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Politics this week

Germany’s highest court rejected claims that measures to rescue 
the euro breached the country’s constitution. It found that 
participation in the first bail-out of Greece and in the new 
European Financial Stability Facility does not strip the Bundestag 
of its budgetary authority. But the court boosted the lower house’s 
vetting of euro-zone measures by obliging the government to get 
the consent of the Bundestag’s budget committee before 
extending credit guarantees. See article (http://www.economist.com/node/21528685) 

Three days earlier Angela Merkel’s coalition government got a drubbing in state elections in 
Mecklenburg-West Pomerania. Her Christian Democratic Union had its worst-ever result, and its 
Free Democratic Party allies failed to get into the state legislature.

Italy’s much-revised emergency budget (the second within two months) passed its first 
parliamentary hurdle by winning approval in the Senate. Silvio Berlusconi, the prime minister, 
increased value-added tax and upped the retirement age for women in the private sector. But he 
again limited tax rises on the rich. Italy’s trade unions held a national strike against austerity 
measures, bringing millions out onto the streets. See article
(http://www.economist.com/node/21528674) 

Spain’s Senate gave final approval to a “golden rule” amendment to its constitution, requiring 
budget deficits to be kept to a strict limit—as yet unspecified.

After international creditors suspended negotiations, the Greek government agreed to put 
thousands of underemployed civil servants into a “strategic reserve”, where they will draw only 
60% of their salary for just one year, or until they are re-employed. See article
(http://www.economist.com/node/21528686) 

Violence in India’s capital

An explosion ripped through the high court in Delhi, killing 11 people. An e-mail from a Pakistani
-linked extremist group linked to al-Qaeda claimed responsibility. See article
(http://www.economist.com/node/21528657) 

The Pakistani Taliban said it carried out a suicide-bomb attack in Quetta, in western Pakistan, 
which killed at least 20 people. The attack was aimed at an official of the Frontier Corps, a 
federally controlled paramilitary force that is battling militants.

The NATO-led mission in Afghanistan suspended the transfer of detainees to several jails run by 
Afghan police and the Afghan intelligence service, after allegations of torture and mistreatment 
surfaced in a UN report.



The first visit to Bangladesh by an Indian prime minister for 12 
years ended without agreement on two important issues for both 
countries. There was no accord on sharing river water, nor on an 
overland transit route through Bangladesh to India’s landlocked 
north-eastern states.

At least 54 people were killed by Typhoon Talas as it ripped 
through central and western Japan. Dozens were missing.

A lot of work to do

Amid sinking approval ratings for his handling of the economy Barack Obama prepared to 
deliver a big speech on jobs to a joint session of Congress. An earlier employment report 
recorded zero job growth in the United States for August. See article
(http://www.economist.com/node/21528659) 

The Republican candidates for president held a debate, the first to feature Rick Perry since his 
entry into the race. The event was notable for a slanging match between Mr Perry and Mitt 
Romney about who has the best record on jobs and health care. Mr Perry, who has vaulted over 
Mr Romney to become the Republican front-runner, described Social Security as “a monstrous lie 
to our kids”. See article (http://www.economist.com/node/21528663) 

Mr Obama infuriated environmentalists by ruling out a proposal to introduce stricter air 
pollution standards for emissions of ground-level ozone. Business groups have argued that 
imposing the stricter pollution limits now would imperil growth. See article
(http://www.economist.com/node/21528637) 

Nowhere to run

Rebels in Libya were in control of almost the entire country leaving just a handful of towns in the 
grip of Colonel Muammar Qaddafi’s supporters, including his hometown of Sirte. The National 
Transitional Council tried to negotiate a peaceful surrender with those still loyal to the colonel. A 
convoy of Qaddafi loyalists laden with arms and gold crossed the border into Niger. See article
(http://www.economist.com/node/21528654) 

China said it would tighten procedures for selling weapons abroad, after the disclosure that 
representatives of Colonel Qaddafi’s government attempted to buy weapons in Beijing in mid-
July. Libyan rebel leaders say they have evidence of arms deals from companies in China despite 
a UN embargo, but China insists the negotiations took place without the government’s 
knowledge. See article (http://www.economist.com/node/21528664) 

Turkey suspended all defence ties with Israel after expelling the Israeli ambassador. Relations 
between the two countries have deteriorated since the Israeli raid in 2010 on a flotilla of ships 
trying to reach Gaza, in which Turkish activists were killed. See article
(http://www.economist.com/node/21528687) 

Israel saw its biggest demonstrations yet in a wave of protests 
that have called for social justice, affordable housing, cheaper 
food and better social services. Around 450,000 people thronged 
the streets for rallies, coming close to Israel’s swankiest shopping 
precinct in Tel Aviv. There was no violence, and no shops were 
attacked or looted.

Syrian forces renewed their assault on the city of Homs, which 
has seen ongoing protests since March. At least 14 people were killed in the latest crackdown. 
France’s foreign minister, Alain Juppé, accused the Syrian government of crimes against 
humanity.
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At least 16 people were killed when several Christian villages were attacked in Nigeria’s central 
Plateau state. Over 1,000 people have been killed in the past two years in violence widely seen as 
being religiously motivated, but which also has political roots.

Refortifying

Juan Manuel Santos, Colombia’s president, appointed a new group of military commanders and 
allocated an extra $840m to the defence ministry. The decisions were taken in response to an 
increase in attacks by the country’s leftist guerrilla groups, which caused the defence minister to 
resign.

Bolivia held its first ever “National Day of the Pedestrian”, banning all cars and public transport 
from the streets. Evo Morales, the president, wants to raise awareness about the environment, 
but his critics have told him to take a hike over plans to build a road through the rainforest.
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Business this week

Switzerland’s central bank surprised markets by setting a ceiling for the Swiss currency of 
SFr1.20 against the euro in an attempt to keep it down. The Swiss National Bank has made less 
dramatic interventions recently that have done little to rein in the Swiss franc, which investors 
have flocked to as a haven from the euro-zone’s debt crisis. The move fuelled fears of a full-
blown currency war, as countries try to protect their exports. See article
(http://www.economist.com/node/21528631) 

The autumn of our discontent

Investors remained perturbed about the health of European 
banks, as Josef Ackermann, the chief executive of Deutsche 
Bank, gave warning that “numerous” lenders would collapse if 
they were forced to revalue the sovereign debt they hold at 
current market values. Mr Ackermann also spoke of a “new 
normality” in banking that is “characterised by volatility and 
uncertainty”. But he rejected the proposal put forward by Christine 
Lagarde, the new head of the IMF, to force banks to recapitalise, 
as “counterproductive”.

Share prices in American and European banks also came under 
pressure after the Federal Housing Finance Agency filed lawsuits 
for the alleged mis-selling of mortgage-backed securities. The lawsuit is the biggest yet to be 
brought by a regulator that relates to banking practices before the financial crisis.

