
Europe’s economy

It’s only resting...

Cheaper oil: winners and losers

How big data could help stop Ebola

Cameron’s European bungle

Pakistan’s Taliban crumbles

Skiving at work: a guideOCTOBER 25TH–31ST 2014 Economist.com

  



©2014, PIMCO.

wearepimco.com

2400+
Employees around the world

250+
Portfolio managers

13
Global offi ces

1
Time-tested investment process

Guided by our time-tested 
investment process.

WE ARE

PIMCO
Our Secular Outlook provides a strategic 

investment framework for the next 3-5 years

Quarterly Cyclical forums ensure alignment 
with shorter-term investment objectives

Regular Investment Committee meetings guide
day-to-day decision-making

Regional experts in global o%  ces provide
local market insights

  



  



  



The Economist October 25th 2014 5

Daily analysis and opinion from
our 19 blogs, plus audio and video
content, debates and a daily chart
Economist.com/blogs

E-mail: newsletters and
mobile edition
Economist.com/email

Print edition: available online by
7pm London time each Thursday
Economist.com/print

Audio edition: available online 
to download each Friday
Economist.com/audioedition

The Economist online

Volume 413 Number 8910

Published since September 1843
to take part in "a severe contest between 
intelligence, which presses forward, and 
an unworthy, timid ignorance obstructing 
our progress."

Editorial offices in London and also:
Atlanta, Beijing, Berlin, Brussels, Cairo, 
Chicago, Hong Kong, Johannesburg, Lima,
Los Angeles, Mexico City, Moscow, New Delhi, 
New York, Paris, San Francisco, São Paulo,
Singapore, Tokyo, Washington DC

Contents continues overleaf

Contents

1

Oil Price falls will boost the
world economy and harm some
of the world’s least pleasant
regimes—but they have a sting
in the tail: leader, page 14.
America and its friends benefit
from falling oil prices; its most
strident critics don’t, page 65

On the cover
Deflation in the euro zone is
all too close and extremely
dangerous: leader, page 13.
The world needs inflation, but
some countries face deflation,
pages 23-26. Europe’s
leaders need to rediscover
the will they showed during
the euro crisis: Charlemagne,
page 43. The debt of some
euro-zone economies looks
unsustainable, page 75

9 The world this week

Leaders

13 The euro zone
The world’s biggest
economic problem

14 The oil price
Cheaper oil

16 Ebola and big data
Call for help

16 Tunisia
A light unto the Arab
nations

18 Britain and immigration
Keep open the gates

Letters

19 On gay rights, investor
disputes, pumpkin riots

Briefing

23 The dangers of deflation
The pendulum swings to
the pit

Britain

27 Immigration and politics
The melting pot

30 British Business Bank
Angels and bankers

30 London embassies
Envoy envy

30 The tattoo business
Inked in

32 Medieval must-see
Salisbury, global city

32 The fall in real wages
What recovery?

34 City devolution
Devo Met

34 Art and forgery
Imitable

35 Bagehot
Boris is back

Europe

37 Ukraine votes
The battle for the future

38 Poland’s government
Flashes of competence

38 A sub hunt in Sweden
Echoes of the cold war

40 The Italian budget
Mamma’s boy

40 Greece’s bail-out
Not so fast

42 French local government
Slimming down

43 Charlemagne
The euro is gummed up

United States

45 Business and the
mid-terms
The fury of the makers

46 Political advertising
Golfers to the right, jokers
to the left

47 North Carolina’s lavish
Senate race
How to spend it

48 Florida’s governorship
A man, a fan, many plans

48 Religion and politics
Voters like preachers

49 Ben Bradlee
The editor who toppled
Nixon

52 Lexington
How to win 99.6% of
the vote

The Americas

53 Terrorism in Canada
Ottawa under assault

54 West Indian cricket
The calypso ends

54 Bello
Brazil and its backyard

Middle East and Africa

55 Nigeria
A country divided

57 Justice in South Africa
Equal and colour-blind?

57 Tunisia’s election
Spring is still in the air

58 Human rights in Egypt
Silence in class

Asia

59 Pakistan’s militants
Taliban tumult

60 Indonesia’s president
Taking the reins

60 Japanese politics
Sukyandaru

61 Malaysia and Singapore
Milking it

62 Banyan
Modi’s enablers

Cameron and Europe Britain’s
prime minister is risking the
country’s future prosperity on
a flawed bid to cut immigration:
leader, page 18. Britons’ views
on immigration are a perplexing
blend of myth and reality,
page 27. Boris Johnson looks
on, no doubt sympathetically,
page 35

Pakistan’s Taliban Strains are
showing among the country’s
jihadist groups, page 59

  



Registered as a newspaper. © 2014 The Economist Newspaper Limited. All rights reserved. Neither this publication nor any part of it may be reproduced, stored in a retrieval system, or transmitted in any form or by any means, electronic, mechanical,
photocopying, recording or otherwise, without the prior permission of The Economist Newspaper Limited. Published every week, except for a year-end double issue, by The Economist Newspaper Limited. The Economist is a registered trademark of The
Economist Newspaper Limited. Printed by Wyndeham Peterborough Limited.

PEFC certified

This copy of The Economist

is printed on paper sourced
from sustainably managed
forests certified by PEFC
www.pefc.orgPEFC/16-33-582

Subscription service
For our full range of subscription offers, 
including digital only or print and digital 
combined visit
Economist.com/offers
You can also subscribe by mail or telephone at 
the details provided below:

Subscription for 1 year (51 issues) 
Print only   UK – £126

Telephone: +44 (0) 845 120 0983 

Web: Economist.com/offers

Post: The Economist 
 Subscription Centre,
 P.O. Box 471,
 Haywards Heath,
 RH16 3GY
 UK   

Principal commercial offices:
25 St James’s Street, London sw1a 1hg

Tel: 020 7830 7000

Rue de l’Athénée 32
1206 Geneva, Switzerland
Tel: 41 22 566 2470 

750 3rd Avenue, 5th Floor, New York, NY 10017 
Tel: 1 212 541 0500 

60/F Central Plaza 
18 Harbour Road, Wanchai, Hong Kong 
Tel: 852 2585 3888

Other commercial offices:
Chicago, Dubai, Frankfurt, Los Angeles,
Paris, San Francisco and Singapore 

6 Contents The Economist October 25th 2014

Chinese smartphones They are
going global, page 69. China
is also developing cleaner
sources of energy, page 63. But
the economy is slowing, page 77,
and the argument about state
capitalism rages on, page 93

Skiving at work How to thrive
in the office with the minimum
of effort: Schumpeter, page 73

Big data and Ebola
Mobile-phone records are an
invaluable tool to combat the
disease. They should be made
accessible now: leader, page 16.
How patterns of mobile-phone
use can be helpful for
epidemiologists, page 85

Next week
We publish a special report
on Iran. After decades of
messianic fervour, it is
becoming a more mature
and modern country, says
Oliver August 

China

63 Electricity
Obstacles to cleaner power

64 Hong Kong’s protests
Talks get nowhere

64 Height discrimination
Sufferings of the small

International

65 Cheaper oil
Winners and losers

Business

69 China’s handset-makers
Smartening up their act

70 Information technology
A fork in the digital road

71 American television
Switching channels

71 Gluten-free food
Against the grain

72 Japan’s small carmakers
Lots of oomph

73 Schumpeter
A guide to skiving

Finance and economics

75 The euro crisis
Back to reality

76 Buttonwood
Liquidity in the sell-off

77 China’s future growth
Even dragons tire

77 Banking in Myanmar
Twinned with South Sudan

78 Pakistan’s stockmarket
Oil on troubled waters

78 Fannie Mae and Freddie
Mac
Structurally unsound

79 Pensions in Nigeria
Fewer ghosts, more
savings

80 Exchange-traded funds
Emerging Trouble in the
Future?

82 Free exchange
The geography of
joblessness

Science and technology

85 Ebola and big data
Waiting on hold

86 A close encounter
with Mars
Comets

86 Improving IVF
Great expectations

87 Palaeontology
Girls and boys come out
to play

87 Historical death rates
The cruellest months

Books and arts

88 Kaiser Wilhelm
Toxic monarch

89 The North Sea
Making waves

89 Mecca
Sacred and profane

90 Musée Picasso
Home and away

Business books quarterly

91 Executive pay
Moneybags

92 Innovators
Hackers, geniuses and
geeks

92 Alcatel-Lucent
Death by a thousand cuts

93 Chinese business
Unstated capitalism

96 Economic and financial
indicators
Statistics on 42
economies, plus a closer
look at commodity prices

Obituary

98 Yuri Lyubimov
Fighting for theatre

  



  



The Economist October 25th 2014 9

1

Two separate killings ofsol-
diers in Canada by suspects
who had converted to Islam
shocked the nation. One gun-
man fatally shot a soldier at the
war memorial in Ottawa, the
capital, before entering the
nearby Parliament, where he
was killed in an exchange of
fire with the sergeant-at-arms.
Two days earlier another
soldier had been run down by
a car in Quebec and died of his
injuries. His assailant was also
killed in a shoot-out. Canada
recently authorised its air force
to assist with the bombing of
Islamic State forces in Iraq. 

Ahead ofBrazil’s presidential
election run-offon October
26th Dilma Rousseff, the in-
cumbent, appeared to gain
ground as she accused her
opponent, Aécio Neves, of
wanting to slash welfare. 

In Mexico accusations of
atrocities by the security forces
continued to mesmerise the
country. In June, at least12
people were allegedly killed
despite surrendering after a
gun-battle. The scene of the
shootings had been tampered
with to make it appear as if
they had died during the fight. 

In a tight spot
BarackObama hit the cam-
paign trail to support Demo-
cratic candidates in the forth-
coming mid-term elections.
Dragged down by the presi-
dent’s low approval ratings,
some Democrats have been
keeping him at arm’s length
(which could complicate their
efforts to turn out the black
vote). A few Democratic Sen-
ate candidates have even
hesitated to reveal whether
they voted for Mr Obama. 

Ben Bradlee, who was the
editor of the Washington Post
during its exposé of the
Watergate break-in and sub-
sequent cover-up by the Nixon
White House, died at the age of
93. He once said that the
Watergate tapes would “take
me to my grave with a huge
smile on my face”.

Both are breaking the rules
Human Rights Watch accused
Ukrainian government forces
and pro-Russian separatists of
using cluster munitions during
fighting in eastern Ukraine.
Cluster bombs, which strew
small bombs over a large area
to increase fatalities, are
banned by many countries.
Their use in civilian areas
could be a war crime.

Sweden’s navy launched a
hunt for a possible Russian
submarine after people re-
ported sighting suspicious
objects in waters near Stock-
holm. One newspaper claimed
a Russian distress call had
been intercepted. Russian
aircraft have recently increased
their incursions into neigh-
bouring countries’ airspace.

Hungary announced that it
will impose a tax on internet
usage. The government has
also introduced taxes on
banks, utilities and advertisers,
drawing accusations ofdis-
crimination against foreign
companies. RTL, a Dutch me-
dia firm, said the advertising
tax is aimed at driving its sub-
sidiary out ofHungary.

Conservative Catholic bish-
ops won the day when the
final report ofa meeting to
discuss policy on families at
the Vatican scrapped concilia-
tory language about gays and
divorcees that had been in-
cluded in earlier drafts. 

The European Parliament
approved the list ofEuropean
commissioners nominated by
Jean-Claude Juncker. During
parliamentary confirmation
hearings, heavy criticism of
Slovenia’s nomination of its
former prime minister for
energy commissioner forced
her to withdraw. 

At least they’re talking
Student protesters in Hong
Kong held talks with senior
government officials over
demands for free elections in
the territory. The televised
meeting was the first such
encounter since students
began demonstrating in busy
commercial areas in late Sep-
tember. There was little sign of
compromise by either side.
Hundreds ofprotesters have
remained on the streets. 

Around 370 of the Chinese
Communist Party’s most
powerful members began a
four-day meeting in Beijing.
They were due to discuss ways
ofboosting the “rule of law”,
although this was likely to
mean trying to strengthen the
party’s power rather than
subordinating it. The meeting
was also expected to consider
the case ofZhou Yongkang, a
retired member of the
Politburo Standing Committee
who is being investigated for
corruption.

An anti-government cleric,
Tahir ul Qadri, ended a two-
month sit-in in the capital of
Pakistan, Islamabad. But he
would, he said, continue to
seeka “revolution of the poor”.
Imran Khan, a populist poli-
tician and former cricket star,
said that he we would not end
a similar protest until the
prime minister, Nawaz Sharif,
resigned. Mr Khan implausibly
claims that Mr Sharif stole the
last election from him.

South Korea tookdown a
giant illuminated tower deco-
rated as a Christmas tree on its
northern border after North
Korea threatened to shell it.
The North bans all religions
except adoration of the Kim
family dictatorship. Mean-
while, an American citizen
was released and allowed to

leave North Korea, which had
accused him of leaving a Bible
in a restaurant lavatory.

Hoping for boots on the ground

Iraq’s semi-autonomous Kurd-
ish region prepared to send
soldiers to fight in Kobane, a
Kurdish town on Syria’s border
with Turkey that is under
attackby Islamic State jiha-
dists. Turkey has reversed its
opposition and agreed to
allow the Kurds to send troops
and military supplies across its
territory to join the fight.
America has dropped weap-
ons and supplies.

Four former employees of
Blackwater, a security firm that
protected American diplomats
in Iraq, were found guilty by
an American jury ofmurder
and manslaughter for opening
fire in a crowded square in
Baghdad in 2007. The deaths of
17 civilians in the ensuing
gunfire caused an internation-
al outcry and fed anti-Ameri-
can sentiment within Iraq.

The WHO said that it hopes to
begin field-testing two experi-
mental Ebola vaccines in west
Africa in January. It plans to
vaccinate as many as 20,000
people, which is twice as
many as its previous target. Yet
even as it speeds up testing, the
virus is continuing to spread
out ofcontrol in Sierra Leone
and Liberia, the two most
severely affected countries. 

On the positive front, the
WHO declared Nigeria to be
free ofEbola as no new cases
had been detected for six
weeks. There have been eight
deaths in the country from the
disease. Senegal was also said
to be free from Ebola. In Spain
a nurse who had contracted
the virus recovered after two
weeks of treatment. 

Politics

The world this week
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Other economic data and news
can be found on pages 96-97

A tentative calm returned to
the markets after a bout of
volatility sparked by fears
about the world economy. The
S&P 500 share index notched
up its best daily performance
in a year and the yield on
Greek ten-year government
bonds fell towards 7%, having
soared to almost 9%. Oil prices
climbed. The cautious opti-
mism was induced in part by
reports that the European
Central Bank is thinking
about buying corporate bonds
on the secondary market early
next year as part ofa strategy
to steer the euro zone away
from its deflationary path. 

The new normal
China’s economy grew by
7.3% in the third quarter, the
worst showing since the
depths of the global financial
crisis in early 2009. Hampered
by rising debt, overcapacity in
its industries and a stumbling
property market (house sales
were down 11% in the first nine
months of the year) China’s
slowing economy is likely to
miss its GDP growth target of
7.5% this year. 

South Africa slashed its GDP

growth estimate for 2014 to
1.4%, from the 2.7% that was
forecast back in February.
Among other things the econ-
omy has taken a hit from a
lengthy mining strike that was
resolved in June.

Richard Broadbent stepped
down as chairman ofTesco.
The world’s third-biggest
supermarket retailer restated
its earnings in light of the
errors in accounting for in-
come from suppliers, drastical-
ly marking down its six-month
pre-tax profit to August 23rd. It
also revealed that most of its
overstated profit relates to
previous accounting periods. 

Strong demand for Apple’s
iPhone 6 helped push the
company’s profit up by13% in
the latest quarter, to $8.5 bil-
lion, compared with the same
period last year. It also shipped
5.5m Mac computers (more
than in any quarter since

Apple started selling the Mac
in 1984), though iPad sales
sagged again. This weekApple
Pay was rolled out, which lets
iPhone 6 users pay for goods in
shops through an app that
identifies thumbprints.

Meanwhile, Tim Cook, Apple’s
boss, flew to Beijing to press for
official help in halting cyber-
attacks. Apple’s cloud services
suffered a bad one in China,
reportedly by Chinese state-
sponsored hackers trying to
obtain personal user data.

A tech titan’s struggles
Apple’s earnings may have
delighted investors, but IBM’s
left them disappointed, with
revenue declining for the ninth
quarter in a row. Big Blue is
struggling more than its rivals
to adapt to the rise ofcloud
computing. Its chipmaking
business has become such a
burden that it is paying
GlobalFoundries, a contract
chipmaker, $1.5 billion to take it
off its hands.

Nokia reported its first year-
on-year rise in quarterly rev-
enue in three years. The Finn-
ish company sold its struggling
mobile-phone business to
Microsoft last year and now
focuses on telecom networks.
It has won some big contracts,
including a deal with China

Mobile to deliver 4G services.
Its share price has risen by
120% on the Helsinki exchange
since the start of2013.

Christophe de Margerie, the
chiefexecutive ofTotal, was
killed after his private plane
strucka snow plough at Mos-
cow’s Vnukovo airport. The
driver of the snow plough was
allegedly drunk. Mr de Marge-
rie’s death shocked the busi-
ness world and brought trib-
utes from politicians in his
native France. Known for
bringing a human touch to the
oil business, he was not afraid
ofbeing outspoken and had
been in Moscow to argue for
continued engagement with
Russia in spite ofWestern
sanctions, which he recently
derided as “useless”. 

AbbVie lashed out at Ameri-
ca’s Treasury Department, all
but blaming it for scuppering
its proposed $55 billion offer

for Shire. AbbVie would have
relocated some operations to
Britain to benefit from a lower
corporate-tax rate, but the
Treasury frowns upon tax-
inversion deals and issued
new rules in September to
curb those types ofacquisi-
tions. In a statement that offi-
cially terminated its offer for
Shire, AbbVie said the Treasury
had “reinterpreted long-stand-
ing tax principles” and caused
it to reconsider the transaction. 

Stale meat
McDonald’s said it would
“fundamentally change the
way we approach our busi-
ness” after another drop in
quarterly sales and income.
Fast-food rivals are eating into
its profit by offering fresher
menus. Chipotle Mexican
Grill saw its revenue increase
by 31% in the third quarter and
net profit jump by 57%. 

America’s traffic-safety admin-
istration expanded a recall for
cars fitted with airbags made
by Takata, a Japanese com-
pany, because of the potential
for the bags to explode, even in
minor crashes, propelling
shrapnel into the car. The
advice urged motorists “to take
immediate action”.
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THE world economy is not in
good shape. The news from

America and Britain has been
reasonably positive, but Japan’s
economy is struggling and Chi-
na’s growth is now slower than
at any time since 2009. Unpre-
dictable dangers abound, partic-

ularly from the Ebola epidemic, which has killed thousands in
West Africa and jangled nerves farbeyond. But the biggest eco-
nomic threat, by far, comes from continental Europe.

Now that German growth has stumbled, the euro area is on
the verge of tipping into its third recession in six years. Its lead-
ers have squandered two years of respite, granted by the
pledge of Mario Draghi, the European Central Bank’s presi-
dent, to do “whatever it takes” to save the single currency. The
French and the Italians have dodged structural reforms, while
the Germans have insisted on too much austerity. Prices are
falling in eight European countries. The zone’s overall inflation
rate has slipped to 0.3% and may well go into outright decline
next year. A region that makes up almost a fifth of world out-
put is marching towards stagnation and deflation.

Optimists, both inside and outside Europe, often cite the ex-
ample of Japan. It fell into deflation in the late-1990s, with un-
pleasant but not apocalyptic consequences for both itself and
the world economy. But the euro zone poses far greater risks.
Unlike Japan, the euro zone is not an isolated case: from China
to America inflation is worryingly low, and slipping. And, un-
like Japan, which has a homogenous, stoic society, the euro
area cannot hang together through years ofeconomic sclerosis
and fallingprices. As debt burdens soar from Italy to Greece, in-
vestors will take fright, populist politicians will gain ground,
and—sooner rather than later—the euro will collapse. 

This parrot has ceased to be
Although many Europeans, especially the Germans, have
been brought up to fear inflation, deflation can be still more
savage (see pages 23-26). If people and firms expect prices to
fall, they stop spending, and as demand sinks, loan defaults
rise. That was what happened in the Great Depression, with
especially dire consequences in Germany in the early1930s.

So it is worrying that, of the 46 countries whose central
banks target inflation, 30 are below their target. Some price
falls are welcome. Tumblingoil prices, in particular, have given
consumers’ incomes a boost (see next leader). But slowing
prices and stagnant wages owe more to weak demand in the
economy and roughly 45m workers are jobless in the rich
OECD countries. Investors are starting to expect lower infla-
tion even in economies, such as America’s, that are growing at
reasonable rates. Worse, short-term interest rates are close to
zero in many economies, so central banks cannot cut them to
boost spending. The only ammunition comes from quantita-
tive easing and other forms ofprinting money.

The global lowflation threat is a good reason for most cen-
tral banks to keep monetary policy loose. It is also, in the lon-
ger term, a prompt to look at revising inflation targets a shade

upwards. But the immediate problem is the euro area. 
Continental Europe’s economy has plenty of big underly-

ing weaknesses, from poor demography to heavy debt and
sclerotic labourmarkets. But ithasalso made enormous policy
mistakes. France, Italy and Germany have all eschewed
growth-enhancing structural reforms. The euro zone is partic-
ularly vulnerable to deflation because of Germany’s insis-
tence on too much fiscal austerity and the ECB’s timidity. Even
now, with economies contracting, Germany is still obsessed
with deficit reduction for all governments, while its opposi-
tion to monetary easinghas meant that the ECB, to the obvious
despair of Mr Draghi, has done far less than other big central
banks in terms of quantitative easing (notwithstanding this
week’s move to start buying “covered bonds”).

If there was ever logic to this incrementalism, it has run out.
As budgets shrink and the ECB struggles to convince people
that it can stop prices slipping, a descent into deflation seems
all too probable. Signs ofstress are beginning to appear in both
the markets and politics. Bond yields in Greece have risen
sharply, as support for the left-wing Syriza party has surged
(see page 75). France and Germanyare tradingrhetorical blows
over a new budget proposal coming out ofParis.

Joining the bleedin’ choir invisible
If Europe is to stop its economy getting worse, it will have to
stop its self-destructive behaviour. The ECB needs to start buy-
ing sovereign bonds. Germany’s chancellor, Angela Merkel,
should allow France and Italy to slow the pace of their fiscal
cuts; in return, those countries should accelerate structural re-
forms. Germany, which can borrow money at negative real in-
terest rates, could spend more building infrastructure at home. 

That would help, but not be enough. It is a bit like the early
years ofthe euro debacle, before MrDraghi’s whatever-it-takes
pledge, when half-solutions only fed the crisis. Something rad-
ical is needed. The hitch is that European law bans many text-
booksolutions, such asECB purchasesofnewly issued govern-
ment bonds. The best legal option is to couple a dramatic
increase in infrastructure spending with bond-buying by the
ECB. Thus the European Investment Bank could launch a big
(say €300 billion, or $383 billion) expansion in investments
such as faster cross-border rail links to more integrated electric-
ity grids—and raise the money by issuing bonds, which the
ECB could buy in the secondary market. Another possibility
would be to redefine the EU’s deficit rules to exclude invest-
ment spending, which would allow governments to run big-
ger deficits, again with the ECB providing a backstop. 

Behind all this sits a problem of political will (see Charle-
magne). Mrs Merkel and the Germans seem prepared to take
action only when the single currency is on the verge of catas-
trophe. Throughout Europe people are hurting—in Italy and
Spain youth unemployment is above 40%. Voters vented their
fury with the established order in the EU’s parliamentary elec-
tions earlier this summer, and got very little change. Another
descent into the abyss will test their patience. And once defla-
tion has an economy in its jaws, it is very hard to shake off. Eu-
rope’s leaders are running out of time.7

The world’s biggest economic problem

Deflation in the euro zone is all too close and extremely dangerous

Leaders
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THE collapse of the Soviet
Union in 1991 had many

causes. None was as basic as the
fall in the price ofoil, its main ex-
port, by two-thirds in real terms
between 1980 and 1986. By the
same token, the 14-year rule of
Vladimir Putin, heir to what re-

mained, has been bolstered by a threefold rise in the oil price. 
Now the oil price is falling again. Since June, it has dropped

from about $115 for a barrel ofBrent crude to $85 or so—a reduc-
tion ofroughly a quarter. Ifprices settle at today’s level, the bill
for oil consumers will be about $1 trillion a year lower. That
would be a shot in the arm for a stagnating world economy. It
would also have big political consequences. For some govern-
ments it would be a rare opportunity; for others, a threat.

The scale of shale
Predicting oil prices is a mug’s game (we speak from experi-
ence). The fall of the past three months is partly the result of
unexpected—and maybe short-lived—developments. Who
would have guessed that chaotic, war-torn Libya would some-
how be pumping 40% more oil at the end ofSeptember than it
had just a month earlier? Saudi Arabia’s decision to boost out-
put to protect its market share and hurt American shale pro-
ducers and see off new developments in the Arctic was also a
surprise. Perhaps the fall was exaggerated by hedge-fund in-
vestors dumping oil they had been holding in the false expec-
tation of rising prices. 

Geopolitical shocks can surprise on the upside as well as
the down. Saudi Arabia may well decide to resume its self-ap-
pointed post as swing producer and cut output to push prices
up once more. With war stalking Iraq, Libya still fragile and Ni-
geria prey to insurgency (see page 55), supply is vulnerable to
chaotic forces.

But many of the causes of lower prices have staying power.
The economic malaise weighing down on demand is not
about to lift, despite the tonic ofcheaper oil (see page 65). Con-
servation, spurred by high prices and green regulation, is more
like a ratchet than a piece of elastic. The average new car con-
sumes 25% less petrol per mile than ten years ago. Some ob-
servers think the rich world has reached “peak car”, and that
motoring is in long-term decline. Even if they are wrong, and
lower prices encourage people to drive more, energy-saving
ideas will not suddenly be uninvented.

Much of the extra supply is baked in, too. Most oil invest-
ment takes years of planning and, after a certain point, cannot
easily be turned off. The fracking revolution is also likely to
rage on. Since the start of2010 the United States, the main win-
ner, has increased itsoutputbymore than 3m barrelsperday to
8.5m b/d. Shale oil is relatively expensive, because it comes
from many small, short-lived wells. Analysts claim that a third
of wells lose money below $80 a barrel, so shale-oil produc-
tion will adjust, helping put a floor under the price. But the
floor will sag. Break-even points are falling. In past price
squeezes, oilmen confounded the experts by finding unimag-

ined savings. This time will be no different.
For governments in consuming countries the price fall of-

fers some budgetary breathing-room. Fuel subsidies hog scan-
dalous amounts of money in many developing coun-
tries—20% of public spending in Indonesia and 14% in India
(including fertiliser and food). Lower prices give governments
the opportunity to spend the money more productively or re-
turn it to the taxpayers. This week India led the way by an-
nouncing an end to diesel subsidies. Others should follow Na-
rendra Modi’s lead.

The axis of diesel
For those governments that have used the windfall revenues
from higher prices to run aggressive foreign policies, by con-
trast, things could get uncomfortable. The most vulnerable are
Venezuela, Iran and Russia.

The first to crack could be Venezuela, home to the anti-
American “Bolivarian revolution”, which the late Hugo Chá-
vez tried to export around his region. Venezuela’s budget is
based on oil at $120 a barrel. Even before the price fall it was
struggling to pay its debts. Foreign-exchange reserves are
dwindling, inflation is rampant and Venezuelans are enduring
shortages ofeveryday goods such as flour and toilet paper. 

Iran is also in a tricky position. It needs oil at about $140 a
barrel to balance a profligate budget padded with the extrava-
gant spending schemes of its former president, Mahmoud Ah-
medinejad. Sanctions designed to curb its nuclear programme
make it especially vulnerable. Some claim that Sunni Saudi
Arabia is conspiring with America to use the oil price to put
pressure on its Shia rival. Whatever the motivation, the falling
price is certainly having that effect.

Compared with these two, Russia can bide its time. A falling
currency means that the rouble value of oil sales has dropped
less than its dollar value, cushioning tax revenues and limiting
the budget deficit. The Kremlin can draw on money it has
saved in reserve funds, though these are smaller than they
were a few years ago and it had already budgeted to run them
down. Russia can probably cope with today’s prices for 18
months to two years, but the money will eventually run out.
Mr Putin’s military modernisation, which has absorbed 20%
of public spending, looks like an extravagance. Sanctions are
stifling the economy and making it hard to borrow. Poorer Rus-
sians will be less able to afford imported food and consumer
goods. If the oil price stays where it is, it will foster discontent.

Democrats and liberals should welcome the curb the oil
price imposes on countries like Iran, Venezuela and Russia. But
there isalso an increased riskofinstability. Iran’s relativelyout-
ward-looking president, Hassan Rouhani, was elected to im-
prove living standards. If the economy sinks, it could strength-
en the hand of his hardline opponents. Similarly, a default in
Venezuela could have dire consequences not just for Venezue-
lans but also for the Caribbean countries that have come to de-
pend on Bolivarian aid. And Mr Putin, deprived of economic
legitimacy, could well plunge deeper into the xenophobic na-
tionalism that has fuelled his campaign in Ukraine. Cheaper
oil is welcome, but it is not trouble-free.7

Cheaper oil

Many winners, a few bad losers

Brent crude oil price
$ per barrel
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A lowerprice will boost the world economy and harm some unpleasant regimes—but there are risks
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WITH at least 4,500 people
dead, public-health au-

thorities in west Africa and
worldwide are struggling to con-
tain Ebola. Borders have been
closed, air passengers screened,
schools suspended. But a pro-
mising tool for epidemiologists

lies unused: mobile-phone data.
When people make mobile-phone calls, the networkgener-

ates a call data record (CDR) containing such information as
the phone numbers of the caller and receiver, the time of the
call and the tower that handled it—which gives a rough indica-
tion of the device’s location. This information provides re-
searcherswith an insight into mobilitypatterns. Indeed phone
companies use these data to decide where to build base sta-
tions and thus improve their networks, and city planners use
them to identify places to extend public transport.

But perhaps the most exciting use of CDRs is in the field of
epidemiology. Until recently the standard way to model the
spread of a disease relied on extrapolating trends from census
data and surveys. CDRs, by contrast, are empirical, immediate
and updated in real time. You do not have to guess where peo-
ple will flee to or move. Researchers have used them to map
malaria outbreaks in Kenya and Namibia and to monitor the
public response to government health warnings during Mexi-
co’s swine-flu epidemic in 2009. Models of population move-
ments during a cholera outbreak in Haiti following the earth-

quake in 2010 used CDRs and provided the best estimates of
where aid was most needed. 

Doing the same with Ebola would be hard: in west Africa
most people do not own a phone. But CDRs are nevertheless
better than simulations based on stale, unreliable statistics. If
researchers could track population flows from an area where
an outbreak had occurred, they could see where it would be
likeliest to break out next—and therefore where they should
deploy their limited resources. Yetdespite monthsof talks, and
the efforts of the mobile-phone operators’ trade association
and several smaller UN agencies, telecom operators have not
let researchers use the data (see page 85).

One excuse is privacy, which is certainly a legitimate worry,
particularly in countries fresh from civil war, or where tribal
tensions exist. But the phone data can be anonymised and ag-
gregated in a way that alleviates these concerns. A bigger pro-
blem is institutional inertia. Big data is a new field. The people
who grasp the benefitsofexaminingmobile-phone usage tend
to be young, and lack the clout to free them for research use.

It’s an old problem
This needs to change. Governments should require mobile op-
erators to give approved researchers access to their CDRs. The
data will obviously not by themselves prevent this outbreak
from turning into a disaster. That will take an extraordinary
combination of new drugs, careful prevention and patient
care, among other things. But the health workers dealing with
Ebola on the ground need all the help they can get.7

Ebola and big data

Call for help

Mobile-phone records are an invaluable tool to combat Ebola. Theyshould be made available to researchers

THE hope that popular pro-
tests against Arab dictators

in 2011 would bring justice and
democracy has given way to de-
spair, chaos and unimaginable
bloodletting. Yet the spirit of the
Arab spring survives in the
country where it all started: Tu-

nisia. The countryhasadopted a newconstitution that guaran-
tees religious freedom and equality between the sexes, the
product of rare consensus-building by Islamist and secular
parties. On October 26th citizens will vote freely for a second
time, to elect a new parliament. Next month they will choose a
new president.

Tunisia is proof of a precious truth: the Arab world can
change for the better, and Islam can be reconciled with democ-
racy. The rest of the world should applaud, and help Tunisia
complete the transition.

The country’s relative success springs partly from good for-

tune. As a homogeneous society, it has been spared the Shia-
Sunni schism that is sundering Syria and Iraq. Unlike Egypt,
Tunisia has no history of baleful military rule. Unlike Algeria,
it has not been brutalised by civil war. It is untouched by the
curse of oil. Citizens’ activism in the trade unions, business or-
ganisations or professional bodies survived the rule of succes-
sive strongmen. Tunisia preserved a middle class, nurtured it
through education and developed close economic ties with
Europe, especially France and Italy. Whereas Egyptian mem-
bers of the Muslim Brotherhood were mostly exiled in Saudi
Arabia and other Gulf countries, the leaders of Nahda, Tuni-
sia’s main Islamist party, mostly went to Europe. 

The Carthaginian exception
But Tunisia also created its own luck. Nahda’s leaders are a
moderate and pragmatic bunch, who have learned from the
mistakes of Islamists elsewhere. In Egypt Muhammad Morsi
alienated many of his compatriots by concentrating power in
the Brotherhood’shandsand was toppled bythe army. In Tuni-

The relative success of Tunisia

A light unto the Arab nations

Tunisia works, but it is fragile. The rest of the world should give it a hand
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WHEN David Cameron de-
clared his intention last

year to hold a referendum on
Britain’s membership of the
European Union, this newspa-
per gave a cautious cheer. Al-
though we felt there was a risk
the Conservative prime minis-

ter was bending too far to the Eurosceptics in his party, who
happily ignore the enormous economic cost Britain would in-
cur by leaving the union, the issue had become so divisive that
we believed Britons should get a say on the subject. We were
also encouraged thatMrCameron made a rousingcase for Brit-
ain’s EU membership, which he vowed to fortify and improve
by campaigning for badly needed EU-wide reforms ahead of
the promised vote. He needs to restate that commitment, be-
cause the recent talk from Number 10 about curbing immigra-
tion from the EU risks giving the opposite impression: of a
weakand unprincipled ruling party that is prepared to gamble
Britain’s national interest on a policy shaped by populists.

It’s complicated
Britain’s contradictory feelings towards immigration reflect
the peculiarities of its history (see page 27). On the one hand,
the country’s success is rooted in openness—in exploration,
conquest and trade. Most Britons are not racist, which makes
their country especially appealing to the millions of immi-
grants who have created much of its wealth. On the other
hand, Britain is a bristling island nation, with a deep-seated
fear of invasion. Its people worry inordinately about the eco-
nomic and cultural side-effects of immigration—and are prone
to scaremongers, a role which the increasingly formidable UK

Independence Party (UKIP) is now filling. Its two main causes
are leaving the European Union and reducing immigration.

Mr Cameron has lost one by-election to UKIP and faces the
prospect of losing another in a few weeks and seeing his base
eroded in a general election next spring, so it is hardly surpris-

ing that he has moved to the right. But the jump has been large
and rapid. Last year, when he unveiled his EU reform strategy,
Mr Cameron did not mention immigration as an area of con-
cern. His target was red tape, not the liberal migration regime
that is one of the union’s main strengths. Since then the Tories
have said they want to restrict benefits to immigrants and
make citizens from future EU member countries wait longer
before theyare allowed to workin Britain. NowMrCameron is
talking about “fixing” immigration to Britain from the EU,
while his advisers have floated the idea of an “emergency
brake” on immigration beyond a certain level from even exist-
ing EU members. All will be revealed in a speech soon.

An emergency brake would be foolish in two ways. First, it
is unlikely to succeed in its primary aim—fixing UKIP. A few
voters may be tempted back to the Tory fold, but UKIP will al-
ways be able to outgun its rivals on promises to keep out for-
eigners. And most of the fears about immigration are a proxy
for wider, especially economic, disgruntlements—as differ-
ences in attitudes between different bits of the country sug-
gest. London, the city most changed by immigration, is gener-
ally relaxed about it, while several of the areas most
determined to keep out immigrants, such as north-east Eng-
land, have hardly seen any. An emergency brake will not as-
suage the anxiety in such places even if Mr Cameron could in-
troduce it, which he probably cannot.

This is the second problem with his tactic. Free movement
of labour is one of the EU’s fourcore freedoms. There is vanish-
ingly little chance that other member states will concede it.
And if Mr Cameron promises British voters concessions he
cannot deliver, he risks not just exacerbating anti-EU feeling,
butalso corneringhimself into a position from which he has to
campaign for withdrawal from the union.

Mr Cameron started with an admirable reform agenda,
which would help the whole EU. If he makes demands that
will never be met he will set that agenda up for failure—and
also raise the chances that vexed Britons will end up voting to
leave the EU. That is a high price to pay for a few UKIP votes.7

Britain and immigration

Keep open the gates

The Conservatives should not riskBritain’s future prosperityon a flawed bid to cut immigration

sia, when post-revolutionary politics appeared close to col-
lapse last year after the murder of two opposition politicians,
Nahda agreed to dissolve the three-party government it led
and made way for a cabinet of technocrats.

Although Tunisia’s political achievement is impressive, it
remains fragile and reversible. It is buffeted by instability in the
region, especially Libya. There are signs of disillusionment
with democratic politics. Above all, a revolution born out of
protests over economic conditions has yet to bring improve-
ments in the standard of living. Real GDP per person has been
stagnant since the revolution. Foreign tourists and investors
are shying away. But the problems are also caused by an eco-
nomic system that protects politically connected firms and
produces mostly low-skilled assembly jobs. In parts of the de-
prived south, unemployment, smuggling networks and jiha-
dism are producing a poisonous mixture. Strikingly, an esti-
mated 3,000 Tunisians have gone to fight in Syria, making up

the largest contingent of foreign jihadists.
The country’s future must be decided by Tunisians them-

selves. In an election contested by around 100 parties, the
front-runners are Nahda and the more secular Nidaa Tounes
coalition. Either is credible, but whicheverwins should rule by
consensus and liberalise the economy to rekindle growth. 

Outsiders can also lend a hand. The Gulfstates should help
stabilise Tunisia rather than treat it as a fresh battleground in
theirproxy contest forand against the Muslim Brotherhood, as
they do in Libya and Egypt. The West, for its part, should sus-
tain civil-society groups, and provide more generous eco-
nomic help in return for sensible economic reforms. Europe
should open up its markets to Tunisia’s exports; if it does not
want migrants (or perhaps jihadists) from Tunisia it should at
leastadmit its tomatoesand olives. Preciselybecause ofthe cri-
ses elsewhere, the world must not neglect Tunisia: it is a rare
light in a darkregion.7
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Letters are welcome and should be
addressed to the Editor at 
The Economist, 25 St James’s Street,
London sw1A 1hg

E-mail: letters@economist.com
More letters are available at:
Economist.com/letters

Progress, of sorts

SIR – Your leader on gay rights
celebrated the increasing
acceptance and visibility of
gay couples (“The gay divide”,
October11th). However, it was
wrong to suggest that it is this
acceptance ofhomosexuality
in the West that has “provoked
a backlash elsewhere”.
Homophobia in Nigeria, Rus-
sia, Uganda and other coun-
tries is no more a backlash
against the West than fascism
was a backlash against “world
Zionism”, or apartheid was a
backlash against communism.
Corrupt leaders blame
“others” for “our” problems. If
it’s not the “perverts”, it’s the
Jews, blacks, immigrants,
unbelievers, or whomever.

Nor is homophobia
“ancient, deep and, in its way,
sincere”. The persecution of
homosexuals does not follow
an historical straight line.
Britain arrested more gay men
in the 1950s than in the 1930s.
Gay men in the 1950s, such as
Joe Orton, a British playwright,
found the Middle East then to
be less hostile than the West. 

By the way your1996 cover
“Let Them Wed” was a mile-
stone. One ofus used it to raise
$3m that year for PlanetOut,
the first LGBT firm backed by
blue-chip venture capital. It
was a leap forward from your
report of the gay march on
Washington in 1993, which
focused on “bare-breasted
lesbians” (“some with rings
through their nipples”) and
“men in leather trousers”
(“Cover-up uncovered”, May
15th 1993). 
ANDRE BANKS

Co-founder, All Out
New York
JON HUGGETT

Chair, All Out
London

SIR – As a closeted teenage
bisexual, I thinkyou, like many
others, overestimate the toler-
ance for gay people. I would
lose all but two ofmy friends if
I came out. I could say goodbye
to playing sports, where an
anti-gay culture is still strong. I
would probably be disowned
or at least shunned by my
family. And the county where I
live voted for BarackObama,

so I can only imagine what
others in less “liberal” places
go through. Much progress has
been made for legal equality,
less so for social equality. 
NAME WITHHELD BY REQUEST

SIR – I have been a witness in
deportation trials to attest to
the violence ofanti-gay sen-
timent in Jamaica. Despite
broad knowledge of the status
ofgays there, America’s im-
migration agency still resists
granting asylum to gay Jamai-
cans. Expert testimony on
country conditions is still
required in these hearings,
despite the State Department’s
acknowledgment (in its coun-
try reports) about virulent
homophobia on the island.
RUTH WHITE

Clinical associate professor in
social work
University of Southern California
Los Angeles

Foreign investors

SIR – There was one important
issue missing from your leader
on investor-state dispute settle-
ment (ISDS) (“A better way to
arbitrate”, October11th). This is
the provision in most invest-
ment treaties that requires
governments to provide “fair
and equitable” treatment to
foreign investors. Lawyers see
this as a wonderfully open-
ended clause that can be used
to challenge a wide range of
government behaviour. The
potential for lawsuits is limited
only by the creativity of the
lawyers involved.

In the trade negotiations
between Canada and the
European Union new lan-
guage has been offered to try to
narrow the standard, but the
new terms only serve to em-
phasise how broad it is. Any
effort to reform ISDS has to
address the problems caused
by the fair-and-equitable
standard. Taking it out com-
pletely is probably the only
effective way to do this. Refo-
cusing the rules towards gov-
ernment actions that actually
discriminate against foreign-
ers—as opposed to some vague
and amorphous standard like
“fair and equitable”—is a good
way to promote foreign invest-
ment and maintain govern-

ments’ regulatory authority. 
As it is currently structured,

ISDS provides for international
judicial review ofall govern-
ment actions, for foreign in-
vestors only (oppressed minor-
ities are out of luck). That is a
controversial proposition, one
that should not be entered into
lightly or given an overly broad
scope.
SIMON LESTER

Trade policy analyst
Cato Institute
Washington, DC

SIR – It was inaccurate to say
that Philip Morris Internation-
al is challenging, through ISDS

or otherwise, “Australia’s
decision to require cigarette-
makers to put grisly pictures of
lung-cancer victims on their
packets.” Instead, Philip Mor-
ris’s arbitration under the
investment treaty between
Australia and Hong Kong
argues that Australia breached
its obligations by, among other
things, making it illegal to use
our registered trademarks,
banning all design features on
cigarette packages that the
graphic warnings do not cover,
and forcing us to sell premium
products as though they were
low-quality commodities.
These and other aspects of
Australia’s “plain-packaging”
law are a breakfrom the coun-
try’s traditions offree-market
competition, investment pro-
tection and fair process. 

We support thousands of
tobacco regulations world-
wide, but we cannot accept an
arbitrary mandate that both
eliminates packaging as a tool
for competitive differentiation
and imposes design require-
ments with the express aim to
disparage our products. 

We have only ever brought
two ISDS cases, neither of
which overturned a single
public-health measure. We are
simply seeking a neutral forum
to hear our claims for mone-
tary compensation. It seems
that those who harangue
against Philip Morris think that
we are not entitled to a day in
court simply because we are in
the tobacco business.
JULIE SODERLUND

Vice-president, communications
Philip Morris International
Lausanne, Switzerland

SIR – You said that Lone Pine
Resources’ claim challenges
Quebec’s moratorium on
fracking. Opponents of ISDS

have made this assertion
because it resonates with
popular concerns about the
potential impacts of fracking. It
is, however, completely false.
Lone Pine’s claim relates to the
expropriation ofone of its five
permits for “political” reasons
as openly stated by Quebec’s
then-minister ofnatural re-
sources in a parliamentary
committee. The government of
the day was facing an election
and tried to burnish its envi-
ronmental credentials by
annulling a handful ofpermits
under the St Lawrence river. 

