brands of radio.
�If a criminal crosses the street he has
reached a safe haven,� admits one o�cial. 

1Ever bloodier

Source: Mexican federal government
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2 On October 6th Mr Calderón presented
plans to unify the police in each state,
bringing the municipal forces under the
control of governors. The measure now
has broad support in Mexico City but re-
quires changes to the constitution, which
more than half the states must approve.

It is a similar story with the prisons. The
American o�cial estimates that whereas
federal prisons are about a quarter of the
way towards being �t for purpose, the state
prisons are only a tenth of the way there.
Recent mass-jailbreaks in Tamaulipas and
an extraordinary episode in Durango, in
which prisoners were let out to commit
contract killings using guards’ weapons,
underline how far state prisons have to go.

In the case of money laundering, the
federal government’s recent legislation
will be stymied by the fact that property, a
favourite way to hide dirty money, is regis-
tered at state level. Only the federal district
of Mexico City has its own �nancial-inves-
tigations unit. 

Yet the government’s reforms, coupled
with pressure from the army, may be start-
ing to have an e�ect. The most visible suc-
cesses of recent months have been the cap-
ture or killing of a string of cartel leaders.
Long lines of deputies wait to inherit their
positions. But the arrests are a sign of im-
proved intelligence capability in the secu-
rity forces, says Mr Poiré. Between June
and August the murder rate stabilised, at a
rate of about 49 gang-killings a day, and it
fell somewhat in September, to 36 a day
(�gures were available only up to Septem-
ber 24th). There have been false dawns be-
fore. But it may be that a combination of in-
stitutional reform and �repower is slowly
beginning to weaken the cartels, or at least
alter their behaviour.

In Monterrey the state government is
experimenting with an ad-hoc uni�ed
force that gives municipalities the right to
opt out. O�cials reckon that seven of the 11
municipalities will take part. In another
experiment, police are patrolling with sol-
diers and prosecutors to provide a mixture
of �repower and basic policing know-how
(such as blocking the backs of houses be-
fore going in at the front). Since August the
city has seen no roadblocks set up by the
gangsters, and the level of violence dimin-
ished in September. Many locals fear that
the respite is temporary, but Javier Treviño,
the deputy governor of Nuevo León, be-
lieves Monterrey is now over the worst.

The battle�eld provides some evidence
that certain cartels are being weakened.
The Zetas, for instance, seem less and less
professional. Some are teenagers who
have little idea how to use their powerful
weapons. Arrested gunmen are some-
times so drunk or stoned that they have to
be left for 24 hours to sober up, one o�cial
says. The cartel appears to be relying more
on part-time help: one Monterrey busi-
nessman found that his o�ce cleaner was

working nights for the mob. Many bodies
go unclaimed, suggesting that footsoldiers
are being recruited, or pressganged, from
farther a�eld. The migrants murdered in
Tamaulipas are believed to have been mur-
dered after refusing to work for the narcos.

The weakening of some criminal gangs
has had unforeseen consequences. Cartel
recruitment has been ramped up in poor
neighbourhoods such as Colonia Indepen-
dencia, a hillside settlement that confronts
Monterrey’s government o�ces from
across the Santa Catarina river. Teenagers
there run murderous errands for around
4,000 pesos a week, community workers
say. And the loss of in�uence by the Zetas
has led to scrappy turf wars. Over the sum-
mer Monterrey’s middle class was
shocked by the apparently random kid-
napping of young, a�uent residents. It lat-
er emerged that the Zetas were nabbing
people who looked like cocaine users to
�nd out where they got their drugs, so that
they could kill their rival dealers.

The big green hole
As pressure is put on the drugs business,
the gangs are diversifying into other rack-
ets: extortion and kidnap, particularly of
migrants from Central America. Gangs in-
creasingly aim to dominate all criminal en-
terprises in a given territory, rather than
simply the supply of drugs, says Antonio
Mazzitelli, the head of the UN O�ce on
Drugs and Crime (UNDOC) in Mexico City.
The increase in kidnapping has height-
ened the feeling of insecurity, even among
those with protection. Diego Fernández, a
former presidential candidate who re-
mains in�uential within the ruling Nation-
al Action Party, was kidnapped in May and
is now seen only in periodic ransom de-
mands, thinner in each photograph.

Even when the cartels are driven out of
one place, they tend to pick up their opera-
tions elsewhere. Commanders in Monter-

rey say that their successes have exacerbat-
ed problems in the nearby states of
Coahuila and Durango. Mexico’s own
drugs problems took o� in the 1990s, after
the old cocaine-tra�cking route to Florida
through the Caribbean was shut down by
the Americans. Now, as Mexico piles pres-
sure on its home-grown cartels, some are
moving their operations south. Already,
more cocaine is seized in Central America
than in Mexico (see chart 2 on previous
page). Some Mexican groups have set up
training camps and storage facilities in the
jungles of Petén, a �big green hole of noth-
ing� in northern Guatemala, according to
Mr Stewart. 

The Zetas, in particular, are visible in
Central America. Zeta recruitment ban-
ners have been spotted, tempting soldiers
away from the army with better wages and
food; the gang is believed to linked up with
former Guatemalan special forces, enthu-
siastic abusers of human rights during the
country’s civil war. In September a Guate-
malan court convicted six Mexican nation-
als, believed to be Zetas, of the murder of 11
people in 2008. In the �rst six months of
this year Guatemalan authorities seized
cash, drugs and arms worth more than
everything they had seized the previous
year, according to the police.

Guatemala’s deepening nightmare
could eventually mean grim relief for Mex-
ico. So too could developments in the Un-
ited States and Europe. On November 2nd
California will vote on a ballot initiative to
legalise the sale of cannabis which, if it be-
came law, would remove one small line of
business from Mexico’s cartels (see page
37). Legally or not, more cannabis is being
grown north of the border anyway.

Help may also come from Europe’s co-
caine market. This is now almost as valu-
able as that of the United States, which is
shrinking, according to the UNdoc. Ande-
an cocaine bound for Europe need not go
through Mexico, and the Mexican gangs
are still weaker than the Colombians in
Spain (partly because the Mexican dias-
pora does not extend much beyond the
United States). Mr Mazzitelli says Mexi-
cans are now collaborating with the Italian
’Ndrangheta ma�a to explore new oppor-
tunities in Australia, where the retail price
of cocaine is twice what it is in the United
States.

Whether its bases are in Mexico or else-
where, the illegal drugs business will con-
tinue to bring violence and corruption to
the Americas, where it sucks in an ever
greater number of young men. Miguel, the
former Sinaloa tra�cker, promised his
family he would go clean when he got out
of jail; he works as a gardener now, but the
money is poor, and he would still go into
the drugs business if he had his time again.
Trying to stop the gangsters �is like mow-
ing the grass,� he says. �You can cut it
down. But it always grows back.� 7Remembering the victims
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�WHAT does Mrs D’Amico care
about most?� That question, con-

cerning a �ctional but representative con-
stituent from his Long Island base, is one
that preoccupies Steve Israel, a moderate
Democratic congressman from New York.
He worries that the answer, all too often, is
Barack Obama’s controversial new health-
care reform bill, enacted back in March. His
strategy has been to tackle the issue
head-on, by trumpeting the virtues of
�Obamacare�, such as the planned end to
lifetime caps on insurance payouts or the
guarantee that insurance must be o�ered
to all, without discrimination on the
grounds of pre-existing conditions. �I just
got sick of the Republicans getting away
with murder,� he declares. 

This makes him a rare bird, for most
Democrats running for re-election are stay-
ing mum or apologising for their votes for
reform. Republicans, who have noisily de-
clared their intention to repeal the new
health laws if they win control of Con-
gress, appear to have found a useful weap-
on in the campaign. 

An outright repeal is impossible, as Mr
Obama could simply veto any such bill. So
Republicans are planning instead a strat-
egy of �defunding� the new health law.
Even Tom Daschle, a prominent Democrat-
ic former senator, thinks this is the Repub-
licans’ best weapon. In �Getting It Done�, a
new book published this week, he de-

clares �It would be all too easy to kill the re-
form e�ort not by repealing it, but by starv-
ing it.� The bill will need over $100 billion
in around 100 new authorisations over the
next decade, all of which will require ap-
proval from Congress. Besides that, the Re-
publicans could attach provisions to vital
bills, such as the budget, that would forbid
federal workers (say, at the Internal Rev-
enue Service) from implementing the law.
Congressman Paul Ryan, an in�uential Re-
publican from Wisconsin, insists that
�We’ll try every angle, from defunding to
budget reconciliation.� 

Another strategy is to challenge the un-
popular �individual mandate�, which re-
quires everyone to buy health insurance.
Coalitions of states are pursuing several
di�erent lawsuits challenging the constitu-
tionality of this mandate. A federal judge
in Michigan ruled in favour of the Obama
administration earlier this month in one of
the suits, but the matter is likely to be
fought all the way to the Supreme Court. 

The most promising mode of attack for
the right may be state-led obstructionism.
Republican leaders in many states, most
notably Utah and Alaska, have suggested
they will simply not implement Obama-
care. Governor Tim Pawlenty of Minneso-
ta has ordered state o�cials not to co-oper-
ate with the reforms, even turning down
grant money. He insists states have the
right to decide whether they want to im-

plement the laws slowly or quickly. He
vows to �ght the �federal power grab� until
a repeal bill can be signed in 2013 by a new
Republican president�perhaps, he hopes,
even himself. 

One excuse for such intransigence
comes from the messy transition now tak-
ing place in the insurance markets. In the
long term new insurance exchanges, due
to appear in 2014 and backed up with �nes
and subsidies, are supposed to curb rising
health costs and premiums. That may or
may not happen; a lot depends on how a
new panel meant to hack away at the cost
of government-reimbursed health care for
the elderly works in practice. But in the
short term, individual Americans buying
cover for next year have already seen their
premiums increase by an average of
around 20%. Mercer, a bene�ts consultan-
cy, estimates that bigger corporations think
health costs will increase by around 10%
next year if no preventive action is taken�
with roughly a quarter of that increase
stemming from new health regulations.

But then again�
Clearly the Republicans have the means
and the motive to bog down Obamacare.
But that does not make this wise public
policy. Stuart Butler of the Heritage Foun-
dation, a right-wing think-tank, argues that
their approach is a scorched-earth policy
that will lead to �great uncertainty for a
few years�. One straw blew in the wind re-
cently. McDonald’s, a hamburger chain,
said it might be forced to drop its (already
meagre) health-insurance coverage be-
cause of onerous provisions in the new
health laws. Administration o�cials
rushed to o�er a waiver to the �rm, fearing
a stampede for the exit from other big em-
ployers of workers who are on low wages.
Mr Butler believes that many more such ar-
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2 bitrary waivers, both for �rms and for
states, are coming. So health care is likely to
turn into a mess, and the less Republicans
are implicated in the disaster the better for
them. 

And would killing the bill really be pop-
ular? It is true that the reforms are unpopu-
lar at the moment. But a new poll pub-
lished last month by the Associated Press
found that twice as many Americans think
the new law did not go far enough as think
it went too far. Many of those disgruntled
people are actively hostile to Obamacare.
But they might be even more hostile to any
e�ort to kill the law. 

Some parts of it are popular. Although
the main provisions of the new laws do
not kick in for a few years, the administra-
tion has already implemented some regu-
lations that voters like. For example, it has
stopped insurers from excluding pre-exist-
ing conditions from coverage for children,
and they can no longer cancel policies for
any reason other than fraud. Subsidies are
also already on o�er to help smaller busi-
nesses with tax credits, and to o�er pre-
scription-drug rebates on Medicare, the
government health scheme for the elderly.

Polling by the Kaiser Family Foundation
(KFF), a non-partisan think-tank, shows
each of these provisions is popular with
60% or more of Americans. And as people
start to enjoy these new bene�ts, the popu-
larity of the bill that created them may
well rise.

Perhaps the most convincing reason to
think Republicans will not win as much
applause as they hope comes from Drew
Altman of KFF. A recent poll by his organi-
sation found 49% in favour of the new laws
and 40% against. Crucially, of those who
were angry about the reforms, 77% said it
re�ected a broader anger about the short-
comings of the federal government�and
only a �fth had speci�c grievances against
Obamacare. 

All this suggests that health care itself
may not prove decisive at November’s
elections, even as that vote itself may end
up determining the fate of health reform.
But Mr Ryan crystallises the anger he
senses among ordinary people in Wiscon-
sin, a state that Mr Obama swept two years
ago, this way: �This is not just about health
care: it’s really about the role and goal of
government in the 21st century.� 7

IN A gift shop in Pueblo, a scru�y steel
town 100 years past its prime, two assis-

tants are talking politics ahead of the mid-
term elections next month. One explains
to the other that she recently changed her
party a�liation. �To independent?� asks
her colleague. �To Republican,� she replies.

Many other voters in the area seem in-
clined to do the same thing. The local con-
gressman, John Salazar, a Democrat, �nds
himself in a close race with Scott Tipton,
the Republican he trounced by 25% four
years ago; two years ago he beat another
Republican challenger by 24%. Most
handicappers rate the race a toss-up this
time. In a neighbouring district another in-
cumbent Democrat, Betsy Markey, is in
even more trouble: the pundits think her
opponent is in the lead. And most recent
polls have put the Republican candidate
for Senate, Ken Buck, ahead of yet another
Democratic incumbent, Michael Bennet.

Colorado is not the only state in the
Rockies where the Democrats are on the
ropes. In Nevada they are �ghting to save
both a seat in the House of Representatives
and one in the Senate. In Arizona, New
Mexico and Idaho several more House
seats are at risk. All told, Republicans have

a decent chance of picking up as many as
ten seats in the region, putting them a quar-
ter of the way to a majority in the House.
That makes it the second most important
battleground in the elections after the Mid-
west, and calls into question the Demo-
crats’ most cherished electoral strategy of
recent years.

For the past decade the Rockies, or the
Mountain West as some analysts call the
region (Arizona, Colorado, Idaho, Mon-
tana, Nevada, New Mexico, Utah and Wyo-

ming) have been the scene of a series of tri-
umphs for the Democrats. They have
steadily increased their share of the re-
gion’s seats in the House, from a low of 4
out of 24 in 1996 to 17 out of 28 in the pre-
sent Congress (see chart). They also hold
seven of the region’s 16 Senate seats and
four of its eight governorships (in Colora-
do, Montana, Wyoming and New Mexico.)

Democrats saw the purpling of bits of
this once resolutely red region as particu-
larly signi�cant for presidential elections,
since it gave them a good opportunity to
expand beyond their electoral strongholds
of the North-East and the West Coast.
None of the eight states in the Rockies vot-
ed Democratic in a presidential election
from 1968 to 1988. Since then all Democrat-
ic candidates bar John Kerry in 2004 have
picked up a state or two. Barack Obama
won Colorado, Nevada and New Mexico
on his way to the White House. If the
Democrats could turn these states �rmly
blue, the theory goes, they would have fu-
ture presidential elections sewn up.

That cheery calculus now looks sus-
pect. Colorado, Nevada and New Mexico
are swing states in the true sense of the
word, says Michael Barone of the Ameri-
can Enterprise Institute, a think-tank, with
bigger shifts in voting patterns at recent
elections than more celebrated battle-
grounds such as Florida and Ohio. Their
embrace of the Democrats and Mr Obama
at the past election was partly the result of
high turnout among young people and
Latinos, who make up a high proportion of
the region’s population, but who do not
tend to vote in big numbers at mid-term
elections. So Democrats in the Rockies face
an acute version of a problem that is plagu-
ing the party across the rest of the country:
rallying the �surge� voters of 2008 to the
polls once more.

Moreover, the central themes of the Re-
publicans’ campaign this year�that the
Democrats have been unduly interfering
over health care and reckless with the pub-
lic �nances�play well in a region with a
libertarian bent. In a recent debate Mr
Buck, the Republican Senate candidate in
Colorado, concentrated on lambasting his
rival Mr Bennet for �nationalising health
care� and being someone who would tax
and spend in Washington �Monday
through Friday� before coming home to
preach �scal conservatism at the weekend. 

Not all the region’s Democrats are
struggling. John Hickenlooper, the Demo-
cratic candidate for governor in Colorado,
looks likely to glide to victory, largely be-
cause two conservative candidates are
splitting the right-wing vote. Moreover, the
migration of relatively liberal young pro-
fessionals and Latinos to the region shows
no signs of stopping. The Republicans will
doubtless claw back some lost ground in
November, but the Rockies will remain dis-
puted territory. 7
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ROCKET science may be out of fashion
on Wall Street, but it still has a follow-

ing at the Federal Reserve. All year long of-
�cials there have looked for signs that the
economy has reached �escape velocity�:
growth that is strong enough to bring
down unemployment once the propel-
lants of government stimulus and inven-
tory replenishment are spent.

Such signs remain maddeningly elu-
sive. On October 8th, the last big jobs re-
port before the mid-term elections showed
that the crisis’s aftermath maintains a
powerful downward pull. Non-farm pay-
rolls sank 95,000 in September. True, that
was mainly because of a further big drop
in federal government employment as
temporary workers taken on to carry out

the decennial federal census were laid o�.
But private employment rose by only
64,000, or 0.1%. That is barely the pace of
job creation in an economy running at full
capacity, not 8m jobs short of it. Unem-
ployment stuck at 9.6%, roughly where it
has been since June. To add insult to injury,
the Bureau of Labour Statistics now says
366,000 more jobs were lost than it �rst es-
timated in the year to last March.

Barack Obama’s critics blame the stag-
nation on the sti�ing e�ect of new regula-
tions and overzealous bureaucrats. There
may be something in this, but the far more
important cause is simply lack of demand.
Households remain focused on paying
down their debts rather than spending
more, and there is nothing that Mr Obama 

The economy

It’s all up to the Fed

Washington, dc

The Fed will try to force the economy into orbit with more bond purchases

OF THE nine statewide measures on the
ballot next month in California, and

the more than 100 throughout America,
probably the most famous�or infamous,
according to some�is Proposition 19,
which legalises marijuana. According to
the polls, it might just pass.

The proposition has a chance of win-
ning mainly because Californians have be-
come rather relaxed about weed. Back in
1972 a proposition to legalise the drug was
defeated almost two-to-one. These days,
fully half of Californians tell pollsters they
favour legalisation, and almost as many
admit to having smoked marijuana them-
selves, which probably means that a big
majority have actually done so. In parts of
the state, enjoying an occasional doobie is
nowadays considered little di�erent from
sipping a Pinot Noir.

Proposition 19, which would allow
adults to grow, own and consume a bit of
cannabis for personal pleasure, would
thus remove any remaining hypocrisy. In-
dulging is already unlikely to lead to prison
in California�a recently-passed law will,
from next year, treat limited possession as
an infraction, the equivalent of a speeding
ticket. Using cannabis for medicinal pur-
poses (a doctor’s �recommendation�, rath-
er than a prescription, will su�ce) has
been legal since 1997. 

To persuade those who do not accept
the libertarian argument for legalisation,
supporters have emphasised two other
lines of reasoning. One is �nancial. Propo-
sition 19 would also allow California’s
county and municipal governments to de-
cide whether to regulate and tax the com-
mercial production and sale (of no more
than an ounce, or 28g, at a time however)
of marijuana. Counties that choose to do
this would reap handsome new revenues,
goes the argument. 

The other argument has to do with the
violence in Mexico (see page 29). Legal and
home-grown Californian cannabis might
displace the illegal stu� smuggled across
the Mexican border, reducing the pro�ts of
the tra�cking cartels and the horrendous
violence they wreak.

According to Mexican o�cials, up to
half the cartels’ income comes from mari-
juana. Others, though, are more sceptical.
A new study by the RAND Corporation, a
non-partisan research group, reckons that
the revenues that the Mexican drugs car-
tels get from smuggling cannabis to Ameri-
ca probably amount to less than $2 billion

a year, or between 15% and 26% of their to-
tal. This is much lower than previous esti-
mates. And California accounts for only
one seventh of that. If RAND is roughly
right then if Proposition 19 merely takes
one drug (cannabis) in one state (Califor-
nia) away from the cartels, their revenue
losses would be trivial, at only around
2%-4%. 

Californian weed may well become
competitive in other American states; it is
certain to become cheaper on legalisation,
and is at least twice as potent as Mexican
marijuana. But other states and the federal

government are unlikely to allow large-
scale domestic smuggling to replace the in-
ternational sort.

So the immediate bene�ts that will ac-
crue from California legalising by itself
will not be as great as some Proposition 19
people claim. But that does not undercut
the general case for legalisation. On the
contrary. As Rand suggests, if both Mexico
and America as a whole were to legalise
marijuana, the economics of the tra�ck-
ing cartels would take a serious hit. That,
though, is very far from happening�at
least for now. 7
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2 will be able to do before election day to
change that. Tim Geithner, his treasury sec-
retary, argued forcefully last week that the
rich world, America included, has plenty
of �scal capacity for more stimulus, and
Mr Obama has gamely campaigned for the
$50 billion infrastructure plan he unveiled
a month ago. But Congress adjourned
without acting on it and will return after
the election with less appetite, not more,

for fresh spending.
Not only is federal stimulus winding

down, but state and local governments are
contracting. Since last December, they
have cut total employment by 269,000
jobs. September’s decline of 76,000 (0.5%)
in local government payrolls, mostly at
schools, was the largest since 1982. In a sur-
vey of municipal �nancial o�cers re-
leased on October 6th the National League

of Cities found that 35% of local govern-
ments had laid o� employees in the past
year, and 74% had frozen hiring. 

With �scal policy out of the picture, the
entire burden of stimulating demand falls
on the Federal Reserve. After lowering
short-term interest rates to zero in late
2008, the Fed then bought $1.7 trillion-
worth of Treasury and mortgage bonds
with newly created money (�quantitative
easing,� or QE), to bring down long-term
rates and release liquidity. Those pur-
chases ended in March. The Fed’s leaders
are now preparing the markets for a re-
sumption. Current unemployment and in-
�ation, which is below the Fed’s preferred
levels, are �wholly unsatisfactory�, Wil-
liam Dudley, the president of the New York
Fed said on October 1st.

No one is sure if QE2 will help. The low-
est long-term rates in a generation are of lit-
tle help to homeowners who cannot meet
toughened underwriting criteria or re�-
nance a depreciated property. Yet the re-
sponse of the markets is encouraging. As
bond yields and mortgage rates have
dropped, mortgage applications both to re-
�nance and to buy homes have risen. The
stockmarket has rallied, and the dollar has
fallen. That will help America’s exports
even as it aggravates tensions with the rest
of the world.

Rather than promise to buy a large
amount of bonds by a certain date, the Fed
will probably announce more modest
amounts over shorter periods, predicating
future instalments on the outlook. Gold-
man Sachs predicts initial purchases of
$100 billion a month. This would make it
easier for the Fed to stop were conditions
suddenly to improve. That, however,
seems unlikely. When Fed o�cials look at
unemployment just now, they think not of
rockets but of a di�erent term from the
world of maths: a �saddle point�. That is
when the unemployment rate, having �at-
tened out, heads either lower or higher.
The Fed will do all it can to ensure that the
next direction is down. So expect the next
round of QE to rival the �rst in size. 7
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More senior sta� changes

Out goes the general

WHEN �ghting two wars, trying to
stop Iran building nuclear weapons

and facing a continuing danger of terro-
rist attacks, few things matter more than
cool decision-making in the White
House. That is why the departure last
week of General James Jones (above),
Barack Obama’s national security advis-
er, has prompted frenzied analysis. Was
he planning to leave anyway? Or was he
pushed because Bob Woodward dis-
closed in his latest book that the former
NATO commander had a low opinion of
the president’s inner circle of political
advisers, calling them, among other
things, the �politburo� and �the Ma�a�?

The answer seems to be: a bit of both.
As Mr Obama said in a fulsome Rose
Garden send-o�, General Jones had
never intended to stay for a full term. On
the other hand, the leaks in Mr Wood-
ward’s �Obama’s Wars� show that deep
tensions have existed inside the presi-
dent’s national-security team. In part this
was a clash of personalities. Most gener-
als believe in a chain of command, and
General Jones appears to have resented
the fact that some of those who worked
for him had better access to the president
than he did himself. He forced one such
underling, Mark Lippert, out of the White
House altogether. But another, Tom
Donilon, has now been promoted to

become national security adviser in the
general’s place. 

Mr Donilon is what General Jones
was not: a shrewd political insider, not
just an expert on national security. By all
accounts he shares the president’s in-
stinct to draw a line under the Afghan
war so that America can concentrate on
economic reconstruction and the emerg-
ing competition with China. He is also,
however, a civilian, whose limited ex-
cursions into the �eld led General Jones
to warn him that he had little credibility
with the military. That could be a pro-
blem if General David Petraeus, the
commander in Afghanistan, decides to
pick a �ght with the White House ahead
of July 2011, when Mr Obama wants
American troops to begin withdrawing.

Because Afghanistan is a hot war and
the main subject of Mr Woodward’s
book, much of the debate about Mr
Donilon’s appointment has focused on
that country. But Iran’s suspected nuclear
programme may take up at least as much
of the new man’s time. In a brie�ng in
August, Mr Obama praised his national-
security team for tightening the dip-
lomatic and economic squeeze on Iran.
He also said that if the pressure did not
work, there were �other options�. Choos-
ing among those options may be the
hardest part of Mr Donilon’s new job.

Washington, dc

In comes the pol
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Poverty in the suburbs

Mortgage or food

FOR more than half a century, Ameri-
cans have �ed the cities in their mil-

lions, heading away from crime and
poverty towards better schools and safer
neighbourhoods in the suburbs. Now
poverty is catching up with them. Ac-
cording to two new reports from the
Brookings Institution, over the past de-
cade the number of poor people in the
suburbs has jumped by a whopping
37.4% to 13.7m, compared with some 12.1m
people below the poverty line in cities.
Although poverty rates remain higher in
the inner cities, the gap is narrowing. 

Suburban areas largely escaped dur-
ing earlier downturns, but not this time.
Support groups say people are using
safety-net programmes, such as food
stamps or unemployment insurance,
who have never applied for them before.
They are often making tough choices.
�It’s mortgage or food,� observes Paule
Pachter of Long Island Cares, a non-pro�t
group on Long Island, one of the �rst
destinations to be populated by escapees
from the city.

In June the group opened a storefront
�triage� centre on Sunrise Highway, one
of Long Island’s main arteries; it is just
across the road from the Freeport railway

station, from which thousands of people
commute to New York. People in need
can use the centre to get free groceries,
clothes, job training and even pet food.
The numbers using the centre are exceed-
ing forecasts by two-thirds. 

The suburbs often do not have the
network of social services necessary to
deal with the growing numbers who are
struggling. And the facilities that do exist
are spread thin, often covering large areas
and crossing town and county lines.
Candy Hill, of Catholic Charities, relates
how some suburb-dwellers in Louisiana
have to drive for an hour to get to agen-
cies based in New Orleans. Scott Allard,
of Brookings, once saw a family pushing
a shopping trolley along a motorway
after leaving a food pantry sited in a
suburban industrial estate.

The reports paint a grim picture. Pov-
erty rates are expected to continue to
increase. Non-pro�t organisations are
having to do more with less sta� and less
funding. Almost a third of them have had
to lay o� sta� because of lost grants, and
one in �ve has had to reduce services.
And with state and local governments
lacking cash, more funding cuts are ex-
pected.

freeport, long island

The poverty gap is closing between suburbs and inner cities

THE striking thing about mobile phones
in American prisons is not that they ex-

ist�though they do, in great numbers�but
the ingenuity used to get and keep them.
There are the usual entry methods: from
visitors, corrupt guards or in packages
hurled over the fence. But phones often
take more exotic paths. In South Carolina a
potato gun was used to �re phones over
prison walls from a distance of a third of a
mile. In Mississippi a suspiciously heavy
and bounceless basketball in the recrea-
tion yard was found to contain 19 phones
and chargers. 

Mobile phones in prison have been
used not merely to continue criminal en-
terprises, but also to arrange hits on wit-
nesses, corrections o�cers and rival gang
members, and to procure drops of other
contraband over prison walls. They also
represent the loss of a good deal of rev-
enue for state prison systems: the people
whom inmates call on ordinary phones
generally pay high connection and per-mi-
nute fees. In many states a portion of those
fees goes to the prison system. Between
2007 and 2009, for instance, the number of
calls made using Mississippi’s prison-
phone system fell from 296,446 to 146,855,
and the revenue thus derived declined
nearly 31%. 

Some state prisons would like to try
jamming. This is done in a few other coun-
tries, including India and New Zealand,
but it is illegal in America. (Exceptions
have been carved out for some federal
agencies at speci�ed times; during Barack
Obama’s inauguration, for instance, mo-
biles were jammed along the parade
route.) The CTIA, an advocacy group for
the wireless communication industry, says
jamming is too blunt a tool: it is hard to jam
mobile phones throughout an entire pri-
son without extending the e�ects outside
the prison walls, and rendering the phones
of prison sta� and emergency responders
ine�ective as well. Others dispute these
charges; they say the jamming radius could
be calibrated to end at the prison walls. A
bill to allow state prisons to jam mobile
phones has passed the Senate but lan-
guishes in the House, and it is unlikely that
the exceptions sought by state corrections
commissioners will be granted.

So they have turned to other means.
This summer one of Mississippi’s prisons
installed a system known as managed ac-
cess�the �rst such installation in a main-
land American prison, though a prototype

has been tested in Puerto Rico. Managed
access�developed jointly by Telcore Net-
works, a network-infrastructure �rm, and
Global Tel*Link (GTL), which provides
communications tools to prisons�blan-
kets an area in a radio-frequency umbrella
that captures all mobile-phone calls made
within it.

If the call comes from a number that
has been pre-approved, such as a warden
or guard’s phone, the system sends the call
out to a commercial carrier, which com-
pletes it just as it would a call on the out-

side. But if a call comes from a number that
has not been approved, the system blocks
it. It does not block 911 (emergency) calls,
nor does it disrupt calls in progress that
happen to pass through the umbrella’s
edges, such as one a civilian might make
while driving on a road near a prison. The
system retains details of the handset and
SIM card attempting illicit calls for subse-
quent blocking. In its �rst month of opera-
tion in Mississippi the system has already
blocked no fewer than 216,320 calls. Bad
news for the potato guns. 7
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IT TAKES a special genius in politics to be assailed by both sides
of an argument and receive no credit at all for standing in the

middle. That is the position into which Barack Obama appears
needlessly to have manoeuvred himself on gay rights. Social con-
servatives complain that he has done too little to �defend mar-
riage� (by which they mean preventing gays from marrying), and
that his plan to allow gays to serve openly in the military will
spook America’s warriors. Gay activists complain that he has so
far been too timid on both fronts. And, as luck would have it, Vir-
ginia Phillips, a federal judge in California, made a ruling this
week that has tossed the question of gay rights back into the pub-
lic eye at the most uncomfortable possible moment for the White
House: three weeks before November’s mid-term elections.

The legal side of this story is simple. Under the policy of
�don’t ask, don’t tell�, gays in the armed forces are prohibited
from disclosing their sexual orientation. If they do, or if they are
found out, they are discharged. Since 1993 over 13,000 have been
thrown out when their homosexuality became known. A group
of gay activists, the Log Cabin Republicans, complained that this
infringed their constitutional rights and took the Department of
Defence to court. Last month Judge Phillips found for the plaint-
i�s, ruling that the policy violated their free-speech and due-pro-
cess rights. On October 12th she followed up by ordering an im-
mediate stop to all investigations now under way and a halt to all
planned discharges. In e�ect, unless a higher court takes a di�er-
ent view, the Clinton-era compromise that has governed the ser-
vice of gays in the military for a decade and a half is dead. 

The politics are a bit more complicated. Mr Obama is in favour
of ending the ban on gays serving openly. In his state-of-the-un-
ion speech last January he promised to repeal the law that denies
gay Americans �the right to serve the country they love because
of who they are.� It was, he said, �the right thing to do�. You might
therefore expect the president to welcome Judge Phillips’s injunc-
tion. If the federal government chooses not to appeal, her �nding
will stand and the o�ending policy will be consigned to history.
There are, however, two di�culties. One is that, by convention,
the Department of Justice is expected to appeal decisions that
strike down existing law. The other is that, like Macbeth, what the
president wants highly he also wants holily. The administration

has so far taken the high-minded view that if repealing the law is
indeed the right thing to do, it should be done by the lawmakers
themselves in Congress, not by the courts.

But when? Gay activists are already disappointed that Mr
Obama has not repealed the Defence of Marriage Act, which de-
�nes marriage as a union between one man and one woman,
even though he says he wants to. And much as they welcome his
promise to repeal �don’t ask, don’t tell�, they are dismayed by the
stately pace and bungled tactics of his attempts to do so. Instead
of moving when the Democrats’ majorities in the House and
Senate were still secure, Mr Obama insisted on a long period of
consultation with the armed forces, which were asked to conduct
a survey on how servicemen felt about (though not whether they
approved of) the impending change. The House voted for repeal
in May, but the Senate dawdled. Then, last month, before the sur-
vey was �nished and for reasons still unclear, the Democrats
abruptly tried to attach a repeal of the law to the defence appro-
priations bill, a stratagem the Republicans defeated in a �libuster. 

All this leaves Mr Obama’s policy in a mess. The Department
of Justice has already appealed the ruling of a judge in Massachu-
setts that found the Defence of Marriage Act to be unconstitution-
al. If it now appeals Judge Phillips’s ruling as well, the administra-
tion will �nd itself in the peculiar position of going to court to
defend two laws that are deeply unpopular with Mr Obama’s
own most liberal supporters, both of which it claims to oppose.
Barney Frank, one of three openly gay members of Congress, is
advising the administration to get out of this pickle by delaying
its decision on whether to challenge Judge Phillips’s ruling until
the mid-terms are over, so that Congress can repeal the law in a
lame-duck session afterwards. But there is no guarantee that the
Senate Republicans will not choose to block the move again.

One of the oddities of this saga is that most Americans�67%,
according to the latest CNN poll�agree with Mr Obama that it is
right to let gays serve openly in the military. Popular support for
gay marriage is weaker, which suggests that Mr Obama’s careful
middle way (he supports civil unions but not marriage for gays)
may also be close to majority opinion. In an election season
dominated by economics, the culture wars have not had a high
pro�le. Carl Paladino, the Republican candidate in New York’s go-
vernor’s race, was forced to retreat swiftly this week after saying
that children should not be �brainwashed� into thinking being
gay was �a valid or successful option�. In short, the public mood
is not one that should have made Mr Obama’s position on gay
rights a political embarrassment to him.

Learning too well from Clinton
That it now is cannot be blamed only on him. The president had
no control over the timing of Judge Phillips’s �nding. Harry Reid,
the majority leader, may be to blame for the clumsy handling of
the Senate. But the Log Cabin case would by now be moot if Mr
Obama had moved faster to repeal �don’t ask, don’t tell�. Why
the rigmarole of a military survey before enacting a measure
most Americans already favoured? Maybe he over-learned the
lesson of the clobbering Bill Clinton got when he barged into this
area right at the start of his presidency. Not for the �rst time�
think only of Guantánamo (still open) and his decision to let
Congress make the running (crawling, more like) on health re-
form�Mr Obama is paying a price for his caution. 7
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JUST after midnight on October 13th Flo-
rencio Ávalos emerged from the narrow
capsule that lifted him 620 metres (2,030

feet) from the hot, damp depths of the San
José mine into the chilly night air of Chile’s
Atacama Desert. With the rest of the 33
miners, trapped for more than two
months, reaching the surface one by one
over the following 22 hours, an impressive
rescue operation came to an immaculately
choreographed conclusion, watched by
2,000 journalists from around the world.
�This is a moment that Chile and the rest of
the world will never forget,� said the Chil-
ean president, Sebastián Piñera. �Chilean
engineers, rescuers and workers have
shown what they are capable of.� 

Mr Piñera took o�ce in March, days
after a severe earthquake devastated cen-
tral and southern Chile. A conservative
former businessman whose victory ended
two decades of rule by a centre-left co-
alition, he prides himself on taking quick
decisions and getting quick results. When
the miners at San José, a small, old gold
and copper mine, were trapped by a rock-
fall on August 5th the president was char-
acteristically bold. 

Mr Piñera was visiting Ecuador with his
mining minister, Laurence Golborne,
when the accident happened. He immedi-
ately sent Mr Golborne back to Chile and
soon followed him to the mine, reportedly
against the advice of aides loth to see his
image tainted by the accident. Finding the

a long way o�. And whether Mr Piñera’s
government remains popular will turn
more on whether Chile’s economy can
sustain its strong rebound from the earth-
quake (it appears to have grown at an an-
nual rate of 7% in the third quarter).

The miners, one of whom is a Bolivian
migrant, will doubtless enjoy their brief
moment of international celebrity, with
books and �lms already in the works. That
may be lucrative, but it will also be stress-
ful (already, secret mistresses have come
forward). As for the San José mine, it is like-
ly to close; its owners face lawsuits, and
perhaps heavy �nes. 