Bank of America, one of the targets in the FHFA lawsuit, embarked on a reorganisation of the 
upper echelons of its management team, dismissing several people from the Ken Lewis era. It is 
the company’s latest attempt to shore up investor confidence, which has been battered by the 
bank’s mortgage-related woes and fears over its capital position.

Carlyle Group, a well-connected private-equity firm based in Washington, DC, took the first step 
towards launching an initial public offering. Expected next year, Carlyle’s IPO will be small (said 
to be around $100m) compared with the flotations in the past few years of other big private-
equity firms; most of those firms have seen the price of their shares tumble from their 
stockmarket debut.

Not for turning

The fragility of Britain’s economic recovery was underscored by the biggest monthly fall since 
April 2001 of an index of activity in the service sector, which accounts for three-quarters of GDP. 
The decline, even steeper than that after the collapse of Lehman Brothers in September 2008, 
came amid more calls for the government to slow the pace of its budget-cutting programme. But 
George Osborne, the chancellor, said the world economy required different responses from each 
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country, much like a football team where “everyone’s role needs to be suited to their positions 
and abilities.”

The London Stock Exchange disclosed that it was in talks with LCH .Clearnet, Europe’s only 
independent clearing house. The announcement comes two months after the LSE lost its bid to 
buy the operator of the Toronto Stock Exchange.

Must do better

Carol Bartz was abruptly ousted (“over the phone”) as Yahoo!’s chief executive by the internet 
company’s board. Ms Bartz took the job almost three years ago, replacing Jerry Yang, Yahoo!’s co
-founder, who famously rejected a takeover bid from Microsoft that valued the company at $45 
billion. Yahoo!’s market capitalisation just before Ms Bartz’s sacking was around $16 billion. See 
article (http://www.economist.com/node/21528650) 

A federal judge in California threw out the $1.3 billion awarded by a jury to Oracle last 
November, in a case that accused SAP of intellectual-property theft. After a rancorous trial, 
Oracle was awarded the damages when SAP admitted that a former subsidiary had illegally 
downloaded its arch-rival’s software, but it assessed the harm to Oracle at around $40m. The 
judge agreed that $1.3 billion was “grossly excessive” and suggested that Oracle should settle for 
$272m.

In a surprise decision, a Swedish court rejected an application for bankruptcy protection filed by 
Saab. The carmaker's owner is trying to finalise a financing deal with Chinese backers, but has 
struggled to pay workers in the interim.

It emerged that Amazon is redesigning its website to emphasise digital products (it now sells 
more e-books than paper ones) and to accommodate tablet-computer users. Amazon is rolling 
out its own tablet this autumn, which will probably sell for around $250.

News Corporation decided to put its facilities in Wapping, east London, up for sale. Wapping 
became synonymous with the battle to move British journalism away from the traditional printing
-presses of Fleet Street towards the new era of digital publishing, when Rupert Murdoch decided 
to move his British newspaper titles to the site in 1986. One of those titles was the now defunct 
News of the World.
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Unemployment in the West
The quest for jobs
It is not impossible for politicians to reduce the West’s frighteningly high 
unemployment levels

A LITTLE geographical imagination 
helps to convey the scale of 
joblessness in the West. If the 44m 
people who are unemployed in the 
mainly rich members of the OECD 
lived in one country, its population 
would be similar to Spain’s. In 
Spain itself, which has the West’s 
highest jobless rate (21%), the 
number of people without work 
matches the combined population 
of Madrid and Barcelona. In 
America the 14m people officially 
jobless would form the fifth-most-populous state in the union. Add in the 11m “underemployed”, 
who are working less than they would like, and it is the size of Texas.

The landscape is not uniformly bleak. Germany, for example, now has a lower jobless rate than 
before the financial crisis. But in most of the rich world the proportion of people unemployed, 
though down a bit from its peak in 2009, is still alarmingly high, even as fears mount that several 
countries may be slipping back into recession. And the human cost of the economic crisis is paid 
largely by those who are out of work, for joblessness increases depression, divorce, substance 
abuse and pretty much everything that can go wrong in a life.

Worse, today’s joblessness is a particularly dangerous sort. A disproportionate share of those out 
of work are young, and youth unemployment leaves more scars, in terms of lower future wages 
and greater likelihood of future unemployment (see article
(http://www.economist.com/node/21528614) ). Joblessness is also becoming more chronic. In 
America, famous for its flexible labour market, the average jobless spell now lasts 40 weeks, up 
from 17 in 2007. In Italy half of those without work have been so for more than a year. Long-
term unemployment is harder to cure, as people’s skills atrophy and they become detached from 
the workforce. Its shadow lingers, reducing future growth rates, damaging public finances and 
straining social order for years to come.

This mess will not be fixed quickly. Even if growth accelerates, unemployment will remain 
worryingly high for several years. Many remedies, such as retraining workers, take time. But that 
only makes it all the more shocking that politicians have done so little. America is stuck in a 
sterile debate, with the left claiming that the government is not spending enough, while the right 



insists that big government is destroying jobs. An increasingly unpopular Barack Obama was due 
to address Congress on the subject just after The Economist went to press (see article
(http://www.economist.com/node/21528659) ). Across the Atlantic many of the responses to the 
euro crisis (see article (http://www.economist.com/node/21528629) ) seem designed to drive up 
joblessness. The West’s leaders can and must do better.

Go for growth

The immediate priority should be supporting demand—or at least not doing harm to it. The left is 
right on one thing: the main cause of the current high joblessness is the severity of the last 
recession and the weakness of the subsequent recovery. Yet the West’s economies have 
embarked on contractionary policies. In some cases the fault lies with monetary policy: the 
European Central Bank should reverse its recent rate rises. But the main culprit is a collective, 
premature shift to fiscal austerity by governments.

As this newspaper has repeatedly argued, politicians need to strike a bargain with the bond 
markets: combine policies that cushion growth now with measures that will bring deficits under 
control in the medium term. Raise the retirement age, for instance, and that leaves more room to 
stimulate growth in the short term. A minimal test of Mr Obama’s jobs agenda will be whether it 
is big enough to counter the fiscal tightening, equivalent to 2% of GDP, that is slated for next 
year.

Where should the short-term money go? Some forms of stimulus are better than others at 
supporting employment. Germany’s subsidies for shortened working hours helped dissuade firms 
from firing workers; Mr Obama’s subsidies for green technology fattened the bottom line of a few 
chosen firms but did very little to spur jobs. Governments should prioritise policies that do. Some 
infrastructure spending, such as building roads and repairing schools, falls into that category. So 
do tax incentives that cut the cost of hiring, particularly for extra new workers—which is why it 
makes sense for America to extend, and even expand, its payroll-tax cut. And so, in America’s 
case, does federal aid to the states, since the main way states cut their budgets is by firing 
workers.