Lone Pine’s remaining
permits are subject to the
moratorium pending an envi-
ronmental review offracking.
The company’s claim relates
instead to the summary expro-
priation of its asset for no
reason other than political
expediency. Isn’t that precisely
the conduct that ISDS is proper-
ly meant to remedy? 
TIM GRANGER

Chief executive
Lone Pine Resources
Calgary, Canada

Fright night

SIR – Earlier this year you
sneered at the police in Keene,
New Hampshire, for buying an
armoured personnel-carrier, a
BearCat, that would be used to
patrol the town’s annual
Pumpkin Festival “and other
dangerous situations” (“Cops
or soldiers?”, March 22nd).
Given the riot this past week-
end at the festival by thou-
sands ofdrunken students,
that now seems like not a bad
idea to me (though as they
were chanting “Bring out the
BearCat! Bring out the Bear-
Cat!”, maybe the rioters saw
the vehicle more as a challenge
than a threat). 
MICHAEL HOLLAND

New York7
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Economics: A market unto itself
Amid the sell-off in global equities
the low correlation of China’s

stockmarket with the rest of the world’s
bourses has made it a decent hedge

Travel: Flying fear
If you were going to let fear of any
disease stop you from travelling to

exotic climes, there are plenty of candidates
ahead of Ebola in the queue

Daily chart: Through the roof
Housing in much of the world is
increasingly unaffordable. Explore

our interactive chart to discover which cities
offer best and worst value for money

Variety makes you (mentally) fit
A new study shows that young bilingual
students are better than monolinguals at
answering tricky questions with a noisy
voice in the background. This adds to a
number of striking findings about how
bilingualism can improve the brain

Links to all these stories 
can be found at:
economist.com/dh90
or by scanning this code

Visit economist.com for news, blogs, audio, video, interactive graphics and debates
Links to all the stories below can be found at: economist.com/dh90

Uneasy rider
A cycle lane in Florida, unseparated from six
lanes of traffic, can claim to be one of the
world’s worst. In 2012 some 120 cyclists were
killed in traffic accidents in the state—three
times the national rate. The poor design of
roads and cities is largely to blame

Say hello to the Ubernet
During the prime-time hours of 6pm to
10pm, Netflix and YouTube account for half
of all internet traffic in America. The
decadelong debate over “net neutrality”, or
whether internet service providers can limit
these users, is inching to a compromise

From our blogs Most read on Economist.com Featured comment

Brazil’s presidential
election
Why Brazil needs change

The Economist explains
Why books come out in hardback first

The Ebola crisis
Much worse to come

Cheaper oil
Both symptom and balm

Chinese debt
The great hole of China

“I am afraid that money and good teachers
will have only marginal impacts. Education is
a contract where society brings the finance
and structure but students must bring the
desire to learn. It is the lack of this last
ingredient that makes improving education
such a frustrating task.”—on “Back against
the blackboard”, October 18th 2014
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SIPRI DIRECTOR

Stockholm International Peace Research Institute (SIPRI) is a leading international institute 
dedicated to independent research into con! ict, armaments, arms control and disarmament. It 
consistently ranks as one of the world’s top think tanks based on the reliability of its data, 
analysis, consultations and recommendations, which are highly valued by policymakers, 
practitioners, experts and the media.

Based in Stockholm, Sweden, and established in 1966, SIPRI has in recent years considerably 
expanded its staff, budget and overseas outreach while building a dynamic research agenda to 
illuminate and respond to the rapidly evolving international security order. With staff drawn 
from around the world, including researchers based in Beijing, SIPRI collaborates closely with 
a range of well-established, on-the-ground partnerships and operational international networks.

SIPRI seeks a new Director to lead this world-renowned institute.

We seek candidates with
• a strategic vision that aligns with a clear understanding of SIPRI’s history and the role of the 

institute in the community it serves;

• a global perspective, intellectual energy and a commitment to SIPRI’s values as an 
international, independent, impartial and empirically authoritative research institute;

• high professional standing and experience in the " elds of international security, con! ict and 
peace, and foreign affairs;

• proven leadership, managerial skills and experience, with an ability to work in a dynamic, 
open and intercultural environment;

• the ability to inspire, motivate and foster a culture of teamwork and collaboration;

• a proven track record of success in fundraising, including knowledge of and success in 
attracting foundation and corporate grants, and the ability to identify, steward and solicit 
individual donors;

• experience in managing a complex budget; 

• strong communication skills, both written and oral; and

• the ability to represent the institute internationally and work with both policymakers and 
diplomatic, academic, media and philanthropic stakeholders.

Applications are invited from persons of any nationality. Applications with a cover letter and 
CV should be addressed to SIPRI’s Deputy Director, Jakob Hallgren, and be emailed or 
postmarked by 14 November 2014.

Email for applications and enquiries: hallgren@sipri.org  

Postal address: SIPRI, Signalistgatan 9, SE-169 70 Solna, Sweden  

For more information about SIPRI visit our website: www.sipri.org 

VACANCY ANNOUNCEMENT

The African Peer Review Mechanism (APRM) is a unique and innovative programme of 
the New Partnership for Africa’s development. It is an instrument voluntarily acceded to 
by member states of the African Union as an African-based monitoring mechanism. The 
primary purpose of the APRM is to foster the adoption of policies, standards and practices 
that lead to human security and political stability, high economic growth, sustainable 
development, and accelerated sub-regional and continental economic integration.

The APRM invites applicants who are citizens of AU Member States for the following 
Johannesburg, South Africa based posts:

1. Chief Executive Of* cer 
 Applications must be sent to: team@fusionsearch.co.za

2. Head: Corporate Services
 Applications must be sent to: team2@fusionsearch.co.za
 
3. Senior Coordinator: Country Review Process
 Applications must be sent to: team3@fusionsearch.co.za

4. Senior Coordinator: Thematic Coordination & Research
 Applications must be sent to: team4@fusionsearch.co.za

5. HOD: Knowledge Management, Monitoring & Evaluation & Review Support
 Applications must be sent to: team5@fusionsearch.co.za

Please visit this link to * nd out more about these job opportunities and the requirements 
for each role: 

http://jobs.economist.com/job/7360/vacancy-announcements-x2-/ 
http://jobs.economist.com/job/7361/vacancy-announcements-x3-/ 

Please quote the job title on the email subject line when you send your application.
 
Application Process

Interested parties to submit the following, preferably in either English or French:

• A motivation letter stating reasons for seeking employment with the African Peer  
 Review Mechanism

• Comprehensive Curriculum Vitae indicating your nationality, age, and gender

• Three (3) contactable referees who have good knowledge of the candidate’s work

• Certi" ed copies of all academic quali" cations.

All appointments will be made on " xed term of " ve years, comprising the " rst three years 
one of which is probation period, after which the contract can be renewed once.

Fusion Consulting (Pty) Ltd has been mandated to manage the recruitment process for the 
above posts. For enquiries, please contact:

Ms. Siviwe Shongwe, Director at Fusion Consulting on +27 11 706 5763. 

Closing Date: 3 November 2014

The International Development Law Organization (IDLO) is the only 
intergovernmental organization dedicated to promoting the rule of 
law. We enable governments and empower people to reform laws and 
strengthen institutions, in order to advance peace, justice, sustainable 
development and economic opportunity. 

We seek to build a culture of justice around the world by supporting 
institution building, promoting access to justice and developing innovative 
legal approaches to development by carrying-out high quality programs, 
research and policy advocacy.  

We are looking for talented, visionary people committed to excellence to 
join us at this exciting time marked by our signifi cant growth, to fi ll the 
following vacancies at our headquarters in Rome, our branch offi ce in 
The Hague, and our UN-liaison offi ce in Geneva:

• Director, Global Initiatives & IDLO Representative to the 
Netherlands – The Hague

• Senior Policy Offi cer – Rome

• Senior Government Relations Offi cer - Rome

• Head, Advocacy - Geneva

For more information regarding the positions and qualifi cations 
requirements, or to apply please refer to:  www.idlo.int/jobs 

IDLO is also actively recruiting consultants for worldwide short and 
medium term assignments in a variety of disciplines with the skills, 
competencies and successful track record in rule of law, institution 
building, access to justice and sustainable development.
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IT IS a pernicious threat, all the more so
because, at its onset, it seems almost be-

nign. After two generations of fighting
against inflation, whybe worried if the vic-
tory looks just a bit too complete, if the an-
cient enemy is so cowed as to no longer
strain against the chains in which it is
bound? But the stable low inflation fought
for in the 1980sand 1990sand inflation haz-
ardously close to zero are not so far apart.
And as inflation drops, slipping into defla-
tion becomes ever easier. It is in that dan-
gerous position that the world now stands. 

In America, Britain and the euro zone
central banks have a 2% target for inflation.
In all three, it is below that target. In Italy,
Spain and Greece, which have experi-
enced wrenchingcrises and recessions, it is
below zero (as it also is in Sweden and Isra-
el). Japan, which finally escaped from de-
flation in 2013 after more than a decade of
struggle, is battling not to return. Leave out

the effects of a consumption-tax increase
and inflation there is barely half way to its
2% target. Even in China inflation is below
2%, compared with a 4% central govern-
ment target (see chart1on next page).

The lowflation ofbeingconsistently be-
low an already low target is bad in itself;
the deflation it could easy lead to is even
worse. There are several reasons. The be-
lief that money made tomorrow will be
worth less than money today stymies in-
vestment; the belief that goods bought to-
morrow will be cheaper than goods
bought today chokes consumption. Cen-
tral bankers can no longer set real (that is,
inflation-adjusted) interest rates low
enough to restore demand. Wages, in-
comes and tax revenue all stall, undermin-
ing the ability of households, businesses
and governments to pay their debts—debts
which, in real terms, will grow more bur-
densome under deflation. 

The threat is especially acute because
central banks in much of the rich world
have already lowered their interest rates to
zero. Alternative paths to stimulate spend-
ing, such as fiscal policy, are blocked by
politicians seeking to look tough. Increas-
ing anxiety about this was a central factor
in the plunge in equities, bond yields and
commodity prices which shookmarkets in
the weekthat began October13th.

The perversity of the low-inflation
world is shown by the fact that the catalyst
for the latest deflation scare is in itself a
largely positive development. The price of
a barrel ofoil has fallen from $115 at the end
of June to about $85 today, prompting a
sharp drop in headline inflation (core infla-
tion, which excludes energy, is not quite as
low). Across the board lower commodity
prices will knock another 0.4 percentage
points off global inflation in coming
months, according to J.P. Morgan. 

This poses problems for various oil ex-
porters (see pages 65-67) but for oil import-
ers it is tantamount to a gigantic tax cut. An
IMF rule of thumb has it that a $20 drop in
the oil price adds about 0.4 percentage
points to global growth.

A descent into the maelstrom
But let joy be confined. The drop in oil
prices is in part due to higher supply, but it
is also the product of slowing growth
around the world. China’s slackened appe-
tite forrawmaterialshashitemerging-mar-
ketcommoditysuppliersparticularlyhard.
And an energy-induced drop in prices,
though good for consumer purchasing
power, risks reinforcing expectations of
lower inflation overall; it is part of the
threat’s pernicious nature that such expec-
tations easily become self-fulfilling. 

In recent months investors have lost
faith in either the ability or the will of cen-
tral banks to get inflation rates back up. The
inflation rate they expect can be inferred
by looking at derivatives contracts linked
to inflation or by subtracting the yields of
inflation-indexed bonds from yields on or-
dinary, nominal, bonds. The spread repre-
sents expected inflation in coming years.

Both measures are subject to other in-
fluences, too, like the level of liquidity in
the markets; such factors probably explain
some wild fluctuations of the expected
rate during the recent market turmoil. Look
beyond such volatility, though, and there is
a steady pattern: inflation expectations in
America, Europe and Japan have been on
the slide since the summer (see chart 2 on
next page). In Europe, expected inflation in
five years’ time has dropped from 2.1% in
July to 1.82%, well below the 2% inflation
target set by the European Central Bank. It
was this drop that prompted Mario Draghi,
the president of the ECB, to promise in Au-
gust that the bank would “use all the avail-
able instruments” to get it back up. Infla-
tion in the euro zone promptly slipped 

The pendulum swings to the pit
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2 further, to 0.3% in September, and though
that may have been largely due to oil, core
inflation at 0.8% remains uncomfortably
low. The IMF recently put the odds ofdefla-
tion in the euro zone—defined as two quar-
ters of falling prices in a 12-month span—at
30% in the coming year. 

A short spell of deflation driven by
cheaper oil would in some circumstances
be a tolerable thing. Indeed there are times
when deflation can be a symptom of en-
couraging underlying developments. It
can, for example, be brought about when
advancing productivity enables the econ-
omy to produce more goods and services
at lower cost, raising consumers’ real in-
comes. There were several such periods of
“good deflation” while the world was on
the gold standard; with growth in the mon-
ey supply constrained, prices were pushed
down whenever the volume of output
grew rapidly. Michael Bordo and Andrew
Filardo, two economic historians, point to
America’s1880s as a period of “good defla-
tion”, with output rising by 2% to 3% a year
from 1873 to 1896. For all the aggregate ben-
efit, though, fallingreal wageshurt workers
in many sectors.

By contrast bad deflation results when
demand runs chronically below the econ-
omy’s capacity to supply goods and ser-
vices, leaving an output gap. That prompts
firms to cutpricesand wages; thatweakens
demand further. Debt aggravates the cycle:
as prices and incomes fall, the real value of
debts rise, forcing borrowers to cut spend-
ing to paydown theirdebts, which ends up
making matters worse. This pathology did
great harm duringAmerica’s Great Depres-
sion, which was when Irving Fisher, an
economist, diagnosed it under the name
“debt deflation”. Deflation in Germany at
the same time, though eclipsed in the com-
mon memory by the damage done by the

hyperinflation of the 1920s, caused a num-
ber of multiple bank collapses. The result-
ing unemployment, wage cuts, and credit
crunch helped radicalise workers and fed
support for the Nazis. 

The premature burial
Whatswingsone wayswingsbackthe oth-
er. Memories of the 1930s lent an inflation-
ary bias to fiscal and monetary policy in
the years after the second world war that
helped bringabout the collapse offixed ex-
change rates in the 1970s. It then took de-
cades to squeeze unacceptable levels of in-
flation out of the system. Deflation
disappeared from the memories and con-
cerns ofpolicymakers—until Japan slipped
into deflation in the late 1990s as a col-
lapsed property bubble left the banking
system choking with bad debt. 

One of the lessons of Japan’s deflation
is that it took economists by surprise. Dur-
ing the run-up economists expected mere-
ly to see low inflation, not deflation—just
as they do today. They could be wrong
again. Even if they are not, the problems of
low inflation are quite similar to, if not as
severe as, those ofdeflation proper. 

Firms hit with weak sales often adjust
by freezing nominal wages and allowing
higher prices to restore profits. That is, they
cut real wages. If prices aren’t rising, that
won’t work. Cutting nominal wages is
hard, so firms may sack workers instead. A
recent staff paper by the Federal Reserve
Bank of San Francisco argues this wage
stickiness hampered American firms’ abil-
ity to adjust costs during the last recession,
probably exacerbating unemployment.
Mr Draghi argues that wage stickiness ex-
plains why unemployment got so much
worse in Spain, where until recently wages
were relatively rigid, than in Ireland.

This points to another problem. For the
euro zone, lowflation overall means genu-
ine deflation for the weakest. Countries in
the periphery need to redress their loss of
competitiveness against the core—which is
to say, Germany. Since they can’t devalue,
their prices and wages must rise more
slowly. If Germany’s inflation is already
quite low—it stands today at 0.8%—wages

and prices have to fall outright in the pe-
riphery. This is indeed what is happening
in Spain, Italy and Greece.

Like deflation, lowflation raises the bur-
den of private debt; incomes grow more
slowly than firms, consumers and govern-
ments expected when they took out their
loans. This may cause firms to reduce in-
vestment and households to trim their
spending. “This is fertile ground fora perni-
cious negative spiral, which then also af-
fects expectations,” Mr Draghi noted in
May. As forgovernments, the IMF has stud-
ied four previous episodes of lowflation—
Italy in 1912, Switzerland in 1996 and 2001,
and Japan in 1986—and found on average
they boosted public debt to GDP ratios by
1.25 percentage points per year.

This is not a good time for such boosts.
Since the financial crisis struck in 2008 the
world has become more leveraged; total
publicand private debt reached 272% ofde-
veloped-world GDP in 2013, according to a
report put out under the aegis of the Gene-
va Reports on the World Economy. House-
hold debt may no longer be as high as it
was in Britain and America, but govern-
ments have taken up the slack. In those
countries, where governments can print
their own money, this does not raise sol-
vency concerns, and in the euro zone,
where they cannot, public debt has risen
less than in Britain and America. But again
that overall figure masks differences with-
in the group. Debt has gone down in Ger-
many, but ithas risen sharply in the periph-
ery (see page 75). 

These debts are bearable so long as gov-
ernments can borrow at their current, low
rates—2.5% in Italy, 2.2% in Spain. But if de-
flation sets in and nominal GDP stagnates
they will become unsustainable. Investors
will insist on much higher interest rates,
debtwill spiral upward and fearsofdefault
will fulfil themselves. As Peter Berezin of
the Bank Credit Analyst, a forecast journal,
says, the ECB can help a country that’s illi-
quid, but not one that’s insolvent. “It’s why
Greece defaulted and ECB was helpless to
do anything about it.”

Loss of breath
The most troublingeffect of low inflation is
on monetary policy. Central banks stimu-
late spending by reducing the real interest
rate, which is the nominal interest rate mi-
nus the rate of inflation. This boosts invest-
ment and discourages saving, reducing the
output gap. The real rate required to raise
demand enough to balance investment
and saving is called the equilibrium real
rate. When demand is weak, the equilibri-
um real rate may be negative, and under
low inflation it is difficult for a central bank
to set a nominal rate that brings this about.
And because nominal rates are in practice
never less than zero (you can always just
keep money in cash) deflation proper
makes a negative real rate not just hard but 
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2 arithmetically impossible: subtract a nega-
tive number (the inflation rate, in circum-
stances of deflation) from a number that
has to be zero or higher and you always get
something positive. 

While economists disagree on the cur-
rent level of the equilibrium real rate, they
broadly agree it is lower than in the past.
According to a widely followed method-
ology developed by Thomas Laubach and
John Williams of the Federal Reserve,
America’s equilibrium real rate fell from
above 4% in the 1960s, to 2% in the 1990s,
and is now slightly negative. Markets seem
to share that verdict. Andy Haldane, the
Bank of England’s chief economist, recent-
ly noted that British markets expect real
rates to remain negative for the next 40
years, probably a good approximation of
the expected equilibrium real rate. 

This long term difficulty in matching
savings and investment has been attribut-
ed to “secular stagnation”, a term coined
by Alvin Hansen in the 1930s to describe
the inability of the American economy to
return to full employment. Those using it
to describe today’s woes see it as having
come about in part as a response to the re-
cent global crisis, which made firms and
households less able or willing to borrow
at any given interest rate, and in part as the
result of longer term trends. 

Since 2008 corporate investment in
America, the euro zone and Japan has fall-
en shortofcashflow, notes ISI Group, an in-
vestment-research provider, making firms
net savers rather than borrowers. This re-
flects both subdued expectations about
near term sales and a more deep seated be-
lief that, as populations age, markets will
shrink and good opportunities for invest-
ment will become rare. Rising inequality
may aggravate the process: the rich save
more than the poor. Efforts by emerging
markets to hold down their currencies and
plough the resulting trade surpluses into
rich-world bond markets do further harm. 

Secular stagnation makes low inflation
more costly because it lowers the real inter-
est rate necessary to achieve full employ-
ment. Larry Summers of Harvard Univer-
sity argues that there is no possible
nominal interest rate that could balance in-
vestment and saving at today’s inflation
rates. It also makes lowflation and defla-
tion more likely: the lack of demand fur-
ther depresses prices and wages.

This makes it all the more urgent that
central banks get inflation back up. But the
markets do not think they can or will:
hence those falling inflation-rate expecta-
tions. Michael Pond of Barclays points out
that, when America’s core inflation has
stayed at just 1.5% despite three rounds of
quantitative easing (QE) putting trillions of
newly created dollars into the financial
system, it is easy to understand why the
markets might think that way. 

But markets may be selling central

banks short. Japan’s multi-front attack on
deflation was yielding results until a sec-
ond-quarter tax increase set the economy
back. The Fed’s QE and zero-rate policy
have helped pull unemployment below
6% and kept inflation from fallingfurther in
the face ofdeflationary headwinds. 

Nevermore

The ECB has put its hopes in targeted loans
to banks, purchases of covered bonds that
began on October 20th and purchases of
asset-backed securities that are yet to start.
Those efforts have yet to change the mar-
ket’s psychology by much, in part because
they will not significantly expand the
ECB’s balance-sheet, which has been
shrinking as banks pay off previous loans.
Investors associate larger central-bank bal-
ance sheets with a greater commitment to
lifting up inflation. 

If that doesn’t work, the ECB could di-
rectly buy corporate bonds. There is €1.1
trillion ($1.4 trillion) of non-financial cor-
porate debt and €7.8 trillion of financial
corporate debt outstanding. Buying up
some ofthisdebtwould allowa significant
expansion of the ECB’s balance-sheet. The
next step would then be purchases of gov-
ernment bonds. The German government
and the country’s central-bank chief, Jens
Weidmann, remain deeply opposed to
such steps (see Charlemagne), but that op-
position could melt in the face of euro-
zone-wide deflation. Whether QE would
work, though, is another matter. “If it
didn’tworkfor the Fed, whyshould it work
for the ECB?” Mr Pond imagines pessimis-
tic investors asking themselves.

If European QE were to help, one of the
ways in which it would do so would be by
pushing the euro lower. Having watched
the Fed weaken the dollar and push up the

euro through its own QE, “the ECB thinks,
‘Now it’s our turn’,” says Elga Bartsch of
Morgan Stanley. That in turn will make the
Fed’s job harder; the dollar’s recent rise
will nudge inflation a bit lower.

Fed officials will confront that issue
when they meet on October 28th. They
have already said they plan to bring QE,
now running at $15 billion a month, to an
end. That robs them of one tool with
which to weaken the dollar and convey
their determination to get inflation back
up. Instead, they will have to rely on for-
ward guidance—promising if necessary to
leave interest rates at zero for a year or
more. That job has been complicated by
suspicions that the Fed considers 2% a ceil-
ingrather than a target. In theirown projec-
tions, almost no Fed policymaker expects
inflation to top 2%, and many think it will
fall short in the next few years. A more ex-
plicit verbal commitment that inflation
could exceed 2% might dispel suspicions
that the Fed will tighten as soon as it ap-
proaches that level. 

The constraints on monetary policy
have shifted attention to fiscal policy. One
radical way to boost demand and push in-
flation back up takes its name from a ton-
gue-in-cheek prescription for ending defla-
tion offered by Milton Friedman: drop
money from helicopters. In the modern
variant this “helicopter money” would
consist of governments initiating signifi-
cant new spending, perhaps on infrastruc-
ture, or cutting taxes, and the central bank
buying the bonds used to finance the re-
sulting deficit. If the central bank promises
never to get rid of those bonds, then nei-
ther the public nor investors need worry
about how the money gets repaid.

Willem Buiter of Citigroup thinks this
would be a “no-brainer” for America,
which badly needs better public infra-
structure and which can issue virtually un-
limited volumes of treasury bills thanks to
the dollar’s reserve currency status. In Eu-
rope, Mr Buiter says, the equivalent would
be for the EU to permit peripheral coun-
tries to run larger deficits with the ECB in-
dependently initiatingQE to buythe result-
ing bonds. Peripheral countries would
have to commit to structural reforms that
raise their long-term growth rate and thus
their ability to support more borrowing. 

Although the economics of such
schemes are straightforward, the politics
are anythingbut. Governments remain fix-
ated on reining in deficits. In America, Re-
publicans may control both houses of
Congress after November’s elections, and
they steadfastly oppose new stimulus. In
Europe, the peripheral countries can’t af-
ford stimulus and Germany doesn’t want
it. Absent such action, Mr Buiter says, debt
restructuring looms for several peripheral
countries, including Italy, and a euro
break-up can’t be ruled out. “Politically, it
would be a failed economic area.”7
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LEAFLETS under one arm, Mark Reckless
is preparing to canvass a hilly street in

Rochester when a resident approaches
him and thrusts an envelope into his hand.
Informing the politician that it contains a
declaration of support for him, he
launches into a diatribe about immigra-
tion. “We are an island race,” he begins,
complaining that newcomers “just don’t
mix.” Some parts of this Kent commuter
town south-east of London have practi-
cally become ghettos, he insists: “You drive
through them with your car doors locked,
know what I mean?” 

AsMrRecklesswendshiswayfrom one
neat semi-detached house to another, the
near-ubiquity of such views becomes evi-
dent. In some cases they are motivating
residents to support him in the upcoming
by-election. Last month he defected from
the Conservative Party to the populist UK

Independence Party (UKIP), praising its
commitment to cutting immigration. It was
the latest in a series ofcoups for UKIP. Dou-
glas Carswell, another Tory defector, won
the Clacton by-election on October 9th;
the party ison 16% in the latestYouGovpoll
(up from 3% in the 2010 election); and Nigel
Farage, its blokeish leader, has been offered
a place in one of the televised leaders’ de-
bates before next year’s general election.
Tories believe that UKIP could cost them
power, so are desperate to use the Roches-
terby-election on November20th to termi-
nate its run ofwins.

don on October 20th José Manuel Barroso,
the outgoing European Commission presi-
dent, warned that Brussels would never
accept an “arbitrary cap” because this
would undermine freedom of movement
and the equal status of EU citizens. Mr
Recklessand hisnewpartyagree, citing the
comments as proof that Britons must leave
the EU if they want to cut immigration. 

Most studies suggest that they do. Brit-
ain is economically and culturally richer as
a result of its immigrants and it is relatively
good at integrating them. But Britons are
gloomy about their impact (see chart one).
No one simple reason for this exists:
Britons’ objections are a varied tangle of
the rational and the irrational, making
things yet trickier for poor Mr Cameron.
Forexample, theirviews do not really track
the level of immigration. According to the
Migration Observatory at Oxford Univer-
sity, collating surveys from the past de-
cades shows that a fairly steady majority
ofBritons thinkthe rate too high, whatever
it actually is (see chart two). When num-
bers shot up in the mid-2000s, as citizens 

David Cameron is therefore scrambling
to toughen his immigration policies. In an
earlier bid to curb UKIP’s rise, the prime
minister promised to reform Britain’s EU

membership and put the result to an in-out
referendum during the next parliament.
Now he claims he will make restrictions
on EU immigrants’ rights a cornerstone of
this negotiation. It has also been reported
thathe isplanninga “game-changing” new
policy on the issue, possibly to be unveiled
before the by-election. This could involve
restricting overall numbers of immigrants
from elsewhere in the EU.

Fulfilling this pledge would be vexa-
tious, to say the least. In a speech in Lon-
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2 ofnew EU member states moved to Britain
to work, opinion barely budged.

How, then, to explain Britons’ xeno-
scepticism? One explanation is that immi-
gration is a prism through which voters
view their personal trials and disappoint-
ments. It does not take much door-knock-
ing around Rochester to find evidence of
this. Leaning on a walking stick, one softly-
spoken, middle-aged woman tellsMrReck-
less (pictured below, left, with Mr Farage)
that she was employed as a school cleaner
before her health problems began. She
wants to work but is prone to collapsing,
only just getting by on disability benefits
and money from her parents. Her son is
struggling to find a part-time job. “They
come over here,” she says gnomically,
“they take out of the system but they ha-
ven’t contributed to it.” That such folk use
immigration to explain their predicaments
is perhaps for lack of other subjects. For
most of the past three decades the econ-
omy, unemployment or the health service
has been a priority for the British; now
such concerns have dropped away, leaving
room for immigration to rise up the agenda
(see chart 3). 

Of course, some of the anxiety is
grounded in direct contact with immi-
grants. But that varies from place to place.
In flat, arable Lincolnshire and Norfolk
eastern European migrants working in the
vegetable fields stoke claims that local
workers are being undercut. There the job
of politicians is evidently to improve en-
forcement of the minimum wage and to
crack down on gangmasters. In other
places strains on public services are a fac-
tor. In Rochester, for example, locals worry
that immigration exacerbates problems at
the nearby Medway Maritime Hospital,
which has fallen farshortofits targets. That

Britain, unlike some of its international
counterparts, has universally accessible
health and welfare services rather than in-
surance-based ones may explain why its
antipathy to immigration is greater.

Different places also respond different-
ly to the various sorts of immigrants. In
Rochester, unlike in the Fens, eastern Euro-
peans are relatively well-liked. One local
restaurateur describes the hierarchy. Most
favoured are the Indians, who arrived de-
cades ago and run curry houses on the
High Street. Then come the Poles, who
tend to speakgood English (“they’re like us;
they workin the weekand go to the pub on
the weekend,” opines one UKIP activist).
The Kurds and Kosovars are the least popu-
lar, because they struggle with the lan-
guage and are thought to overburden
schools. Parts of the town are like a Little
Kosovo, sighs the restaurant owner.

Despite such grumbles, though, the
British Social Attitudes (BSA) survey finds
that cultural concerns are secondary to
economic ones. It also reveals that proxim-
ity to immigrantsbreeds tolerance of them.

Residents of multicultural London have
the most liberal views. Conversely, some
of the least diverse bits of Britain are the
most sceptical about immigration. In a Sur-
vation poll in August over four times as
many Clactonites cited it as the issue most
important to them as cited the economy,
though only 4% of local residents are for-
eign-born (compared with 13% nationally).

Into this mix of personal experience
and imagination—and the odd splash of
old-fashioned bigotry—goes a hefty dose
of mythology. The popular press is at least
partly to blame. A study of newspaper re-
ports over the period 2010 to 2012 by the
Migration Observatory found that the
word most commonly attached to “immi-
grant” was “illegal”. Among the other most
frequently associated terms were “influx”,
“sham” and “wave.” Sure enough, accord-
ing to Ipsos MORI, the average voter thinks
foreign-born immigrants constitute 31% of
the population, well over twice the correct
proportion. Such misconceptionscertainly
help account for Britons’ hostility. The BSA

study tested respondents’ knowledge of
immigration controls. Those who an-
swered correctly were over twice as likely
as others to thinkthat the benefits of immi-
gration outweigh the costs. 

Mr Cameron cannot credibly parrot
voters’ sometimes irrational views. But,
rightly or wrongly, immigration is increas-
ingly a priority for Britons. What can he
and other mainstream politicians do? A
prospective Tory candidate for the Roches-
ter by-election suggested that she sup-
ported UKIP’s stance on immigration. In
the opposition Labour Party (which has
limited itself to talking about the impor-
tance of the English language and mini-
mum-wage enforcement) several MPs
have called for their leaders to take a hard-
er line. But as sensible types in both parties
have pointed out, it is impossible to out-
UKIP Mr Farage. Better to appeal to voters’
appetite for credibility and authenticity—
and to mix reassurance and myth-busting
with policies to relieve strains on public
services and living standards. A messy sol-
ution, it is true, butno messier than the pro-
blem itself. 7

3The good-times grumble
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London embassies

Envoy envy

IN 2009 America sold its embassy in
fashionable Grosvenor Square for a

reported £500m ($800m) to Qatar’s
sovereign wealth fund. By 2017 its new
embassy should be ready in gritty Vaux-
hall. The details ofembassies’ ownership
or leaseholds are not known, but a new
survey has created a sort of“fantasy
embassy valuation”, estimating how
other nations could be cashing in. 

The report, by Spear’s, a magazine,
and Lichfields, a buying agent, suggests
that the embassies of Japan, Germany
and Saudi Arabia could be worth more
than £100m each (assuming they were
sold as residential freeholds). More sur-
prisingly, the Nepalese embassy and
Zambian high commission, both in Ken-
sington, are worth £30m and £40m re-
spectively. Many members of the British
Commonwealth gained locations in
central London decades ago: Uganda,
Zimbabwe and Tanzania have swanky
central digs that would fetch a fortune. 

Some are already liquidating their
assets. Canada sold the long lease on
Macdonald House, its consular section in
Grosvenor Square, for £306m last year.
The Dutch embassy on Hyde ParkGate is
for sale and could fetch £150m. The Chi-
nese may sell their embassy in Portland
Place and search for a new site, perhaps

also in Vauxhall. 
The cheapest embassy appears to be

North Korea’s semi-detached house in
Gunnersbury. But least proportionate to
national wealth could be the consulate of
Tuvalu, based in a £750,000 property in
Wimbledon. If sold, it could pay off 11% of
the tiny state’s national debt. 

Embassies in London are worth a lot ofmoney

Would suit billionaire

IN A large shed on a disused military air-
field north of London, old toothpaste

tubes are being fed into a machine to un-
dergo microwave-induced pyrolysis. They
emerge hours later as shreds of alumi-
nium. The process may be as unglamorous
as the location, but this is the stuff ofentre-
preneurial dreams. 

It is the first machine in the world, ac-
cording to inventorCarlos Ludlow-Palafox,
that can recycle a type of packaging called
plastic aluminium laminate. As most of
the world is using an increasing amount of
this material Mr Ludlow-Palafox hopes it
will make a fortune forhis company, Enval.
In Britain alone, there are some 80 local
governments that might buy such a mach-
ine, which costs about £1.5m. Each one
could produce about £300,000 worth of
reusable material every year (after costs).
The potential export market is large. 

Getting Enval off the ground was not
cheap. Mr Ludlow-Palafox developed the
technology as part of a doctoral degree at
Cambridge University and was able to
make a start through the well-established
network of “angel” financiers there. But,
explains Martin Lamb, an early investor in
Enval and now the company’s chairman,
raising enough money to put such a com-
plex process into production was a differ-
ent matter, and for this he turned to a new
source offunding: the Angel CoFund of the
British Business Bank (BBB). The bank gave
them an initial sum of £327,000, followed
by two further tranches. With this, Enval
could test the new machine. Next year it
should be in production.

Enval was one of the first investments
by BBB, and since then the bank has been
putting money into small and medium en-
terprises (SMEs) at the rate of about £100m
a year. Now, having gained regulatory ap-
proval from the EU, the bank will be spun
off from the Department for Business, In-
novation & Skills, where it started life, to
stand on its own, based in Sheffield and
London. It is scaling up as well. By adding
another £1 billion of government funds to
its existing programmes the new bank will
have about £4 billion to workwith. 

Supporters believe that sort of money
could make a real difference to Britain’s
SME sector, the source of a good chunk of
the country’s wealth and employment. Mr
Lamb, an experienced angel, says that
funding rounds for startups or “early-
growth” companies often struggle to raise
cash between the £1m and £2m mark, after

which venture capitalists step in. This is
where the BBB can help. 

Keith Morgan, the bank’s head, argues
that he is not in the business of “picking
winners” for the government—the failed
policy of interventionist Tory and Labour
governments during the 1970s. Rather, the
BBB devolves responsibility for choosing
its investments to private-sector expertise
byallowingthe Angel CoFund board, com-
posed of independent bankers and inves-
tors, to make the investment decisions.
“This is a financial strategy to complement
the government’s industrial strategy”, says
Mr Morgan. It also uses the expertise of
peer-to-peer lenders like Funding Circle, to
which it has given £40m. Mr Morgan says
the bank can thereby avoid crowding out
the private sector. Its investments are al-
ways in the equity ofa business, but it nev-
er takes a majority share. 

Still, it is not clear whether £4 billion
will be enough to make a difference. The
British Chamber of Commerce points out
that its capitalisation is modest compared
with similar institutions abroad. Ger-
many’s Mittelstandsbank doled out more
than four times that last year. 7

British Business Bank

Angels and
bankers

The government scales up help for
small businesses

ON A chilly Tuesday evening, The Fam-
ily Business tattoo shop in north Lon-

don is trying to close up for the day but
there are still half a dozen customers wait-
ing. The business started out with one tat-
too artist 11 years ago; it now employs 14. It
has also expanded to several rooms with
glossy leather chairs containing middle-
class 42-year-olds called Phil, getting their
first tattoo (it’s going to be a feather, for free-
dom). Tattoo parlours, once the preserve of
sailors and ex-cons, have become a typical
sight on the British high street. Their num-
ber grew173% between 2003 and 2013.

The trend reflects a broader shift away
from traditional shops on high streets, as
the rise of online retail takes customers
away from town centres. One reason ser-

Tattoos

Inked in

Has the tattooing frenzypeaked? 

  



Get the facts about
the runway debate at
gatwickobviously.com

 and @LGWobviously

Britain doesn’t just need a new runway. What it really needs is two world class airports.

If you look to other truly global cities, such as New York, Paris, and Tokyo, you’ll see that they don’t rely on 
one mega hub to serve all of their air travel requirements. 

They spread capacity through a network of airports, giving passengers more options and more 
RSSRUWXQLWLHV�WR�Ŵ\���exactly what Britain needs for the future.

Aviation is changing, and we have to change with it to keep up.

:LWK�WKH�LQWURGXFWLRQ�RI�PRUH�IXHO�HIƓFLHQW�DLUFUDIW��ZHōUH�QRZ�DEOH�WR�Ŵ\�JUHDWHU�GLVWDQFHV�ZLWKRXW�
stopping. This presents Britain, quite literally, with a whole world of possibilities.

But only if we’re set up to best take advantage of them.

*DWZLFN�DOUHDG\�ŴLHV�GLUHFW�WR�PRUH�GHVWLQDWLRQV�WKDQ�DQ\�RWKHU�8.�DLUSRUW���H[SDQGLQJ�KHUH�ZRXOG�QRW�
only strengthen our routes to emerging markets, it would also relieve pressure and free up hub 
capacity at Heathrow.

%XW� LWōV� QRW� MXVW� WKH� %ULWLVK� HFRQRP\� WKDW� VWDQGV� WR� EHQHƓW� IURP� D� V\VWHP� RI� WZR� ZRUOG� FODVV� DLUSRUWV��
Passengers will also enjoy standards of service being driven up and fare prices being kept down as a 
result of greater competition in the industry.

After decades of delays, Britain needs a decision� ��DQG� LW�PXVW�EH� WKH� ULJKW�RQH��1RZ�XQGHU�VHSDUDWH�
ownership fURP�+HDWKURZ��*DWZLFN�FDQ�PDNH�LWV�FDVH�IRU�H[SDQVLRQ��:H�FDQ�EXLOG�D�QHZ�UXQZD\�much faster 
with minimal disruption and without requiring any funding from the taxpayer. Our country 
can get the runway we need at a price everyone can afford.

And with hundreds of thousands fewer people affected by noise and air pollution, future generations 
won’t be burdened with a huge environmental cost.

We can’t be sure what’s over the horizon, but we’re certain that it’s going to involve change. With two 
ZRUOG�FODVV�DLUSRUWV�ZRUNLQJ�WRJHWKHU�IRU�RXU�FRXQWU\��ZHōOO�KDYH�WKH�ŴH[LELOLW\�WR�PHHW�WKDW�FKDQJH�KHDG�
on and connect Britain to the future faster.
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The city of Salisbury has been named one
of the top ten cities in the world to visit
next year. The list, drawn up by Lonely
Planet, a travel guide, placed the city
seventh, above Toronto and Vienna, but
below Plovdiv in Bulgaria, Valletta in
Malta and El Chaltén in Argentina. The
others are Chennai, Milan and Zermatt,
with Washington, DC placed number one.
Lonely Planet said Salisbury has for too
long been seen as just “a short stop on the
way to Stonehenge”. In 2015 it celebrates
the 800th anniversary of its greatest
treasure, the nation’s best-preserved copy
of Magna Carta, housed in the city’s
magnificent cathedral. 

Medieval must-see

vice-based outlets such as tattoo parlours
survive is because you still cannot tattoo
someone over the internet. Changing con-
sumer patterns have helped too. Since the
recession, people are spending more mon-
ey on experiences and personal grooming.
The growth of tattoo parlours has far out-
stripped that of other high-street staples,
such asbettingshops, and hascome as oth-
er such services have declined. The num-
ber of tanning salons dropped 35% be-
tween 2008 and 2012, and by a further 29%
in 2013. Tattoos are not impulse buys
(drunken buttock-anchors aside), so the
shops do not need to be in prime locations.
Because the business is fairly resistant to
economic conditions, tattooists are also
doing well in run-down cities: according to
the Local Data Company, a research firm,
they have proliferated most dramatically
in the north-west, rising (along with pierc-
ings) by12% in the past year. 

Meanwhile, demand has increased as
tattoos become more mainstream. A sur-
vey by Harris Interactive showed 28% of
middle-class people admitting to at least
one tattoo (compared with 27% of work-
ing-class people). Mo Coppoletta, founder
of The Family Business, says he inks many
more professionals than he did a decade
ago. The prime minister’s wife, Samantha
Cameron, and David Dimbleby, a televi-
sion presenter, sport tattoos. 

Nonetheless, some think the frenzy has
peaked. “It’s the beginning of what looks
like oversaturation,” says Matt Lodder of
Essex University, who notes that some
middle-market tattoo parlours are strug-
gling, as entry to the profession gets easier,
and supply outstrips demand. In 2004,
there were just 61 tattoo parlours in the 13
districts of Wales where figures were avail-
able. Now there are 218. But in 18 of22 areas
surveyed in Wales this year fewer parlours
are operating now than a year ago. Mr Lod-
der blames media hype, which gives false
hope to wannabe tattooists. Television
shows like Miami Inkhave made tattooing
seem like a viable career choice, he says.
“It’s not necessarily true.” 7

DESPITE headwindsfrom the continent,
Britain’s economy continues to do

pretty well. GDP has exceeded forecasts so
far this year, and in the second quarter was
3.1% larger than a year ago. The economy
has at last surpassed its pre-crisis peak. Yet
working Britons are not feeling the benefit.
Real wages have fallen for seven consecu-
tive years, and are 6.9% below their 2007
level. Britain isexperiencing its longest per-
iod of pay stagnation since records began
in 1855 (see chart). 

On October 18th, 90,000 workers took
to London’s streets to join a protest organ-
ised by the Trades Union Congress (TUC).
Participants bemoaned not just pay stag-
nation, but also inequality: FTSE 100 chief
executives now typically earn 120 times as
much as their average employee, up from
47 times as much in 2000, according to In-
comes Data Services, a research company.
On October 20th the Social Mobility and
Child Poverty Commission, headed by
Alan Milburn, a former Labour minister,
claimed radical changes are necessary to
prevent Britain becoming “permanently
divided”. 

As well as pay rises for workers, the
TUC wants more companies to pay the liv-
ing wage—£7.65 ($12.30) an hour, or £8.80 in
London—to their lowest earners, and a
crackdown on “excessive” executive pay.
Mr Milburn would exempt the working
poor, who often have their wages topped
up by the state, from further public-spend-
ing cuts. That will be difficult. State pen-
sions, which make up two-thirds of the
welfare budget, have already been protect-
ed from austerity.

Low pay reflects Britain’s dismal record

since the recession when it comes to pro-
ductivity: output perhourworked remains
2.2% below its pre-crisis peak and 16% be-
low its pre-crisis trend. The recession
caused less unemployment than else-
where, but real wages fell instead as pro-
ductivity tanked. That is fortunate in some
ways, as unemployment has acute and
concentrated costs. But those in work are
now badly in need ofsome respite.

Possible explanations abound for the
curious trend. Britain has more liberal la-
bour markets than most European coun-
tries, which may have meant companies
found wages easier to cut, keepingemploy-
ment high. Some sectors, such as financial
services, may have mismeasured produc-
tivitybefore the crisis. And lowinvestment
probably contributed too.

There is hope in some quarters that low
inflation—which fell to 1.2% in September—
will ease the pressure on budgets. To the
extent that small price rises represent ex-
ternal factors, such as cheaper commod-
ities, workers benefit. However, below-tar-
get inflation partly reflects weak demand,
which also holds down wages. And if in-
flation expectations fall, the real interest
rate—the cost of credit accounting for infla-
tion—rises. That squeezes borrowers and
holds back demand further. Fortunately,
British inflation expectations tend to be
well-anchored near the Bank of England’s
target; they did not shift much during the
high inflation of2011, for example.

One mooted explanation for low
wages is particularly controversial. UKIP,
Britain’s insurgent anti-EU party, claims
that immigration from Europe is holding
down pay. Evidence on this is mixed: con-
flicting studies have separately found both
a small increase and a small reduction in
average wages as a result of migration. But
there is better evidence that its effects are
unequal; the lowest-paid workers, who
face the fiercest competition from mi-
grants, find their wages held down by the
arrival of foreign workers. Higher earners
are more likely to benefit. Division, it
seems, is rife. With an election around the
corner, politicians are sure to take notice. 7

Real wages

What recovery?

Workers continue to feel the pinch

In need of a fillip
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Real wages
2000=100

0

2

4

6

8

10

12 0

20

40

60

80

100

120

1855 80 1900 20 40 60 80 2000 14*

Real wages

Total fall in wages, %
and period of decline

  



  



34 Britain The Economist October 25th 2014

Art

Imitable

THE sale ofmore than 200 drawings
on October 22nd by a small auction

house near Salisbury in south-west
England has threatened to open old
wounds in the art world. The works were
by Eric Hebborn, a master forger. 

Few have heard ofHebborn, but
many museum-goers may have seen his
handiwork, masquerading as old masters
at major galleries around the world. He
claimed his forgeries found homes in the
world’s most famous museums, though
some friends, and enemies, disputed this.
Some in the art world fear that the newly
auctioned sketches, collected by his sister
after he was murdered in Rome in 1996,
could prove to be preliminary drawings
which would reveal other major fakes.

“This auction is going to open a very large
can ofworms,” says Simon Wingett, who
auctioned Hebborn’s works at Webbs of
Wilton this week. 

Born into a working-class London
family in 1934, Hebborn won prizes as a
student at the Royal Academy, but his
own art brought him little acclaim, lead-
ing to suggestions that forgery was his
means of revenge on a snooty art elite.
Hebborn maintained that dealers were
interested in money not art, claiming one
paid him £750 for a forgery that he sold
on for £90,000. As for art historians,
“they just want to get a knighthood for
knowing a lot about Rembrandt”. Art
itselfwas neglected, he believed. He
dismissed claims he was a crook, saying
he, like many before him, simply made
imitations. 

He is thought to have produced about
1,000 forgeries over the course ofhis life,
sold on by bamboozled dealers as the
workofRubens, Van Dyck, Brueghel and
others. In 1978, a curator at the National
Gallery ofArt in Washington, DC, no-
ticed that two drawings purchased from
Colnaghi, a reputable dealer in London,
were on the same kind ofpaper. The
dealer admitted to having been duped,
and prices on the London market for
master drawings fell. In 1984 Hebborn
confessed to having forged them and
others. But he was never charged; the
dealers and experts were too worried
about rocking the market and exposing
their own ignorance. 

Though few people could tell the
difference between his forgeries and the
originals, there remains a difference in
price. At Sotheby’s in New Yorkearlier
this year, a painting by Brueghel fetched
$5.2m. Hebborn’s most expensive sketch
this weekwent for £2,600. 

Amasterforger’s works are auctioned

Mr Hebborn, and one of his originals 

VISITORS to Birmingham arrive at what
can seem like a citywide building site.