There are lessons for Chile. Better su-
pervision of a mine with a poor safety re-
cord might have prevented the accident.
Small underground mines, many of them
old, saw 23 of the 35 deaths from accidents
in 2009, although they account for only a
�fth of the industry’s workforce. Accord-
ing to one congressman, sta�ng at the Na-
tional Geology and Mining Service, the in-
dustry regulator, has not increased much
since it was founded in 1980, despite a �ve-
fold increase in the output of copper in that
period. Mr Piñera has set up a committee
to review workplace safety. 

Chile has long been a mining country.
Miners working the harsh terrain of the
Atacama are part of the national self-im-
age in a country that thinks of itself as hav-
ing snatched prosperity from adversity,
whether earthquakes or mining accidents.
But the rescue of the 33 miners has also
struck another chord among Chileans�
that their country �does things well�, as a
government advertising campaign claims.
Mr Piñera has promised to set Chile on the
path to becoming a developed country by
2018, the bicentenary of the decisive battle
in its struggle for independence from
Spain. Over the past three months it has
certainly behaved like one. 7

mine’s owners overwhelmed by Chile’s
worst mining accident in decades, he or-
dered his government to take charge and
called in experts from Codelco, the big
state-owned copper producer. 

It was a risky move, but it paid o�.
Probes by Codelco’s engineers found the
miners still alive 17 days after the rockfall.
Codelco mobilised contractors and equip-
ment from around the world to drill three
separate rescue shafts. Some lay near at
hand. The rig that drilled the successful
shaft was supplied by a contractor at Colla-
huasi, a mine controlled by two multina-
tionals, Anglo American and Xstrata.

The government also brought in Chile’s
navy, whose submariners have experience
working at great depths in con�ned spaces.
The wire rescue capsules were made at the
naval shipyard in Talcahuano, in southern
Chile, and two navy paramedics were low-
ered to check the men’s health. 

The government has not speci�ed the
cost of the rescue operation, though Co-
delco says its share has cost $15m (Colla-
huasi lent its equipment free of charge).
Few Chileans will begrudge that. They ap-
preciate Mr Piñera’s handling of the disas-
ter. One poll found that it had boosted his
approval rating by ten points, to 56%. Mr
Golborne, a former manager at a retail
company who spent weeks at the mine
overseeing the operation, has become a
national hero, prompting speculation that
he may run for president in 2014. But that is
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Plucked from the bowels of the earth
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A dramatic rescue that became a worldwide spectacle showed Chile and its
president (embracing a miner above) at their best
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THE literary reputation of Mario Vargas
Llosa was established early in his prol-

i�c career. The Nobel prize for literature,
bestowed on him this year, would have
been deserved two decades or more ago.
But back then the award would have been
deplored by many Latin Americans who
liked his novels but not his politics. For not
only is Mr Vargas Llosa Latin America’s
most accomplished living writer, he is also
a thinker who battles for democracy, the
market economy and individual liberty. 

While his views have modulated over
the years, their core has been constant ever
since the mid-1960s, when he shook o� a
youthful enthusiasm for the Cuban revolu-
tion. Not long ago his was a brave and lone-
ly stance for a Latin American intellectual.
The widespread, if not universal, approval
of the award in the region suggests that he
is winning the argument. 

In its citation the Swedish committee
commended Mr Vargas Llosa for �his car-
tography of structures of power and his
trenchant images of the individual’s resis-
tance, revolt, and defeat.� This describes
well two of his �nest novels, written more
than three decades apart. �Conversation in
the Cathedral�, an early work of astonish-
ing maturity, is set in his native Peru in the
1950s, during a dictatorship. �The Feast of
the Goat�, published in 2000, explores the
cruel regime of General Trujillo in the Do-
minican Republic. They are subtle studies
of the psychology of power and its corrup-
tion of human integrity. (He returns to such
themes in his new novel, �El Sueño del
Celta�, about Roger Casement, an Anglo-
Irish diplomat and early crusader for hu-
man rights, out in Spanish next month.)

The �ip side of dictatorship in Latin
America has been a recurrent search for
Utopia. This is liberating when pursued as
an artistic vision, but leads to bloodshed,
disaster and tragedy when it becomes a
political project. That is the implicit conclu-
sion of a string of Mr Vargas Llosa’s books
(such as �The War of the End of the World�,
�The Real Life of Alejandro Mayta� and
�The Way to Paradise�). 

Paradoxically, perhaps, for a man of
passions, he is unfailingly courteous and
possessed of a disciplined work ethic, ris-
ing early every morning to write for sever-
al hours. His extraordinarily versatile out-
put of more than 50 books includes comic
and erotic novels and literary criticism, as
well as a fortnightly newspaper column
for Spain’s El País. 

While Mr Vargas Llosa’s prose lacks the
poetic intensity of Colombia’s Gabriel
García Márquez, who won the prize in
1982, he more than makes up for this by his
greater intellectual depth, subtlety and au-
thorial rigour. His work is meticulously re-
searched and carefully crafted. 

Mr García Márquez has a house in
Cuba, is a friend of Fidel Castro and es-
pouses a Latin American nationalism.
Such causes are anathemas to Mr Vargas
Llosa. He abhors Mr Castro and Venezue-
la’s Hugo Chávez, as he does Chile’s Gen-
eral Pinochet (�a killer and a thief�) and Al-
berto Fujimori, Peru’s corrupt conservative
ex-strongman. His liberalism is universal,
inspired by such thinkers as Karl Popper
and Isaiah Berlin. He hates nationalism,
seeing it as a tool of demagogues; similarly
he has criticised Bolivia’s Evo Morales,
who claims to be leading a revolution on
behalf of his country’s indigenous peo-
ples, for turning race into a collectivist po-
litical tool (Mr Morales, along with Cuba’s
government, was among the few to criti-
cise the award).

But Mr Vargas Llosa is far from being a
standard-bearer of the right. He criticised
the invasion of Iraq (but later concluded it
was worth overthrowing Saddam Hus-
sein) and Israel’s war on Lebanon in 2006.
He has often expressed sympathy for mod-
erate centre-left governments. In Spain,
where he lives for part of the year, he backs
a small centrist party that opposes the pet-
ty nationalisms of the country’s periphery.

In the Latin American tradition he be-
lieves that it is the writer’s role�and
duty�to intervene in politics. He went far-
ther than most. Fearing that Peruvian de-
mocracy was threatened by bank national-
isation and Maoist terrorism, he stood for
the presidency in 1990. He lost (to Mr Fuji-
mori). Once a polarising �gure in Peru, he
is now widely respected as his country’s
conscience. That is increasingly true across
Latin America. 7
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IN 2003 Bono, a rock star and poverty
campaigner, proclaimed that �The world

needs more Canada�. This week, the
world decided it didn’t. On October 12th
Canada lost its bid for a rotating seat on the
United Nations Security Council, for the
�rst time since the organisation was found-
ed in 1945. That Germany was preferred
was acceptable; not so, being passed over
in favour of Portugal.

Stephen Harper’s Conservative gov-
ernment blamed the opposition leader,
Michael Ignatie�, for the snub, because he
had suggested that Canada did not de-
serve the seat. But many countries appar-
ently share Mr Ignatie�’s dislike of Mr Har-
per’s foreign policy. This has featured
outspoken support of Israel’s hardline gov-
ernment, alienating the Muslim countries
that make up a third of the UN’s member-
ship. Mr Harper has also made few friends
in Africa (where he has closed embassies),
or in Europe and among island states (with
his feeble policy on climate change). 

He came to power in 2006 sceptical of
Canada’s traditional multilateralism (�a
weak-nation strategy�, he said) and of the
UN itself. Last year he raised eyebrows by
choosing to inaugurate a doughnut-inno-
vation centre rather than attend the UN

General Assembly. His country’s commit-
ment to UN peacekeeping missions, for
which a former Liberal prime minister
once won a Nobel prize, declined sharply
under the previous government and has
not increased under Mr Harper. 

So why bother to seek a Security Coun-
cil seat? The Conservatives seem now to
realise that strong links to the United States
are no longer enough in a changing world.
Canada is still a big UN paymaster. As host
of the G8 summit this year, it pushed for
more aid for maternal and child health in
poor countries. But its overtures to China
and India came too late to sway the vote. 

The snub has handed Mr Harper’s op-
ponents a club with which to beat him.
Jean Chrétien, a former Liberal prime min-
ister, noted acidly that �In Canada, we
have to realise that what you do has conse-
quences.� Pollsters say the public attach lit-
tle importance to a UN seat. But this was
supposed to be a year in which Canada
would �gure large on the world stage. It
started with the winter Olympics in Van-
couver and the economy’s swift recovery
from recession, and continued with host-
ing the G8 and G20 summits. It seems to
have ended early. 7
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WHEN North Korea’s leader, Kim Jong
Il, and his son and newly anointed

heir, Kim Jong Un, stepped onto a balcony
to watch a display of dancing and �re-
works on October 10th, the audience in the
square below applauded politely. But as
loudspeakers blared recorded cries of
�long life, long life�, many did not join in.
The Kim dynasty has �xed its succession
but its propaganda grip is weakening. 

The authorities, normally reluctant to
let foreign journalists explore the grimness
of what they call �beautiful and modern�
Pyongyang, were so excited by Kim Jong
Un’s coming out as leader-in-waiting that
they let down their guard. More than 70
journalists were suddenly given visas to
attend a series of events on October 9th
and 10th that a�orded the outside world a
�rst glimpse of the man now to be known
as the �young general�. They also had rare
access to an austere city many of whose
citizens su�ered hunger earlier this year
after a shock currency revaluation in No-
vember. The leadership’s attempts to con-
vince them that theirs is a �people’s para-
dise� are likely to fall on many deaf ears. 

Kim Jong Un’s appearances, after more
than a year of speculation abroad about
his being groomed to take over from his ail-
ing father, were choreographed for maxi-
mum political e�ect. North Koreans saw
his face for the �rst time in a photograph
published by the state media on Septem-
ber 30th. This followed his elevation earli-
er in the week to the rank of general and
vice-chairman of the ruling party’s mili-

only just beginning. His voice has yet to be
heard in public (Kim Jong Il’s only got an
airing 12 years after he emerged as his fa-
ther’s successor). But he is likely to get an
accelerated initiation. The appearances in
Pyongyang seemed partly designed to
show that Kim Jong Il, who is 69, remains
very much in charge. But the North Korean
media did not show what Western hacks
clearly saw: the leader holding onto the
balcony for support as he walked, left leg
clearly limping. After a stroke in 2008, he is
believed not to be well. 

Another message the authorities ap-
parently hoped to send was that Kim Jong
Un will have others to guide him. Military
expertise will be provided by Ri Yong Ho,
North Korea’s chief of sta�, who for much
of the parade stood between the two Kims.
Kim Jong Il’s brother-in-law, Chang Sung
Taek, and sister Kim Kyong Hui will also be
crucial �gures. The state media said they
had joined Kim Jong Un on his recent ex-
cursions. The conspicuous presence of a
senior member of China’s ruling Politbu-
ro, Zhou Yongkang, at the October 10th
events was designed to show Chinese sup-
port for these arrangements. Kim Jong Il
encouraged him to wave from the balcony. 

The public will be harder to convince.
The parade and dancing were extrava-
gances (staged to coincide with the ruling
Korean Workers’ Party’s 65th birthday) that
contrasted sharply with daily life in the
city. There are a few more cars on the
streets these days, many of them Chinese-
made. But these are for the elite (perhaps as
gifts bestowed by in�uence-seeking Chi-
nese). There are also a few bicycles (for
men only: Kim Jong Il apparently disap-
proves of women on bikes). But most take
rickety public transport or walk. 

There is no sign of the �radical improve-
ment� in North Korean living standards
that o�cials once talked of achieving this
year. Neon lights blazed in a few places
during the journalists’ visit, but foreign res-

tary commission (though not yet to the Na-
tional Defence Commission, which wields
supreme power). Mr Kim, who is in his late
20s, has little, if any, military experience. 

A few outings in early October with his
father�to an artillery drill, a concert and
on an inspection tour of a theatre�were
enough to prepare Mr Kim for much bigger
audiences and for the world’s media. For-
eign journalists saw him for the �rst time
on October 9th at a mass gymnastic per-
formance in a Pyongyang stadium. The
next day, he and his father took centre stage
at a huge military parade through the city
that was broadcast live to the nation. The
symbolism was striking: father standing
next to son, separated by a couple of paces,
on a balcony. Below them a huge gold-
framed portrait of a grinning Kim Il Sung,
Kim Jong Il’s late father and founder of the
dynasty, completed the trinity. The portly,
podgy-faced Kim Jong Un, wearing a dark
Mao suit, looked the spitting image of his
grandfather at a similar age. 

After the troops, tanks and missiles had
thundered past, the audience waved and
cheered with seeming enthusiasm when
Kim Jong Il waved at them from the balco-
ny. But at the �reworks and dancing dis-
play that evening at the same venue�Kim
Il Sung Square�the response was less rous-
ing. A few of the thousands of performers
wept (as had a couple of female paratroop-
ers as they passed the balcony during the
earlier parade). But little fervour was other-
wise in evidence. 

The grooming of Kim the younger is
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It will take more than �reworks and gymnastics to maintain the Kim dynasty’s grip
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2 idents say that the city is normally dark at
night. Power is so intermittent that police-
women (invariably young and pretty) still
direct tra�c at intersections with tra�c
lights, which are a very recent innovation
in Pyongyang. 

An unsupervised visit to a department
store (a rare treat for normally chaperoned
foreign journalists) revealed Pyongyang’s
dearth of consumer culture. In half an
hour, your correspondent saw only a trick-
le of customers and just four items being
sold: a pencil, a wind-up plastic frog, a quilt
and a golden statuette of a soldier. On the
fourth �oor a member of sta� adjusted a
red curtain at a marble shrine to Kim Il
Sung. Others watched television, amid
swathes of unused �oor space. 

At a nearby shop, several people milled
around a counter selling DVDs�a hint that
DVD players are becoming household
items. Foreign residents say DVDs from
South Korea are helping to spread knowl-
edge of the South’s far greater a�uence.

Several people also sported mobile tele-
phones. Pyongyang is said to have gained
some 200,000 subscribers since the mo-
bile service was introduced a couple of
years ago. Most are permitted only to call
other North Koreans, not people abroad or
even foreign residents. 

The city seems to have largely recov-
ered from last November’s revaluation of
the won, which permitted only limited
amounts of old bills to be exchanged for
new ones. From January until mid-Febru-
ary, when the authorities relented and re-
allowed transactions in hard currency,
commerce almost ground to a halt. It be-
came nearly impossible to buy food except
at great expense on the black market. In�a-
tion soared. �When in Rome, do as the Ro-
manians do,� one o�cial assigned to mind
foreign journalists kept telling them, oddly.
The Kims, mindful of the grisly end of Ro-
mania’s Nicolae Ceausescu in 1989, will try
to ensure that disgruntled North Koreans
do no such thing. 7

WHEN a Filipina secretly gave birth on
an airliner last month and dumped

the infant in a rubbish bin, the country’s
powerful Catholic bishops rightly led an
outcry of condemnation. (Happily, the
baby survived.) But when President Be-
nigno �Noynoy� Aquino then vowed to
take steps to prevent the unwanted preg-
nancies that can lead to such horrors, by
distributing contraceptives to poor Filipi-
nos who wish to use them, the bishops
were less reasonably incensed.

Some threatened a campaign of civil
disobedience against a mooted �reproduc-
tive health� bill, which would force the
government to promote the use of contra-
ceptives. Though they are legal in the Phil-
ippines, previous governments have been
wary of pushing them for fear of upsetting
the church. Given its political in�u-
ence�80% of Filipinos are Catholic and the
church’s call for civil disobedience in 1986
helped overthrow the dictatorship of Fer-
dinand Marcos�many consider Mr
Aquino’s bold move to be suicidal.

Others see it as a sign that he has at last
identi�ed an important issue to make his
own. Since taking o�ce in June, he has pro-
posed scant new legislation and promised
little. His speeches are �lled with plati-
tudes and swipes at his unpopular prede-
cessor, Gloria Arroyo-Macapagal. Nor is
Mr Aquino obviously interested in foreign

a�airs; he is a reluctant �yer and has can-
celled several trips abroad. �He’s not a
statesman,� sni�s one Asian diplomat.

But if Mr Aquino seems ready to con-
front the church on this issue, he has tip-
toed around a disaster that took place in
August after a disgraced former police o�-

cer hijacked a tourist bus in Manila. In a
bungled rescue attempt, the hijacker killed
eight tourists from Hong Kong before he,
too, was killed. An o�cial inquiry into the
tragedy identi�ed many blunders in the
government’s handling of the incident,
and recommended that criminal or disci-
plinary action be taken against culpable
o�cials. They allegedly included Manila’s
mayor, an Aquino loyalist, and the city’s
police chief�they went out for dinner to-
gether just before the gunman went ber-
serk. They also ignored a presidential order
to use an elite police commando unit to
storm the bus; a local SWAT team was giv-
en the job and made a hash of it. 

Mr Aquino’s government, which is
packed with people whose main quali�ca-
tion is their loyalty to his family, has not es-
caped the �nger-pointing. Rico Puno, the
deputy interior minister, who also served
President Corazon Aquino, the incum-
bent’s mother, was among those blamed
for the debacle. Yet Mr Aquino has ruled
out prosecuting any o�cial; Mr Puno will
face no sanction.

If Mr Aquino really is serious about fac-
ing down the outraged bishops on birth
control, he will need all his loyal friends.
For this is a daunting prospect. Yet the pres-
ident has some advantages, if he would
only choose to use them. He has a six-year
mandate and is popular. Filipinos like his
squeaky clean image and his family’s polit-
ical record. Uncontrolled population
growth is widely acknowledged to be a se-
rious problem, moreover. According to a
recent opinion poll, 64% of the electorate
would support a politician who promoted
�modern methods� of family planning. If
Mr Aquino would take this as a vote of
con�dence in his nascent stand, he could
do lasting good. 7

The Philippines’ awakening president
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President Benigno Aquino prepares to spend some political capital

Stand tall, Mr President
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AMONG the four-character idioms that
all Japanese schoolchildren must

learn is kan son min pi (�respect o�cials,
despise the people�). It de�nes the tradi-
tional relationship of individuals as sub-
servient to the state�among whose repre-
sentatives none is accorded more
authority than the public prosecutor. The
great privilege this confers on the role,
however, can lead to its abuse.

A run of recent legal scandals, including
wrongful convictions and brutal incarcera-
tions, has tested respect for Japan’s crimi-
nal-justice system. The latest example, al-
leged evidence-tampering by a high-�ying
prosecutor and a cover-up by his bosses,
has rallied many who want to see more re-
gard for individual rights and greater
checks on state power. The prosecutor in
question, Tsunehiko Maeda, allegedly
changed the date of a �le on a computer
disk that was being used as evidence
against a woman accused of involvement
in a massive bene�t fraud. When Mr
Maeda admitted this to his superiors, they
are said to have ordered him to produce a
report explaining how it happened �unin-
tentionally�. On October 11th the Supreme
Public Prosecutors’ O�ce dismissed Mr
Maeda, the chief prosecutor in Osaka’s
special investigative unit, and pressed
charges against him.

The scandal has hit a nerve. Japan takes
pride in one of the world’s lowest crime
rates. But it also has a �shily high convic-
tion rate, at 99.9%. That matches China’s
and is far above rates in the West (see
chart). In their defence, Japanese lawyers
say that the country’s under-resourced
state prosecution service is only able to
bring the strongest cases to trial. Fear of
failure, with which all Japan’s bureaucrats
are imbued, reinforces a reticence to test
weaker cases in court. According to a for-
mer Tokyo district court judge, a single
courtroom loss can badly damage a prose-
cutor’s career. A second can end it.

Yet the recent scandals suggest that mis-
carriages of justice are all too common. So
do several quirks of the justice system,
which weigh the scales against the ac-
cused. Suspects can be held for up to 23
days without charge, for example. They of-
ten have little access to a lawyer and none
during questioning. Police interrogations
commonly last up to ten hours and are rife
with mental and verbal abuse. On October
7th a businessman in Osaka produced a
surreptitious recording of his seven-hour

�voluntary� questioning, in which the po-
lice threaten to hit him and destroy his life. 

Part of the problem is that Japan has too
few lawyers; one tenth the number per
head than Britain (see chart, again). That is
largely because the government makes it
remarkably di�cult to become one. For
years it set the bar exam pass-rate at

around 3%, though it has recently increased
it to 25%. This re�ects a fear, in a con�ict-shy
country, that more lawyers will make soci-
ety more litigious, not more just. 

Recent reforms have improved matters
a little. A sort-of jury system, introduced
last year, has a panel of six citizens review
cases alongside judges, who ultimately
pronounce on them. This system produced
its �rst acquittal in June. A more important
change, says Kazuko Ito, a lawyer specialis-
ing in wrongful-conviction cases, would
oblige prosecutors to disclose any mitigat-
ing evidence. Former prosecutors also urge
judges to be more sceptical about the word
of prosecutors and the police. 

In Mr Maeda’s shabby case, the court
threw out much of the evidence and ac-
quitted the accused. Mr Maeda’s supervi-
sors have also been arrested. Now a titillat-
ed Japanese public looks forward to
prosecuting the prosecutors. 7

Japan’s judiciary on trial
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Japanese judicial system
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India’s cricket scandals

A high stakes game

FEW Indians can resist the Indian Pre-
mier League (IPL). A three-year-old

cricket tournament, based on a fast-
paced format, Twenty20, it has intro-
duced corporate savvy and Bollywood
glamour to the national game, and be-
come a big commercial success. Early this
year the rights to run two new IPL teams
were auctioned o� for 32 billion rupees
$703m). That was more or less what all
the existing eight teams fetched in 2008,
when the IPL was launched.

But an unfolding scandal threatens a
huge disruption to the tournament. On
October 10th India’s cricket board, the
BCCI, which claims a monopoly on the
sport in India, said it was cancelling its
franchise agreement with two of the
IPL’s ten city-based teams because of
irregularities over their ownership. At the
least, the Rajasthan Royals, which is
part-owned by one starlet, Shilpa Shetty,
and King’s XI Punjab, which is part-
owned by another, Preity Zinta, appear to
have been barred from the next IPL sea-
son, which is due to begin in April 2011. 

This is the latest battle in a wider war
between the cricket board and the IPL’s
brainchild and charismatic former boss,
Lalit Modi, who was sacked last month.
Mr Modi has been linked to massive
alleged �nancial irregularities. On Octo-
ber 13th the BCCI was reported to have
�led a criminal complaint against him in
Chennai, alleging that 4.7 billion rupees
had been �misappropriated� on his
watch. Relatives of Mr Modi are alleged
to have business ties to the Rajasthan

and Punjab teams. Currently ensconced
with his lawyers in London, a de�ant Mr
Modi vows to clear his name.

What damage this will do to his cre-
ation, the IPL, is hard to know. Following
a run of big corporate scandals in India, it
is a further knock to the national image.
�Why does India have to shame itself
before it wins the world’s approval?�
wails Suhel Seth, an Indian branding
guru. Then again, the world is getting
more interested in India these days be-
cause of its economic boom, and the IPL

seems sure to remain a resplendent
symbol of that. Sony’s entertainment
division, which bought ten-year broad-
casting rights to the contest for about $1.6
billion, expects its advertising revenues
to grow by 20% next year.

The Indian Premier League loses two teams
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SIX months after the bloody overthrow
of its authoritarian president, Kurman-

bek Bakiyev, Kyrgyzstan has accomplished
a remarkable feat by the standards of Cen-
tral Asia. On October 10th it held a pretty
decent general election. A European ob-
server of the poll, Morten Hoeglund, a
Norwegian politician, says: �I have ob-
served many elections in Central Asia over
the years, but this is the �rst election where
I could not predict the outcome.�

But free voters can make inconvenient
choices. According to preliminary results,
the nationalist Ata-Zhurt (Fatherland)
party, which includes some of Mr Baki-
yev’s former cronies, took the biggest share
of the vote, almost 9%. The Social Demo-
cratic Party of Kyrgyzstan, which claims
credit for last April’s revolution, came a
close second. Three other parties also
seem to have won the 5% of the national
vote (and 0.5% in each of seven regions)
needed to enter the 120-seat parliament.
This threshold may be at odds with the
country’s new constitution. It was intro-
duced after a referendum in June, and is
opposed by nationalists.

Turnout, at 56%, was low for a former
Soviet republic. That may suggest a residu-
al dislike of the candidates, most of whom
come from the discredited old elite. Many
internal migrants were also not registered
at their current address, so unable to vote.
They include people displaced by con�ict
in southern Kyrgyzstan in June between
ethnic Uzbeks and ethnic Kyrgyz, which
caused over 400 deaths. Uzbeks, thou-
sands of whom were made destitute by
the violence, were reported to be especial-
ly a�ected.

Already the losers are crying foul.�We
have more relatives than the 5,000 votes
we got,� says Gulmiza Seitaliyeva of the
Union of Peoples of Kyrgyzstan party, one
of 24 parties that failed to get over the vot-
ing threshold. Most have now clubbed to-
gether to form the National Congress, and
are vowing to submit evidence of electoral
fraud to the electoral commission and de-
mand a recount.

Failing an upset by these minnows, it
will fall to the �ve parties that have made it
into the Zhogorku Kenesh, Kyrgyzstan’s
parliament, to create a coalition. With all
having won a similar share of seats�just
20-30 apiece�this will be tough. And
much is required of the government that
emerges from this scrimmage: not least,
the beginnings of a reconciliation process

in the south of the country, where Kyrgyz-
Uzbek relations remain fraught.

In a divided country, little used to de-
mocracy, many are gloomy about the polit-
ical future. �Parliamentarianism cannot
work in the Kyrgyz context,� says Nur
Omarov, a leading pundit. The country has
weak institutions, is beset by regionalism
and it is not altogether clear how the presi-
dent, prime minister and parliament
should work together. The move towards
parliamentary democracy is a noble en-
deavour. But it looks rather rushed. 7

Kyrgyzstan’s election

Teetering steppes

bishkek

A good poll promises a creaky coalition

Oh, the joy of democracy

MAKING a phone call after dark can be
perilous in Haji Lal Muhammad’s

village in Afghanistan’s Kandahar prov-
ince. �Sometimes you can get through, but
it is very dangerous if the Taliban see you,�
he says. �They will want to know what
you were doing. Were you calling the po-
lice? Were you calling the foreigners?�

The Taliban, though famously obscu-
rantist, have embraced mobile telephony.
But they have forbidden its usage from the
evening call to prayer until daybreak, be-
cause of a fear that NATO forces make use
of Afghanistan’s four main mobile net-
works to track the militants’ night-time
whereabouts. The networks’ owners
therefore shut them down overnight in
much of the south and parts of the north.
In southern Afghanistan, the main theatre
of a campaign involving 130,000 NATO

troops, this is a potent symbol of Taliban
power and government weakness.

To �x the problem, according to Amir-
zai Sangin, Afghanistan’s communications
minister, NATO’s American commanders
mean to throw cash at it. They plan to build
an alternative mobile network inside their
well-defended bases, which local mobile-
users will be able to �roam on� overnight.
The �rst phase will cover parts of Hel-
mand and Kandahar provinces and will
cost $60m, says Mr Sangin.

None of the four big mobile companies
has yet signed up for the scheme, he ad-
mits. Yet this is just the latest example of
how NATO’s military �surge�, which has
seen 30,000 American troops thrown into
the fray this year, has been accompanied
by a splurge on economic development. To
take another, in December the �rst of two
ten-megawatt diesel generators is due to
roar to life in Kandahar’s provincial capital,
providing more reliable electricity to its
800,000 citizens. This project, which will
cost $227m, is controversial. It is clearly un-
a�ordable for the cash-strapped govern-
ment that must one day take charge of it.

Army reservists from America’s farm-
ing states are meanwhile striving to teach
Afghans how to boost their wheat and
fruit harvests. Other soldiers are trying to
sort out longstanding problems in the
country’s carpet industry. Though fabled
for their quality, Afghan carpets tend most-
ly to enrich the Pakistanis who run wash-
ing, �nishing and wholesale centres across
the border. The Taskforce for Business and
Stability Operations, an enterprise sta�ed
by khaki-clad managers, therefore plans to
set up two such centres in Afghanistan and
a rival global distribution centre through a
�hub� in Istanbul.

Electricity, rugs and mobile phones are
all things that cannot be �xed by insur-
gents but can be sorted out by the govern-
ment (or its foreign allies). In theory, that
should help win it local support. General
David Petraeus, the American commander
of NATO’s force, likes to speak of such de-
velopment schemes as �weapon systems�
that burnish the government’s image and
thereby take the �ght to its enemies.

That seems plausible. But with time
running short for General Petraeus�as-
suming his boss, President Barack Obama,
keeps his promise to start withdrawing
American troops by July 2011�it is reason-
able to wonder what impact, in the short
term, this splurge will have. More than
electricity, Afghans crave security, which
NATO’s surge has so far failed to deliver.
Unless that changes, they are likely to
hedge their loyalties. Indeed, as a Euro-
pean diplomat wearily observes, they are
already remarkably adept at �itting be-
tween the two sides of the con�ict for their
various needs: electricity and so forth from
the Americans; speedy Koranic justice
from the Taliban. 7
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PERSECUTION can have strange e�ects. Over the past quarter-
century, it has helped to turn Liu Xiaobo, the Chinese jailbird

who is the new Nobel peace-prize laureate, into an optimist. In
the 1980s he was known for his gloomy �nihilism�. Yet in a state-
ment in December 2009, when he was sentenced to 11 years’ im-
prisonment for �inciting sedition�, he was �full of optimistic ex-
pectations of freedom coming to China in the future�. With the
Chinese government decrying his Nobel award as a �desecra-
tion� and intensifying repression to make its point, such hopeful-
ness seems perverse. But Mr Liu, a worthy award-winner, may
yet prove as prescient as he is heroic.

His �crime� was to have been closely involved in the drafting
and circulation of Charter 08, a manifesto for political reform is-
sued in December 2008 and since signed by several thousand
Chinese citizens. Far from being a rallying-call for revolution, the
charter is a moderate appeal for incremental reform�much of it
in directions promised by China’s constitution. It demands free-
dom of expression, association and religion; guarantees of hu-
man rights and the protection of private property; the election of
public o�cials; the abolition of the hukou system of residence
permits that disadvantages those born in the countryside; and
recognition that �freedom, equality and human rights are univer-
sal values of humankind�. That puts the charter, Mr Liu and now
the Nobel committee at the heart of a crucial debate about Chi-
na’s future.

It was not just the charter’s ideas that impelled the party to
take vindictive revenge. It was, as the indictment made clear, the
subsequent attempt to rally support for them via the internet.
Ever since the Tiananmen protests of 1989, the Communist Party
has been haunted by fears that the million mutinies it faces daily
could again coalesce into a broad-based opposition movement. 

That Mr Liu should put his name at the top of the list of signa-
tories and become a target for o�cial retribution was typical of
the man. He has been described as a �moth to the �ame� for his
derring-do in 2008 and also in 1989, when he �uttered headlong
into the student protest movement. Along with a pop star, a so-
ciologist turned corporate executive and a newspaper editor, he
launched a hunger strike of �intellectuals� in Tiananmen Square,
then occupied by students, only a day before the tanks rolled in.

Mr Liu was well-known in intellectual circles as a literary critic
and academic. A spiky, truculent man with a stutter, he had alien-
ated many fellow dissidents with his withering attacks on Chi-
nese culture. At his trial in 2009 he described himself, in a moving
apology to his beloved wife, as �a hard stone in the wilderness,
putting up with the pummelling of raging storms and too cold for
anyone to dare touch�.

On Tiananmen the hunger-strikers, dismissed as a joke by the
government, helped to persuade students to leave peacefully. Mr
Liu was later seen on television saying he saw nobody killed in
the square itself. Indeed, the massacres, to whose victims Mr Liu
has dedicated his prize, happened elsewhere. Jailed but then
freed early in 1991, on account of his former �major meritorious
services�, he remained for some years a controversial �gure
among opponents of the Communist regime. This was partly be-
cause of his occasional loose-tongued denigration of his own
country. But it was also for his moderation: the advocacy, now re-
cognised by the Nobel committee, of peaceful, gradual reform. 

Mr Liu’s views are now close to the mainstream�not just of
the dissident fringe. Charter 08’s signatories include many with
at least one foot in the party’s camp. Indeed, China’s own prime
minister, Wen Jiabao, made a speech in August that included an
explicit call for political reform. Again, in an interview with CNN

last month, little reported in China, he said �the people’s wishes
for, and needs for, democracy and freedom are irresistible�.

On October 15th the Communist Party’s central committee is
to hold an important meeting in the run-up to its �ve-yearly con-
gress in 2012, when its present leaders are due to step down. Amid
the jostling for position, a quiet debate about the �universal val-
ues� promoted by Mr Liu is helping to decide China’s future. It
surfaced this week in an appeal by 23 former senior party o�cials
and newspaper editors that �ickered brie�y before being swiftly
removed from the internet. The appeal called on the party to dis-
mantle its elaborate apparatus of censorship, saying that China’s
�socialist democracy� has become �just too embarrassing�. 

The Nobel committee has now added to that embarrassment.
Still insecurely craving foreign acclaim, China badly wanted a
Nobel prize. But that the �rst Chinese (as the government sees it)
to win the peace prize was the Dalai Lama was bad enough. That
the second is in prison is infuriating. It will be seen as more evi-
dence that the West is stuck in a Tiananmen time warp: overlook-
ing China’s amazing achievements and the improvements it has
made even on human rights.

A prize for optimists
A �erce reaction was inevitable. But a hapless Norwegian �sher-
ies minister, whose trip to China has been ruined, is the only ob-
vious victim abroad. China has not yet let the row spill over into
its wider diplomacy. It did not, for example, disturb a defence
ministers’ meeting in Hanoi this week, where the Chinese made
conciliatory gestures to America, Japan and Vietnam.

At home, the short-term e�ects were almost all bad. Mr Liu’s
wife is under what amounts to house arrest. Other dissidents
have been harassed or detained. Nor is the prize likely to help im-
prove Liu’s own conditions. In the long run, however, it will bring
hope to those in China who see that freedom and prosperity are
not alternatives, that political reform need not always mean cha-
os and that �universal values� are, well, universal. 7
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EGYPT, Jordan and Bahrain (see next arti-
cle), three of the West’s closest Arab al-

lies, are all poised to hold general elections.
No big surprises are expected, largely be-
cause the rulers of each have found ways
to keep loyalists in charge and critics at bay.
None of their parliaments has much say, in
any case. Even so, the contests provide a
rare platform for organised dissent and,
just as important, for testing the regimes’
skill at boxing in challengers, particularly
Islamists, without provoking too strong a
backlash from their supporters. 

With its 85m people, its strategic posi-
tion, its cultural in�uence among Arabs
and an ageing leader with no obvious suc-
cessor, Egypt’s poll, in late November (the
precise date is yet to be announced) will
have much the biggest impact. After more
than three decades in power, President
Hosni Mubarak’s National Democratic
Party (NDP) conducts the political game to
his liking. Its friends run the police, the se-
curity service, the courts and o�cial
boards that do such things as license other
parties and oversee elections. NDP people
have the deepest pockets, so the party can
hand out favours at election time. Best of
all, the NDP can count on the opposition to
split into bickering factions, assuring itself
of another smooth return to o�ce. 

The score of recognised opposition par-
ties preparing for next month’s poll are all
small. The most powerful, the Muslim
Brotherhood, is technically illegal, so its

candidates run as �independents�. Earlier
this year it joined three of the largest secu-
lar parties in a united front to demand
guarantees that the voting would be fair.
The government ignored them, as it has ig-
nored pleas from Western governments to
admit independent election monitors. But
this united front has been crumbling, as
the Brothers have joined a rush by most of
Egypt’s smaller parties, including some
that are suspected of concluding back-
room deals with the NDP for token seats, to
register candidates. 

This breaking of ranks has fractured not
only the broader opposition but also many
of the parties. Even the highly disciplined
Brotherhood has sprouted a vocal dissi-
dent wing that charges the group’s leader-
ship with lending legitimacy to what it be-
lieves will be an electoral farce. It backed
instead a campaign to boycott the poll that
was launched by Mohamed ElBaradei, a
former head of the United Nations’ nuc-
lear watchdog. His return to Egypt this year
and his sharp critiques of Mr Mubarak’s re-
gime had roused a wave of support, stir-
ring many Egyptians who had previously
shunned politics as pointless. Almost a
million voters signed a petition sponsored
by Mr ElBaradei, and promoted by the
Brotherhood, which demanded constitu-
tional changes to institute normal demo-
cratic practices. That now looks hollow. 

Keenness to enter the electoral fray may
seem surprising, considering that very few

Egyptians bother to vote and few expect
this year’s procedures or counting to di�er
much from those of the previous general
election, in 2005. That one was marked by
violence and blatant fraud, yet still pro-
duced a record advance by the Muslim
Brothers, who won a �fth of seats despite
contesting only a third of them. This hu-
miliation prompted Egypt’s government
to tighten the rules further, making it even
harder to challenge the NDP, and to inten-
sify harassment of the Brotherhood, in-
cluding the jailing of senior members. 