Easing the road ahead

So there are ways in which government money can help. But it is also plain that the jobs mess is 
not just about demand: it cannot be solved with more stimulus alone. There is plenty of 
evidence—from declining employment rates for less-skilled men to rising disability rolls—to 
suggest that Western economies had a brewing jobs problem long before the financial crisis hit. 
The combination of new technology and globalisation has reduced the demand for the less skilled, 
and many workers, particularly men, have failed to respond to these deep changes in the labour 
market. The shift in demand for skills has a long way to go, as our special report on the future of 
work explains. It suggests an important part of any jobs agenda must involve changes in 
education, more training to equip people in the rich world for tomorrow’s jobs and getting 
government off entrepreneurs’ backs.

But it is also clear that labour-market policies themselves can make a huge difference. In many 
cases this means deregulation. In Spain 46% of young people under the age of 25 are out of 
work because there is a two-tier system, with mollycoddled “permanent” workers and easy-to-fire 
“temporary” workers, who are disproportionately young. Europe’s Mediterranean economies could 
learn a lot from Germany’s labour-market overhaul. America is better at creative destruction, but 
it invests too little in ways to help the unemployed back to work. Mr Obama could usefully look to 
the Netherlands and Denmark for ideas on how to overhaul an antiquated unemployment system 
and improve its training schemes.

Do all these things correctly and the quest for jobs will take less time. But it has taken Western 
governments too long to grasp the seriousness of their jobs problem. Many people will suffer 
because of that.
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Exchange-rate targets
Francly wrong
The Swiss take fright at the strength of their currency—and set an unfortunate 
example

WHEN the going gets tough, the tough buy Swiss francs. That was 
true in the 1970s, when the Swiss were forced to impose negative 
interest rates on foreign depositors. And it has been true in recent 
years, with Switzerland’s currency rising by 43% against the euro 
between the start of 2010 and mid-August this year.

The Swiss National Bank (SNB) has decreed that it will target an 
exchange rate of SFr1.20 to the euro, a policy that it will apply 
with “the utmost determination” by being “prepared to purchase 
foreign exchange in unlimited quantities”. The announcement had 
its intended result, driving down the franc by 8.2% within minutes to the targeted level (see 
article (http://www.economist.com/node/21528631)  ). Central banks have much greater scope 
to push down their currencies than they do to prop them up; whereas the Bank of England had to 
deplete its foreign-exchange reserves defending the pound in 1992, the Swiss can create francs 
without limit.

This newspaper is not generally in favour of policies that distort markets, but the Swiss deserve 
some sympathy. More orthodox measures aimed at limiting the franc’s rise have proved 
ineffective. The Swiss currency has been an innocent bystander in a world where the euro zone’s 
politicians have failed to sort out their sovereign-debt crisis, America’s economic policy seems 
intent on spooking investors and the Japanese have intervened to hold down the value of the 
yen. The Swiss franc has looked like the only paper currency that could act as a safe haven; a 
kind of Alpine gold.

Our rough-and-ready Big Mac index calculated in July that the franc was as much as 98% 
overvalued against the dollar. This has been causing problems for Swiss companies: several have 
recently released profit warnings and some have talked about moving operations out of the 
country. This is definitely not a case of a country trying to steal a march on its trade competitors 
by holding its currency at an artificially cheap level.

Nevertheless, the Swiss policy has its dangers. If the SNB fails to hold the line at SFr1.20, it 
could end up with a huge hit to its balance-sheet; losses on previous rounds of intervention have 
sparked calls for the president’s resignation. Alternatively, “unlimited” intervention could 
eventually provoke inflation, although that still looks a distant prospect.

The Swiss action will also put pressure on its euro-zone neighbours. The Swiss will probably end 
up buying French and German government bonds; that may widen the spread between the yields 
of such countries and those of weaker European countries like Italy and Spain. Wider spreads 
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may be taken as a signal of greater risk aversion, the phenomenon that sparked the strength of 
the Swiss franc in the first place.

Passing the parcel

Given sluggish domestic demand, most countries in the developed world would like to see their 
currencies depreciate. But the foreign-exchange markets are a zero-sum game: some currencies 
have to go up. The most obvious candidate, the Chinese yuan, is rising regrettably slowly. That 
puts pressure on market favourites like the Swiss franc and the yen. It is rather like a game of 
deflationary “pass the parcel” in which the loser is whoever gets landed with the strongest 
currency. The danger is that the countries which get left with the parcel may decide that foreign-
exchange intervention is not enough and resort to trade barriers instead. In the 1930s countries 
opted for tariffs not just “beggar-thy-neighbour” devaluations.

Though understandable, then, the Swiss action is nonetheless regrettable. A globally co-ordinated 
round of monetary easing would be far better than a series of tit-for-tat measures that simply 
pass the buck (or franc).
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France’s beleaguered president
Can he recover?
Nicolas Sarkozy could yet win re-election—so long as he offers voters a real 
choice

HE HAS plumbed new lows as the 
most unpopular French president in 
the Fifth Republic ahead of a re-
election bid. The latest polls 
suggest that he will lose next 
spring’s election to his most likely 
opponent by a whopping 18 points. 
The euro zone’s ills and deepening 
gloom over the world economy will 
make it hard to close such a wide 
gap. Many observers think Nicolas 
Sarkozy is doomed to ignominious 
departure after just one erratic 
term in office.

Why are the French so negative about him? One answer is that few incumbents are popular 
nowadays. Barack Obama is in a hole (see Lexington
(http://www.economist.com/node/21528624) ); Germany’s Angela Merkel has just lost yet 
another regional election; Silvio Berlusconi’s government this week suffered a general strike in 
Italy; the ruling Spanish Socialists look certain to be booted out in November.

Yet Mr Sarkozy has made many mistakes of his own. These include taking too prominent a role in 
government instead of relying on his prime minister; allowing a bling-bling image to take hold 
and being seen as a friend of the rich; and turning away from the liberalising reforms for which 
he once campaigned. Where his uppity energy once inspired the country’s voters, today it seems 
merely to annoy. As this paper observed a year ago, his presidency has got smaller.