New Street, the main station, is being ex-
panded and covered in rippling steel clad-
ding. A tram extension is being built out-
side it aswell asaround SnowHill, another
terminus in the city. Shiny new office
blocks are emerging while plans to tear
down the old concrete library are gradual-
ly getting under way. Such activity hints at
how much English cities are changing, of-
ten by pushing large construction projects.
A new report, launched on October 22nd,
argues that, with greater independence,
they could do even more.

The author is Jim O’Neill, a formerchief
economist ofGoldman Sachs, a bank, who
last year was appointed as head of the City
Growth Commission. The body was set up
by the RSA, a charity, to investigate how cit-
ies boost the economy. His report, entitled
“Unleashing Metro Growth”, says more
power should be devolved to city regions,
to go alongside the Scottish devolution be-
ing wrangled over in Westminster. 

Between 1997 and 2012 gross value-add-
ed (a measure of income) doubled in Lon-
don and the South East, but grew by only
77% in the North West and 62% in the West
Midlands. Mr O’Neill estimates that if 14
British cities outside London were given
more powers, between them they could
boost the economy by £60 billion ($96 bil-
lion) a year by 2030. 

In order to do so, Mr O’Neill and his
team suggest that big cities work together
more effectively with nearby councils to
create large “metro” areas, perhaps headed
by a “metro mayor”. Cities should be able
to retain property taxes and business rates,
to borrow from financial markets, be given
more power over planning and the ability
to reclassify poor quality green-belt land.

Local councils are cheering. “It’s now
the hottest topic we’ve got,” says Sir Albert
Bore, the leader ofBirmingham City Coun-
cil. Large cities, such as Manchester, are
particularly keen. But smaller cities like Pe-
terborough are also pushing more strongly
for devolved powers, says Mr O’Neill. 

Such enthusiasm for devolution is
slightly surprising. Only one city, Bristol,
elected a mayor in a series of plebiscites in
2012. Nine others—including Birmingham
and Manchester—rejected the idea. When
the previous government offered the peo-
ple ofthe North Easta regional assembly in
2004, they rejected it in a referendum. 

What has changed? The debate over

Scottish independence has made the pub-
lic more interested in devolution, argues
Alexandra Jones of Centre for Cities, a
think-tank. The success ofLondon’s mayor
has also been a boost, and northern coun-
cils have had to come together to fight
more strongly for HS2, a proposed high-
speed railway.

Many cities have already been given
modest powers through a scheme known
as“citydeals”. Partofthe tram extension in
Birmingham is being paid for by money
borrowed against an anticipated rise in
business rates. Manchester and Cam-
bridge have the power to “earn back” taxes
to invest in infrastructure. “Citieshave real-

istically got as far as they can with existing
powers,” says Simon Green of Sheffield
city council. This means they are pressing
for more. 

Some Conservative politicians, such as
Greg Clark and Michael Heseltine, have al-
ways been keen on the idea. Now others
are joining in. In June George Osborne, the
chancellor of the exchequer, spoke about
creating a “northern powerhouse” to bal-
ance London and the south. Labour—
which dominates most of these northern
councils—also seems cautiously positive.
Whichever party comes into government
in 2015, the devolution of more power to
cities is likely to be high on the agenda. 7

City devolution

Devo Met
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Big English cities are pushing formore
power
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“MY TERRIBLE suspicion is they had probably already
asked, you know, Andrew Marr, Jeremy Paxman, Ste-

phen Fry, Dame Edna Everage, everyone they could think of, to
write it.” Understandably, Boris Johnson does not want anyone
to think that, on the eve of his return to national politics from the
London mayoral office where he has been ensconced for six fin-
ger-drumming long years, he has just written a book about Win-
ston Churchill with the aim ofbeing compared to the great man.

To the contrary, he explains, Britain’s wartime leader and au-
thor of40-odd books is “the archetypal British politician, the guy
everyone furtively looks out the corner of their eye at and wishes
they could be”. He, the author of ten, was merely the last sap
asked by his publisher to commemorate Churchill’s 50th death-
day. And beneath that trademarkJohnson bluster lies an obvious
truth. At the mayor’s age, 50, Churchill had seen action on four
continents, helped design the tank and landmark welfare re-
forms, was chancellor of the exchequer, his ninth cabinet post,
and his finest hour, when the Luftwaffe swarmed over Britain,
was still far off. That is not a record contemporary politicians can
aspire to without inviting ridicule. Yet on reading “The Churchill
Factor”, the comparison Mr Johnson disavows is hard to escape.

This is not so much because of the many superficial similar-
ities between him and his hero. Both are and were blue-blooded,
bibulous and, having a genius for wordplay, often hilarious. Even
Churchill would have been glad to claim MrJohnson’sbestgags—
the mayor’s “policyon cake”, which he is “pro havingand pro eat-
ing”, actually sounds like one of Churchill’s. Both men were star
journalists before entering politics, whereupon both continued
churningout the words. Relative to theircolleagues, they are alike
industrious, famous abroad, in love with America (Churchill had
an American mother; Mr Johnson was born there), accident-
prone and brilliant. It is a striking list, but not terribly meaningful,
because of the incomparable scale of Churchill’s achievements
and blunders, which inevitably make Mr Johnson’s seem paltry.
The Tory titan was, while a cabinetminister, a pioneering aviator;
the Tory mayor merely got stuckon a zip-wire once.

What is more illuminating is the semi-articulated, and per-
haps semi-conscious, musing on contemporary politics that
seeps from Mr Johnson’s analysis, in which deeper similarities

emerge. Churchill and he are both establishment figures and out-
siders. Convinced of the rightness of his cause and the power of
his charisma, Churchill was serially unfaithful to the two politi-
cal parties he represented and flip-flopped promiscuously on
policy. In the hands of Mr Johnson, a promiscuous flip-flopper
himself, this invites the question of whether such maverick be-
haviour would be tolerable today, with the parliamentary sys-
tem at its weakest in decades. More explicitly, Mr Johnson pon-
ders what Churchill would have made of the European Union,
for which he laid the diplomatic groundwork. Changed circum-
stances make that unknowable; devoted as he was to European
peace, Churchill was a British imperialist, who would have con-
sidered any loss of sovereignty deplorable. Yet it is notable that
the modern Tory party, dominated by unhappy euro-pragmatists
like Mr Johnson, also struggles to get past that prerogative. 

These musings are significant, because ofa non-trivial chance
that the mayor will one day become prime minister. Having se-
cured the Tory ticket in a safe London seat last month, he will
surely return to Westminster after the election due next May. If
the Tories lose, he would be a candidate in the leadership contest
that would follow, especially if the loss were ascribed to the influ-
ence of the UK Independence Party, to whose jocular populism
some Tories consider Mr Johnson an antidote. He would proba-
bly not be the front-runner; Tory MPs distrust him—as, it must be
said, their forebears did Churchill. But if Mr Johnson could make
it to a second round, at which point the votes of the more carefree
Tory rank-and-file would tell, his chances could surge. 

Does he deserve it? Ofcourse not. It takes no comparison with
Churchill to see that rarely, perhaps never, in the history ofBritish
politics has such an unlikely and unreliable politician been spo-
ken ofasprime ministerial material byso many, forso long. Byhis
own admission, Mr Johnson achieved nothing ofnote during his
first spell in Parliament, which wasmostmemorable for hisbeing
sacked from the shadow cabinet for lying to his party leader over
an affair. Even those who talk up Mr Johnson’s prime ministerial
chances struggle to suggest what lesser ministerial role he might
fill. He has floated a desire to take charge of building infrastruc-
ture; he would get bored with that before long. 

Not great, but very funny
He has done better as mayor; yet, given the office’s limited pow-
ers, more as a cheerleader than an administrator, including
through the entertaining journalism for which he remains best
known. That makes it surprising, perhaps, that his views are not
clearer. Mr Johnson is a self-proclaimed one-nation Tory, socially
liberal, fiscally stringent and with a social conscience. It is not
only cakes he wants to have both ways, however—as illustrated
by his recent calls for a curb on immigration, which he had previ-
ously defended, even if that entailed quitting the EU, which he
does not want. If this was not a cynical appeal to the Tory right, it
was incoherent; probably it was both.

Yet a more important thing about Mr Johnson is that, despite
his shortcomings, and like Churchill before him, he is going to
dominate British politics for as long as it amuses him to do so.
Shrugging offembarrassments that would sinkmost ofhis rivals,
he remains a buoyant, quick-witted and vastly entertaining ce-
lebrity-politician. Ifhe would take more care to think through his
views, he could also be judicious. But even if he does not, which
is likely, it is tempting to think that, in an age of dull politics and
small politicians, his unlikely rise is also inevitable.7

Boris is back

Boris Johnson is unfit to be compared to his hero, Winston Churchill, yet may emulate him

Bagehot
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ONLY a few photographs of dead fight-
ers and flowers in the centre of Kiev

recall the dramatic events that unfolded on
Independence Square, or the Maidan, a
year ago. The barricades and the encamp-
ment are long gone. The city feels subdued
and traumatised as itawaits the parliamen-
tary elections on October 26th. The energy
and hope of a new beginning that sus-
tained the revolution have been drained
by a war that has claimed 3,600 lives. Cri-
mea is gone; large swathes of Donbas, the
industrial region in the south-east, have
been seized by separatists; the ceasefire is
fragile.

There has been little in the way of good
news. Ukraine has lost precious time to re-
form its economy, which is teetering on the
verge of collapse. The first post-revolution-
ary government included some of the ac-
tivists from the Maidan protests and
proved to be pitifully weak, lacking experi-
ence and skills. Pavlo Sheremeta, who re-
signed after six months as economy minis-
ter, says the old ways were so entrenched
that he had little control over his own min-
istry, a replica of Gosplan, the Soviet state-
planning committee. “I spent three hours
every day signing some 200-300 papers.
Most of it was total nonsense produced by
the apparatus to justify its existence.”

The deciding factor, the political will to
change the country’s post-Soviet order, has
been conspicuously absent in Ukraine. Ur-
gent reforms have been stalled by Uk-

To counter those forces, the first post-So-
viet generation is pushing its way into poli-
tics. Itspeople mayonlywin about20 seats
in the new parliament, but they hope their
anti-corruption message will spread.
Young Ukrainians who were educated in
the West and landed successful jobs in
private firms and investment banks are
flocking to help build a new state.

They will face enormous obstacles.
Much of the Ukrainian economy is
plagued by ingenious schemes for divert-
ing state money into private pockets. Some
of the most outrageous ones set up by Vik-
tor Yanukovych, the ousted president,
have been closed, but many survive. Even
the lustration law, which blindly targets of-
ficials who served under Mr Yanukovych,
has so far largely been used to clear space
for new clans. Sooner or later, reform
comes into conflict with vested interests.
Daniil Pasko of the National Reform Coun-
cil, an advisory body, says the entrenched
apparatchiks “understand the system we
want to change ten times better than us:
they built it”. The outcome of the battle is
ofexistential importance to Ukraine.

Reformers are arming themselves with
new institutions, such as the Anti-Corrup-
tion Bureau, which will have law-enforce-
ment powers. In the meantime the old
prosecutors, who often acted like raiders,
have been stripped of their vast powers.
The new political class will also face huge
pressure from Russia. Ukrainian reformers’
success is Mr Putin’s worst nightmare. He
will do anything in his power to stop the
idea spreading to Russia.

Ukraine’s corruption is an ally for the
Kremlin. Russia is also ratcheting up pres-
sure by demanding pre-payment for future
deliveries of gas from Gazprom, as well as
the repayment of old debts. Ukraine has
not yet experienced the full brunt of the
economic crisis, but as winter approaches 

raine’s parliament, the Rada, a vestige of
the old regime. The point of the elections is
to consolidate President Petro Porosh-
enko’s power and give him control over
the legislature. “We must create a new de-
centralised system of governance, other-
wise no reform will be possible,” says
Vladimir Groisman, a deputy prime minis-
ter and an ally of Mr Poroshenko. If the Po-
roshenko Bloc, the president’s party, wins
an outright majority, Mr Groisman may
lead the next government. If not, Mr Po-
roshenko will probably form a coalition
with Arseny Yatseniuk, the current prime
minister, who is running on a nationalist
ticket.

As ever in Ukraine, nothing is what it
seems. The elections will not overhaul the
system where deputies are the extensions
of business interests and can be sold and
traded. The new parliament is likely to be
dominated by old faces wearing new
masks. The odiousPartyofRegions is gone,
but its spirit has been reconstituted in the
Strong Ukraine and Opposition Bloc par-
ties. Oligarchs including Rinat Akhmetov,
Sergei Levochkin, and Dmitry Firtash, who
has faced bribery charges from American
officials, are said still to influence the
make-up of party lists, including Mr Yatse-
niuk’s People’s Front. Igor Kolomoisky, the
most powerful oligarch and the governor
of Dnepropetrovsk, stronghold of the anti-
separatist resistance, has no party of his
own but will control many votes. 

Ukraine before the election

The battle for Ukraine’s future

KIEV

The country is running out of time to overcome corruption
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2 gas shortages will bring the truth home.
With the economy contracting by as

much as 10% this year, inflation at 14%, re-
serves melting away and debt repayments
looming, Ukraine cannot survive without
foreign aid. This aid depends on the gov-
ernment’s ability to show progress on re-
forms, including deregulation and remov-
ingenergysubsidies, howeverresistant the
oligarchs may be. “Everyone understands
that if we don’t fix the system, the pond
will simply cease to exist,” says Dmytro
Shymkiv, deputy chief of Mr Poroshenko’s
staff in charge of reforms.

They need to show results. The biggest
threat is not just that the money will run
out, but also the patience of those who
stood on the Maidan and who have been

fighting the war. (Frustration is showing in
the popularity of Oleh Lyashko, a pitch-
fork-wielding populist seen as a clown but
expected to finish second nonetheless.)

Meanwhile, tens ofthousands ofUkrai-
nian soldiers still at the front are unable to
vote. With the fighting nearly over, they
will soon come home to find a govern-
ment they played no part in electing. If
they see no change in the way their coun-
try is run, they will take to the streets, not
with wooden shields and sticks as they did
a yearago, butwith real weapons. The next
Maidan will look less like a carnival and
more like the Bolshevik Revolution of Oc-
tober 1917. If nothing else, this should con-
centrate the minds in the Ukrainian gov-
ernment. 7

AS A chain-smoking doctor, Ewa Kopacz
clearly has a certain appetite for perso-

nal risk. In hercase, it also seemsto exhaust
any appetite for risk. But as she prepares to
take over as prime minister of Poland, fol-
lowingDonald Tusk’selevation to the pres-
idency of the European Council, her cen-
tral message is one of safety. Her main
promise to voters is that she will not make
any radical changes before next year’s par-
liamentary elections.

In foreign policy that means dropping
the confrontational approach to Russia fa-
voured by Mr Tusk and Radek Sikorski, his

foreign minister. In domestic policy Ms Ko-
pacz promises more nursery schools, more
old-people’s homes, help for students
wanting to study abroad and measures to
reduce youth unemployment.

“I don’t suspect she has any vision,”
says JacekZakowski, a Polish journalist. Ms
Kopacz isa pragmaticcentrist, he says, with
perhaps a bit more of a natural sensitivity
than Mr Tusk.

Although she sets out to present a
motherly public persona, Ms Kopacz occa-
sionally displays flashes of Thatcherite
steel. When she was health minister in
2009, she refused to be browbeaten into
mandating an untested swine-flu vaccine,
despite fearsofa global epidemic. After the
crash ofa governmentplane in 2010 in Rus-
sia, which killed 96 people, including Po-
land’s president, Ms Kopacz went to Mos-
cow to take part in the stomach-churning
workof identifying the dead.

Ms Kopacz has promised similar tough-
ness during this week’s European Union
talks on the reduction ofcarbon emissions,
resisted by Poland, which relies heavily on
coal for its power. She has promised her
public cheap electricity prices and even
threatened to veto the climate negotiations
if they do not go her way.

The new prime minister has done a
good job of seizing control of the ruling
Civic Platform party (PO). Some feared the
party was about to destroy itself. But Ms
Kopacz has carried along her biggest rivals,
including Grzegorz Schetyna, who is now
foreign minister, and Cezary Grabarczyk,
who took the justice portfolio. As a result,
PO is firmly under her control.

Jacek Rostowski, the former finance
minister, on the other hand, has been side-
lined by Ms Kopacz, who refused to make
him chief of her team of economic advis-
ers. Mr Sikorski was kicked upstairs to be
speaker of parliament, but he is already in
trouble with the new prime minister. She
berated him this week after he was forced
to make a humiliating retreat, first telling
an American political-news website that
Vladimir Putin had suggested to Mr Tusk
that Poland and Russia carve up Ukraine
between them. He later admitted that Mr
Tusk had not met one-on-one with Mr Pu-
tin duringhis trip in February 2008 to Mos-
cow. “My memory failed me,” he said.

Poles seem to be taking to Ms Kopacz.
They had grown tired of Mr Tusk who
came to power in 2007. Ms Kopacz’s early
flashes of competence have easily sur-
passed the low bar set for her. A new poll
shows PO at 34% compared with 30% for its
main rival, the right-wing Law and Justice
party (PiS). (PO was trailing PiS in polls in
the last year of the Tuskgovernment.)

Ms Kopacz will lead her party into local
elections in November before the national
elections next year. Party activists have be-
come more optimistic about PO’s chances
ofwinning both. IfMs Kopacz is still prime
minister in 2016, she will need to define
some form of a vision for Poland. “Will it
be a deregulation agenda or a lightly social
one? I don’t know,” says Ryszard Petru,
president of the Association of Polish
Economists; “there are a lot of questions
and not many answers.” 7

Poland’s government

Flashes of competence

WARSAW

Poland’s newprime minister is matter-of-fact to a fault

So far Ms Kopacz is doing well

TALK of a new cold war between Russia
and Europe may be overdoing it, but

the scenes being played out in Kanholmsf-
jarden, an area of water some 40 kilo-
metres (25 miles) east of Stockholm, are
vividly reminiscent of a drama from an
earlier era. In 1981 a Soviet Whiskey-class
submarine, U137, ran aground near Karls-
krona, a Swedish naval base. The incident,
regarded as a flagrant breach of the coun-
try’s neutrality, became known as “Whis-
key on the rocks”. It was far from a one-off:
Soviet submarines carried out operations
in Swedish waters throughout the cold
war, reaching a peak of aggression in the
1980s. 

History may be repeating itself. On Oc-
tober 17th Sweden’s armed-forces com-
mand reported that, following a visual ob-
servation by a “credible source”, it was

Sweden’s submarine hunt

Echoes of the cold
war

The frustrating search fora suspected
Russian submarine 
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Italy’s budget

Mamma’s boy

ITALY’S prime minister, Matteo Renzi,
suffers from a condition so rare it has

yet to feature in any medical journal:
proclamitis, the compulsive announce-
ment ofnew policies.

On October19th he declared on a chat
show that he was giving mothers a tax
breakof€80 ($101) a month in the first
three years of their children’s lives. Com-
ing soon after the unveiling ofan already
expansionary 2015 budget, his pledge
alarmed commentators almost as much
as it delighted Italy’s prospective mamme. 

For the leader ofa country with debts
expected to hit137.5% ofGDP this year, Mr
Renzi is playing a high-stakes game. He is
betting he can reduce that figure by ex-
panding the economy with tax cuts and
increased spending. Crucial to his strat-
egy is investor confidence in Italian
bonds: if they lost faith in him and de-
manded significantly higher returns, Italy
could be pitched into a maelstrom of
higher borrowing costs and rapidly
mounting debts. That was what hap-
pened to Silvio Berlusconi in 2011.

Already, markets are jittery. On Octo-
ber16th the spread between Italian and
German benchmarkyields, a measure of
investor confidence, passed 172 basis
points, a rise ofmore than 40 points from
its low on September 5th. The day before,
Mr Renzi outlined a budget with at least
€4.7 billion in extra spending and €18
billion in tax cuts that will ease the bur-
den ofemployers and swell the take-
home wages of the lowest-paid. Even
after (planned) spending cuts and (hoped
for) extra revenue from the recovery of
evaded taxes, there was a shortfall of€11
billion that will reverse the downward
trend of Italy’s deficit (see chart).

The government claims it can keep the
deficit inside the eurozone limit of 3%
and has set aside €3.4 billion in case it

gets its sums wrong. But there are other
dangers. Local and regional authorities
are expected to cut their spending by €6.2
billion. They may raise taxes instead. 

So it look like recklessness to unveil
the “baby bonus”, a move that seemed to
cost another €3 billion by the end of 2017.
In fact, the bonus was in the budget, but
disguised as unspecified “family sup-
port”, apparently so Mr Renzi could wow
the viewers.

The episode revived doubts about
whether Mr Renzi’s main aim is to boost
the economy or win a snap election and
then tackle the economy. He certainly
behaves like a vote-hungry candidate.
And he yearns for an outright parliamen-
tary majority so that he can pass legisla-
tion without constraints. Until now, it has
been assumed that would need a new
electoral law. But a projection circulating
in parliament suggests that Mr Renzi’s
non-stop campaigning has made him so
popular he could win control ofparlia-
ment even under today’s rules. How
investors would react to the prospect of
months of renewed political uncertainty
is another matter.

ROME

Matteo Renzi gives mothers a taxbreak

Busting the limit

Sources: European Commission;
Italian government *Forecast
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GREECE’S plans for a clean exit from its
international bail-out are in disarray.

Asharp rise in bond yieldshas stymied the
government’s plan to borrow about €9 bil-
lion ($11billion) abroad in 2015 to meet debt
repayments and ease the impact of auster-
ity measures, which have left more than
35% of Greeks at risk of poverty. Instead,
the prime minister, Antonis Samaras, will
have to negotiate a new credit line with the
European Union or, worse, accept 15 more
months of tough supervision by the IMF,
in return for €12 billion. 

Mr Samaras still insists the “era of the
memorandum” (as Greeks call the bail-
out) is ending, and talks up renewed for-
eign investment. Following a record sum-
mer tourism season, international hotel
chains are eager to snap up properties on
popular Aegean Islands. The Greekprivati-
sation agency, Taiped, is considering three
bids from international groups seeking to
manage 14 regional airports. China’sCosco
group is spending€230m to enlarge its con-
tainer-handling terminal at Piraeus. Ac-
cording to the EU and the IMF, Greece’s
economy will grow by 0.6% this year and
2.9% in 2015. 

Others argue that Greece’s prospects
are clouded by political instability. Mr Sa-
maras and his centre-right New Democra-
cy (ND) party need a three-fifths majority
in Greece’s 300-member parliament to 

Greece’s bail-out

Not so fast

ATHENS

Aspike in bond yields is bad news for
the government

investigating probable “foreign underwa-
teractivity”. The followingday, as the navy
stepped up the search by deploying addi-
tional vessels armed with sensors, Swe-
den’s leading newspaper, Svenska Dagbla-
det, claimed that a distress call in Russian
had been picked up, as had encrypted ra-
dio traffic, between a location outside
Stockholm and the Russian Baltic exclave
of Kaliningrad. The apparently well-
sourced story said that it all pointed to a
Russian submarine that was lying dam-
aged in Swedish waters.

Since then, a small fleet consisting of

corvettes, minesweepers and fast patrol
boats, pursued by a waterborne media
pack, has criss-crossed the coastal waters
outside the capital in the hunt for the sub-
marine. Despite several reported sightings
by (possibly overexcited) civilians, it had
not been found as The Economist went to
press. The frustration is beginning to show.
Sweden’s senior commander, General
Sverker Goransson, told reporters: “This is
very serious. I would even go so far as to
say it’s fucked up.” General Goransson has
authorised the navy “to force whatever it is
up to the surface”. Meanwhile, the helpful

response from Russia has been to suggest,
rather implausibly, that the submarine
may be Dutch. 

Whether the submarine, if that is in-
deed what it is, will ever be found remains
unlikely unless it is severely damaged.
Anti-submarine warfare (ASW) is hard,
and the Stockholm Archipelago provides
plenty ofplaces to hide from even the most
advanced sensors and skilled operators.
Moreover, since the end of the cold war,
Sweden has neglected its ASW capabili-
ties, even retiring its anti-submarine heli-
copters. Last year the country had a nasty
surprise ofanother kind, when six Russian
planes carried out a simulated missile at-
tack on Stockholm without Swedish fight-
ers even taking off. Defence gets just 1.2% of
GDP and cracks are showing. On a visit this
week to Estonia, whose airspace is con-
stantly violated by Russian aircraft, Swe-
den’s new centre-left prime minister, Ste-
fan Lofven, promised that defence
spending will rise. 7
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WHEN Claude Monet lived near the
Seine at Argenteuil, he painted white

canvas sails and river banks. Today, Argen-
teuil is part of the suburban sprawl west of
Paris, and is more famous for being the
most indebted large town in France. A re-
cent report from the CourdesComptes, the
national audit body, told the town hall to
take urgent measures to curb the deficit “in
line with the gravity of the situation”.

Across the country, town halls are fac-
ing a budget squeeze. As part of its effort to
control the national deficit, which this year
is yet again set to bust the euro zone’s 3%
rule, President François Hollande’s Social-
ist government has promised €50 billion
($64 billion) of budget savings from 2015 to
2017. Of this, it says €11 billion will come
from reduced transfers to local govern-
ment. But persuading town halls to apply
such cuts may prove the most difficult
piece of the French deficit puzzle. 

Argenteuil is poorer than the average
French town, and its unemployment rate is
nearly 17%. The share of residents living in
subsidised public housing, in the concrete
towers that ring the town, is twice the na-
tional average. And like many French

towns, Argenteuil’s aspirations to first-
class public services exceed its ability to fi-
nance them.

Overlooking the river, a vast new plate-
glass building houses the Argenteuil-Be-
zons Agglomeration, a new layer of local
government created several years ago to
run joint services with its neighbouring
town. In the old town centre, near the
freshly scrubbed medieval chapel, six gar-
deners in fluorescent-yellow jackets are

plantingoutmunicipal flowerbeds. Up the
road sits a smart glass-fronted cultural cen-
tre, complete with 500-seat theatre and
two cinema screens. Outside, a line of tod-
dlers, graspingeach other’shands tight, tot-
ters along the pavement. Argenteuil has 20
crèches, catering to babies from the age of
ten weeks. Older pre-school children are
served a daily three-course lunch, graced
by such dishes as poached fish and quinoa
followed by a slice ofCamembert.

Locals considersuch things to be the ba-
sic job of local government. But Argen-
teuil’s debt already amounts to some
€300m. Last year alone, the public-sector
wage bill jumped by 8.5%, to €79m, accord-
ing to the Cour des Comptes, and the defi-
cit reached €17m. “It was insane,” declares
Georges Mothron, the Gaullist mayor, who
defeated his Socialist predecessor in elec-
tions in March. In 2013, he says, the town
hall hired 377 new staff. This included 40
new workers to staff 150 extra crèche
places. The old team disputes the figures,
and Philippe Doucet, the previous mayor,
describes the spending as “investments in
the future”.

Applying similar logic, many French
towns have given themselves a facelift
over the past decade. Dijon has built a
blackcurrant-coloured tram, which wends
its way on tracks laid over fresh grass, as
well as a new Olympic swimming pool. In
the north, Lille and its neighbouring cities
of Tourcoing and Roubaix have construct-
ed a new 50,000-seat stadium, a competi-
tion-class velodrome, and the biggest
aquatic centre north of Paris, due to open
next year. New layers of inter-town local
government have proliferated. Between
2000 and 2011, the French town-hall head-
count increased by 26%.

The new budget squeeze, and the fact
that most civil-service jobs are protected,
will force towns to put such projects on
hold. François Rebsamen, president of
Greater Dijon as well as the French labour
minister, has called it the “end of a cycle”
for big investment projects in his town. In
Argenteuil Mr Mothron says he has can-
celled a renovation of the swimming pool.
Central-government transfers to Argen-
teuil will be cut by €3.5m next year, and by
€8.5m in 2016.

Such decisions will not be popular, giv-
en France’s stagnant economy and high
unemployment. Some town halls may
think it would be better to raise local taxes
rather than cut popular services. And the
party barons who run many towns will
seize on the chance to attack the central
government. Indeed, this week Martine
Aubry, the Socialist mayor of Lille, de-
nounced the economic policies of her fel-
low Socialist, Mr Hollande. France is rely-
ing heavily on the local-government effort
to help secure budget savings. But, despite
the pressure from central government,
town halls may yet refuse to do their bit.7

French local government

Slimming down

ARGENTEUIL

France tells local governments to cut the fat

Not doing their bit

Source: Cour des comptes
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elect a new president in February, or elec-
tions will be called. He is still 26 votes
short. Moreover, some independents and
even a handful oflawmakers from the Pan-
Hellenic Socialist Movement (Pasok), his
party’s coalition partner, may decide to
switch their allegiance to Syriza, the far-left
opposition party. The latest opinion polls
give Syriza a lead of between 4% and 8%
over ND, and even government supporters
are beginning to accept that Syriza will win
the nextelection. The question that is hotly
debated in Athens cafés is whether the op-
position will secure an outright majority
or be forced to form a coalition with other
left-wing parties. Those could include Pa-
sok or Potami, a new centre-left party
founded by Stavros Theodorakis, a televi-
sion journalist.

Meanwhile, Alexis Tsipras, the 40-year-
old Syriza leader, has been building
bridges with EU leaders in Brussels and the
German government in Berlin. He is still
pressing for Greece’s creditors to write off
at least half the country’s swollen public
debt, now almost 175% of GDP. But Euro-
pean officials say he is no longer the intran-
sigent firebrand who promised in 2012 to
tear up the “barbarous memorandum” if

he came to power. Mr Tsipras has quietly
tried to reassure potential investors bring-
ing in money from abroad that Greece
would be a business-friendly member of
the euro zone under a Syriza government.
The hedge funds that led the recent stam-
pede out of Greek bonds have yet to be en-
tirely convinced. 7

Tsipras: the next prime minister?
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IT WAS just like old times. On October 16th, almost five years to
the day after Greece’s government triggered the euro crisis by

confessing that its budget deficit was twice as bigas had previous-
ly been reported, yields on Greek ten-year debt rose to 9%, and
share prices tumbled. Long-suppressed memories of bail-outs,
late-night summits and market meltdowns briefly resurfaced.
Perhaps the crisis wasn’t over after all?

The panic soon subsided. Investors’ concerns were limited to
political uncertainty in Greece, and a plan by the country’s em-
battled prime minister, Antonis Samaras, to exit its IMF bail-out
programme early. Greece remains the runt of the euro-zone litter,
labouring under a debt pile equivalent to 175% of GDP and a sky-
high unemployment rate. But there are slivers of light: after six
grinding years of recession, it may grow modestly this year. Else-
where, too, the champions of austerity have found cause for
cheer: unemployment is down and output up (a bit) in Spain and
Portugal; Ireland, which had to be bailed out in 2010, seems to be
experiencing a mini-boom. Even France and Italy appear finally
to have accepted the need to reform. 

The overall picture, though, remains bleak: growth prospects
are dismal and unemployment within the euro area stands at
11.5%. What to do? Rather like the quest for peace in the Middle
East, everyone knows what to aim for but no one knows how to
get there. France and Italy need to cut red tape and ease their la-
bour laws, in exchange for more time to get their budgets in
shape. The Germans need to invest at home, and not to stand in
the way of the European Central Bank moving towards quantita-
tive easing (printing money to buy sovereign debt). 

But such moves need political and economic co-ordination,
and trust is in short supply. The Germans have lost patience with
the French, who are wary of being lumped in with the Italians,
who thinkthe German obsession with fiscal rigour in a time ofre-
cession absurd. Small countries resent big-country stitch-ups (an-
other, on the French budget, looks imminent). Mario Draghi’s ac-
commodating stance at the ECB is testing the patience ofGerman
politicians and constitutional judges, and inaction at national
level will anyway dull the effects ofmonetary activism. 

The machine is not entirely gummed up. The international
chorus urging Germany to loosen up a bit may be getting

through; thisweekthe German and French finance ministers said
they would present a growth and investment plan by December,
though they gave no details. The Poles think they are making
headway with a proposed €700 billion ($894 billion) pan-Euro-
pean investment fund, and Jean-Claude Juncker, the incoming
president of the European Commission, will soon present his
own ideas. But Europe has never lacked for grand investment
plans; it is the will to execute them that has been in short supply.

The smackoffirm bond yields
One way to understand the impasse is to look at the lessons that
governments drew from the wrenching years of the euro crisis.
Rather than relyon flakypoliticiansand spendthrift central bank-
ers, Germans and others found the iron rod of the market the
most effective means to bring discipline to the wayward. It was
spiralling bond yields, not bunga-bunga scandals or legal trou-
bles, that rid them of the troublesome Silvio Berlusconi in 2011.
Greece, Ireland and Portugal reformed their economies, and
trimmed their budgets, only under the whip of international su-
pervision after being forced into bail-outs. Even in these “pro-
gramme” countries some officials acknowledge, sotto voce, that
theywould have struggled to make such changes in calmer times.

Fora supposedly slow-movingplace, the European Union has
shown that in the teeth of crisis it can transform its machinery at
great haste. Vast bail-out funds have been engineered, rule books
torn up and rewritten, sovereign debt restructured. Many predict-
ed the euro could not survive. In 2012 Angela Merkel, Germany’s
chancellor, and her advisers indeed considered cutting Greece
loose, but ultimately determined that the currency must remain
intact. Here there has been no lackofpolitical will, of a sort.

Yet it has evaporated as the crisis has subsided and economies
have stagnated. Europe today lacks leadership. Mrs Merkel holds
power but does not wield it. Her fellow heads of government are
diminished figures, struggling to navigate their own fractured do-
mestic political terrain. The heyday of the installed functionaries
in Brussels appears to have been about 20 years ago. Mr Draghi
has shown courage but represents no one. And populists are ris-
ing to plug the political vacuum, in both creditor and debtor
countries. Syriza, a hard-left party that wishes to stiff creditors,
may win power in Greece next year. If that happens, the market
will probably panic again. 

As with everything in Europe these days, change must come
first from Germany. Its (slight) softening on investment is wel-
come. But more is needed. Officials are wary ofan Italian propos-
al to exclude investment spending from the figures used to calcu-
late budget deficits. But such a change would allow governments
to exploit low borrowing costs to earn later returns without fall-
ing foul of Brussels’s rules. Another idea, proposed by the Lisbon
Council, a think-tank, is for the new European Commission to
identify reforms needed across euro-zone members, rather than
pick on the usual suspects. As a start, it proposes that 11 countries
jointly tackle their job-killing labour taxes.

Europe did well to hold together through the crisis years, but
its failures are apparent: a jobless army 25m strong; millions more
underemployed. Such numbers do not seem to galvanise politi-
cians the same way bond yields at 7% do. “We are last-chance Eu-
rope,” Mr Juncker told MEPs this week before they approved his
new commission. But not everyone sees it that way. 7

Gummed up
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BARACK OBAMA is unloved by busi-
ness. And as the mid-term elections ap-

proach and voters ponder whether to
hand the Senate to his Republican oppo-
nents, that could make a difference. Busi-
ness owners give Mr Obama lower than
average approval ratings. Corporate lobby-
ists discuss his reform of health care with
contempt. A Wall Street boss accuses the
government of extorting fines from banks
in order to win votes. A technology chief
says he is Mr Obama’s last fan in Silicon
Valley. On October 8th Randall Stephen-
son, the head of AT&T, grumbled about a
wave of damaging regulations. His audi-
ence, many of them bosses, approved.

The puzzle is why big firms are so
miffed when they are so minted. Since Mr
Obama took office in early 2009, AT&T’s
earnings-per-share have risen by 56% and
Mr Stephenson’s annual pay by 47%. The
S&P 500 index of shares is near a record
high. American firms dominate rankings
of the world’s most valuable companies
for the first time in a decade and a half. Pro-
fits are at their highest level relative to na-
tional income since the 1960s. While the
median household has seen its income
stagnate, the median pay of an S&P 500

chief is up 43% since 2009. 
Some blame this paradox on Mr

Obama’s lackofchemistrywith chief exec-
utives. But you would think that the $885
billion of profits that non-financial firms
made last year might be some compensa-
tion forhis aloofbedside manner. Another
theory holds that American firms are be-

35%, it is amongthe highest. Manyfirms are
now mobile and can shift activity to
friendlier places. Some are under pressure
from shareholders to do so. Bosses feel that
by standing still, America is falling behind.
A new survey of Harvard Business School
alumni by Michael Porter and Jan Rivkin
finds that 47% think America is losing com-
petitiveness—in the bleak days of 2011 that
figure was even worse, at 71%.

The second factor is the polarisation of
American politics. Partisan rancour is high-
er than in the 1970s, according to a new in-
dex (see chart 1 on next page). The wounds
of the financial crisis have yet to heal.
Opinion polls suggest that Americans still
hate banks and big business. Both big par-
ties have wings that are hostile to the cor-
porate establishment.

Polarisation is bad for business. When
the two parties refuse to compromise, they
are unlikely to pass the long-term reforms
that might boost growth. And polarisation
makes extreme events more likely. In 2013
stand-offs over the budget and the debt
ceiling caused a government shutdown
and nearly led to a cataclysmic default. All
this uncertainty deters investment. 

Thus although firms are making big
profits, they are not re-investing enough. In
2013 S&P 500 firms spent more on divi-
dends and share buybacks than on capital
investment. MrPorter says that when Japa-
nese competition was a threat in the 1980s
there was a sense of common purpose be-
tween American firms and politicians
about how to respond. The lack of any un-
ity now is “extremely scary”, he says.

While they rage at Washington, firms
are making things worse by spending
more than ever to influence politics.
Spending by business in 2013-14 on lobby-
ing and campaigning has so far exceeded
$5 billion, according to the Centre for Re-
sponsive Politics. Google is now one of the
biggest spenders. The US Chamber of
Commerce, the main big-business lobby, 

ing tortured by red tape and taxes to an un-
precedented degree. The cost of regulation
has risen under Mr Obama, according to
the Office ofManagement and Budget. Bat-
ty new rules abound. The Environmental
Protection Agency (EPA) wants to define
the “waters ofthe United States” to include
not just navigable rivers and lakes but also
their tributaries. The National Federation
of Independent Business (NFIB), a lobby
for small firms, howls that this could in-
clude ponds and ditches that are dry most
of the year. It predicts that developing such
land could require permits costing tens of
thousands ofdollars and long delays.

It’s my party and I’ll cry if I want to
Yet Mr Obama’s taxing and fiddling is not
unprecedented. Richard Nixon introduced
price and wage controls in 1971. The federal
tax code grew more than 50% longer under
Ronald Reagan and George H.W. Bush;
since 2007 it has grown 10%. The aggregate
tax paid by non-financial firms under Mr
Obama, at an annual average rate of25% of
pre-tax profits, is lower than the 32% paid
under the Gipper. America is the fourth-
easiest place in the world to do business,
according to the World Bank.

Instead, three structural factors explain
American firms’ gilded grump with their
government. First, they are more global
than ever and see greener grass abroad. If
you operate in East Asia, it is hard not to
envy its roads and airports. In 1988 Ameri-
ca’s headline corporate-tax rate of34% was
among the lowest in the world. Today, at
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2 has broken new ground by trying to influ-
ence primaries as well as elections. In pri-
maries it has backed mainstream Republi-
cans against Tea Party rivals. In elections it
nearly always backs Republicans: of its 280
endorsements, only five are of Democrats.
Its recent ads feature Rand Paul, a Republi-
can senator who is also an eye doctor,
attacking Democrats in swing states. “As a
physician...it bothers me that Kay Hagan [a
Democratic senator in North Carolina; see
page 47] doesn’t thinkyou’re smart enough
to choose yourdoctor,” he says, referring to
the fact that some Obamacare policies lim-
it your choice ofdoctor. 

Throwing cash at politics makes sense
for firms individually—Strategas Research
Partners, an analysis outfit, runs an index
of companies that lobby, and says this
group has outperformed the stockmarket
for 15 consecutive years. But it is collective-
ly insane. Donations are roughly split be-
tween the two big parties, leading to an
arms race. Those unable to write big
cheques, including voters and small firms,
grow cynical. Business hates partisan poli-
tics, but is partly to blame for it. 

The third factor behind the collective
strop of American firms is corporate in-
equality. Multinationals and technology
giants are booming. The ten biggest com-
panies in the S&P 500 generate 23% of its
profits, up from 20% in 2007. Yet small
firms have yet to regain the ground lost
since the financial crisis, says Christine
Kymn of the Office of Advocacy, a watch-
dog. Employment by firms with fewer
than 100 staff is still well below the 2007
peak. The NFIB’s confidence index for
small firms is still below 2006 levels (see
chart 2). Disturbingly, since 2008 more
firmsare dyingthan beingborn, for the first
time in at least 30 years. 

Mr Porter worries that small firms are
“especially disadvantaged”. They com-
plain that mega-banks, which got bigger
after the bail-out, won’t lend to them. They
believe that cumbersome new rules, most
obviously Obamacare, hurt them dispro-
portionately. For example, a firm that
shrinks its workforce to 99 or fewer people
will nowhave to certify that itdid not do so

to evade its obligations under Obamacare,
according to the NFIB. And they think big
firms get an unfair advantage from lobby-
ing. Robert Wolf, a banker who has ad-
vised Mr Obama, talks of a new and
fraught intersection between Wall Street,
Main Street and K Street, the Washington
address where lobbyists congregate.

Pleasing business is not straightforward
for either party. Bosses’ demands often
conflict. Small firms want small banks that
serve local customers; Wall Street wants
the opposite. Silicon Valley tycoons like
Elon Muskare bettingon green technology,

whereas energy firms are fighting rules on
carbon emissions. Multinationals are furi-
ous about rules that tax overseas profits
when they are repatriated to America.
Most other firms view this as an irrele-
vance that bothers only a tiny aristocracy:
45 giants, including Apple, General Electric
and IBM, account for 70% of the earnings
stashed overseas by American firms.

Yet there is a chance of reforms after the
mid-terms. If the Republicans capture the
Senate they may want to show that they
can govern, while President Obama may
use his last two years in office build a lega-
cy. Democrats, Republicans and compa-
nies do have some common ground. A leg-
islative majority could in theory be
cobbled together to overhaul the cor-
porate-tax code by lowering headline rates
and widening the base of profits they ap-
ply to, to pass free-trade deals with Asia
and Europe, and to reform immigration. 

The last big tax reform, in 1986, was
passed by a divided government, with a
Republican president and Senate and a
Democrat-controlled house, notes John
Engler, the president of the Business
Roundtable, a lobby group. There is, he
says, “an opportunity for everyone to put
the politics aside and get something done
for the country”.7

2Limping

Source: National Federation of Independent Business
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IN1984 Ronald Reagan’s campaign aired a
syrupy ad declaring: “It’s Morning Again

in America”. It was designed to appeal to
as many people as possible, showing pic-
tures of Americans doing utterly main-
stream things like going to work, getting
married and loving their families. Ken
Goldstein of the University of San Francis-
co calls this the “shotgun approach”. 

Modern political ads typically use a
sniper’s-rifle-with-telescopic-sights ap-
proach. Instead of selling a story for all
Americans, they aim at specific groups,
such as lovers of guns or abortion rights.
Often, they warn members ofthese groups
that the other party despises them and
wishes them harm. 

Consider the National Rifle Association
(NRA)’s campaign against candidates who
are insufficiently pro-gun. Its televised
spots link such candidates with Michael
Bloomberg, a former mayor of New York
who bankrolls a national anti-gun cam-
paign. A voiceover says: “In an elegant
New York City mansion, billionaire Mike
Bloomberg sleeps safely. A team of armed

guards protects him. But Bloomberg wants
to take away your right to self-de-
fence...And [insert name of Democratic
candidate] will help him do it.” The ad nev-
er spells out what Mr Bloomberg’s “ex-
treme gun-control agenda” involves, so
viewers can imagine that their local candi-
date wants to grab their hunting rifles.
(This is unlikely, but several want to stop
gun sales to criminals and the mentally ill.) 

What the campaign lacks in policy spe-
cifics, it makes up for with cultural innuen-
do. It assumes that the viewer is poorer
than Mr Bloomberg (a safe bet), more rural
and suspicious of bossy New Yorkers. An-
other spot (pictured on next page) quotes a
disparaging remark Mr Bloomberg once
made about a remote part of Colorado
having no roads, and concludes that “No-
body insults your life like this guy.” 

Targeted advertisements only work if
you show them to the right people. That
grew easier when Nielsen, a TV ratings
firm, started including political questions
in its surveys in the early 2000s, so strat-
egists could find out which programmes 
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2 the voters they were trying to reach were
most likely to watch. Now, cable-TV firms
sell campaigns data about subscribers’ in-
dividual viewing habits. It arrives anony-
mised, but with addresses, which can then
be matched to the addresses on voter-reg-
istration and canvassing databases. 

So if, for example, people living at ad-
dresses marked as potentially Republican
happen to watch lots ofgolf, then a Repub-
lican candidate might buy ads on the Golf
Channel. Indeed, according to a study by
Echelon Insights, a political consultancy,
93% of political spots on that channel are
Republican; on Comedy Central, by con-
trast, the ads are 86% Democratic.

By 2016 advertising will be even more
precise, reckons Mr Goldstein. The newest
thingoffered by cable and satellite TV com-
panies is called “addressable advertising”.
This allows advertisers to buy the viewers
they want rather than slots on particular
programmes. So whatever the target voter
watches, a campaign advertisement will
appear in the middle of that show, via the
set-top box. In January, Dish Network and
DirecTV, two satellite firms, announced
that they can reach some 20m households
with directly addressable advertising. By
the end of this year it may be possible to
reach 50m households this way.

For campaigns, such targeting is thrill-
ing: it means that money can be stretched
further and potential swing voters really
bombarded with ads. For outside groups,
who mostly run attack ads, addressability
is particularly helpful, because it allows
several messages to be sent at once. For ex-
ample, instead of running one ad, a cam-
paign can air ads attacking Obamacare on
one channel, gun control on another, and
threats to Medicare on a third. 