Such pressures appeared to lighten in
recent months, perhaps to lure the Brother-
hood into the electoral game. Yet in the few
days since it said it would run, intimida-
tion has risen sharply again. Police stations
have refused to grant some Brothers the
certi�cates of good conduct needed to reg-
ister as candidates. Dozens of local cam-
paigners have been detained, joining the
hundreds who are already in jail (not to
mention the much larger number of more
extreme Islamists behind bars).

The state has also tightened media con-
trols. Private broadcasters and newspa-
pers, a growing new in�uence in Egyptian
politics and a rare sign of democratic evo-
lution, have been pressed to mute critics of
the regime. Companies that generate
mass-mailing of telephone text messages,
including news services and electoral ad-
vertising, must now be licensed and sub-
jected to state monitoring. 

Opposition supporters of the elections
note that the last time they tried a boycott,
in 1990, the NDP simply shut them out, de-
nying them a voice for �ve years. For the
Brothers in particular, elections o�er a
chance not only to display their strength
on the street but also to advertise their
commitment to democracy and peaceful
change. Seeing the long-term goal of
spreading its notion of Islam as more im-

Arab elections
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portant than seizing power, they also cal-
culate that even if their parliamentary
strength is trimmed, as many guess it will
be, the regime’s resort to dirty tricks will
make its challengers look good. Already,
the spectacle of the NDP’s selection of its
own candidates, marred by �sticu�s be-
tween rivals for seats that are in e�ect guar-
anteed and accord their occupiers such
perks as parliamentary immunity, has sul-
lied its image. 

In Jordan, an a�liate of the Egyptian
Brotherhood, the Islamic Action Front, has
been the strongest opposition force. Here
too, electoral rules tilt the playing �eld, in
this case in favour of loyalists to the ruling

Hashemite family. In particular, the rules
for electoral districting give greater repre-
sentation to thinly populated rural constit-
uencies than to dense urban ones, where
Jordanians of Palestinian origin dominate.
King Abdullah, unlike Mr Mubarak, has
twice exercised his prerogative to dissolve
parliament. 

A general election scheduled for No-
vember 9th follows a year of direct royal
rule, during which time some 30 laws were
passed. One was a �temporary� election
law, which ignored demands for reforms
from the front and from many secular
groups. As a result, Jordan’s Brotherhood
branch is boycotting this year’s poll. 7

ALMOST every day since mid-August,
the Bahraini authorities have sent out

batches of workers with paint-rollers to
blot out, with grey smudges, the gra�ti
that have covered virtually every wall in
the main streets of several of the drab Shia
Muslim villages half an hour’s drive from
the gleaming skyscrapers of the capital,
Manama. In bright shades of red, blue and
green, the slogans demand, among other
things, �Power to parliament!�, �Give us
back our human rights!�, �Free the prison-
ers!� and�most provocatively��Down
with the al-Khalifa!�, the royal family that
has run the place since the British handed
over power in 1971. The streets are also spat-
tered with patches of black, where protes-
ters have been burning tyres. According to
the justice minister, more than a dozen Mo-
lotov cocktails were thrown at the police
on the day the protests began.

No one has been killed in the unrest
(which the police have damped down), but
hundreds of young men have been arrest-
ed, along with 23 more prominent �gures,
including at least four Shia clerics, and the
island’s cheekiest blogger, all said by the
government to have spread false informa-
tion, incited violence, fomented terrorism
or plotted the government’s overthrow. 

The mood became ugly largely because
of the election due on October 23rd. There
are 318,000 registered Bahraini voters, in a
population of just over 1m people, around
half of them deemed to be citizens. This
will be the third general election since par-
liament was reinstated, after a 27-year gap,
by a new constitution in 2002. Rising sec-
tarian tension, the government’s overreac-
tion to the protests and the blatant harass-
ment of opposition parties, particularly
the main Shia-dominated one, are all tar-

nishing Bahrain’s reputation as a �edgling
if limited democracy. 

Bahrain, one of six countries in the Gulf
Co-operation Council (GCC), where Saudi
Arabia is pre-eminent, is the odd man out:
although its ruling royal family is Sunni,
like those elsewhere on the Arab side of
the Gulf, the majority of its citizens, per-
haps 60-70%, are Shia. If Bahrain had an
unfettered democracy, the mainly Shia
Wefaq party, which already has 16 seats
(plus a supportive independent) in the 40-
seat lower house of parliament, would
probably rule the roost. Last time round it
reckons to have won over 60% of the votes
cast but was denied a majority in part be-
cause constituencies are gerrymandered
to boost Sunni representation. 

This time Wefaq’s leaders are being as-
sailed in the pro-government press with
accusations of encouraging terrorism and
being in the pocket of �outside powers�,
meaning in essence Iran. The foreign min-
ister has publicly declared that he does not
hold the Iranian government to blame, but
conversations with Bahrainis aligned with
the government are replete with such in-
sinuations. When an Iranian parliamen-
tarian mentions nostalgically that Bahrain
was once a Persian province, a wave of
Sunni suspicion erupts.

Indeed, blaming foreigners is standard
practice whenever a ripple of disharmony
laps the island monarchy’s shore. When a
minor British Liberal Democrat peer, Lord
Avebury, who has no role in government,
hosted a small gathering of Bahraini politi-
cal exiles in a committee room of the
House of Lords, the Bahraini press was
awash with allegations of a plot. After the
present British ambassador to Bahrain met
o�cials from Wefaq earlier this year, 200-
plus Bahrainis, mainly Sunnis, signed a let-
ter calling for his expulsion.

For their part, Western diplomats and
human-rights campaigners bemoan what
they see as an overreaction by the govern-
ment. �There is not a shred of evidence�
that the legal opposition has been plan-
ning or perpetrating terrorism, says one.
Their fear is that milder-minded Sunnis
and Shias will be pushed to extremes, risk-
ing the island’s destabilisation. In particu-
lar, independent outsiders reckon that re-
ports of torture of many of those arrested
are credible�and likely to deepen sectari-
an divisions. Bahrain’s own human-rights
groups face increasing harassment, �nes
and travel bans, plus repeated accusations
of encouraging terrorism. 

Among the methods of torture most
widely reported are hanging a victim by
his wrists and in a so-called �chicken posi-
tion�. Scores of young men are said to have
been kidnapped and held incommunica-
do for days by the paramilitary National
Guard, beaten up and then dumped, alive,
without formal explanation. A report in
February by Human Rights Watch, a New 
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York-based lobby, suggested that such
abuses were on the increase.

Wefaq does not, in any event, demand
the immediate advent of full democracy.
Nor, despite assertions by government �g-
ures, does it want a theocracy à la Iran,
though its leader is loth to criticise the pre-
sent rulers in Tehran. (Many Bahraini Shias
prefer to look for inspiration to Ali al-Sis-
tani, still Iraq’s most revered Shia ayatol-
lah; some revere Lebanon’s late Sheikh
Muhammad Fadlallah.) Wefaq’s main call
is for the lower house of parliament to en-
joy greater powers than the upper house,
which is entirely appointed by the king,
Hamad bin Isa al-Khalifa. The upper house
has often overruled the lower one in the
past four years, while the pace of moder-
nising legislation has slowed down.

Wefaq especially wants the prime min-
ister, Prince Khalifa bin Salman al-Khalifa,
the king’s uncle, who has held the post
since 1971, to be publicly called to account
before parliament and removed. It rails
against corruption, especially over the dis-
tribution of land, which has enriched
members of the Khalifa family and their
friends. Wefaq also wants to end discrimi-
nation against Shias in the civil service.

Royal ringmasters
For its part, the Khalifa family, which has
more than half the posts in cabinet, pre-
sents itself, in the words of the justice min-
ister, Khalid bin Ali al-Khalifa, as �a bu�er
zone� between Sunni and Shia. Much is
made of Bahrain’s position as a would-be
democracy bu�eted between the three re-
gional giants, �a confessional democracy
(ie, Iraq), a theocracy (Iran) and an absolute
monarchy (Saudi Arabia).� Since the inva-
sion of Iraq in 2003, says the justice minis-
ter, fears have risen as Bahrainis have �tak-
en refuge� in their sectarian identities. A
�rmer guiding hand is needed at the cen-
tre. The kingdom’s three key �gures�the
king himself, his uncle the prime minister,
a master of patronage, and his son the
crown prince, a pragmatic moderniser�
are all thought to support a crackdown. 

In the short term it might work. Opposi-
tion and human-rights people could be
frightened into acquiescence. A royal par-
don for the prisoners may be forthcoming
once the post-electoral dust has settled.
Bahrain may return to its habitual role as a
perky �nancial hub that weathered the
global crisis a lot better than some others
in the Gulf.

Many Bahraini Shias are rich and suc-
cessful. Indeed, the island’s Shias as a
whole may well endorse Khalifa rule, pro-
vided they are given a greater say in run-
ning the island and a fairer share of jobs.
But the government’s mishandling of
events in the past few weeks has stirred a
well of resentment that may, in the longer
term, spell danger for the Sunni ascendan-
cy�and even for the ruling house. 7

NOT long ago, Lod, an Israeli city near
the commercial hub of Tel Aviv, was a

sleepy backwater. Its 20,000 Arabs among
45,000 Jews peppered their Arabic with
Hebraisms, voted for Jewish parties, and
described themselves as Israeli. The Arab
population, drastically reduced in the 1948
war that marked Israel’s birth, has revived,
exceeding its previous total. 

But the calm has been disturbed. This
month Israel’s leaders have taken their de-
mand that the world�and the Palestin-
ians�should recognise their state as specif-
ically Jewish in exchange for a renewed
freeze on building Jewish settlements in
the West Bank, to Lod. Cabinet members
have proposed �strengthening� the city’s
population by bringing in more Jews and
have approved a wider bill requiring new
citizens to swear a loyalty oath accepting
Israel as Jewish and democratic�in that or-
der. Other measures are aimed at Israel’s
Arabs, including a ban on teaching the Pal-
estinian narrative that Israel expelled most
of its Arabs in the war of independence. 

Liberal Israelis fear that these measures
may import the Arab-Israeli con�ict,
which had been largely con�ned to the ter-
ritories occupied by Israel beyond the 1948
partition line, into Israel proper. Adding to
the psychological barriers, the Lod au-
thorities have erected physical ones. This
year they have �nished building a wall
three metres high to separate Lod’s Jewish
districts from its Arab ones. And where the
Arab suburbs are cordoned o� to prevent
their spread, Israel’s prime minister, Binya-
min Netanyahu, encourages building for
Jews to proceed with abandon.

His foreign minister, Avigdor Lieber-
man, on the coalition’s far right, champi-
ons building quarters for soldiers’ families
in the town. The equally chauvinistic inte-
rior minister, Eli Yishai, who heads an ul-
tra-Orthodox party, Shas, grants building
permits for religious Jews. A series of gated
estates are sprouting across the city re-
served for religious Zionists. �These blocks
will ensure Lod stays Jewish,� says Haim
Haddad, the town’s chief rabbi, one of the
�rst to move into a new estate. 

By contrast, old Arab houses are under
threat of demolition. Now and again, bull-
dozers demolish a couple, stressing Arab
vulnerability. A study by a liberal Israeli
group called Shatil (�Seedling�) estimates
that 70% of Arab homes in Lod lack legal
status. Many municipal services, such as
street lighting and rubbish collection, stop
at the boundaries of Arab suburbs. Sixteen
kilometres (ten miles) from Tel Aviv, Isra-
el’s richest city, sewage �ows through
some of Lod’s Arab streets. 

Once mixed districts are separating. Ra-
mat Eshkol, a housing estate built for Jew-
ish immigrants in the ruins of Lod’s old
Arab city, bulldozed after the 1948 war, is to-
day a squalid slum, housing mostly Arabs.
Piles of rubbish make it grimier than refu-
gee camps in Gaza, the blockaded Palestin-
ian territory 35km to the south. Gangs
cruise the streets. The local community
centre has been shut for the best part of a
decade, says its last employee: the Jewish
Agency, a welfare organisation, does not
want it �overrun with Arabs�. 

Crime is rife. Police have uncovered
caches of semi-automatics and grenades.
At present Lod’s Arabs aim them largely at
each other, waging clan turf wars and car-
rying out honour crimes. But Jews fear
they could yet turn on them. After Lod’s
eighth murder this year, Mr Netanyahu
said he would stop the city descending
into Israel’s �wild west�. He brie�y sent in
the border guard, Israel’s gendarmerie, re-
viving Arab fears of dispossession anew.
Lod’s 120-strong police is Muslim-free. 

Israel and its Arabs

Pulled apart

Lod

A city of Arabs and Jews is being pulled
apart by the government’s attitude 

The Arab lads of Lod don’t want their houses demolished 
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THE �rst time it served as a non-perma-
nent member of the UN Security Coun-

cil, in 2007-08, South Africa did much to
squander its reputation as a beacon of hu-
man rights. It repeatedly sided with Russia
and China, both former backers of the
now ruling African National Congress
(ANC) in its struggle against apartheid, to
block Western-backed resolutions con-
demning miscreants such as Myanmar,
Iran and Zimbabwe. After its election this
week to a second two-year term on the Se-
curity Council, South Africa has a chance,
under a new president, to do better. But
will it? 

When Jacob Zuma came to power 17
months ago, he was widely expected to
concentrate more on domestic matters

than his philosophising, globe-trotting pre-
decessor, Thabo Mbeki. Foreign policy
barely featured in Mr Zuma’s election cam-
paign. Yet if anything Mr Zuma has been
even more active than Mr Mbeki on the
foreign front, chalking up two dozen trips
abroad in the past 12 months, including vis-
its to all the BRICs (Brazil, Russia, India and
China), the giants of the emerging world,
as well as to Britain, France, the United
States and a slew of African countries. 

Mr Zuma says his foreign-policy priori-
ties are the same as those of previous ANC

governments: to boost African solidarity
and unity; to strengthen ties between
countries in the southern hemisphere; to
keep good relations with strategic trading
partners in the West; to reform the UN and
Bretton Woods institutions to give the poor
world a stronger voice; and to promote de-
mocracy, the rule of law and respect for hu-
man rights. Mr Zuma sounds a bit less
ideological and a bit keener to boost South
Africa’s trade and commerce. He invari-
ably has an entourage of businessmen; 370
went on his trip in August to China, South
Africa’s biggest trading partner.

But has Mr Zuma honoured Nelson
Mandela’s pledge that �human rights will
be the light that guides our foreign a�airs�,
any more than Mr Mbeki did? Civil-liber-
ties groups such as the New York-based
Human Rights Watch were encouraged at
�rst by Mr Zuma’s apparently tougher
stance on Zimbabwe. He protested against
Myanmar’s detention last year of the op-
position leader, Aung San Suu Kyi. He con-
demned the Sri Lankan government’s
treatment of the Tamil Tiger rebels. He criti-
cised Israel’s attack on a Turkish ship bring-
ing humanitarian aid to Gaza. And he
warned Sudan’s president, Omar al-Ba-

shir, who has been indicted for war crimes
and genocide by the International Crimi-
nal Court (ICC), that South Africa, as a
member of the court, would arrest him if
he set foot on South African soil.

Even so, a deeper change of heart has
yet to be seen. On Zimbabwe, Mr Zuma
has been barely more robust than Mr
Mbeki. Almost a year ago the Southern Af-
rican Development Community (SADC), a
15-member regional club, appointed Mr
Zuma to replace Mr Mbeki as o�cial �fa-
cilitator� in power-sharing between Zim-
babwe’s president, Robert Mugabe, and its
prime minister, Morgan Tsvangirai, who
leads the former opposition; and he was
supposed to have persuaded the pair to
settle their di�erences by December 2009.
Since then, deadlines have come and gone
amid little progress. Mr Tsvangirai’s people
continue to be beaten up and jailed, white-
owned farms seized, journalists arrested
and senior o�cials unilaterally appointed
by Mr Mugabe in violation of the constitu-
tion, with neither Mr Zuma nor the SADC

uttering a word. Western diplomats say
that he is beavering away behind the
scenes, but the results have been thin.

On Sudan, Mr Zuma’s refusal to receive
Mr Bashir may at �rst blush seem a laud-
able move to bolster international justice.
But Mr Zuma has made clear that he
roundly disapproves of the ICC’s prosecu-
tion of Sudan’s president�or any other Af-
rican leader suspected of atrocities. The
imperative of peace should precede no-
tions of justice, he argues. On the Security
Council, South Africa is likely to pursue the
African Union’s avowed aim to get the UN

to suspend Mr Bashir’s indictment. 
Indeed, Mr Zuma seems as happy to

hobnob with dictators as Mr Mbeki was.
Libya’s Muammar Qadda�, Equatorial
Guinea’s Teodoro Obiang Nguema, Swazi-
land’s King Mswati III and Mr Mugabe all
merrily attended his inauguration. On his
trips abroad Mr Zuma has never brought
up human rights, at least not in public. He
has been characteristically silent over the
Nobel peace prize just awarded to a Chi-
nese dissident, Liu Xiaobo.

At home and abroad Mr Zuma is a su-
preme pragmatist, anxious to please every-
one and o�end no one. Though less viscer-
ally anti-Western than Mr Mbeki, he sees
power �owing to the east and south and
hopes to catch the wave. Hence his wooing
of the BRICs. Mr Zuma wants that elite club
to include his own country, as Africa’s in-
disputable heavyweight, despite its small-
er population and land mass and its slow-
er-growing economy. Back from China,
both sides aglow with friendship, he said
he expected the group to reach a �favour-
able decision� soon. As a new member of
the Security Council, where all four BRICs
will now have a seat, South Africa will
bend over backwards to please its poten-
tial new partners. 7

South Africa’s foreign policy
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Nelson Mandela’s successors have
other �sh to fry abroad

Jacob Zuma eyes China

Tension and fear increasingly mirror
the West Bank. Arab locals refer to the Jew-
ish newcomers as mustawtineen, meaning
settlers. They also suspect the municipal-
ity of denying them services, to prise them
out by stealth. Jews say that �the Arabs�
pose a security threat because they could
�re mortars at planes landing at Ben Gu-
rion airport nearby. Some suggest raising
bands of vigilantes. �I feel safer in Kedu-
mim [a national-religious West Bank settle-
ment],� says an Orthodox Israeli woman
who has just moved her family of six into a
new national-religious housing block.

Voting patterns re�ect the divide. Arabs
who once voted for Jewish-led parties
now vote for Arab ones, if at all. A growing
number veer towards Islamist groups that
�ll the vacuum left by the municipality
with their own services. The most extreme
consider co-operation with state institu-
tions to be kufr, or unbelief. Jews, too, are
attracted in growing numbers to hard-right
parties. In the 2006 election Mr Lieber-
man’s �Israel is Our Home� took 22% of the
vote, twice its national average.

In this polarised world, proponents of
multiculturalism struggle to make them-
selves heard. �Moderate Muslim leaders
we were connected to in the past now say
it’s di�cult to engage,� says Aviv Wasser-
man, the Jewish founder of the Lod Foun-
dation, which is trying to organise a festi-
val of Andalusian music, combining
Jewish, Christian and Muslim tunes, later
this month. While synagogues and the
church say they will open for the event, the
imam of Lod’s Omari mosque prefers to
keep his door shut. 7
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THERE is nothing like the prospect of
losing something precious to concen-

trate the mind. So it is with Britain and
France, once Europe’s greatest imperial
powers, as they contemplate how to cling
on to a world role in the face of budget cuts.

On October 19th the British govern-
ment will publish the results of a hastily
conducted (and Treasury-driven) strategic
defence and security review. Two weeks
later President Nicolas Sarkozy will come
to Britain for this year’s bilateral summit.
High on the agenda will be the need to
forge a new and potentially far-reaching
defence relationship. It re�ects a growing
realisation that, unless Europe’s leading
military powers work closely together, the
next decade will see an irretrievable
shrinkage in their capability. 

There have been e�orts to strike such
deals in the past, notably the 1998 St Malo
declaration, agreed by Tony Blair and
Jacques Chirac. But rancorous disputes, es-
pecially over Iraq, have hampered pro-
gress. Behind the mutual distrust lies what
Etienne de Durand of the French Institute
of International Relations calls the �Suez
paradigm�. After the debacle of 1956 the
French concluded that, to avoid further hu-
miliation, they had to secure strategic au-
tonomy. The British drew the opposite les-
son, deciding that in�uence depended on
hugging the Americans close. 

Britain’s commitment to the �special re-
lationship� has not exactly weakened. But
David Cameron’s coalition government is

things that save money or preserve capa-
bilities. As François Heisbourg, of France’s
Foundation for Strategic Research, says:
�The focus for now should be on those
things that are relatively politically easy,
but which are not necessarily small.� Mr
de Durand adds: �This is about pragmatic
gains for both parties. It’s about being sex
buddies rather than marriage.� 

Logistics, particularly long-range airlift
of heavy equipment, come high on the list.
Dr Fox and his French opposite number,
Hervé Morin, have already hinted at a will-
ingness to pool both countries’ A400M

military transports, which are due to enter
service from 2012. France might also gain
access to Britain’s seven Boeing C-17s,
which are bigger and faster than anything
in the French �eet. Another possibility is
an agreement to share aerial tankers. Brit-
ain is purchasing 14 A330 MRTTs in a con-
troversial (and expensive) £13 billion ($20.6
billion) private �nance initiative deal,
whereas France has a serious capacity gap
ahead. 

There are other obvious areas for co-op-
eration. Research and technology�for ex-
ample on armed drones and dealing with
improvised explosive devices�is one. On
training, France is o�ering Britain access to
its jet pilot school. On procurement, com-
plex, politically driven multinational pro-
grammes that are bedevilled by demands
for all the parties to share in the work, such
as the Euro�ghter Typhoon, could make
way for simpler, bilateral projects.

There are even discussions about Brit-
ain sharing in France’s nuclear-warhead
simulation testing facilities, rather than
replicating them at huge cost. Talk of the
pair’s nuclear-missile submarines sharing
patrols is likely to remain just that. But
there may be scope for agreement over air-
craft carriers. Dr Fox and Mr Morin have
ruled out the notion of binational crews,
but they are still exploring other ways to 

more realistic about how much in�uence
the British gain in Washington through
their loyalty. For his part Mr Sarkozy has
tried hard to make the niggling chippiness
that once characterised France’s relations
with America a thing of the past. His deci-
sion in 2009 to take France back into the
military command structure of NATO

after more than 40 years was of more than
symbolic signi�cance. Among other
things, it removed a big obstacle to greater
co-operation with Britain. 

These days, there is little if any di�er-
ence in how the two countries see the
world and the emerging threats to their se-
curity. Britain’s national security strategy
and the French defence white paper, both
published in 2008, set out a near-identical
set of concerns. More unites the two than
divides them. Both are midsized countries
willing and able to project power globally.
They remain, respectively, the third- and
fourth-biggest defence spenders in the
world.

Mr Cameron and Mr Sarkozy are deter-
mined to use next month’s summit to give
new momentum to Anglo-French defence
relations. However, both want to avoid
grand, visionary statements of intent that
might prompt suspicions in either country,
especially among Conservative Euro-
sceptics (of whom the British defence sec-
retary, Liam Fox, is one). The discussions
will involve some 40 di�erent areas for po-
tential co-operation, but informed sources
say the emphasis will be on practical
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enhance the interoperability of France’s
Charles de Gaulle and Britain’s planned
two new carriers, which seem likely to be
spared by the defence review. The aim is to
ensure a permanent carrier presence at sea
for both countries. Maintenance cycles
could be co-ordinated and prior agree-
ments reached on the circumstances in
which one country would make its carrier
available to the other. If, as seems increas-

ingly likely, the British decide to equip at
least one of their carriers with a catapult
(allowing French Rafale strike �ghters to �y
from it), that will be a strong signal of fu-
ture intentions.

What could go wrong? Mr de Durand
worries that one danger is that the politi-
cians may take the savings gained from de-
fence co-operation and use them for some-
thing else. If that happens, the armed

services of the two countries will lose any
incentive to �nd new ways of working to-
gether. Paradoxically, it would be just as
bad if the �nancial pressure were taken o�.
As Mr de Durand says: �All the actors in-
volved must convince themselves that oth-
er avenues are not in the o�ng for now
and that a bilateral agreement is the only
sensible way forward. For some time to
come, it is either entente or oblivion.� 7

France’s strikes

Struck o�

GIANT helium balloons. Vibrant �ags
and T-shirts in crimson, orange and

�uorescent yellow. The sounds of chant-
ing, laughter and drums. There was a
festive air about the protests and strikes
in France against pension reform on
October 12th, when as many as 3.5m
people took to the streets. A record turn-
out of railwaymen, bus drivers, teachers,
postmen, printers and dockers was
joined by schoolchildren in over 300
lycées (who have their own unions), and
oil-workers in 11of France’s 12 re�neries,
disrupting services across the country.
Behind the merriment lies the toughest
test this year of the unions’ ability to
force the government to back down.

A law that will raise the legal mini-
mum retirement age from 60 to 62 is
going through parliament; the upper
house is due to conclude its voting on the
legislation next week. The stakes on both
sides are high. President Nicolas Sarkozy
needs to show that he can deliver reform
despite his low popularity, partly to
maintain France’s credibility in the bond
markets. For the unions and the opposi-
tion on the left, whose leaders joined the
rallies, the protests are their last chance to
�ex their muscles on the issue. This is
why, for the �rst time this year, some
groups, including rail operators and
oil-workers, are continuing with rolling
strikes. A further day of protest is
planned for October 16th. 

Certainly, the numbers impress. Even

the government count, always below the
unions’ extravagant claims, recorded 1.2m
protesters. Fewer demonstrators took to
the streets in protest against earlier re-
forms in 1995 and 2006, and in both those
cases the government backed down.
Buoyant union leaders say they will not
give up even if the law is approved. There
is muttering about petrol shortages. With
school pupils taking part, things could
spin out of control.

There are, however, two di�erences
about this round of protests. First, al-
though the numbers on the streets are
high, it is the strikes, not the demos, that
have the power to disrupt. Thanks in part
to a law designed to ensure minimum
service in schools and on public tran-
sport during strikes, and to the fact that
workers are no longer paid when they
walk out, strikes do not paralyse the
country as much as they once did. 

At the same time, public opinion has
shifted. This is not immediately clear
from polls. Some 70% of respondents to
one said that they backed the strikes,
more than the 54-62% in favour in late
1995. Yet this may be precisely because
strikes are less intolerable now for those
who try to get to work. And for all the
drama on the street, in the same poll 70%
said that raising the retirement age was
�responsible towards future genera-
tions�. A silent majority seems to know
that demography and economics make
pension reform inevitable.

Paris

French unions don’t have the power to disrupt that they once did

ON OCTOBER 10th hate came to Bel-
grade. Ostensibly protesting against a

gay-pride parade in the city, an estimated
6,000 well-organised thugs, some of them
bused in by far-right groups, rampaged
through town, attacking police, shops, cars
and buses, and setting �re to the headquar-
ters of the ruling Democratic Party. Two
days later, Serbian hooligans did the coun-
try’s reputation further damage when
their violent antics forced the cancellation
of a football match against Italy in Genoa. 

This is exactly the kind of thing Serbia
doesn’t need. Ten years after the fall of
Slobodan Milosevic, the Serbian leader
who plunged the Balkans into bloodshed
in the 1990s, it is desperate to show the
world that it is a normal, law-abiding Euro-
pean country tolerant of its minorities. 

A gay-pride march was not the way to
do it, said some. The authorities should not
have allowed the event to go ahead,
against the wishes of most Serbs, just to
score brownie points with the European
Union, which Serbia wants to join. Some
commentators even compared forcing gay
rights on to reluctant Serbs to the fait ac-
compli of Kosovo’s independence. 

Just as the recriminations began, with
exquisite timing Hillary Clinton, the Amer-
ican secretary of state, �ew in on the sec-
ond leg of a Balkan tour (she also took in
Bosnia and Kosovo). Despite the events of
the weekend her talks in Serbia went well.
She said she wanted to see Serbia and Kos-
ovo talk about practical issues, such as util-
ities and telecommunications. In Bosnia
she called for unity and criticised threats of
secession made by Milorad Dodik, the
president of Republika Srpska, the Serb
part of the country. 

So far, so ordinary. If this was all she
had come to say, grumbled some, why did
she bother? The answer is that outsiders
are still needed to push Serbs, Bosnians
and Kosovo Albanians into sorting out
their many problems. Cajoling agree-

Troubleshooting in the western Balkans

Outsiders needed

Hillary Clinton �ies in to bump a few
heads together
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ments out of Balkan leaders is necessary,
says one diplomatic source, to avoid sleep-
walking into new wars in a few years’ time. 

After Kosovo Mrs Clinton headed for
Brussels, where she planned to continue
her Balkan talks with EU leaders. There are
some kinks to be ironed out. On Septem-
ber 9th the EU and Serbia sponsored a UN

resolution calling for talks on Kosovo.
American o�cials were dismayed to �nd
that the EU planned to host them without
the participation of the United States. 

A year ago a joint EU-US diplomatic
push in Bosnia failed miserably. But e�orts
are under way to produce a new strategy
for Bosnia that will help it to pursue the re-
forms it needs in order, eventually, to join
the EU, and NATO as well. Western dip-
lomats are also working hard behind the
scenes to kick-start the Kosovo-Serbia talks
that Mrs Clinton has urged. Diplomatic
sources say the Bosnian strategy should
become clearer soon. 

In the next few weeks Bosnians and Al-
banians are expected to be granted visa-
free travel to Europe’s Schengen area. Serbs
hope that on October 25th EU foreign min-
isters will advance their application for EU

membership to the next stage. Anything
that moves the region forward is good, be-
cause, as Serbia’s hooligans have shown,
there are always people happy to take
things in the opposite direction. 7

FOR now, at least, the Danube glints just
about blue in the autumn sun. A rapidly

built network of dams and weirs, and mas-
sive amounts of gypsum and acetic acid,
have stemmed or at least neutralised the
tide of toxic waste that hit the river after a
reservoir wall gave way at the MAL Zrt alu-
minium plant at Ajka, in western Hungary,
on October 4th. Nine people were killed
and 150 injured when a torrent of highly
caustic red liquid gushed over nearby vil-
lages, fouling waterways and sweeping
away people, livestock and possessions.
Now tests in Hungary, as well as in neigh-
bouring Serbia, Croatia and Slovakia, have
shown that the water’s pH level has been
reduced to slightly over eight, around nor-
mal for this time of year, says Philip Weller
of the International Commission for the
Protection of the Danube River.

Yet although short-term catastrophe
may have been avoided, the river and its
basin are dotted with a worrying number
of potential disasters in the making (see

map). Many factories and storage facilities
date back to communist times, when envi-
ronmental and safety standards were laxer
than today. Even modernised sites pose
huge risks: a cyanide spill at a gold-extrac-
tion plant in Baia Mare in Romania poi-
soned the Tisza river in 2000. 

Predicting further leakages is extremely
di�cult, says Gabor Figeczky of the World
Wildlife Fund’s Hungarian arm. Until last
week MAL’s plant was not considered par-
ticularly risky, at least in comparison with
the red sludge stored at Almasfuzito, 80 ki-
lometres north-west of Budapest. There,
says the WWF, 40 hectares of unlined
pools pollute the groundwater and seep
into the Danube. Alarmingly, the reservoir
walls also serve as �ood dykes for the Da-
nube. If one gave way it would release the
toxic mud directly into the river and poi-
son Budapest’s drinking-water supply. 

The government has taken MAL Zrt un-
der temporary state control and frozen its
assets. Zoltan Bakonyi, the company’s
managing director, was detained for ques-
tioning on suspicion of criminal negli-
gence, although later released without
charge. Viktor Orban, the prime minister,
thinks he knows where culpability lies. On
October 11th he said there were reasons to
believe that some people at MAL were
�driven by their private interests� to avoid
repairing the reservoir’s dodgy walls. Mr
Orban has long promised action against
what he calls Hungary’s �oligarchs�, busi-
nessmen whose political connections
helped them to become immensely
wealthy in the post-communist years.
There is certainly little public sympathy for
MAL’s rich bosses. The company’s initial
o�er of 100,000 forints ($510) compensa-
tion to each a�ected family caused fury. 

MAL denies any negligence and says
the reservoir met the required standards
when inspected. The European Commis-
sion, which has sent a team of �ve environ-
ment and toxicology experts to help the
clean-up, will be examining the Hungarian
authorities’ oversight of the plant before
the spill, says a spokesman. If it appears
that Hungary failed properly to implement
the relevant EU laws, Brussels may open
an investigation. 7

Hungary’s toxic sludge

Waltzing with
disaster

Budapest

The Danube basin is littered with
accidents waiting to happen 

THEY are everywhere, even on the
�Keep o� the grass� signs: 700-odd Al-

pine suns, symbols of Umberto Bossi’s
Northern League, plastered across a school
at Adro, a village in the Po valley that is the
latest focus of a never-ending tug-of-war
between the League and the government
in Rome of which it forms part.

For almost ten years, starting in the late
1990s, the League and its dream of a free
�Padania� (northern Italy) could be dis-
missed as outlandish. No longer. Since
2008, Silvio Berlusconi’s government has
relied on the League’s votes in parliament.
To ensure its continued support the prime
minister promised this month to accelerate
the implementation of ��scal federal-
ism��the League’s ill-de�ned project for
greater �nancial autonomy. 

If, however, the government is brought
down next year by divisions among its
non-League elements, Mr Bossi and his fol-
lowers should be the main bene�ciaries of
any resulting election. Polls show them in-
creasing their share of the vote by half
since the 2008 election.

As with many parties across Europe,
the League’s anti-illegal immigration and
anti-Islamic stance is popular. It is a Lea-
guer, the interior minister, Roberto Maroni,
who has implemented Italy’s controversial
policy of turning back migrants in the
Mediterranean before they can apply for
asylum. Islamophobia is rife in the League.
Another minister, Roberto Calderoli, once
walked a pig over land earmarked for the
building of a mosque.

Yet the party’s xenophobia is in essence
a by-product of Mr Bossi’s e�orts to create
a shared identity among the people he
seeks to unite. �One way he does this is by
setting up common enemies,� says Ales-
sandro Trocino, co-author of a recent book
on the League. �First, it was Italians from
the south; then immigrants in general,
now Muslims in particular.�

Mr Bossi’s message has proved increas-
ingly attractive to traditionally left-wing
voters. Indeed, their support was crucial to
the League’s impressive showing in the
2008 election. �We are neither left nor
right,� says Ettore Albertoni, a former
speaker of the assembly of Lombardy, the
region around Milan. The claim has some
foundation; many of the League’s long-
standing voters are both employers and
workers�owners of farms, workshops
and bars.

It would be ironic if next year, the 150th 

Italy’s Northern League

Not so grim up
north

Milan

One party is doing rather well out of
Italy’s political chaos
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FOR years, the idea that Europe might get
gas from the Caucasus and beyond,

breaking Russia’s monopoly on east-west
pipelines, seemed fanciful. Not any more.
The leading contender, the Nabucco pipe-
line, backed by the European Union, is
gaining speed (see map). Last month the
project won $5 billion in loans from the
World Bank, the European Investment
Bank and the European Bank for Recon-
struction and Development. 

Nabucco is not yet a done deal. Two big
members of the consortium, RWE of Ger-
many and OMV of Austria, said on Octo-
ber 8th that they had postponed to next
year a �nal decision on whether to invest.
RWE would like to build the Turkish part of
the project. But Turkey is considering a
public tender in which local �rms would
get a share of the cake. Any slowdown may
raise the pressure on the EU to shoulder
more of the risk itself. 

Another problem is the source of gas. At
�rst Nabucco needs 8 billion cubic metres
(bcm) a year from Azerbaijan, but it wants
a lot more to be fully viable. Turkmenistan
is the best option: it has fallen out with Rus-
sia, thawed relations with Azerbaijan, and
built a pipeline from its onshore gas�elds

to the Caspian coast. Gas could continue
from there either by a pipeline across the
Caspian (though Russia objects) or, more
cumbersomely, by tanker.

Nabucco is not the only party interest-
ed in Azeri gas. The authorities in Baku
continue to �irt with Russia (though any
pipeline going northward would have to
cross the unstable north Caucasus). Two ri-
val projects aim to bring Azeri gas to south-
ern Italy via Turkey and Greece. That
would not help gas-hungry central Europe.
But the costs and politics of the Adriatic
route are simpler.

As Turkey �exes its muscles, other
countries plot to bypass it. A new scheme,
the Azerbaijan-Georgia-Romania Inter-
connector (AGRI), aims to use an existing
trans-Caucasus pipeline, and then tankers
across the Black Sea. This might use lique-
�ed natural gas (LNG), or cheaper (but un-
tried) compression technology. From the
Romanian port of Constanta, it would
then go through an existing pipeline to
Hungary. AGRI will not carry as much gas
as Nabucco’s planned annual target of 38
bcm. But it is cheaper to build, costing per-
haps �1.2 billion ($1 billion), and will save
on Turkish transit fees. Despite noisy politi-
cal backing, AGRI’s real role is probably to
soften Turkey’s negotiating stance. 