But do not write him off. There is an opportunity for Mr Sarkozy—both to win and to become a 
more substantial figure. Indeed the two aims may be beginning to elide. The politics are not 
irredeemable (see article (http://www.economist.com/node/21528636) ). Although France still 
has much to do to repair its public finances and pep up its economy, it is in better shape than the 
southern Mediterranean countries that are struggling to stay in the euro. The successful military 
campaign in Libya may yet bolster the president’s image at home. The rising threat from the 
National Front’s Marine Le Pen seems, at least for now, to have reached a plateau. Unlike Valéry 
Giscard d’Estaing, the only recent president to have been ousted after a single term, Mr Sarkozy 
faces no serious centre-right challenger.
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Say no to socialism lite

Mr Sarkozy’s main advantage is the same as Mr Obama’s: the inadequacy of the opposition. 
France’s Socialist Party has not won a presidential election since 1988, and it still seems to be 
mired in a neanderthal past of traditional socialism. It has lost its one-time front-runner (and 
would-be moderniser), Dominique Strauss-Kahn. Unlike Mr Sarkozy, who has seemed a little 
more presidential in recent months, none of the remaining candidates looks to be an impressive 
political campaigner.

So Mr Sarkozy’s fortunes might revive, but only if he has something to say that distinguishes him 
from the left. In 2007 he had a clear message: promote competition, embrace globalisation and 
bring in liberalising reforms. Not only has he done precious little of that, but his answer to the 
euro crisis has been to lurch in the opposite direction: new levies on the rich, scrapping ceilings 
on personal taxes, abolishing employers’ tax breaks for overtime. He has barely begun to reform 
the country’s bloated public sector. It beggars belief that, after 16 years of supposedly centre-
right presidents, the French state should account for 56% of GDP, second only to Denmark in the 
European Union and far above the 47% share in Germany.

Nobody will be surprised that we want Mr Sarkozy to rediscover his liberalising zeal. But it could 
also serve him well politically. If he merely tries to sell a lighter version of socialism, many French 
voters will prefer to go for the real thing instead. Moreover, his appeal has always been as a 
reformer. The bigger Sarkozy stood for something. In 2007 he managed to convince most French 
voters that it was time to change course. These are the people he needs to win back—and the 
need for reform is even greater today.
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The transformation of the book industry
Disappearing ink
Readers have never had it so good. But publishers need to adapt better to the 
digital world

DURING the next few weeks 
publishers will release a crush of 
books, pile them onto delivery 
lorries and fight to get them on the 
display tables at the front of 
bookshops in the run-up to 
Christmas. It is an impressive 
display of competitive commercial 
activity. It is also increasingly 
pointless.

More quickly than almost anyone 
predicted, e-books are emerging as 
a serious alternative to the paper 
kind. Amazon, comfortably the biggest e-book retailer, has lowered the price of its Kindle e-
readers to the point where people do not fear to take them to the beach. In America, the most 
advanced market, about one-fifth of the largest publishers’ sales are of e-books. Newly released 
blockbusters may sell as many digital copies as paper ones. The proportion is growing quickly, 
not least because many bookshops are closing.

For readers, this is splendid. Just as Amazon collapsed distance by bringing a huge range of 
books to out-of-the-way places, it is now collapsing time, by enabling readers to download books 
instantly. Moreover, anybody can now publish a book, through Amazon and a number of other 
services. Huge choice and low prices are helping books hold their own on digital devices, even 
against “Angry Birds”.

For publishers, though, it is a dangerous time (see article
(http://www.economist.com/node/21528611) ). Book publishing resembles the newspaper 
business in the late 1990s, or music in the early 2000s. Although revenues are fairly stable, and 
the traditional route is still the only way to launch a blockbuster, the climate is changing. Some of 
the publishers’ functions—packaging books and promoting them to shops—are becoming 
obsolete. Algorithms and online recommendations threaten to replace them as arbiters of quality. 
The tide of self-published books threatens to swamp their products. As bookshops close, they 
lose a crucial showcase. And they face, as the record companies did, a near-monopoly controlling 
digital distribution: Amazon’s grip over the e-book market is much like Apple’s control of music 
downloads.
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A new chapter

Yet there are still two important jobs for publishers. They act as the venture capitalists of the 
words business, advancing money to authors of worthwhile books that might not be written 
otherwise. And they are editors, picking good books and improving them. So it would be good, 
not just for their shareholders but also for intellectual life, if they survived.

They are doing some things right. Having watched the record companies’ impotence after Apple 
wrested control of music-pricing from them, the publishers have managed to retain their ability to 
set prices. But they are missing some tricks. The music and film industries have started to bundle 
electronic with physical versions of their products—by, for instance, providing those who buy a 
DVD of a movie with a code to download it from the internet. Publishers, similarly, should bundle 
e-books with paper books.

They also need to become more efficient. Digital books can be distributed globally, but publishers 
persist in dividing the world into territories with separate editorial staffs. In the digital age it is 
daft to take months or even years to get a book to market. And if they are to distinguish their 
wares from self-published dross, they must get better at choosing books, honing ideas and 
polishing copy. If publishers are to hold readers’ attention they must tell a better story—and edit 
out all the spelling mistakes as well.
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Emerging-market firms and Britain
The new special relationship
Amid the economic gloom, Britain is at the leading edge of an important global 
trend

AROUND four centuries ago, British 
capital started flowing into India, 
creating the East India Company, 
and laying the foundations of the 
empire. Now capital is flowing in 
the other direction. In the past ten 
years the Tata group—which 
ranges from steel and engineering 
to chemicals, telecoms and tea—
has spent $15 billion buying up 
famous British firms. Tetley tea 
was followed by Corus (formerly 
British Steel) and Jaguar Land 
Rover (JLR), maker of two of the most quintessentially British cars, and Brunner Mond, a founder 
of what was (until it went the way of all empires) Imperial Chemical Industries. As a result of 
these purchases, Tata is now Britain’s biggest industrial employer (see article
(http://www.economist.com/node/21528653) ).

To some extent this is merely the British chapter of a wider story: the rise of emerging-market 
giants. The number of companies from Brazil, India, China or Russia on the Financial Times 500 
list trebled in 2006-08 from 20 to 62. Emerging-market champions are stamping their names on 
almost every area of business: Brazil’s Embraer in aircraft, China’s Huawei in telecoms and 
India’s Tata in just about everything, from cars and chemicals to consumer products and IT. In 
2010 emerging-market firms accounted for a third of the world’s $2.4 trillion tally of mergers and 
acquisitions.

Like the Japanese and South Koreans before them, Indian and Chinese tycoons want to build 
global businesses rather than just regional ones. Some are keen to hedge against the political 
risk of doing business in their own markets. But mostly they want to move up the value chain, 
mixing and matching skills and advantages from all over the world. Tata has learnt how to make 
buses by buying Brazil’s Marco Polo and to make sophisticated off-road vehicles by buying Land 
Rover.

The empire invests back

The old imperial map is influencing this: Pankaj Ghemawat, author of a recent book on 
globalisation, thinks that the Spanish, Portuguese and British empires will re-emerge through 



these new economic ties. Yet Britain seems particularly attractive, even to non-subcontinental 
firms such as Mexico’s Cemex (which bought Britain’s RMC in 2004), Sahaviriya Steel Industries 
(a Thai firm that bought and reopened a steelworks in the north-east this year) and the South 
Korean National Oil Company, which bought Aberdeen’s Dana Petroleum this year. In 2000-10, 
according to the World Bank, Britain was the destination for $129 billion of emerging-market 
acquisitions. Only America got more ($193 billion). In proportion to the size of its economy, 
Britain got four times as much as America.