The worry is that technology may be
moving too fast, says Jim Duffy of Putnam
Partners, a Democratic-leaning political-
advertisingagency. Even as cable and satel-
lite firms roll out new technology, more
voters—especially younger ones—are
switching to internet services such as Net-

flix or Hulu. These often feature no ads at
all, or offer the option to skip them. Mean-
while, the sheer variety of content means
that buying ads is even harder than on ca-
ble television. 

A more immediate problem, however,
is that when you aim all your firepower at
narrow, clearly-defined groups, you may
find you aren’t reaching enough people. To
win an election you usually need to win
over halfof the electorate. Sometimes, that
may require getting out the shotgun.7

If your neighbour owns no guns, he’s seeing a different ad

AT THE height of the dotcom boom,
some newspapers and magazines

found it hard to print enough pages to ab-
sorb all the advertising that firms were
willing to buy. Something similar is hap-
pening in North Carolina, this year’s most
expensive Senate race by some distance.
Around $87m has been spent already, or $9
for every North Carolinian, and the cam-
paigns are not done yet. Some of it is old
fashioned: three campaign spots air on
television every five minutes on average.
Some is creepily well targeted: as your cor-
respondent walked into a studio in Raleigh
to watch Thom Tillis, the Republican chal-
lenger, on October 21st, his phone started
pushing adverts enumerating the many
ways in which Mr Tillis has demonstrated
his perfidy.

North Carolina hasdrawn a lotof atten-
tion from national groups because the race
is close. At one point, it looked like the key
to Republican control of the Senate. Kay
Hagan, the Democratic incumbent, won
convincingly in 2008 when candidates

were clamouring to be seen with Barack
Obama. Now they are not, she is vulner-
able: one of four Democratic senators run-
ning for re-election in states that Mr
Obama lost in 2012. Since the Republicans
probably need three of these to take the
Senate, and since North Carolina is the
most marginal of the four, a win here
should mean an overall Republican vic-
tory, barring slip-ups elsewhere. The attack
adsdenouncingMrsHagan forhersupport
of Obamacare began a year ago and have
not relented. 

Despite this, she has a small but steady
lead in the polls (which now suggest that
Republicans can win the Senate without
taking North Carolina). Two things explain
this. First, though Mrs Hagan has de-
nounced the big donors who have sprayed
cash on her state, she has in fact benefited
from more spending than her opponent.
Some of this cash was used to interfere
with the Republican primary earlier this
year, much to the annoyance of the state
GOP. Second, Mr Tillis’s time as speaker of
the state legislature may make him the
wrongsortofchallenger thisyear. So much
attention has been paid to the president’s
low ratings that it is possible to forget that
other incumbents are also unpopular.
Polls suggest that 11 sitting governors, most
of them Republicans, are in trouble. Mr Til-
lis has a legislative record of his own to de-
fend, making ithard forhim to play the role
ofa Mr Smith heading to Washington.

Mr Tillis, a former consultant with IBM,
was the mainstream choice in his party’s
primary, which perhaps was not that diffi-
cult. The candidate who came second
thought income tax was unacceptable and
wanted to dismantle the Federal Reserve.
Mr Tillis is nevertheless a thorough conser-
vative: he thinks that states should be al-
lowed to make abortion and gay marriage
illegal if they wish to; he supported the
government shutdown in October 2013;
and he frets repeatedly about the security
of the Mexican border. On his watch the
statehouse passed one law that an appeals
court ruled would result in fewer people
voting and another that made abortion
clinics subject to the same expensive build-
ing regulations as walk-in surgical centres.
Not all North Carolinians are keen on such
red meat: just around the corner from the
statehouse in Raleigh, one point of the lib-
eral-leaning research triangle, is a restau-
rant serving vegan barbecue.

Mrs Hagan, a former banker, is more of
a triangulator. Attack ads remind voters
that she has voted with the Democratic
majority in the Senate 96% of the time, but
her occasional dissent from the party line
has been informative. She favours a bal-
anced-budget amendment to reduce the
national debt and opposes banning as-
sault weapons and large magazines for
handguns (the gun lobby still calls her an
anti-gun extremist). Her campaign had a 
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2 wobble when it emerged that her hus-
band’s company had received a $250,000
grant under the 2009 stimulus act, for
which Mrs Hagan voted. But she was confi-
dent enough to skip the fourth and final
televised debate. Mrs Hagan may still
lose—her lead is barely above the margin
of error—but it will be a blow to the GOP’s
view of its competitiveness in swing states
if she clings on.

Should that happen, Republicans may
find that some activists wander off to join
organisations offering something else.
Americans for Prosperity (AFP), a conser-
vative group, now has 600 paid staffers in
35 states. In North Carolina it has its own
ground game: its staffoperate phone banks
and canvass voters at home, inputting sur-
vey data on tablets and uploading them to
a central database. The aim, says Donald
Bryson ofAFP, is to build a movement rath-
er than to win elections. “You may win or
lose but at least you have been intellectual-
lyconsistent—yourprincipleshaven’tbeen
defeated.” Compared with the compro-
mises that winning elections usually re-
quires, purity sounds so simple. 7

RICK SCOTT should probably be in pri-
son, says Darryl Paulson, a political sci-

entist at the University of South Florida.
He is also, Mr Paulson contends, Florida’s
best choice for governor. So goes politics in
America’s fourth-largest state, where per-
sonalities are big and policies secondary.

Mr Scott, a rather awkward Republican,
has been Florida’s governor for nearly four
years. Challenging him is Charlie Crist, a
perma-tanned politician who served as
the state’s Republican governor between
2007 and 2011 and who is now standing as
a Democrat. The polls are neckand neck. If
Mr Crist (pictured, left ofMr Scott) wins, he
will show that sheer charisma can resur-
rect even a crucified political career. If he
loses, it will show that with BarackObama
in the White House, even an unpopular Re-
publican can hold on in a mid-term year.

Mr Scott’s troubles stem from his previ-
ous career. In 1997 he resigned as boss of
the hospital chain he had founded after the
FBI began investigating it for Medicare
fraud. Mr Scott was never charged with a
crime, but his firm paid $1.7 billion in fines
and civil damages after pleading guilty to
corporate felonies. In a separate civil case
he pleaded the Fifth Amendment—the
right to remain silent—75 times.

That Mr Paulson nonetheless backs
him is mostly because of Mr Crist’s short-
comings. Chief among these is his spectac-
ular inconsistency. In 2010 he decided that
rather than seekre-election as governor, he
would try for the Senate. When he realised
he would lose the Republican primary
(thanks to a photo of him hugging Barack
Obama), he stood as an independent and
was thrashed. His latest reincarnation as a
Democrat is, he says, a rejection of the
modern Tea Party-infused Republican
Party. Republicans–and Mr Paulson–say he
is an egotistical careerist with no real aims
other than to get elected.

Mr Crist is standing on a standard
Democratic platform: a higher minimum
wage, more education spendingand wom-
en’s rights (four years ago he said he was
pro-life; now he says he is pro-choice). Mr
Scott prefers lower taxes and less regula-
tion—and contrasts his economic record
with his rival’s. During Mr Crist’s term,
Florida’s property market collapsed, con-
tributing to the loss of 820,000 jobs. With
Mr Scott in office, it has rebounded: some
611,000 jobs have been created and unem-
ployment is around the national average. 

Yet both campaigns talkmore about the
other guy’s flaws than their own policies.
Mr Crist, voters hear, stands for nothing.
Mr Scott, they are told, stands for Big Oil
and billionaires. Personality seems to mat-
tera lot, and MrCrist has more of it. At a de-
bate on October 21st in Jacksonville, the
former governor delivered perfect sound
bites, lookingwith puppy-dogeyesstraight
at the camera as he explained that “I’m
running to give you a chance.” Mr Scott gri-
maced weirdly and dodged questions less
skillfully. A previous debate was even
worse for Mr Scott: he failed to appear on
stage for several minutes, on live televi-
sion, after a squabble over whether Mr
Crist could have a fan under his lectern.
Comedians and Democrats rejoiced.

Mr Scott’s hope will be that attack ads
can overcome the charm deficit. He has
plenty of money, including his own for-
tune, to spend denting Mr Crist’s brand.

But while this strategy has cut Mr Crist’s
lead, it has not erased it. And Mr Crist now
has lots of financial backing too, not least
from Tom Steyer, a Californian billionaire
who is spending vast sums to defeat candi-
dates who don’t take global warming seri-
ously. Mr Steyer’s footsoldiers have built a
wooden ark on wheels and dragged it
around the state to remind voters that Mr
Scott is “leavingFlorida’s families ... behind
to tackle the rising seas on their own.” 

Since 2010 the numberofregistered vot-
ers in Florida has grown by 590,000—only
19% of whom are white. The newcomers
skew Democratic, but may not vote in mid-
term elections. To rouse them, Mr Crist has
a network of 35 offices spread across the
state, a carbon copy of the network that
helped Barack Obama win Florida in 2012.
Democrats claim that their ground opera-
tions can overcome voters’ apathy. They
point to absentee-ballot statistics to sug-
gest they are winning. Others are sceptical
about such claims, doubting, for example,
that Mr Crist—whose most famous policy
as a state senator was reintroducing chain
gangs—can really win over blackvoters.7

Florida’s gubernatorial race
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One fan between them

“CHURCHES have a tremendous
amount of power and a stupid

amount of money,” complains David Sil-
verman of American Atheists, a non-profit
group. He thinks the Internal Revenue Ser-
vice (IRS) should crack down harder on
churches that meddle in politics. Under
American law, churches that explicitly en-
dorse or oppose a political candidate can
lose their tax-exempt status, but Mr Silver-
man thinks the IRS is often too scared to go
after them.

Few Americans share his priorities. Al-
most three-quarters think the influence of
religion on American life is waning, ac-
cording to the Pew Research Centre, a
think-tank (see chart on next page). More
than half of this group see this as a bad
thing—including30% ofthose who have no
religious affiliation. A third of the unaffili-
ated still want politicians to have a strong
faith. Knowing that they do is comforting
in timesofcrisis, believesMichael Cromar-
tie of the Ethics and Public Policy Centre,
another think-tank. 

Overall 49% of Americans think
churches should speak out about political
matters; 48% disagree. That has changed
markedly since 2010, when 52% wanted
preachers to keep theirnosesoutofpolitics

Religion and politics

Preach to me

JACKSON, MISSISSIPPI AND PORTLAND, OREGON

More Americans want theirchurches
involved with politics
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Ben Bradlee

The editor who toppled Nixon

IN A very different age and time (ie, 1995)
Ben Bradlee—the Washington Post

editor whose newspaper uncovered the
Watergate scandal, toppled President
Richard Nixon and went to the Supreme
Court to defend its right to publish a
secret Pentagon history of the Vietnam
War—wrote memoirs that summed up
his code ofhonour. “As long as a journal-
ist tells the truth, in conscience and fair-
ness, it is not his job to worry about
consequences,” declared Mr Bradlee,
who died on October 21st, aged 93.

The words rang with the swagger of
his blue-blooded, New England up-
bringing: he was the 52nd male Bradlee to
study at Harvard since 1795, learned to
swear saltily in the wartime Navy, and
later became close friends with a George-
town neighbour, a young senator named
John F. Kennedy. But his code also reflect-
ed the self-confidence ofa news industry
that—for most ofhis career—was enjoying
a golden age ofpower and profitability.

No American editor could pen such a
declaration now without hearing every
word challenged or mocked. Partisans of
Right and Left scoffat claims of journal-
istic fairness. As for being guided by
reporters’ consciences, an angry public
distrusts news outlets almost as much as
they disdain Congress.

Bradlee and his publisher at the Post,
Katharine Graham, showed real courage
when they defied government bullying
to expose lying in high places. But wistful
nostalgia also helps to explain an out-
pouring ofpress tributes to Mr Bradlee.

In a trade peopled with nerds and
outsiders, Mr Bradlee’s alpha male cha-

risma helped him—his craggy looks,
gravelly voice, and obsession with
whether male reporters had balls which
“clanked when they walked” or were
sadly silent. Women fancied him and
men wanted to be him, one tribute noted.

The irony is that Mr Bradlee’s finest
hour changed the country that he loved.
Publishing the Watergate revelations was
a patriotic act. But it also poisoned rela-
tions between the press and the pow-
erful, and helped to convince conserva-
tives that the mainstream media was out
to get them. A new Watergate would
never inspire the national consensus that
drove Nixon from office; today’s partisan
pundits would rubbish the other side’s
witnesses. For all Mr Bradlee’s insouci-
ance, truth-telling had consequences.

WASHINGTON, DC

Remembering the editorbehind Watergate 

Truth had consequences

and only 43% didn’t. The new urge to hear
pastors pillory politicians is felt mostly by
Republicans, who are angrier with Barack
Obama. Most Americans still think
churches should stop short of endorsing
candidates for office (63% oppose, 32% fa-
vour), but the gap has narrowed since 2010
(when it was 70-24%). 

Some religious folk fear that the state is
meddling with their faith. The city of
Houston, for example, has served five pas-
tors with subpoenas for copies of sermons
they have preached about homosexuality.
“If this reckless violation of religious liber-
ty can happen in Texas,” says Russell
Moore of the Southern Baptist Conven-
tion, “then it can happen anywhere.” He
thinks the issue will trump all others for re-
ligious voters in November. 

That seems unlikely. Faith will play a
role in the election, but a subtle one. Only
29% of Americans see the Democratic
Party as friendly to religion; 47% see the Re-
publicans that way. So in the most devout
parts of the country Democratic candi-
dates tend to distance themselves from the
party’snational stereotype, and vice versa. 

In Mississippi, the state with the highest
proportion ofregularchurchgoers, Senator
Thad Cochran, a Republican, is running
against Travis Childers, a Democratic con-
gressman. Both men are Southern Baptists,
but only Mr Childers has to remind people
of this fact. “I do trust in God,” he told the
multitude assembled at a fish fry in Tupelo,
before asking whether it was really neces-
sary for the Mississippi state legislature to
pass a law adding “In God We Trust” to the
state seal this year. Other speakers were
more forthright. Steve Holland, a Demo-
cratic state representative, said the fact that
many families still struggle with health-
care costs was “an abomination against

God”. Another speaker declared: “If Jesus
were alive today, he’d be a Democrat!” 

Mr Cochran makes no such claims.
Asked if his faith had influenced his deci-
sion to run fora seventh term in the Senate,
he cited instead the support of his friends,
positive polls and the need to “protect the
environment for future generations”. Mr
Cochran is13 points ahead in the polls. 

By contrast, in Oregon, a less churchy
state, it is the Republican Senate candidate
who has to run from her party’s reputa-
tion. Monica Wehby, a brain surgeon, is try-
ing to unseat Senator JeffMerkley, a Demo-
crat. While Catholic and “personally
pro-life”, she says the federal government
should leave issues such as abortion and
gay marriage to the states. She stresses that
she is “data-driven”. Serving as a senator is
like brain surgery, she says: “You can’t be

ruled by emotion in either situation.”
Asked whether her faith informs her cam-
paign, she changes the subject. 

MrMerkleyhasan easier task. Convinc-
ing Oregonians to support the more secu-
lar party is (as it were) like preaching to the
choir. He co-sponsored a bill in July to re-
verse the effects of the Supreme Court’s
Hobby Lobby ruling, which said that the
governmentcannotforce closely-held priv-
ate companies to pay forcontraceptives for
their staff if that violates their owners’
faith. The bill failed, but Democrats think it
will help them at the polls, since it fits with
their charge that Republicans are religious
zealots waging a “war on women”. “Moni-
ca Wehby Would Allow Employers To
Deny Women Access To Contraceptives”,
trumpets Mr Merkley’s website. Ms
Wehby trails by14 points.7

Bring God back
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DAYS before he seeks re-election to Congress for an eighth
time, Representative Mike Capuano of Massachusetts has

yet to order a single bumper sticker or “I Like Mike” lawn sign.
That is not as risky as it might sound. In his district, a Democratic
bastion that covers the Massachusetts Institute of Technology,
chunks ofHarvard University and swathes ofblue-collar Boston,
Mr Capuano faces no Republican opponent—or opposition of
any kind. His is the only name that will appear on the ballot on
November 4th. 

This is no novelty for Mr Capuano. After he first won the seat
in 1998, he never faced a Republican opponent again, often cruis-
ing to victory with such Cuban-style scores as 99.6% of the vote.
Pondering past races, he struggles to recall details of the few inde-
pendents who have challenged him. “I had a Communist, right?”
he asks an aide. “A Socialist? Six years ago? Four?”

Few others in Congress have been as safe for as long. But Mr
Capuano has more company than before. Ever-fewer races for
the House of Representatives are closely fought, leaving four-
fifths of that body’s 435 members with little to fear on polling day.
Their doomed challengers—formerly stirred to action by a mix of
idealism, ambition, vanity and (at times) self-delusion—seem at
last to be noticing the odds against them. Add on the soaring costs
ofany election, and a growing number are quitting the field.

In 2014 Republicans have put up no challenger in 37 House
races, while Democrats are ceding 32 districts without a fight, ac-
cording to David Wasserman of the Cook Political Report. A fur-
ther eight House districts will see no contest between the main
parties, thanks to a “top two” primary system used in Washing-
ton state and California, in which ordinary voters (rather than
just party members) can pick the two candidates who compete
for each seat in the general election—a move sold as a cure-all for
partisan extremism, but which can turn safe districts into blue-
on-blue and red-on-red fights. That total of 77 single-party House
races is high by recent standards and marks a big jump since 2012,
when there were 45 of them. Stephen Colbert, a comedian, once
persuaded a Florida congressman running unopposed to tell the
camera that he liked cocaine and prostitutes, by arguing that it
didn’t matter what he said because he couldn’t possibly lose. 

One-party districts cannot be good for democracy. In Massa-

chusetts this year Republicans are running in only three of nine
House races and are contesting half the seats in the state legisla-
ture. Mr Capuano, a plain-speaking former mayor, says that hav-
ing a Republican opponent would have “virtually no impact” on
him. In such a safe seat, dangercomes from hisown side. Hiselec-
tions are fought months before polling day, he explains. Any
Democratic challengers have a narrow window to show them-
selves by making exploratory calls, collecting signatures, turning
up to public events, and generally testing whether the congress-
man is vulnerable. Mr Capuano aims to be “very conscientious”
about constituency service at all times, but between January and
April in election years, “I step on the gas.” All signs of possible
weakness are watched for. Whenever he runs unopposed in his
Democratic primary he counts the blank votes cast, precinct by
precinct, knowing that rivals are doing the same. 

In today’s Democratic Party, challengers seldom invoke ideol-
ogy, Mr Capuano notes, contrasting his lot with that of Republi-
can incumbents who must fear organised attacks from the right.
In politics, Republicans are like dogs, working as a pack, he sug-
gests: “Democrats are the cats.” The congressman, 62, has some-
thing of the tom-cat about him: it is possible to imagine him rul-
ing a maze ofalleys, with many scars and a torn ear. Asked about
fund-raising (he has $628,000 cash on hand, according to his
most recentelectoral filing), he growls: “I do myshare.” Almostall
will be given to other Democrats, he explains, though he will
keep enough money “to dissuade potential opponents”.

An old alley-cat might call Curt Myers an idealistic pup. A 21-
year old Republican college student from Brookline, just outside
Mr Capuano’s fief, he has chosen to mount a hopeless bid for the
Massachusetts state House, running in his home district of 15th
Norfolk, a hotbed of liberalism which last saw a Republican can-
didate before he was born. He is realistic about his chances, but
wants to give his home town “the debate it deserves”. He has
beaten his fund-raising target of$25,000—enough to build a web-
site and buy some yard signs. He is heartened that the Democrat-
ic incumbent has agreed to a public debate and that even “far-
left” folk say they are glad that he is running—though they will
not vote for him. Less hearteningly, he has been spat on three
times forbeinga Republican. Alas for fans ofdemocratic account-
ability, Mr Myers does not think he would run for Congress
against similarly bleakodds. 

Showing up is 80% of life
In part, this is a story about the professionalisation of politics.
Even unwinnable House races are now monitored by cold-eyed
number-crunchers. Both parties fear zealous amateurs who may
pollute their national brand. They also fret about the effect that
one race may have on another. Forexample, in Massachusetts Re-
publicans have a good chance of winning the governorship so
long as turnout is not too high (because conservatives are more
likely to vote). So a strong Republican challenge in a close House
race might be counter-productive, spurring Democrats to pour in
resources, raising turnoutand kneecappingthe chancesof the Re-
publican in the more important race.

Why stop at 77 seats with no inter-party contest, then? “It’s go-
ing to get worse before it gets better,” predicts a Republican big-
wig. Such political vacuums surely cannot last indefinitely: vot-
ers would not tolerate a House with hundreds of uncontested
seats, touch wood. Until then, the creaking ofa two-party system
in distress will grow louder.7

How to win 99.6% of the vote

Too manymembers ofCongress are running unopposed
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ITWASa sombre Stephen Harperwho ad-
dressed Canadians on October 22nd. A

lone gunman had fatally shot a young sol-
dier standing guard at the National War
Memorial in the capital, Ottawa, and then
entered Canada’s parliament building
where he was killed. The prime minister
linked the shooting to the murder earlier in
the week of another Canadian soldier.
Both, he said, were a grim reminder that
Canada is not immune to the type of terro-
rist attacks seen around the world.

His government would redouble its ef-
forts to workwith its allies in fighting terro-
rist organisations abroad, the Conserva-
tive prime minister vowed. It would also
“take all the necessary steps” to identify
and counter threats at home.

In fact, this was not the first time Cana-
da’s parliament had been a target, nor was
it the biggest terrorist attackin the country’s
history. An inept bomber intent on killing
as many MPs as possible blew himself up
in the same building in 1966, and an armed
man hijacked a bus and fired shots outside
parliament in 1989. The 1985 bombing of an
Air India flight to London from Toronto, in
which 329 people died, remains the largest
terror attackoriginating in Canada.

But two things gave this week’s strike
added impact. It badly frightened MPs,
most of whom had gathered for weekly
caucus meetings in rooms on either side of
the corridorwhere the gunman exchanged
fire with security officers. They used furni-

passport had been seized because he was
one of an estimated 130 Canadians whom
the security services suspected of terrorist
leanings. Mr Zehaf-Bibeau had also been
barred from travelling.

The two main opposition leaders,
Thomas Mulcair of the New Democrats
and Justin Trudeau of the Liberals, avoided
making any political hay out of the inci-
dent, and neitherposited any theoryabout
a terrorist plot. “We woke up this morning
in a country blessed by love, diversity and
peace, and tomorrow we will do the
same,” said Mr Mulcair, leader of the offi-
cial opposition. Mr Trudeau referred to the
gunman as a criminal and said that Cana-
da was a nation of fairness, justice and the
rule of law, and should not be intimidated
into changing that. 

Yet intimidation seemed contagious.
Legislatures across the country boosted se-
curity, as did some large cities like Toronto.
An ice-hockey game scheduled for Octo-
ber 22nd in Ottawa between two National
HockeyLeague teamswascancelled. In the
province ofQuebec, soldiers were warned
they could be targets and should avoid
wearing their uniforms when offduty. 

Such an atmosphere will make it easier
for the government to pass counterterror-
ism legislation which would give the Ca-
nadian Security Intelligence Service a freer
hand to pursue investigations and work
with foreign counterparts. Yet that will not
deal with one immediate problem re-
vealed by the gunman—security in the par-
liamentary precinct. In the days ahead, the
Royal Canadian Mounted Police, the na-
tional force responsible forguarding Parlia-
ment Hill, will have to explain how it was
possible for an armed man to walk across
the lawn in broad daylight and gain access
unhindered into Canada’s seat of govern-
ment. It should surely be possible to pre-
vent that without a draconian regime. 7

ture to construct makeshift barricades and
had to remain shut away for hours. Sec-
ond, it took place amid a heated debate
over the Conservative government’s deci-
sion to increase anti-terrorist powers at
home and to join the military campaign
led by the United States against Islamic
State in Iraq.

Mr Harper chose to interpret the shoot-
ing as part of a broader bid by terrorist
groups to bring “their savagery to our
shores”. Missives from his office after the
attack underlined this message. He had
telephone conversations with President
Barack Obama, and with Binyamin Netan-
yahuand TonyAbbott, the prime ministers
of Israel and Australia. John Baird, the for-
eign minister, took up the theme of global
solidarity against terror: he said in a tweet
that he had told John Kerry, America’s sec-
retary ofstate, “This is why we’re with you.
This only makes our resolve stronger.”

It was unclear as The Economist went to
press whether the gunman, a Canadian
named Michael Zehaf-Bibeau, had links to
any terrorist group, but he was described
by a person who met him at a mosque in
British Columbia as having a “disturbing”
side, suggesting mental-health problems.
Nor was there any sign of a link to Martin
Couture-Rouleau, shot dead by police on
October 20th after he struck two soldiers
with his car, killing one, near a military
academy in Quebec. Mr Couture-Rouleau
was under sporadic surveillance and his

Terror in Canada

Losing your immunity

Toronto

Attacks on soldiers in a mainly tranquil land stir talkofglobal action against terror
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LIKE voters in most democracies, Brazil-
ians pay little heed to foreign policy

when choosing leaders. Yet the presiden-
tial election on October 26th matters not
just to Brazil but to the region. Over the
past two decades Latin America’s giant
has overcome its introversion and wield-
ed growing influence in its backyard. And
on foreign policy, as on economics, there
is a clear gap between President Dilma
Rousseff of the centre-left Workers’ Party
(PT), who wants a second term, and her ri-
val, Aécio Neves, of the centre-right Party
ofBrazilian Social Democracy (PSDB).

Brazil’s greater assertiveness began
under Fernando Henrique Cardoso of the
PSDB in the 1990s and continued under
the PT’s Luiz Inácio Lula da Silva, the pres-
ident in 2003-10. Both gave importance to
the Mercosur trade block(founded by Bra-
zil, Argentina, Paraguay and Uruguay), to
South America and to tieswith Africa and
Asia. Both had reservations about a 34-
country Free-Trade Area of the Americas,
a plan that Lula helped to kill. 

But there were differences, too, partly
because of Brazil’s changing circum-
stances. Lula put far more stress on
“south-south” ties and on the BRICs
grouping (linking Brazil to Russia, India,
China and later South Africa). In Latin
America he emphasised “political co-op-
eration”. Relations with the United States
were cordial but distant, especially after
Lula tried brokering a nuclear deal with
Iran which the White House opposed.

While distancing herself from Iran, Ms
Rousseff has otherwise followed Lula’s
script. She welcomed Hugo Chávez’sVen-
ezuela into Mercosur, which now, critics

say, is more about solidarity among leftist
governments than about trade. The failure
of that vision of South American integra-
tion was highlighted by the formation of
the rival Pacific Alliance linking free-trad-
ing Chile, Peru, Colombia and Mexico.

Ms Rousseff’s main foreign-policy
achievement was to host a successful sum-
mit on internet governance. Her effort to
mend fences with the United States was
blown off course by revelations from Ed-
ward Snowden, a renegade American con-
tractor, that her phone had been tapped. 

Generally she has little interest in for-
eign policy. She has made fewer than half
as many foreign trips as Lula did in his first
term, and received a similarly reduced
number of foreign leaders, notes Carlos
Eduardo Lins da Silva, the editor of Política

Externa, a journal. Diplomats say she has
little time for Brazil’s respected, but now
demoralised, foreign ministry. In a second
term she would aim to reschedule a visit to

Washington, DC, cancelled over the
Snowden affair. And Marco Aurélio Gar-
cia, foreign-policy adviser to both Lula
and Ms Rousseff and architect of their
South American policy, is likely to retire.

Mr Neves wants bigger changes. On
trade, he would try to overcome what Ru-
bens Barbosa, an adviser, calls Brazil’s iso-
lation from global value chains. He would
aim to scrap Mercosur’s provision requir-
ing the whole blockto agree to any negoti-
ations with third countries. If ultra-pro-
tectionist Argentina and Venezuela
objected, he would consider ditching the
pretence that Mercosur is a customs un-
ion. The idea would be to speed up tor-
toise-like talks on a trade deal with the
European Union, and enable closer ties
with the Pacific Alliance.

Another change if Mr Neves won
would be in the sense of the “indepen-
dent” foreign policy that Brazil has pro-
claimed in recent decades. Under Lula
and Ms Rousseff, this often seemed to
mean “anti-American”. Ms Rousseff criti-
cised the American-led action against Is-
lamic State, but not Russia’s takeover of
Crimea. Mr Neves would seek closer ties
with developed countries (a main source
of technology and markets for Brazil’s
manufactures) without abandoning Asia
or Africa. In South America, he’d “de-ide-
ologise” policy, rather than team up with
Venezuela, Argentina and Cuba.

Brazil will not (and should not) be a
poodle of the United States. Some of Mr
Neves’s changes are nuances. But they are
important enough to prompt nail-biting
in Caracas, Buenos Aires and Mexico City,
as well as in Brasília, over a close contest. 

Brazil and its backyardBello

Why the outcome ofa neck-and-neckelection matters to the neighbourhood

CRICKET “remains the instrument of
Caribbean cohesion,” wrote Clive

Lloyd, a former West Indies cricket captain,
without exaggeration. After the short-lived
dream of the West Indies Federation,
which united the former British islands of
the Caribbean in 1958-62, little more than
the pre-existing regional cricket team sur-
vived—but what a team it was. 

In their pomp, from the mid 1970s to the

early 1990s, the mostly poor, black island-
ers, from Jamaica, Barbados, Antigua and
elsewhere, were almost unbeatable in a
game that had previously been dominated
by middle-class white men. They trans-
formed the world’s second most popular
game after football, making it faster and
more glamorous; at a time when South Af-
rica was riven by apartheid and India’s
cricketers could scarcely manage to win a
game, they were an inspiration to non-
white sportsmen all around the world. The
West Indies was the greatest union of
sporting nations in history; yet on October
17th the latest of many recent crises put its
future in jeopardy.

On a tour of India the West Indian team
went on strike in a pay dispute with their
administrators. The tour was cancelled; In-
dia’s cricket board says it will sue, for per-

haps $65m in lost television revenues. That
would bankrupt the West Indies. Or if the
Indians desist, they are unlikely to sched-
ule a rematch, which would have the same
effect. As support for cricket has faded in
the Caribbean, owing to the game’s mis-
management, the West Indies has become
dependent on Indian largesse.

That makes the timing of the cricketers’
strike especially depressing. It suggests
that, even if they had a real grievance, they
were content to do maximum damage to
their own cricketing set-up. Ifso, India’s ag-
grieved cricket bosses are also to blame,
having long tempted the West Indian play-
ers to forsake international cricket for a lu-
crative Indian domestic tournament, the
Indian Premier League. Thereby, they may
have hastened the death of a once-great
sporting tradition.7

West Indies cricket

The calypso ends

A scandal in the West Indian cricket
team augurs the end ofa great tradition 
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THE road junction bears no sign that
marks a border: no custom house nor

passport office. On one side is a burnt-out
brick building and on the other an un-
kempt meadow. Both are on Nigerian soil
according to official maps. Yet reality is dif-
ferent. Down what locals call the cattle
road lies another country. Between the cit-
ies of Gombe and Maiduguri the tarmac is
in the hands ofBoko Haram.

In recent months the extreme Islamist
group has taken overswathesofnorth-east
Nigeria. It controls at least two dozen
towns in Borno state and parts of the
neighbouring states of Adamawa and
Yobe. Gwoza, a hill town of almost half a
million people, is the capital of its self-de-
clared caliphate. Few outsiders dare to vis-
it. A trader who recently returned after
making a delivery approved by the mili-
tants described it as an abattoirafter hours:
“cold, calm and full ofblood”.

The group routinely slaughters unbe-
lievers as well as Muslims, establishing its
writ through fear. In September a horde of
insurgents fell on the verdant villages of
Kubi and Watu in Adamawa state and
torched more than 500 houses. Arriving in
the early morning they spent the day loot-
ing and killing among scorched corru-
gated-iron roofs. Bodies were dismem-
bered and left for vultures. The security
forces never turned up. “We have not seen
them in a long time,” says a surviving vil-
lager, Ahmed Huda. “We are alone.”

force, though not much coercion is needed.
“What else can the kids do with their
lives?” asks a mother in Gombe. Young-
sters have few options. Boko Haram feeds,
indoctrinates and bloods them in raids.
Many of its members fight bravely. “They
fail to fear death,” says a policeman, Yusuf
Abubakar. “They run into open gunfire.”

The group has long financed itself
through plunder and kidnapping for ran-
som. It now also collects taxes at road
blocks. The trader who went to Gwoza
says he paid about $40 to pass through
checkpoints. The group produces slick pro-
paganda videos showing attacks in which
its fighters overwhelm barracks and chase
soldiers into the bush. The videos also
show supposed sharia justice in action: of-
fenders are lashed, stoned or have their
hands cut offin front ofsullen crowds.

The insurgency has driven about a mil-
lion people from their homes and may
have killed 13,000 in the past five years. At
a newly erected refugee camp in Yola, Ada-
mawa’s capital, hundreds of children wait
for food. Many have seen parents or sib-
lingskilled. “Mymotherwasburned in our
house,” says eight-year-old Ramin. “My
brother tried to run but they forced him
back inside.”

Agriculture has collapsed in parts ofthe
north-east. Fields are barren. Markets are
noticeably empty even in areas still under
government control. Public schools have
been closed for halfa year. Many hospitals
have run out ofdrugs.

That isone side ofa strangelybifurcated
country. A very different Nigeria exists a
day’s drive away. While the north is im-
ploding, the south is booming. Lagos, the
commercial capital on the coast, is a mag-
net for investors lured by explosive growth
in Africa’s biggest economy. The World
Bank recently lauded Nigeria for making it
easier to set up firms. The commercial me-

On October 17th senior government of-
ficials claimed to have agreed a ceasefire
with the group, and to have extracted a
promise that more than 200 schoolgirls ab-
ducted earlier this year in the town of Chi-
bok would be released. But the girls have
not been freed and attacks by Boko Haram
continue. In any case, the deal would have
entailed a swap of prisoners, including
militant leaders, which might have stoked
the war all the more. 

Boko Haram, which started out by ass-
assinating provincial officials from the
backs of motorbikes, has become an able
fighting force. It conducts complex military
manoeuvres reminiscent of those used by
the formidable Chadian army. One sea-
soned observer calls it “a fairly effective
commando force”.

The Islamistshave looted military garri-
sons across the region, and now have
tanks, armoured personnel carriers, anti-
tank weapons and artillery. Boko Haram
claims to have downed a Nigerian fighter
jet (and has filmed the beheading of the pi-
lot), so it may have anti-aircraft guns, too.
The archbishop of Maiduguri speaks of its
“inexhaustible boxes ofammunition”.

Worryingly, the group’s focus is now on
holding territory in the north-east. Along
with new weapons and tactics, the group
has acquired new members. It may now
field 5,000-10,000 fighters in total, perhaps
double its number two years ago.

Recent recruitment has often been by

Nigeria

A nation divided

GOMBE

Africa’s lodestarnation has weathered Ebola, but an extremist takeoverhas
exposed the flawat its heart
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2 tabolism is phenomenal. Your correspon-
dent received a letter under the door of a
well-kept hotel room from the general
manager offering the opportunity to buy
shares in the hotel’s holding company.

Though oil is the country’s main export
earner, natural resources make up only14%
ofGDP. Factories are now runningat about
53% of capacity, up from 46% last year.
McKinsey, a consultancy, suggests that
GDP could grow by more than 7% a year for
the next15 years, makingNigeria one of the
world’s 20 biggest economies.

Much is due to government reforms. In-
vestment in the electricity sector is starting
to turn on the lights. New regulations may
kick-start growth in mortgages for home-
owners. Inflation has been brought down
from more than 13% in 2010 to 8.3%. The
government has helped launch a private-
sector development bank and is setting up
a conditional cash-transfer system to boost
the fight against poverty.

And yet, while much of the economy in
the south-west is coming to life, politics in
the north-east is dying. Boko Haram has
risen partly because the state has been hol-
lowed out. Nigerian institutions occupy
impressive buildings but the state fails to
enforce rules and civil servants and judges
can be bought.

The government has racked up some
successes. On October 20th Nigeria was
declared free ofEbola aftera well-run oper-
ation to trace and isolate 19 people infected
with the virus. Yet state failure is evident
when it comes to security. Kidnappings for
ransom are rife: celebrities and clergymen
are plucked off the street in daylight. Hun-
dreds of people are killed every year in
land disputes. Thieves siphon off as much
as a fifth of the country’s oil output in the
Niger delta. Piracy is common.

Such rampant criminality continues to
infect politics. Gangsters aid politicians by
intimidating opponents. In return elected
officials share out funds plundered from
state coffers. Two years ago KPMG, a global
audit firm, named Nigeria as the most
fraud-prone country in Africa.

Corruption blossomed in the late 1960s
during the Biafran civil war, when money
flowing into regimental coffers went into
private pockets. The generals never lost
their appetite. When they allowed a return
to democracy15 yearsago the civilian polit-
ical class adopted the army’s habits. What
started as a nibbling at the system has
turned into all-out gobbling. Earlier this
year Lamido Sanusi, the internationally-
respected governor of the central bank, ac-
cused the state oil company offailing to ac-
count for $20 billion in revenues. He was
fired for his pains.

The president belittled the problem in
May when he said corruption was not the
same thing as stealing. Yet it means not
only a loss of state funds but also a corro-
sion of decision-making. Nigeria’s federal
parliament has for years refused to ap-
prove an oil-industry bill that would boost
investment in oilfields and hence produc-
tion. But members prefer to keep things as
they are: many of them do well from local
cartels’ handouts. Oil output is stagnant
when it could double. 

The poorand angry north
Inequality is also starkly regional (see
map). If they were independent countries,
some of Nigeria’s northern states would
rank bottom globally in terms of develop-
ment, even though the country is the sev-
enth-biggest oil producer in OPEC. No-
where else in the world are more children
out of school. Fewer than 5% of women in
some parts can read orwrite. Estimates put
three out of four residents in the north-east
below the poverty line, around twice as
many as at the southern end of the coun-
try. “Boko Haram isa reflection ofthe deep-
er crisis in the country,” says a former
teacher at a military academy. Its rise is fu-
elled by poverty as well as the brutality
and incompetence of the security forces. 

Extrajudicial killings account for thou-
sands of deaths in the north. Revenge is a
common reason for commando raids.
Abuse in detention centres is routine.
Some police stations have what is infor-
mally known as an “O/C Torture”—Officer
in Charge ofTorture—who handles interro-
gations. Dozens of bodies, many bearing
the marks of torture, turn up at the main
morgue in Maiduguri following police
sweeps. Some prisoners appear to have
been starved to death.

In the field the army lacks the equip-
ment and morale to give chase. Boko Ha-
ram destroyed much ofthe airfleet in a raid
last year and is now free to ride around in
large convoys unmolested from above.
The generals have asked Western coun-
tries for new helicopters and other equip-
mentbutwere told first to alter their tactics,
respect human rights, create proper supply
lines and learn counter-insurgency skills.
America, among other countries, cannot
offer Nigeria training and arms until its

army respects human rights. 
Hapless at chasing insurgents, the army

is nonetheless skilled at extracting bribes.
Troops sent to the north-east to fight Boko
Haram run checkpoints as shakedown
spots. On the road between Maiduguri
and Damaturu drivers are stopped every
10km (6 miles) or so and are asked for mon-
ey by soldiers. In some cases the bus driver
collects the bribes from passengers before
leaving and hands them over to speed
things up. “You pay according to how
much luggage you bring,” says a passenger.

The soldiers are only following the ex-
ample of their generals, many ofwhom re-
tire as millionaires. A budget supplement
of $1 billion to fight Boko Haram is seen by
some as a little more than a new trough for
greedy officials. So little of the money
reaches front lines that desertion is com-
mon. Troops frustrated by a lack of food
and ammunition have shotat theirown of-
ficers. Several have been sentenced to
death by firing squad for mutiny.

One expert says the army“isclose to be-
ingshattered”. It has about18,000 troops in
the north-east, an area populated by 10m
widely dispersed people. About half the
force, amounting to most of the combat-ca-
pable troops in the 60,000-strong army, is
squatting in Maiduguri.

Government officials insist that Nigeria
does not face an existential crisis but rather
struggles to communicate its successes
abroad. The finance minister, Ngozi
Okonjo-Iweala, complains that “the inter-
national media tend to have one line of
good news on Nigeria and everything else
is bad.” She says the country is getting a
grip on its problems. The army was long
neglected in favour of development. “We
chose butter over guns,” she says. That is
now changing. President Goodluck Jona-
than has launched initiatives to boost de-
velopment, schools and health care in the
north-east. He speaks of“turning the tide”. 

The president has never been short of
speeches or initiatives. But his critics fear
he is no longer able to effect wholesale
change in a broken state. Nobody can pred-
ict when Nigeria might tip over into chaos.
But that day seems to be coming closer.7

In good times, and bad

Source: The Conference Board
“Total Economy Database”

Nigeria’s GDP per person, constant 2013 $’000*

Government: Democratic Military

*Excluding 2014 rebasing
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SENTENCING Oscar Pistorius to five
years’ imprisonment for manslaughter,

Judge Thokozile Masipa struggled to
achieve the near-impossible: appeasing
both sides in the long, heart-rending trial.
The mother of Reeva Steenkamp, Mr Pisto-
rius’s girlfriend who was shot dead by him
at his home on Valentine’s Day last year,
said she felt that justice had not been done.
However, Mr Pistorius’s uncle said that the
sportsman, the first double-amputee
sprinter to compete in the Olympic games,
had accepted the sentence and would “em-
brace this opportunity to pay back to soci-
ety”.

But the reaction of ordinary South Afri-
cans, especially among the black majority,
has been less measured. Many think the
sentence too light. Mr Pistorius could
spend as little as ten months behind bars
before being released to house arrest. Pub-
lic confidence in the trial and the justice of
the verdict has fallen. 

When the trial began seven months
ago, there was much pride in the sight of
MsMasipa, a formercrime reporterand so-
cial worker, sagely holding court over a
white defendant and mainly white law-
yers. Now many South Africans think she
has let a wealthy, white celebrity get off
lightly. Legal experts note that a judge can
choose from a range of sentences for man-
slaughter, known in South Africa as culpa-
ble homicide. Ms Masipa, who empha-
sised justice rather than vengeance in her
reasoning, handed Mr Pistorius a sentence

that was fairly standard in such cases.
But it was her decision to deem the

crime manslaughter, rather than murder,
that has proved controversial. In her judg-
ment Ms Masipa said that Mr Pistorius had
acted with gross negligence when he fired
four shots through a lavatory door, killing
Ms Steenkamp. But she accepted that he
had genuinely mistaken his girlfriend for
an intruder. The ruling African National
Congress’s Women’s League, however, re-
sponded with a more common view. “We
hold that regardless of who Mr Pistorius
believed to be behind the bathroom door
that fateful night, he shot to kill—and there-
fore a murder did occur.” 

Black South Africans, about 80% of the
population, are a lot more likely than
whites to be both victims and perpetrators
of crime. “It would be a sad day for this

country if an impression was created that
there is one law for the poor and disadvan-
taged and another for the rich and fam-
ous,” Ms Masipa told the court.

But Mr Pistorius, unlike most South Af-
ricans, could afford to hire the best lawyers
and mount the best defence possible. City
Press, a weekly, estimated his legal costs
just for the days when the trial was in pro-
gress at 3.7m rand ($335,000). “It is a ques-
tion of class and ability to access legal re-
sources, and that is not a uniquely South
African thing,” says Frans Cronje of the
South African Institute of Race Relations.
He asks if Mr Pistorius were a poor black
man who had shot his girlfriend in a town-
ship in similar circumstances, would he
not have been convicted of murder and
handed a longsentence behind bars after a
cursory investigation? 7

Justice in South Africa

Equal and
colour-blind?

PRETORIA

OscarPistorius’s case has raised tricky
questions about justice and equality

For him it’s a marathon

THE country where the Arab spring be-
gan ispoised to complete a momentous

transition from dictatorship to democracy
when voters go to the polls on October
26th. The vote should seal Tunisia’s title as
the sole success of the region’s uprising.
But despite the historic moment, splits be-
tween Islamists and secularists, sporadic
clashes with jihadists and exuberant par-
ticipation—more than 100 parties are jos-
tling for places in the National Assembly—
political tempers are cool.

One reason is that this country of 11m is
more orderly than most, and very much
more so than its turbulent Arab neigh-
bours. Among strict rules enforced by an
independent election commission is a ban
on election posters except in numbered,
equal-sized boxes at municipally decreed
sites. Such sobriety also reflects the fact
that, after three yearsofpost-revolutionary
turmoil, many Tunisians say they are fed
up with politics. But perhaps a more im-
portant reason for the calm is that the out-
come is fairly predictable. No party is likely
to win outright. Tunisia’s next government
will almost certainly be a coalition, pursu-
ing a middle-of-the-road reformist policy
based on a national consensus.

Besides, before a new government is in-
stalled, parties will wait for a president to
be chosen. With 27 candidates vying in
next month’s first-round vote, polling re-
sults are unlikely to be known until a run-
off on December 28th. If one party domi-
nates the assembly, which has a powerful
role under a new constitution, it may be

balanced by a president of a different
stripe. Nahda, the disciplined Islamist
group that grabbed a winning 37% of the
vote three years ago in a ballot for a consti-
tutional assembly, hassoothed fearsof sec-
ular Tunisians by declaring that it will not
field a presidential candidate. 

Yet there is plenty of underlying un-
ease. After overthrowing Zine el-Abidine
Ben Ali in January 2011, the Tunisian revo-
lution avoided much of the violence that
engulfed otherArab countries. But its after-
math has not been easy. Only a year ago
the country’s future looked bleak. Negotia-
tions over the constitution had stalled. A
three-party coalition government, led by
Nahda, appeared unable to tackle either
economic or security challenges; radical
Salafists profited by new-found freedom to
agitate, with growing violence, for stricter
religious rules, such as enforcing veils for
women and segregating girls in schools.
Alarmed secularists muttered about the
need to reimpose a strict police state.