For its part, Russia is continuing to push
its rival South Stream project, which
would go, expensively, across the bottom
of the Black Sea, bypassing Ukraine. It has
gained some German backers. But crucial
bits are missing. Russia’s ill-run and debt-
ridden gas industry has little extra capacity.
Bulgaria is still furious about having its gas
supplies cut o� during the Russian-Ukrai-
nian gas row in January 2009. So�a wants
to lessen the country’s energy dependence
on Russia, not increase it.

Russia may be down, but it is not out.
The Nord Stream pipeline on the Baltic sea-

bed is being built, bringing Russian gas di-
rectly to Germany and reducing depen-
dence on transit countries such as Belarus
and Ukraine. Russia’s new gas contract
with Poland could tie that country to sup-
plies from the east until 2037. Some Poles
like this. Others, chie�y in the foreign min-
istry, think it could jeopardise the country’s
plans to develop its own reserves, and to
build a terminal to import LNG. The Euro-
pean Commission has now intervened,
claiming that Russian restrictions on the
destination of the gas, and the use of the
pipeline, are illegal. 

Stealthily but successfully, the commis-
sion has been liberalising Europe’s gas
market. A new directive makes it compul-
sory for all gas pipelines to be reversible,
meaning that they can be used not just for
funnelling gas into Europe, but also for
moving it around the continent. That
weakens the position of monopoly suppli-
ers such as Russia. 

Another big change is the growth of in-
terconnecting pipelines, hooking up what
have until now been energy islands. A
new pipe was due to be inaugurated by the
Hungarian and Romanian prime ministers
on October 14th. Completing the north-
south gas grid is a priority for Hungary as it
takes over the EU’s six-month rotating
presidency in January. (Poland, which
comes next, thinks similarly.)

The most important shift, however, is
not on land but at sea. The big worries over
European energy security came when the
world gas market was tight. But the price of
LNG has plunged, chie�y because Ameri-
ca, now well supplied with shale gas, has
stopped importing it. Nabucco remains im-
portant as an insurance policy, and as a
sign that the EU’s common energy policy is
more than talk. But it also looks like an an-
swer to a problem that technology and the
market may already be solving. 7

Europe’s gas pipelines

The abominable
gas man

How technological change and new
pipelines improve energy security

anniversary of Italy’s uni�cation, became
the League’s annus mirabilis. But Giuseppe
Berta, the author of a book on Italy’s north,
says, �The League is on the crest of a wave.
That means it’s about to fall back.� The
party, he maintains, has innate handicaps.
It remains dependent on Mr Bossi’s charis-
ma (undimmed by a stroke in 2004 that left
him with impaired speech). Urban voters
are put o� by its populism, vulgarity (Mr
Bossi recently described Romans as �pigs�)
and mythologising (of an ur-Padanian
Celtic heritage). Professor Berta says the
League has yet to produce leaders capable
of governing anything bigger than a town.
Not everyone agrees. Mr Maroni is among
the government’s most popular ministers.
Luca Zaia, who left the cabinet in April, is
seen as an e�ective governor of the
Veneto.

Much depends on whether the League
will achieve its �scal federalism, and, if it
does, how it uses its new powers. Mr Tro-
cino believes that it suits Mr Bossi and his
followers to have an eternally unful�lled
demand. �Remember Oscar Wilde’s quip,�
he says: � ‘When the gods wish to punish
us, they answer our prayers’.� 7
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EVERY parent will be familiar with adolescents’ irritating habit
of asking for money at inappropriate times, regardless of the

state of the family �nances. All teenagers dream of having their
own income, preferably without working for it. Such is the state
of relations between national governments and the European in-
stitutions as they negotiate the European Union’s budget for 2011
and thereafter. Watch out for some nasty family rows.

Parts of the EU are now mature enough to understand, at least
conceptually, that there is not much money around. The Euro-
pean Commission, the EU’s civil service, is a fervent advocate of
austerity. It wants to give itself power to impose big �nes on coun-
tries that overspend. Yet even the commission could not resist the
temptation to have fun with Mum’s and Dad’s money. It asked for
a nominal 5.9% increase in the EU budget for 2011. 

National governments choked on this request, at a time when
almost all are cutting spending to curb rising de�cits and facing
strikes and protests as a result. Many wanted to freeze the EU’s
budget, but the more indulgent (and the self-interested) accepted
a compromise of a 2.9% rise. Surely that should be more than
enough? No, says the European Parliament. Its budget committee
has just voted to reinstate the commission’s 5.9% request, with
some extras added. That it did not seek an even bigger increase is
being touted by some as an act of restraint. Perhaps it is. Yet
among the proposals that MEPs will vote for is a doubling of en-
tertainment expenses for the parliament’s president. 

MEPs and Eurocrats cite innumerable justi�cations for their
extra spending, not least the familiar cry that the money was
promised when governments negotiated the current seven-year
budget framework that runs from 2007 to 2013. Bills are also com-
ing due for projects begun early in the cycle. Under the 2009 Lis-
bon treaty, moreover, the EU has lots more to do. It now has a per-
manent president of the European Council (representing
national governments) and it is creating its own diplomatic ser-
vice, which will need high-security premises. 

All this may be true, but it still leaves the EU looking hopeless-
ly out of touch. Left-wing MEPs argue that, because governments
are proving such callous cutters, it is up to Europe to save jobs.
Federalists measure Europe’s importance by the size of its budget.
Such delusions can no longer be easily swatted away. Under Lis-

bon the parliament has acquired equal budget powers with na-
tional governments. Guy Verhofstadt, a former Belgian prime
minister and now leader of the liberal group in the European Par-
liament, is threatening to veto the 2011 budget altogether unless
governments accept several conditions, including more �nancial
independence for the EU in the next budget cycle. Bring it on, say
budget hawks: such a stalemate would mean reverting to the lev-
el of the 2010 budget.

�Own resources� has long been a goal of Eurocrats. It was one
factor that led to the �empty-chair crisis� in 1965, when Charles de
Gaulle withdrew French representatives from Brussels for six
months in protest at the commission’s supranational preten-
sions. Over time, the EU has acquired some �own resources�: cus-
toms duties on imports to the EU, and agricultural levies. Yet
three-quarters of the EU’s budget comes in the form of direct con-
tributions from governments, based on national income. True �-
nancial independence is a distant dream: in practice, the budget
(which must balance each year) is �nanced by the EU’s members. 

The �130 billion ($181 billion) budget represents about 2.5% of
all public spending in the EU, but it has still become highly con-
tentious. It is so complex that most Eurocrats struggle to under-
stand it. Contributions do not always match countries’ ability to
pay and these imbalances are magni�ed by uneven spending
(about 40% goes to agricultural support and a similar share to
poorer countries and regions). In 1984 Margaret Thatcher secured
a special rebate for Britain. Several other countries have won sim-
ilar reductions (often presented as rebates on the British rebate).

This weekend commissioners will retire with a closely guard-
ed document: a budget review that should set the EU’s spending
priorities and propose reforms for the next multi-year ��nancial
perspective�. Two things seem certain. One is that it will not be as
radical as a draft that was leaked last year. This proposed shifting
spending away from agriculture and towards growth-generating
areas such as research and education. It also said the EU should
seek to add value rather than merely recycle money (eg, directing
funds to poorer areas of rich countries that ought to be able to
look after themselves). The other near-certainty is that the com-
mission will ask for new �own resources�. The budget commis-
sioner, Janusz Lewandowski, has �oated such ideas as levies on
the �nancial sector or airline tickets. The commission president,
José Manuel Barroso, has spoken of issuing bonds to �nance EU

infrastructure projects.

Just say no
But Eurocrats are unlikely to get what they want. Almost all na-
tional governments prefer an unhappy status quo to change.
Even though it is becoming a bigger net contributor, particularly
as farm subsidies are directed eastward, France will not agree to a
big reform of the common agricultural policy ahead of a presi-
dential election in 2012. So Britain will not give up its rebate. 

Moreover, the EU should be careful what it wishes for. Raising
money is unpredictable, as de�cit-hit countries know. Customs
duties have fallen as trade barriers have been reduced. A tax on
�nancial transactions would be hostage to the next recession or
banking crisis. And governments rightly want to be in charge of
where taxpayers’ money goes. In times of austerity, should the
EU be taking even more money from taxpayers? Better to let Mum
and Dad deal with the nasty outside world. 7

Money matters

Much stroppiness lies ahead in the EU budget negotiations
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UNIVERSITY tuition fees are political
dynamite. Tony Blair’s government

�rst introduced upfront charges for stu-
dents in Britain in 1998; they were replaced
in England in 2004 with a scheme under
which fees rose, but students could borrow
the cost from the state and repay it once
they were earning. That move proved even
more contentious in Parliament than Mr
Blair’s decision to wage war on Iraq. A new
proposal for graduates to pay even more
for the education they have enjoyed could
open a rift in the Conservative-Liberal
Democrat coalition government.

Demand for higher education is boom-
ing around the world; to help increase the
supply, many countries, including Ger-
many, Ireland and Spain, have begun
charging students, as America has long
done. In England (Scotland and Wales
have separate regimes) a student begin-
ning his studies this year must contribute
£3,290 ($5,200) towards the annual cost of
his education. The actual average cost is
around £7,000: the state partially plugs the
gap, and also lends students the money to
pay their fees and living expenses. These
loans currently carry no interest in real
terms, and graduates do not begin repay-
ing them until they are earning £15,000 a
year or more. 

This largesse meant that simply letting
universities expand to meet demand was
una�ordable, even before the coalition set
out to squeeze Britain’s �scal de�cit and

costs should continue, alongside non-re-
payable maintenance grants for students
from poor families. But he believes that
one of the main reasons too few suitably
quali�ed students from poorer back-
grounds get to the best universities is that
they are badly advised by their teachers,
and wants every school to provide well-in-
formed careers guidance to its pupils.

If cheap loans to students were retained
to cover increased fees, these plans would
be cripplingly expensive. To reduce the
burden on the state, Lord Browne pro-
posed that, when a graduate does earn
more than £21,000, he should pay interest
on his debt at the same rate as the govern-
ment borrows the money; and that the
debt should not be written o� until 30
years after graduation, up from 25. 

Now for the hard part
According to Lord Browne, these reforms
would shift the costs of higher education
away from low-earning graduates and to-
wards their higher-earning classmates (see
chart on next page). Roughly the top 40% of
earners would pay back all the money that
the government had forked out on their be-
half; the lowest earners would pay less
than they do under the present system.

But the main winner would be the ex-
chequer, according to an analysis by Lor-
raine Dearden and Haroon Chowdry of
the Institute for Fiscal Studies. They agree
that better-paid graduates would pay
more, and poorly paid graduates less.
However, universities would also lose out,
should the direct subsidy to institutions be
removed for most subjects, as the report
envisages (and as may well happen), be-
cause the graduate contributions would
only partially compensate.

Before the general election in May, all
three main political parties said they
would examine Lord Browne’s sugges-

public spending. The previous Labour gov-
ernment recognised the unsustainability
of the arrangements it had designed, and
in November 2009 commissioned an in-
dependent review of the system, headed
by Lord Browne, a former boss of BP. On
October 12th he published his report. Pre-
dictably, it caused an uproar.

Lord Browne called for universities to
be allowed to charge whatever they like for
their courses�though other parts of his
plan might limit the fees at most institu-
tions to around £6,000 a year. He suggest-
ed that those who wanted to charge more
than that �gure should give a rising pro-
portion of the excess to the state. For exam-
ple, universities charging £7,000 a year
would hand over £400; the contribution
would rise to £4,500 for those pricing
themselves at £12,000 (less than the aver-
age actual cost of teaching medicine and
dentistry), leaving the university with just
£7,500. Diminishing the returns from in-
creasing fees would reduce the incentive to
hike them, not least as students might be
reluctant to pay stratospheric fees if they
knew a big chunk would go to the Treasury.

To help ensure that the resulting debts
would not oppress the less well-o�, Lord
Browne also recommended that the in-
come threshold at which loan repayments
begin should be lifted to £21,000; and that
the debts of graduates beneath that level
should not accrue any interest in real
terms. He suggested that loans for living

Britain

Paying for higher education

The coalition’s �rst big exam

The main winner from a controversial new set of university reforms will probably
be the taxpayer
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2 tions. But enacting them could prove tricky
and embarrassing�because the Lib Dems
promised eventually to abolish tuition fees
in their manifesto, and have secured the
right to abstain from any vote on legisla-
tion arising from the review. Responding to
its publication, Vince Cable, the Lib Dem
business secretary who is responsible for
universities, repeatedly hinted that annual
fees could be limited to £7,000, as he tried
to persuade his party to rethink its stance.
�In this current economic climate,� he said,
opposition to fees �is simply no longer fea-
sible�. He was frank about the exigencies
of coalition: �The roads to Westminster are
covered with the skid marks of political
parties changing direction.�

So far the Lib Dem mutiny is muted,
compared to the rebellion unleashed
when Mr Blair reneged on his party’s
pledge not to raise the tuition fee in 2004.
Just one backbencher, Greg Mulholland,
told Mr Cable that he would stick to his
earlier pledge to vote against any rise in
fees. A big part of the explanation for the
calm is that a third of Lib Dems MPs hold
government posts. There may well be too
few rebels on the backbenches to prevent
the relevant legislation passing. (Some se-
nior Lib Dems always thought the party’s
policy was mistaken, and are glad to use
the cover of the coalition to ditch it.) 

The government can console itself that
Labour has its own splits on the issue.
Many Labour MPs have in the past fa-
voured a �graduate tax�, including Ed Mili-
band, their leader, who has consistently
criticised the idea of higher fees. However,
Alan Johnson, who was higher education
minister in 2004, and is now shadow
chancellor of the exchequer, has opposed
a graduate tax. 

Although the Lib Dems may win some
concessions, many of Lord Browne’s rec-
ommendations have a strong chance of
becoming reality. One thing seems certain:
as universities await the cuts to their cen-
tral funding for teaching that the chancel-
lor is expected to announce on October
20th, as part of the government’s spending
review, graduates will be asked to pick up
most of the tab. 7

Tapping the rich
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FACED with impending cuts to their sub-
sidies, senior �gures in the arts world,

such as Sir Nicholas Serota, director of the
Tate galleries, have generally responded by
shaking their �sts. A more helpful ap-
proach would be to encourage the govern-
ment to make philanthropic giving easier.
There are some easy �xes that could help
arts institutions and others �ll their fund-
ing gaps with private donations.

More than 28m Britons make charitable
donations every year, raising £10.6 billion
($17 billion), according to the Charities Aid
Foundation and the National Council for
Voluntary Organisations. That amounts to
an average of just over £31 per donor per
month�a �gure that has barely increased
in real terms over the past �ve years. More-
over, donations are mostly too small and
irregular to support long-term endow-
ment schemes or big capital projects. The
sort of planned giving, structured over sev-
eral years, that is common in America is a
rarity in Britain. So too are gifts on the scale
of the £20m donation to the National Mar-
itime Museum in 2008 from Sammy Ofer,
an Israeli tycoon and former sailor, to fund
its new Sammy Ofer Wing. 

Given the arrival of Russian, Asian and
other rich businessmen over the past two
decades, generous philanthropy, so dear to
the hearts of the �rst-generation rich in
America, Australia, Canada and Israel,
ought to be a mainstay of charitable fund-
ing in Britain too. But this kind of giving
has been hampered by a lingering British
snootiness about large donations from
wealthy men such as Mr Ofer, who expect
public recognition for their muni�cence.
Some regard it as an egregious form of so-
cial climbing; the Treasury and Her Majes-
ty’s Revenue & Customs (HMRC) seem to
suspect that some big charitable donations
are merely an elaborate tax dodge.

A useful �rst move would be to simpli-
fy the Gift Aid scheme, under which the
granting of income-tax relief on a dona-
tion is split between the donor and the
charity. On the assumption that tax at the
basic rate (20%) has already been paid on
the gift, the charity can claim a refund that
brings it up to its implied gross value; a do-
nor who pays the higher, 40% rate of in-
come tax can claim the di�erence against
his tax bill. Thus if a 40% taxpayer makes a
£100 donation, both he and the charity can
claim £25.

This is as tax-e�cient as America’s fed-
eral donor system�but the paperwork is

so complex that only 40% of donors
bother with it. Simplifying the process
might encourage them to be more gener-
ous. So too would allowing the value of
gifts of artworks, made while the donor is
still alive, to be claimed against income tax,
as is the case with gifts of quoted shares or
property. A third possible reform would be
to allow �lifetime legacies�, whereby a do-
nor commits a large sum to an organisa-
tion, and creates an annuity which pays
him an income in his lifetime, with the cap-
ital being paid to the charity on his death.

Then there is the absurdly vexed ques-
tion of what sort of bene�ts a donor can re-
ceive after making a gift. These are often as
small as an invitation to a reception, a dis-
count in a museum shop or a backstage
tour at the Royal Opera House. But HMRC

takes a strict line on how such bene�ts
should be costed and allocated. For gifts
between £1,000 and £10,000, the donor is
taxed on any bene�ts worth more than 5%
of the gift. So, for example, an architect
who gave £3,000 to the Royal Academy
earlier this year, to help pay for its hugely
popular Palladio exhibition, was not able
to bring his wife to the opening-night din-
ner without being taxed, because the im-
puted value of their two meals would ex-
ceed the limit. Meanwhile, the rules mean
that a donor who gives £10,000 or more
must pay income tax on any bene�ts val-
ued at more than £500.

David Cameron avowedly wants phi-
lanthropy in Britain to be more like Ameri-
ca’s. But many of the donors whom muse-
ums and galleries want to attract can
choose where to live, pay taxes and do-
nate: there is a global market for philan-
thropists. A nitpicking tax system, and bil-
ious attitudes towards the expatriate rich,
have made some feel unwanted in Britain.
Time to roll out the welcome mat. 7
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encourage more giving
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APRICE has not been agreed, nor has the
proposed sale been scrutinised by reg-

ulators. But in the past few weeks British
media out�ts have lined up to oppose a bid
by News Corporation, run by Rupert Mur-
doch, for outright ownership of British Sky
Broadcasting. Some of their arguments are
dubious. One is not: Sky is already an im-
mensely powerful competitor. It is so
deep-pocketed, in fact, that even if the pur-
chase were to be blocked by shareholders
or regulators, the west London �rm would
continue to petrify commercial rivals. 

Sky grew out of a network founded by
Mr Murdoch in the late 1980s. For a while it
was such a drain on News Corporation
that the parent company came close to
bankruptcy. The NewYork-based �rm cur-
rently owns 39% of Sky, which is a control-
ling stake: James Murdoch, son of the me-
dia baron, was appointed chief executive
in 2003 and ran Sky until 2007. 

It is not hard to see why News Corpora-
tion should now want to acquire the rest of
the company. Sky will soon announce that
it delivers satellite TV to 10m households.
In the past few years its revenues have ris-
en steadily as those of free-to-air broad-
casters such as ITV and Channel 4 have
slipped (see chart). Sky has persuaded
many customers to sign up for its broad-
band and phone services, helping drive av-
erage revenues per user to £508 ($812) in the
2009-10 �scal year, up from £427 two years
earlier. The BBC’s much-complained-
about licence fee, levied on television-
owning households, is £145.50. 

Mention Sky to most Britons, and they
will think football. Sky built its business by
acquiring the rights to top-�ight matches,
in the process making the English Premier
League the richest in Europe. It has also
scooped up Hollywood �lms and TV

shows. In July it signed an exclusive distri-
bution deal with HBO, maker of �The So-
pranos�, �Sex and the City� and other icon-
ic programmes. Sky has also been touting
its own shows: the London Underground
is full of advertisements for �Thorne�, a
police drama.

Mike Darcey, Sky’s chief operating o�-
cer, cites HBO as a model. Sky can’t touch
the American cable channel for the quality
of its productions, but the two have some-
thing in common: virtually all of their
turnover comes from subscriptions. And
that has turned out to be the most stable
way to �nance programmes.

Broadcast-television advertising has

su�ered from audience fragmentation as
channels have proliferated. It also veers up
and down with the economic cycle:
GroupM, a media agency, reckons TV ad
spending fell by 11.1% between 2008 and
2009 before bouncing back. The BBC’s in-
come is steadier. But the corporation is sub-
ject to political pressure to spend less. Its li-
cence fee will be frozen next year, meaning
a cut in real terms. And the BBC has said it
will spend less on imported shows. 

Sex and the 3-D
If Sky simply o�ered more appealing pro-
grammes than its rivals, its grip on British
audiences would be fairly secure. What
makes it almost unbreakable is Sky’s grasp
of TV technology and its ability to antici-
pate and create demand for services. It has
shaped not only what Britons watch on
television, but how they watch it.

In 2006 Sky became one of the �rst
companies in the world to distribute tele-
vision via the internet. It has hooked three-
quarters of its customers on digital video
recorders, which let them pause live televi-
sion and record programmes easily. Al-
most 3m of its customers pay for high-de�-
nition channels, up from half a million
two years ago. This month it began 3-D
broadcasts, hoping that people can get

used to wearing funny glasses at home. 
Conscious of Sky’s growing power

over distribution, the BBC and other com-
petitors are working on a high-tech alter-
native. YouView, formerly known as Pro-
ject Canvas, will enable viewers to receive
new and archived programmes over the
internet to their televisions. Although Sky
has protested to regulators about the pro-
ject, it probably poses little threat; propo-
nents of video-on-demand have generally
overestimated its appeal. �People do not sit
around watching old episodes of
M*A*S*H�, says Mr Darcey. But Sky will
soon launch its own broadband video-on-
demand service, just in case. 

Virgin Media, a cable �rm, is a tougher
competitor. As well as o�ering pay-TV, Vir-
gin delivers broadband along �bre-optic
cables to many neighbourhoods, allowing
it to provide much better broadband than
Sky or British Telecom. That is crucial for
some consumers. But perhaps not many, at
least in the short term. As Ian Watt of En-
ders Analysis points out, the main reason
people want high broadband speeds is to
allow them to watch online video. If there
were a huge pool of free, legal programmes
online, fast speeds would be a huge advan-
tage. �But you can’t get quality content for
free,� says Mr Watt. �Sky has all of it.�

So commercially successful is Sky, in-
deed, that regulation has become one of
the biggest obstacles to growth. Ofcom, the
media regulator, has told it to wholesale its
two main sport channels to other distribu-
tors, setting the price at £17.14 per month.
Future tussles over the sale of high-de�ni-
tion channels, control of the YouView vid-
eo-on-demand platform and other issues
almost certainly lie ahead. 

In that context, a sale of Sky to News
Corporation would matter. Regulators
would not just have to deal with a feisty
out�t near the M4 motorway. They would
have to cope with one of the world’s big-
gest, pushiest media companies. That is
why the other moguls are scared. 7

The rise of Sky

No wonder they’re
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How Sky has consolidated its grip over
British viewers
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�SOMEONE must be trusted. Let it be the judges.� The words
of Lord Denning, a great if �awed judge, were controversial

when he uttered them 30 years ago. Back in 1980, Lord Denning
was speaking defensively: admirers and foes saw the judiciary as
the Establishment in ermine. The criminal justice system was
about to enter years of agony and wrenching change as police
wrongdoing was exposed, especially in the obtaining of confes-
sions, and big terrorist convictions were overturned. But his in-
junction now looks rather prescient.

Today, answering Lord Denning’s plea three decades late, a
country drowning in distrust has fastened onto the judiciary and
its works as a source of redress. After every calamity�whether a
terrorist attack, a police shooting, killings in Iraq or a royal death�
the clamour rises for inquiries headed by a judge, with the power
to quiz witnesses under oath. 

Inquiries of one sort or another seem to be everywhere. On
October 11th Britain’s press covered the opening of an inquest
into the London bus and Tube bombings of July 7th 2005. The
bomb attacks have been probed in a criminal trial and parlia-
mentary investigations. But bereaved families want the inquest�
headed by a high court judge�to examine whether the domestic
security service, MI5, could have prevented the attacks, and
whether emergency services were slow to respond.

On the same day the press reported fresh demands for a pub-
lic inquiry into the killing of six British military policemen in Iraq
in 2003, after a trial of alleged perpetrators collapsed in Baghdad.
Interviewed by a newspaper, a Democratic Unionist MP from
Northern Ireland appeared to launch an inquiries bidding war.
Britain had spent £200m ($320m) on the 12-year Saville Inquiry
into the 1972 �Bloody Sunday� shootings of protesters by British
paratroops in Londonderry, he claimed, yet could not a�ord �jus-
tice� for army families. On October 7th an inquest jury in London
found that police had lawfully killed a barrister as he �red a shot-
gun from the window of his �at, but in an extended �narrative
verdict� said o�cers had given insu�cient weight to the dead
man’s alcoholism. Press coverage was extensive but muted, after
the widow stated that she respected the verdict. 

Meanwhile, a formal inquiry into the Iraq war (the �fth by
some counts) that began in July 2009 is continuing, headed by a

retired Whitehall mandarin, Sir John Chilcot. Another, headed by
Sir Peter Gibson, a former judge, will soon probe alleged collu-
sion between British spooks and foreign torturers.

This is super�cially puzzling. After all, by education, culture
and habit, most judges are members of Britain’s despised, mis-
trusted ruling elite. Yet their reputation has rarely been higher.

Voters killing the thing they love
People �want to know what happened�, suggests Michael Mans-
�eld, a barrister and veteran of high-pro�le inquiries and in-
quests. What they seek is not retribution but for those in author-
ity to be �brought to book� by legal questioning. The bereaved
want lessons learned, giving some meaning to their loss. And the
public has no faith in the House of Commons�a noisy, jeering pit
of partisan barracking, further undermined by the parliamenta-
ry-expenses scandals�as a forum for establishing truth. Simulta-
neously, he says, there has been �a resurrection of faith� in the ju-
diciary, notably after judges in the House of Lords condemned
moves by the previous government to detain or control terror
suspects without charge, or on the basis of secret evidence.

Mr Mans�eld is a self-described �radical lawyer�, unloved on
the right. But his analysis is echoed by a senior Conservative poli-
tician, who recalls when judges were seen as �lions under the
throne�: upholders of the system. Now, he says, judges are seen
as �upholders of the rule of law�, curbing an over-mighty state.

Is today’s inquiry mania sustainable? There are technical rea-
sons why judges seem to be everywhere. Above all, the 1998 Hu-
man Rights Act enshrined the �right to life��from Article 2 of the
European Convention on Human Rights�into domestic law. That
has transformed inquests, which must now consider not just
who died, where and when, but �how� in its broadest sense. That
may include deciding if public-policy lessons can be drawn from
a death. The quality of inquests used to be hit and miss, with lo-
cal lawyers and doctors serving as coroners. Now, when a death
has an �Article 2 dimension�, a high court judge is often drafted in
as coroner, as in the July 7th terror inquest. What is more, a grow-
ing number of claimants now seek�and obtain�judicial reviews
of decisions made by public bodies, with judges asked to ponder
everything from terrorist control orders to planning decisions.

Judges know their prominence carries risks. They are partly
�lling a vacuum created by the vertiginous fall of elected politi-
cians from grace. Just 13% of respondents trusted politicians to tell
the truth in a 2009 survey by Ipsos MORI (below even journal-
ists). Judges were trusted by 80%. British judges are appointed,
not elected, and public trust is strongly bound up with their polit-
ical independence. Lord Carlile, a Liberal Democrat peer and the
government’s independent reviewer of terrorism legislation,
worries that judges’ �ndings are cheered when they chime with
public opinion, but when they do not�as with the Hutton Inqui-
ry into the death of the government weapons expert David Kel-
ly�they are denounced as a �whitewash�. And the painful truth
is that some decisions are properly taken by members of an elect-
ed executive. Senior judges are queasy about being asked to re-
view terrorist control orders, for example.

The public’s yearning for judicial resolution of every crisis
risks dragging judges close to the realm of politics. Lord Denning
was right: someone must be trusted. If judges are not, who might
take their place? 7
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Britain’s deep distrust of elected politicians is pushing the country’s judges into the political realm
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ANY Western politician, judge or reli-
gious leader desiring instant fame or a

dose of controversy has an easy option. All
you need do is say �sharia� in public.

Sharron Angle, a Republican candidate
for the Senate, proved the point when she
suggested that Frankford, Texas, and Dear-
born, Michigan, were both subject to a sha-
ria regime, as a result of the �militant terro-
rist situation� that existed in those places.
Critics retorted that Frankford, after its ab-
sorption by Dallas, no longer existed as an
administrative unit. Dearborn’s mayor,
Jack O’Reilly, tartly told her that his town’s
60 churches and seven mosques were
�ourishing happily under American juris-
diction. But for some tea party fans, she
was guilty at worst of slight exaggeration.

Less weirdly, but just as controversially,
Archbishop Rowan Williams, leader of the
world’s 80m Anglicans, will never be al-
lowed to forget saying in February 2008
that some accommodation between Brit-
ish law and sharia was �inevitable�. Lord
Phillips, then England’s senior judge, drew
equal ire by adding that sharia-based me-
diation could have some role as long as na-
tional law held primacy.

It is easy to see why the word sharia has
emotional overtones, especially today. The
appalled reaction to the case of Sakineh
Ashtiani, an Iranian woman who has been
sentenced to death by stoning for adultery,

has stoked a global campaign for her ac-
quittal. The sentence was suspended last
month, but her fate looks dicey. She could
still face execution on a murder charge.

Such cases re�ect only one part of sha-
ria: the system of corporal and capital pun-
ishments such as stoning for adultery,
death for murder or apostasy (abandoning
Islam), whipping for consuming intoxi-
cants or the cutting o� of a hand for theft.
Muslims themselves disagree over how, if
at all, these penalties should be practised
in the modern world. Tariq Ramadan, a
prominent European Muslim thinker,
caused a furore in 2003 when he suggested
that stoning and other physical punish-
ments should be �suspended�. Hardline Is-
lamists regarded that as backsliding. Nicol-
as Sarkozy (then the interior minister, now
the president of France) pointed out that
the formulation could imply a future re-
sumption of physical punishment.

Horrifying as these punishments might
be to modern sensibilities, there is no pros-
pect of their exercise in any Western coun-
try. Muslims living in the West may (as has
sometimes happened) take the �law� into
their own hands by killing an apostate. But
that counts as murder pure and simple. 

Where sharia poses genuine dilemmas
for secular countries with big Muslim mi-
norities is not in the realm of retribution
but in its application to family matters

such as divorce, inheritance and custody.
English-speaking countries boast a strong
tradition of settling disputes (commercial
or personal) by legally binding arbitration.
This already includes non-secular institu-
tions such as longstanding rabbinical tri-
bunals in Britain and many other coun-
tries, or Christian mediation services in
North America. Now Islam-based out�ts
are entering the market.

Perhaps inevitably, the procedures and
general ethos of Muslim mediation are
very di�erent from those of a secular
court. Many of Britain’s 2m or so Muslims
come from socially conservative parts of
South Asia, such as rural Kashmir. The
practice of sharia-based family law both
re�ects and to an extent mitigates that con-
servatism. A network of sharia councils�
whose two main founders come from pur-
ist schools of Islam, the Deobandis and the
Sala�s�has o�ered rulings to thousands of
troubled families since the 1980s. Much of
their work involves women who have re-
ceived civil divorces but need an Islamic
one to remarry within their faith. The
councils can overrule a husband’s objec-
tions. Few would decry this. But the wom-
an may well also forfeit her mahr (mar-
riage settlement). Critics call that unfair.
They also complain that, when faced with
domestic violence, these councils merely
administer a scolding or prescribe an �an-

Sharia in the West

Whose law counts most? 

International

Finding an accommodation between Islamic law and Western legal codes is
di�cult. But there are some ways forward
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2 ger-management� course, rather than the
safe house and prosecution that the state-
run system should o�er.

Still, British sharia arbitrators may alle-
viate a peculiarly British woe. Some Mus-
lim Britons contract an Islamic marriage
(but not a civil one) and then fail to confer
on the bride the marriage settlement that
would be obligatory in say, Pakistan. If the
union sunders, such men then escape their
obligations under both English law and
Pakistani custom. The councils advise
against such deviousness.

A rival set-up, the Muslim Arbitration
Tribunals, now o�ers dispute resolution in
half a dozen British cities. Founded in 2007
by followers of the Barelvi school of South
Asian Islam, they are less strict than the
Deobandis. But when asked to divide up
an intestate’s assets, they follow Islamic
law, giving daughters half as much as sons.
The tribunals say they operate under the
Arbitration Act of 1996. That makes rulings
binding once both parties have given au-
thority to the arbitrator. 

In Canada legislation framed with sec-

ular arbitration in mind but used by reli-
gious courts is a hotter issue than in Britain.
In 2003 a Toronto lawyer, Syed Mumtaz
Ali, proclaimed an �Islamic Institute of
Civil Justice� and urged Muslims to use it.
The province of Ontario reacted in 2005 by
stripping religious tribunals (including
Jewish and Catholic ones) of legal force. It
also sti�ened rules on arbitrators’ quali�-
cations and record-keeping. Quebec tight-
ened its law too.

That has not stopped devout Canadian
Muslims from seeking religious guidance
on family and personal matters. As Harvey
Simmons, a York University professor,
wrote last month: �Because religious arbi-
tration now takes place mainly outside the
scrutiny of the Ontario courts, there is no
way to tell whether women are being
treated well or badly by informal religious
arbitration.�

In the United States both secular and re-
ligious arbitration are �rmly established,
operating under a Federal Arbitration Act
that gives robust standing to the procedure
but also allows the parties to counter-ap-

peal to ordinary courts on certain grounds
(though America’s church-state separation
stops courts hearing arguments about doc-
trine). Christian and Jewish arbitration is
well-organised. The Muslim variety is low-
er-key and less formal, but so far not (bar-
ring outbursts from tea-partistas like Ms
Angle) especially controversial.

The legal and political systems in conti-
nental Europe are most prescriptive and
leave little room for cultural exceptions, at
least in theory. But knotty issues of Islamic
family law have arisen in courts all over
Europe. Many residents of France and Ger-
many remain citizens of their native coun-
tries. Courts usually deal with foreign
passport-holders in the light of their home
countries’ law, while also upholding the
principle that outcomes must not violate
�public order� (ie, outrage local opinion).

One tricky issue is polygamy. French
law explicitly outlaws it, and denies sec-
ond wives the right to join their husbands
in France (though if a second wife dies, her
children are sometimes allowed to join
their French-based father). Another is a
form of divorce known as talaq in which a
man simply renounces his wife. That has
no standing in French or German law, but
when both parties to a failed marriage free-
ly testify that a talaq has taken place in
some Islamic country, European courts
have been forced to acknowledge the fact. 

When high legal principles clash with a
quite di�erent social reality, the results are
inevitably messy. Islamic rules on reli-
giously mixed marriages have harsh con-
sequences for many couples in Italy, for ex-
ample. Islam prohibits Muslim women
from marrying non-Muslim men (the re-
verse, however, does not apply). Italian
marriage rules require a woman from Al-
geria or Egypt, say, to obtain her embassy’s
consent, which is likely to be refused un-
less the would-be husband converts (or
�reverts�, in Islamic parlance).

In most parts of Europe migration has
made sharia a pressing issue. But in one
European region, by a quirk of history, a
community with deep local roots lives un-
der Islamic family law. This is northern
Greece, where a Muslim community of at
least 100,000 was allowed, under the 1923
Lausanne treaty, to retain cultural autono-
my, including widespread jurisdiction
over family matters for local muftis. 

Nothing stops a Greek Muslim from go-
ing to the state courts, but communal pres-
sure impels most people to settle family af-
fairs through the muftis. The community,
which is sensitive to perceived slights from
the state, would react badly to any change.
�People see sharia as their cultural right
and they would be angry if it was taken
away,� says Ali Huseyinoglu, a doctoral
student from northern Greece. �If Muslim
tribunals are starting in Britain, it would be
odd to abolish sharia in a place where it
has been applied since Ottoman times.� 7

Islam’s legal lexicon

How to speak sharia

LITERALLY the �path� or �path to wa-
ter�, sharia is a catch-all term for Is-

lamic codes covering everything from
social mores to crime. Based on the Koran
and the sayings attributed to Muham-
mad, as well as the work of ulema (Mus-
lim scholars), it is clear and strict in some
matters (such as family law) and �uid
and evolutionary in others (such as
commerce). It comprises �ve main
schools of interpretation (four Sunni and
one Shia). In Muslim lands sharia courts
are overseen by a kadi (judge) who will
have studied both �qh (legal interpreta-
tion) and how to apply qiyas (analogy).

Fiqh classi�es behaviour into one of
�ve categories: fard (mandatory), musta-
habb (advisable), mubah (neutral), mak-
ruh (inadvisable), and haraam (prohibit-
ed). Huddud refers to the corporal and
capital punishments that are laid down
in traditional Islamic law for certain
o�ences, including death by stoning for
adultery. However, fatwa (ruling or opin-
ion), contrary to popular opinion in the
West, refers to theological, not legal,
pronouncements in which one or more
scholars opine on some pressing issue
(the subjects of recent fatwas have ranged
from questions of personal hygiene to
the ethics of suicide-bombing).

Nikah (an Islamic marriage) usually
requires an imam to o�ciate and must
involve a mahr (marriage settlement)

conferred on the bride. It may end in a
Talaq: this usually means a unilateral
invocation of divorce by the husband.
Khula is a divorce granted by a judge at
the wife’s request. 