One reason for Britain’s success is its relatively open economy: it is easier for a foreign firm to 
take over a British company than an American one, and there is little danger that yogurt will be 
declared a strategic industry, as it was in France when there was talk of a takeover of Danone by 
PepsiCo. It is notable that Lakshmi Mittal, an Indian whose steel company faced a storm of 
protest in continental Europe when it took over Arcelor in 2006, has been Britain’s wealthiest 
inhabitant for seven years—with barely a murmur of resentment.

The other attraction is a plentiful supply of two things emerging-market multinationals want: 
expertise and strong brands. Britain’s imperial past and commercial reach mean that it has 
spawned lots of globally successful consumer brands. That was the attraction of Tetley to Tata, as 
it was of Cadbury to America’s Kraft, in last year’s controversial raid on a cherished British brand. 
And Britain is a world-class centre for the skills these new giant companies need, such as law, 
accountancy and branding. Add to that the easy access to the City of London, and Britain 
becomes very attractive. That explains why, although mining died in Britain a generation ago, 
most of the world’s leading mining companies have moved their headquarters to London. For 
Tata, JLR combined a global brand with the engineering that created its rugged four-wheel-drive 
vehicles. Corus had expertise in fancy types of steel that Tata Steel lacked. Tata aims to take 
these skills and inject them into its businesses, not only back home but also in the 79 other 
countries where it sells things.

Of course not all the deals will prove good ones for the purchasers. Some, financed by cheap debt 
during the bubble, will probably come unstuck. But for emerging-market multinationals eager to 
conquer a global market, the acquisition of foreign brands and expertise makes sense. They will 
keep coming as long as Britain welcomes them.

Winning the British Open

As the rumpus about Cadbury showed, there is a certain residual wariness in Britain, as in all 
countries, about foreign takeovers—a fear that acquirers will strip out the business and take it 
abroad. But these days management is less rooted in a company’s home market. Takeovers of 
recent years (think of the Japanese NSG group’s purchase of Pilkington or General Electric’s of 
Amersham or Telefónica’s of O2) have led to Britain remaining the headquarters, or becoming 
joint headquarters, of a merged global group. Companies like Tata have not arrived to close 
factories down and ship machines to India.

More generally, attracting foreign cash is a better foundation for Britain’s economic future than 
shielding national champions. The City of London has for the most part thrived as Europe’s most 
open financial centre. Many studies have shown foreign-owned factories in Britain to be more 
productive than indigenous enterprises. Nissan, Honda and Toyota, which arrived when the 
British motor industry was dying in the 1980s, revived the business. Ford and BMW failed to 
make Jaguar or Land Rover profitable, when Rover group collapsed. Tata has succeeded in 
turning both around.

By and large, Britons seem to welcome the newcomers. Perhaps that might change if the next big 
acquirer is a state-backed Chinese firm, rather than a paternalistic Indian conglomerate. Perhaps 
Britain will get more protective about foreigners when it is less desperate for their cash. Yet even 
trade unionists are generally friendly towards foreign ownership these days. As Britain’s former 
colonial subjects come back as masters, there is barely a whiff of post-imperial regret.
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Letters
On Asian marriage, Iran, India, patents, Rick Perry, 
immigration, hedge funds, ex-communist countries, 
Harold Pinter

Letters are welcome via e-mail to letters@economist.com

Sex and the city 

SIR – Your briefing on the reasons behind why Asians are 
marrying later, and less, focused on the motivations of women 
(“The flight from marriage
(http://www.economist.com/node/21526329) ”, August 20th). 
There is another factor at play: urbanisation. Men in particular 
tend to value sexual variety, and cities offer diversity and 
anonymity. Combine that with the easy availability of birth-
control, and men can get more of what they want over a longer 
period of time with reduced risk. Should a child result, the law 
compels child support (at least in the West) regardless of marriage 
status; a wife merely adds to the potential cost of alimony. 
Urbanisation, in Asia as elsewhere, changes men’s cost-risk-
reward calculation when it comes to getting wed, hence the trend 
away from marriage.

Stephen Cobb
Nashua, New Hampshire 

SIR – As educated Asian women become more financially dependent they are indeed tending to 
marry less, but they still lead active sex lives. Increasingly they are selecting younger men as 
lovers, and enjoy their sex lives even more than married women do. The trend started in Japan 
after the second world war when large numbers of widowed women sought out new 
“companions” rather than remarry.

It is not uncommon for Asian single women in their 30s and even 40s to have a beau who is in 
his 20s. There are dance clubs that employ good-looking young men as waiters, who are 
frequently available as escorts. This means that young men in Asia are probably not as lonely as 
you think, plus they benefit from having older lovers who may teach them a thing or two about 
sexual techniques.

Pinghui Liu
Boca Raton, Florida 



SIR – Although a fan of your covers, I must say that I was 
unnerved upon receiving the issue depicting an abandoned Asian 
groom as his sweetheart strides off into the background. My 
girlfriend and I are of Asian heritage and I was mustering up the 
courage to pop the question to her that evening.

Fortunately I was undeterred (I take everything I read with a 
pinch of salt—even in The Economist). She said yes.

Jochen Krippner
London

Iranian society and politics

* SIR – You made a respectable stab at explaining the state of Iranian politics and its impact on 
Iranian society (“Divine divisions (http://www.economist.com/node/21526372) ”, August 20th). 
However, besides using colourful language and vocabulary (“millenarian quackery”, 
“Cassandraism”) you did not provide any specific examples that point to the conclusion that 
Iranian society is “somewhere between praying for the Mahdi and driving off a cliff.” Divining 
Iranian politics is as difficult as divining the exact direction of a hurricane, or predicting where an 
earthquake will occur.

However, if anything is certain it is that Iran is a risk-averse 
society that is unwilling to risk another revolution, preferring 
instead a situation that you describe as “lonely purgatory.” 
Nevertheless, this lonely purgatory strengthens the Persian 
identity in Iran, driving it more towards an anticlerical perspective 
that is conditioned by decades of clerical mismanagement and 
corruption of religious identity.

Some officials, like President Ahmadinejad’s chief of staff, Esfandiar Rahim Mashai, have 
attempted to take advantage of this powerful dynamic in Iranian society today, much to the 
chagrin of the clerics and their supporters.