That crisis came to a happy ending.
PartsofTunisia’s relativelystrongcivil soci-
ety, including trade unions and business-
men, intervened to force politicians into
compromise. The toppling of the Muslim
Brotherhood in Egypt convinced Nahda
hardliners to lower their sights. “The Egyp-
tian Brothers were blinded by their elector-
al strength and thought they could ignore
other factors,” says Lotfi Zitoun, a senior
Nahda adviser, explaining that his milder-
mannered party was determined to avoid
the same mistake.

Tunisia after the revolution

Spring is still in the air

TUNIS

An historicelection is the latest step in Tunisia’s democratic transition  
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Human rights in Egypt

Silence in class

AMONTH after Tunisians tossed out
their hated dictator, Egyptians did

the same, forcing Hosni Mubarak to step
down. But while Tunisians are choosing a
new parliament to complete their transi-
tion to democracy, Egyptians have been
heading back to school. And not only
physically—state universities have re-
opened—but also metaphorically: un-
hampered by any parliament, the gov-
ernment ofPresident Abdel-Fattah al-Sisi
has been posting a series of restrictive
laws. Should they all be imposed, Egypt
may feel rather like a military academy. 

One example is state universities,
where the authorities want to quash the
anti-government protests that disrupted
studies last year. The more than one
million students returning to campuses
faced lengthy queues and body searches
just to get inside. After some responded
angrily, police moved in with tear gas and
shotguns; one student has died. Political
activity ofany kind is now, in effect,
banned. Students who object may be
dismissed. Faculty members may be fired
for “inciting” protests. University staff
had won the right to elect university
presidents and deans after the 2011revo-
lution. Now Mr Sisi appoints people to

those posts. 
Ironically for a government legiti-

mised by the mass protests against rule
by the Muslim Brotherhood, which
paved the way for a military coup in July
2013, Mr Sisi’s state also bans protests.
Unless they are licensed, that is; but such
licences are rarely granted.

In the guise of“regulating” funding
for non-governmental organisations, the
government is also set to outlaw obstrep-
erous legal-aid and human-rights groups.
Some international organisations, such
as the Carter Centre, an American elec-
tions monitor, have closed their Egypt
offices. Many Egyptian NGO workers
have quit their jobs or fled the country. 

Even those groups willing to submit to
laws that allow intrusive oversight have a
new fear. Mr Sisi’s government has made
it a crime punishable by life impris-
onment to accept or “facilitate” funding
for any activity deemed a danger to
national security or to “public peace”. If
the accused is a government official, the
punishment is death. “Why do they make
laws to frighten citizens instead of pro-
tecting them?” asked an Egyptian on
Twitter. “It’s because they make them to
protect the state,” was one answer.

CAIRO

Egyptians are losing freedoms they fought hard to win

In short order, Nahda endorsed a law to
ban the most extreme Islamists, agreed to
dilute overtly Islamist language in the con-
stitution and handed power to a caretaker
government of technocrats, tasked chiefly
with preparing for fresh elections. So
smoothly has this government functioned
that its prime minister, Mehdi Jomaa, re-
cently polled as Tunisia’s most popular
politician. A campaign against extremists
has reduced violence in recent months.

By shifting to the centre, though, Nahda
has alienated parts of its Islamist constitu-
ency that now have few legitimate chan-
nels for expression: some are among the
estimated 3,000 Tunisians who have
joined jihadists in Iraq and Syria. Old-
school secularists, meanwhile, speakof ex-
cluding Nahda from a future coalition,
with hopes of eventually squeezing the Is-
lamists altogether from politics. “The po-
tential threat from Tunisia’s pre-revolu-
tionary deep state should not be
dismissed,” reckons one analyst.

Tunisia’s economy was underperform-
ing even before the 2011 revolution. A re-
cent, sobering World Bank report notes
that a mix of rigid government rules and
misguided policies, such as promoting ma-
quiladora-type factories for export while
protecting politically connected local in-
dustry, has led to glaring misallocations of
resources. Four-fifths of Tunisia’s work-
force is employed in low-productivity sec-
tors, and jobs are concentrated along the
country’s coast: in more remote areas 45.9%
of university graduates are unemployed.
Extreme povertymaybe rare, butmany Tu-
nisian families struggle to get by.

Increasingly, resentful youths drift not
only to political extremes but into a semi-
criminal underground economy. Along Tu-
nisia’s porous and thinly-peopled borders
with Algeria and Libya, there is a danger of
networks merging between smugglers of

arms, drugs and other contraband, and ji-
hadist guerrillas, warns a recent report
from the International Crisis Group, a
think tank. In some remote areas, small ji-
hadist bands have held out against widen-
ing security action. Few observers see a

near-term risk of these badlands spread-
ing. Tunisia’s strong middle class and effec-
tive state institutions represent imposing
barriers to jihadist infiltration. But possible
shocks, such as a large refugee exodus from
troubled Libya, could change the balance.

A worry to some Tunisians is that the
elections themselves could cause trouble.
An unusually low turnout, or bitterly con-
tested results, could undermine confi-
dence in the new government’s legitimacy.
So could a protracted negotiation over
forming a cabinet, especially if the vote is
split among a wide array ofparties.

Still springy
Luckily Tunisia’s political leaders, both Is-
lamist and secularist, appear to agree on
what to do about economic reform and se-
curity. Mr Zitoun talks of the need to make
“surgical” decisions with the economy.
Beji Caid Sebsi, the leader of the secularist
Nidaa Tounes, whose sharp wit and pow-
erful voice belie his 87 years, insists that,
whatever the result of the vote, his party
will not rule alone. “We know exactly the
danger of one-party rule,” he says, with a
glance at the giant bust in his office of Ha-
bib Bourguiba, the independence leader
who ruled Tunisia for 30 years. 7Cool-tempered and good-spirited
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FOR years Pakistan’s government and
army put off confronting the Pakistani

Taliban and their allied fanatics who had
set up what was almost a state oftheir own
in North Waziristan, the wildest of several
tribal agencies on the country’s north-west
frontier with Afghanistan. The reason for
such reluctance wasa beliefthatany attack
on the militants would trigger savage repri-
sals. Imran Khan, a populist politician per-
haps most responsible for discouraging
military action, has countless times pre-
dicted a big “blowback” in the cities.

Yet since the army launched a belated
offensive against the militants in North
Waziristan on June 15th, the number of ter-
rorist attacks across the rest of Pakistan has
fallen by nearly 30%, according to a data-
base maintained by the Pak Institute for
Peace Studies in Islamabad, the capital.
Deaths from terrorism are down by more
than half compared with the same period
in 2013.

Indeed, the widespread assumption is
that Operation Zarb-e-Azb, named after a
sword of Muhammad, has badly under-
mined Pakistan’s militants. Independent
confirmation is impossible, but the army
claims it has killed more than 1,100 terro-
rists in North Waziristan. (More implausi-
bly, it also claims that its “precision” air
strikes have killed precisely zero civilians.)
Militants appear now to have lost what
was once a secure sanctuary where fight-
ers could be trained and suicide-bombers

from the original TTP, two later merging
with each other. They have taken much of
the TTP’s fighting force with them.

In September a group calling itself the
Punjabi Taliban announced that it would
abandon domestic terrorism in favour of
preaching and waging war in Afghanistan
instead. Some analysts took that as a sign
that Pakistan’s military spy agency, the In-
ter-Services Intelligence directorate (ISI),
has had some success in directing the ener-
gies of militants towards creating chaos
elsewhere in the region.

A long-standing ISI policy of fighting
only those seeking to topple the Pakistani
state while tolerating or even supporting
groups on Pakistani soil that restrict their
violence to Afghanistan and India has long
been a source ofdespair to Pakistan’sWest-
ern allies. They point out that, wherever
they operate, militants with bases in Paki-
stan share ideas, fighters and often alle-
giances. Western spooks appear con-
vinced that the Haqqani network, a
particularly lethal Afghan insurgent group,
received ample warning and even assis-
tance from the ISI in making their escape
from bases in North Waziristan before the
launch ofZarb-e-Azb.

Sowing further discord among the jiha-
dists is the excitement generated by the
success of Islamic State (IS) in conquering
swathes of territory in Syria and Iraq. Leaf-
lets praising IS and declaring Pakistan, Af-
ghanistan and bits of India to be part of a
caliphate have been circulated in Paki-
stan’s north-western city ofPeshawar. This
month six senior TTP leaders announced
that they had declared their allegiance to
IS’s “caliph”, Abu Bakar al-Baghdadi.

Asforal-Qaeda, the terrorist group now
in competition with IS for leadership of the
global jihad movement, it is attempting to
shore up its position in Pakistan, where
American drones have killed many of its 

groomed for self-destruction. The army
says that more than 40 of its soldiers have
been killed in the course of capturing key
towns in North Waziristan, notably Mir Ali
and the agency’s capital, Miran Shah. The
campaign adds to the steady progress Paki-
stan has made in recent years in restoring
its writ over the tribal areas, nearly a third
of which were controlled by militants in
2007-08, the army says.

Meanwhile, the Pakistani Taliban, an
umbrella organisation of militant groups
officially known as Tehreek-e-Taliban Paki-
stan (TTP), may have all but fallen apart.
For that, perhaps, the United States is as
much to thankas the army offensive. Near-
ly a year ago a CIA-operated drone man-
aged to kill Hakimullah Mehsud, the long-
haired tribesman who had run the group
since 2009. His death sparked a bitter suc-
cession struggle, with the leadership even-
tually passing to Mullah Fazlullah, a mili-
tant who masterminded the Taliban’s
takeover of his homeland of Swat, once a
popularholiday destination, in early 2009.

Mr Fazlullah has since been unable to
hold together an organisation traditionally
ruled by members of the Mehsud tribe. For
hisown safetyagainst governmentattacks,
he moved to eastern Afghanistan, a choice
that earned him disparagement among fel-
low jihadists. Meanwhile, disagreements
grew over whether the movement should
negotiate with the Pakistani government.
To date four separate groups have split off

Pakistan’s militants

Taliban tumult

ISLAMABAD

Strains are showing among the country’s jihadist groups
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2 leaders. Last month the group announced
a new franchise, called al-Qaeda in the In-
dian Subcontinent. However, its first big
operation, an apparently overreaching
plan to hijack a Pakistani frigate and attack
American warships, came to naughtafter it
was foiled by a guard.

Although the army’sbattlefield success,
splits in the TTP’s ranks and a tug-of-war
between IS and al-Qaeda have reduced vi-
olence in Pakistan, hopes of this lasting are
not high. Jihadist militancy has a record of
evolving for the worse, and the especially
loathsome tactics of Islamic State may in-
ject a new radicalism into Pakistan’s al-
ready ferocious militant groups. And for as
long as the army’s spy agency continues to
regard some militants as helpful to its re-
gional designs, then Pakistan is unlikely to
be properly at peace.7

EVERYONE lovesa politician with a com-
mon touch—except that politician’s se-

curitydetail. After Joko Widodo, or Jokowi,
was inaugurated as Indonesia’s seventh
president, he and his vice-president, Jusuf
Kalla, rode through central Jakarta to the
presidential palace in an open horse-
drawn carriage, their wives following
along behind. Tens of thousands of well-
wishers lined the path, banners saluting
“the people’s president”. As ever, he
reached out to them. Only the security
men in blacksuits failed to lookelated.

More hard-bitten observers did not
share the crowd’s optimism. They set the
simple, almost innocent demeanour of
this grass-roots politician against the ruth-
lessness of the old guard he beat. It is deter-
mined to fight hard to preserve its wealth
and privilege—and parties sympathetic to
his opponent in the presidential election,
Prabowo Subianto, control the legislature.
Such observers are writing Jokowi off as a
decent man but a political naif. 

Yet the demeanour masks canny politi-
cal instincts. Since Jokowi’s victory in July,
Mr Prabowo has attempted to frustrate
him at every turn, starting by claiming spu-
riously that the election had been stolen.
Leading up to the inauguration, Mr Pra-
bowo, a former son-in-law of Suharto, the
late dictator, along with Aburizal Bakrie, a
tycoon who heads Suharto’s former party,
threatened to boycott the ceremony. But Jo-
woki ran rings around them by making
them lookpetty. Theyattended the inaugu-
ration after all, and when Jokowi men-
tioned Mr Prabowo by name, the former
special-forcesgeneral snapped to attention
and saluted his new commander-in-chief.
The battles with the old guard are only be-
ginning. But Jokowi intends to appeal to or-
dinary Indonesians if the parliament ob-
structs attempts to transform both the
country’s corrupt, graspingpolitics and the
lives of ordinary Indonesians. A common
touch can packa punch. 

Jokowi promises to “move together to
work, work and work.” He wants to offer
free health care and 12 years ofschooling to
every Indonesian. More tourism across the
archipelago can generate jobs. He says
ports are in urgent need of improvement.
And he thinks a little investment directed
at 20m Indonesians dependent on small-
scale fisheries would go a long way. Above
all, he must cut the fuel subsidies that con-
sume a fifth of the budget, redirecting the

savings to education and the like. Falling
oil prices give him the opportunity.

But first he needs a cabinet, and despite
repeated assurances that one was immi-
nent, as The Economist went to press its
line-up had yet to be announced. Partly,
the delay was because in the Javanese po-
litical way, nothing is brisk—even Suharto
took forever over his cabinets. Partly, the
new president has been trying to chop and
change an unwieldy number ofministries:
some want a new ministry formaritime af-
fairs and port works, for instance.

But mainly, Jokowi has to balance a de-
sire for a technocratic government in key
areas such as finance and resources with
the many demands for seats coming from
his Indonesian Party of Democratic Strug-
gle, the PDI-P. Its matriarch is Megawati Su-
karnoputri, daughter of Indonesia’s foun-
der, and room will presumably be found
for her daughter. Not all potential cabinet
appointees are placemen or hacks. But the
names of several have been cause for con-
cern when brought to the anti-corruption
commission, charged with vetting a new
cabinet—another source ofdelay.7

Indonesia’s new president

Taking the reins

Joko Widodo says the time has come to
“work, workand work”

Oh what joy it is to ride

TO LOSE one minister may be counted a
misfortune. To lose two on the same

day makes the prime minister look care-
less. On October 20th Japan’s recently ap-
pointed trade and industry minister, Yuko
Obuchi, and justice minister, Midori
Matsushima, resigned from the cabinet fol-
lowing small infringements of political-
funding rules. It is a blow to Shinzo Abe’s
efforts to boost the standing of women in
Japan. The opposition Democratic Party of
Japan (DPJ) is making hay, and other gov-
ernment ministers have had to deny
wrongdoing. It adds up to the first biggish
wobble for Mr Abe’s government since he
returned to office in December 2012. 

Perhaps the administration’s absence
ofmoneyscandalsuntil nowis the surpris-
ing thing. Financial wrongdoing used to be
a regular fixture of Japan’s political scene.
It was only a couple of decades ago when
politicians might be caught hiding gold
bars and bundles of cash from bribes at
home. More recently, in December 2009,
when Yukio Hatoyama was the DPJ’s first
prime minister, he was found to have in-
cluded dead and false contributors on his
list of campaign donors. Most of his mon-
ey had actually come from his mum, heir
to an industrial fortune. 

Japanese politics

Sukyandaru

TOKYO

Shinzo Abe’s plan to raise the profile of
women in his cabinet is in tatters
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Malaysia and Singapore

Milking it

AROSYdusksettles on the Johor Strait,
separating Singapore from Malaysia.

A line ofcars stretches along the cause-
way, waiting for Singapore’s border
guards to search them for booze and
cigarettes. The queues are not always like
this, says a Malaysian in a shared taxi:
“Sometimes they’re much worse”.

Some 60,000 vehicles use the cause-
way between Singapore and Johor Bah-
ru, its scruffy Malaysian neighbour, each
day. Lately, drivers are paying more for
the privilege. Since August tit-for-tat toll
rises have meant a fivefold increase in the
price ofa return journey by car. The tiff
began when Malaysia, which still char-
ges much less than Singapore, raised its
toll in response to Singaporean plans to
raise a tax on foreign vehicles. It is a
distraction from a project supposed to
bind the countries more closely. 

Malaysia has poured money and
effort into Iskandar, a special economic
zone three times the size ofSingapore
that sprawls across the southern state of
Johor. The government hopes to snag a
little more of the magic dust that has
made Singapore South-East Asia’s richest
nation. Through corporate sweeteners
and a hotch-potch ofpublic projects,
authorities want Iskandar’s population
to increase from 1.3m in 2005 to 3m by
2025.

Rich Singaporeans, for their part, have
been happy to have a new place to park
their cash. Until recently, Iskandar’s
cheap condominiums seemed like good
bets when Singapore’s own property
prices were shooting up. Singapore
hopes factories can move to Johor, free-
ing up space and resources for higher-
value businesses. Meanwhile, Malay-

sians commuting daily from Johor can
still perform essential work in Singa-
pore—in hotels and shops, for instance—
without greatly straining public services.

The Iskandar plan started brightly,
with some $40 billion ofprivate money,
according to local bigwigs. Legoland
Malaysia, which opened in 2012, anchors
a busy entertainment district; an outpost
ofMarlborough College, a posh British
school, has helped launch a much-vaunt-
ed educational cluster. Though retaining
the some of the air ofa frontier town,
Johor Bahru is scrubbing up.

Yet early optimism is fading. House-
building appears to have raced ahead of
job creation, and a housing glut looms.
Not all Johoreans are happy with the
suspension ofcorporate-ownership rules
that elsewhere favour the ethnic-Malay
majority. A battering in last year’s general
election has made it harder for the Bar-
isan Nasional, Malaysia’s ruling co-
alition, to ignore their concerns. Singa-
pore hints that foot-dragging is slowing
down plans for a cross-strait rail link.
Chaotic leadership is one explanation for
Malaysia’s decision to push up its toll
charges, says Greg Lopez at Murdoch
University in Perth—which was bound to
prompt Singapore to retaliate.

Malaysia has most to lose from the
tit-for-tat. Road links with Singapore
bring in roughly half the country’s for-
eign visitors, with Singaporeans coming
for cheap shopping and fuel. Also, higher
tolls hurt Malaysians more. Now law-
makers in Johor are threatening an addi-
tional levy just for drivers ofSingaporean
cars. At present the costs are manageable,
says a cabbie approaching the causeway.
“But what will happen next year?”

JOHOR BAHRU

Old enmities plague a crucial partnership

The infractions committed by Ms Obu-
chi and by Ms Matsushima are trivial. The
latter’s misstep was to hand out to her sup-
porters thousands of paper fans with her
image printed on them; they were worth
roughly ¥80 (75 cents) each. That broke the
law on giving valuable items to followers.
Now, as political mementoes, they change
hands online at around ¥10,000 apiece. 

Ms Obuchi’s office helped pay for sup-
porters from her constituency to make the-
atre trips to Tokyo. Japan’s rules on the per-
mitted use of campaign money are at once
strict and vague, but Ms Obuchi, who has
often been mentioned as a future prime
minister, was careless. She took over her
parliamentary seat, at the age of 26, from
her father, Keizo Obuchi, who suffered a
stroke in 2000 while he was prime minis-
ter and died some weeks later. Political
types say that so-called “hereditary” mem-
bers in safe Diet seats—and there are
many—often fail to ensure that their con-
stituency headquarters are run properly.

The DPJ wants to uncover more scan-
dals. Mr Abe’s new defence minister, Aki-
nori Eto, had to amend his political-funds
report because it recorded potentially im-
proper donations. The farm minister, Koya
Nishikawa, has been questioned over do-
nationsfrom a fraudulentagricultural firm.
And the labour minister, Yasuhisa Shio-
zaki, has come under scrutiny for allegedly
using his influence to secure permission
for a nursing home in his constituency. All
three reject the allegations. An Abe adviser
warns that, in turn, the ruling Liberal
Democratic Party (LDP) may start digging
into the finances ofopposition figures.

Meanwhile, the prime minister’s cher-
ished project of boosting the role of wom-
en in the economy is in trouble. In naming
five women to his cabinet last month, Mr

Abe made a splash: only one previous cab-
inet had as many. Yet he picked unwisely.
Now, says Yukiko Tokai, a lobbyist, Japa-
nese companies can more easily resist
bringing women into the boardroom.
Only 2% ofdirectors are women. 

As for the three women left in the cabi-
net, at least two are vulnerable to attack be-
cause of their connections to Japan’s far
right. Last month the office of Sanae Taka-
ichi, the minister for internal affairs, strug-
gled to explain why she appeared in pho-
tographs alongside a neo-Nazi. Soon
afterwards another photograph emerged,
of Eriko Yamatani, the minister for public
safetyand the overseerofthe country’spo-
lice, posing with members of Zaitokukai,
an ultra-right-wing group which leads ral-

lies against ethnic-Korean residents.
To replace the fallen ministers, Mr Abe

has appointed two experienced politi-
cians. The new trade and industry minister
is Yoichi Miyazawa. On his third day in of-
fice he faced questions over political funds
spent by his local support group in a fetish-
themed bar in Hiroshima; he did not go
himself, he said. The new justice minister
is a woman, Yoko Kamikawa, who was
previously minister for gender equality.
The government will now try to move on
to weightier subjects, such as a coming de-
cision on whether to raise further a tax on
consumption aimed at shoringup the pub-
lic finances. If attention and energies are
consumed by further scandal, such tasks
will only grow harder.7

Yuko Obuchi’s sun sinks
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NOTsince Indira Gandhi has a prime ministerof India been as
dominant as Narendra Modi. His clout comes from the big

electoral victory in May of his Bharatiya Janata Party (BJP) after a
remarkably personalised campaign; from a hyperactive prime
minister’s office that makes Mr Modi look presidential; and from
an opposition Congress party in tatters. But even the mightiest
cannot rule alone, and Mr Modi relies on two old allies, both cru-
cial. One, Amit Shah, engineers the electoral victories that give
Mr Modi his authority. The other, Arun Jaitley, must take that au-
thority and out of it craft policies and decisions that will launch
the economic recovery which Mr Modi has promised and by
which he will be judged. These two men are Mr Modi’s enablers.

Now the BJP’s president, MrShah is a masterofthe dark politi-
cal arts—indeed, hishooded eyesgive him the airofa pantomime
villain. He has served Mr Modi for nearly three decades. The pair
collaborated in the state of Gujarat, where Mr Modi won three
elections and ruled for a dozen years. Mr Shah had charge of ten
state ministries, including home affairs. 

Longan outsider in the urbane circles ofDelhi’s national-level
politics, Mr Shah is uncomfortable in English and rarely gives in-
terviews. When he makes an exception, as he did after state-as-
sembly elections this month in which the BJP seized control of
Maharashtra and Haryana, he mostly uses the time to extol his
boss. Ofhimself, he says merely: “Sometimes you get more credit
than you deserve.” MrShah is too modest. He ran both state cam-
paigns, just as he crafted the BJP general-election success in In-
dia’s most populous state, Uttar Pradesh (UP). That victory was at
the heart ofMr Modi’s national triumph in May.

Mr Modi stirs voters, but the alchemy ofMr Shah, who turned
50 this week, is to convert popularity into power. In UP the BJP’s
share of the vote was 42%, compared with Congress’s 7.5%. That
translated into 71 out of 80 of the national seats from the vast
state, a golden return. Imbalances between vote share and seats
are normal in first-past-the-post electoral systems, but achieving
victory in India takes more skill and stamina elsewhere. Mr Shah
makes minute analyses ofmillions-strong constituencies, impos-
ing candidates and recruiting volunteers early, often from the
Hindu-nationalist RSS organisation, where he and Mr Modi were
once leaders. He tailors messages according to the audience. He

has, variously, presented Mr Modi as a bringer of good economic
times, a Hindu strongman and a figure of humble caste. Mr Shah
has turned Hindus against Muslims (notoriously, he told Hindu
Jats in UP to take electoral “revenge” following communal riots in
late 2013). But he has also taken advantage ofShia Muslim antipa-
thy towards Sunnis (in Lucknow, UP’s capital). Mr Modi’s cam-
paigning certainly helps. He led 38 rallies in the recent state elec-
tions. Congress’s Rahul Gandhi showed up for only ten.

For all Mr Shah’s deftness, he also has a reputation as a bruis-
er. In 2010 he wascharged over the kidnappingand murderby po-
lice (whom he oversaw) of a suspected extortionist, the man’s
wife and a witness; he wasalso banned from Gujarat. The case re-
mains in court. Another case, recently dropped though many de-
tails were uncontested, suggested that Mr Shah once ordered
state employees to tail a female acquaintance of Mr Modi’s. Mr
Shah is fiercely driven to serve his boss; it is unclear whether he
cares for much else.

As for governing, Mr Modi now relies on a man who is as at
ease at Delhi dinner parties as Mr Shah is uncomfortable. An ur-
bane lawyer, Mr Jaitley holds a remarkable three cabinet posts—
minister of finance, of defence and of corporate affairs. One MP

recalls how in 2001 Mr Jaitley, a minister then, mentored Mr
Modi, taking him to meet the capital’s power-brokers. Now Mr
Modi is his boss, but as a newcomer to parliament—Mr Modi en-
tered it for the first time in May—it helps that Mr Jaitley is a 14-year
veteran of the upperhouse. The 61-year-old is also the prime min-
ister’s best connection to the Delhi elite, chatting easily with poli-
ticians of all stripes and enjoying the cut-and-thrust of debate
with newspaper editors. Unlike Mr Shah he lacks any electoral
touch, failing even to get elected in Amritsar in May despite the
BJP’s general landslide.

This month Mr Jaitley left hospital many kilos lighter follow-
ing complications from an operation. He needs to be robust since
no one in government, Mr Modi aside, has so many duties. As de-
fence minister he bears some responsibility for India’s most ag-
gressive posture in years towards Pakistan: exchanges of fire
across the line of control in Kashmir have killed 19 people this
month, a nasty escalation. But his biggest tasks are to overhaul In-
dia’s dysfunctional bureaucracy and to liberalise its economy. A
few improvements are showing at last. Mr Jaitley is behind a flur-
ry of initiatives in the past few days, including the appointment
ofa liberal chiefeconomic adviser, Arvind Subramanian, tweaks
to rules to make labour inspectors less despotic, moves to let the
market set the price ofdiesel, and a push to overhaul subsidies for
cooking gas that are the object of rampant abuse.

That is all welcome, but deeper changes are needed, certainly
by March when Mr Jaitley delivers his first full budget. He says a
priority is for parliament to amend the constitution to pass a na-
tional tax on goods and services that can raise revenues and fos-
ter a single market in a country riven by local protectionism. He
also needs to rethink a muddled stance on liberalising global
trade, make it easier for businesses to buy land and open up for
more private investors.

For India, the grinding business ofgoverning will count for far
more than the showmanship on the campaign trail that Mr Modi
evidently loves (this week he flitted to Kashmir, ahead of a state
election there). And in the end, MrModi will be judged not by the
accomplishments of the panto villain, but by the changes repre-
sented by his other enabler, the urbane Mr Jaitley. No point gath-
ering political capital ifyou do not use it.7

The enablers

Narendra Modi relies most on two men who could hardlybe less alike

Banyan
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MUCH of what China has achieved in
the past three decades—its impres-

sive economic growth, the rise of its global
stature and the considerable improvement
of living standards for hundreds of mil-
lions of people—is attributable to one deci-
sion: ditching the Maoist model of central-
planning that had shackled the economy.
Yet some important industries have yet to
embrace the market. Power generation is
one. As China struggles to reconcile its
soaring energy demand with its need to
clean up an increasingly toxic environ-
ment, reform is becoming more urgent. 

China knows it must reduce its reliance
on dirty coal and increase its use of (more
expensive) renewable energy. Of the new
power-generating capacity that China
built last year, renewables such as wind
and solar power for the first time account-
ed for more than the share made up of fos-
sil fuels and nuclear energy. 

China wants to satisfy the surging elec-
tricity demands of its increasingly urban
population and to keep its industries run-
ning smoothly. It does both reasonably
well and blackouts are rare. But officials
fret about how grumpy—and vocal—peo-
ple are becoming about the poisonous air
that envelops so many Chinese cities. (An
annual international marathon race, pic-
tured above, took place in Beijing on Octo-
ber19th in air thatwasnearly14 timesmore
polluted than the safety limit recommend-
ed by the World Health Organisation.) Chi-

more inclined to help coal-fired plants re-
coup the cost of their investments. Both
sidesare membersofa cosyclub ofenergy-
related SOEs. Even if the grid-operators
were to try to stick to the rules, they would
struggle. Coal plants can easily conceal
how much they waste and pollute. 

Generators of wind and solar energy
thus find themselves handicapped by
more than just the high cost of their tech-
nologies. Much of China’s most cleanly
produced energy is wasted. For wind pow-
er, rates of “curtailment”, or energy gener-
ated but not taken up by the grid, have im-
proved in recent years as grid systems have
become betterable to cope with the techni-
cal challenge of handling such unsteady
sources ofpower. But the rate still stands at
about10% nationwide. In Britain it was less
than 2% between 2011and 2013.

The government launched pilot re-
forms in five provinces in 2007 to encour-
age more efficient dispatch, but they
achieved little and have not been expand-
ed. Max Dupuy of RAP’s Beijing office says
the scheme met opposition because of its
failure to compensate coal-fired plants for
the revenue share lost to clean producers.

At the height of China’s boom virtually
all available power was needed so there
were fewer dispatch decisions to be made.
Ivan Chung of Moody’s, a rating agency,
says that, with growth slowing, grid-opera-
tors could now seize the chance to get the
right dispatch policies. Reforms would
help: more competition in management of
the grid (State Grid Corporation, the
world’s largest state distributor of electric-
ity, controls most of it), harsher penalties
for producers and transmitters of dirty en-
ergy, bigger incentives to use clean sources,
and the creation of a powerful regulator.
Officials in Beijing mostly favour such
changes. But they will struggle to subdue
the last bastions of the Maoist economy.7

na is aware that its standing abroad will
partly depend on its efforts to limit carbon
emissions. This will involve weaning itself
off coal, which supplies nearly 80% of its
energy.

Progress is being hampered by a largely
unreformed power industry dominated
by large state-owned enterprises (SOEs)
which operate under a mix of rigid plan-
ning, secrecy and poor regulation. Power
suppliers have too little incentive to com-
pete on price, efficiency or greenness. Two
international NGOs, the World Wildlife
Fund and the Energy Transition Research
Institute, describe the SOEs that control all
transmission and distribution and most
non-renewable generation as “unregulat-
ed corporate monopolies”. Their bosses
are usually appointed by the central gov-
ernment, but they often ally with regional
leaders to resist oversight by a variety of
largely toothless regulators.

One problem is China’s system for “dis-
patch”; that is, determining which power
sources will supply electricity to the grid at
any given time. A report by the Regulatory
Assistance Project (RAP), an American
NGO, notes that in most countries dispatch
decisions are made in order to minimise
costs (including environmental ones). In
China regulations would appear to en-
courage a similar approach: grid-operators
are supposed to give priority to electricity
supplied by more efficient and greener
producers. In practice, grid-operators are

Electricity

Generational shift

BEIJING

China is developing clean sources ofenergy. The problem is getting them used
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Height discrimination

The rise of China

WHEN two security guards in Dalian
in north-east China got their first

month’s pay packet earlier this year, they
questioned why each received different
amounts for identical work. The com-
pany responded that one man was 5cm
(two inches) taller than his peer. Workers
over180cm earn more, they said, because
bigger guards make people feel safer.

Stature is often a desirable attribute of
guards, but in China height requirements
are routinely specified for jobs which
seem to have no need of them. To study
tourism and hotel management at Hua-
qiao University in Fujian province, men
topping170cm are favoured, and women
over158cm. A post as a female cleaner in
Beijing is advertised to women ofat least
162cm. Many companies are less explicit
about such demands than they used to
be, but candidates often list height (and
weight) on their curricula vitae.

The height premium is most pro-
nounced for women, according to a study
from Huazhong University ofScience
and Technology. It found that each centi-
metre above the mean adds1.5-2.2% to a
woman’s salary, particularly among
middle- and high-wage earners. A group

at China University ofPolitical Science
and Law is working on a draft law against
employment discrimination for height
and other physical characteristics. 

Ever more Chinese are rising above
such constraints, however. A 45-year-old
man in China today is around 5cm taller
than 30 years ago, according to the RAND

Corporation, a think-tank. Soldiers are
growing too tall for the diminutive tanks
favoured by the People’s Liberation
Army; in 2010 the government raised by
10cm the height under which children in
China travel free on trains (a rare scheme
that benefits the small). 

Greater heights mostly reflect greater
incomes. Richer people tend to eat more
and live in cleaner, better homes. Meat
consumption per person has increased
more than fourfold since 1980. Infant
mortality is less than a tenth ofwhat it
was 60 years ago. Household size has
also helped. Historically people from big
families have been shorter (not just in
China) because food supplies must
stretch further. In China the birth rate fell
sharply from the 1970s nationwide. 

But there are differences across the
country which partly reflect the uneven
benefits of the economic boom. Eighteen-
year-olds from the richest cities are on
average 7-8cm taller than those from the
poorest ones. The height gap between
prosperous and impoverished rural areas
is similar. Southerners have long been
shorter than northerners. Although the
difference between rural and urban
heights has narrowed since 1975, other
discrepancies persist. The World Health
Organisation says around 20% ofchil-
dren in poor rural areas are “stunted”, a
common indicator ofchronic malnutri-
tion. This compares with 2.5% ofcity
children. Employers’ preference for high
and mighty staffexacerbates that in-
equality. It is time they grew up.

BEIJING

Employers favourrecruits who stand head and shoulders above theirpeers

IT WAS a scene that must have made Chi-
na’s leaders squirm with uncomfortable

memories. On October 21st senior officials
in Hong Kong held talks live on television
with protesters clad in T-shirts displaying
the slogan “Freedom now”. The encounter
was the first between the two sides since
pro-democracy unrest broke out in Hong
Kongnearly a month ago, and the first of its
kind anywhere in China since hunger-
striking students in Tiananmen Square
met government leaders in 1989. The meet-
ing, however, was as unproductive as the
one 25 years ago. As The Economist went to
press, angry students were still on the
streets. 

On the eve of the talks Hong Kong’s
leader, Leung Chun-ying, set a tone that
won few hearts among the determined
fewhundred, and sometimesseveral thou-
sand, demonstrators who have snarled
traffic in parts of the city since late Septem-
ber. Mr Leung told foreign journalists that
full democracy would involve a “numbers
game” that would skew policies towards
the poor. The protests were triggered by a
ruling in August by China’s parliament
that candidates for the post of chief execu-
tive, as Hong Kong’s leader is known, be
chosen by a “nominating committee”
largely formed of pro-establishment fig-
ures including many businesspeople. The
winnerwould be selected, for the first time
in Hong Kong’s history, by popular vote.

The meeting was held in a campus con-
ference room. It was led on the govern-
mentside bythe territory’smostseniorciv-
il servant, Carrie Lam, and waswatched on
giantscreensbythousandsofprotesters on
the streets. Manyofthem booed when offi-
cials spoke and cheered their own side.
(Chinese state television broadcast a cou-
ple of minutes of the two-hour event, but
carried none of the protesters’ remarks; the
mainland’s media have strenuously cen-
sored news of the unrest.) 

The demonstrators had plenty to boo
about. Ms Lam offered no big concessions
and all but admitted that her hands were
tied. Hong Kong, she said, was “not an in-
dependent entity” and could not “decide
on its own its political development.” She
said she was afraid the two sides could
only “agree to disagree”, but that she
hoped more talks would be held. 

Ms Lam said the Hong Kong govern-
ment would send a report on the protest
movement to officials in Beijing, but did
not say how this might affect their think-

ing. Almost certainly, the answer is: not
much. Mr Leung has echoed their views
that unspecified “foreign forces” are be-
hind the unrest, and has said that Hong
Kong is “lucky” that the central govern-
ment has not yet felt it necessary to inter-
vene. He has suggested there might be
ways of making the nominating commit-
tee more representative. But student lead-
ers appear little interested in what would
probably be small tweaks.

They also seem little deterred by heck-
ling from angry groups of residents who
have grown tired of the prolonged disrup-

tion to traffic and business. Speaking to a
crowd of pro-democracy protesters after
taking part in the meeting with officials,
one student leader, Yvonne Leung, said:
“They want us to give up, but we won’t.
The government has not given us what we
want so we will continue to stay.” 

A day after the talks heavy rain damp-
ened some protesters’ spirits. But many
were prepared. What is often called Hong
Kong’s “umbrella revolution” has not
transformed the territory’s politics, but
participants still proudly carry the symbol
of their unrest.7

Hong Kong’s protests

Poor conversation

HONG KONG

The city’s leadersuggests democracy
could give the poortoo much power
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IN EARLYOctober the IMF looked at what
might happen to the world economy if

conflict in Iraq caused an oil-price shock.
Fighters from Islamic State (IS) were push-
ing into the country’s north and the fund
worried about a sharp price rise, of 20% in
a year. Global GDP would fall by 0.5-1.5%, it
concluded. Equity prices in rich countries
would decline by 3-7%, and inflation
would be at least halfa point higher.

IS is still advancing. Russia, the world’s
third-biggest producer, is embroiled in Uk-
raine. Iraq, Syria, Nigeria and Libya, oil pro-
ducers all, are in turmoil. But the price of
Brent crude fell over 25% from $115 a barrel
in mid-July to under $85 in mid-October,
before recovering a little (see chart on next
page). Such a shift has global conse-
quences. Who are the winners and losers?

The first winner is the world economy
itself. A10% change in the oil price is associ-
ated with around a 0.2% change in global
GDP, says Tom Helbling of the IMF. A price
fall normally boosts GDP by shifting re-
sources from producers to consumers,
who are more likely to spend their gains
than wealthy sheikhdoms. If increased
supply is the driving force, the effect is like-
ly to be bigger—as in America, where shale
gas drove prices down relative to Europe
and, says the IMF, boosted manufactured
exports by 6% compared with the rest of

rency will go further, and living standards
should rise. 

Cheaper oil will also help the govern-
ment clean up China’s filthy air by phasing
out dirty vehicle fuels, such as diesel.
Lighter fuels are dearer and, under current
plans, drivers could pay up to 70% of the
extra; lower prices will soften that blow.
More generally, says Lin Boqiang of Xia-
men University, lower prices should sup-
port the government’s efforts to reduce
subsidies (it has already freed some gas
prices, and electricity prices are expected
to follow next year). 

The impact on America will be mixed
because the country is simultaneously the
world’s largest consumer, importer and
producer of oil. On balance cheaper oil
will help, but not as much as it used to. An-
alysts at Goldman Sachs reckon that
cheaper oil and lower interest rates should
add about 0.1 percentage points to growth
in 2015. But that will be more than offset by
a strongerdollar, slowerglobal growth and
weaker stockmarkets.

Extracting oil from shale is expensive.
So when the oil price drops, America is one
ofthe placesmost likely to pull back (Arctic
and Canadian tar-sands producers are
even more vulnerable). According to Mi-
chael Cohen ofBarclays, a bank, a $20 drop
in the world oil price reduces American
producers’ profits by 20%, and only four-
fifths of shale reserves are economic to ex-
tract using current technology with Brent
around $85. How quickly production will
fall as a result, though, is unclear, since pro-
ducers’ costs vary and some have locked in
prices via hedging. The impact will also
vary by region. “If I’m in California, it’s
pretty clear-cut that this is a good-news
story,” says Michael Levi of the Council on 

the world. But if it reflects weak demand,
consumers may save the windfall. 

Today’s falling prices are caused by
shifts in both supply and demand. The
world’s slowing economy, and stalled re-
coveries in Europe and Japan, are reining
backthe demand foroil. But there has been
a big supply shock, too. Thanks largely to
America, oil production since early 2013
has been running at 1m-2m barrels per day
(b/d) higher than the year before. Other in-
fluences are acting as a brake on the world
economy (see pages 23-26). But a price cut
of 25% for oil, if maintained, should mean
thatglobal GDP will be roughly0.5% higher
than it would be otherwise. 

Some countries stand to gain a lot more
than that average, and others, to lose out.
The world produces just over 90m b/d of
oil. At $115 a barrel, that is worth roughly
$3.8 trillion a year; at $85, just $2.8 trillion.
Any country or group that consumes more
than it produces gains from the $1 trillion
transfer—importers, most ofall.

China is the world’s second-largest net
importer of oil. Based on 2013 figures, ev-
ery $1drop in the oil price saves it an annu-
al $2.1 billion. The recent fall, if sustained,
lowers its import bill by $60 billion, or 3%.
Most of its exports are manufactured
goods whose prices have not fallen. Unless
weakdemand changes that, its foreign cur-

Cheaper oil

Winners and losers 

CAIRO, CARACAS, MOSCOW AND WASHINGTON

America and its friends benefit from falling oil prices; its most strident critics don’t
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2 Foreign Relations, a think-tank. “If I were in
North Dakota [the biggest shale-oil state], I
would be a lot more nervous.” 

America is a net importer, so lower
pricesmean Americansget to keep more of
their money and spend it at home. But the
stimulative impact is less than it used to be,
since importsare becomingless important,
and oil is shrinking as a share of the econ-
omy. The Energy Information Administra-
tion, an independent government agency,
expects net oil imports to drop to 20% of to-
tal consumption next year, the lowest
share since 1968. In the early 1980s, when
oil accounted for over 4% ofGDP, a 1% price
drop would boost output by 0.04%, says
Stephen Brown of the University of Neva-
da, Las Vegas. That had fallen to 0.018% by
2008, and he reckons it is now about 0.01%. 

Cheaper oil could make more of a dif-
ference to monetary policy. Inflation ex-
pectations have become more stable since
the 1980s, which means that the Fed feels
less need to act when oil prices shift. But
with inflation belowits2% target, itwill fret
that falling oil prices could be pushing ex-
pectations down, making it harder to keep
inflation on target. It could decide to keep
interest rates at zero for longer, or even ex-
tend its bond-buying programme (“quanti-
tative easing”).

Fears of deflation apply with greater
force in Europe. Energy imports into the

European Union cost $500 billion in 2013,
of which 75% was oil. So if oil prices stay at
$85, the overall import bill could fall to un-
der $400 billion a year.

But the benefits would be muted twice
over. First, inflation in the euro zone is even
lower than in America. Mario Draghi, the
head of the European Central Bank, claims
that 80% of its decline between 2011 and
September 2014 was caused by lower oil
and food prices. Oil at $85 could lead to de-
flation, provoking consumers to rein in
spending further. Second, European ener-
gypolicy isonlypartly to do with price and
efficiency. Europeans are also trying to re-
duce dependence on Russia and to cut car-
bon emissions by turning away from fossil
fuels. Cheaper oil makes these aims slight-
ly harder to achieve.

Reaping the benefits
But one group of countries gains unambig-
uously: those most dependent on agricul-
ture. Agriculture is more energy-intensive
than manufacturing. Energy is the main in-
put into fertilisers, and in many countries
farmers use huge amounts of electricity to
pump water from aquifers far below, or de-
pleted rivers far away. A dollar of farm out-
put takes four or five times as much energy
to produce as a dollar of manufactured
goods, says John Baffes of the World Bank.
Farmers benefit from cheaper oil. And

since most of the world’s farmers are poor,
cheaper oil is, on balance, good for poor
countries.

Take India, home to about a third of the
world’s population living on under $1.25 a
day. Cheaper oil is a threefold boon. First,
as in China, imports become cheaper rela-
tive to exports. Oil accounts for about a
third of India’s imports, but its exports are
diverse (everything from food to comput-
ing services), so they are not seeing across-
the-board price declines. Second, cheaper
energy moderates inflation, which has al-
ready fallen from over 10% in early 2013 to
6.5%, bringing it within the central bank’s
informal target range. This should lead to
lower interest rates, boosting investment. 

Third, cheaper oil cuts India’s budget
deficit, now 4.5% of GDP, by reducing fuel
and fertiliser subsidies. These are huge:
along with food subsidies, the total is 2.5
trillion rupees ($41 billion) in the year end-
ing March 2015—14% of public spending
and 2.5% of GDP. The government controls
the price ofdiesel and compensates sellers
for their losses. But, for the first time in
years, sellers are making a profit. As in Chi-
na, cheaper oil should reduce the pain of
cutting subsidies—and on October19th Na-
rendra Modi, India’s prime minister, said
he would finally end diesel subsidies, free
diesel prices and raise natural-gas prices.

The International Energy Agency, an oil
consumers’ club, reckons that the global
cost of subsidising energy consumption
(mostly in developing countries) is $550
billion a year. The fall in the oil price
should reduce that, all else being equal, to
about $400 billion. That means many
countries face a choice: seize the moment
to dismantle subsidies, orkeep on handing
out goodies that now cost less? Either way,
they will benefit—by ending an economic
distortion (though with some risk of a con-
sumer backlash), or by reducing its fiscal
cost for a while. 

The choice is particularly stark for oil
importers in the Middle East (see chart
on next page). Energy subsidies cost Egypt
6.5% of GDP in 2014, Jordan 4.5%, and Mo-
rocco and Tunisia 3-4%. A 20% fall in the oil
price would improve the fiscal balances of
Egyptand Jordan byalmost1% ofGDP, says
the IMF. But, fears Mr Baffes, the efficiency
gains may not be enough to persuade re-
gimes, especially shaky ones, to cut subsi-
dies that mostly benefit the politically in-
fluential middle classes.

Manyothercountriesare also wrestling
with energy subsidies. Indonesia spends
about a fifth of its budget on them. Gulfoil
exporters are even more profligate: Bah-
rain spends 12.5% of GDP and Kuwait, 9%.
Brazil wants a high oil price to attract in-
vestment to its ultra-deep offshore (pré-sal)
oil reserves. But cheap oil is a boon to its
farmers, and in the short term to Petrobras,
its state-controlled oil firm, which has been
forced to import at world prices and sell atSources: EIA; Deutsche Bank; Bloomberg

Unsettled outlook
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2 a government-capped rate in order to keep
inflation artificially low. For the first time in
years, it is no longer making a loss on the
imports it sells.