Ba�ing? Perhaps. In a well-worn
English legal anecdote a judge asks a
lawyer acting for a thief from Yorkshire:
�Is your client familiar with the principle
of Nemo dat quod non habet (nobody
gives away what he does not possess)?�
The apocryphal answer is: �Indeed,
m’lud, in Barnsley they speak of little
else.� Fewer lawyers know Latin now,
but in Yorkshire towns the relationship
between, say, mahr and talaq is increas-
ingly well understood.

Telling the fard from the fatwa

Those were the days, m’learned friend
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WOULD a referendum help or hinder
a peace deal between Palestinians

and Israelis? On October 10th a ministerial
committee, responding to pressure from
hawkish Israelis, approved a bill mandat-
ing such a vote. By approving it, Binyamin
Netanyahu, Israel’s prime minister, was
sending a signal to hardliners that land
would not be ceded without consent. But
doveish types moaned that he was erect-
ing new obstacles to a settlement, perhaps
deliberately. Real diehards grumbled that a
ballot might be a trick to bypass them.

That has sparked interest in the role of
referendums in disputed territories. A web
page on the subject maintained by
Queen’s University Belfast, reported a
surge of Middle Eastern visitors. They will
not have found a clear answer: such polls
may be a landmark on the road to peace or
a roadblock. The keys are the timing, the
question and the electorate.

In March 1992 whites in South Africa
gave a boost to the prospects for peaceful
change by endorsing (by 69% to 31%) the
�continuation of the reform process�. That
was a big moral victory for President F.W.
de Klerk and a blow to last-ditch defenders
of the system. Foes of apartheid loathed
the idea of a vote con�ned to one race, yet
they still hailed the news that whites were
willing to cede their monopoly on power.

In Northern Ireland, a power-sharing
deal between Protestants and Catholics
gained vital traction when it was endorsed
by a clear majority (71%) of the province’s
voters (and a huge majority in the Irish Re-
public) in 1998. But it was a closer-run thing
than the result suggests. The peace deal
was liked by virtually all Catholics but
only about half of the Protestants. Sepa-
rate votes for each community might have
produced blockage on the Unionist side.

A thoroughly rigged poll can bring a

perverse outcome. In 1994 the breakaway
Bosnian-Serb state called a referendum on
a deal that most other parties (including
Serbia itself) accepted. The electorate,
cleansed of its non-Serb members, pro-
duced a 90% �no� vote. But outsiders then
dismissed the result as illegal.

Even in more normal conditions a poll
where the authorities are rooting for a �no�
is hardly likely to succeed. One such case
was the April 2004 ballot in Cyprus on a
UN-backed peace plan. Whereas 65% of
Turkish-Cypriots in the island’s north vot-
ed �yes�, the 9,000-page plan was rejected
by 75% of Greek-Cypriots on the strong ad-
vice of their president, Tassos Papadopou-

los. A better idea, perhaps, would have
been to ask both communities if they still
accepted the idea of a �bizonal, bicommu-
nal federation� on which all talks about
Cyprus have been based since the late
1970s. If the answer was �yes�, politicians
might have been put under more pressure
to hammer out the details. 

What lessons should Israelis and Pales-
tinians draw from this? A vote on the prin-
ciple of a two-state solution (which might
still elicit a �yes� from both sides) may be a
better prospect than submitting any pre-
cise land swap to popular scrutiny. Produc-
ing mandates for negotiators is one thing.
Swallowing the results is quite another. 7

When referendums work

Vox pops

BELFAST

A referendum can seal a peace deal. Or
shatter it

Law, politics and internet addresses

tough.ly/treated

PHYSICAL investment in Libya would
merit much due diligence. On the

internet, this is not yet standard. The
woes of vb.ly, a website that used Libya’s
.ly domain name, highlight a neglected
problem for web businesses and users.

Web page addresses have to be both
lengthy (key words help search-engine
rankings) and terse (to be snappy and
memorable, and to �t on Twitter). That
has created a business: services that
shorten long links. Most such �rms shun
the well-used �.com� and �.net� su�xes,
and seek catchy domains instead (see
table). Libya’s su�x allows such catchy
names as �unlike.ly�. The most successful
domain-shortening service, bit.ly, got 1.5
billion clicks last week. It makes money
from customised link-shortening ser-
vices for other �rms and from mining the
data about links that users create.

Shortening has its critics. It can slow
down the web. Spammers use shortened
addresses to dupe internet users into
clicking on infected or bogus sites. And
then there are issues with regulators.

In early October, just as bit.ly raised
$9m in new capital, Libya’s regulator for

internet addresses blocked another site,
vb.ly. This is named after one of its foun-
ders, a writer on sexual matters called
Violet Blue. Its main feature is that it does
not �lter out, or post warnings to, links
with adult content. After tolerating the
service for 13 months the Libyan regu-
lator, nic.ly, now argues that vb.ly vio-
lates a local prohibition on pornography.
The regulator says this exceptional step
was taken only when vb.ly did not re-
spond to inquiries (vb.ly denies this). It
has also jinxed other businesses by
reserving all domains of four letters or
fewer for locals.

Libya’s move is not just bad news for
those who have used vb.ly for their
online porn collections. It raises bigger
issues about protection from local regu-
lators in ill-run and distant countries.
Bit.ly also o�ers users an alternative
called j.mp, the domain of the Northern
Mariana Islands, which come under
American law. Shortened links may be
important bits of intellectual property. As
well as random mixes of letters and
numbers, they can also have useful titles
such as this one: econ.st/vblywoes.

Shortened web links are convenient, but they come at a price

Short but not sweet

Sources: Internet Assigned Numbers
Authority; Heritage Foundation

*2010 Index of Economic Freedom    †Denmark, which has ultimate sovereignty over
Greenland, comes 9th    ‡Ranked 180th in the World Bank “Doing Business 2010” report

Handy suffixes, selected
   Safety  
Country  Domain Examples ranking*

Colombia .co kro.co (”small snail” in Indonesian), e.co 58

Greenland .gl goo.gl (Google’s link shortener, often standing for “good luck”)  na
†

Laos .la amand.la (”power” in Zulu), cest.la (“it’s there” in French) 138

Libya .ly bit.ly, ow.ly (name shortening services) 173

Montenegro .me fb.me (Facebook’s link shortener), despicable.me (a film title) 68

São Tomé and Príncipe .st econ.st (The Economist’s shortening service)  na
‡

Switzerland .ch fals.ch (”wrong” in German), koestli.ch (“delicious”) 6

Tonga .to go.to, pogledaj.to (”look at that” in Croatian and Serbian) 127
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NUCLEAR power should be hot. It emits
virtually no carbon dioxide. It re-

quires no costly imports of oil from coun-
tries that breed terrorists. Even greens
don’t hate it as much as they used to.
What’s for a politician not to like? 

Five years ago, George Bush became the
�rst American president to visit a nuclear-
power plant in 30 years. In 2007 Congress
voted to fund a federal loan guarantee for
the construction of new ones. In January
Barack Obama embraced his predeces-
sor’s vision, pledging to build a �new gen-
eration of safe, clean nuclear-power
plants�. On February 1st he followed that
up in his proposed budget for 2011 by tri-
pling to $54 billion the value of loans for
new nuclear plants the government is of-
fering to guarantee.

Yet America’s much-predicted nuclear
renaissance has yet to occur. On October
8th Constellation Energy, a power com-
pany, gave up trying to persuade the gov-
ernment to reduce its proposed fee for a
loan guarantee for a planned nuclear plant
on Chesapeake Bay. The government’s
price �would clearly destroy�the eco-
nomics of any nuclear project,� grumbled
the �rm. Experts now predict that the pro-
ject, a joint venture with EDF, a French
state-controlled electricity giant, will die.

The Nuclear Energy Institute (NEI), a
trade association, blames the breakdown
of negotiations with Constellation on �a ri-

diculous formulaic approach� by the
White House O�ce of Management and
Budget, which considered the Chesapeake
Bay plant a very risky project. Despite this,
the NEI sees �no evidence of a lack of com-
mitment by the administration�. Others
are not so sure. Some suspect that Mr
Obama’s earlier nuke-boosting was a ploy
to win Republican support (which never
materialised) for a climate bill.

Constellation’s decision is the latest in a
series of blows to the industry. After Con-
gress agreed in 2007 to fund loan guaran-
tees, some 28 applications were �led to
build new nuclear plants. America is the
world’s largest producer of nuclear energy,
but has not approved a single new plant
since a scary (but non-lethal) nuclear acci-
dent at Three Mile Island in 1979. (The 50 or
so plants that have opened since then al-
ready had regulatory approval; plans for
dozens more were cancelled.) 

The economic slowdown has reduced
electricity consumption, which remains
below the peak it reached in 2007. At the
same time, there has been a sharp increase
in the supply of non-nuclear electricity
(gas, coal and wind) from plants built to
meet a wrongly predicted spike in de-
mand. Gas prices, which a few years ago
were high enough to make power �rms
consider the nuclear option, are now much
lower. Pessimism about the economy
makes corporate America reluctant to un-

dertake long-term capital investments.
None of this bodes well for nuclear power. 

To make matters worse, America has
failed to adopt a coherent energy policy, let
alone one that imposes a price on carbon.
Everyone in the energy business believes
that carbon-pricing will come, but when? It
costs perhaps $9 billion to build a nuclear
plant, and can take a decade (allowing
maybe four years to get approval). With so
much regulatory uncertainty, that is too big
a bet for private investors�especially since
projects of this kind often cost more than
expected. Several plans to build nuclear
plants have been shelved. Earlier this year
Exelon, another power �rm, suspended
plans for a twin reactor in Texas (though it
continues to seek regulatory approval, in
case the economics improve).

Homer Simpson’s job is at risk
Currently, just two nuclear plants are un-
der construction in America, neither yet
with full regulatory approval. One is being
built near Waynesboro, Georgia, by South-
ern Company. It may have to wait a year or
more for �nal regulatory approval, though
at least it did agree on terms for a govern-
ment loan guarantee in June. The other
plant is being built in South Carolina, by
Scana, which is competing for a loan guar-
antee with NRG Energy, which has plans to
build in Texas. 

It remains to be seen how EDF will re-
spond to Constellation’s withdrawal. The
�rm says it is �extremely disappointed�
that its former partner has �unilaterally�
decided to give up. It claims to have been
�at the �nish line with the Department of
Energy� and �making signi�cant pro-
gress�. There is speculation that EDF will
go ahead even without the guarantee, sim-
ply to remain in the American market and
thus keep its global ambitions alive. 

Nuclear power in America

Constellation’s cancellation

For daily analysis and debate on business and
our weekly �Money talks� podcast, visit

Economist.com/business-�nance 
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America’s nuclear renaissance is mighty slow in coming
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Unless the formula for calculating the
fees for a loan guarantee is changed, it
seems unlikely that any new plants will
qualify, at a fee they can a�ord, in states
that have deregulated their energy mar-
kets. Southern Company’s plant in Geor-
gia got an a�ordable loan guarantee be-
cause Georgia’s regulated system makes it
feasible to sign long-term supply contracts.
This means that Southern Company has a
good idea, in advance, of how much mon-
ey it will earn from generating electricity.
This is much harder in deregulated states. 

Not everyone is downcast. �I have been
saying for years that the conditions were
not in place for a nuclear renaissance�and
the �nancial crisis has moved the point at
which they are �ve years to the right,� says
Danny Roderick, the global head of nuc-
lear-plant projects for GE Hitachi Nuclear
Energy. But this is actually an opportunity
for the industry to get its plant designs
right, so that when conditions improve,
work can begin at a gallop. Despite huge re-
cent improvements in plant e�ciency and
safety, �even if the renaissance had hap-
pened, and we had 100 orders today, there
is not a single design that could get a li-
cence issued. But nuclear is not a sprint; it’s
a marathon,� says Mr Roderick. 

Until the summer, the consensus was
that four to eight new nuclear plants
would come on stream in America be-
tween 2016 and 2018. Now, no one will be
shocked if it is only two by 2020. After that,
who knows? Meanwhile, other parts of
the world are rushing to go nuclear. Some
55 plants are under construction. More
than 20 are in China, which is forecast to
surpass America and have the most nuc-
lear reactors around 2030. 7

EUROPE’S green power generators have
�lled the continent’s windy places with

turbines. They have not, however, inspired
its stockmarkets. Shares in Spain’s Iber-
drola Renovables, the largest wind-farm
operator in the world, have halved in price
since the �rm was �oated in late 2007, and
much the same is true for Portugal’s EDP

Renováveis, after an initial public o�ering
(IPO) in 2008. 

Enel Green Power hopes it can buck the
trend. The �rm is a spin-o� from Enel, Ita-
ly’s partially privatised electricity utility. In
what will probably be the biggest IPO of
the year on the European markets (the new
company will be listed in Milan and Ma-

drid), Enel will o�er for sale around 30% of
its renewables business on October 18th.
The aim is to raise at least �3 billion ($4.2
billion) to reduce Enel’s debt. The attrac-
tion to investors, the company says, is that
unlike its competitors Enel Green Power is
about more than just wind. 

Italy led the world in developing geo-
thermal power, and Enel Green Power has
about 0.7 gigawatts (GW) of geothermal
capacity in its home country. It also has
about 2.5GW of hydropower in Italy and
elsewhere. These tried and true forms of
green generation have a high and stable
�load factor��the proportion of the no-
tional capacity which is actually utilised.
In 2009 Enel Green Power produced al-
most as much electricity from its 5.7GW of
installed capacity as Iberdrola did from its
10.8GW of mostly wind. 

Established capacity with high load fac-
tors means that Enel Green Power is less
vulnerable to changes in subsidy regimes
than companies built entirely on wind. It
also provides a strong cash�ow. The com-
pany intends to splash out �5.2 billion in
capital expenditure over the next four
years, �nanced from its cash�ow, aiming at
9.2GW of capacity in 2014.

As well as making electricity in an in-
creasing number of ways, Enel Green Pow-
er also makes it in many places. It has de-
veloped fewer projects in North America
than its European peers (it has only 14% of
its capacity there, as opposed to 33% for
Iberdrola and 39% for EDF Energies Nou-
velles). But it has hydro and wind busi-
nesses in Latin America, too. Francesco
Starace, Enel Green Power’s chief execu-
tive, says the company’s broad technologi-
cal and geographical interests allow it to
pick the best opportunities in any market
that it enters. Working on hydro projects in
Brazil alerted it to the existence of some
particularly good wind resources, he says;
setting up wind projects in Chile has led to
an interest in exploring an exciting geo-
thermal �eld there. 

Despite its distinctive breadth, though,
and some intriguing ambitions (unusually
for a utility, it is getting into the manufac-
ture of solar cells, in a joint venture with
Sharp and STMicroelectronics), Enel
Green Power’s near-term plans are similar

to those of the rest of the industry: new
wind turbines. �In the medium term, a re-
newables business depends on adding ca-
pacity to sustain growth,� argues Bobby
Chada of Morgan Stanley. Adding hydro in
mature markets is hard. Geothermal is of-
ten site-speci�c and expensive to get start-
ed. So for now Enel Green Power will
mostly be putting up windmills.

It thus faces the same uncertainties as
its competitors. Will America require the
use of more renewable energy? (Not be-
fore the election, that’s for sure.) Will Spain
and Portugal cut subsidies? Enel Green
Power’s established high-load-capacity as-
sets make it more vulnerable to changes in
the price of electricity in Italy, which could
be a worry. The �rm’s breadth allows it to
spread its bets and seize opportunities. But
it won’t lift it into a di�erent league. 7

Renewable electricity

Not just wind

Enel Green Power comes to market with
an unusually broad technological base 

Enel’s eggs are in many baskets

Source: Company reports
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FOR decades vaccines were a neglected
corner of the drugs business, with old

technology, little investment and abysmal
pro�t margins. Many �rms sold their vac-
cine divisions to concentrate on more prof-
itable drugs. This troubled public-health
experts because vaccines are a highly e�ec-
tive way of dealing with diseases.

Happily, a renaissance is under way.
Global vaccine sales vaulted from $8.9 bil-
lion in 2005 to $22.2 billion last year. Insur-
ers and governments in the rich world
have started to pay higher prices: �rms
making new vaccines against pneumo-
coccal disease or the human papilloma vi-
rus are getting $100 or more per dose. Peter
Hotez of the Sabin Vaccine Institute says
there is more interest in making vaccines
for the poor too, thanks to rich donors.

Recent deals augur well. Johnson &
Johnson (J&J), an American drugs giant,
has o�ered $2.4 billion for most of the
shares it does not yet control in Crucell, a
Dutch vaccine �rm. Last year, J&J spent $1.5
billion buying part of Ireland’s Elan, which
is developing a vaccine for Alzheimer’s. 

Crucell is working on a �universal� in-
�uenza vaccine, which might eliminate
seasonal �u jabs. At present an annual
scramble to develop suitable vaccines
starts as the most potent current strains are
identi�ed. But the production methods are 

Vaccines

A smarter jab

NEW YORK

Big drugs companies see a bright future
for vaccines

Award: Ludwig Siegele, one of our technology
correspondents, has won the 2010 Olin Corporate
Strategy Prize from the Olin Business School for his
article �The world according to Chambers�, a pro�le of
Cisco Systems.



INVESTMENTS  •  PLANNING  •  RETIREMENT

With you when you want an advisor fully invested in you 

Investment and Insurance Products: • NOT FDIC-Insured • NO Bank Guarantee • MAY Lose Value

SON’S MEDICAL SCHOOL

TRIP TO PARIS

VOLUNTEER

REMODEL KITCHEN

TIME WITH GRANDSON

RUN A MARATHON

It’s time a Financial Advisor took into account your complete financial situation. Our Financial Advisors

understand that getting you to your dreams requires a more personal approach. They know building a

relationship makes a difference. Your Financial Advisor will sit down and take the time to understand your

needs before helping you create a strategy to get you to your dreams. They’ll look at your entire financial

picture, including money you’ve invested elsewhere. With more than 125 years of investment experience,

Wells Fargo Advisors offers more than just knowledge and insight. We offer vision. To learn more, visit

wellsfargoadvisors.com or call 1-866-927-0812.

Wells Fargo Advisors is the trade name used by two separate registered broker-dealers: Wells Fargo Advisors, LLC and Wells Fargo Advisors Financial 

Network, LLC, members SIPC, non-bank affiliates of Wells Fargo & Company. © 2010 Wells Fargo Advisors, LLC. All rights reserved. 0910-3323A



78 Business The Economist October 16th 2010

2

1

cumbersome: typically, growing viruses in
hundreds of millions of hens’ eggs.

Novartis, a big Swiss drugmaker, has in-
vested in production facilities in America
that use cell culture, rather than hens’ eggs,
to develop the jabs. It has also teamed up
with Synthetic Genomics Vaccines, a
young American �rm, to develop a variety
of �seed� viruses. These could provide a
three-month head start in making season-

al �u vaccines. 
Other innovations look promising. Jo-

seph Kim of Inovio, an American start-up,
says his �rm has devised a DNA-based
method to produce a universal �u vaccine.
This has done well enough in early trials to
win a grant from the American govern-
ment. Researchers are also working on
needle-less vaccines and jabs against non-
infectious diseases such as certain cancers.

On October 13th a study published in Sci-

ence Translational Medicine revealed that
early-stage trials show a new tuberculosis
vaccine may work against drug-resistant
strains of that killer disease.

Yet vaccines are an inherently risky
business. They are usually given to healthy
people who, if they later fall sick, may
blame the jab. This creates fertile ground
for fearmongers. The absurd rumour that
the polio vaccine is a Western plot to steril-
ise Muslims has stopped many Nigerians
from inoculating their children. In Britain a
doctor was banned from practising after
falsely claiming that the triple vaccine
used against measles, mumps and rubella
might cause autism. This caused panic.

Lawsuits are another problem. Ameri-
ca’s Congress passed a law in 1986 which
bars ordinary suits against manufacturers
if an injury or death caused by a vaccina-
tion was �unavoidable�. This week the Su-
preme Court was reviewing a case that
may overturn that law. If it does, a �ood of
litigation could bring the vaccine renais-
sance to a swift end. 7

Business in Iraq

Of bribes, bullets and bargains

IRAN is a hard place to do business
because of sanctions. Iraq, its neigh-

bour, is a hard place to do business be-
cause of everything else (see chart). Yet
some �rms in Iraq are notching up dou-
ble-digit growth. The country has �the
best prospects for oil in the world,� says
Sara Akbar, chief executive of Kuwait
Energy. It claims the world’s second-
largest reserves, yet its wells are woefully
underdeveloped. After years of war and
a trade embargo that ended in 2003, the
country is crying out for investment in
just about everything. 

A slew of oil contracts was signed last
year; more will follow. Construction is
booming, thanks to government con-
tracts, though funds often go missing.
Mobile-phone penetration is surging,
though that is partly because you need
three di�erent phones to ensure coverage
throughout Baghdad. Emad Makiya, the
boss of Zain Iraq, a telecoms �rm, com-
plains that the armed forces sometimes
jam frequencies. 

Consumer goods are pouring in.
Iraqis crave Western brands they could
not buy during the embargo, an era nick-
named �the Chinese years� for all the
cheap Asian goods on the shelves. 

Almost every industry needs mo-
dernising, from health care to tourism
(probably more than 1m Iranians visit
Iraq’s holy sites each year). A few bold
investors are tiptoeing in. Bartle Bull, a
banker, sees a chance to pay �rock-bot-
tom� prices for a piece of �one of the
richest economies in the world.�

Investments that bring know-how
would be useful. But that would require
more skilled foreigners to move to a
country whose own engineers and doc-
tors have �ed in droves. Few are tempted.
Iraqi businessmen gripe that CNN exag-
gerates the violence in their country, but
it is real enough. Large investors such as
General Electric, Lafarge and Arcelor
Mittal have so far clustered in the Kurdish
north, a semi-autonomous region that is
safer, more open and has better hotels. A
Kurdish businessman sco�s that the
state-owned hotels in Baghdad �haven’t
been refurbished�since Saddam’s time.� 

Corruption is another woe. Iraq was
�fth from the bottom of Transparency
International’s corruption-perceptions
index last year. One Gulf businessman
told your correspondent that he gave up
on a deal in Iraq after nine di�erent o�-
cials came to ask him for bribes.

MANAMA 

Brave investors see rewards amid the debris

Big risks, big rewards?

Source: Economist
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NO PATENT law existed in China until
1985, and the country has a deserved

reputation for trampling on intellectual-
property rights. But that could be changing.
Anxious to promote domestic innovation,
the Chinese government has created an
ecosystem of incentives for its people to
�le patents. 

Professors who do so are more likely to
win tenure. Workers and students who �le
patents are more likely to earn a hukou (res-
idence permit) to live in a desirable city. For
some patents the government pays cash
bonuses; for others it covers the substan-
tial cost of �ling. Corporate income tax can
be cut from 25% to 15% for �rms that �le
many patents. They are also more likely to
win lucrative government contracts. Many
companies therefore o�er incentives to
their employees to come up with patent-
able ideas. Huawei, a telecoms-equipment
manufacturer that craves both govern-
ment contracts and global recognition,
pays patent-related bonuses of 10,000-
100,000 yuan ($1,500-15,000). 

Innovation in China

Patents, yes; ideas,
maybe

Hong Kong

Chinese �rms are �ling lots of patents.
How many represent good ideas? 

Corrections: In �Dough Rising� (October 9th) we said
that the Panera Cares restaurant in St Louis serves
4,000 customers a day. That is in fact the weekly total. 
Also in last week’s issue, in �Drive my car�, we said that
Hertz’s shareholders voted against its bid for Dollar
Thrifty. In fact it was Dollar Thrifty’s shareholders who
voted against the bid. Sorry on both counts. 
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2 Such incentives produce results. In
2008 Huawei �led more international pat-
ents than any other �rm in the world. Chi-
na’s overall patent �lings grew by 26% a
year between 2003 and 2009, says a new
report from Thomson Reuters, an informa-
tion service. Growth was much slower
elsewhere: 6% in America, 5% in South Ko-
rea, 4% in Europe and 1% in Japan.

Extrapolating, Thomson Reuters con-
cludes that China will become the world’s
largest publisher of patents next year.
Straight-line projections are not always re-
liable. But Dave Brown, president of the in-
tellectual-property division at Thomson
Reuters, says he is con�dent that this is in-
deed the way things are going. If China be-
comes the world’s top patent-generator,
the world’s press will go wild. 

Yet there are reasons for scepticism. The
bureaucrats in Chinese patent o�ces are
paid more if they approve more patents,
say local lawyers. That must tempt them to
say yes to ideas of dubious originality. And
the generosity of China’s incentives for
patent-�ling may make it worthwhile for
companies and individuals to patent even
worthless ideas. �Patents are easy to �le,�
says Tony Chen, a patent attorney with
Jones Day in Shanghai, �but gems are hard
to �nd in a mountain of junk.�

A cottage industry has sprung up to pro-
duce patents of suspect value. On Taobao,
the Chinese eBay, patent writers and �lers
advertise their services for as little as 700
yuan for individuals or 2,000 yuan for cor-
porations. Most of these patents are proba-
bly �led with the expectation that they
will be ignored. 

Some of this �im�am is captured by
Thomson Reuters, which distinguishes be-
tween �invention patents�, which require
an examination to see if an idea is really
novel, and �utility-model patents�, which
may be registered without an inspection
and which confer lesser rights: only ten
years of protection rather than 20. In recent
years the number of utility-model patents
has been growing particularly fast in Chi-
na, and now equals the number of inven-
tion patents. Only a �fth of professionals
working with patents surveyed by Thom-
son Reuters believed that Chinese patents
were of high quality, a lower proportion
than in any other region in the study.

Yet despite all this, it is clear that China
really is growing more innovative. And the
fact that the government now takes intel-
lectual property seriously can only help. In
the past year a German company has won
a settlement of $3m in Beijing for infringe-
ment of its design for a bus, a British com-
pany has sued successfully over the heat-
ing element of a kettle and a �rm from
Wuhan has won $7m in a case against a
company from Fujian and its Japanese
supplier over the use of a process to clean
sulphur. If ideas are protected, Chinese
people will produce more of them. 7

�WE WON’T let up,� insisted Bob Mc-
Donald, the boss of Procter &

Gamble (P&G), at the annual shareholder
meeting of the world’s biggest consumer-
goods �rm on October 12th. He promised
that P&G was still on track to have 5 billion
customers by 2015. But it is a struggle for the
maker of Pampers nappies and Fairy
washing-up liquid. �Many of the econo-
mies in which we operate are still recover-
ing from recession,� Mr McDonald admits.

P&G and its archrival Unilever, another
global consumer-goods �rm, had a grim
time last year: pro�ts plummeted. This
year has been only slightly better. Econo-
mies are still ailing, and the cost of raw ma-
terials is climbing.

But there is something else happening,
too. Basic consumer goods were long as-
sumed to be more or less recession-proof.
Shoppers may not be able to a�ord Dior
dresses or Cartier watches, went the argu-
ment, but they still need loo paper and de-
tergent. Yet people are �nding ways to save
money even on daily necessities. 

They are shopping less and with more
purpose. Some people deliberately pick up
a basket rather than collect a trolley in su-
permarkets, to prevent themselves from
buying too much. Some buy smaller pack-
ets, which are cheaper, or huge ones,
which are better value. Many make do
without air fresheners, hair conditioner
and other fripperies once deemed essen-
tial. Many scour the internet for special
deals. According to PwC, a consultancy,
93% of shoppers say they have changed
their behaviour as a result of the economic

downturn.
Many have traded down from name-

brand to store-brand products. Alarmingly
for, say, Kellogg’s or Heinz, lots have discov-
ered that Tesco’s corn�akes and Wal-
Mart’s baked beans taste no worse. A sur-
vey of 2,500 American households by
Consumer Edge Research found that su-
permarkets’ own labels have become in-
creasingly popular, especially for staples
such as milk, peanut butter, bottled water
and cooking oil. Trading down is most
common among households with an in-
come of more than $100,000 a year.
(Poorer people bought fewer posh brands
in the �rst place.) Store-brand goods are es-
pecially popular in Spain, the Netherlands
and Germany (see chart). 

Consumers are also trading down from
one name-brand to another: for example,
from Lindt chocolates to Cadbury’s. Some
18% of packaged-goods buyers switched
from a premium brand to a cheaper one
during the recession, according to McKin-
sey, another consultancy. Most said they
found that the pricier brand �was not
worth the money�. 

Terri�ed consumer-goods �rms have
cut costs and slashed prices. P&G launched
a less expensive �basic� version of its Tide
brand of washing powder, but then with-
drew it because it was too popular. Many
�rms are pushing �three for the price of
two� deals and the like. Some see opportu-
nities amid the gloom. As people eat out
less, Kraft Foods, an American �rm, sells
more macaroni and cheese and other
ready-made meals. As hedonists cut back
on spas and beauty salons, P&G sells more
beauty products to be applied at home.

Companies with a strong presence in
emerging economies have the rosiest pros-
pects. Shoppers in China and Brazil are
trading up to foreign brands, making up for
some of the new frugality in the West. Mr
McDonald tries to sound cheery. In 173
years, P&G has survived many recessions.
No doubt, but what if this one teaches con-
sumers that supermarket brands are just as
good and, when the economy recovers,
they spend their extra cash on holidays or
college fees instead? 7

Consumer goods

Basket cases

The recession has changed people’s
shopping habits

Shop until you stop

The cheaper stuff is just as good

Source: SymphonyIRI Group

Store-brand consumer packaged goods 
April 2010, % of total revenue

0 10 20 30 40

Spain

Netherlands

Germany

Britain

France

United States

Italy

Greece



A
tt

o
rn

e
y

 A
d

v
e

rt
is

in
g

  
 ©

 2
0

1
0

 B
in

g
h

a
m

 M
c

C
u

tc
h

e
n

 L
L

P
  

O
n

e
 F

e
d

e
ra

l 
S

tr
e

e
t,

 B
o

s
to

n
 M

A
 0

2
1

1
0

  
T

. 
6

1
7

.9
5

1
.8

0
0

0
  

P
ri

o
r 

re
s

u
lt

s
 d

o
 n

o
t 

g
u

a
ra

n
te

e
 a

 s
im

il
a

r 
o

u
tc

o
m

e
. 

bingham.com

The tougher the deal, the more we enjoy it.
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Gymboree

Bain’s baby bet

PRIVATE-EQUITY barons don’t usually
go shopping for baby blankets and

bibs. But on October 11th Bain Capital, a
buy-out �rm, announced that it would
purchase the Gymboree Corporation for
$1.8 billion. The deal is the largest buy-out
so far this year in the beleaguered retail
industry, according to Dealogic, a re-
search �rm. Why the interest?

Gymboree sells children’s clothes and
operates centres where children can play
noisy games on brightly coloured soft
mats. It has performed reasonably well
despite the recession: annual sales have
stayed �at for the past two years, at
around $1billion. Children’s clothes are
recession-resistant. Parents hate to see
kids do without. Also, rugrats grow an-
noyingly fast, and often need new shoes.

But there is more to Bain’s bet than
this. Peter Francese, a demographer at
Ogilvy & Mather, an advertising agency,

describes it as �a pure demographic
play�. It is a counterintuitive one: the
birth rate in America has dipped to its
lowest point in at least a century. Young
couples are putting o� having babies
because they doubt they can a�ord it. 

But the chances are that they still want
children. Once the economy improves,
the people who put o� parenthood will
get down to it. Mr Francese projects that
in 2014 there will be 4.4m births, a record
high. �That’s a lot of demand for Gymbo-
ree’s products,� he says. What’s more, the
women who give birth to these post-
recession babies will be better educated
than any previous generation of moth-
ers, and slightly older too. Many will earn
enough to splurge on pricey accoutre-
ments for their o�spring.

And don’t forget the grandparents.
America’s overall population is expected
to grow by less than 1% a year for the next
few years, but the number of people aged
65 to 74 will grow at a rate of 5%. Boomer
grandparents will spoil their children’s
children as eagerly as they once spoiled
themselves.

Gymboree will not be the only retail-
er to bene�t. Firms that sell car seats,
nappies, baby food, toys and cradles will
all pro�t from a post-recession baby
boomlet, if it occurs. If not, there are
always emerging markets, such as Brazil.
Gymboree already operates play and
music centres in 30 countries outside
America, and hopes to use them to raise
brand awareness and �og some togs for
tots. In April, Bain and TPG, another
private-equity �rm, bought a stake in
Lilliput Kidswear, a children’s apparel
company in India. With a booming pop-
ulation there, it’s unlikely they will have
to su�er many growing pains.

New York

A baby bust may be the best time to buy �rms that sell kids’ stu� 

So long. Mum and Dad are o� to the pub

THESE are tough times for bean-coun-
ters. Recent revenue �gures for two of

the big four accountancy �rms show small
declines. Their auditing and tax-advice
businesses are stagnant. But consulting is
buoyant. PWC’s consulting revenues, an-
nounced on October 4th, rose 7.9% be-
tween 2009 and 2010. Deloitte Touche Toh-
matsu’s grew by 14.9%. Ernst & Young’s
grew by a more modest 2%, but the trend is
clear. For the big four�which also include
KPMG�consulting now generates be-
tween a sixth and a third of global revenue,
and this �gure is growing. 

Some people �nd this worrying. In
America, accountants are barred from pro-
viding most non-audit services to �rms
they audit. (This rule was introduced after
the collapse of Enron, whose auditor, Ar-
thur Andersen, was thought to have gone
easy on the crooked energy �rm to protect
its lucrative business advising it.) In other
countries, however, the rules are less strict.

In Britain, �rms may perform �internal
audit� for a company�which involves giv-
ing some advice�while also performing its
traditional external audit. KPMG, for ex-
ample, last year won the race to provide
both services to Rentokil, a British pest-
control �rm. Such an arrangement would
be illegal in America. 

Some academics argue that doing an in-
ternal audit makes an auditor more knowl-
edgeable about a client, and therefore a
better external auditor. The head of the In-
stitute of Internal Auditors, a global indus-
try body, disagrees: he says that it has the
�potential to cause serious con�icts of in-
terest�. KPMG insists it can keep the two
functions suitably distant from each other.
For PWC (formerly Pricewaterhouse-
Coopers) in Britain, consulting is nearly as
big (£804m) as audit (£893m). Some 16% of
the �rm’s revenue comes from providing
non-audit services to audit clients. 

Britain’s Audit Inspection Unit (AIU)
says that the major �rms �have policies
and procedures in place to support audit
quality��but that improvements are need-
ed. In a report in 2009, the AIU made sever-
al complaints: Deloitte’s audit directors re-
ferred to their cross-selling work when
discussing promotions; PWC stressed
�business growth� when handing out bo-
nuses for auditors; Ernst & Young’s sta� at-
tached their sales �gures to their submis-
sions for annual review. In the AIU’s
annual report this year, it found that �rms
had generally taken its criticisms to heart.

But it lamented �incomplete identi�cation
of the nature and extent of the threats to in-
dependence and objectivity�. The Euro-
pean Union, in a new �green paper� issued
on October 13th, also fretted about auditor
independence. Some countries favour
continent-wide regulation of the industry. 

Steve Harris, a board member of Amer-
ica’s Public Company Accounting Over-
sight Board (PCAOB), gave warning in a re-
cent speech that �it is critically important
that the profession not regress� to compro-
mising its independence. When asked if he
has found any violations, the PCAOB’s
head of audit, Marty Bauman, says guard-
edly: �We have not publicly reported sig-
ni�cant matters pertaining to indepen-

dence recently.� By law, the PCAOB is
barred from making disciplinary proceed-
ings public until they have concluded.

An audit is supposed to be a cold-eyed
outsider’s look at a company’s �nances.
For an auditor to provide its client even
with tax advice or reviews of internal con-
trols (which are both permitted under
American law) involves a closeness that
makes some observers nervous. If there
really is synergy between providing these
services and an audit, there is cause for
concern about the auditor’s indepen-
dence. If, however, �Chinese walls� suc-
cessfully separate audit and everything
else, then the case for getting everything
from one �rm shrinks. 7

Accountancy �rms

A con�ict of
interest?

New York

A question of holding the accountants
to account



WHY buy when you can rent? This simple question is the
foundation stone of a growing number of businesses. Why

buy a car (and pay for parking) when you can rent one whenever
you need to load up at IKEA? Why buy a bike (and risk having it
stolen) when you can pick one up at a bike rack near your home
and drop it o� at another rack near your o�ce? Why buy a DVD

when you can watch it and return it in a convenient envelope? 
Renting is not a new business, of course. Hotel chains and car-

hire �rms have been around for ages, and the world’s oldest pro-
fession, one might argue, involves renting. But for most of the past
50 years renters have been conceding ground to owners. Laun-
dromats have been closing down as people buy their own wash-
ing machines. Home ownership was, until the �nancial crisis, ris-
ing nearly everywhere. Rental markets grew ossi�ed: hotels and
car-hire �rms barely changed their business models for decades.
All this is now changing dramatically, however, thanks to tech-
nology, austerity and greenery. 