Bahman Bakhtiari
Salt Lake City

India’s new kind of protest 

SIR – Your reporting on Anna Hazare’s anti-corruption crusade in India disregarded the quality of 
the “minority of street protesters” (“I, the people (http://www.economist.com/node/21526904) ”, 
August 27th). Unusually, these were not staged demonstrations: no truckloads of inebriated 
individuals to boost attendance, nor violent protesters with no sense of what they are protesting 
against. Most were students, housewives, retirees and educated workers, who were very aware of 
the issues involved. Anyway, what would constitute a meaningful number of protesters in a 
country of over 1.2 billion people? If you want to talk numbers perhaps you could compare the 
number of “powerful figures” who have been jailed with the number of corrupt politicians and 
individuals who continue to pervade India.

Also, I do not understand the reason for your assertion that 
“Muslim leaders are suspicious” that Mr Hazare’s campaign had a 
nationalist and Hindu-dominated tone. What relevance does this 
have to an anti-corruption protest?



Meeru Pai
Bangalore

A disincentive to invent 

SIR – Rather than promoting innovation, the proposal to adopt a “first to file” patent system in 
America would do the opposite (“Inventive warfare (http://www.economist.com/node/21526385) 
”, August 20th). Most technology start-ups are created on shoestring budgets with entrepreneurs 
pouring their lives into the real work of creating technology, rather than describing it in legalese. 
This law will not only force upon us the early and intractable expense of hiring a patent lawyer, 
filing fees and premature incorporation, but will encumber us to the point of threatening the 
competitive advantages inherent to start-ups. You approve of America switching from “first to 
invent” to “first to file” because it is a global standard and would, you argue, create greater 
efficiency in patent examinations. However, efficiency is not the real problem here.

We could happily endure a multi-year process if our feckless patentability standards didn’t lead to 
a multitude of dubious and overlapping patents that have created the arms race we are 
witnessing today. Give us higher standards like Europe and Japan by overhauling quality control 
in our patent office, not by forcing us entrepreneurs to bootstrap patent applications too.

First to file is a direct affront to first to market.

Matt Robinson
Chief executive
Rollbase
Saratoga, California

Perry’s performance 

SIR – A couple of facts slipped your mind when discussing Rick Perry’s accomplishments on jobs 
(“Reading the record (http://www.economist.com/node/21526359) ”, August 20th). First, the 
majority of jobs created in Texas recently were in government, and possibly helped by the 
stimulus. Second, the unemployment rate in Texas is higher than in any of the four states 
surrounding it.

Michelle Phillips
Gainesville, Florida

Views on immigration 

SIR – Let immigrants come, you argue (“Let them come
(http://www.economist.com/node/21526893) ”, August 27th). But 
immigration brings not only short-term beneficial impacts to the 
economy; it has lasting permanent cultural effects. There are 
swathes of the East End of London, for example, where an entire 
working-class Cockney culture has disappeared, never to return, 
to be replaced by huge numbers of immigrants. As per usual the 
wealthy have packed their Subarus and left for the suburbs and the nicer (or private) schools, 
telling the rest of us to get on with it, for the net economic benefit you understand.

Rapid ethnic change may be acceptable because of the better food, cheaper plumbers and the 
like, but please do not ignore the wider cultural impact when that is what is being discussed by 
the vast majority of the population.

Susan Sheringham
London



Returns from hedge funds

* SIR – There may be flaws in the hedge-fund model, but in one respect you missed the reason 
why investors are, and should be, disappointed with the majority of hedge funds (“Many unhappy 
returns (http://www.economist.com/node/21526326) ”, August 20th). The promise of hedge 
funds was not that they would “beat the market” but that they would generate absolute returns 
that are uncorrelated to traditional assets such as stocks, bonds, commodities and real estate, 
which dominate most portfolios.

As any financial engineer, or economist, will tell you, sources of excess return that are 
uncorrelated to traditional assets are very valuable in constructing optimal risk reward portfolios. 
Hedge funds were never supposed to “hedge”, they were supposed to diversify.

Sadly, the majority of hedge funds are in effect leveraged bets on the world’s stockmarkets and 
so have added little to investors’ portfolios. It is the high correlation to the equities markets (high 
beta and low alpha in the jargon) that your article should be disparaging, not the dismal returns. 
However, in the universe of alternative assets, Systematic Global Macro, Managed Futures and 
Fixed Income Relative Value have managed to maintain close to zero correlation to equities 
through many stockmarket environments.

These hedge-fund styles are far closer to the original promise of absolute uncorrelated returns 
through investment cycles. Not all hedge funds are alike and not all deserve to be tarred with the 
same beta-laden brush.

Ewan Kirk
Founder 
Cantab Capital Partners
Cambridge, Cambridgeshire

Anti-communist 

SIR – Just how much longer is The Economist going to classify the eastern members of the 
European Union as “ex-communist” (“Some calm amid storms
(http://www.economist.com/node/21526934) ”, August 27th)? It has been 20 years since the 
collapse of the Soviet empire. That is almost half the number of years that those countries were 
under communist rule.

For how many decades did you call Italy ex-fascist? Why don’t you describe Germany as a 
partially ex-communist and partially ex-Nazi country? And why skip the ex-communist bit when 
discussing present-day Russia?

Kestutis Paulauskas
Vilnius, Lithuania

Poetic form 

SIR – At 11 words, Harold Pinter’s shortest poem was certainly 
enigmatic: “I saw Len Hutton in his prime/Another time/another 
time” (“The known and the unknown
(http://www.economist.com/node/21526301) ”, August 20th). So 
was Simon Gray’s response when, a few days after sending him 
the poem, Pinter phoned Gray to check if he had received it. He 
replied he had, but “I haven’t finished reading it yet”.

Kaushik Basu
Chief economic adviser
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The mood of Russia
Time to shove off
The Soviet Union was undermined by stagnation and a sense of hopelessness. Is 
the same thing happening again?

IN 2000 a group of young Russians, just back from their studies in America, started the website 
WelcomeHome. Ru. “Life in Russia is becoming more normal. It is possible to live here, make a 
career and bring up children. Many of those who had left have come home. We are among them,” 
the site read. It was a typical reaction by young Russian professionals to the growth, 
opportunities and promise of stability from Vladimir Putin, the new president. Soon, after years of 
capital flight, money started to flow back into Russia.

Twelve years later, as Mr Putin appears to be preparing to retake his presidential office for 
another 12 years, the mood is starkly different. WelcomeHome.ru is dead. Instead, a new popular 
blog has sprung up on a Russian social network. It is called “Pora valit”, which means roughly 
“Time to shove off”. Its few thousand users exchange stories about how best to leave Russia. The 
blog’s title sums up perfectly the mood among Russia’s urban and educated class.

Emigration is the talk of the town. Dmitri Bykov, a popular and prolific author, dedicated a recent 
weekly feuilleton to the flight of money and people and the travelling ban imposed briefly on two 
opposition politicians, Boris Nemtsov and Vladimir Milov. The Soviet government punished 
dissidents by expelling them, Mr Bykov quipped. “Now they punish them by keeping them in.”