It might seem that the country which is
the world’s largest exporter must lose out.
With oil at$115 a barrel, Saudi Arabia earns
$360 billion in net exports a year; at $85,
$270 billion. Its budget has almost certain-
ly gone into the red. Prince Alwaleed bin
Talal, an influential businessman, called
lowerprices a “catastrophe” and expressed
astonishment that the government was
not trying to push them back up. But Saudi
Arabia’s long-term interest may in fact be
served by a period of cheaper oil. It can af-
ford one, unlike most other exporters.
Though public spendinghas risen in recent
years, its foreign reserves have risen more.
Net foreign assets were 2.8 trillion riyals
($737 billion) in August—over three years’
current spending. It could finance decades
of deficits by borrowing from itself even if
oil were cheaper than it is now.

Over the past year production by non-
OPEC countries, such as Russia and Ameri-
ca, has risen from 55m b/d to 57m b/d. The
Saudis might conclude that the main bene-
ficiaries of dear oil have been non-OPEC

members. Some of the new output is high-
cost, unlike the Saudis’. A period of cheap-
er oil could drive some high-cost operators
to the wall, discourage investment in oth-
ers and let the Saudis regain market share.

In the mid-1980s Saudi Arabia cut its
output by almost three-quarters in an at-
tempt to sustain prices. It worked and oth-
er countries cashed in—but the Saudis
themselves suffered a big loss of revenues
and markets. They see little reason to make
such a sacrifice again.

Blowing windfalls
Saudi Arabia can survive low prices be-
cause, when oil was $100 a barrel, it saved
more of the windfall than it spent. The big-
gest losers are countries that didn’t. Nota-
ble amongthese are three vitriolic critics of

America: Venezuela, Iran and Russia. 
“However low the oil price falls,” Nico-

lás Maduro, Venezuela’s president, de-
clared on October 16th, “we will always
guarantee...the social rights ofour people.”
The reality is quite different. Hugo Chávez,
his predecessor, dismantled a fund intend-
ed to squirrel away windfall oil profits,
spent the money and ran up tens of bil-
lions of dollars in debt. That debt is now
coming due. Earlier this month a hefty ser-
vice payment took Venezuela’s foreign re-
servesbelow$20 billion for the first time in
a decade. Every dollaroffthe price of a bar-
rel cuts roughly $450m-500m off export
earnings. By Deutsche Bank’s calculation,
the governmentneedsoil at $120 a barrel to
finance its spending plans—higher than be-
fore the recent tumble. 

So, unlike other oil exporters’ budgets,
Venezuela’s was already in trouble. Last
year’s fiscal deficit was a reckless 17% of
GDP. In response, the government printed
bolívares, pushing inflation (even on offi-
cial measures) over 60%. Industrial pro-
duction is grinding to a halt and Standard &
Poor’s, a ratingsagency, downgraded Vene-
zuela’s debt to CCC+ last month. Analysts
have long thought it would move heaven
and earth to avoid default—not least be-
cause it has overseas assets that creditors
could seize and depends heavily on finan-
cial markets. But the “d” word is increasing-
ly often heard.

The impact of Venezuela’s oil-related
travails may be felt beyond its borders. The
country runs a programme called PetroCa-
ribe, which provides countries in the Ca-
ribbean with cheap financing to buy Vene-
zuelan oil. For Guyana, Haiti, Jamaica and
Nicaragua annual deferred payments un-
der PetroCaribe are worth around 4% of
GDP. But it costs Venezuela’s government
$2.3 billion a year. So if Venezuela decides
to cut back on its largesse, the shock waves
will be felt throughout the Caribbean. 

Iran is even more vulnerable than Ven-
ezuela. Itneedsoil at$136 a barrel to finance
its spending plans, most of them inherited
from the profligate and inefficient govern-
ment of Mahmoud Ahmadinejad. Last
year it spent $100 billion on consumer sub-
sidies, about 25% ofGDP. Sanctions mean it
cannot borrow its way out of trouble.

Hassan Rouhani, who took office last
year, has re-established a degree of macro-
economic stability. The central bank said
the economy grew in the second quarter of
2014 for the first time in two years. But he
was elected on the promise of improving
living standards. It is not yet clear whether
lower oil prices will force further reforms,
and increase pressure for a deal with
America over Iran’s nuclear programme,
orwhether falling revenues will boost sup-
port for conservatives who are already
making trouble for him.

For Russia the impact will be less dra-
matic, at least at first. Its draft budget for

2015 assumes oil at $100 a barrel; below
that, it will be harder for Vladimir Putin,
the president, to keep his spending prom-
ises. Something similar happened when
the oil price fell in the mid-1980s, leaving
the indebted Soviet Union cash-strapped. 

But Russia now has reserves of$454 bil-
lion to cushion against oil-price fluctua-
tions. More important, the rouble has fall-
en. Next year’s budget assumes a dollar is
worth 37 roubles, so it balances with oil at
3,700 roubles. A barrel currently costs
3,600 roubles (a much smaller fall than the
dollar price), because the currency has
plunged 20% this year. With oil at $80-85 a
barrel Russia would probably run a budget
deficit ofonly about1% ofGDP next year.

All the same, the country will suffer a
slowdown. For years, real incomes rose,
thanks to wage increases in the state sector.
The increased spending went on imports
made cheaper by a strong currency. So the
slide in the rouble is cutting living stan-
dards by making imports dearer. Western
sanctions have closed capital markets to
Russian firms, even private ones. Business
activity is waning. A senior finance-minis-
try official says the share of non-oil-and-
gas revenues in the budget is shrinking,
making Russia more dependent on oil.
Some analysts think growth in 2015 will be
just 0.5-2%, compared with about 4% a year
in 2010-12. Inflation is 8%. Russia, it seems,
is headed towards stagflation.

Formostgovernments—Venezuela’s isa
possible exception—cheaper oil is likely to
have a modest impact at first. Even Mr Pu-
tin may be able to ride out stagflation for a
while. But over time, the consequences are
likely to grow. The yearsof$100-a-barrel oil
also saw the rise of a “Beijing consensus”
towards more economic interventionism.
Perhaps a period of $85 oil—if that were to
happen—might usher in another shift in at-
titudes, assumptions and policies. 7

Gushing

Source: IEA World Energy Outlook
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IFYOUwant to understand howChina in-
novates, look no further than its hyper-

competitive market for smartphones.
Though Samsung and Apple dominate the
business globally, the technology super-
powers are being squeezed in China by ag-
gressive local manufacturers. Now Chi-
nese firms are selling their handsets
abroad in ever-greater numbers and a bat-
tle is set to be fought that will reshape the
global marketplace for handsets.

China’s smartphone-makers have a
ready launchpad. Thanks to the frugal but
feature-rich offerings from local firms, do-
mestic sales have exploded. Over 100m
smartphones were sold in the second
quarter, accounting for over a third of glo-
bal sales and making China the world’s
largest market. Strikingly, eight of the top
ten vendors were local firms. Xiaomi, a
startup that only sells online, shot past
Samsung to become the leading brand of
smartphones in the country. After selling
15.4m in the second quarter (see chart), the
firm is on track to peddle 60m handsets
this year, and wants to sell 100m in 2015.

The rise ofthe inexpensive smartphone
is a boon for Chinese consumers, many of
whom are going online for the first time.
However, Chinese firms are no longer con-
tent to scrap for a share of the spoils at
home. They are increasingly eyeing lucra-
tive foreign markets.

With much fanfare, Xiaomi launched in
India in July. It did so in partnership with

OnePlus argues that unlike its rivals, his
firm was “born a global company”. Since
its founding late last year, it has targeted 16
countries—including such challenging
markets as America and Britain. “It helps
that a lot of people don’t know that we are
a Chinese firm,” he confides.

Adding to the advance are those Chi-
nese firms that have longbeen global, even
if they are relatively new to the smart-
phone business. Huawei has sold un-
branded “white label” handsets to tele-
comscarriers fora while, but isnow keenly
pushing its own Ascend and Honor
brands. Lenovo has spent $2.9 billion to ac-
quire Motorola Mobility, Google’s handset
division, which dramatically expands its
reach in North and South America. It, too,
has announced plans for a line of smart-
phones to be sold only on the internet. 

Rumours resurfaced this week that Le-
novo might even buy BlackBerry, an ailing
Canadian handset-maker. That seems un-
likely as it makes little sense for a rising star
to join hands with a sinking firm: Lenovo
already turns a profit on the phones it sells
outside China. Moreover, concerns that
the Chinese government uses local tech
companies to spy—unproven claims that
prompted America’s Congress to blacklist
Huawei and ZTE, another Chinese tele-
coms-equipment firm—might prompt Ca-
nadian regulators to blockany deal.

They are emerging in force, but how
will Chinese firms fare outside their shel-
tered home market? Some observers are
sceptical, dismissing Chinese technology
firms as shameless copycats incapable of
innovation—the beneficiaries of a dodgy
legal system that allows local firms to in-
fringe international patents and keeps out
world-class foreign competition. Google
services, includingthe app store for itspop-
ular Android operating system, are effec-
tively blocked in China. 

Flipkart, a leading local e-commerce firm.
Xiaomi’s handsets are now also available
in most of South-East Asia and the firm
plans to sell in Brazil next. Though it does
not officially sell its phones in America,
GPS patterns suggest that around 1m of its
snazzy handsets have been detected in the
country. As foreigners find it hard to pro-
nounce itsname, Xiaomi haseven grabbed
the website mi.com, perhaps to rebrand it-
selfoverseas as “Mi”. 

Another local firm on the move is One-
Plus. Reviewers in developed markets
have been raving about its clever handsets,
which offer top-notch performance and
features for around $300—less than half
the list price of the latest iPhone. Carl Pei of

China’s handset manufacturers

Smartening up their act

SHANGHAI

Chinese phonemakers are preparing to take on the world
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2 Jonathan Ive, Apple’s lead designer,
gave succour to the naysayers with recent
comments dismissing Xiaomi’s designs as
derivative: “it really is theftand it’s lazyand
I don’t think it’s OK at all”, he complains.
Some things about Xiaomi are clearly bor-
rowed from Apple, from its sleek designs
and pleasing user interface to the Jobsian
jeans-and-black-top presentations given
by Lei Jun, the firm’s charismatic founder
(see picture on previous page). 

A serious threat to Chinese firms as
they head overseas is lawsuits from Apple
and Samsung, who themselves have long
been entangled in nasty battles over intel-
lectual property (IP). Ben Qiu ofCooley, an
American law firm, believes that “Xiaomi
is in dangerous waters of potential patent-
infringement claims on the international
markets.” But he argues that the firm’s clev-
er management team, which includes for-
mer Google executives, can navigate these
perilousseasbecause it iswell prepared for
legal and regulatory battles. 

He points out that Tencent, a Chinese
internet giant, expanded abroad success-
fully in part because its general counsel is a
seasoned Silicon Valley lawyer. In addi-
tion to lawyering up, Chinese handset-
makers must also build up arsenals of li-
cences from existing patent holders. To sell
phones in rich countries (which, unlike de-
veloping ones, strictly enforce IP rights)
they have been forced to pay a quarter of
revenues to patentholders. Buildingpatent
banks can reduce this burden: a mighty ar-
senal may scare off lawsuits, and patents
can be sold or cross-licensed as necessary,
to avoid conflict. Lenovo has spent pots of
money of late to acquire thousands of pat-
ents from NEC, a Japanese firm, from Moto-
rola and from patent trolls. Most impor-
tantly, they must come up with valuable
inventions in-house. To their credit, Hua-
wei and ZTE are among the world’s most
prolific generators ofnew patents. 

That intense rivalry and race to gener-
ate new ideas is the best reason to believe
the Chinese upstarts can make it. The con-
fluence of a giant market and cost-con-
scious consumers has forced them to
squeeze component costs, make contract
manufacturing more efficient and adopt
technological innovations more quickly.
Thishasprepared the bestofthe local firms
to do battle with global titans. 

There is no denying that many Chinese
firmsgot their startbycopyingforeign ones
at the leading edge. But imitation has often
been the starting point for innovation at
companies in the rich world. Apple did not
invent the compact music player or smart-
phone. Steve Jobs even flew a pirate’s flag
atop the old Macintosh headquarters as a
reminder to his employees that innovators
need to be rule-breakers. That transition
from imitation to innovation is happening
now at a breathtaking pace in Chinese
technology firms. 7

IMAGINE that Apple had folded in the
mid-1990s, as some predicted at the time.

Perhaps music downloads would still be a
hassle, smartphones a novelty and tablet
computers two inches thick. But one thing
would certainly be different: the informa-
tion-technology industry would now lack
a leading light.

Thanks to record sales of its recently up-
graded iPhones, on October 20th Apple
surprised analysts by revealing excellent
quarterly results. It was almost alone
among the big technology firms in doing
so. Most others reporting in recent weeks
seem to be in something of a funk: profits
have fallen at Google as well as IBM, SAP

and VMWare. Does this mark the start of a
downturn for the tech industry?

In some cases the reasons are specific to
the companies. IBM seems to have done
more financial engineering than the real
kind in recent years. Since 2000 it has
spent over $100 billion on buying back its
own shares. It has shed less-profitable as-
sets but now lacks a big fast-growing busi-
ness to drive growth (its bet on artificial in-
telligence, called Watson, has yet to take
off, for instance). The earnings of VMWare,
a company that makes corporate software,
dropped because of charges related to a re-
cent acquisition.

The gloomy economic climate is also
playing a role. The strong dollar does not
help: it shrinks the foreign revenues of
American IT firms. Companies tend to cut
spending on IT when times are tough.
Ginni Rometty, IBM’s chief executive, not-
ed there had been a “marked slowdown in
September in client buying behaviour.” 

Some firms are having to grapple with
shifts that are affecting the whole industry.
One is cloud computing, geek-speak for
digital services delivered over the internet.
SAP, anothercorporate-software company,
is seeing more of its business moving into
the cloud, for instance. That requires big in-
vestments in data centres and yields lower
margins, at least for the time being.

Another trend is that consumers are
spending more time on mobile devices.
This, among other things, has hit Google,
which is selling more advertisements on
smaller screens, where rates are lower,
whereas growth in more lucrative ones on
bigger devices has slowed. For other firms
this shift has been good news: Yahoo, a
strugglingonline conglomerate, joined Ap-
ple in exceeding analysts’ expectations in
large part because of a notable increase in
mobile-advertisingsales, which accounted
for 17% of its revenue of $1.1 billion in the
past quarter.

More fundamentally, however, the IT

industry is rapidly maturing, with overall
annual revenue growth reaching only 3%,
says Sebastian DiGrande of Boston Con-
sulting Group. Although some parts, such
as cloud computing and all things mobile,
are expanding rapidly, the biggest sectors,
including most hardware, business soft-
ware and IT services, are growing slowly
or even shrinking And these are domin-
ated by big technology firms such as HP

and IBM.
This “bifurcation”, in the words of Mr

DiGrande, will lead to a big restructuring
of the industry. HP’s recent decision to
break itself up was merely the opening
shot. Like HP, some firms are trying to be-
come more focused. Others will shed busi-
nesses that have become commoditised;
along with its quarterly results, IBM an-
nounced that itwill payGlobalfoundries, a
contract chipmaker, to take its semiconduc-
tor business offits hands. Others will try to
buy firms in fast-growing sectors; last
month SAP bought Concur, which offers
web-based travel and expense-manage-
ment software, for $8.3 billion.

The recent disappointing results are an-
other harbinger of an unbundling and re-
building of the IT industry. How the sec-
tor’s new landscape will look at the end of
the process is hard to tell. Who would have
imagined that Apple and IBM, once bitter
enemies, would one day form an alliance,
as they did recently to develop mobile ap-
plications for Apple’s iPhones and iPads? If
that pair can work together almost any-
thing seems possible.7

Information technology

A fork in the
digital road

SAN FRANCISCO

Poorperformance foreshadows the
industry’s restructuring
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ONE of the most popular television
shows in America this autumn is

called “How to Get Away with Murder”,
about a law professor and her students,
who become involved in a mysterious kill-
ing. Most cable subscribers will find the ti-
tle an appropriate description of their
viewing experience. Couch potatoes are
forced to spend around $90 a month for
their subscription. They receive over 160
channels, most of which they skip straight
past. By one estimate the cost of a cable
subscription has more than doubled since
2000. All that for the privilege of doing
business with companies that consistently
rankin the lowerregionsofcustomer-satis-
faction surveys.

This month the plot tooka twist. HBO, a
premium cable channel, announced that,
starting next year, it would offer its pro-
gramming, previously only available
through pay-television distributors, as a
stand-alone product delivered to anyone
with an internet connection. CBS, a broad-
cast network, recently launched a similar
service. There are other signs that a
“lighter” bundle may be available soon.
Earlier this year DISH, a satellite provider,
won the rights to sell Disney’s content, in-
cluding ESPN, a sports channel, as part of
an internet-delivered television service,
and Sony may launch something like it by
the end of the year.

Viewers have long wanted to pay only
for the channels they watch, not the bun-
dle that cable companies foist upon them.
Television executives have resisted, rightly
fearing that doing away with the bundle
could tear apart a business with annual
revenues of around $150 billion. Unlike

newspapers and the music industry,
which saw their businesses sink with the
rise of the internet, change has come grad-
ually. So far the TV industry has been a
story of powerful and rich characters in-
tent on keeping things just as they are.

Television networks make money from
advertisements and the fees paid by televi-
sion operators to carry them. Up to now,
theyhave mostlyrefused to make their cur-
rent showsavailable on the internet to any-
one but their subscribers. Like prisoners in
a jail cell, network-owners and pay-televi-
sion distributors made a pact not to sell
each other out, and worked to preserve a
business that has been extremely lucrative
for all of them. They have turned Netflix
and Amazon into some of their biggest
“customers”, selling old shows that would
scarcely make them another penny and
keeping back their newest content and
sports. This has ensured that no online
firm could become a perfect replacement.

Meanwhile, pay-television operators,
which charge viewers monthly subscrip-
tion fees, have tried to keep customers by
giving them new services, including the
ability to watch current television shows
online wherever they are as long as they
subscribe and to watch videos “on de-
mand”, just as they can on services such as
Netflix. In other words, television compa-
nies have become more like their disrupt-
ers. Those who want to watch up-to-date
programmes, including live sports, with-
out hassle have had to cough up. 

The announcements by HBO and CBS

have prompted dramatic predictions
about the end of the television business in
its current form. Television executives al-

ready share horror stories about how their
children have asked them what a “chan-
nel” is. One has begun saying that he con-
siders “streaming” the same as “televi-
sion”, no matter on what sort of screen it
takes place. Advertisers and analysts have
started to use the word “video” instead of
“television”, because they consider online
video an increasingly important part of
their ad spending.

The doomsaying may be premature.
Viewing habits have changed, especially
among the young, who watch more online
video and time-shifted television, and of-
ten prefer to stare at a tablet than at a TV.
But Americans continue to watch a re-
markable amount of TV the old-fashioned
way: around four-and-a-half hours a day,
on average. The newstand-alone online of-
ferings will appeal to some consumers, but
are unlikely to cause the television busi-
ness to crack quickly. Consumers who
want to cobble together different subscrip-
tions from HBO, Netflix and others may
find it is not that much cheaper after pay-
ing for broadband.

Only around 7m homes in America for-
go pay-television in favour of an internet-
delivered option, compared to 100m that
subscribe to it, accordingto SNL Kagan, a re-
search firm. Many younger people will
never shell out for traditional pay-televi-
sion but advertisers have few alternatives
to reach big audiences besides television,
so for now have stuck with the medium in
spite of flagging ratings. That should give
TV bosses a bit of comfort for the upcom-
ing season but they would do well not to
lose sight of the wider narrative arc.7

American television

Switching channels

More signs that the TVbusiness is set fora profound upheaval

MCDONALD’S isbyno means the most
accommodating of fast-food chains

to people with special dietary require-
ments. Many of its restaurants in America
and Britain do not even serve a meat-free
burger for vegetarians. But in a week-long
trial ending on October 21st, the chain’s
British outlets offered a new burger which
did not contain gluten, an allergen com-
monly found in wheat, with a view to
making the new product a permanent ad-
dition to its menu.

At first, that may seem to be an odd de-
cision. Vegetarians outnumber those who
avoid gluten. But the food industry is find-
ing that there is no longer much money to
be made in making meat-free products.
Sales ofalternatives to meat have flattened 

Gluten-free food

Against the grain

Agrowing desire to avoid gluten is
changing the food industry
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2 in America in real terms since 2008; in Brit-
ain they have plunged by a third. 

Consumer demand for products with-
out gluten, however, is rising rapidly.
Health-conscious Americans were first to
avoid it in significant numbers. Sales of
gluten-free food and drink there have
surged from $5.4 billion to $8.8 billion over
the past two years, according to Mintel, a
market-research firm. They are set to grow
a further 20% by 2015. Europe is now quick-
ly catching up: there is double-digit sales
growth in most countries, with Britain
leading the way. This makes for tasty busi-
ness. Sales in America offood untainted by
gluten are forecast to grow by a further 61%
by 2017, with similar increases expected in
other rich countries.

Shops have reshuffled their shelves and
restaurants rewritten their menus to keep
up with demand. Big supermarkets have
been slimming down their range of vege-
tarian products and are stocking more glu-
ten-free lines. Even small convenience
stores in remote parts of rural Ireland and
Italy now stock ranges of gluten-free bread
and cakes. Restaurants, in particular, have
rushed to launch menus that banish the
stuff. The number of options that leave out
gluten in British restaurants has tripled
since 2011, says Emma Read at Horizons, a
data firm. That is lessbecause restaurateurs
fear losingbookings from dinerswho want
to avoid gluten, but more that they worry
that their family and friends will not come
along either.

Yet some retail analysts fret that the
wheat-free bubble will eventually burst, as
it already has for meat substitutes. Many
doctors say that only a few of the one-in-
ten households that now regularly buy
such products have a member with coeliac
disease and a medical need to avoid glu-
ten. But research from Monash University
published last year shows that many more
people may be sensitive to other allergens

thatare found in wheat. And according to a
survey by Kantar, a research firm, only 22%
of people who buy gluten-free food say
they do so for non-medical reasons. This
could be one foodie trend that turns out to
be much more than a fad. 7

For intolerant shoppers

ONE of the conundrums of the car busi-
ness is that five smaller Japanese

firms continue to prosper alongside three
giants, Toyota, Nissan and Honda. In the-
ory, those in the second division—Mazda,
Mitsubishi, Suzuki and Subaru—should
long ago have merged with rivals at home
or abroad, or fallen by the wayside. Dai-
hatsu is already controlled by Toyota,
which has a 51% stake in the firm. They all
sell 1m-2m vehicles a year. Sergio Mar-
chionne, boss of Fiat Chrysler, once said
that6m was the minimum required forcar-
makers to have a hope of turning a profit. 

The second-tier firms seem more deter-
mined than ever to disprove the notion
that global scale and huge volumes are in-
dispensable. Suzuki is a relative minnow
with a strongpresence in only one big mar-
ket outside Japan—India. But not long ago it
withdrew from an alliance with Ger-
many’s Volkswagen (VW), which could
have helped it sell small and cheap vehi-
cles in developed markets overseas. 

Mazda, an even smaller firm, gladly
parted ways with Ford. The American car-
maker began to wind down its stake in
2008 to raise cash and avoid bankruptcy.

The two firms had worked together since
1979. Subaru, part of Fuji Heavy Industries,
a conglomerate, reportedly chafes at the
16.5% stake that Toyota, the world’s biggest
carmaker, holds in it. One obvioussolution
for the sub-scale firms—mergers with the
biggest three—seems a distant prospect. 

It helps that all are making generous
profits after years of losses. A weaker cur-
rency means they are well-nigh printing
money, notes Max Warburton of Sanford
C. Bernstein, an equity-research firm. Su-
baru and Mazda, the biggest exporters
among the five, are enjoyingrecord sales in
North America. Subaru now outsells VW

there. The Japanese small-fryare also more
profitable than most firms in the industry.

That may not last. A succession of lean
years means the smaller firms lack cash to
invest heavily in new technology. But they
are finding smart ways to turn weaknesses
into strengths. The industry admires Maz-
da’s decision some years ago not to devel-
op costly hybrid or fully electric power-
trains in favour of pioneering its “Sky-
Activ” technology, which greatly improves
the efficiency ofpetrol and diesel engines. 

SkyActiv is typically pragmatic engi-
neering from the Japanese, and just what
the marketwantsnow, saysMrWarburton.
In the coming years, however, meeting
tighter emissions standards will require
more capital spending. It may also be diffi-
cult for the smaller firms to invest in tech-
nologies that support autonomous driv-
ing, should it prove popular. 

Another explanation for the small
firms’ endurance is the tacit support of Ja-
pan’s government. In the case of Suzuki,
Mitsubishi and Daihatsu this support is
visible in the form of longstanding tax
breaks to miniature “kei” cars. Much loved
by women and the old, the tiny cars and
trucks now account for around two-fifths
of new-vehicle sales in Japan. Nissan and
Honda manufacture kei cars, but the three
smaller makers rely on them more. 

The government now seems to have
heeded the warningsofthe largest carmak-
ers, that making kei cars diverts attention
and funds from the development of mod-
elswith exportpotential. Adecision earlier
this year to raise taxes on the category
bodes ill for theirmanufacturers. While Su-
baru and Mazda are successful outside Ja-
pan, and Suzuki is envied for making big
profits sellingsmall cars, the weakest ofthe
second tier may soon face fresh difficulties. 

The underlying problem faced by all Ja-
pan’s carmakers is a declining and largely
unprofitable home market, says John Har-
ris, a consultant. Yet for Mitsubishi, proba-
bly the weakest of the five, the problem is
eased by support from the huge industrial
group it belongs to and Daihatsu will con-
tinue to enjoy Toyota’s protection. With
this level of help it is unsurprising that
none ofthe small carmakershasyet run off
the road.7

Japanese carmakers

Lots of oomph

TOKYO

Japan’s small-carfirms are defying the
industry’s get-big-or-die imperative
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THE best way to understand a system is to look at it from the
point of view of people who want to subvert it. Sensible

bosses try to view their companies through the eyes of corporate
raiders. Serious-minded politicians make a point of putting
themselves in their opponents’ shoes. The same is true of the
world of work in general: the best way to understand a com-
pany’s “human resources” is not to consult the department that
bears that ugly name but to study the basic principles of one of
the world’s most popular, ifunrecognised, sciences: skiving. 

The first principle of skiving (or shirking, as Americans call it)
is always to appearhard at work. This is the ancient jacket-on-the-
back-of-the-chair trick: leave a coat permanently on display so
that a casual observer—a CEO practising “managing by walking
around”, for example—will assume that you are the first to arrive
and the last to leave. The skill of skiving is subtle: ensure you are
somewhere else when the work is being allocated. Successful
skivers never visibly shy away from work: confronted with the
inevitable they make a point of looking extremely eager. This
“theatre of enthusiasm” has fooled almost everyone. Policymak-
ers bemoan the epidemic of overwork. But as Roland Paulsen, of
Sweden’sLund University, explains in “EmptyLabour”, an exam-
ple-packed new book, innumerable studies suggest that the aver-
age worker devotes between one-and-a-half and three hours a
day to loafing.

The second principle is that information technology is both
the slacker’s best friend and his deadliest enemy. The PC is cus-
tom-made for the indolent: you can give every impression of be-
inghard at workwhen in fact you are doingyourshopping, book-
ing a holiday or otherwise frolicking in the cyber-waves. And
thanks to mobile technology you can now continue to frolic
while putting in face time in meetings. There is also a high-tech
version of the jacket trick: program your e-mails to send them-
selves at half past midnight or 5.30am to give your managers the
impression that you are a Stakhanovite. 

But there is a dark side to IT: one estimate suggests that 27m
employees around the world have their internet use monitored.
Dealingwith this threat requiresvigilance: do everything youcan
to hide your browsing history. It may also require something that
does not come naturally to skivers: political activism. Make a

huge fuss about how even the smallest concessions on the princi-
ple ofabsolute data privacy will create a slippery slope to a totali-
tarian society. Skiving is like liberty: it can flourish only if Big
Brother is kept at bay.

The third principle is that you should always try to get a job
where there is no clear relation between input and output. The
public sector is obviously a skiver’s paradise. In 2004 it took two
days for anyone to notice that a Finnish tax inspector had died at
his desk. In 2009 the Swedish Civil Aviation Administration dis-
covered that some of its employees had spent three-quarters of
their working hours watching internet pornography. In 2012 a
German civil servant wrote a farewell message to his colleagues,
on his retirement, confessing that he hadn’t done a stroke ofwork
for the past 14 years. And even if managers can find people who
are failingon the “input” side it is almost impossible to sack them.

Big private-sector organisations can be almost as fertile skiv-
inggroundsaspublicones. In “The LivingDead” (2005), hismem-
oir of life as an office worker, David Bolchover says that the
amount of work he had to do was inversely related to the size of
the company that he worked for. He started his career in a small
firm where he had to workhard forno title and lowpay. He ended
working for a big company where he had a grand title and a fat
pay packet but did almost nothing. Mr Bolchover was not a mem-
ber of the brotherhood: he asked his bosses for more work and,
when they failed to oblige, filled his idle hours by writing a man-
agement book. But millions of others are perfectly happy to de-
vote their lives to firm-financed leisure.

Hitherto skivers have focused on old-line companies where
ageing managers can be bamboozled with the claim that it is
quite impossible to build an Excel spreadsheet in anything less
than two weeks. But the clever ones are exploring the rich oppor-
tunities provided by the new economy. The likes of Google and
Facebook make a great fuss about installing the adult equivalent
of children’s playgrounds—everything from massage rooms to
sleep pods and pinball machines—to provide their employees
with an opportunityforrelaxation between intense bursts oftoil.
But now that these companies are becoming bloated monopo-
lists there is a perfect opportunity forcanny skivers to take advan-
tage of the nap pods without bothering with the frantic work.
New-economy companies have even provided a handy way to
discover if they are ripe for exploitation: if employees have titles
such as “director ofvisioning” or “vice-chairman ofbig-data ana-
lytics” then you know that it is time to start geekifying your CV.

Cyber-loafing yourway to the top
The final principle of skiving is that you should not allow your
preference for leisure to limit your ambition. Too many skivers
are still bewitched by the old myth that there is a connection be-
tween effort and reward. There are inevitably few quantitative
studies of skiving. But the ones that exist suggest it is most preva-
lent at the very top and bottom of the pay scale. A Finnish study
in 2010 found that the people who reported the most “empty la-
bour” earned more than €80,000 ($112,000) a yearwhile the run-
ners-up earned less than €20,000. It can be hard to begin your
climb up the greasy pole without making some effort: the trick is
to be brimmingoverwith clever ideas forotherpeople to execute.
But when you become a manager your problems are solved: you
can simply delegate all your work to other people while you
spend yourdays attending international conferences or “cultivat-
ing relationships with investors”. 7

A guide to skiving

Howto thrive at workwith the minimum ofeffort

Schumpeter
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EARLIER this year it all looked so rosy. In
April, just two years after Greece im-

posed the biggest sovereign-debt restruc-
turing in history on its private creditors, it
raised €3 billion ($4.2 billion at the time) in
five-yearbonds at a yield of less than 5%. In
July its ten-year bonds were yielding less
than 6% and their Spanish and Italian
equivalents less than 3%, not far off Ger-
many’s. The troubled economies of Eu-
rope’s “periphery” were beginning to turn
around, it seemed, and the European Cen-
tral Bank (ECB) would do whatever it took
to keep the euro zone together.

Thatall wentout the windowin the glo-
bal market sell-off of October 15th-16th.
Yields on Greek government debt briefly
exceeded 9%; the spread between yields
on German government bonds and those
of debt-addled euro-zone countries wid-
ened and lower-rated corporate-bond
yields rose sharply too. Part of the rise
might have been due to bond markets’ de-
clining liquidity (see Buttonwood). At any
rate, some ground has since been regained,
with corporate bonds especially buoyed
by the rumour (later denied) that the ECB

was about to buy corporate debt as part of
an asset-purchase scheme.

But worries that slow growth in the
euro zone will be a serious drag on the
world economy are increasing. Deflation,
which makes debts harder to bear, has tak-
en hold in the periphery, and threatens to
afflict the euro zone as a whole. Faith that

Moody’s, a rating agency, it will have to
find around €470 billion of funding next
year, worth nearly one-third of its GDP.
The financing needs of other peripheral
governments are not as drastic, but they
are still high.

The overhang of private-sector debt is
also cause forconcern. Overindebted firms
struggle to grow and invest, while tying up
scarce bank capital, which impedes lend-
ing to worthier borrowers. The picture is
not uniformly grim. Despite Italy’s stagger-
ing government debt, its households owe
less than Germany’s and its non-financial
companies not much more. Spain’s private
sector has deleveraged substantially over
the past few years, as big recapitalisations
have left its banks better able to withstand
write-downs ofbad loans. 

But peripheral countries typically have
a long tail ofheavily indebted firms. In Por-
tugal around a quarter of listed firms have
debts of more than five times their earn-
ings before interest, tax, amortisation and
depreciation—the worst ratio in the periph-
ery, points out Alberto Gallo of RBS, a
bank. And the proportion of loans in de-

the ECB will be able to do much about ei-
ther problem is declining. Against that
background some euro-zone debt—both
public and private—looks unsustainable.

Between 2007 and 2013 the ratio ofgov-
ernment debt to GDP in the euro area rose
from 66% to 93%. The spike was more dra-
matic in the periphery (see chart): in
Greece the ratio increased to 175% and in
Portugal it virtually doubled to 129%. High
government debt itself does not necessar-
ily crimp economic growth. But as bond
yields rise, servicing thatdebtbecomes dif-
ficult. Italy—with the third-largest stock of
government debt in the world, much of it
refinanced each year—is a particular con-
cern. According to estimates from

The euro crisis

Back to reality
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The debt ofsome euro-zone economies looks unsustainable
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2 fault is still rising in Portugal, Italy and
Greece, he says.

On October26th the results of the ECB’s
review ofthe books ofbigeuro-zone banks
will be released. They are expected to
show few serious problems. Banks have
been raising capital to be sure not to be
found wanting. After it they may write
down more bad loans rather than rolling
them over. Another change is to corporate
insolvency regimes, which typically make
itharder to call in debtsorseize collateral in
the euro area than in America. All the pe-
ripheral countries have either reformed
their laws or promised to do so, and the

European Commission is pushing a com-
mon European standard. 

Government debt looks more intracta-
ble, especially in light of the lacklustre
growth and slide towards deflation that
now seem entrenched. A recent analysis
by Fitch, a rating agency, suggests that it
will be very hard for any highly indebted
euro-zone government to reduce its debt-
to-GDP ratio by 20 percentage points over
the next eight years, still less return it to its
pre-crisis level. Governments need to run
primary (ie, before interest payments) sur-
pluses in order to pay offexisting debt. The
IMF reckons that Italy will reach and main-

tain a primary surplus of nearly 5% of GDP

by 2018, but is less sanguine about other
euro-zone debtors. Tax rises and spending
cuts are hard to implement. A study of 54
emerging and advanced economies, by
Ugo Panizza of the Graduate Institute, Ge-
neva and Barry Eichengreen of the Univer-
sity of California, Berkeley shows that
large and sustained primary surpluses are
extremely rare. People in the southern pe-
riphery are especially fed up with auster-
ity, which has had a massive cost in terms
of unemployment and living standards.
More bad news, and the situation could
lookcritical once again.7

SOLDIERING has been described as
long periods of boredom punctuated

by moments of sheer terror. Financial
markets seem to be developing the same
pattern.

The boredom stems from massive cen-
tral-bankintervention in markets. As long
as investors remain convinced that cen-
tral banks are in control ofevents, and can
adjustmonetarypolicy to avoid recession
and inflation, volatility will be low for
most of the time. In these quiet periods,
the dominant trend will be momentum—
investorsbuyingthe assets thathave most
recently risen in price. By September, for
example, investors were heavily exposed
to peripheral European bonds (the debt of
Greece and Spain, for example) and to cy-
clical stocks (those that perform best
when the economy is doing well).

But when the trend changes, prices
may move very sharply, as the terrified
herd stampedes out of what can be illi-
quid markets. In the last four weeks, de-
fensive stocks have outperformed cycli-
cals by one of the greatest margins in
history, according to BlackRock, a fund-
management group.

There was another good illustration of
the herd mentality on October15th, when
the yield on ten-year Treasury bonds fell
bya third ofa percentage point in a matter
of minutes. That was an extraordinarily
abrupt drop for one of the most liquid
markets in the world, especially since
there was no news of sufficient impor-
tance to justify it.

The likeliest explanation is that inves-
tors, specifically hedge funds that had
been speculating with borrowed money,
had been caught by surprise by bond-
market strength, and were desperately
tryingto cut their losses. Manyof those in-
vestors may have previously taken the
view that the American economy was re-

covering, that the Federal Reserve’s pur-
chases ofgovernment bonds were ceasing,
and thus that the only way for Treasury
bond prices to go was down (making
yields go up). They had duly bet on falling
prices; when the trade went wrong, such
investors had to reverse their bets rapidly.

Some offer a similarexplanation for the
sharp sell-off in the stockmarket. Hedge
funds have suffered big losses in recent
weeks—from the collapse of the AbbVie/
Shire merger (which caused the latter’s
share price to plunge), for example. That
may have caused some of them to trim
their holdings of riskier assets; shares tend
to be more liquid than corporate bonds
and were thus the easiest things to sell. 

In other words, illiquidity in one mar-
ket can cause problems for others. Some-
thing similar happened in August 2007,
when hedge funds that were suffering
losses on subprime-mortgage securities
raised cash by selling equities. 

The obvioussource ofilliquidity-linked
weakness is the corporate-bond market.
Due to new regulatory restrictions and
capital rules that make bond-trading less
profitable, banks have cut backtheir inven-

tories to the level of 2002, even though
the value of bonds outstanding has dou-
bled since then (see chart).

That is a problem when trading surges,
as it did between October 10th and 16th,
when volumes rose by 67%. “Credit is not
a continuously priced market,” says Rich-
ard Ryan of M&G Investments, a fund
manager. “When a bond price falls from
100 to 90, it won’t do so smoothly, but in
big drops.”

The riskiest part of the bond market—
junk, or high-yield, bonds—was already
falling in price before mid-October. At the
end of June, 96% ofsuch bonds were trad-
ing above their issue price; by October
21st, only 77% were. That is not because
corporate finances have deteriorated no-
tably in the interim. At the end of Septem-
ber, the default rate on high-yield bonds
was just 2.1%, according to Moody’s, a rat-
ing agency, compared with an historical
average of4.7%. Nor does the slight deteri-
oration in the economic outlook seem
like adequate justification for the shift. In-
vestors were simply taking profits.

So the recent market turbulence may
only be a foretaste of what will happen if
the world economy deteriorates more sig-
nificantly, or if central banks decide to
tighten monetary policy quickly. Of
course, that thought may make central
banks even more reluctant to push up in-
terest rates than they are already. Finan-
cial marketsmaythuscalm down again in
the short term. 

But the illiquidity problem will still be
there when the next crisis occurs. In a
sense, it is a problem caused by regula-
tors; they wanted banks to be less ex-
posed to the vicissitudes of markets. But
you cannot make risk disappear altogeth-
er; you can only shift it to another place.
Get ready for more moments of sheer
market terror. 

Liquid diet

Rough trade

Source: Deutsche Bank
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THE announcement this week that Chi-
na’s economy had grown by 7.3% in the

third quarter year-on-year was widely
seen as marking the country’s “new nor-
mal” of slower growth. It was well below
the roughly 10% pace China had averaged
from 1980 until two years ago. Yet accord-
ing to a new working paper by Lant Pritch-
ett and Larry Summers of Harvard Univer-
sity, it is still abnormal: Chinese growth is
likely to be lower still in future.

Forecasters often extrapolate from re-
cent growth rates, the authors note. The
IMF, for instance, projects that Chinese
growth will slow almost imperceptibly
over the next five years, from about 7.4%
this year to 6.3% by the end of the decade.
Yet Messrs Pritchett and Summers point
out that if it is possible to infer anything
from past patterns of growth around the
world, it is that economies suffer from “re-
gression to the mean”: growth rates in
countries that have been growing fast tend
to drop, often sharply, toward the long-run
global average (of about 2% growth per
year in real GDP per person).

Given this tendency, China’s long spell
of breakneck growth—of more than 6% a
year since 1977—already stands out. It is, the
authors reckon, the longest such spell
“quite possibly in the history of mankind,
but certainly in the data”. In almost every
other remotely comparable episode, very
fast growth ended in a sharp slowdown,
with a median drop in the growth rate of
4.7 percentage points. The IMF’s forecast of
China’s growth over the next five years
may seem slightly bearish, but it is wildly
optimistic by historical standards.

China bulls may ask what it is that will
hobble China’s growth, but the authors
reckon the question should be reversed:
the onus is on the bulls to explain why Chi-
na should continue to defy history. Slow-
downs often occur despite seemingly
sound prospects: both Brazil in 1980 and Ja-
pan in 1991 looked like juggernauts, yet
they managed scarcely any growth at all in
real GDP per person over the following 20
years. A slowdown is not a sign of failure,
they say; rather, persistent rapid growth
suggests unusually good fortune or policy.

In China that has meant a broad move
toward more liberal markets. The authors
suggest that the way forward is treacher-
ous, however. Richer countries are almost
uniformly much more democratic than
China. Yet a democratic transition (were
China to embarkon one) nearly always co-

incides with a period of falling growth
(one notable exception being South Korea
in the 1980s). For China to maintain its cur-
rent rate of growth, in other words, it
would have to beat long odds on multiple
bets. The surest of historical rules of
thumb implies that 20 years from now,
China’s economy, measured by market ex-
change rates, will probably still be smaller
than America’s (see chart). 7

China’s future growth

Even dragons tire

A newstudy asks howlong the Chinese
economy can defy the odds
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SPEND a few days in Yangon, and you
can almost believe you are in a country

with a functioning financial sector. ATMs,
completely absent just a few years ago,
now dot the city. Credit cards are increas-
ingly (though still not widely) accepted. 

Outside the big cities, however, this fa-
çade falls away. As of last September
Myanmar’s 24 banks—four of which are
wholly state-owned and another 11 of
which are at least partially government-

owned or managed—had a total of 863
bank branches. Thailand, with just 14m
more people, had nearly 7,000 more
branches; the number of branches per per-
son in Myanmar barely exceeds the level
of South Sudan, and falls short of Afghani-
stan’s and Haiti’s. A report from the Inter-
national Finance Corporation, published
in 2013, estimated that just 5% of Burmese
use formal financial services. 

What banks exist suffer from both re-
strictions of little prudential value and an
antiquated financial system. Loans, for in-
stance, mustbe highlycollateralised—often
up to double the amount of the loan—with
only a few things (land, gold, some export
commodities) accepted as collateral. Loans
cannot be made for more than a year,
though forhigh fees theycan be rolled over
for another year or two. By law the interest
rate for borrowers is capped at 13% a year;
deposit rates cannot be less than 8% annu-
ally. Small wonder that bank lending as a
share of GDP is lower in Myanmar than all
but a handful ofcountries. 

State banks are large, inefficient and un-
competitive (what dynamism exists in
Myanmar’s banking sector has nearly all
come from better capitalised and less re-
stricted private banks). But most private
banks are owned by commercial conglom-
erates, and tend to lend to otherbusinesses
within their groups, making credit difficult
to access for anyone else. Interbank activi-
ty and the supervisory capacity of Myan-
mar’s central bank are severely limited.
Payments are cleared manually, in cash,
which means an enormous amount of
time and labour is devoted to moving large
numbers of banknotes between banks
and branches. It is counted at each step—no
small task, given that Myanmar’s largest
note is 10,000 kyat, worth $10. Counting a
new car’s worth, say, can take hours. 

It was not always thus: before Myan-
mar’s military junta nationalised the
banks in 1963, 14 foreign banks operated in
the country—more than anywhere else in 

Banking in Myanmar

Twinned with
South Sudan

YANGON

Myanmarhas licensed a fewforeign
banks. Its financial sector is still broken

Spot the gilded facade
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2 South-East Asia. On October 1st, Myan-
mar’s government welcomed foreign
banks back into the country, granting nine
of them preliminary licences.

But the foreign banks, which have a
year to get up and running, will be permit-
ted to do much less than many had hoped:
in essence, their role will be to service large
foreign businesses, of which there are not
many. They will be limited to one branch
each; they will be barred from retail opera-
tions and they will be allowed to lend only
to foreign companies in foreign currency,
unless they channel kyat loans to local
companies through local banks.

That is a pity. By lending directly to Bur-
mese companies, the foreign institutions
could not only have boosted their access to
credit, but also helped them modernise.
Perhaps more importantly, they could
have helped breakpolitical cronies’ grip on
the country’s banking sector, thus opening
up a system in desperate need of growth
and liberalisation. Sean Turnell, an Austra-
lian economist who advises Aung San Suu
Kyi, Myanmar’s opposition leader, warns
that a broader bill on financial reform re-
mains “stuck amid parliamentary squab-
bling” and will end up “a considerably less
liberal document than it began”. That,
along with the limited role for foreign
banks, is “an opportunity lost”. 7

Fannie Mae and Freddie Mac

Structurally unsound

WHEN politicians bashed Wall Street
for its reckless mortgage lending in

the wake of the subprime crisis, bankers
retorted that it was the politicians’ enthu-
siasm for expanding home ownership,
even if it meant small deposits and low
credit standards, that had really foment-
ed the disaster. Yet that enthusiasm is
undimmed: in a speech on October 20th
Mel Watt, head of the Federal Housing
Finance Authority (FHFA), announced
plans to reintroduce mortgages with
deposits as low as 3% through Fannie
Mae and Freddie Mac, the two govern-
ment-backed housing giants it regulates.