The internet makes it easy to compare prices, which makes
rental cars and hotel rooms cheaper. It also allows new ways of
renting and sharing to thrive. For example, car-sharing is boom-
ing even as car sales languish. Zipcar, an American �rm, has
400,000 members who pay an annual fee and can then rent cars
by the hour. They log on to �nd out where the nearest Zipcar is
parked, and return it to one of many scattered parking bays rather
than a central location. Net�ix, a �lm-rental �rm, made $116m last
year by making it easy to hire movies by mail. Governments are
joining in: London is one of several cities that rent bikes to citi-
zens who take the trouble to �ll out a few forms. 

Trendy folk are applauding. �Sharing is clean, crisp, urbane,
postmodern,� says Mark Levine of the New York Times. �Owning
is dull, sel�sh, timid, backward.� (�Crisp�? Never mind.) The
sharing craze has spawned two new books: �What’s Mine is
Yours: The Rise of Collaborative Consumption�, by Rachel Bots-
man and Roo Rogers, and �The Mesh: Why the Future of Business
is Sharing�, by Lisa Gansky. The �rst book is much the better of
the two. But the second, written by an internet entrepreneur, con-
tains some valuable practical advice.

People are renting things they never used to rent, such as
clothes and toys. Bag Borrow or Steal, for example, applies the

Net�ix principle to posh handbags. The �rm boasts that it allows
women to avoid �the emotional and �nancial sacri�ces� of �the
endless search for the ‘right’ accessory.� Rent-That-Toy does the
same for trikes for tikes. TechShop, in Menlo Park, California,
rents tinkering space and equipment to amateur inventors.

Other pioneers of �collaborative consumption� have dis-
pensed with inventories and act purely as brokers. Some help
people sell their spare capacity in everything from parking
spaces to energy. CouchSur�ng connects people who have a
spare sofa with travellers who wish to sleep on it, on the tacit un-
derstanding that the travellers will do the same for someone else
in the network some day. There are 2.3m registered couchsurfers
in 79,000 cities worldwide. Other groups have created barter
economies. thredUP specialises in exchanging children’s clothes,
but also has exchanges for everything from make-up to video
games. Freecycle helps people give things away so that they do
not end up in land�lls: its website has 7.6m members. 

The moguls who run Zipcar may have di�erent motives from
the greens who run Freecycle, but they share the same faith: that
access often matters more than ownership, and that technology
will make sharing more and more e�cient. The internet has al-
ways been good at connecting buyers and sellers; GPS devices
and social networks are enhancing its power. GPS devices can
connect you to people around the corner who want to share
rides. Social networks are helping to lower one of the biggest bar-
riers to �collaborative consumption��trust. Couchsurfers, for ex-
ample, can see at a keystroke what others in the network think of
the stranger who wants to borrow their couch. If he is dirty or
creepy, they need not let him in.

People are growing impatient with �idle capacity� (ie, waste).
The average American spends 18% of his income on running a car
that is usually stationary. Half of American homes own an elec-
tric drill, but most people use it once and then forget it. If you are
green or broke, as many people are these days, this seems waste-
ful. Besides, �consumer philandering� sounds fun. �Today’s a
BMW day,� purrs Zipcar, �Or is it a Volvo day?�

New ways to show o�
Attitudes to conspicuous consumption are changing. Thorstein
Veblen, who coined the term, argued that people like to display
their status by owning lots of stu�. But many of today’s conspic-
uous consumers�particularly the young�achieve the same ef-
fect by virtual means. They boast about what they are doing (on
Twitter), what they are reading (Shelfari), what they are interest-
ed in (Digg) and whom they know (Facebook). Collaborative con-
sumption is an ideal signalling device for an economy based on
electronic brands and ever-changing fashions. 

There are obvious limitations to this new model. Few people,
besides tramps and journalists, will want to wear recycled un-
derpants. Returning Zipcars on time can be a hassle. But the shar-
ing stampede is nevertheless gathering pace. Zipcar has imitators
in more than a thousand cities. Every week sees the birth of a
business describing itself as the Net�ix of this or that. Collective
consumption is also disrupting established business models
based on built-in obsolescence. The internet may be synony-
mous with novelty, but by encouraging people to reuse the same
objects rather than buy new ones, it may revive the old virtue of
building products that last. 7

The business of sharing

What do you do when you are green, broke and connected? You share

Schumpeter

Economist.com/blogs/schumpeter
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THE organisers of this year’s annual
meetings of the International Mone-

tary Fund and World Bank, held in Wash-
ington, DC, on October 8th�10th, wanted
to jazz up what can often be tedious gather-
ings. There were fewer turgid o�cial
speeches, more snazzy seminars and even
an outdoor café for visiting nobs to chat in
the unseasonably warm weather. Unfor-
tunately, despite the sunshine and swish
surroundings, the meetings were depress-
ing, dominated by dark talk of global cur-
rency wars. 

Policymakers traded barbs about
whose actions harmed the world econ-
omy most. Rich countries, especially
America, focused on China’s unwilling-
ness to allow the yuan to rise (see next
story). Tim Geithner, the treasury secre-
tary, set the tone with a tough admonition
just before the gathering began. China’s
unwillingness to allow the yuan to rise, he
said, created a �dangerous dynamic� of
�competitive non-appreciation� in emerg-
ing economies. Excess accumulation of re-
serves, he added later, was leading to �seri-
ous distortions� in the world economy.

Nonsense, responded China’s o�cials.
The biggest distortion, they argued, came
from the rich world’s ultra-loose policies,
particularly the expectation that America’s
Federal Reserve would soon reactivate a
policy of �quantitative easing� (printing
money to buy government bonds). Such
massive liquidity creation, said Zhou Xiao-
chuan, the governor of China’s central
bank, would swamp emerging economies

end of September. By the end of 2011 the
IMF expects China’s stash to exceed $3 tril-
lion, and that of emerging economies as a
whole to be almost $6.8 trillion, more than
50% higher than before the �nancial crisis
(see chart). Pessimistic types painted a
dark future of trade wars and capital con-
trols. South Korean o�cials were especial-
ly glum, worried that the ongoing currency
row was going to overshadow the Seoul
summit of the G20 on November 11th. 

Look carefully, though, and much of to-
day’s gloom is as overdone as the military
metaphors that now pepper the currency
debate. The world is a long way from open
con�ict. Even in America, where anti-Chi-
na politics are most poisonous, trade retali-
ation is some way o�. So far both the scale
of capital in�ows to emerging economies
and the actions taken to counter them are
hardly out of the ordinary. Chile was try-
ing to deter short-term capital in�ows in
the early 1990s, for example. 

The furore about currency wars has
confounded several separate policy issues.
One is the scale of rebalancing that the
world economy requires, and the role of
exchange rates in that process. A second is-
sue concerns the spillovers from policy
choices, both within the rich world and be-
tween rich and emerging economies. A
third set of questions asks how emerging
economies, especially small open ones,
should best distinguish between a perma-
nent rise in capital in�ows and a tempo-
rary surge�and how they should deal
with such a surge. 

Managing currency tensions will re-
quire greater harmony on all these fronts.
Fortunately, for all the rhetorical barbs,
there are some signs of progress. In a little-
noticed comment during the weekend’s
meetings, Yi Gang, a deputy governor of
China’s central bank and head of the coun-
try’s foreign-exchange reserves, said that
China aimed to bring its current-account
surplus below 4% of GDP within 3-5 years. 

with destabilising capital in�ows.
O�cials from other emerging econo-

mies also fretted about the consequences
of the rich world’s policy choices. Several
argued against rapid �scal contraction,
since loose �scal policy had fewer
knock-on e�ects than loose monetary poli-
cy. Stanley Fischer, the governor of Israel’s
central bank, wondered why emerging
markets that didn’t have �nancial crises
should accept currency appreciation
forced on them by strong capital in�ows as
the rich world cleaned up its own mess. 

More academic types railed against the
madness of an international monetary
system in which global imbalances are set
to widen again and the pace of reserve ac-
cumulation is accelerating. Figures re-
leased on October 13th showed that Chi-
na’s reserves reached $2.6 trillion at the

Currency wars

Fumbling towards a truce

Finance and economics

Washington, dc

The �rst of three pieces on currency tensions looks at a possible path to peace

Foreign hoards

Source: IMF *Forecast
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In the hope of shifting the conversation
away from currencies, South Korean o�-
cials have been pushing the idea that G20

leaders embrace goals for current-account
surpluses and de�cits at the Seoul summit. 

Explicit current-account targets have
their shortcomings, not least that policy-
makers can in�uence them only indirectly.
Germany, which runs a bigger surplus
than China, is deeply opposed. But broad
agreement on the scale of global rebalanc-
ing required would be useful. So, too,
would a more systematic analysis of the
exchange-rate adjustments needed to get
there, as well as an assessment of the spill-
overs between countries’ policies. Quanti-

tative easing, for instance, need not work
only, or even mainly, through the exchange
rate: early in the Fed’s �rst bout of quantita-
tive easing, the dollar rose. The IMF’s bof-
�ns have been charged with providing just
such analysis. 

These innovations may sound small-
bore amid the drumbeat of war. But they
o�er a route to multilateral management
of the tensions. The process will not be
simple. The G20 summit in Seoul will not
produce a comprehensive global agree-
ment along the lines of the 1985 Plaza Ac-
cord. But if cool heads prevail, peacemak-
ing metaphors could yet become as
pervasive as today’s bellicose ones. 7

AWEAK currency, despite its appeal to
exporters and politicians, is no free

lunch. But it can provide a cheap one. In
China, for example, a McDonald’s Big Mac
costs just 14.5 yuan on average in Beijing
and Shenzhen, the equivalent of $2.18 at
market exchange rates. In America, in con-
trast, the same burger averages $3.71.

That makes China’s yuan one of the
most undervalued currencies in the Big
Mac index, our gratifyingly simple guide to
currency misalignments, updated this
week (see chart, next page). The index is
based on the idea of purchasing-power
parity, which says that a currency’s price
should re�ect the amount of goods and
services it can buy. Since 14.5 yuan can buy
as much burger as $3.71, a yuan should be
worth $0.26 on the foreign-exchange mar-
ket. In fact, it costs just $0.15, suggesting that
it is undervalued by about 40%.

The tensions caused by such misalign-
ments prompted Brazil’s �nance minister,
Guido Mantega, to complain last month
that his country was a potential casualty of
a �currency war�. Perhaps it was some-
thing he ate. In Brazil a Big Mac costs the
equivalent of $5.26, implying that the real
is now overvalued by 42%. The index also
suggests that the euro is overvalued by
about 29%. And the Swiss, who avoid most
wars, are in the thick of this one. Their
franc is the most expensive currency on
our list. The Japanese are so far the only
rich country to intervene directly in the
markets to weaken their currency. But ac-
cording to burgernomics, the yen is only
5% overvalued, not much of a casus belli.

If a currency war is in the o�ng, Ameri-
ca’s congressmen seem increasingly deter-
mined to arm themselves. A bill passed by
the House of Representatives last month
would treat undervalued currencies as an
illegal export subsidy and allow American
�rms to request countervailing tari�s. The
size of those tari�s would re�ect the scale
of the undervaluation.

How does the bill propose to calculate
this misalignment? It relies not on Big
Macs, but on the less digestible methods fa-
voured by the IMF. The fund uses three re-
lated approaches. First, it calculates the real
exchange rate that would steadily bring a
country’s current-account balance (equiv-
alent to the trade balance plus a few other
things) into line with a �norm� based on
the country’s growth, income per person,
demography and budget balance. 

The fund’s second approach ignores 

The Big Mac index

An indigestible
problem

Hong kong

Why China needs more expensive
burgers

China’s reserves

In need of a bigger boat

ONE country’s decision to invest in
another is not normally seen as an

act of belligerence. But when China’s
government ventured into the waters of
Japan’s sovereign-bond market earlier
this year, it was about as welcome as the
Chinese �shermen seized in disputed
waters by Japan’s coastguard last month. 

Japan feared that China’s purchases,
amounting to as much as ¥2.3 trillion
($25.5 billion) in the �rst seven months of
this year, were driving up the value of the
yen, which has climbed by 15% against
the dollar since April. Yoshihiko Noda,
the �nance minister, said last month that
it was �strange� for China to buy his
government’s securities when Japan
cannot do the same in China. Japan
eventually released the captured �sh-
ermen. New �gures suggest China’s
government has also thrown its �sh back
into the sea: it sold Japanese securities
worth ¥2 trillion in August. 

China holds by far the world’s biggest
stockpile of foreign-exchange reserves,
worth $2.6 trillion at the end of the third
quarter. About 65% of these holdings are
in dollars, according to the China Securi-
ties Journal, an o�cial newspaper. This
heavy exposure to the dollar is the source
of some discomfort for China’s reserve
managers. They are sometimes accused
of bankrolling an ingrate�the American
government�which says thanks by
grumbling about the yuan. Should China
bow to American demands and allow its
currency to appreciate sharply against
the dollar, it would su�er a heavy loss on
its dollar holdings. 

China is therefore seeking to diversify
its reserves. It has increased its holdings
of South Korean bonds from less than 1.9
trillion won ($1.5 billion) at the end of last
year to 5.2 trillion won at the end of

September. Its euro holdings represent
about 26% of its portfolio; it promised
this month to buy new Greek debt when
the country resumes issuing bonds. 

Tracking the government’s purchases
is not easy, however. It often buys securi-
ties indirectly, through proxies in London
or Hong Kong. (The extra cost of doing so
is one measure of its concern to disguise
its dollar exposure.) Around the same
time that China was selling yen bonds in
August, for instance, there was an in-
crease in purchases of Japanese debt
made from Britain (see chart). It is not
impossible that China was behind some
of these purchases. 

China’s dollar dependency is a conse-
quence of its currency policy. If it sells
dollars to buy yen or won, it risks de-
pressing the value of the greenback. And
as long as it remains tied to a dollar stan-
dard, it must follow the greenback down,
buying as many dollars as its �rms wish
to sell to it at the prevailing rate. Only if it
is serious about pegging to a broader
basket of currencies will it gain more
leeway over where to cast its line. 

Hong kong

China does not know where to put all its dollars

Debt disguise?

Source: Japanese Ministry of Finance
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2 current-account balances and instead cal-
culates a direct statistical relationship be-
tween the real exchange rate and things
like a country’s terms of trade (the price of
its exports compared with its imports), its
productivity and its foreign assets and li-
abilities. The strength of Brazil’s currency,
for example, may partly re�ect the high
price of exports such as soyabeans.

Third, the fund also calculates the ex-
change rate that would stabilise the coun-
try’s foreign assets and liabilities at a rea-
sonable level. If, for example, a country
runs sizeable trade surpluses, resulting in a
rapid build-up of foreign assets, it probably
has an undervalued exchange rate. 

The IMF has typically assessed its
members’ policies one at a time. But the
fund’s managing director, Dominique
Strauss-Kahn, now proposes to assess its
biggest members all at once to make sure
their macroeconomic strategies do not
work at cross-purposes. He is keen to iden-
tify the ways in which a country’s policies,
including its exchange-rate policies, �spill
over� to its neighbours. 

Those spillovers depend on the size of
the economy as much as the scale of any
misalignments. But the biggest economies
are also the hardest to bully. The fund’s last
annual report on the Chinese economy, in
July, included the government’s rebuttal of
every criticism the fund o�ered. In a deco-
rous compromise the report concluded
that the yuan was �substantially� under-
valued but refrained from quantifying the
size of the problem. 

Big revaluations of the kind required to
satisfy the fund or equalise the price of
burgers are unlikely. A recent study of the
Big Mac index by Kenneth Clements, Yihui
Lan and Shi Pei Seah of the University of
Western Australia showed that misalign-
ments are remarkably persistent. As a re-
sult, the raw index did a poor job of pre-
dicting exchange rates: undervalued
currencies remain too cheap and overval-
ued currencies remain too pricey. 

But since this bias is systematic, it can
be identi�ed and removed. Once that is
done, the three economists show that a re-
constituted index is good at predicting real
exchange rates over horizons of a year or
more. Since The Economist costs just $6.99
(a little less than two burgers) on the news-
stand, the index provides decent value for
money for would-be currency speculators,
the authors conclude. The Big Mac index
may itself be undervalued. 7

Bunfight

Sources:
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HOW did foreclosures go, in a matter of
weeks, from just another miserable

statistic in America’s housing bust to the
subject of a scandal with its own �-gate�
su�x? The answer is a combination of
sloppy (and possibly fraudulent) paper-
work, a securitisation process that is even
more broken than anyone imagined and a
febrile political environment.

�Foreclosuregate� �ared up when an
employee at GMAC Mortgage, part of Ally
Financial, admitted to having approved
thousands of repossessions without prop-
erly reviewing the documents. The com-

pany responded by halting sales of seized
homes in the 23 states where court approv-
al is required to foreclose while it gets to
the bottom of its �robo-signing� problem.
JPMorgan Chase and several other servic-
ers (which manage loans and distribute
payments to investors in mortgage-backed
securities) quickly followed suit. Bank of
America has called a stop in all 50 states.

Brushing the problem aside was not an
option, given intense pressure from Con-
gress, state o�cials and community
groups. With more than 2m homes in fore-
closure (see chart), and mid-term elections

looming, the outrage has been deafening.
On October 13th a group of attorneys-gen-
eral and bank regulators from all 50 states
announced a probe of foreclosure prac-
tices. Calls for a nationwide freeze grow. 

The Obama administration and many
economists worry that this would merely
prolong the housing market’s pain by
holding up the clearing of excess inventory
(sales of foreclosed homes accounted for
24% of the second-quarter total, according
to RealtyTrac). It would be �very damaging
to exactly the kind of people we’re trying
to protect�, argued Tim Geithner, the trea-
sury secretary, because houses would re-
main empty, dragging down local prices.

No evidence that anyone has been
wrongly evicted has yet been found. Ser-
vicers say they can have their paperwork
straight in a few weeks. But this is about
more than slipshod a�davits. The scram-
ble to securitise mortgages in the boom led
not only to i�y loan underwriting but also
to questionable record-keeping, including
the recording of title. When pressed, some
lenders have struggled to produce docu-
ments showing they own loans. To allow
mortgages to be traded without falling foul
of local property laws, the industry created
an electronic-processing �rm, Mortgage
Electronic Registration Systems (MERS).
But its right to act as an agent for lenders in
foreclosures is under attack. 

Foreclosure delays will cause further
pain in the already-pummelled market for
mortgage securities. Investors will have to
shoulder some of the costs of reprocessing
paperwork. Some could lose the tax ex-
emption on their holdings, if documents
are shown to have been improperly �led. 

Banks will su�er, too. Delays eat into
servicers’ margins. They can expect a wave
of lawsuits from homeowners and inves-
tors. Attorneys-general are threatening
�nes of up to $25,000 per incorrectly �led
loan. All this comes as banks are forced to
buy back growing piles of poorly under-
written loans from securitised pools:
JPMorgan Chase increased its �repur-
chase� reserves to $3 billion in the third
quarter. The bigger mystery may be why
housing didn’t turn into a �-gate� sooner. 7

Foreclosuregate

Robostop
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The fuss over poorly reviewed repossessions exposes deeper problems
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FOR Western countries in despair about
their banks, Indonesia is an unlikely

beacon of hope. During the 1997-98 Asian
crisis, more than half of the country’s
banking assets were written o� and much
of the system was put into receivership.
Now Indonesian banks are coining it. 

Pro�t growth for the largest banks over
the past three years has averaged 23%. Re-
turns on equity have topped 20%. Loan
losses are still at a relatively high 3.1% but
have been receding since 2006. Average
net interest margins, the spread between
the cost of deposits and the price of loans,
are nearly 6%, three times the Western av-
erage. All of these trends, says Salman Ali
of Citigroup, are expected to continue. So
why aren’t these margins competed away,
by banks �ghting among themselves or by
�rms turning to the capital markets?

In theory competition is already abun-
dant: there are more than 120 banks in In-
donesia. But this number is deceptive. The
top �ve banks have almost half of all as-
sets. Because of Indonesia’s troubled
banking history, a small bank that wants to
grow faces sti� challenges in raising funds
to expand a branch network, let alone con-
vincing customers to provide their depos-
its. According to Vincent Chang of Gold-
man Sachs, credit is a luxury.

A stringent regulatory environment
ought to erode pro�ts. To get permission to
make acquisitions, a bank must, in e�ect,
have a minimum capital ratio of 12%. The
average among the big banks is 15-16%.
Banks are discouraged from letting divi-
dends exceed half of earnings. From No-
vember they will have to set aside more
cash reserves to counter fears of in�ation. 

Even so, banks are bene�ting from juicy
margins at both ends of the lending spec-
trum. At the bottom is Indonesia’s bur-
geoning micro�nance market. Bank Ra-
kyat was the �rst in the market and
remains the largest, but a number of others
are piling in. Administrative costs are
high�loan sizes are tiny, of course, and
transactions are administered by armies of
bankers visiting clients on foot or on motor
scooters, rather than through a branch. But
micro�nance customers have no other op-
tion if they want credit. These loans com-
monly carry interest rates of over 25%. 

Plenty of borrowers that are large
enough to go elsewhere nevertheless �nd
it hard to win over sceptical investors.
There are widespread suspicions of tax
evasion on the part of big �rms, which

would mean corporate pro�ts are being
underreported. That makes equity o�er-
ings far less appealing not only to investors
but also to family owners who would be
forced to sell shares cheaply.

As for the debt markets, creditors still
worry about whether they will be sup-
ported in a crisis by the Indonesian courts,
and whether the central bank has really
put an end to the country’s long history of
rampant in�ation. Locally owned banks,
with their government ties, claims on col-
lateral and greater �exibility to shift their
interest rates, are in a better position to

manage these risks than bond markets. It
helps that bank boards are no longer
packed with industrialists pushing for
cheap credit: in recent years the central
bank has quietly blocked many such ap-
pointments under a ��t and proper� test. 

There are hints of a more vibrant capital
market. Bond yields are down, a bit, and
activity is heating up, a bit. There is hunger
for Indonesian sovereign debt, which may
be a precursor of demand for corporate pa-
per. Oddly, the signs of real strength in In-
donesia’s �nancial system will be lower
margins and lower returns for its banks. 7

Indonesian banks

Pro�ts puzzle

Hong Kong

A blend of cynicism and innovation has
reinvigorated a banking hellhole

From the ashes of crisis

WHEN �nancial turmoil threatened to
engulf Ireland last month, the gov-

ernment took an unusual step: it scrapped
bond auctions for the rest of the year. The
move was possible because the country
has enough cash to last until next May. 

Over the past two years Ireland’s Na-
tional Treasury Management Agency
(NTMA), which manages the state’s debt,
has maintained a cash cushion of �20 bil-
lion ($27.7 billion), equivalent to 12% of
GDP. It did the bulk of its borrowing
through long-term bond auctions, result-
ing in a relatively long average maturity for
the national debt. The IMF reckons that
next year Ireland must �nance the rich
world’s largest budget de�cit as a share of
GDP. But it needs to re�nance only a mod-
est amount of maturing debt (see chart). In
contrast, huge re�nancing needs helped
drive Greece into the arms of the fund and
of its euro-zone peers in May. 

Ireland’s prudence in debt manage-
ment has not come cheaply. It costs more to
issue long-term than short-term debt. An-

thony Linehan of the NTMA notes that a
cash cushion entails increased interest
charges and a higher debt-to-GDP ratio on
the books of Eurostat, the European Un-
ion’s statistics agency. But �it reassures the
market to know Ireland is pre-funded.� 

The mechanics of how countries bor-

Sovereign-debt managers

Rollover roulette

Washington, dc

How governments borrow matters as well as how much

Sovereign strain

Source: IMF
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FRENCH workers have begun another
round of strikes in protest against Pres-

ident Nicolas Sarkozy’s proposals to ex-
tend the minimum retirement age to 62.
The protesters probably haven’t stopped
to examine how demographic trends are
set to devastate government �nances in
the developed world.

The bad news was spelt out in �Global
Ageing 2010: An Irreversible Truth�, a re-
port released by Standard & Poor’s, a rat-
ings agency, on October 7th. As the baby-
boomers (people born between 1946 and
1964) retire over the next two decades, the
burden on the state will rise sharply. 

This demographic problem has been
coming for some time. But the boomers
have not provided enough for their old
age. And the credit crunch has made the
sums look even worse. 

It is not just pensions. Spending on
health care and long-term care (ie, nursing
homes) will have to rise too. If policies do
not change, six European countries� Bel-
gium, France, Greece, Luxembourg, Slove-
nia and Ukraine�will be devoting more
than 30% of GDP to age-related spending
by 2050. The median advanced country
will be spending 27% of GDP on age-relat-
ed items by then; state spending will ab-
sorb around 70% of some countries’ GDP. 

As a result, at least in part, of this age-
related spending, the median advanced
economy will be running a de�cit of
24.5% of GDP by 2050; 12 countries, in-
cluding both America and Britain, will
have de�cits of more than 30%. Debt-to-
GDP ratios in the G7 will have ballooned
to more than 400%.

Merely to state these numbers is to
grasp why policies will have to change.
Countries cannot deal with this problem
by raising taxes, since any tax increase on
that scale will crush economic growth.
Nor is it likely that governments could

slash other forms of spending by enough
to counteract the e�ects of ageing.

It would seem that countries will have
to choose between two forms of default.
They can break their promises to their
creditors or they can break their promises
to future pensioners. Some countries will
do the former, either by an outright failure
to repay their debts or via the more subtle
approach of in�ation and currency depre-
ciation. But most will attempt to do the lat-
ter, despite the protests and the electoral
power of the elderly.

Raising the retirement age is the most
obvious reform. It is a fair adjustment giv-
en the increased longevity of the popula-
tion: European life expectancy has in-
creased by almost ten years since 1950. A
later retirement age also increases the size
of the potential workforce, and thus the
number of taxpayers. Some argue that it is
unfair on manual labourers, whose life ex-
pectancy tends to be shorter, but this bias
has always existed.

And manual workers would surely suf-
fer more if governments went o� in the
other obvious direction�cutting bene�ts.
Britain has quite a stingy basic state pen-

sion because of a Thatcher-era decision
(reversed by the new coalition) to link
payments to prices rather than earnings.
Fiddling with in�ation-linking is a
stealthy way of cutting bene�ts but
would hit the poorest hardest, since they
have no alternative source of income.

Is there a deus ex machina, a device
that will rescue the rich world from its
plight? One option might be to generate a
second �baby boom� so that by the time
2050 rolls around, there are more workers
to support the pensioners. This is by no
means impossible. In France the fertility
rate is already around two children per fe-
male, not far short of the �replacement
rate� which keeps population numbers
steady. But it is unlikely. In Europe as a
whole the birth rate fell from 2.65 in
1950-55 to 1.42 in 1995-2000. Although the
birth rate has edged up since then to 1.5, it
would take a huge social change to push it
as high as is needed. 

Another option is immigration. Open-
ing the borders would increase the labour
force, creating more taxpayers and more
potential carers (in hospitals and nursing
homes) to look after the elderly. Immi-
grants also tend to have more children,
one reason why the British birth rate has
rebounded over the past decade. 

However, for this solution to work at
the European level immigration would
have to come from outside the continent,
probably from Africa. European far-right
parties have already surged in electoral
popularity. Imagine what would happen
to their support if countries tried to in-
crease the �ow of immigrant workers.

Raising the retirement age may not be
popular, but it will be more popular than
the alternatives. Get used to it: we are
heading towards a pension age of 70.

Old-age tensionButtonwood

Increasing the retirement age is inevitable and better than the alternatives

Economist.com/blogs/buttonwood

row receive far less attention than how
much they borrow. Sovereign-debt manag-
ers in rich countries used to focus on bor-
rowing as cheaply as possible. No longer.
Many are now more preoccupied with en-
suring uninterrupted access to funds.
Some, for example, are reducing short-
term borrowing and the associated �roll-
over risk�. America relied heavily on shor-
ter-term Treasury bills to �nance a rocket-
ing de�cit in 2008. Since then, it has shifted
most of its borrowing to long-term bonds.
The share of the United States’ debt matur-
ing in the next 12 months has dropped from
more than 45% in 2008 to barely 30%, an

historic low.
A sovereign-debt manager’s greatest

fear is a failed auction, in which bids fall
short of the debt on o�er. The actual cash
shortfall is usually not that important: the
borrower can simply raise the additional
money at a later date. But a failed auction
can look like a damaging vote of no con�-
dence. In March 2009 an auction of British
gilts failed. Though it proved an anomaly, it
still rattled stockmarkets and generated
un�attering headlines. 

Sovereigns usually prefer auctions be-
cause they result in lower borrowing costs.
Paying fees to a syndicate of banks to mar-

ket a deal directly to investors is politically
unpopular, too. But Britain’s auctions have
become so large that they entail far more
risk for primary dealers, the banks that
purchase government securities at auction
and then sell them on. That is particularly
true for long-term bonds, whose prices are
more volatile. Because that increases the
risk of failure, last year Britain started sup-
plementing its debt auctions with syndi-
cated deals. 

Dealers themselves face more pressure
to support the market. Earlier this year
America’s Federal Reserve noti�ed prim-
ary dealers that they would have to bid in 
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2 auctions for a share of issuance that was in
proportion to their size and number. Trea-
sury o�cials say the guidance formalised
existing expectations. But Dino Kos, a for-
mer head of markets at the Federal Reserve
Bank of New York (and now a strategist for
Portales Partners, a broker), says the new
requirement almost guarantees that an
auction will not fail. 

Sovereign borrowers are also trying to
expand their base of investors. Banks, for
example, have habitually treated their gov-
ernments’ debt as risk-free. This has led to
potentially dangerous concentrations of
sovereign debt. The IMF notes in its latest
�Global Financial Stability Report� that
some 24% of Japanese banks’ assets consist
of government bonds. Moreover, Japan
borrows inordinately through short-term
debt. If banks suddenly lost con�dence in
government debt, the result could be both
a systemic banking crisis and a funding cri-
sis for the Japanese government. 

Finance ministers and debt managers
are spending more time on the road, in par-
ticular courting sovereign-wealth funds in
Asia and the Middle East. Sweden’s debt
manager is exploring the American priv-
ate-placement market. In�ation-indexed
bonds are experiencing a surge in popular-
ity, both from investors worried about in-
�ation and from borrowers who think
they attract a di�erent type of buyer. South
Korea and Australia have reactivated in�a-
tion-indexed bond programmes in the past
year, and America will almost double its
annual issuance from $58 billion in 2009 to
over $100 billion in 2011. 

Ultimately, of course, the most careful
debt management cannot stop a country’s
solvency coming into question if its de�-
cits keep rising. But as Ireland is �nding, a
bit of wiggle-room can be invaluable. 7

Corn prices

As high as an elephant’s eye

FOR a �shocking� document that sent
corn prices �crazy�, the October world

supply-and-demand estimates from the
United States Department of Agriculture
(USDa) is a dry read. But not as dry as
America’s corn belt this summer. The
relentless summer sun (after earlier
�oods) led to the report’s conclusion:
�Corn production is forecast 496m bush-
els lower as a 258,000-acre increase in
harvested area is more than o�set by a
6.7-bushel-per-acre reduction in yield.�

The sober language contrasted sharp-
ly with the mayhem it provoked. On
October 8th, the day of the report’s publi-
cation, news that America’s production
of corn (elsewhere known as maize)
would be 4% lower in 2010 than previ-
ously estimated sent prices surging by
6%, enough to stop trading on the Chica-
go Board of Trade. Corn triggered limits
again on October 11th after rocketing by
8.5%, the biggest one-day rise in 37 years.
By mid-week, corn was changing hands
for $5.88 a bushel.

There are two reasons for this dramat-
ic response. First, the news from the
USDA was unexpected, though whispers
from independent sources using sophisti-
cated satellite analysis had hinted at
trouble. The second is the importance of
America for a crop eaten by people and
livestock and also used to produce etha-
nol for fuel. The country harvests two-
�fths of the world’s corn and provides
nearly 60% of global exports. Even a
small revision in forecasts corresponds to
a huge volume of corn.

Any abrupt jump in agricultural-
commodity prices, like the spike in wheat
prices in August, prompts gloomy pun-
dits to proclaim the next food crisis.
Corn’s rapid ascent has been no di�erent.
The doom-mongering is premature. This
year’s harvest will be the third-largest yet
seen, and although stocks will run down,

supplies are adequate for the 2010-11
season. Still, as Abdolreza Abbassian of
the UN Food and Agriculture Organisa-
tion says, such talk can add to the upward
price momentum.

Will prices remain high? China, which
needs corn to fatten its vast population of
pigs, is one source of support. Its assur-
ances that home-grown supplies are
adequate con�icts with evidence that it is
importing large quantities of corn for the
�rst time in 15 years. American regulators
are set to raise the proportion of ethanol
in fuel to 15%, which may buttress prices.
The fact that prices for other crops such as
soyabeans and wheat are also bubbling
(see chart) makes it di�cult for farmers to
judge which will be the most pro�table
crop to sow for next season, which may
hamper an immediate supply response. 

Price volatility could be a more per-
manent feature of agriculture. The con-
centration of farming in a few big coun-
tries means that a hungry world is
dependent for its food on stable produc-
tion patterns in a small number of places.
Whether Russian wheat or American
corn, problems in one country can send
shock waves through global markets.

Another agricultural commodity surges
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Hans Hoogervorst will succeed Sir David Tweedie as chairman of the International
Accounting Standards Board (IASB), which sets accounting standards for the biggest
economies outside America. Mr Hoogervorst (pictured left) is currently chairman of
the Netherlands Authority for Financial Markets, and before that was a minister for
the Dutch liberal party. He is not an accountant, as his predecessor was, but says
�investor protection is in my DNA.� The IASB insists geography was no consideration
but it surely helps that he is a continental European who should be acceptable in
Britain and America. His deputy, once the rumour mill’s candidate for the top job, is
Ian Mackintosh (pictured right), the New Zealand-born chairman of Britain’s
Accounting Standards Board. The pair will take up the project of convergence
between the IASB’s standards and those of America, a process which has lost
momentum. Mr Hoogervorst’s political nous may help get things moving again.

Double entry



TWO coconut trees grow on the veranda of the Chitradurga
employment exchange in India’s Karnataka state, where Ka-

landar Khan, a young member of the state civil service, holds
jobs fairs and recruitment rallies. A snapshot on his mobile
phone shows the veranda thronged with potential applicants for
an ambulance-driver post. Another shows an event for Bharat
Fertiliser: again, standing-room only. Mr Khan’s task�matching
job-seekers from a variety of backgrounds to employers with
quite speci�c requirements�is not easy. Many of those registered
on his exchange lack the skills that employers require. 

Mr Khan is hardly alone in worrying about a mismatch be-
tween workers’ abilities and the jobs on o�er. Halfway around
the world, some reckon that many unemployed Americans lack
the skills needed to �ll those jobs that are being created as the
country emerges from recession. Others blame de�cient demand
for the country’s stubbornly high unemployment. Still others
point to the housing bust, which has hampered American home-
owners’ ability to move to where new jobs are being created. 

Divergent as they are, these opinions about America’s persis-
tently high unemployment rate are all based on a similar concep-
tual view of the labour market. It is seen as a mechanism for pair-
ing people with jobs in which matching cannot take place
instantaneously. This way of thinking about the jobs market and
unemployment owes an intellectual debt to research on markets
with search frictions carried out in the 1970s and 1980s by Peter
Diamond of the Massachusetts Institute of Technology, Dale
Mortensen of Northwestern University and Christopher Pissa-
rides of the London School of Economics (pictured from left to
right). On October 11th they were awarded this year’s Nobel prize
for economics for their work. 

The economists’ approach to these issues was a sharp break
from the norm in the early 1970s, when standard economic mod-
els mostly treated labour as a commodity which had the work-
er’s wage as its price. There could be no unemployment in the
simplest versions of these models, because wages would fall in-
stantaneously to eliminate it. True, few economists took these
simple models literally: lots of research was done to modify their
assumptions and generate more realistic results, often by making
it harder for wages to fall. But even the modi�ed models took lit-

tle note of data on how people �owed into and out of employ-
ment. The stretches of unemployment, the job hunts, the moves
from job to job, the rate at which workers were �red or hired: all
this was absent. Mr Mortensen argued that this needed to
change. Investigating the way people actually went about �nding
jobs in an uncertain environment, he believed, should be a cen-
tral concern of the analysis of labour markets. Initially working
independently of each other�though Messrs Mortensen and Pis-
sarides later collaborated fruitfully�this year’s laureates would
go on to do just that.

The three economists built upon earlier work by George Sti-
gler, who had studied the process by which people acquired in-
formation, and who won the Nobel prize himself in 1982. Point-
ing out that getting information costs time and e�ort, Mr Stigler
argued that people would do so only as long as the additional
bene�ts of having more information exceeded the additional
costs of acquiring it. Mr Mortensen saw this framework as a use-
ful way of thinking about labour markets, because �nding em-
ployment in a decentralised labour market typically involves
gathering and evaluating information on vacancies and wages. 