A recent opinion poll by the Levada Centre shows that 22% of 
Russia’s adult population would like to leave the country for good. 
This is a more than threefold increase from four years ago, when 
only 7% were considering it. It is the highest figure since the 



collapse of the Soviet Union, when only 18% said they wanted to 
get out. Those who are eager to leave are not the poor and 
desperate. On the contrary, most are entrepreneurs and students.

The Levada Centre recently conducted a survey of people aged 25
-39 living in large cities and earning five-to-ten times the average 
income in Russia. Almost a third would like to emigrate 
permanently. They are not dissidents or romantics. Half say they have no interest in politics, a 
third are Kremlin supporters, most work in the private sector and have done well over the past 
decade. “These are not just people who would like to leave Russia, but people who have the 
means to do so,” says Lev Gudkov, the head of the Levada Centre.

These figures do not necessarily indicate a brain drain. Mr Gudkov, who has been measuring 
Russia’s emigration over the past 20 years, says the number of people who will actually leave is 
probably small. Among the young and well-off, only 6% have filed for a visa, are negotiating a 
contract or have applied to study abroad. (Though, given Russia’s unfavourable economic and 
social trends, it can ill afford to lose even a small number of its best educated young people.) 
What these figures really show is a startling level of frustration with the state of the country. 
“This is a cardiogram of Russian society,” says Mr Gudkov. If so, things are going badly.

The suitcase syndrome

In some ways, the urge to leave now may seem odd. Mr Gudkov says that what he calls the 
“suitcase mood” usually spikes either in anticipation of a crisis or just after one. After the 
financial crisis in 1998, for example, his emigration indicator went up to 21%. Devaluation and 
default had wiped out savings and Boris Yeltsin had fired his government, raising fears of an 
unstable succession. But now the succession is in no doubt. Mr Putin will remain in power for the 
foreseeable future. And even if, by chance, Dimitry Medvedev, the present president, is allowed 
to stay on in his post, the current regime will continue in some form or another.

The economy also shows no sign of immediate distress. After the 2008 financial crisis, which hit 
Russia harder than most countries, output bounced back and is now growing at between 4% and 
5% a year: not as fast as in the mid-2000s, but certainly no worse than in many other emerging 
markets, including Brazil. The oil price is 1.5 times higher than it was in 2007, the peak of 
general optimism; inflation is heading down; employment is up and consumption is robust. 
Evgeny Gavrilenkov, chief economist at Troika, a Russian investment bank, calls it “a good 
muddling through”.

Yet, despite this, people and firms are taking money out of Russia. 
Last year the net outflow was $34 billion (see chart). Some of the 
capital flight, Mr Gavrilenkov says, can be attributed to the 
unexpected windfall from higher energy prices: unable to invest 
everything at short notice domestically, energy firms are parking it 
abroad. But a lot of capital is leaving the country in small sums 
and can only be attributed to individual transfers. Soaring sales of 
mid-price properties to Russian buyers in Europe confirm the 
trend.

So while the sense of acute crisis has gone, it has been replaced 
by a feeling of stagnation. Mr Gavrilenkov, one of Russia’s more 
optimistic analysts, argues that the economy is in a better state than people think—for the 
moment. “Things can go on like this for another two years. Maybe three. But then…”

Misusing oil



Russia’s most immediate vulnerability is its growing dependence on energy. During Mr Putin’s 
rule the share of oil and gas in Russia’s export revenues has gone up from half to two-thirds. This 
increase is almost entirely due to higher prices rather than growing production. The budget 
depends on them. Five years ago Russia needed $50-a-barrel oil in order to balance its budget. 
Next year the price will have to be $120 to meet its spending obligations. The current price is 
$113 a barrel. As Russia gets closer to elections, its budget expenditure (which is already 
growing by more than 10% a year) is bound to increase.

The fact that Russia has a lot of oil to export is not a problem in itself; as Clifford Gaddy of the 
Brookings Institution has argued, it ensures a competitive advantage. The problem is the 
country’s addiction to it, and its misuse of oil revenue. Instead of investing in human capital—
such as better schools and hospitals—and modernising the oil and gas industry, Russia has used 
the money to perpetuate the inefficient structure of the Soviet economy in exchange for political 
support. Instead of encouraging people to look for newer opportunities, Russia ties them down 
with handouts to dinosaur enterprises and one-company towns.

A good example is the case of Avtovaz, maker of the Lada car. After the 2008 crisis, Mr Putin 
should probably have let the ailing company go bust. It simply could not compete with the new 
models being produced elsewhere, especially in Japan. Instead, Mr Putin gave Avtovaz more than 
$1 billion and shielded the company from foreign competition. Since Avtovaz employs 70,000 
people directly, and millions of parts-suppliers and car-dealers rely on it, the prime minister’s 
investment is expected to pay off on election day. Asked who should be Russia’s next president, 
Igor Komarov, the plant’s boss, replied: “If you weigh up who has helped us in our hardest time, 
the answer is obvious: Mr Putin.”

Mr Putin’s rule, however, is far from being as beneficent as it seems. Throughout most of his 
vaunted “period of stability”, disposable income and retail-trade volumes have grown twice as 
fast as GDP. In the 2000s soaring consumption translated into economic growth, but this was 
largely achieved by using up the spare capacity of Soviet assets and underinvesting in new 
industries and infrastructure. A study commissioned by the World Bank in 2007—a year before 
the crisis—revealed that only 5% of firms were created or destroyed in the decade of high 
growth. In a healthy market economy the rate is much higher, sometimes approaching 20%.

As a result, Russia now lacks capacity for strong economic growth. The continued increase in 
consumption, backed by a high oil price, has led to an astonishing increase in imports (up 40% a 
year), but it no longer stimulates the domestic economy. Such stimulus can come only from a 
boost in productivity and investment.

Fresh investment, both foreign and domestic, is deterred by Russia’s poor business climate, 
which shows little sign of changing. When Walmart tried to buy a retail chain there—a three-year 
flirtation that eventually ended last year—it was apparently fobbed off by bureaucrats who, 
according to a source familiar with the negotiations, “did not want another whiner like Ikea, 
which had exposed corruption.”

Not for a sack of gold

That corruption crushes the prospects of active and talented people. The rent-seeking behaviour 
of Russia’s rulers, who control the money and the levers of repression, stifles competition. Many 
of the elite have backgrounds in the security services; their instinct is to raid, grab and control, 
rather than create and compete. The occasional firing of high-ranking officials such as the former 
mayor of Moscow, Yuri Luzhkov, leads not to a change in the system but to the simple 
redistribution of cash flow.