Both Fannie and Freddie were bailed
out during the financial crisis. There was
much talk in Congress ofwinding them
down; in the meantime, they tightened
loan requirements to limit the risk to
taxpayers. But that changed when Barack
Obama appointed Mr Watt, a congress-
man from North Carolina and long-term
evangelist for home ownership.

Fannie and Freddie do not issue mort-
gages. Instead, they buy them from banks
and guarantee the securities into which
they are bundled for resale. Over the past
two years many big mortgage lenders
have paid billions ofdollars in fines and
been forced to buy backpiles ofdud
loans on the grounds that they did not
conform to Fannie’s and Freddie’s rules.
These settlements were controversial, in
that the pair had actively sought out risky

mortgages to satisfy their mission to
promote “affordable housing”.

In response, many banks have
stopped lending to riskier borrowers. The
new rules announced by Mr Watt are
supposed to entice them to resume by
narrowing the circumstances under
which they can be held at fault. The
banks, which hold buckets ofsurplus
deposits and are eager for safe ways to
deploy them, are pleased, since the risks
ofmaking loans with low deposits will
once again rest with Fannie and Freddie.

This weeka consortium offederal
agencies also announced new standards
that would permit banks to securitise
and sell mortgages without retaining a 5%
stake—leaving them little incentive to
maintain high lending standards. In 2011
these agencies had suggested that such
securities should only include mortgages
with a minimum deposit of20% and
monthly repayments ofno more than
35% of the borrower’s income. In the end
they raised the loan-to-income ratio to
43% and dropped the minimum deposit
entirely. The reason for the weaker stan-
dard, they said, was the concern that
“additional constraints on mortgage-
credit availability” might “disproportion-
ately affect LMI (low-to-moderate-in-
come), minority or first-time home-
buyers.” Whether the lackofconstraints
might disproportionately affect taxpay-
ers, the regulators did not say.

New York

America restores the weaklending standards that led to the housing crash

IN OCTOBER1987 the landmarkprivatisa-
tion of British Petroleum (now BP) was

derailed by “Black Monday”, a big stock-
market crash. Pakistan’s planned divest-
ment of a 7.5% stake in OGDCL, a listed but
largely state-owned oil firm, has not been
quite as cursed, but the circumstances
could be more propitious. Pakistan’s gov-
ernment has been on the back foot follow-
ing street protests in August and Septem-
ber. A nuisance suit to stop the sale was
quashed this week by the Supreme Court.
But there is likely to be a further delay
while OGDCL publishes its results. Mean-
while the oil price has fallen sharply, as
have stockmarkets around the world.

The good news for Pakistan’s govern-
ment is that the appetite for local assets has
been strong. Since the start of 2012 MSCI’s
index of Pakistani shares has risen by 60%
in dollar terms—ahead of global indices as
well as Pakistan’s peers among frontier
markets, which are less liquid and less
open to foreign capital than others (see
chart). The surprise is that the market did

not fall further over the torrid summer.
That was thanks largely to foreigners, who
kept piling in even as jittery locals began
selling. They bought a net $36m-worth of
shares in August, when the protests were
at theirheight, and a further$53m-worth in
September. 

The market’s bull run began in 2012

when a tax amnesty allowed previously
hidden cash to be invested in stocks. For-
eigners’ interest was piqued after elections
in May of last year which led to the coun-
try’s first ever handover from one civilian
government to another. The new one was
seen as friendlier to business and took ad-
vice and credit from the IMF. Reforms were
drafted and privatisations scheduled. A $2
billion bond issue this April was many
times oversubscribed. 

This was encouraging for a country
more often seen asa cauldron ofinstability
than as a fount of opportunity. Pakistan re-
mains at the wrong end of international
rankings of corruption, human develop-
ment and security. But it is almost mid-ta-
ble in the World Bank’s international com-
parison of the “ease of doing business”,
scoring higher than either Brazil or India.
Pakistan’s listed firms have a handsome
average return on equity ofmore than 25%.
The market is cheap relative to its frontier-
market peers, with shares priced at 8.5
times earnings on average.

Pakistan’s stockmarket

Oil on troubled
waters

MUMBAI 

Despite constant political upheaval,
Pakistan’s stockmarket is doing well 

Pure returns
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2 Pakistan’s market also spans lots of in-
dustries with a variety of well-run firms in
each, says Andrew Brudenell, who runs a
$700m frontier fund for HSBC which has a
tilt towards Pakistan. Such diversity is in
part a product of successive governments’
habit of privatisation by fits and starts: no
fewer than 169 chunks of state-owned
firms have been offloaded since 1991. The
two most recent sales, in June, were of a 5%
stake in Pakistan Petroleum, another oil
firm, and of the state’s 20% shareholding in
United Bank. 

The more shares that float freely, the
bigger the weighting Pakistan earns in the

stockmarket indices that act as industry
benchmarks. It is already the fourth-big-
gest frontier market, following the promo-
tion of United Arab Emirates and Qatar to
MSCI’s emerging-market index in June.
This may explain the continued buying of
its stocks during the turbulent summer.
The sale of the stake in OGDCL is thus piv-
otal. It will not only give the stockmarket
greaterdepth, but also add to Pakistan’s de-
pleted currency reserves if, as expected,
foreigners are the main buyers. The seven
further privatisations in the pipeline
should bring similar benefits. None of
them is an oil company. 7

A p/e of 8.5 and plenty of leather seats

FEW people in Africa are fortunate
enough to have savings to fall back on in

their old age. Having enrolled in a volun-
tary state-run pension scheme, Stephen
Okikiola was always luckier than most.
But it was not until Nigeria obliged firms
with five or more employees to provide
workerswith pensions in 2004 that the for-
merpharmaceuticalsexecutive reallystart-
ed accumulating cash. “It’s good to be able
to rely on those monthly payments now
that I am retired,” he says.

Nigeria has spent a decade resurrecting
its pension system. Back at the turn of the
century, government employees were en-
rolled in a defined-benefit system (in
which eventual payments are fixed). It had
run up unfunded liabilities of 2 trillion

naira ($12.9 billion). Governments seldom
put aside enough money to pay existing
pensioners, let alone to cover future costs.
Retirees often went unpaid. Most private
companies, meanwhile, ignored their obli-
gation to provide pensions for their work-
ers. At those that did, allegations of mis-
management and fraud abounded.

All this changed with the reforms of
2004, which not only instituted manda-
tory pensions at most private firms, but
also converted the government scheme
from defined-benefit to defined-contribu-
tion (in which the risk of poor investment
returns lies with the participants, not the
sponsor). The management of the govern-
ment scheme was also outsourced, and a
regulator created to oversee the industry.

Since 2005, pension schemes’ assets have
grown by more than 25% a yearon average,
to about 4.2 trillion naira ($26 billion).

That is still a relatively small amount,
especially when judged against the gov-
ernment’s massively expanded estimate
of the size of the Nigerian economy. In
April it nearly doubled its tally of GDP to
$510 billion. That reduced pension-scheme
assets to about 5% of GDP, compared to
170% in the Netherlands, 131% in Britain and
113% in America.

Moreover, the vast majority of Nigeri-
ans work in informal jobs, and so do not
have a pension: of a working population
of perhaps 80m people, only around 6m
participate in any sort of scheme. The gov-
ernment is trying to rectify that, too: a fresh
set of reforms, passed in July, extended the
obligation to provide a pension to firms
employing three or more people. It also in-
creased mandatory contributions from
7.5% of salary for both workers and em-
ployers to 8% and 10% respectively. 

Asa result, savingsare expected to grow
further. By law, all the money must be in-
vested in Nigeria. The intention is to build
a big pool of local cash that will reduce the
country’s dependence on foreign aid,
loans and investment. That goal has
seemed all the more pressing since the
prospect of rising interest rates in America
caused an exodus of cash from emerging
markets last year. 

Nigeria’s overwhelmed infrastructure
needs billions of dollars a year in invest-
ment. Pension schemes looking for long-
term, local investments to match their li-
abilities could fund desperately-needed
roads, ports, railways and houses. Pen-
Com, the national regulator, is trying to
promote investments in electricity genera-
tion, perhaps via the government’s huge
privatisation programme. It also wants
more forays into private equity.

As things stand, however, pension
funds are shunning alternative assets.
Overall, infrastructure accounts for less
than 2% of theirassets, compared with 68%
for government bonds and 13% for shares.
That is partly because there are only two
registered infrastructure funds in Nigeria
and no dedicated infrastructure bonds, ac-
cording to Stanbic IBTC Pension Managers,
Nigeria’s biggest pension-fund administra-
tor. These are new and intimidating asset
classes for local fund managers, says
Kayode Akindele, of46 Parallels, an invest-
ment manager.

Meanwhile, for the lucky few, life has
improved. Former civil servants say they
no longerhave to queue forhours to collect
their payments—the money goes straight
to their accounts. And things have become
more transparent. “Ghost workers” used to
account fora huge proportion ofpayments
disbursed, according to Demola Sogunle,
the bossofStanbic. Those days, he says, are
now over. 7

Pensions in Nigeria

Fewer ghosts, more savings

LAGOS

Afteran unpromising start, Nigeria is beginning to encourage local saving and
investment
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COULD the hottest trend in investment
management be the greatest danger to

financial stability? Exchange-traded funds
(ETFs)—pooled portfolios of assets that
trade on stockmarkets, usually linked to an
index—have grown from a total value of
$416 billion in 2005 to $2.5 trillion today.
Their rapid growth has left regulators wor-
rying about what might happen if the
money that has flowed into ETFs decides
to flow out again.

Investors can sell their holdings in ETFs
throughout the day, but the assets of some
ETFs may be hard to sell immediately. One
obviousarea is the corporate-bond market,
where banks have retreated from trading,
and so hold less inventory. There are some
46,000 separate bond issues, not all of
which will find ready buyers during a rout.

In other words, there is a potential mis-
match between the liquidity of the funds
and the liquidity of the assets they own. A
stampede out of ETFs might cause a fire
sale ofassets thatwould ripple through the
financial system. Defenders of the indus-
try, however, say these concerns are over-
stated; after all, it weathered the sell-off in
equities and corporate bonds in 2008-09. 

To understand ETFs fully you need to
know about their antecedents. They are
the crossbred offspring of two earlier types
of pooled portfolios: mutual funds (or unit
trusts) and investment trusts. From the for-
mer, ETFs have inherited an open-ended
structure, meaning that the size of the fund
rises and falls in line with demand from in-
vestors. From the latter, ETFs have inherit-
ed the ability to be traded between inves-
tors on a stockexchange (mutual funds can
only be bought and sold once a day,
through the manager of the fund).

This hybrid has immense appeal. For
retail investors, ETFs provide a cheaper
route into many assets than that provided
by most fund managers: the average ex-
penses on an ETF are around 0.25% a year
compared with the 1-2% charged by most
mutual funds. The biggest ETF, which
tracks the S&P 500 index, has expenses of
just 0.09% a year. The range of assets cov-
ered by ETFs (from property to emerging-
market bonds) provide an easy way for
wealth managers to give their clients expo-
sure to different markets. And ETFs provide
a quickwayforbig investors to getaccess to
a marketwhile theyworkoutwhich shares
or bonds to buy. 

An ETF is created by a fund-manage-
ment company, which chooses which in-

dex to follow and markets the fund to cli-
ents. BlackRock, through its iShares brand,
is by far the largest ETF manager; Vanguard
and State Street are its biggest competitors.
If the index is liquid enough—a leading
stockmarket, say—the managermight repli-
cate it, buying all the stocks or bonds and
weighting them to match the proportions
in the benchmark. More commonly, the
manager will choose a representative sam-
ple of securities intended to track the in-
dex, and adjust thatsample over time to try
to keep in sync with the benchmark. Al-
most as important for the ETF are the au-
thorised participants, or APs, which act as
marketmakers. The APs, most ofwhich are

banks, help to keep the share price of the
ETF close to the value of the underlying as-
sets. Imagine that one big investor in an
ETF with, say, a 10% stake, wanted to sell its
holding in a single day. There might not be
ready buyers for such a large holding, caus-
ing the ETF to fall to a price below the value
of the assets it owns.

To avoid this, the APsact to balance sup-
ply and demand. If the ETF is expanding
(more people want to buy shares than to
sell), then the AP puts in an order to the
fund manager for a block of new shares,
dubbed creation units, in the ETF. In return,
it transfers a bundle of securities, based on
the index the fund is tracking, to the man-
ager (this bundle is known as the creation
basket). If the ETF is shrinking (more peo-
ple want to sell than to buy), then the AP

sells creation units to the fund manager
and receives in return a bundle of securi-
ties known as the “redemption basket”. 

The AP can also keep the price of the
fund in line with its assets through arbi-
trage. The asset value of the ETF is pub-

lished on a regular basis during the day; if
the price of the ETF is higher than its under-
lying assets, then the AP (or any big inves-
tor) can sell ETF shares and buy the under-
lying assets. If the price is lower, they can
buy ETF shares and sell the assets.

So how might this process go wrong?
One obvious danger might be the role of
the APs. If they fail to make a market in the
security, then the price could get out of kil-
ter with the asset value of the fund. Alter-
natively, they might go bust in the middle
of the creation or redemption process,
which takes three days to complete. That
might leave the ETF short of the shares
needed to top up the fund (and match its
benchmark) or the cash to pay its investors. 

The industry says that it is well protect-
ed against such events. First, it does not de-
pend on a single marketmakerorAP; Black-
Rock says it uses more than 40 across its
range of funds. Second, most ETF trades in
America are conducted through a clearing
house such as the National Securities
Clearing Corporation (NSCC) which will
stand behind the deal if the AP fails. Where
a trade is not conducted that way, the AP

will be required to post collateral; if it goes
bust, the ETF gets the collateral. Third, the
vast majority of trades occur between
stockmarket investors, not between the
ETF managerand an AP. An analysis by the
Investment Company Institute, an indus-
try lobby group, found that only 9% of all
trades were creations and redemptions for
equity ETFs and 19% for bond funds. Even
for the bond funds, daily creations and re-
demptions were just 0.34% ofasset value.

What about the liquidity mismatch?
There was a good test of the system’s ro-
bustness during the summer of2013, when
the Federal Reserve hinted it might soon
start reducing its asset purchases. This
caused a sell-off in bond markets, dubbed
the “tapertantrum”. One bond fund, Black-
Rock’s high-yield ETF, traded $1 billion in a
day. Even then the amount of secondary
trading (between investors) outstripped
primary trading (between the manager
and the AP) by five-to-one, BlackRock says.
The ETF traded brieflyata discountof 2% to
its net asset value, but it quickly corrected.
When markets wobbled earlier this
month, there were no reports ofproblems.

Even in the case of corporate-bond
funds, it is hard to see how things could go
badly wrong. The total assets of corporate-
bond ETFs are $141 billion, compared with
annual bond issuance of $3.2 trillion in
2013. In other words, ETFs comprise only a
tiny part of demand for the asset. Unlike
banks or hedge funds, most ETFs do not
use borrowed money, or leverage. There
will doubtless be individual ETFs that get
into trouble in the future; there will proba-
bly be scandals. Some will suffer spectacu-
lar falls in value, just as technology funds
plunged in the early 2000s. But that does
not make them a systemic threat. 7

Exchange-traded funds

Emerging Trouble in the Future?

Regulators are worried that a trendy newproduct will sowinstability

The only way is up
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IN THE OECD, a club mostly ofrich countries, nearly 45m people
are unemployed. Of these, 16m have been seeking work for

overa year. Manyput thisapparently intractable scourge down to
workers’ inadequate skills or overgenerous welfare states. But
might geography also play a role? 

In a paper* published in 1965, John Kain, an economist at Har-
vard University, proposed what came to be known as the “spa-
tial-mismatch hypothesis”. Kain had noticed that while the un-
employment rate in America as a whole was below 5%, it was
40% in many black, inner-city communities. He suggested that
high and persistent urban joblessness was due to a movement of
jobs away from the inner city, coupled with the inability of those
living there to move closer to the places where jobs had gone, due
to racial discrimination in housing. Employers might also dis-
criminate against those that came from “bad” neighbourhoods.
As a result, finding work was tough for many inner-city types, es-
pecially ifpublic transport was poor and they did not own a car. 

For the past 50 years, urban economists have argued over
Kain’s theory. Some, like William Julius Wilson, then of Chicago
University, pointed to the decline of inner-city manufacturing to
explain the sharp spike in poverty in black inner-city neighbour-
hoods between 1970 and 1980—in keeping with Kain’s logic. Oth-
ers, like Edward Glaeser, anotherHarvard economist, suggest that
spatial mismatch is overblown. There may indeed be a correla-
tion between where people live and their chances of finding a
job. But the connection may not be causal: people may live in bad
areas because they have been shunned by employers, either for
lackofskills or because of racial discrimination.

Until recently economists did not have adequate data to back
up their opinions. Studies used cross-sectional data—a snapshot
of an economy at a single point in time—which made it hard to
disentangle cause and effect. Did someone live in a bad area be-
cause theycould notfind a job, orwas itmore difficult to find a job
because they lived in a bad area? It was also hard to know quite
how inaccessible a particular job was. Researchers could calcu-
late the distance between homesand job opportunitiesbut strug-
gled to estimate how much time it would take to get from one to
the other by car or public transport. And the research was marred
by small samples, often all from a single city.

A new paper, published by the National Bureau of Economic
Research, avoids these pitfalls. It looks at the job searches ofnear-
ly 250,000 poor Americans living in nine cities in the Midwest.
These places contain pockets of penury: unemployment in inner
Chicago, for instance, is twice the average for the remainder ofthe
city. Even more impressive than the size of the sample is the rich-
ness of the data. They are longitudinal, not cross-sectional: the
authors have repeated observations over a number of years (in
this case, six). That helps them to separate cause and effect. Most
importantly, the paper looks only at workers who lost their jobs
during “mass lay-offs”, in which at least 30% of a company’s
workforce was let go. That means the sample is less likely to in-
clude people who may live in a certain area, and be looking for
work, for reasons other than plain bad luck. 

For each worker the authors build an index of accessibility,
which measures how far a jobseeker is from the available jobs,
adjusted for how many other people are likely to be competing
for them. The authors use rush-hour travel times to estimate how
long a jobseeker would need to get to a particular job.

If a spatial mismatch exists, then accessibility should influ-
ence how long it takes to find a job. That is indeed what the au-
thors find: jobs are often located where poorer people cannot af-
ford to live. Those at the 25th percentile of the authors’ index take
7% longer to find a job that replaces at least 90% of their previous
earnings than those at the 75th percentile. Those who commuted
a long way to their old job find a new one faster, possibly because
they are used to a long trek. 

The annihilation of space with time
Other papers suggest that workers may be in the wrong place. A
study from the Brookings Institution, a think-tank, finds that pov-
erty in America has become more concentrated over the past de-
cade. During the 2000s the number of neighbourhoods with
poverty rates of 40% or more climbed by three-quarters. Unlike
Kain’s day, though, poverty is growing fastest in the suburbs, not
the inner cities. Pockets of concentrated poverty also tend to suf-
fer from bad schools and crime, making them even more difficult
to escape.

Spatial mismatch is not just an American problem. Apaper by
Laurent Gobillon of the French National Institute for Demo-
graphic Studies and Harris Selod of the Paris School of Econom-
ics finds that neighbourhood segregation prevents unemployed
Parisians from finding work. Another study, conducted in Eng-
land, concludes that those who live far from jobs spend less time
looking for work than those who live nearby, presumably be-
cause they think they have little hope offinding one. 

All this has big policy implications. Some suggest that govern-
ments should encourage companies to set up shop in areas with
high unemployment. That is a tall order: firms that hire unskilled
workersoften need to be nearcustomersorsuppliers. A betterap-
proach would be to help workerseither to move to areas with lots
of jobs, or at least to commute to them. That would involve scrap-
ping zoning laws that discourage cheaper housing, and improv-
ing public transport. The typical American city dweller can reach
just 30% of jobs in their city within 90 minutes on public tran-
sport. That is a recipe for unemployment. 7

The geography of joblessness

The difficulty people have in getting to jobs makes unemployment unnecessarily high
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NOTICE OF A JUDICIAL INSTRUCTION PROCEEDING IN CONNECTION WITH THE  
ACCEPTANCE OF THE SETTLEMENT AGREEMENT WITH JPMORGAN

NOTICE IS HEREBY GIVEN TO THE HOLDERS OF CERTIFICATES, NOTES OR OTHER  
SECURITIES OF THE RESIDENTIAL MORTGAGE-BACKED SECURITIZATION TRUSTS AND  

LOAN GROUPS (THE “CERTIFICATEHOLDERS”) IDENTIFIED IN EXHIBIT A HERETO  
(THE “OCTOBER 1 ACCEPTING TRUSTS”) AND OTHER PERSONS POTENTIALLY INTERESTED  

IN THE OCTOBER 1 ACCEPTING TRUSTS. THE ACCEPTANCE OF THE SETTLEMENT  
AGREEMENT COULD MATERIALLY AFFECT THE INTERESTS OF THE CERTIFICATEHOLDERS.

NOTICE IS HEREBY GIVEN TO THE CERTIFICATEHOLDERS BY:

LAW DEBENTURE TRUST COMPANY OF NEW YORK
U.S. BANK NATIONAL ASSOCIATION
WELLS FARGO BANK, NATIONAL ASSOCIATION
WILMINGTON TRUST, NATIONAL ASSOCIATION

EACH, IN ITS CAPACITY AS TRUSTEE, SEPARATE TRUSTEE, AND/OR SUCCESSOR TRUSTEE OF THE OCTOBER 1 ACCEPTING 
TRUSTS (THE “OCTOBER 1 ACCEPTING TRUSTEES”).  CUSIP NUMBERS TO WHICH THIS NOTICE RELATES MAY BE FOUND AT: 
HTTP://WWW.RMBSTRUSTEESETTLEMENT.COM/LIST_OF_RMBS_TRUSTS.PDF.  

Dated:  October 14, 2014 

This notice (“Notice”) is given to you by the October 1 Accepting 

Trustees and relates to the RMBS Trust Settlement Agreement entered 

into as of November 15, 2013 and modi!ed as of July 29, 2014  

(the “Settlement” or “Settlement Agreement”), by a group of 

twenty-one (21) institutional investors and JPMorgan Chase & 

Co. and its direct and indirect subsidiaries, which is available at:  

http://www.rmbstrusteesettlement.com/docs/Modified_Proposed_

Settlement_Agreement.pdf.  Capitalized terms used in this Notice and not 

otherwise de!ned have the meanings assigned to them in the Settlement 

Agreement. 

On August 1, 2014, certain of the Accepting Trustees (the “August 

1 Accepting Trustees”) accepted the Settlement on behalf of certain  

residential mortgage-backed securitization trusts and loan groups within 

such trusts (the “August 1 Accepting Trusts”) for which they respectively 

serve as trustee, indenture trustee, separate trustee, and/or successor trustee, 

subject to Final Court Approval.  On August 3, 2014, the August 1 Accepting 

Trustees !led a petition seeking judicial approval of their decision to accept 

the Settlement on behalf of the August 1 Accepting Trusts and commenced 

a judicial instruction proceeding pursuant to CPLR § 7701, In the matter 

of the application of U.S. Bank National Association, et al. (Index No. 

652382/2014) (the “Article 77 Proceeding”), in the Supreme Court of the 

State of New York, County of New York (the “Court”).  

On October 1, 2014, the October 1 Accepting Trustees accepted 

the Settlement on behalf of the October 1 Accepting Trusts, subject 

to Final Court Approval.  Under the terms of the Settlement, the  

October 1 Accepting Trustees are now Accepting Trustees with respect to the 

October 1 Accepting Trusts. 

On October 2, 2014, the Accepting Trustees (including the August 1 

Accepting Trustees and the October 1 Accepting Trustees) !led with the Court 

an amended petition (“Amended Petition”) adding the October 1 Accepting 

Trusts (together with the August 1 Accepting Trusts, the “Accepting Trusts”) 

to the Article 77 Proceeding.  In the Article 77 Proceeding, the Accepting 

Trustees are seeking a judgment that the Accepting Trustees’ acceptance 

of the Settlement on behalf of the Accepting Trusts was a reasonable and 

good faith exercise of the Accepting Trustees’ authority under the applicable 

transaction documents governing the Accepting Trusts, and barring holders 

of certi!cates, notes or other securities of the Accepting Trusts from asserting 

claims against the Accepting Trustees with respect to the Accepting Trustees’ 

evaluation and acceptance of the Settlement and implementation of the 

Settlement in accordance with its terms.  

The Court has issued an order providing, among other things, that 

anyone having an interest in the Accepting Trusts (including the October 1 

Accepting Trusts) show cause before the Court at IAS Part 60, to be held 

at the Courthouse, 60 Centre Street, New York, New York, on the 16th 

day of December, 2014, at 10:00 a.m., or as soon thereafter as counsel 

may be heard, why an order should not be issued, pursuant to CPLR § 

7701, granting judgment in favor of the Accepting Trustees (including the  

October 1 Accepting Trustees) in their respective capacities as trustees, 

indenture trustees, separate trustees, and/or successor trustees for the 

Accepting Trusts (including the October 1 Accepting Trusts), on the 

Amended Petition.  The Court’s order further provides that, except for good 

cause shown, no person shall be heard and nothing submitted by any person 

shall be considered by the Court in objection to the Settlement unless a 

written notice of intention to appear along with a statement of such person’s 

objection to any matters before the Court and the grounds therefor, as well as 

all documents such person desires the Court to consider, shall be !led with 

the Court and served upon counsel for the Accepting Trustees (including the  

October 1 Accepting Trustees) and counsel for any other petitioner(s) 

or person who has been granted leave to intervene, on or before  

November 3, 2014.

Additional details regarding the Article 77 Proceeding, as well as a longer 

form of this Notice and certain other relevant notices and information, are 

available at: http://www.rmbstrusteesettlement.com/index.php.

List of October 1 Accepting Trusts

Accepted subject to Final Court Approval in a judicial instruction proceeding 

as set forth in Section 2.03(c) of the Settlement Agreement.

Unless otherwise indicated, acceptance is with respect to all loan groups or 

sub-loan groups, if applicable, of a particular trust.

U.S. Bank National Association, as Trustee

BSABS 2007-HE4, Loan Group I only

BSMF 2006-SL2

BSMF 2006-SL3

BSMF 2006-SL4

BSMF 2006-SL6

BSMF 2007-SL1, Group 2 only

BSMF 2007-SL2

JPMAC 2006-HE3, Group 2 only

JPMAC 2006-WF1

Wells Fargo Bank, National Association, as Trustee

Law Debenture Trust Company of New York, as Separate Trustee

BSMF 2007-AR1, Loan Group II

Wilmington Trust, National Association

BALTA 2006-5, Group I 

BALTA 2006-8, Groups I & II 

BALTA 2007-1, Group I 

BSAAT 2007-1, Groups I & II 

SACO 2006-9

SACO 2006-10

SACO 2006-12, Group I 

SAMI 2007-AR7, Groups I & II

Exhibit A
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For daily analysis and debate on science and
technology, visit

Economist.com/science

1

IN THE battle against Ebola, mobile
phones could be invaluable—not just in

themselves, as devices that can be used to
send people public-health information or
let them call helplines, but also because of
the data they generate. Phone companies
use call-data records, or CDRs, to manage
their networks and bill their customers.
These records include a caller’s identity,
the time of the call, the phone tower that
handled it and the number called. Other
data which the firms collect can identify
where a phone is even if it is not being
used, because phones constantly send out
signals so that their location is known, to
enable them to receive calls. 

CDRs can therefore tell epidemiologists
where people have been, when—and per-
haps also where they are headed, based on
their past movements. Analysing the re-
cords has proved helpful in tracking the
spread ofdiseases on previous occasions. 

For instance, a study conducted by the
Karolinska Institute, in Stockholm, in the
wake of the earthquake and cholera out-
break in Haiti in 2010, used CDRs from al-
most 2m subscribers, gathered over the
course of200 days, to provide a more accu-
rate measure of where people fled than of-
ficial estimates could manage. Another
piece of research, published in Science in
2012 by researchers at Carnegie Mellon
University, Harvard and elsewhere ana-
lysed a year’s worth ofCDRs from 15m Ken-
yans. This suggested that many cases of

ing work on CDRs in health crises, have
been in discussions with local mobile-
phone operators. The group has tried to get
access to the phone companies’ records, to
build detailed maps of where people are,
where they are travelling to, and the effects
of government health warnings and travel
advisories on the public’s movements. 

At the same time, the mobile industry’s
trade group, the GSMA, which has worked
on technical standards and legal codes to
facilitate access to CDRs, took the lead so
that researchers could speak with one
voice to request data. When the crisis esca-
lated this summer, several United Nations
agencies became involved as well. 

But from then on it became a muddle.
After lots of discussions in September, the
process fell apart. The GSMA, set up to be
its members’ vassal, has been unable to be-
come their leader. The UN groups turned
their attention to other problems, leaving
researchers frustrated that the valuable re-
cords exist, but remain inaccessible despite
the gravity of the crisis.

Releasing the data, though, is not just a
matter for firms, since people’s privacy is
involved. It requires government action as
well. Regulators in each affected country
would have to order operators to make
their records accessible to selected re-
searchers, who would have to sign legal
agreements specifying how the data may
be used. Technically, this is fairly straight-
forward: the standards are well estab-
lished, as are examples of legal terms.
Orange, a big mobile operator, has made
millions of CDRs from Senegal and Ivory
Coast available for research use for years,
under its Data for Development initiative.
Rather, the political will to do this among
regulators and operators in the region
seems to be lacking.

Cynics might be tempted to blame
what seasoned experts in international de-

malaria in Nairobi did not actually start in
that city but were carried there from else-
where. The telephone data were, more-
over, able to identify the places that had
the highest probability of spreading the
disease—useful information for Kenya’s
hard-pressed health service. And, in a third
example of the value of CDRs in analysing
epidemics, Vanessa Frías-Martínez and
others at Telefonica Research in Madrid
showed that, during the Mexican swine-
flu epidemic in 2009, medical alerts did
not achieve their aim of reducing mobility
whereas shutdowns of shops, offices and
so on imposed by the government did—
and this, in turn, did reduce the number of
infections below what might otherwise
have been expected. 

In each ofthese cases, the data were his-
torical. But there is no reason why CDRs
should not be analysed as they come in.
That would mean an epidemic’s details
could be tracked as they unfolded, and re-
sponses organised. In the case of the Ebola
outbreak in west Africa, this might make a
huge difference. But it is not happening.

Crossed wires
That is not for want of trying on the part of
researchers, industry executives, charities
and official bodies. Since the first signs of
the outbreakearlier thisyear, researchers at
Flowminder, a group of epidemiologists
from the Karolinska, Harvard and else-
where that has done much of the pioneer-

Ebola and big data
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Mobile-phone records would help combat the Ebola epidemic. But getting to look
at them has proved hard
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2 velopment refer to as “West Africa Interna-
tional Time” (also known as WAIT). But in
this case bureaucratic slowness is not the
main problem. Privacy is a factor, as is the
risk of disclosing commercial information
to rivals—things which would be worries
anywhere. But the biggest culprit is novel-
ty. Because there is no precedent for using
CDRs in an emergency like Ebola, it is hard
to bring the parties together at a high-
enough political or management level to
make decisions. 

Indeed, the UN agency overseeing tele-
coms standards, the International Tele-
communicationsUnion, is in the midst ofa
high-level diplomatic conference in Busan,
South Korea, that will last until November
7th. Yet only a single meeting on CDR ac-
cess was added to the agenda at the last mi-
nute. This underscores the degree to which
the world’s institutions have a hard time
responding at the pace needed to tackle
this particular woe.

Still, researchers are optimistic that
small, pilot projects may create enough
momentum to encourage governments to
release data more widely. One, in Liberia,
is orchestrated by America’s Centres for
Disease Control and Prevention. Its re-
searchers have advised the health minis-
try, and local phone companies, on how to
analyse aggregated data about calls to the
country’s Ebola helpline. That should pro-
vide information about how the disease is
spreading. But the data are not being re-
leased to those with the best qualifications
to unlock their insights; they are simply be-
ing analysed by researchers locally. Mean-
while time, and the virus, march on. 7

The fuzzy patch in the middle of this picture is Comet Siding Spring, so called after the
Australian observatory that discovered it. As an astronomical body, it is of little
consequence. Visitors like it, from the Oort cloud of comets that forms the outer edge of
the solar system, arrive several times a year. But this one, when its orbit was first
plotted after its discovery in January 2013, caused excitement because it looked as
though it might hit Mars. Sadly for the world’s astronomers, it quickly became apparent
that what would actually happen was a near miss. But that approach (140,000km at its
closest), which took place on October 19th, meant Opportunity, one of the American
rovers on Mars’s surface, was able to take this photograph of the comet as it passed by.

A close encounter with Mars

IT IS not quite do-it-yourself IVF, but it is
close. An INVOcell, brainchild of Claude

Ranoux of INVO Bioscience, in Medford,
Massachusetts, is a device that allows a
woman employing it to use her own body
as an incubator for the embryos she hopes
to have implanted, rather than relying on a
machine to do the job. Several trials have
suggested it is safe, and could be as effec-
tive as conventional IVF—and it has al-
ready been approved for use, in certain cir-
cumstances, in Europe, and in parts of the
Middle East and South America, though
not yet in the United States. 

The latest trial, presented to the Ameri-
can Society for Reproductive Medicine’s
annual meeting, in Honolulu, on October
22nd, by Kevin Doody, of the Centre for As-
sisted Reproduction, in Bedford, Texas, and
his colleagues, indicates that it could be
cheaper than conventional IVF, too. Dr
Doody has refined the way INVOcells are
used, to create a method that could halve
IVF’s cost.

The first part of Dr Doody’s method
streamlines the process of egg collection.
At the moment, this is laborious. First, a
clinic’s doctors check their patient every
few days, to see how her eggs are coming
along. That means taking ultrasonic scans

of her ovaries and monitoring her hor-
mone levels. Based on the results, the doc-
tors may then tinker with the dose of egg-
stimulating drugs she is receiving. 

Dr Doody thinks, though, that this com-
plex arrangement may be unnecessary for
about two-thirds of women. Instead, he
administers a “conservative” (ie, on the
low side) dose of the egg-stimulating
drugs, which is based on a woman’s body
weight and a single blood test that mea-
sures her capacity to produce good eggs.
One subsequent ultrasonic check is
enough, he says, to confirm whether an
eggharvest is possible, and, ifso, when. Be-
sides being simpler for the patient, this ar-
rangement is obviously cheaper than the
established way ofdoing things.

Cell-by date
Once the eggs are harvested, they are intro-
duced to sperm from the woman’s chosen
donor, as happens in conventional IVF. But
after that, the INVOcell takes over. An IN-

VOcell is a cylindrical contraption about
4cm long and 3cm in diameter, made of
gas-permeable polystyrene. It consists of
two concentric chambers, an arrangement
intended to protect the contents of the in-
ner chamber from bacteria. After a couple
ofhours in a Petri dish, the eggs—still unfer-
tilised, but with a penumbra of hopeful
sperm clinging onto them—are placed in
the innerchamber. The whole thing is then
popped into the mother-to-be’s vagina,
where fertilisation and early embryonic
development take place. 

The IVF incubators in which this nor-
mally happens are expensive and complex
electromechanical devices which require
calibration and careful management of
temperature, carbon dioxide, oxygen and
the like. And they can malfunction, so they
have be fitted with alarms and monitored
continuously. An INVOcell gets around all
this by using the putative mother’s own
body to provide the necessary homeosta-
sis for the eggs to thrive.

Standard IVF procedure is to incubate
embryos for five days before they are im-
planted into the mother’s womb. Previous
trials of INVOcells have left the embryos in
the device for only three of those days,
then retrieved them and either implanted
them early (which is less effective) or fin-
ished the process in a conventional incuba-
tor. Dr Doody, however, has kept them
there for the full five days. Thatmakes incu-
bators redundant—another cost saving.

Importantly, DrDoody’s method seems
to be as effective as the conventional ap-
proach. Of an admittedly small sample of
37 infertile women in his study, two-thirds
became pregnant after a single incubation,
regardless of which method was em-
ployed. If bigger trials confirm Dr Doody’s
results, then many more infertile women
than now will find the cost of IVF within
their reach.7

Improving IVF

Great expectations

Anewprocedure may halve the cost of
in-vitro fertilisation
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SEX is ubiquitous, but sexual intercourse
isnot. On dry land, it ismore or less de ri-

gueur. Sperm and eggs riskdessication oth-
erwise. Mammals, birds and reptiles do it.
Insects do it. Even snails do, it—firing darts
at each other as part of the preliminaries.
But many creatures live in the oceans, and
a lot of them simply broadcast eggs and
sperm into the water and hope that these
will meet. Even those marine animals that
do come together to mate—bony fish, for
example—often employ external fertilisa-
tion. That has led researchers to assume
that copulation, in which a male’s sperm
are inserted into a female’s reproductive
tract, and fertilisation takesplace therein, is
a derivative rather than an original charac-
teristic of the vertebrate line that leads
from the first jawed, bony fish to mankind.

However, an extinct species with the
name, perhaps unfortunate in context, of
Microbrachius dicki, suggests otherwise. As
they report in a paper just published in Na-
ture, John Long of Flinders University, in
Adelaide, and his colleagues, examined
many specimens of this 385m-year-old
fish, including newly discovered ones.
They decided that some (presumably
male) have special bony claspers that
would, when the animal was alive, have
held a female close for mating, while oth-
ers (presumably female) have dermal
plates corresponding to these claspers that
would have allowed their paramours to
get a good grip. The picture shows two
well-preserved examples, a male on the
left and a female on the right. The female’s
dermal plates stick straight out behind her,
while the male’s claspers curve away from
the centre-line ofhis body.

In those modern fish that do copulate
(there are some, including all sharks),
claspers of one sort or another are com-
monplace, since female fish are slippery in-
dividuals. Dr Long and his team therefore
think their observations are pretty strong
evidence that M. dicki went in for copula-
tion too. Further confirmation is provided
by their discovery that M. dicki’s putative
claspers have a central groove, which prob-
ably served to carry sperm to the female’s
reproductive tract, and also the finding in
one fossil bed of an isolated dermal plate
with a clasper attached to it.

What makes the team’s discovery sig-
nificant from the human point of view is
that M. dicki is (or, rather, was) a placo-
derm. The placoderms were among the
first jawed vertebrates to evolve, and are

ancestral to human beings. M. dicki is a
member of the most ancient subgroup of
this ancient group. Its possession of clasp-
ers (already known from more advanced
types of placoderms, but thought to have
evolved specifically in them) suggests that
copulation truly is a primitive affair.

Why some subsequent lines of verte-

brates should have abandoned it is a mys-
tery. Internal fertilisation does mean that
you have to woo a mate, which is time con-
suming, but, though many ofthose species
that have gone down the external route do
not bother and do their thing in crowds,
others (sticklebacks, for example) are just
as picky as any human.7

Palaeontology

Girls and boys
come out to play

Copulation is older than most biologists
suspected

To have and to hold

Historical death rates

The cruellest months

WINTER is the deadliest season. Last
year, in England and Wales, there

were over 30,000 “excess deaths”, thanks
to the cold. But it was not always so—at
least, not for nobles, the group for whom
records are most complete. In a recent
working paper for the European Histori-
cal Economics Society, Neil Cummins of
the London School ofEconomics shows
that summer used to be much worse. 

Dr Cummins examined the fates of
1.3m European nobles, looking backas far
as the first millennium AD. He identified
the death dates, or at least death seasons,
of230,000 of them. In the 11th century,
the first for which the numbers are statis-
tically meaningful, 118 died in summer for
every100 who died in winter. That ratio
peaked in the 14th century, at153. But by
the 1700s, it had fallen to 89. From that
point onwards summer got ever friendli-
er. By the 20th century only 81people
died then for every100 winter deaths.

There are probably two reasons why
the summer months were so deadly. One
is medieval nobles’ penchant for warfare,
mostly a summer activity in those days.
The other is disease, particularly bubonic

plague. Warmth would be good for the
rats that (via the fleas they carry) spread
plague. And the biggest plague of the past
millennium was the BlackDeath of the
14th century, which killed about one-
third of the European population. Only
in the 18th century, with plague defeated
and battle delegated to professional
soldiers, did summer become the safest
season to be alive.

Cold times ofyearhave not always been the most lethal

To every thing there is a season

Sources: Neil Cummins; The Economist
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IT IS hard not to feel a smidgen of sympa-
thy for John Röhl. The Anglo-German

historian has spent most of his adult life in
the company of Kaiser Wilhelm II, a man
he describes as a “boastful autocrat, milita-
rist and racist”. Earlier thisyear, Cambridge
University Press published the English
translation of the third volume of his bio-
graphy: “Wilhelm II: Into the Abyss of War
and Exile 1900-1941”. It is more than 1,500
pages long; two earlier volumes bring the
whole work to almost 4,000 pages.

To the rescue has come what is de-
scribed as a “concise life” of the last Kaiser.
At a mere 240 pages, it is the tip ofa vast ice-
berg. But Mr Röhl’s scholarship and au-
thority still shine through the pacey narra-
tive. And what a devastating portrait it is. 

On becoming Kaiser in 1888 in succes-
sion to a father who had died from cancer
afteronly a few months on the throne, Wil-
helm set out to rule as an absolute mon-
arch over what in many respects was Eu-
rope’s most advanced industrial society.
Thanks to the disastrous “monarchical
principle” kept alive by the long-
serving chancellor, the arch-con-
servative Otto von Bismarck, the
youngKaiserhad extraordinaryau-
thority. He could appoint or dis-
miss not just the chancellor (he
quickly got rid of Bismarck), but
also every minister, every ambas-
sador and every general. As Su-
preme War Lord, Wilhelm also had
the sole power to take his country
to war. 

Germany had the trappings of a
liberal democracy with an elected
parliament, but its institutions, oth-
er than the Prussian-dominated
army, were alarmingly hollow. Its
government reflected a court soci-
ety in which all power sprang from
the Kaiser. As Wilhelm insisted: “I
am the sole master of German 
policy…my country must follow
me wherever I go.” Ambitious poli-
ticians and military officers had to
be fawning, sycophantic courtiers.
The greatest influence was often 
exercised by royal favourites, such
as the Kaiser’s best chum, Prince
Philipp zu Eulenburg-Hertefeld,
who led a double life as a rampant
homosexual, but gave Wilhelm the
unconditional devotion his over-
weening vanity demanded. 

to become a liberal, reforming monarch
like Vicky’s beloved father, Albert. For all
the eccentric Dr Hinzpeter’s efforts over a
ten-year period, that too was to no avail. 

The Kaiser grew up to be emotionally
needy, bombastic, choleric, hyperactive
and hypersensitive. His personality com-
bined with the militaristic, authoritarian
culture of the Prussian court to create a
monarch who was extraordinarily ill-
suited to lead the most powerful country
in Europe at the end of the 19th century. His
belief in his powers as a great strategist and
the absence of anyone prepared to chal-
lenge him were major factors in helping to
create the conditions and the alliances that
led directly to the catastrophe of 1914. Two
abiding fixations were fear of Germany’s
encirclement and a conviction that only
smug, malevolent Britain stood in the way
ofGerman hegemony in Europe. 

Yet it was the Kaiser’s own interven-
tions that brought those things about. The
ending of Bismarck’s secret Reinsurance
treaty with Russia in 1890 helped drive

Russia into the arms of France. Wil-
helm’s ill-conceived and vastly ex-
pensive naval race with Britain was
a major factor in forcing his moth-
er’s homeland, too, into an alliance
with France. While believing that
Britain could still be deterred from
war against Germany he fervently
encouraged the development of
the Schlieffen plan to invade France
through neutral Belgium; the one
thing that would guarantee enlist-
ing Britain as a belligerent. 

The Kaiser’s recklessness mani-
fested itself in his readiness to
come to Austria-Hungary’s aid
whenever the call came. He con-
stantly assured his opposite num-
ber in Vienna that whatever Aus-
tria-Hungary decided to do to tame
Serbia and pacify the Balkans
would have Germany’s unstinting
support no matter the risk of pro-
voking Russia, Serbia’s ally. Wil-
helm was convinced that a racial
war in which the Teutons would
have to crush the Slavsonce and for
all was more or less inevitable.

Most historians have tended to
attribute to the Kaiser less of the
blame for what happened in July
1914 than does Mr Röhl. That is
partly because Wilhelm cut such a 

How much of the Kaiser’s deeply unat-
tractive personality was the result of psy-
chological damage done during childhood
can only be guessed at. But it would have
been surprising if things had turned out
well. In their efforts to repair the left arm
crippled at birth, the doctors inflicted one
well-intentioned torture after another.
Twice a week his useless arm was shoved
into the carcass of a freshly slaughtered
hare that he might absorb the creature’s
“warmth and vigour”. Terrifyingmachines
were conceived to stretch hishead and arm
without result. His mother, Queen Victo-
ria’s daughter, Vicky, tried and failed to
hide her revulsion at his deformity.

Exasperated by his stupidity and aca-
demic idleness, his parents surrendered
him at seven to the charge of a disciplinar-
ian tutor in the hope that he might grow up

Imperial Germany

A toxic monarch

Howthe Kaiser led to Hitler

Kaiser Wilhelm II: A Concise Life. By
John Röhl. Cambridge University Press;
240 pages; $24.99 and £16.99

He never knew Reich from wrong
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2 buffoonish figure, childishly coarse one
moment, ridiculously pompous the next
and constantly changing his mind (while
always expressing his views, often in scrib-
bled marginalia on state documents, with
violent certainty). And partly because dur-
ing the JulycrisisWilhelm appeared to pro-
crastinate to the frustration of his chancel-
lor, the fatalistic Theobald von Bethmann
Hollweg, and his impatient chief of the
general staff, Helmut von Moltke, neither
ofwhom always kept him fully informed.

Yet they were in office only because
they unswervingly followed the Kaiser’s
guidelines and there is no question that
Wilhelm thoroughly welcomed war when
it came. From the moment hostilities broke
out it is true that it was the Kaiser’s generals
who increasingly called the shots. Yet
when Bethmann Hollweg produced his
highly expansionist war-aims memoran-
dum in September 1914, the Kaiser wanted
to go even further. 