Mr Diamond modelled this job-search process in a series of
seminal papers written between 1979 and 1982. One was based
on the premise that not all jobs are equally suitable for all work-
ers. The �rst person o�ered a job might not be as good a match for
it as the second or third person. So if every unemployed person
grabbed the �rst job that came his way, the match between work-
ers and jobs that resulted would not be optimal. By making it pos-
sible for workers to be more selective about the jobs they accept-
ed, Mr Diamond showed, unemployment insurance would
improve the e�ciency of the labour market. 

In another famous paper published in 1982, Mr Diamond
showed how an economy in which di�erent agents need to seek
each other out could end up with several equilibrium rates of un-
employment. In other words, there was no single �natural� rate:
policymakers could in principle try for the equilibrium they most
favoured. In a touch which Mr Khan in Chitradurga might appre-
ciate, he explained his reasoning using the example of a tropical
island where �nding and trading coconuts was the only form of
economic activity. Just as some people cannot �nd work, so some
coconuts do not �nd a buyer. Economics students today still
study the �Diamond coconut model�.

Not-so-rough Diamond
The best-known work by Messrs Mortensen and Pissarides, a
joint paper written in 1994, is also a staple of economics courses.
Whereas earlier analysis had tended to make assumptions about
the rate at which job vacancies arose, the two �gured this out
from more basic assumptions about the incentives of workers
and employers. Their results have particular resonance today:
their model showed why unemployment would shoot up in a re-
cession but fall much more slowly when a recovery began.

The work that earned this year’s Nobel prize was carried out
decades ago. But with the unemployment rate in America stub-
bornly stuck at 9.6% 16 months after the o�cial end of the coun-
try’s recession, it remains as relevant today as when it was done.
Mr Diamond, for one, may soon have to apply some of the in-
sights from his research to the real world. His nomination to the
board of America’s Federal Reserve is still in limbo after some Re-
publicans questioned his competence. Perhaps a Nobel prize will
encourage them to revise their opinion. 7
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CHUCK REED is the Democratic mayor
of San Jose, California. You might ex-

pect him to be an ally of public-sector
workers, a powerful lobby in the Golden
State. But last month, at a hearing on pen-
sion reform held by the Little Hoover Com-
mission, which monitors the state’s gov-
ernment, Mr Reed lamented his crippling
public-pensions bill. �City payments for
retirement bene�ts have tripled over the
last ten years even though our workforce
has declined dramatically, and we have
billions of dollars in unfunded liabilities
that the taxpayers must pay,� he said.

Mr Reed estimated that the average cost
to his city of employing a police o�cer or
�re�ghter was $180,000 a year. Not only
can such workers retire at 50, but some en-
joy annual pension payments greater than
their salaries. They are also entitled to cost-
of-living increases of 3% a year, health and
dental insurance for life and lump-sum
payments for unused sick leave that could
reach hundreds of thousands of dollars.

Plenty of similar bills are looming in
America’s public sector: in municipalities,
in the federal government, and especially
at state level. De�ned-bene�t pensions,
which link retirement income to salary, are
expensive promises to keep. The private
sector has been switching to de�ned-con-
tribution plans, in which employees bear
the investment risk. But the public sector

has barely begun to adjust, and has built
up a huge liability to its sta�. Worse, it has
not funded the promises properly.

Joshua Rauh, of the Kellogg School of
Management at Northwestern University,
and Robert Novy-Marx, of the University
of Rochester, estimate that the states’ pen-
sion shortfall may be as much as $3.4 tril-
lion and that municipalities have a hole of
$574 billion.* Mr Rauh calculates that sev-
en states will have exhausted their pen-
sion assets by 2020�even if they make a re-
turn of 8%, a common assumption that
looks wildly optimistic. Half will run out
of money by 2027. If pension promises are
to be kept, this will place immense strain
on taxes. Several have promised annual
payments that will absorb more than 30%
of their tax revenues after their pension
funds are exhausted (see chart 1). 

The severity of states’ pension woes
was disguised for years, because asset mar-
kets were so strong and because of the way
states accounted for the cost of pension
provision. But the 21st century has been
dismal for stockmarkets, where most pen-
sion money has been put. State budgets
came under huge pressure as a result of the
2008-09 recession, which caused tax rev-
enues to plunge. Meredith Whitney, an an-

alyst who made her name forecasting the
banking crisis, believes the states could be
the next source of systemic �nancial risk.

Now the problem is making headlines,
especially in California, where taxpayer
groups have been highlighting the gener-
ous pensions of some former employees.
More than 9,000 bene�ciaries of CalPERS,
the largest state retirement plan, receive
more than $100,000 a year. 

The stage is set for con�ict between
public-sector workers and taxpayers. Be-
cause almost all states are required to bal-
ance their budgets, any extra pension con-
tributions they make to mend a de�cit will
come at the expense of other citizens. Utah
has calculated it will have to commit 10%
of its general fund for 25 years to pay for the
e�ects of the 2008 stockmarket crash. But
attempts to reduce the cost of pensions are
being challenged in court and will be op-
posed by trade unions, which still have
plenty of members in the public sector.

A pension plan is a promise to pay em-
ployees after they retire. Most liabilities fall
due well into the future, once those now
working retire and receive payments until
they die perhaps 20 or 30 years later. Such
future liabilities have to be valued, using a
discount rate to re�ect what they are worth
in today’s money. The higher the discount
rate, the lower the present value.

States use the expected return on the as-
sets in their pension funds as a discount
rate. This is often around 8%, and re�ects
the performance of the past 20-30 years.
However, such returns will be hard to
come by in future. As Bill Gross of Pimco,
a giant fund-management �rm, pointed
out recently, given current bond yields of
2% and a typical portfolio with 60% in eq-
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2 uities and 40% in bonds, a total return of
8% requires a return of 12% on equities.
And with American equities yielding just
2-2.5%, that in turn would require divi-
dends to grow by 9-10% a year. Dividends
grow roughly in line with the whole econ-
omy�and 9-10% is just not plausible.

This reliance on returns as the basis of
the discount rate is extraordinary, when
you stop to consider it. The more risk the
pension fund takes (for example, by buy-
ing high-yielding bonds of companies
with poor credit ratings), the lower its li-
abilities appear to be. 

�Funding the liability with risky assets
doesn’t make the liability any smaller,�
says Andrew Biggs, of the American Enter-
prise Institute, a conservative think-tank. A
state pension fund may achieve the de-
sired returns by investing in the stockmark-
et. But if that does not work out, the state
must still pay its pensioners.

David Crane, an adviser to Arnold
Schwarzenegger, the governor of Califor-
nia, describes the treatment of state pen-
sion funds as �Alice-in-Wonderland ac-
counting�. Suppose, he says, that a state
had to pay a bondholder $30,000 a year
for 25 years and to pay a pensioner the
same sum for the same period. The bond
obligation would have a present value of
$425,000 in its accounts but the pension li-
ability, with the same cash�ows, would be
valued at just $320,000.

Private-sector companies are no longer
allowed to use assumed returns when cal-
culating their pension-fund liabilities on
their balance-sheets. They have to use cor-
porate-bond yields. The contrast makes it
appear as if public-sector pensions can be
delivered on the cheap. �The accounting
suggests that governments can provide
pension bene�ts at half the cost of a priv-
ate-sector fund,� says Mr Biggs.

A more prudent way of measuring the
liability is to regard a pension as a debt that
the state owes its employees. So one possi-
ble discount rate is the state’s cost of bor-
rowing, the yield on its municipal bonds.
Some argue that pensioners have even
greater rights than bondholders and that
points to using a �risk-free� rate like the
Treasury-bond yield. Both rates make the
present value of pensions liabilities much
higher than that declared by the states.

Using Treasury bond yields as the basis
for discounting, Mr Rauh and Mr Novy-
Marx calculate that states’ pension liabil-
ities are as much as $5.3 trillion. That is 68%
more than reported by the states, and pro-
duces the authors’ �gure of $3.4 trillion for
the gap between liabilities and assets.

In their defence, the states say that they
are following the Governmental Account-
ing Standards Board (GASB), which recom-
mends discounting liabilities by assumed
returns. Even on that optimistic basis,
states are not putting enough aside. Ac-
cording to the Centre for Retirement Re-

search, their average funding ratio, using
the GASB approach, fell from 103% in 2000
to 78% last year (see chart 2); with a risk-free
rate underfunding would be much worse.
Despite this shortfall, 21 states failed to
make their full contribution to their pen-
sion funds over the past �ve years, accord-
ing to Eileen Norcross of George Mason
University in Washington, DC. 

Trouble in Trenton

New Jersey provides a prime example of
America’s pension di�culties. In August
the Securities and Exchange Commission
(SEC) charged the state with fraud for mis-
representing the underfunding of its pen-
sion plans to municipal-bond investors.
This was the �rst time a state had been
charged with violating federal securities
laws. It settled the case without admitting
or denying the SEC’s �ndings.

A study by Ms Norcross and Mr Biggs
outlines, using the Treasury yield as a dis-
count rate, how New Jersey has run up a
pensions de�cit of $174 billion. That is
equivalent to 44% of the state’s GDP, or
more than three times its o�cial debt.

The problems started in 1992 when the
then governor, Jim Florio, increased the as-
sumed return on pension assets from 7% to
8.75%. That allowed contributions to be re-
duced and helped the state balance its bud-
get. Further reforms in 1994 and 1995 eased
the accounting assumptions, allowing Mr

Florio’s successor, Christie Whitman, both
to cut taxes and to balance the budget. In
the late 1990s the fund bet heavily on tech-
nology stocks, giving a brief boost to asset
values. Employees’ contributions were cut
from 5% of payroll to 3%. New Jersey also
increased bene�ts, giving pension rights to
surviving spouses in 1999 and a boost of
9.1%, in e�ect, to scheme members in 2001,
just as the dotcom bubble was bursting
and the fund’s assets were falling in value.
The e�ect of this chronic underfunding on
the pension scheme for the police and �re-
�ghters is shown in chart 3.

In March Chris Christie, the Republican
governor elected in November 2009, re-
duced the pension bene�ts of new state
employees. Last month he unveiled a
more ambitious plan with several mea-
sures that a�ect existing workers. These in-
clude an increase in their contributions to
8.5%, raising the quali�cation for early re-
tirement from 25 to 30 years of service,
moving the normal retirement age to 65
and ending future in�ation adjustments. It
is too soon to tell whether Mr Christie will
get this plan through. Not surprisingly, the
unions oppose it. �Once again, it’s an at-
tack on the middle class,� said Hetty Ro-
senstein, who heads the state chapter of
the Communication Workers of America. 

Other states have also started on re-
form, but have focused mainly on restrict-
ing the bene�ts of new employees. Michi-
gan closed its de�ned-bene�t scheme to
entrants back in 1997 and Alaska moved to
a de�ned-contribution plan for new sta�
in 2006. Utah is closing its de�ned-bene�t
plan to new employees next June.

But this makes only a small dent in a
huge problem. The bulk of liabilities con-
sist of promises to people already working
or retired, which are often legally protect-
ed. Reducing this bill will take a much big-
ger reform. Mr Rauh and Mr Novy-Marx
estimate that raising the retirement age by
a year would trim the cost by 2-4%; a cut of
a percentage point in in�ation-linking
would slash it by 9-11%. But states that have
tried to adjust existing promises, such as
Colorado, Minnesota and South Dakota,
which have frozen cost-of-living adjust-
ments, have faced challenges in court.

States will have to make di�cult
choices. A change to the rights of existing
scheme members is sure to have an ad-
verse e�ect on people on low pay, nearing
the end of their careers or already in retire-
ment. A cap on the cost-of-living adjust-
ment, for example, would be a nightmare
for pensioners were in�ation to �are up,
because they would have no way of mak-
ing up the loss in their purchasing power. 

But after years of neglecting the pro-
blem, such changes will be hard to avoid.
In the words of Dan Liljenquist, a state sen-
ator in Utah and an architect of its reforms:
�This is not a conservative-versus-liberal
issue, this is a reality issue.� 7
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WHAT good is a diagnostic tool if it is
too complicated for doctors to use?

This is the dilemma facing psychiatry. In
the United States the release back in Febru-
ary of a draft version of the latest edition
of the Diagnostic and Statistical Manual of
Mental Disorders (DSM-V) has triggered a
furious row over whether this tool has be-
come too complex. Meanwhile, the World
Health Organisation (WHO) points out
that more than three-quarters of people
with brain disorders in the developing
world are not being treated, and on Octo-
ber 7th it released simpli�ed guidelines for
diagnosis and treatment designed espe-
cially for use by the front-line in medicine:
primary-care doctors.

These developments highlight a revolu-
tion in psychiatry, the last bastion of symp-
tom-based medicine. In no other medical
domain is the symptom (say, anxiety) also
the diagnosis. There is a reason for this: the
brain is a complex organ and the causes of
its disorders remain poorly understood.
But thanks to brain imaging and genetics,
that is changing fast. 

Research into the impact of genetic mu-
tations on brain development has revealed
that conditions previously considered dis-
tinct often have common genetic under-
pinnings, so there is bound to be overlap
between psychiatric disorders as they
have been de�ned traditionally. One ex-
ample is a gene called DISC 1 (which stands

for disrupted-in-schizophrenia 1). A mal-
functioning version of the protein en-
coded by this gene contributes, as its name
suggests, to schizophrenia. But it also con-
tributes to anxiety. Likewise, genes in-
volved in making the myelin sheaths that
insulate nerve cells go wrong in both
schizophrenic and bipolar patients. In this
context it is no surprise that a decade of
brain imaging has shown the same neuro-
nal circuits to be involved in many disor-
ders. The reward circuits, for instance, are
implicated in addiction, schizophrenia, de-
pression and obsessive-compulsive disor-
der. According to John Krystal, the editor of
Biological Psychiatry, one of the �eld’s
leading journals, what seems to be emerg-
ing is a completely new way of looking at
psychiatric diagnosis in which there is no
one-to-one relationship between genes
and symptoms but, rather, genes a�ect the
development of brain circuits and this
then produces symptoms.

Mind and matter
The authors of DSM-V attempt to capture
this less than black-and-white picture by
dispensing with the approach taken in pre-
vious DSMs, which was based on cut-and-
dried checklists of symptoms. Instead,
they have adopted a �dimensional� ap-
proach, in which patients are assessed for
symptoms besides those that match their
principal diagnosis, as well as for the se-

verity of their symptoms.
One of the goals is to help medics iden-

tify mild forms of severe illnesses such as
schizophrenia before people have experi-
enced their �rst serious psychotic episode,
in the hope of stopping the disease pro-
gressing. But DSM-V will also propose new
conditions, such as �complicated grief�,
which describes bereaved people who
may bene�t from being treated as if for ma-
jor depression.

The aim is to help doctors o�er patients
the most appropriate treatment. But an im-
portant by-product will be that researchers
working on the psychiatric drugs of the fu-
ture will be able to test them in genetically
engineered animal models that more
closely resemble human reality. The im-
portance of this was underlined by Eric
Nestler of the Mount Sinai Medical Centre,
in New York, and Steven Hyman of Har-
vard University in this month’s Nature
Neuroscience, when they wrote that drug
development for schizophrenia, major de-
pression, bipolar disorder and autism �is at
a near standstill�.

The proposed changes, however, worry
some psychiatrists, who see in them a
creeping medicalisation of normal behav-
iour. They point out that the DSM carries a
lot of weight. Pharmaceutical companies
devise new drugs for the conditions it de-
�nes, lawyers use it to sue doctors, ordin-
ary people use it to diagnose themselves.
They fear that by blurring the boundary
between health and disease, DSM-V loses
sight of a doctor’s �rst duty: to do no harm.

To overcome this, there have been sug-
gestions in the past that the DSM should be
divided into two: a scienti�c version, for
use by researchers and psychiatrists, and a
pragmatic version, for everyone else. Writ-
ing in the Psychiatric Times in August, Sey-
yed Nassir Ghaemi of Tufts University in 
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Boston argued that this was not the an-
swer. It would simply lead to the �gerry-
mandering� of de�nitions based on out-
dated and invalid knowledge.

Now the WHO has taken the initiative
with its Intervention Guide, in which the
organisation’s own classi�cation of brain
disorders�itself in the process of being re-
vised to make it simpler for non-specialists
to use�has been distilled into 100 pages of
easy-to-follow �owcharts. The WHO

points out that in the developing world
nearly 95m people with depression and
more than 25m with epilepsy receive no
treatment or care. 

In the end, says Dr Krystal, the dicho-
tomy between the valid and the useful
may turn out to be a false one. The most
commonly prescribed psychiatric drugs
are e�ective for many diagnoses, precisely
because those diagnoses have underlying
features in common. In his view, society’s
demands are not mutually exclusive. Doc-
tors can continue to do no harm, while re-
searchers brace themselves for exciting,
and unsettling, times to come. 7

THE blame for rising obesity rates has
been pinned on many things, including

a more calori�c diet, the spread of pro-
cessed food, a lack of exercise and modern
man’s generally more stressful lot. Some-
thing else may soon be included in the list:
brighter nights.

Light regulates the body’s biological
clock�priming an individual’s metabo-
lism for predictable events such as meals

and slumber. Previous research has shown
that, in mice at least, the genes responsible
for this can be manipulated so as to make
the animals plumper and more suscepti-
ble to problems associated with obesity,
including diabetes and heart disease. It
was not known, though, whether simply
altering ambient light intensity might have
similar e�ects.

A team of researchers led by Laura Fon-
ken of Ohio State University has cleared
the matter up. As they report in the Pro-
ceedings of the National Academy of Sci-
ences, they examined how nocturnal light
a�ects weight, body fat and glucose intol-
erance (the underlying cause of late-onset
diabetes) in male mice. They found that
persistent exposure to even a little night-
time light leads to increases in all three.

To reach this conclusion Dr Fonken split
her murine subjects into three groups.
Some were kept in cages lit constantly, so as
to resemble a never-ending overcast day. A
second group lived in conditions akin to
their natural habitat, with 16 hours of over-
cast day-like light, followed by eight hours
of darkness. The remaining rodents were
also exposed to a cycle, but the dark was re-
placed with a dim glow equivalent to the
twilight at the �rst �ickers of dawn.

Over the eight-week period of the ex-
periment the mice in the �rst and third
groups gained almost 50% more weight
than those exposed to the natural light-
dark cycle. They also put on more fat and
exhibited reduced tolerance of glucose, de-
spite eating comparable amounts of food
and moving around just as much. 

The only thing that seemed to di�er
was when the mice ate. In the wild, mice
are nocturnal. Unsurprisingly, then, those
in the quasi-natural conditions consumed
only about a third of their food in the �day�
phase. For a mouse exposed to the twilight
cycle, however, the �gure was over 55%.

In a follow-up experiment, Dr Fonken
looked at whether the timing of food con-
sumption alone could explain the ob-

served di�erences. It turned out that those
forced to eat during the �day��ie, out of
whack with their biological clock�did in-
deed gain about 10% more weight than
those fed at �night� (be it dark or just dim)
or those with uninterrupted access to grub.

How this might relate to people will re-
quire further investigation. Mice and hu-
mans are physiologically alike, so a similar
e�ect might be expected for people, but the
fact that mice are nocturnal and humans
diurnal is a serious complicating factor. It is
true, though, that the spread of electric
lighting means many people eat their main
meal when natural daylight is long gone�
the obverse of a mouse eating during day-
light hours. And that tendency to eat late,
though it has never been tested properly, is
believed by many nutritionists to be a fac-
tor in putting on weight.

When the full explanation for the mod-
ern epidemic of obesity has emerged, it is
unlikely that the spread of arti�cial light-
ing will be the whole of it. But this work
suggests it might be a part. When you eat
could be as important as what you eat. 7

Obesity

Does light make
you fat?

When�not just what�mice eat a�ects
how much weight they put on

Illuminating the cause of obesity

APARADOX of education is that present-
ing information in a way that looks

easy to learn often has the opposite e�ect.
Numerous studies have demonstrated that
when people are forced to think hard
about what they are shown they remem-
ber it better, so it is worth looking at ways
this can be done. And a piece of research
about to be published in Cognition, by
Daniel Oppenheimer, a psychologist at
Princeton University, and his colleagues,
suggests a simple one: make the text con-
veying the information harder to read.

Dr Oppenheimer recruited 28 volun-
teers aged between 18 and 40 and asked
them to learn, from written descriptions,
about three �species� of extraterrestrial
alien, each of which had seven features.
This task was meant to be similar to learn-
ing about animal species in a biology les-
son. It used aliens in place of actual species
to be certain that the participants could not
draw on prior knowledge. 

Half of the volunteers were presented
with the information in di�cult-to-read
fonts (12-point Comic Sans MS 75% grey-
scale and 12-point Bodoni MT 75% grey-
scale). The other half saw it in 16-point
Arial pure-black font, which tests have
shown is one of the easiest to read. 

Participants were given 90 seconds to 

Education

Learning
di�culties

Making something hard to read means
it is more likely to be remembered
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2 memorise the information in the lists.
They were then distracted with unrelated
tasks for a quarter of an hour or so, before
being asked questions about the aliens,
such as �What is the diet of the Pangerish?�
and �What colour eyes does the Norgletti
have?� The upshot was that those reading
the Arial font got the answers right 72.8% of
the time, on average. Those forced to read
the more di�cult fonts answered correctly

86.5% of the time. 
The question was, would this result

translate from the controlled circum-
stances of the laboratory to the unruly en-
vironment of the classroom? It did. When
the researchers asked teachers to use the
technique in high-school lessons on chem-
istry, physics, English and history, they got
similar results. The lesson, then, is to make
text books harder to read, not easier. 7

A private suborbital spacecraft owned by
Virgin Galactic took its �rst solo �ight on
October 10th. SpaceShipTwo was dropped
from an aircraft at an altitude of 13,700
metres (45,000 feet) and glided
successfully for 11 minutes before landing
in Mojave, California. A day later America’s
president, Barack Obama, signed a new
authorisation bill for the country’s space
agency, NASA, after many months of
argument in Congress. This bill should
encourage progress in commercial human
space �ight. It also paves the way for an
unmanned government-backed mission to
visit an asteroid by 2025. The bill must
still go through an appropriations review
in November. 

SpaceShipTwo

STEGANOGRAPHY, the art of hiding
things in plain sight, is a trick as old as es-

pionage. Unlike its cousin, cryptography,
which makes no attempt to disguise the ex-
istence of a message, but rather hides its
meaning, a steganographic message need
not be enciphered. What it does need to be
is invisible�at least to those who are not
the intended recipients. And that, in the
modern world of the internet, is a crucial
distinction. A censor can block a message
he mistrusts, even if he cannot read it, thus
putting the onus on the recipient to justify
both the message and the fact it is en-
crypted. A well-crafted steganographic
message, though, will never come to the
censors’ attention in the �rst place. Which
is the purpose of Collage, a system devised
by Nick Feamster and his colleagues at the
Georgia Institute of Technology.

Traditional steganography hides its
message as, say, every 20th word in a letter,
or as the colour of every hundredth pixel
in an electronic image. Sophisticated anal-
ysis of such things might, though, notice
something odd and thus �ag a document
for closer examination. Collage escapes
notice by dividing the message into pieces,
and then hiding these in electronic �les
posted to public websites, such as Flickr,

Twitter and YouTube. 
Scattering the message among many

�les and websites o�ers a number of ad-
vantages. For instance, the small amount
of data in each �le makes it di�cult for a
censor to notice anything odd unless all
tra�c on the network is subjected to ad-
vanced analysis techniques. Though possi-
ble in theory, the cost and e�ort of doing so
makes this unfeasible in practice. More im-

portantly, Collage’s design allows recon-
struction of the original message even if
only 60-80% of the �les hiding it are recov-
ered. Thus, even if a censor manages to
block some of the �les, users are still able
to communicate.

To pull a message together requires the
execution of what Dr Feamster refers to as
a �task sequence��a series of actions, cho-
sen not to arouse suspicion, that must be
performed to locate the �les hiding the
message. For example, if images of the Hi-
malayas are used as cover media, the asso-
ciated task sequence might be to search
speci�c sites for images tagged with the
words �mountain� and �glacier� and
download a de�ned number of images in
a set amount of time. The weak point of
the system is the transmission of the initial
task sequence. That is probably best done
o�ine. Once the system has been �boot-
strapped� into existence, though, subse-
quent task sequences can be passed on as
part of the hidden messages.

Although much of Collage’s design fo-
cuses on avoiding detection, it also pro-
vides a measure of deniability should de-
tection occur. The cover media used to
hide data and the actions performed to lo-
cate and recover messages mimic those of
innocent users, allowing those using Col-
lage to pretend that they were unaware of
the presence of hidden data. Collage also
aims to mimic the tra�c patterns of inno-
cent users, so that digital �ngerprints
which may suggest illicit behaviour are
not produced.

Finally, hiding messages widely amid
otherwise-legitimate content makes it dif-
�cult for a censor to block communication
e�ectively without also causing signi�cant
disruption to innocuous users. For govern-
ments trying to walk the �ne line between
access and censorship, this reluctance to
block large quantities of legitimate content
in the hope of also blocking prohibited
content can be crucial. Even if the hidden
messages are known to be present, there
may be little the censor can do about it. 7

Anti-censorship

Hidden truths

A new way of beating the web’s censors
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IN THE middle of the 20th century
Europe’s two totalitarian empires, Nazi

Germany and Stalin’s Soviet Union, killed
14m non-combatants, in peacetime and in
war. The who, why, when, where and how
of these mass murders is the subject of a
gripping and comprehensive new book by
Timothy Snyder of Yale University. 

The term coined in the book’s title
encapsulates the thesis. The �bloodlands�
are the stretch of territory from the Baltic to
the Black Sea where Europe’s most mur-
derous regimes did their most murderous
work. The bloodlands were caught
between two �endish projects: Adolf Hit-
ler’s ideas of racial supremacy and eastern
expansion, and the Soviet Union’s desire
to remake society according to the commu-
nist template. That meant shooting, starv-
ing and gassing those who didn’t �t in. Just
as Stalin blamed the peasants for the fail-
ure of collectivisation, Hitler blamed the
Jews for his military failures in the east. As
Mr Snyder argues, �Hitler and Stalin thus
shared a certain politics of tyranny: they
brought about catastrophes, blamed the
enemy of their choice, and then used the
death of millions to make the case that
their policies were necessary or desirable.
Each of them had a transformative Utopia,
a group to be blamed when its realisation
proved impossible, and then a policy of

mass murder that could be proclaimed as a
kind of ersatz victory.�

Mr Snyder’s book is revisionist history
of the best kind: in spare, closely argued
prose, with meticulous use of statistics, he
makes the reader rethink some of the best-
known episodes in Europe’s modern his-
tory. For those who are wedded to the sim-
plistic schoolbook notions that the Hitler-
ites were the mass murderers and the
Soviets the liberators, or that the killing
started in 1939 and ended in 1945, Mr Sny-
der’s theses will be thought-provoking or
shocking. Even those who pride them-
selves on knowing their history will �nd
themselves repeatedly brought up short
by his insights, contrasts and comparisons.
Some ghastly but well-known episodes
recede; others emerge from the shadows. 

Sometimes the memories are faded be-
cause so few were left to remember. Those
who su�ered horribly but lived to tell the
tale naturally get a better hearing than the
millions in unmarked graves. Mr Snyder’s
book straightens the record in favour of the
voiceless and forgotten. 

He starts with the 3.3m in Soviet

Ukraine who died in the famine of 1933
that followed Stalin’s ruthlessly destruc-
tive collectivisation. He goes on to mark
the 250,000-odd Soviet citizens, chie�y
Poles, shot because of their ethnicity in the
purges of 1937-38. Sometimes the NKVD

simply picked Polish-sounding names
from the telephone directory, or arrested
en masse all those attending a Polish
church service. 

Some stories remained untold because
they were inconvenient. About as many
people died in the German bombing of
Warsaw in 1939 as in the allied bombing of
Dresden in 1945. Post-war Poland was in no
state to gain recognition for that. The Nazi-
Soviet alliance of August 1939 was
�cemented in blood�, Stalin said approv-
ingly. Few wanted to remember that two
years later, when the Germans invaded the
Soviet Union in Operation Barbarossa.
The Western allies did little to stop the
Holocaust. Few wanted reminding that the
only government that took direct action to
help the Jews was the Polish one: seven of
the �rst eight operations conducted in War-
saw by the underground Polish Home
Army were in support of the ghetto upris-
ing. (After the war, the Communist
authorities executed as �fascists� Polish
soldiers who had helped the Jews.) 

Stalin regarded all Soviet prisoners-of-
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war as traitors. Their German captors
starved them to death in their millions; no-
body dared mourn them. The Holocaust,
too, did not �t into Soviet historiography,
especially as post-war anti-Semitism in-
tensi�ed (�Every Jew is a nationalist and
an agent of American intelligence,� Stalin
said in 1952). Memorials to murdered Jews
carried not the Star of David but the �ve-
pointed Soviet one, and referred blandly to
�Soviet citizens� or �victims of fascism�. 

Many of the stories in the book are al-
ready known as national or ethnic trage-
dies. Poles focus on the Warsaw uprising;
Jews on Auschwitz; Russians on the siege
of Leningrad; Ukrainians on the great fam-
ine. Mr Snyder’s book weaves the stories
together, explaining how the horrors inter-
acted and reinforced each other. Hitler
learnt a lot from Stalin, and vice versa.

Mr Snyder shifts the usual geographical
focus away from the perpetrator countries
to the places where they �rst colluded and
then collided. Germany and Russia (and
Germans and Russians) mostly fared bet-
ter, or less horribly, than the places in be-
tween (there were more Jews in the Polish
city of Lodz alone than in Berlin and Vien-
na combined). No corner of what are now
Belarus and Ukraine was spared. Much of
Germany and even more of Russia was
unscathed, at least physically, by war.

He also corrects exaggerations, misap-
prehensions and simpli�cations. The bes-
tial treatment of slave labourers in concen-
tration camps, and the use of gas
chambers, are commonly seen as the epit-
omes of Nazi persecution. But the Ger-
mans also shot and starved millions of
people, as well as gassed and worked them
to death. In just a few days in 1941, the Nazis
shot more Jews in the east than they had
inmates in all their concentration camps. 

�Bloodlands� has aroused �erce criti-
cism from those who believe that the Sovi-
et Union, for all its �aws, cannot be com-
pared to the Third Reich, which pioneered
ethnic genocide. Doing this, the critics ar-
gue, legitimises ultranationalists in eastern
Europe who downplay the Holocaust,
exaggerate their own su�ering�and dodge
guilt for their own collaboration with
Hitler’s executioners. 

That argument is powerful but unfair.
Many people say stupid things about his-
tory. Mr Snyder is not one. He does not
challenge the Holocaust’s central place in
20th-century history. Nor does he over-
look Soviet su�ering at the hands of Hitler
or the heroism of the soldiers who de-
stroyed the Third Reich. But he makes a
point that needs reinforcement, not least in
Russia where public opinion and o�cial-
dom both retain a soft spot for Stalin’s war-
time leadership. The Soviet Union’s ethnic
murders predated Nazi Germany’s. Stalin
was not directly responsible for the Holo-
caust, but his pact with the Nazis paved the
way for Hitler’s killing of Jews in the east. 

Mr Snyder’s scrupulous and nuanced
book steers clear of the sterile, sloganising
exchanges about whether Stalin was as
bad as Hitler, or whether Soviet mass mur-
der in Ukraine or elsewhere is a moral
equivalent of the Nazis’ extermination of
the Jews. What it does do, admirably, is to
explain and record. Both totalitarian em-
pires turned human beings into statistics,
and their deaths into a necessary step to-
wards a better future. Mr Snyder’s book
explains, with sympathy, fairness and
insight, how that happened, and to whom.
Just don’t read it before bedtime. 7

AS ITS name implies, private equity is
normally a sober, discrete a�air, nes-

tling wealth away behind anonymous
sounding companies. Stephen Schwarz-
man is an exception. Charming, irascible,
clever, the boss of the Blackstone Group
has a �air for making headlines. His 60th
birthday party in 2007 reportedly cost
$3m. The following year he gave $100m to
the New York Public Library. His wealth is
prodigious, even by Wall Street standards.
When Blackstone went public in 2007, he
and his co-founder, Peter Peterson, sold
shares worth a combined $2.6 billion.

In �King of Capital�, David Carey and
John Morris, two �nancial journalists,
track Blackstone’s transformation from a

start-up into the largest private-equity �rm
in the world, with over $101 billion under
management. Mr Schwarzman and Mr
Peterson met at Lehman Brothers. Mr
Schwarzman specialised in mergers and
acquisitions (M&A); Mr Peterson was the
bank’s boss, older by 21 years. The two left
Lehman to start their own business in 1985
with $400,000 of their own capital. They
struggled to attract investors, but �nally
succeeded, mostly thanks to Mr Peterson’s
many connections.

Blackstone owes much of its rapid
growth both to its founders’ feel for the
markets and to luck, the authors argue.
Blackstone closed its �rst fund and locked
in investor commitments on October 15th
1987�just days before Black Monday. Two
decades later, Blackstone rushed to be-
come the �rst private-equity �rm to go
public in June 2007, shortly before markets
turned jittery. (Investors, whose shares are
down nearly 60% from when Blackstone
debuted, didn’t bene�t as much from the
�rm’s mastery of market timing.)

The ascent was not entirely smooth.
Many deals �opped, sometimes endanger-
ing the �rm. It struggled to retain partners
who clashed with Mr Schwarzman’s com-
petitive personality. It sold BlackRock, its
investment-management business run by
Larry Fink, for $240m in 1994�much too
early. (BlackRock has grown to oversee $3.2
trillion in assets.) Mr Schwarzman can be a
rough operator, unnerving investors and
the public. After Blackstone’s plan to buy a
residential lender collapsed in 2008, Mr
Schwarzman compared the disaster to �be-
ing a noodle salesman in Nagasaki when
the atomic bomb went o��.

The authors link Blackstone’s history to
the larger story of private equity’s expan-
sion and its relationship to corporate
America. They o�er a lucid explanation of
how the debt markets evolved from junk 
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bonds to securitised loans, changing the
types of deals that private-equity �rms
were able to �nance. But the book only
really takes o� about two-thirds of the way
through when the authors turn �nally to
the story of Equity O�ce Properties (EOP),
the large o�ce-building company that
Blackstone bought for nearly $39 billion.
Set on breaking up EOP, it frantically
sought buyers for many of the properties
before going ahead with the deal, thus in-
sulating Blackstone when the property
market plunged shortly after. 

For all its analysis, however, the book
does not shed much light on the �king of
capital� himself. �Schwarzman had some-
thing to prove, it was clear for all to see�,
the authors write. What that was, how-
ever, they fail to say. Other executives, in-
cluding Mr Peterson, emerge as sketches,
and the dynamics driving the �rm are
barely touched on. Readers expecting a
book as colourful as Mr Schwarzman him-
self may be disappointed.

The book’s most insightful point is that
private-equity �rms may �ll the role that
banks used to occupy, since many were
weakened during the �nancial crisis.
Blackstone has pioneered the model of
buy-out �rms diversifying into other busi-
ness lines. Now many private-equity �rms
boast credit, debt restructuring, M&A and
property arms, which may help them gain
traction in this new �nancial landscape.

But the next few years will test private-
equity’s resilience. Much of the debt at
companies that buy-out �rms purchased
at the market’s peak will fall due between
2012 and 2014. The authors believe that pre-
dictions of catastrophe are overstated.
Even if they are proved right, they should
already be planning an update. 7

THE modern aid business began in 1859
at the battle of Solferino in Italy. Locals

banded together to bring water to soldiers
dying of thirst, to saw o� infected limbs,
and to care for the enemy as well as their
own. This well-intentioned, if dispersed,
activity encouraged a Swiss Calvinist busi-
nessman, Henri Durant, who witnessed
the battle, to set up the International Com-
mittee of the Red Cross and to help draw
up the Geneva Conventions. 

Most aid these days is development
money that is apportioned to schools, clin-
ics and agriculture. But Linda Polman, a
Dutch journalist who has spent years trav-
elling in war zones, is more interested in
the alleged vanities of emergency aid. Ms
Polman seems to be re�exively outraged;
her previous book excoriated the United 
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COMPANY towns are both quintessen-
tially American and supremely anti-

American institutions. They are the cor-
porate equivalents of cities on a hill, mon-
uments to the power and creativity of
America’s corporate fathers. But at the
same time they represent a triumph of the
collective over the individual, places
where the bosses owned the workers
�heart, soul, skin and guts�, to borrow a
phrase from Dashiell Hammett.

America has had more experience with
company towns than any other country

(though presumably China will eventually
catch up with America in this, as in every-
thing else). In this delightful book Hardy
Green, a former editor at Business Week,
tells the American story through these cre-
ations. Cotton kings planted them in New
England. Coal barons scattered them
across Appalachia. Motor moguls built su-
persized ones in the Midwest. At their
height there were more than 2,500 such
towns housing 3% of the population.

Company towns solved a practical pro-
blem. The cotton kings and coal barons
had to build towns because their vital
resources�water and coal�were in out-of-
the-way places. Motor and steel moguls
had to build them because the working-
class armies that were needed to manufac-
ture their products grew faster than local
governments could cope with. The most
extraordinary company town of all, Oak
Ridge, Tennessee, was the creation of the
government, rather than the private sector.
A top-secret base, shielded from the rest of
the world by barbed-wire fences and elab-
orate security checks, it housed a vast army
of �Hillbilly girls� who did the grunt work
involved in creating the atomic bomb.