Forced to abdicate in November 1918
after Germany’s defeat in the field and rev-
olution at home, he was extremely fortu-
nate to be offered political asylum by
Queen Wilhelmina of the Netherlands
and to escape being tried as a warcriminal.
He lived out the rest ofhis life in Holland in
great comfort and great bitterness. In exile,
his conviction that the “Jewish rabble” had
deceived the German people into betray-
ing its Kaiser and its army fuelled his anti-
Semitism to the point of mania. Thanks to
Hitler, Wilhelm at least died a happy man
in 1941 at the height of Nazi power in Eu-
rope and as the Wehrmacht was preparing
for its war ofextermination in the east. The
Kaiser was not Hitler, but Mr Röhl has no
doubt of the seam of continuity that ran
between them. 7

WILLIAM SHAKESPEARE did not
write “The Merchant of Antwerp”,

but if Michael Pye is right, it was a near
thing. In his new book he argues that the
North Sea rivals the Mediterranean as the
cradle of European civilisation. The fall of
the Roman Empire did not, after all, reduce
its northern territories to a howling waste,
fit only for rampaging Vikings. On the 
contrary, those Vikings, the Frisians before
them and the Hanseatic merchants after
them invented for themselves the condi-
tions for modernity: international trade,

money, credit, mathematics, law, the stock
exchange, pensions and much else. 

Mr Pye asks his readers to imagine a
time before fixed national borders, when
identity was not so much a matter of race,
butof“where youwere and where you last
came from”. The sea was a thoroughfare,
quicker than rutted roads. It made it easy
for “Scandinavians to be in York, Frisians
in Ipswich, Saxons in London”. Unbur-
dened by territorial ambition or by the feu-
dal and monastic oppressions of inland
towns, these people looked outward. They
braved the legendary terrors ofwhirlpools
and monsters at the northern edge of the
world and sailed as far west as Newfound-
land. To the east they plied the rivers of
Russia to Novgorod, Kiev, the BlackSea and
Byzantium. Trading, settling or moving on,
they spread goods, fashions and informa-
tion wherever they went. 

Mr Pye draws on a dizzying array of
documentary and archaeological scholar-
ship, which he works together in surpris-
ing ways. What links peat-digging in Hol-
land with the famous cleanliness of Dutch
cities? How did the marriage customs of
northern Europe lead to the spread of
windmills? He ranges everywhere, from
the bookmaking monks of seventh-cen-
tury Ireland to the beguines of 14th-cen-
tury Flanders. The beguines were commu-
nities run by and for single women and
they form part of a wonderful section on
the choices and chances open to women
left at home by their travelling menfolk. 

A central theme of this book is the re-
invention of money and its role in the de-
velopment ofabstract, scientific and, even-
tually, secular thought. As a sea-trading
people, the Frisians needed portable cash,
not the gold and treasure of chiefs and
kings, often hoarded and inert. They began
minting silver coins, as a currency, an ex-
change. Value became an idea, detached

from the intrinsic nature ofa thing. It could
be calculated for different categories of
goods, and more than that, it could be writ-
ten down, arithmetically juggled, turned
into ratios and equations. A new way of
thinking was born, transactional and
everyday, and yet with momentous philo-
sophical implications. 

Mr Pye advances on several fronts at
once, following the overlapping currents
ofcustomary, religiousand empirical ways
of thinking. He writes about difficult con-
cepts with vivid details and stories, often
jump-cutting from exposition to drama
like a film. It’s complicated, but fun.7

The North Sea

Making waves

The Edge of the World: How the North Sea
Made Us Who We Are. By Michael Pye.
Viking; 394 pages; £25. To be published in
America by Pegasus Books in April; $27.95

From currents to currency

ZIAUDDIN SARDAR is both fascinated
and appalled by Islam’s holiest city.

One of Britain’s best-known Muslim 
writers and commentators, he grew up in
the Punjab with a fascination for the Kaa-
ba, the huge brick cube, draped in black
cloth, which is the centrepiece of Mecca’s
Sacred Mosque. 

He knew that it was to Mecca that Mus-
lims must direct their prayers, and to Mec-
ca that they must go on pilgrimage, or haj,
at least once in a lifetime. But as he learned
more ofthe city’shistory, he discovered an-
other Mecca at odds with the first, a place
of feuds and power struggles, of greed and
bigotry. These two cities form the subject
of his book—a project of love and disen-
chantment—which tells Mecca’s story

Mecca

Sacred and
profane 

Mecca: The Sacred City. By Ziauddin Sardar.
Bloomsbury; 408 pages; $30 and £25
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2 from pre-Islamic times until today. The city
is unique, and yet, seen through Mr Sar-
dar’s eyes, it is also a microcosm: “a stage
where the condition of the Muslim world
…could be seen enacted.” 

For Western readers much of the story
will be unfamiliar. Non-Muslims are now
excluded from the city, but this was not al-
ways so. The Prophet Muhammad rubbed
shoulders with Christians, Jews, Zoroastri-
ans and pagans. It was only later, under the
seventh-century Umayyads, that Chris-
tians and Jews were excluded, something
that Mr Sardar deplores. Readers might
suppose that, in Islam’s golden age, Mecca,
like Baghdad and Damascus, was a centre
of culture and civilisation. It was not. It
“founded no great library, no university, no
hospital”. The city was as profane as it was
sacred. The merchants took pleasure in
music and dancing, in their concubines—
and in fleecing pilgrims.

Arabian history, in which rulers and
conquerors come and go with numbing
frequency, is not always fun. Mr Sardar
tries to enliven it with quirky asides (about

religious extremism, the “what ifs” of his-
tory and the poetry of William Butler
Yeats). Some of the best pages describe his
own experience of the haj, including the
drama of 1979 when fanatics took over
Mecca’s Sacred Mosque and held it for two
weeks, an event he witnessed.

In the author’s view, Mecca turned in
on itself long before the birth of modern
Saudi Arabia in the 1930s. The Saudis, with
their puritanical and iconoclastic creed of
Wahhabism, have made things much
worse, he believes. He is scandalised by
their treatment of the holy city, its sanctu-
aries now dwarfed by high-rise blocks and
five-star hotels. Worse, they have de-
stroyed shrines and tombs they feared
could become objects of worship. In the
process, the city’s religious diversity has
“virtually disappeared”.

Mr Sardar worked in Jeddah at the Haj
Research Centre between 1975 and 1979. He
and his colleagues campaigned for a more
enlightened approach to the city’sarchitec-
ture and human ecology. He left disillu-
sioned that their advice was not heeded.7

THE Musée Picasso enjoys virtually 
sacred status in France. It symbolises

the union of Pablo Picasso, the most prol-
ific artist of the 20th century, and Paris, the
city he loved and lived in. The 5,000 works
in its collection have peerless provenance;
they belonged to Picasso himself, and
were given to the French state by his heirs
in lieu of inheritance tax. The museum
reopens its doors on October 25th after a
five-year renovation of its stately home, a
17th-century hôtel particulier in the city’s
fashionable Marais district.

The transformation has been long and
turbulent. Anne Baldassari, a respected 
Picasso scholar who ran the museum for
many years, had to raise more than half
the €51m ($65m) cost herself by staging 
fee-paying exhibitions around the world.
Although the government approved her
fund-raising schemes, she was blamed by
her peers and the press for the loans and
protracted closure of the building, and 
accused of overspending and mismanage-
ment. When part of her staff petitioned for
her removal in May, Aurélie Filippetti, the 
culture minister, fired her and appointed
Laurent Le Bon, then the director of the
Pompidou Centre’s offshoot in Metz, east-
ern France. Ms Filippetti herselfresigned in
August, just before a cabinet reshuffle.

French newspapers said she was facing
dismissal in part because of her handling
of the Picasso Museum.

The rejuvenated museum is worth the
wait. Thanks to Jean-François Bodin, a
French architect, the museum has more
than twice as much space as before. Its col-
lections are more coherently displayed
after a rehang conducted by Ms Baldassari
at her successor’s request. More than 400

works, dating from 1895, when Picasso was
14, until 1972 (a year before his death), are
spread across five floors. The largely chro-
nological galleries show him embracing
Cubism, then switching to colossal, fleshy
figures; dabbling in Surrealism; portraying
the brutalities of war; and enjoying his
post-war life in southern France.

A high point of the new display is the 
sculpture. The museum owns virtually
every sculpture that Picasso ever made,
and many are on show beside paintings
and works in other media to highlight the
links between them. In the Cubist room a
tiny, delicate “Guitar” made in 1912 of card-
board and newspaper sits in a glass case
before one of the museum’s greatest mas-
terpieces, “Still Life With Chair Caning”
(also from 1912), the first modern-art
collage. Upstairs, intimate family paintings
from the post-war Mediterranean period
surround the monumental plaster origi-
nals of “The Goat” (1950) and “Little Girl
Skipping” (1950), which Picasso made 
using a basket, a cake mould and a pair of
women’s shoes.

For the first time, the museum is also
showing an extensive selection of works
by artists whom Picasso collected and
cherished. Beneath the wooden beams on
the top floor are Paul Cézanne’s “Five 
Bathers” (1877-78), a Joan Miró self-portrait
(1919), a seated woman by Amedeo Modi-
gliani (1918), and important works by Henri
Matisse, including the festive “Still Life
with Oranges” (1912). Exhibited beside
them are the works by Picasso which they
inspired.

Next autumn the museum will co-oper-
ate on exhibitions elsewhere: one on Picas-
so and contemporary art at the Grand 
Palais in Paris and another of Picasso’s
sculpture at the Museum of Modern Art in
New York (which Ms Baldassari initiated).
The museum’s collections will be rear-
ranged at that point and many ofthe sculp-
tures will be sent to America. All the more
reason to visit Paris in the next year. 7

Picasso in Paris

Home and away

Afterfive years ofrenovation and controversy, the Musée Picasso finallyreopens

Stately and surprising
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IT IS easy to get steamed up about how
much executives earn. Some pay packets

are ridiculously large: Tim Cook, Apple’s
boss, was paid $378m in 2011. Some are 
quite out of line with achievement: Martin
Sullivan was paid $47m when he left AIG,
despite the fact that, on his watch, the com-
pany’s share price declined by 98% and the
American taxpayer had to lend it $180 bil-
lion to keep it from collapsing. The infla-
tion in executive payhascontributed to the
growing problem of inequality. In the
1970s the average American CEO earned 25
times as much as the average shop-floor
worker. Today he (and, occasionally, she)
earns more than 300 times as much. 

“Indispensable and Other Myths” is an
all-guns-blazing attack on the way that 
Anglo-Saxon companies pay their bosses.
Michael Dorff, who teaches law at South-
western Law School, has no truck with the
idea that the system just needs to be
tweaked to avoid absurdities like Mr Sulli-
van’s jackpot. He thinks that the problem
lieswith the system itself. Or, more precise-
ly, with the idea that animates the system:
that you should pay executives according
to their performance. 

Performance-related pay has been a 
relatively recent innovation in American
boardrooms. During the glory years of the
country’s capitalism, from the late 1940s to
the late 1960s, American bosses were paid
salaries like other professionals (perfor-
mance-related pay was for the lower class-

ples of the opposite: Jeff Skilling, the boss
of Enron, and Dick Fuld, the boss of
Lehman Brothers, for example, were both
enthusiastic advocates of performance-
related pay. 

Mr Dorff believes that performance-re-
lated pay should be scrapped and manag-
ers paid a salary. This would be good for
shareholders: the pay revolution has dra-
matically increased the proportion of pro-
fits thatgo to the CEOs. Itwould be good for
the country because it would reduce the
likelihood of future Enrons or Lehman
Brothers. It would even be good for CEOs
who would have a guaranteed income.

But is this call for root-and-branch re-
form really plausible? American corpora-
tionshave certainlyhad a troubled decade-
and-a-half. But America can also boast
some of the world’s greatest companies,
from long-established giants such as Gen-
eral Electric to new arrivals like Apple and
Google. Pay-for-performance schemes cer-
tainly produced a pay bonanza in the
1990s. But from 2000 onwards pay was
tightened up. The median pay of the boss
of a big American company is about $10m
a year: a lot of money certainly but not out
ofwhackwith the pay ofsome hedge-fund
managers, writers or leading trial lawyers. 

Mr Dorff offers lots of examples of 
performance-related pay gone wrong. But
what about pay that ignores performance?
Professions that stick with rigid salary
structures lose talent to more flexible ones:
one reason why America’s school system
is in such a parlous state is that high-flyers
refuse to join a profession in which the
only way to get ahead is to get older. Public
companies are already in a war for talent
with more flexible entities, such as private
companies or hedge funds. It would be an
odd world if you could get seriously rich
working for a private-equity company but
not as the boss ofGeneral Electric.7

es). They were also paid about as much at
the end of the period as at the beginning:
about $1m a year (in inflation-adjusted dol-
lars) for the heads of America’s 50 biggest
companies. 

But when a few companies introduced
performance-related pay it quickly took
off. Michael Jensen, of Harvard Business
School, argued that the only way to get
managers to work as hard as possible for
the interests of their employers (the share-
holders) was to make them shareholders
themselves by providing them with “op-
tions” on large numbers of shares if they
hit certain performance targets. And soon
almost all CEO pay packets included a sig-
nificant “performance-related” element.
CEO pay more than doubled in the 1990s
thanks to a combination ofa roaring stock-
market and intense competition for talent. 

Mr Dorff thinks that this revolution 
rested on the flimsiest intellectual founda-
tions. Is it really possible to ascribe the 
performance of a big company to the indi-
vidual who happens to sit in the executive
chair? And is there any evidence that pay
for performance really motivates better
performance? There are plenty of exam-
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CONSULT any encyclopedia and you
will find Charles Babbage credited

with having conceived the first automatic
digital computer. Digdeeper, however, and
it quickly becomes apparent that Babbage
had a lot ofhelp. 

Others before him had already tried to
build calculating contraptions, notably
Gottfried Leibniz, a German mathemati-
cian. Babbage held regular salons and
founded clubs where his ideas were sharp-
ened. The British government supported
the work on his Difference Engine to the
tune of £17,000, then equivalent to twice
the cost of a warship. And there was also
Ada Lovelace, his collaborator and the
world’s first computer programmer.

The argument against the great man
theory of invention is not new. But the
main merit ofWalter Isaacson’s “The Inno-
vators” is to show that this is particularly
true in information technology—despite
the customary lionisation of many of its
pioneers, from Babbage and Alan Turing to
Bill Gates and Linus Torvalds.

All appear in Mr Isaacson’s book,
which explains its length. Whether their
worlds revolved around the computer it-
self, the microchip, software, the PC, the in-
ternet or everything in between—these are
all stories that show that invention always
has many fathers (and mothers). In fact,
those who tried to go it alone tended to fail.
For instance, John Atanasoffwasone of the
first to attempt to develop an electronic
digital computer, but he never got beyond
a prototype. 

Mr Isaacson thinks geniuses are impor-
tant but they have to be seen in the context
of times they lived in and the people they
collaborated with. John von Neumann
was a Hungarian-born polymath who
worked on the ENIAC, one of the first pro-
grammable machines. His name is associ-
ated by many with early advances in pro-
gramming and software architecture. But it
was a group of women who were at the
forefront of programming, because back
then it often involved plugging in wires
and throwing switches. “If the ENIAC’s ad-
ministrators had known how crucial pro-
gramming would be…they might have
been more hesitant to give such an impor-
tant role to women,” he quotes one of
them, Jean Jennings, as saying.

The ENIAC also shines a light on anoth-
er issue: how innovation should best be

commercialised. In 1945 von Neumann
published a paper summarising the pro-
ject’s ideas—making it impossible for oth-
ers on the team to patent them. The debate
over whether innovation is better served
by sharing intellectual property or by pro-
tecting it has been heated. 

Mr Isaacson excels at explaining com-
plex concepts, such as how Turing’s
machines worked, the internet’s packet
switching and the inner workings of open-
source communities, all of which make
this a good history of computing for non-
geeks. He asks whether computers will
one day come up with ideas or intentions
of their own or whether humans and ma-
chines will get smarter together, in a “man-
computer symbiosis”. He also explores
what Ada Lovelace called “poetical sci-
ence”—that computers and their creators
are not just about cold calculation, but hu-
man creativity. “Those who helped lead
the technology revolution were people in
the tradition of Ada, who could combine
science and the humanities,” he writes. 

Mr Isaacson clearly thinks that innova-
tion is all about getting the mix right,
though he doesn’t put it quite that way. If a
brilliant leader is too self-involved, as was
the case with William Shockley, an Ameri-
can physicist who helped invent the tran-
sistor radio, things fall apart. Similarly,
teams that lacka wilful visionary often fal-
ter, as happened after Steve Jobs left Apple.
Groups with a wide variety of specialities
and experiences do much better than a
bunch of left-brainers.

“The Innovators” has not quite lived up
to its own advice of getting the mix right.
Mr Isaacson could have dedicated more
pages to what he calls “lessons from the
journey”, rather than retelling at length
stories that other books have already laid
out, even if he does give them credit. Then
again, just like great technology, a good
bookdoesn’t just emerge from nowhere.7

Information technology

The right mix

The Innovators: How a Group of Hackers,
Geniuses and Geeks Created the Digital
Revolution. By Walter Isaacson. Simon &
Schuster; 542 pages; $35 and £20

GIVEN the ubiquity ofWi-Fi and mobile
telephones, it seems that communica-

tions infrastructure is simply part of the at-
mosphere. The magic of wireless connec-
tivity hides the mess of optical fibre cables
snaking along the sea bed, buried under-
ground, and entangled in server farms and
IT departments across the world. 

Those cables, along with mobile net-
works, mobile phones, microchips and
UNIX, which forms the foundation of al-
most every major computer operating sys-
tem, were invented by Bell Labs, now a
subsidiary of Alcatel-Lucent, a French
company that traces its roots back to the
early 19th century. Today Alcatel-Lucent
employs some 62,000 people in 130 coun-
tries, building and maintaining the net-
works that make it possible to watch
“House of Cards” on your mobile phone
while commuting to work. It holds 12 
Nobel prizes in the sciences and a host of
other honours. Alcatel-Lucent is by any 
definition a technology company. 

Yet it is rarely mentioned in the breath-
less tech press—for good reason. The com-
pany has said it will lay off10,000 workers
by 2015. World-changing inventions have
dried up. In its last full year, it generated
just under €15 billion ($18 billion) in rev-
enue and made losses of about a tenth of
that. Apple’s profits for 2013, by contrast,
were double Alcatel-Lucent’s entire in-
come. But “were it to vanish tomorrow, our
modern world would immediately be the
worse for its absence, with global commu-
nications severely crippled until its com-
petitors swooped in to fill the void,” writes
Douglas Coupland in “Kitten Clone”. 

Mr Coupland, who has been writing
about the relationship between technol-
ogy and society for nearly two decades,
wisely chooses against dwelling on the
technicalities of networking. His investiga-
tion of Alcatel-Lucent can best be de-
scribed as a multi-continental stroll
through the company’s business. His ques-
tions are intentionally vague (“Where do
you see communications going in the fu-
ture?”), but his wit remains sharp. Bell Labs
in New Jersey, once responsible for so
many Nobel prizes, “is a building that has
already happened”. Watching the dreary
business of laying optical fibre cables off
the coast of France is “as entrancing as
watching insolent teenagers chew gum”.
Mr Coupland’s humour enlivens what is
otherwise a rather dull company. Even the 
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Kitten Clone: Inside Alcatel-Lucent. By
Douglas Coupland. Visual Editions; 172 pages;
$40 and £25
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2 head of marketing cannot sex it up. “Here
at Alcatel-Lucent,” he says, “we’re the
plumbers of the internet world.” 

Alcatel’s Paris headquarters are hardly
more glamorous, feeling like “the admin
wing of a Dallas company that specialised
in carpeting and upholstery”. But it gives
Mr Coupland a chance to hear from Ben 
Verwaayen, Alcatel’s boss until last year.
“Look what happened to Kodak,” he says.
“We need to constantly ask ourselves,
‘How do we stay relevant?’ ” Good ques-
tion. Mr Verwaayen resigned after failing
to turn the company around. 

Mr Coupland also goes to Shanghai,
home to Alcatel’s manufacturing and an-
other research lab, which now produces as
many patents as the one in New Jersey. But
it is more of the same. Alcatel-Lucent’s
engineers on all three continents identify
increasing bandwidth and speed as the
most important innovations for the future.
Few mention the fundamental research
that made its research labs wellsprings of
invention. The future that Alcatel-Lucent
created is here. But the company itself is
struggling to keep up.7

CHINA’S state capitalism has attracted
legions ofadmirers and critics. Admir-

ers highlight the government’s hand in
guiding the economy to its superlative
growth record, and see in its state-owned
companies a well-oiled combination of
commercial management and national
mission. Critics counter that it is a brittle 
façade, that innovative private entrepre-
neurs are suffocated, losing out to state
firms whose debt-heavy, politically moti-
vated investments will eventually spell 
disaster for China.

Taken for granted by both camps is the
idea that China is a practitioner of state
capitalism. It seems self-evident: of the 95
Chinese companies on the Fortune 500 list
of the world’s biggest firms, some 80% are
owned by the government. But Nicholas
Lardy, of the Peterson Institute for Interna-
tional Economics, throws this conven-
tional wisdom into doubt. In “Markets
Over Mao” he methodically pieces togeth-
er Chinese data to argue that it is the priv-
ate sector, not the state, that has powered
growth since the country’s reform era 
began in 1978.

In the often-noisydebate about the Chi-

nese economy, Mr Lardy’s is a voice worth
listening to. He started his research more
than four decades ago, when Mao still
ruled, and has somehow preserved his
sanity during that time while tracking the
twists and turns—the revisions, disconti-
nuitiesand anomalies—in official statistics.
His is a dispassionate, number-crunching
approach that is short on drama for the 
casual reader but packed with hard 
evidence for those trying to take the 
measure ofChina’sbusinessenvironment.

 Consider this seemingly straightfor-
ward question, central to any discussion of
state capitalism: how large is China’s priv-
ate sector? It would be easy just to look at
the size offirmsofficiallyclassed as private.
But this would miss joint enterprises that
are controlled by private shareholders; it
would also ignore the thousands upon
thousands of mom-and-pop companies
with revenues below 5m yuan ($163,000)
that only show up in another corner of the
Chinese data labyrinth. According to the
simple calculation, private companies 
accounted forone-fifth ofindustrial output
in 2007. An expansive calculation triples
their share to three-fifths.

 Using a broad, though not the broad-
est, definition of private companies, Mr
Lardyshowsthat theyhave played the star-
ring role in China’s growth story. In cities 
almost all the 250m jobs created since 1978
have been in the private sector. More than
99% of the urban labour force worked for
the state in 1978; by 2011only18% did. Look-
ing at exports, the share of state-owned
companies has fallen from two-thirds in
1995 to 11% in 2012. The state has also been
on the back foot in many “pillar” indus-
tries—those that the government has
sought to control as a matter of policy. The
state’s share of coal mining, a pillar indus-
try, fell from 66% in 2006 to 50% in 2011.
Ever since 2008, when China used a mas-
sive state-directed stimulus programme to
ward off the global financial crisis, the
march of the private sector has continued.
The average output growth for state-
owned industrial companies since 2008

was 9.2%, whereas private companies
nearly doubled that at18.2%.

The private sector’s barnstorming suc-
cess comes, in Mr Lardy’s view, from its im-
pressive efficiency and the state’s gradual
relaxation of controls. The government
has not made it easy forentrepreneurs. The
concept of limited liability, which spares
owners from bankruptcy if their compa-
nies fail, was not enshrined in Chinese law
until 1994, and it was only applied to small-
erfirms in 2006. Despite thisand otherhur-
dles, private companies have consistently
performed far better than their state rivals;
in 2012, private industrial companies
achieved a 13.2% return on assets versus
4.9% for state companies. 

This difference is the reason why, 
although state-owned companies are a
shrinking part of the economy, reforms to
make them more efficient are so impor-
tant. They are still too much deadweight
for the Chinese economy. Even the state-
controlled financial system has started to
recognise this. Just over half of enterprise
loans went to private companies in 2012 up
from nearly nothing two decades ago.

 Mr Lardy’s assessment is controversial.
At least three other books and scores of ac-
ademic papers have focused on Chinese
state capitalism in recent years, giving cre-
dence to the idea that the government real-
ly does move the economy. One riposte to
Mr Lardy is that the state, through its men-
acing regulatory apparatus and the co-
option of businessmen as Communist
Party members, is still in charge. For exam-
ple, China’s private-sector tech giants such
as Baidu, a search engine, have thrived
thanks in part to rules that make life hard
for foreign firms, and at the end of the day
their businesses operate within Party-
defined limits. But the question is not
whether the Chinese government is pow-
erful—of that there is no doubt. The real 
issue is whether the Chinese government
has created some new form of state-led
capitalism. On closer inspection, its biggest
contribution has been creating the space
for private companies to do their thing.7
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Economic data
% change on year ago Budget Interest
 Industrial Current-account balance balance rates, %
 Gross domestic product production Consumer prices Unemployment latest 12 % of GDP % of GDP 10-year gov't Currency units, per $
 latest qtr* 2014† latest latest 2014† rate, % months, $bn 2014† 2014† bonds, latest Oct 22nd year ago

United States +2.6 Q2 +4.6 +2.2 +4.3 Sep +1.7 Sep +1.8 5.9 Sep -389.2 Q2 -2.5 -2.8 2.24 - -
China +7.3 Q3 +7.8 +7.3 +8.0 Sep +1.6 Sep +2.1 4.1 Q2§ +164.8 Q2 +2.0 -2.9 3.57§§ 6.12 6.09
Japan -0.1 Q2 -7.1 +1.0 -3.3 Aug +3.3 Aug +2.8 3.5 Aug -5.5 Aug +0.2 -8.0 0.48 107 98.2
Britain +3.2 Q2 +3.7 +3.1 +2.5 Aug +1.2 Sep +1.7 6.0 Jul†† -147.5 Q2 -4.2 -4.5 2.16 0.62 0.62
Canada +2.5 Q2 +3.1 +2.3 +4.7 Jul +2.0 Sep +1.9 6.8 Sep -50.4 Q2 -2.6 -2.3 1.96 1.12 1.03
Euro area +0.8 Q2 +0.3 +0.8 -1.9 Aug +0.3 Sep +0.6 11.5 Aug +325.4 Aug +2.3 -2.6 0.86 0.79 0.73
Austria +0.6 Q2 nil +1.0 -1.2 Jul +1.6 Sep +1.7 4.7 Aug +3.7 Q2 +2.7 -3.0 1.10 0.79 0.73
Belgium +1.0 Q2 +0.3 +1.0 -1.2 Jul -0.1 Sep +0.7 8.5 Aug -4.2 Jun -0.7 -2.5 1.28 0.79 0.73
France +0.1 Q2 -0.1 +0.4 -0.3 Aug +0.3 Sep +0.7 10.5 Aug -47.1 Aug‡ -1.4 -4.4 1.29 0.79 0.73
Germany +1.3 Q2 -0.6 +1.5 -3.0 Aug +0.8 Sep +1.0 6.7 Sep +279.7 Aug +6.8 +0.4 0.86 0.79 0.73
Greece -0.3 Q2 na +0.4 -5.6 Aug -0.8 Sep -1.5 26.4 Jul +2.3 Aug +0.5 -3.5 7.36 0.79 0.73
Italy -0.3 Q2 -0.7 -0.2 -0.7 Aug -0.2 Sep +0.3 12.3 Aug +3.1 Aug +1.2 -3.3 2.52 0.79 0.73
Netherlands +1.1 Q2 +2.8 +0.6 +1.4 Aug +0.9 Sep +0.8 8.0 Sep +86.3 Q1 +9.7 -2.7 1.03 0.79 0.73
Spain +1.2 Q2 +2.3 +1.2 -1.8 Aug -0.2 Sep nil 24.4 Aug +4.7 Jul +0.4 -5.6 2.23 0.79 0.73
Czech Republic +2.5 Q2 +1.4 +2.5 -5.2 Aug +0.7 Sep +0.6 7.3 Sep§ -0.8 Q2 +0.3 -1.5 1.00 21.9 18.7
Denmark +0.3 Q2 +0.8 +0.9 +1.1 Aug +0.5 Sep +0.7 5.0 Aug +23.2 Aug +6.8 -1.4 1.12 5.88 5.42
Hungary +3.9 Q2 +3.1 +3.0 +3.1 Aug -0.5 Sep +0.2 7.6 Aug§†† +5.9 Q2 +1.8 -2.9 4.09 242 212
Norway -0.3 Q2 +3.7 +2.2 -0.7 Aug +2.1 Sep +2.0 3.4 Jul‡‡ +57.9 Q2 +11.1 +12.2 2.20 6.60 5.89
Poland +3.3 Q2 na +2.7 +4.2 Sep -0.3 Sep +0.2 11.7 Aug§ -7.4 Aug -1.2 -3.5 2.63 3.34 3.02
Russia +0.8 Q2 na +0.4 +2.9 Sep +8.0 Sep +7.5 4.9 Sep§ +60.3 Q3 +2.6 +0.4 9.78 41.3 31.7
Sweden  +2.6 Q2 +2.9 +2.1 -2.4 Aug -0.4 Sep +0.1 7.4 Aug§ +36.6 Q2 +6.0 -2.1 1.23 7.26 6.37
Switzerland +1.4 Q2 +0.8 +1.5 +3.1 Q2 -0.1 Sep +0.1 3.2 Sep +78.4 Q2 +11.8 +0.3 0.54 0.95 0.90
Turkey +2.1 Q2 na +3.0 +12.5 Aug +8.9 Sep +8.9 9.8 Jul§ -48.9 Aug -6.0 -2.5 8.85 2.24 1.97
Australia +3.1 Q2 +2.0 +3.0 +4.6 Q2 +2.3 Q3 +2.6 6.1 Sep -42.8 Q2 -2.5 -1.7 3.27 1.14 1.03
Hong Kong +1.8 Q2 -0.6 +2.4 +2.2 Q2 +6.6 Sep +3.7 3.3 Sep‡‡ +4.4 Q2 -0.1 +0.7 1.79 7.76 7.75
India +5.7 Q2 +3.1 +6.0 +0.4 Aug +6.5 Sep +8.0 8.8 2013 -18.4 Q2 -2.0 -4.9 8.36 61.2 61.7
Indonesia +5.1 Q2 na +5.2 +4.7 Aug +4.5 Sep +6.3 5.7 Q1§ -26.3 Q2 -3.0 -2.4 na 12,013 11,292
Malaysia +6.4 Q2 na +6.0 +6.5 Aug +2.6 Sep +3.1 2.8 Jul§ +18.7 Q2 +5.7 -3.5 3.79 3.26 3.17
Pakistan +5.4 2014** na +5.4 +1.2 Jul +7.7 Sep +8.0 6.2 2013 -3.0 Q3 -2.0 -5.5 13.35††† 103 106
Singapore +2.4 Q3 +1.2 +3.5 +4.2 Aug +0.9 Aug +1.5 2.0 Q2 +56.5 Q2 +20.2 +0.5 2.24 1.27 1.24
South Korea +3.5 Q2 +2.0 +3.6 -2.8 Aug +1.1 Sep +1.5 3.2 Sep§ +87.8 Aug +5.3 +0.6 2.76 1,051 1,061
Taiwan +3.7 Q2 +3.9 +3.7 +6.9 Aug +0.7 Sep +1.5 3.9 Sep +64.0 Q2 +11.8 -1.3 1.62 30.4 29.4
Thailand +0.3 Q2 +3.5 +1.9 -2.7 Aug +1.8 Sep +2.4 0.7 Aug§ +12.5 Q2 +2.6 -2.1 2.92 32.3 31.1
Argentina nil Q2 +3.6 -1.4 -2.9 Aug — *** — 7.5 Q2§ -6.2 Q2 -0.9 -2.7 na 8.50 5.85
Brazil -0.9 Q2 -2.4 +0.4 -5.4 Aug +6.7 Sep +6.3 5.0 Aug§ -78.4 Aug -3.6 -3.9 12.10 2.47 2.17
Chile +1.9 Q2 +0.6 +2.0 -1.8 Aug +4.9 Sep +4.3 6.7 Aug§‡‡ -6.5 Q2 -2.0 -2.2 4.57 585 499
Colombia +4.3 Q2 -0.6 +5.0 +0.2 Aug +2.9 Sep +2.8 8.9 Aug§ -14.9 Q2 -4.0 -1.5 6.63 2,051 1,879
Mexico +1.6 Q2 +4.2 +2.3 +1.4 Aug +4.2 Sep +3.8 4.8 Sep -24.5 Q2 -1.7 -3.6 5.82 13.6 12.9
Venezuela +1.0 Q4 +3.6 -2.5 +0.8 Sep +63.4 Aug +62.2 6.7 Jul§ +6.9 Q3 +1.3 -12.2 15.72 12.0 6.29
Egypt +2.5 Q1 na +2.1 +20.0 Jul +11.2 Sep +10.1 13.3 Q2§ -2.4 Q2 -2.5 -12.0 na 7.15 6.89
Israel +1.2 Q2 +1.9 +2.4 -2.2 Jul -0.3 Sep +0.7 6.4 Aug +8.5 Q2 +2.0 -3.1 2.09 3.75 3.51
Saudi Arabia +4.0 2013 na +4.0 na  +2.8 Sep +2.9 5.6 2013 +132.9 Q1 +14.4 +2.5 na 3.75 3.75
South Africa +1.0 Q2 +0.6 +1.6 -1.4 Aug +5.9 Sep +6.0 25.5 Q2§ -18.8 Q2 -5.2 -4.4 7.69 11.0 9.74

Source: Haver Analytics.  *% change on previous quarter, annual rate. †The Economist poll or Economist Intelligence Unit estimate/forecast. §Not seasonally adjusted. ‡New series. **Year ending June. ††Latest 3 
months. ‡‡3-month moving average. §§5-year yield. ***Official number not yet proven to be reliable; The State Street PriceStats Inflation Index, Sep 39.79%; year ago 18.81% †††Dollar-denominated bonds. 
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Indicators for more countries and additional

Other markets
 % change on

 Dec 31st 2013

 Index one in local in $
 Oct 22nd week currency terms

United States (S&P 500) 1,927.1 +3.5 +4.3 +4.3

United States (NAScomp) 4,382.8 +4.0 +4.9 +4.9

China (SSEB, $ terms) 258.7 -1.8 +3.1 +2.0

Japan (Topix) 1,236.4 +1.0 -5.1 -6.9

Europe (FTSEurofirst 300) 1,308.7 +4.5 -0.6 -8.6

World, dev'd (MSCI) 1,647.2 +3.3 -0.8 -0.8

Emerging markets (MSCI) 987.1 +0.5 -1.6 -1.6

World, all (MSCI) 404.8 +2.9 -0.9 -0.9

World bonds (Citigroup) 926.9 -1.0 +2.2 +2.2

EMBI+ (JPMorgan) 706.9 +0.7 +8.5 +8.5

Hedge funds (HFRX) 1,215.2§ +0.8 -0.8 -0.8

Volatility, US (VIX) 17.9 +26.3 +13.7 (levels)

CDSs, Eur (iTRAXX)† 67.7 -10.1 +7.4 -1.3

CDSs, N Am (CDX)† 68.0 -7.8 +18.1 +18.1

Carbon trading (EU ETS) € 6.2 +1.3 +24.1 +14.0

Sources: Markit; Thomson Reuters.  *Total return index. 
†Credit-default-swap spreads, basis points. §Oct 21st.

The Economist commodity-price index
2005=100
 % change on
 one one
 Oct 14th Oct 21st* month year

Dollar Index

All Items 156.7 154.7 +1.3 -7.6

Food 173.8 170.9 +3.5 -7.4

Industrials    

 All 138.9 137.9 -1.5 -7.8

 Nfa† 128.9 128.9 +0.3 -19.8

 Metals 143.2 141.7 -2.2 -2.0

Sterling Index

All items 179.1 174.4 +2.7 -7.1

Euro Index

All items 153.8 151.1 +2.3 nil

Gold

$ per oz 1,231.6 1,252.9 +2.5 -6.7

West Texas Intermediate

$ per barrel 82.0 83.4 -9.8 -14.7

Sources: Bloomberg; CME Group; Cotlook; Darmenn & Curl; FT; ICCO;
ICO; ISO; Live Rice Index; LME; NZ Wool Services; Thompson Lloyd & 
Ewart; Thomson Reuters; Urner Barry; WSJ.  *Provisional  
†Non-food agriculturals.

Markets
 % change on

 Dec 31st 2013

 Index one in local in $
 Oct 22nd week currency terms

United States (DJIA) 16,461.3 +2.0 -0.7 -0.7

China (SSEA) 2,435.7 -2.0 +10.0 +8.8

Japan (Nikkei 225) 15,195.8 +0.8 -6.7 -8.6

Britain (FTSE 100) 6,399.7 +3.0 -5.2 -8.1

Canada (S&P TSX) 14,312.1 +3.2 +5.1 -0.4

Euro area (FTSE Euro 100) 986.0 +4.1 -3.3 -11.1

Euro area (EURO STOXX 50) 3,008.5 +4.0 -3.2 -11.0

Austria (ATX) 2,131.5 +4.5 -16.3 -23.1

Belgium (Bel 20) 3,061.8 +5.0 +4.7 -3.7

France (CAC 40) 4,105.1 +4.2 -4.4 -12.2

Germany (DAX)* 8,940.1 +4.3 -6.4 -14.0

Greece (Athex Comp) 993.7 +11.8 -14.5 -21.4

Italy (FTSE/MIB) 19,266.3 +5.3 +1.6 -6.6

Netherlands (AEX) 396.0 +4.3 -1.4 -9.4

Spain (Madrid SE) 1,044.4 +3.9 +3.2 -5.1

Czech Republic (PX) 941.9 +2.0 -4.8 -13.5

Denmark (OMXCB) 664.1 +6.4 +17.3 +8.1

Hungary (BUX) 17,298.2 -1.2 -6.8 -17.1

Norway (OSEAX) 633.3 +4.5 +5.1 -3.5

Poland (WIG) 53,301.5 +1.6 +3.9 -6.0

Russia (RTS, $ terms) 1,047.5 -1.8 -8.7 -27.4

Sweden (OMXS30) 1,344.3 +5.9 +0.9 -10.8

Switzerland (SMI) 8,506.1 +4.4 +3.7 -3.2

Turkey (BIST) 78,080.8 +4.3 +15.2 +10.3

Australia (All Ord.) 5,373.3 +2.6 +0.4 -1.2

Hong Kong (Hang Seng) 23,404.0 +1.1 +0.4 +0.4

India (BSE) 26,787.2 +1.7 +26.5 +27.9

Indonesia (JSX) 5,074.3 +2.2 +18.7 +20.3

Malaysia (KLSE) 1,796.2 +0.5 -3.8 -3.4

Pakistan (KSE) 29,940.4 -0.6 +18.5 +21.1

Singapore (STI) 3,202.7 +0.1 +1.1 +0.4

South Korea (KOSPI) 1,937.0 +0.6 -3.7 -3.3

Taiwan (TWI)  8,748.8 +1.1 +1.6 -0.3

Thailand (SET) 1,532.7 -0.9 +18.0 +20.0

Argentina (MERV) 10,548.2 +9.3 +95.7 +50.1

Brazil (BVSP) 52,411.0 -6.6 +1.8 -3.0

Chile (IGPA) 18,744.9 +0.5 +2.8 -7.6

Colombia (IGBC) 13,190.3 +2.9 +0.9 -4.9

Mexico (IPC) 43,450.8 +1.1 +1.7 -1.7

Venezuela (IBC) 3,076.3 +6.4 +12.4 na

Egypt (Case 30) 8,811.9 -0.9 +29.9 +26.3

Israel (TA-100) 1,289.7 +1.0 +6.8 -1.2

Saudi Arabia (Tadawul) 10,206.2 +6.9 +19.6 +19.5

South Africa (JSE AS) 48,202.9 +3.3 +4.2 -0.9 series, go to: Economist.com/indicators

Interactive: New feature! Customise and share your own indicator tables at Economist.com/customtables

Commodity prices

Source: The Economist *Not in our index

Selected commodities, October 21st 2014
% change on a year earlier, $ terms
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The Economist’s commodity-price index
has fallen by 7.6% in the past year and is
now a third below its peak in 2011. The
World Bank expects most commodity
prices to continue falling into 2015 as
increasing supplies coincide with weaker
economic growth, especially in devel-
oping countries. America is enjoying
record grain and soyabean harvests.
Cotton production has exceeded demand
for the fifth season; natural rubber prices
have slumped thanks to weak demand
from the car industry. However, not all
commodity prices are falling. Cocoa
prices have risen amidst fears that the
Ebola epidemic could spread to Ivory
Coast, the biggest producer. 
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ALMOST the only piece of scenery in
Yuri Lyubimov’s production of “Ham-

let”, in rep at the Taganka Theatre in Mos-
cow from 1971, was an immense black
roughly woven curtain bunched with dan-
gling threads. It moved back, forth and
sideways of its own accord, sometimes en-
folding the actors, sometimes smothering
them. And it made a special beeline for
Hamlet himself, stalking and attacking
him, so that he was forced either to avoid it,
placate it, or fight it off. 

The curtain made a good metaphor for
MrLyubimov’s career. Asdirectorofthe Ta-
ganka from 1964 onwards he rebelled
against the “boring gibberish” ofSoviet so-
cial realism, stages cluttered with beds,
chairs and samovars, and the stultifying
clichés, as he called them, ofStanislavsky’s
method acting. His own stages were
stripped bare, perhaps to a sheet and a
brick wall. His props were as few as possi-
ble: in his “Boris Godunov” two chairs, a
crozier, a plank and a bucket (quite enough
for a coronation), and in his “Crime and
Punishment” just a moving door, symbo-
lising the hero/murderer Raskolnikov’s
dream of overstepping the bounds. The
pace was hectic, episodic and cinematic in
Eisenstein’s style, heavily underscored
with music; and in the empty space the ac-
tors, many trained in circus and shadow-

play, acted out their own imaginings. 
The audience, too, was important. Mr

Lyubimov’s actors engaged theatregoers
directly, challenging them to deploy their
consciences. His leading actor in many
plays, including “Hamlet” (entering with a
guitar, reciting banned bits of Pasternak),
was Vladimir Vysotsky, a poet and hoarse-
voiced singerofacid, subversive songs. His
death in 1980 broughta million Muscovites
into the streets around the theatre. 

All this sorely tried the Soviet authori-
ties. “Boris Godunov” was banned in 1982
because the groaning chorus of the pro-
logue was taken as a metaphor of Russian
popular unrest, and because at the end Bo-
ris, outofcostume, shouted into the fully lit
auditorium: “Why are you silent? Shout,
‘Long Live Tsar Dimitri Ivanovitch’!” “The
Man Alive”, about the disappearance since
collectivisation of Russia’s true peasant
stock, never got out of previews after the
culture minister called it “anti-Soviet” and
“disgusting”. Mr Lyubimov, a strapping, fi-
ery character with Gypsy blood in him
and a red scarf usually tossed round his
neck, retorted, “You don’t frighten me,” be-
fore bowing to the inevitable.

His cantankerousness was legendary,
and could be turned against mild Western
conductors as readily as against apparatch-
icks. In 1983, unwisely, he spoke his mind

about the Soviet regime to the London
Times; the swift result was exile, like Ham-
let, in England. Unlike Hamlet, though, he
never lacked self-belief. After all, only he
had ever got Bulgakov’s sprawling anti-
Stalinist masterpiece, “The Master and
Margarita”, to succeed on the stage. 

Brecht in the foyer
His work was not political, he insisted,
though people said it was; it was poetical,
using metaphors transcribed into the
world of the theatre. Until his membership
was stripped from him in exile, he was in
the Communist Party. The revolution had
shaped his life and drive; as a child born in
1917, it could not have been otherwise. His
kulak father and his mother had been im-
prisoned in the 1920s, and he had vivid
memories of bringing them dry bread and
kicking at the prison gates. Yet he started
his career in the ensemble of the NKVD,
Stalin’s secret police, and he acted in his
share of social-realist plays, before love of
Meyerhold and Brecht began to infuse his
teaching at the Vakhtangov Institute, and
he left with his troupe of student actors to
take over the old, sad Taganka Theatre,
hang portraits of his heroes in the foyer,
and turn the world upside down. 

A thaw under Khrushchev made things
easier than they might have been. Under
Brezhnev and Andropov, as he liked to
boast, he still knew how the play the chi-
novniki in the Culture Ministry; given a
long leash, he used every inch of it. After
1968 censorship tightened, but he was still
allowed to travel, to Italy, France, Britain
and America; and the censors also packed
his theatre, for the Taganka was so popular
that its red-and-white tickets were almost
hard currency in Moscow, a lure for for-
eigners and a treat for the nomenklatura. 

It was not, then, a dissidents’ forum, as
it could not be ifhe wished to mount plays
and get an audience. Yet it kept its edge as
sharp as possible as long as he was there.
On his return from exile, in 1989 during
Mikhail Gorbachev’s perestroika (to find
the authorities suddenly fawning on him,
and givinghim medals), he found the audi-
ence more elitist and harder to inspire. In-
stead of being “raised to a higher pitch” by
beauty, they looked as if they had been “hit
on the head with a bag of dirt”. The Ta-
ganka company itself had split in half; the
actors seemed obsessed only by money. 

The new, ostensibly free, Russia proved
hard for him to adjust to. He told his actors
to rehearse “as if they’re going to ban us to-
morrow”—but now no one would. Though
a blaze of theatrical glory surrounded him
at home, and he stood secure in the pan-
theon of great European directors, his best
work had undoubtedly been done de-
cades before: when the great black curtain
was stalking him and, like Hamlet, he had
to use all his ingenuity to fend it away. 7

Fighting for theatre

Yuri Lyubimov, revolutioniserofRussian theatre, died on October5th, aged 97

Obituary Yuri Lyubimov
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