Company towns usually came in one
of two forms�the satanic and the Utopian.
The satanic type were little better than gu-
lags, where workers were forced to live in
company shacks and spend their money
in company shops. You could pass a life-
time in a company town without knowing
any real freedom. But many other towns
were monuments to the Utopian spirit. Be-
nevolent bosses such as Milton Hershey, a
chocolate king, and Henry Kaiser, a ship-
ping magnate, went out of their way to pro-
vide their workers not just with decent
houses but with schools, libraries and hos-

pitals. This Utopian impulse inevitably
went hand-in-hand with benevolent boss-
iness. Hershey served as his town’s mayor,
constable and �re chief and employed a
squad of �moral police� to spy on the
workers.

Over recent decades classic company
towns have all but disappeared, destroyed
by a combination of cars and global com-
petition. Workers chose to live farther and
farther away from their jobs. And even the
most benevolent companies were forced
to adopt a more ruthless attitude to their
corporate assets. Some company towns
have been reduced to tourist sites: Hershey
attracts thousands of people a day with its
tours and amusement park. Others have
been transformed into post-industrial
hells. Gary, Indiana, one of US Steel’s
proudest creations, now su�ers from one
of the highest murder rates in the country.

But company towns still shape Ameri-
can culture. Milton Hershey’s paternalism
survives in the form of a boarding school
for orphans that sends 80% of its graduates
to university. Henry Kaiser’s survives in
the form of Kaiser Permanente, one of
America’s best health-care systems. A
handful of companies continue to support
modern equivalents of company towns.
IBM and PepsiCo have built town-sized
company campuses in the middle of
nowhere. Google and Microsoft have built
huge cities to house their �server farms�.
But neither corporate campuses nor server
farms have the human dimension of
classic company towns. 7
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THE hinged oval case topped by a deli-
cate gold crown is covered, front and

back, in raised lettering that would once
have been enamelled. The writing ex-
plains that the vessel contains �the greatest
heart that had any lady in the world�.
Anne, Duchess of Brittany was twice
queen of France, marrying, in turn,
Charles VIII and Louis XII. She asked to
be buried alongside Louis at Saint-De-
nis. She wanted her heart removed,
however, and placed in her parents’
tomb at Nantes. 

At �rst sight, the gold case (pictured
right) seems an arresting large jewel. On
learning its function, it suddenly looks
macabre. But reading the translation of its
Old French message, the heart-case be-
comes a touching relic from a world that is
less alien because it has become emotion-
ally understandable. 

The gold vessel appears near the start
of �France 1500�, a new exhibition that
demonstrates how French artists and ar-
chitects were innovative but also held fast
to the familiar during the decades of transi-
tion from the Middle Ages to the Renais-
sance. Some 200 handsomely displayed
objects crowd the rooms in the Grand Pa-
lais, among them stained glass, tapestries,
stone carvings, wood furniture, a fountain,
paintings, illuminated manuscripts, enam-

dows, removed expressly for this show.
Even scholars are excited by the chance to
view such �ne and vividly coloured pieces
face to face.

The exhibition begins with a series of
portrait medallions and medals from the
1450s. It ends with a 1519 portrait of King
Francis I as Saint John the Baptist. This
painting of the country’s �rst Renaissance
ruler is attributed to Jean Clouet, who be-
came the king’s chief painter. It comes
from the Louvre, which along with the Mu-
sée Cluny and Château d’Ecouen in France
and the Art Institute of Chicago is responsi-
ble for the show. 

Art and ideas as well as merchandise
travelled the trade routes that criss-crossed
Europe. The blown glass, for example, was
made in Venice and the glazed terracotta
plaques in Florence. These interconnec-
tions can also be seen in another exhibi-
tion at the Cluny which displays about 60
works, mainly religious, from Slovakia.
They show the in�uence of Italy, but also
Russia, Germany and the Low Countries.
Many are loans from churches where they
are still in use. In one series of altar paint-
ings, the gilded backgrounds have a gothic
feel but their red painted motifs are pure
Renaissance. Historical transition is not an
abstract concept but clear to see. 

Although the objects in �France 1500�
are certainly beautiful, overall the show
seems confused and ill thought out. The
problem is the muddled arrangement.
Considerable space is given to various re-
gions: Champagne, for example, as well as
Normandy and the Languedoc. This dem-
onstrates that Paris was not France’s only
creative centre, but it is not clear what it has
to do with the transition from the Middle
Ages to the Renaissance. The Chicago ver-
sion, which will be entitled, �Kings,
Queens and Courtiers: Art in Early Renais-
sance France�, promises to be more
sharply focused. Not coincidentally, it
will be about half the size. 

Rulers, who were also patrons of the
arts, invited foreign craftsmen to court
and imported their works. This engage-
ment increased over time. The show,
therefore, ends on a high note. Its penul-
timate work is Leonardo da Vinci’s �La
Belle Ferronière�, painted in Milan

around 1495. The very last painting is
Clouet’s portrait of Francis I, who later
brought Leonardo to his court at Fontaine-
bleau. Seeing him makes the viewer long
for another exhibition: Francis I was per-
haps his country’s greatest patron of the
arts. A show setting out the evidence for
that claim would be sensational. 7

Medieval France

Slouching towards the Renaissance 

PARIS 

A history of France in 200 objects

...............................................................
�France 1500: Between the Middle Ages and the
Renaissance� is at the Grand Palais, Paris, until January
10th 2011 and then travels in February to the Art
Institute of Chicago. �Gold and Fire: Art in Slovakia in
the late Middle Age� is at the Musée Cluny, Paris, also
until January 10th 2011

els, maps and delicate blown glass. Includ-
ed are also works that many might believe
were quite immovable, among them the
delicately carved but monumental marble
tomb of the two children of Charles VIII
on loan from Tours. There is stained glass
from a number of French church win-
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2 Nations. In �The Crisis Caravan� her ire is
directed at the ghoulish cavalcade that
sweeps in after wars, famines and natural
disasters. Even supposedly saintly chari-
ties, such as Médecins sans Frontières and
Oxfam, soil themselves, she believes, serv-
ing their own mostly �nancial interests
above those of their victims.

Nevertheless, Ms Polman makes sever-
al important points. The �rst is that con�ict
is increasingly being directed against civil-
ians. Her claim (unsubstantiated, as are
nearly all the statistics in this book) that
90% of deaths in war now are civilian
looks high. Yet corpses from Srebrenica to
Baghdad and Mogadishu support her view
that it is the weak and defenceless who are
being annihilated. Her second point is that
there has been an explosion in the number
of do-gooders descending on disasters
since the Ethiopian famine in 1984. Too
many of these groups, she argues, see aid
as a validation of their order, rather than a
service in itself. This is particularly true of
American religious organisations.

The rise in satellite television and the
internet has promoted and accelerated
coverage of disasters, but the media indus-
try’s losses have damaged the quality and
depth of the reporting. Too many journal-
ists now �nd themselves in hock to the
charities that �y them around free. Em-
boldened, aid workers in�ate numbers of
the starving. Journalists go along�in the
hope of getting a story into the paper. The
complicity is worst with television; cam-
era crews get footage of starving children,
and charities an increase in donations.

Ms Polman’s prose is scorching. But
when it comes to solutions, the author ad-
mits she has none. She does not argue for
�doing nothing at all anymore�, only that
the �option of doing nothing must be avail-
able� and �that we no longer exempt the
[emergency aid] system from criticism�.
That skirts the moral question of humani-
tarian assistance in the crowded 21st cen-
tury, which is how to resolve the tyranny
of the present and ensure the kind of help
that will safeguard the future. 7



WHAT a chirpy little fellow that Nor-
man was! All puppy eyes, rubber

legs and innocent smiles, even when the
world was crashing round him. Show him
a grand piano, and he’d have to dive into it.
Suggest a manhole, and he’d plummet
straight down it. Run a cable across the
road and he’d go �ying into next week.
He’d fall over his own shadow, or box it
into a pulp behind the sofa; he’d fall over
his own feet, and saunter on singing. 

It’s true they didn’t �nd him uproarious
everywhere. He’d rock them in the aisles in
Blackpool, but raise only a shrug in New
York. His mime of eating a sandwich on a
fast-moving train would leave them cold in
Glasgow, but make them fall about in Teh-
ran�and in Moscow and Buenos Aires
and, very oddly, in Tirana, where perhaps
the only possible reason was that they
were as mad as himself.

He was born grinning, it seemed. He
was certainly born small, and never made
much progress after. The littlest in his gang
at school, the tiny cabin boy aboard the
Maindy Court sailing for Argentina, almost
the scrawniest in his regiment in India in
the 1930s. Everyone’s mascot, jester, dogs-
body, hoping to foil the punches by rolling
over and begging for a pat on the head. He
was �ve-foot-four on a good day, easily
dwarfed by bosses, army sergeants, aristo-

them down with sheer persistence. When
he was allowed on the stage for long
enough, tap-dancing and pratfalling all
over the place, everyone loved him and
the audience went wild. And never wilder
than on that April night in 1948 when he
marched through the door of Bernard Del-
font’s London Casino and became an over-
night sensation. �Welcome to the West
End, Norman,� Mr Delfont said. 

Life’s physical batterings trained him
up, too. His father sometimes beat him so
savagely that his head hit the ceiling before
he crashed, but that taught him how to fall.
People bullied and belted him, so he
learned how to box, and that became part
of his act on a regular basis. Did he whip
his tormentors? Not half! Every time he
went down, on stage or screen, he would
struggle up with smouldering determina-
tion. Even pounded into the mud until he
swallowed it, as he was in a football match
in �Up in the World� (1956), he emerged as
�that dangerous little man�, baring his
teeth like a tiger.

Walking on the grass
He never forgot to be digni�ed, though.
Perhaps this was why Albanians liked
him. Higher-ups (and his world was entire-
ly full of higher-ups) could treat Little
Norm with contempt, but he would tri-
umph somehow. He would walk on their
grass, turn his hose on their tailored backs,
or tip the entire navy top brass over the rail
and into the sea. He was as good as they
were. Scru�y he might be, with tie askew
and too-short trousers, but he was not a
tramp. And though barked at by his supe-
riors, especially the despairing Mr Grims-
dale, he would just come sunnily back
with his bright but disastrous ideas. 

Once he had decided that comedy was
his life, he practised and practised. This dis-
cipline the army taught him�as well as
how to play 11 instruments, and trip up
people on parade. When he caused hilar-
ity once by falling o� a horse, he rehearsed
more such tumbles until he was black and
blue. At work, he would go through his
routines from 9am till just before six in the
darkened theatre; out of work, he would
spend hours pulling faces in mirrors. His
reward was stardom in the 1950s and 1960s,
a knighthood in 2000, a yacht and several
gleaming motors. He had to skip in the
1980s to a mansion in the Isle of Man, so
the tax man wouldn’t get him. 

Yet his theme song was �Don’t Laugh at
Me�; and, by the 1970s, not many did. He
was the last of the music-hall knockabout
acts, and, though he was Charlie Chaplin’s
favourite, his humour had gone out of
fashion in the closing decades of his life.
Not the Everyman we know, said the inter-
net-and-iPod generation. But perhaps,
after all, it was not so much Everyman’s
story he had been telling; more his own. 7

crats or rivals for the willowy girls who
strolled into his life. When his second wife
walked out on him in 1968 he couldn’t help
remarking, bitterly, that she had left him for
someone handsomer and taller. 

Smallness shaped Little Norm, but pov-
erty taught him something, too. As a boy,
thrown out by his drunken father, he slept
rough in London and stole to eat. The gut-
ter wasn’t a bad place, considering. He
learned things there, such as how to lift
eggs very nimbly and delicately from a
stall and secrete them, uncracked, in his
pockets. He also acquired the trick of mak-
ing his lower lip tremble when asking, his
pathetic face only just above the counter,
for a free pie from a co�ee stall. By the time
of his �rst hugely successful �lm, �Trouble
in Store� (1953), he could stretch the pathos
really far: to the point where, soaking wet
after a tumble into a duck-pond, he sadly
serenaded his love in a teashop, and then
found he had nothing in his pockets to pay
with except one small, wriggling �sh. 

Yet he’d always �nd a swagger from
somewhere, and carry on. With this atti-
tude he worked his way through provin-
cial theatres in the 1940s, dying and thriv-
ing by turns. When theatre managers
slammed doors in his face he’d just keep
on, �Give us a chance, Mr Smith�, �Let me
sing you a song, Mr Jones�, until he wore

Obituary

Sir Norman Wisdom, comedian, died on October 4th, aged 95

Norman Wisdom
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An exciting and rewarding career in agricultural research for development

Join a growing global team of committed scientists to help farmers in developing countries produce more food, improve their incomes, and conserve natural resources. 
The International Maize and Wheat Improvement Center (CIMMYT) is opening 33 new career-track positions in plant breeding, agronomy, molecular genetics, crop 
physiology and pathology, cereal chemistry, bioinformatics and related fi elds, socioeconomics, web marketing, and intellectual property law. For more information, visit 
http://www.cimmyt.org/en/about-us/job-opportunities. 

Positions (openings) Location Positions (openings) Location

Plant breeders or geneticists (5) Mexico Biometrician, bioinformatics specialist (3) Mexico
Molecular geneticists (5) Mexico Software engineer, web developer (2) Mexico
Seed systems specialists or agronomists (2) Mexico Agronomist/ Program Director (1) Mexico, Nepal or India
Crop or plant physiologists (2) Mexico Cropping systems agronomists (5) Bangladesh, Ethiopia, Mexico, China
Plant pathologists (2) Mexico Agricultural economist (4) Ethiopia, Nepal or Bangladesh, Mexico
Cereal chemist (1) Mexico Intellectual property lawyer (1) Mexico

CIMMYT (www.cimmyt.org) is an internationally funded, non-profi t research and training organization affi liated with the Consultative Group on International Agricultural 
Research (CGIAR, www.cgiar.org ) and has an annual budget of approximately US$60-70 million. CIMMYT’s mission is to sustainably increase the productivity of maize 
and wheat systems to ensure global food security and reduce poverty. The center is a global leader in scientifi c research and training related to maize and wheat, and in 
biotechnology, socioeconomics, and natural resource management research. These activities are conducted in partnership with national agricultural research systems, 
non-governmental organizations, and advanced research institutions, both public and private, in globally focused projects and programs. CIMMYT employs about 650 
permanent staff and operates through decentralized partnership, with staff in 14 countries and projects and networks in many more.

CIMMYT offers an attractive remuneration package paid in US dollars, with a range of benefi ts including housing allowance, life and health insurance, education 
allowance (to Grade 12), home leave, retirement fund, and relocation shipping assistance. CIMMYT is an equal-opportunity employer and strives for staff diversity 

in gender and nationality.

Please send your letter of application outlining motivation, date of availability and competencies and experiences for the position accompanied by a detailed CV/resumé 
and the names and addresses of three referees to Human Resources Manager, CIMMYT. Email: jobs-cimmyt@cgiar.org 

Appointments
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TO ADVERTISE WITHIN

THE CLASSIFIED SECTION, CONTACT:

New York
Beth Huber

Tel: (212) 541-0500 

bethhuber@economist.com

London
Oliver Slater

Tel: (44-20) 7576 8408 

oliverslater@economist.com

Paris
Marie-Louise Boisseau

Tel: (33) 1 53 93 67 14

marielouiseboisseau@economist.com

Singapore - Terrie Lam

Tel: (65) 6428 2661

terrielam@economist.com
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Dubai
Widad Naami

Tel: (971) 4433 4207 
widadnaami@economist.com

TO ADVERTISE WITHIN

THE CLASSIFIED SECTION, CONTACT:

Frankfurt 
Mona von Rahden

Tel: (49-69) 717188 112 
monavonrahden@economist.com

Australia & N. Z. - Claire Tan
Tel: +61 (2) 8251-0063

clairetan@economist.com

Hong Kong
David E. Smith

Tel: (852) 2585 3232
davidesmith@economist.com

Readers are Recommended
to make appropriate enquiries and take appropriate advice before sending 

money, incurring any expense or entering into a binding commitment in 

relation to an advertisement. The Economist Newspaper Limited shall 

not be liable to any person for loss or damage incurred or suffered as a 

result of his / her accepting or offering to accept an invitation contained 

in any advertisement published in The Economist.

Business & Personal

Tenders



Global hunger

Sources: IFPRI, Welthungerhilfe and Concern Worldwide

Selected countries, 2010 index
Higher values indicate more hunger, 100=maximum
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The Global Hunger Index, developed by a
trio of think-tanks, combines data on
malnourishment, underweight children
and child deaths to arrive at an overall
measure of the degree to which hunger
stalks a country’s people. According to
this index, most of the countries in which
hunger is rife are in sub-Saharan Africa
and South Asia. Over the past two decades,
South Asian countries have reduced
hunger faster than African ones have,
though countries like Ethiopia and Angola
have also done well. Bangladesh’s success
at tackling hunger also stands out. But in
the same period hunger has worsened in
some countries�staggeringly so in
Congo, which has been a�icted by a
bloody civil war. 

Output, prices and jobs
% change on year ago
 Industrial
 Gross domestic product production Consumer prices Unemployment
 latest qtr* 2010† 2011† latest latest year ago 2010† rate‡, %

United States +3.0 Q2 +1.7 +2.6 +2.4 +6.2 Aug +1.1 Aug –1.5 +1.6 9.6 Sep

Japan +2.4 Q2 +1.5 +2.9 +1.2 +15.4 Aug –0.9 Aug –2.2 –0.9 5.1 Aug

China +10.3 Q2 na +9.9 +8.6 +13.9 Aug +3.5 Aug –1.2 +3.0 9.6 2009

Britain +1.7 Q2 +4.7 +1.5 +1.8 +4.2 Aug +3.1 Sep§ +1.1 +3.0 7.7 Aug††

Canada +3.4 Q2 +2.0 +3.0 +2.6 +8.2 Jul +1.7 Aug –0.8 +1.7 8.1 Aug

Euro area +1.9 Q2 +3.9 +1.5 +1.3 +7.9 Aug +1.8 Sep –0.3 +1.5 10.1 Aug

Austria +2.3 Q2 +5.1 +1.3 +1.4 +6.8 Jul +1.4 Aug +0.5 +1.5 4.3 Aug

Belgium +2.4 Q2 +3.7 +1.7 +1.5 +10.4 Jun +2.9 Sep –1.2 +2.0 12.7 Aug‡‡

France +1.7 Q2 +2.8 +1.6 +1.4 +3.2 Aug +1.6 Sep –0.4 +1.7 10.1 Aug

Germany +4.1 Q2 +9.0 +3.3 +1.9 +11.0 Aug +1.2 Aug nil +1.1 7.5 Sep

Greece –3.7 Q2 –6.8 –3.9 –3.5 –2.1 Aug +5.5 Aug +0.8 +4.5 11.6 Jun

Italy +1.3 Q2 +1.8 +1.0 +1.0 +9.5 Aug +1.6 Sep +0.2 +1.6 8.2 Aug

Netherlands +2.2 Q2 +4.0 +1.8 +1.5 +7.0 Aug +1.6 Sep +0.4 +1.2 5.3 Aug††

Spain –0.1 Q2 +0.7 –0.3 +0.4 +3.2 Aug +2.1 Sep –1.0 +1.6 20.5 Aug

Czech Republic +2.4 Q2 +3.8 +1.4 +2.0 +12.9 Aug +2.0 Sep nil +1.6 8.5 Sep

Denmark +3.7 Q2 +7.1 +1.8 +1.8 –0.7 Aug +2.6 Sep +0.8 +2.1 4.1 Aug

Hungary +1.0 Q2 +0.1 +0.3 +2.5 +11.5 Jul +3.8 Sep +4.9 +4.5 11.0 Aug††

Norway +0.6 Q2 –1.9 +1.0 +1.3 –13.0 Aug +1.7 Sep +1.2 +2.4 3.3 Jul§§

Poland +3.5 Q2 na +3.0 +3.4 +13.5 Aug +2.5 Sep +3.4 +2.5 11.3 Aug‡‡

Russia +4.5 Q2 na +4.5 +4.0 +7.0 Aug +7.0 Sep +10.7 +6.7 6.9 Aug‡‡

Sweden +4.6 Q2 +8.0 +4.0 +2.8 +9.7 Aug +1.4 Sep –1.6 +1.2 7.4 Aug‡‡

Switzerland +3.4 Q2 +3.5 +2.7 +1.9 +7.8 Q2 +0.3 Sep –0.9 +0.8 3.7 Sep

Turkey +10.3 Q2 na +6.1 +3.6 +8.6 Jul +9.2 Sep +5.3 +8.4 10.5 Jun‡‡

Australia +3.3 Q2 +4.9 +3.1 +3.3 +4.9 Q2 +3.1 Q2 +1.5 +2.8 5.1 Sep

Hong Kong +6.5 Q2 +5.7 +5.8 +4.3 +2.2 Q2 +3.0 Aug –1.6 +2.2 4.2 Aug††

India +8.8 Q2 na +8.4 +8.6 +5.6 Aug +9.9 Aug +11.7 +11.7 10.7 2009

Indonesia +6.2 Q2 na +5.9 +6.0 +3.7 Jul +5.8 Sep +2.8 +5.3 7.4 Feb

Malaysia +8.9 Q2 na +6.8 +4.2 +4.0 Aug +2.1 Aug –2.4 +1.8 3.3 Jul

Pakistan +4.1 2010** na +4.4 +3.2 +4.7 Jun +13.2 Aug +10.7 +12.9 5.5 Jul

Singapore +10.3 Q3 –19.8 +12.2 +4.1 +8.1 Aug +3.3 Aug –0.3 +2.6 2.2 Q2

South Korea +7.2 Q2 +5.8 +6.5 +3.9 +17.1 Aug +3.6 Sep +2.2 +3.1 3.4 Aug

Taiwan +12.5 Q2 +7.2 +9.2 +4.2 +23.4 Aug +0.3 Sep –0.9 +1.3 5.1 Aug

Thailand +9.1 Q2 +0.6 +7.0 +4.0 +8.7 Aug +3.0 Sep –1.0 +3.5 0.9 Jul

Argentina +11.8 Q2 +12.3 +6.8 +4.0 +5.9 Aug +11.1 Aug*** +5.9 +10.8 7.9 Q2‡‡

Brazil +8.8 Q2 +5.1 +7.2 +4.5 +8.9 Aug +4.7 Sep +4.3 +4.9 6.7 Aug‡‡

Chile +6.5 Q2 +18.4 +4.8 +5.7 +6.9 Aug +1.9 Sep –1.1 +1.7 8.3 Aug††‡‡

Colombia +4.5 Q2 +3.9 +4.6 +4.4 +0.2 Jul +2.3 Sep +3.2 +2.5 11.2 Aug‡‡

Mexico +7.6 Q2 +13.5 +4.6 +3.0 +8.1 Aug +3.7 Sep +4.9 +4.2 5.4 Aug‡‡

Venezuela –1.9 Q2 na –3.0 –2.1 –1.6 Jun +28.5 Sep +28.9 +29.8 8.2 Q2‡‡

Egypt +5.8 Q1 na +5.0 +5.5 +4.4 Q1 +10.9 Aug +9.0 +12.1 9.0 Q2‡‡

Israel +4.8 Q2 +4.6 +3.7 +3.4 +19.7 Jul +1.8 Aug +3.1 +2.5 6.2 Q2

Saudi Arabia +0.2 2009 na +3.4 +3.7 na  +6.1 Aug +4.1 +5.6 na

South Africa +3.0 Q2 +3.2 +2.8 +3.7 +7.5 Jul +3.5 Aug +6.4 +4.9 25.3 Q2‡‡

*% change on previous quarter, annual rate. †The Economist poll or Economist Intelligence Unit estimate/forecast. ‡National definitions. §RPI inflation 

rate 4.6 in September. **Year ending June. ††Latest 3 months. ‡‡Not seasonally adjusted. §§Centred 3-month average. ***Unofficial estimates are higher.

The Economist commodity-price index
2000=100
 % change on

 one one
 Oct 5th Oct 12th* month year

Dollar index

All items 238.7 252.2 +8.4 +28.1

Food 226.4 243.6 +5.9 +21.2

Industrials

 All 254.5 263.4 +11.4 +37.5

 Nfa† 231.6 248.7 +13.3 +62.4

 Metals 267.1 271.5 +10.5 +27.8

Sterling index

All items 227.3 242.3 +6.4 +28.7

Euro index

All items 159.5 168.7 +1.7 +37.4

Gold

$ per oz 1,339.13 1,347.25 +6.1 +27.6

West Texas Intermediate

$ per barrel 82.75 81.83 +6.6 +10.2

*Provisional    †Non-food agriculturals. 

America lost 95,000 jobs in September. The
64,000 jobs added by private employers were
outweighed by the 159,000 lost in the public
sector, where employment declined due to a
drop in the number of temporary census-
related jobs and cuts in local government.
The country’s unemployment rate remained
unchanged at 9.6%.

Britain’s jobless rate for the three months to
August was 7.7%, a tenth of a percentage
point lower than that for the three months to
May.

Industrial production in the euro area rose
by 7.9% in the year to August. In Greece
output shrank by 2.1% in August from a year
earlier, making it the only euro-area country
to record an annual decline. Output in Ger-
many rose by 11% over the same period.

Germany’s trade surplus shrank to �9 billion
($11.6 billion) in August from �13 billion in
the previous month. Exports fell by 0.4%
month-on-month in August, while imports
rose by 0.9%. The country’s current-account
surplus narrowed to �4.6 billion in August
from �9.1 billion in July.

India’s industrial output grew by 5.6% in the
year to August. This was markedly slower
than July’s 15.2% annual rate. The deceler-
ation was largely the result of a drop in the
output of capital goods, which fell by 2.6% in
August from a year earlier.

Mexico’s industrial growth accelerated to
8.1% in the year to August from July’s 5.2%
annual rate.

Overview

Indicators for more countries, as well as
additional series, can be found at

Economist.com/indicators
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Biggest sovereign CDS positions

Sources: DTCC; Bloomberg

Net notional amounts outstanding
October 8th 2010, $bn
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According to DTCC, a �rm that clears
derivatives trades, credit-default swaps
(CDSs), a form of insurance, cover a
notional $28.5 billion of Italian bonds
once o�setting contracts have been
netted out. Investors have taken out more
insurance against default by Italy’s
government than against any other
country’s, in part because of the country’s
huge debt burden. The cost of such
insurance is measured by CDS spreads. It is
not surprising that these are highest for
Greece, Portugal, Spain and Italy. The
amount of insurance that investors have
taken out against a British default has
tripled over the past year, sending Britain
shooting up the list of countries ranked by
outstanding net sovereign CDS positions.

Markets
 % change on

 Dec 31st 2009

 Index one in local in $
 Oct 13th  week currency terms

United States (DJIA) 11,096.1 +1.2 +6.4 +6.4

United States (S&P 500) 1,178.1 +1.6 +5.6 +5.6

United States (NAScomp) 2,441.2 +2.5 +7.6 +7.6

Japan (Nikkei 225) 9,403.5 –3.0 –10.8 +1.5

Japan (Topix) 822.7 –2.6 –9.4 +3.2

China (SSEA) 2,998.0 +7.8 –12.8 –10.7

China (SSEB, $ terms) 274.0 +4.3 +6.0 +8.6

Britain (FTSE 100) 5,747.4 +1.2 +6.2 +4.1

Canada (S&P TSX) 12,673.3 +1.4 +7.9 +12.9

Euro area (FTSE Euro 100) 897.0 +2.1 –2.0 –4.6

Euro area (DJ STOXX 50) 2,840.5 +2.2 –4.2 –6.8

Austria (ATX) 2,689.6 +2.5 +7.8 +4.9

Belgium (Bel 20) 2,670.4 +2.2 +6.3 +3.5

France (CAC 40) 3,828.3 +1.7 –2.7 –5.4

Germany (DAX)* 6,434.5 +2.6 +8.0 +5.1

Greece (Athex Comp) 1,581.7 +1.9 –28.0 –29.9

Italy (FTSE/MIB) 21,145.3 +2.8 –9.0 –11.5

Netherlands (AEX) 341.7 +1.4 +1.9 –0.8

Spain (Madrid SE) 1,118.3 +1.5 –9.9 –12.4

Czech Republic (PX) 1,151.9 +0.8 +3.1 +8.3

Denmark (OMXCB) 398.4 +2.4 +26.2 +22.5

Hungary (BUX) 23,648.6 +1.1 +11.4 +7.4

Norway (OSEAX) 438.3 +1.7 +4.3 +3.9

Poland (WIG) 46,287.0 +0.7 +15.8 +17.8

Russia (RTS, $ terms) 1,588.8 +0.7 +9.2 +10.0

Sweden (OMXS30) 1,104.1 +1.4 +16.0 +24.9

Switzerland (SMI) 6,455.1 +1.6 –1.4 +6.3

Turkey (ISE) 70,166.9 +4.9 +32.8 +41.4

Australia (All Ord.) 4,691.1 –1.0 –3.9 +6.0

Hong Kong (Hang Seng) 23,457.7 +2.5 +7.2 +7.2

India (BSE) 20,687.9 +0.7 +18.5 +23.8

Indonesia (JSX) 3,612.0 +0.2 +42.5 +50.1

Malaysia (KLSE) 1,497.0 +1.2 +17.6 +30.1

Pakistan (KSE) 10,282.9 +2.5 +9.5 +7.4

Singapore (STI) 3,202.2 +0.4 +10.5 +19.2

South Korea (KOSPI) 1,876.2 –1.5 +11.5 +15.9

Taiwan (TWI) 8,106.7 –2.1 –1.0 +2.7

Thailand (SET) 992.6 +1.4 +35.1 +50.7

Argentina (MERV) 2,729.5 +2.5 +17.6 +13.1

Brazil (BVSP) 71,674.9 +1.6 +4.5 +10.0

Chile (IGPA) 22,363.3 +0.6 +34.5 +43.3

Colombia (IGBC) 15,647.6 +3.2 +34.9 +53.7

Mexico (IPC) 34,798.7 +1.2 +8.3 +14.2

Venezuela (IBC) 66,346.4 nil +20.5 na

Egypt (Case 30) 6,901.0 +0.8 +11.1 +6.9

Israel (TA-100) 1,157.6 +2.4 +8.7 +14.6

Saudi Arabia (Tadawul) 6,302.5 –1.8 +3.0 +3.0

South Africa (JSE AS) 30,267.5 +1.9 +9.4 +18.4

Europe (FTSEurofirst 300) 1,086.5 +1.5 +3.9 +1.1

World, dev’d (MSCI) 1,222.1 +1.4 +4.6 +4.6

Emerging markets (MSCI) 1,117.7 +1.0 +13.0 +13.0

World, all (MSCI) 316.4 +1.3 +5.7 +5.7

World bonds (Citigroup) 904.3 +0.4 +8.9 +8.9

EMBI+ (JPMorgan) 576.6 +1.3 +16.9 +16.9

Hedge funds (HFRX)† 1,188.5 0.7 +2.7 +2.7

Volatility, US (VIX) 19.1 21.5 21.7 (levels)

CDSs, Eur (iTRAXX)‡ 82.3 –3.1 +17.6 +14.4

CDSs, N Am (CDX)‡ 97.9 –4.0 –9.9 –9.9

Carbon trading (EU ETS) ¤ 15.6 +0.3 +23.4 +20.1

*Total return index. †Oct 12th. ‡Credit-default-swap spreads, basis 

points. Sources: National statistics offices, central banks and stock 
exchanges; Thomson Reuters; WM/Reuters; JPMorgan Chase; Bank Leumi 
le-Israel; CBOE; CMIE; Danske Bank; EEX; HKMA; Markit; Standard Bank 
Group; UBS; Westpac 

Trade, exchange rates, budget balances and interest rates
 Budget
 Trade balance* Current-account balance balance Interest rates, %

 latest 12 latest 12 % of GDP Currency units, per $ % of GDP 3-month 10-year gov’t
 months, $bn months, $bn 2010† Oct 13th year ago 2010† latest bonds, latest

United States –604.7 Jul –430.9 Q2 –3.3 – – –9.0 0.26 2.43

Japan +86.8 Aug +180.9 Aug +3.3 81.8 89.3 –7.6 0.17 0.87

China +182.9 Sep +289.1 Q2 +4.9 6.66 6.83 –2.2 2.64 3.02

Britain –140.8 Aug –34.5 Q2 –1.7 0.63 0.63 –10.1 0.80 2.98

Canada –5.6 Jul –41.1 Q2 –2.5 1.00 1.03 –4.6 0.89 2.84

Euro area +12.9 Jul –68.2 Jul –0.5 0.72 0.67 –6.4 0.99 2.28

Austria –4.9 Jul +8.7 Q1 +1.5 0.72 0.67 –5.1 0.99 2.71

Belgium +20.6 Jun +1.7 Jun +0.3 0.72 0.67 –5.7 1.00 3.15

France –67.2 Aug –51.3 Aug –2.0 0.72 0.67 –7.9 0.99 2.62

Germany +208.2 Aug +177.8 Aug +5.2 0.72 0.67 –3.7 0.99 2.28

Greece –42.0 Jul –37.0 Jul –6.2 0.72 0.67 –9.5 0.99 8.77

Italy –22.3 Jul –72.9 Jul –3.0 0.72 0.67 –5.0 0.99 3.71

Netherlands +51.0 Aug +42.5 Q2 +6.1 0.72 0.67 –5.7 0.99 2.49

Spain –73.7 Jul –74.8 Jul –4.6 0.72 0.67 –9.6 0.99 4.02

Czech Republic +7.5 Aug –3.7 Aug –3.2 17.5 17.4 –5.4 1.20 3.39

Denmark +14.5 Aug +14.2 Aug +3.3 5.34 5.00 –5.6 1.18 2.37

Hungary +7.0 Aug +1.1 Q2 –0.3 195 179 –3.9 5.35 6.73

Norway +54.7 Aug +54.9 Q2 +14.8 5.80 5.56 9.5 2.57 2.92

Poland –5.0 Aug –12.0 Aug –2.8 2.81 2.82 –3.0 3.82 5.48

Russia +151.6 Aug +84.2 Q2 +5.0 30.1 29.4 –3.9 7.75 5.29

Sweden +8.0 Aug +29.2 Q2 +6.6 6.63 6.91 –1.8 1.30 2.50

Switzerland +19.8 Aug +78.7 Q2 +10.7 0.96 1.02 –0.4 0.17 1.35

Turkey –57.3 Aug –30.3 Jul –4.6 1.41 1.44 –4.5 7.68 3.44‡

Australia +2.5 Aug –49.5 Q2 –2.6 1.01 1.10 –2.4 4.81 5.01

Hong Kong –41.7 Aug +12.5 Q2 +8.3 7.76 7.75 3.0 0.33 1.86

India –121.8 Aug –38.4 Q1 –1.7 44.5 46.1 –5.5 6.56 8.24

Indonesia +20.1 Aug +9.7 Q2 +1.5 8,923 9,370 –1.5 6.95 3.81‡

Malaysia +35.8 Aug +29.2 Q2 +14.7 3.09 3.37 –5.3 2.94 2.49‡

Pakistan –15.9 Sep –3.5 Q2 –1.2 86.0 83.3 –6.3 12.86 8.73‡

Singapore +16.7 Aug +37.0 Q2 +18.1 1.30 1.39 –0.7 0.50 1.78

South Korea +40.5 Sep +34.2 Aug +3.2 1,120 1,165 –1.8 2.67 3.96

Taiwan +13.9 Sep +40.4 Q2 +9.3 30.8 32.2 –1.8 1.01 1.01

Thailand +11.5 Aug +12.6 Aug +3.9 29.9 33.4 –2.2 1.95 2.74

Argentina +13.9 Aug +8.0 Q2 +2.1 3.95 3.82 –2.5 12.44 na

Brazil +16.9 Sep –45.8 Aug –2.8 1.66 1.71 –2.1 10.66 6.16‡

Chile +14.0 Sep +3.2 Q2 +0.5 476 552 –2.1 3.00 1.79‡

Colombia +1.0 Jul –6.1 Q2 –1.8 1,793 1,833 –3.6 3.41 3.65‡

Mexico –2.3 Aug –5.2 Q2 –1.4 12.4 13.1 –1.0 4.05 5.93

Venezuela +31.1 Q2 +20.1 Q2 +10.9 5.30 na –3.2 14.60 6.55‡

Egypt –25.1 Q2 –4.3 Q2 +0.2 5.70 5.48 –8.3 8.92 5.15‡

Israel –5.6 Aug +8.0 Q2 +2.7 3.59 3.71 –3.9 1.92 3.48

Saudi Arabia +105.2 2009 +22.8 2009 +12.4 3.75 3.75 2.6 0.73 na

South Africa –1.3 Aug –10.9 Q2 –5.0 6.81 7.29 –7.3 5.98 7.81

*Merchandise trade only. †The Economist poll or Economist Intelligence Unit estimate. ‡Dollar-denominated bonds. 

Indicators for more countries, as well as
additional series, can be found at

Economist.com/indicators
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