Investing in innovation and raising productivity makes little sense when your well-connected 
competitor can hire the tax police and prosecution service to force you out of business. As Dmitry 
Kamenshchik, owner of Moscow’s Domodedovo airport (now being eyed by state-backed 
competitors), says wryly: “Like anyone else I don’t know whether I will be sent to prison or not. 
We are all citizens of the Russian Federation and live under the Russian criminal code.”

Mr Medvedev has a grand plan to create a Silicon Valley in Skolkovo, a special zone outside 
Moscow, and is bringing in Cisco, an internet-services giant, as a flagship firm. But this will do 
nothing to free up competition or make Russia an attractive place to do business. When two 
Russian physicists who live and work in Britain won a Nobel prize last year they were asked to 
come and work in Skolkovo. “You must have all gone mad over there if you think that for a sack 
of gold you can invite anyone,” Andre Geim replied. The fact that Russian scientists want to work 
abroad is not a problem in itself; large numbers of Chinese scientists do the same. The problem is 
that so few want to return. According to the World Bank, 77% of Russian science and engineering 
students studying in America will never come back.

In the past, Russian entrepreneurs were prepared to put up with bad institutions and corruption 
because of high returns. Now that the rewards are smaller and the appetites and impudence of 
bureaucrats greater, large Russian firms are reducing the domestic sector of their business to a 
minimum, while smaller ones are looking to sell up. A recent survey by Campden Media and UBS, 
a bank, of 19 Russian businessmen with a personal wealth of more than $50m and a turnover of 
$100m showed that 88% had moved their personal wealth abroad and were prepared to sell their 
companies. Few planned to pass their businesses on to their offspring, which is hardly surprising, 
since most children of the rich and powerful are now ensconced in the West. Parents send their 
children abroad not to learn to run their businesses more efficiently, but so they never have to 
come back.

A future amputated

All this is breeding a sense of stagnation that compounds the glum 
mood of the middle class. It is not fear of impoverishment or 
unemployment that makes people think of emigrating, as in many 
other countries, nor the threat of instability or revolution, which 
have forced out Russians in the past. People want to leave 
because they feel there is nothing more for them in Russia. The 
sense of a future has been amputated. According to the Levada 
Centre, three-quarters of Russians do not plan more than two 
years ahead; only 3% plan more than ten years ahead. The 
degradation of infrastructure, institutions and, most important, 
human capital, creates a desire to tune out of it all.

Those who want to go abroad often have higher material 
standards of living than their peers in the West. They are looking 
for things they cannot buy: recognition of achievements, 
protection of property rights, physical safety, a functioning health 
service, a proper education for their children. They want to live a 
life which does not involve paying bribes, or losing one’s business for political reasons, or being 
jailed at the whim of a corrupt bureaucrat.

The story of Sergei Magnitsky looms large in the minds of professionals. Mr Magnitsky, a 
successful corporate lawyer, blew the whistle on a big corruption scheme run by a group of police 
investigators, only to be put in jail and hounded to death by the same policemen. The 



Unenraptured with Putin

government failed to investigate the accusations, and is still covering up the circumstances of Mr 
Magnitsky’s death.

The feeling that nothing will change, improve or open up is 
exacerbated by the likelihood of Mr Putin’s return as president. His 
restoration will be largely symbolic, since he never let power shift 
out of his hands. But it does, nevertheless, symbolise a reversal, 
rather than a forward movement.

And the roots of unhappiness go much deeper. After the collapse 
of the Soviet empire, the country was left without a clear sense of 
purpose or destiny. After seven decades of trying to set up Utopia, 
Russia’s only aim in the 1990s was to become a normal, civilised 
state. But two wars in Chechnya and the destruction of Yukos, 
Russia’s most successful oil company, in 2003 put an end to that 
hope.

Mr Putin has stirred and exploited the country’s nostalgia for its 
Soviet past. But the narrative of resurgence and restoration was 
combined with contempt for ordinary Russians who, in the view of 
the Kremlin’s rulers, were not ready for democracy. The double-
digit growth of incomes masked problems for a while, but when growth slowed down stability 
turned into immoveability.

In some ways, says Vladimir Mau, Russia’s leading economic historian, Russia’s situation is 
similar to that of the Soviet Union in the 1970s and early 1980s, the “era of stagnation (zastoi)”, 
after a thaw in the 1960s. Then, too, the oil price was high and consumption rising, but the 
country was consumed by a sense of hopelessness. Life was reasonably comfortable for the well-
educated, but social mobility was blocked by party apparatchiks. The gap between expectations 
and reality was unbridgeable. When the oil price fell, food shortages and fury at the privileges of 
the elite became catalysts for change.

Russia’s economy is more flexible than the Soviet one was, but frustration with the unfairness of 
the system is no less strong. Shortages of goods have been replaced by lack of property rights; 
the humiliation of queueing for meat has been replaced by the humiliation of being milked by 
bureaucrats. Most important, the gap between rhetoric and reality is just as wide. The question is 
whether Russia’s middle class, whose demands and expectations exceed the capacity of the 
system, can play the same role as the relatively affluent Soviet intelligentsia who helped to 
sweep away the Soviet Union.

In the 1980s the intelligentsia believed that removing senile Communist apparatchiks would be 
enough to put the country on a path towards normality. Millions of young technocrats who faced 
spending the rest of their lives behind the Iron Curtain, unable to fulfil their ambitions, did not 
expect the Communist system to collapse; but when Mikhail Gorbachev started his reforms, they 
were a powerful force behind them.

Today, Russian society as a whole is much more cynical and distrustful than it was in Soviet 
times. Aggression, hatred and nationalism have risen to levels not seen even after the Soviet 
collapse in the 1990s: 34% of Russians “want to shoot” those they blame for their troubles. As 
for the middle class, it is much less cohesive and idealistic. It is also less desperate. “They would 
rather exchange their country than change it,” says Mr Mau.

The Kremlin undoubtedly likes things that way. It has learned from the mistakes of the Soviet 
Union, which raised levels of education and science to compete with America, but in the end 
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created pressure from within the system that it could not contain. This is one reason why Mr 
Putin is so keen for Russia to have a visa-free travel arrangement with the rest of Europe. The 
other is that it would give the Russian elite unhindered access to their European properties.

Yet it is important to remember that Russians are not going to emigrate in their millions. The 
overwhelming majority will stay at home, discontented. The big question is what will they do? 
Will their frustration be transformed into protest and an attempt to change things? Or will it 
simply be dissolved in the general conformism and cynicism which has been nurtured to such 
harmful effect over the past decade?

The stagnation in the dying days of the Soviet Union was both more restrictive and more 
productive. Russia’s current stagnation is comfortable for most people, but also less promising. It 
may take a new generation to make fiercer demands on the system and force change. But what 
kind of change that will be, nobody knows.
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America’s jobs crisis
A choice of medicines
A dismal employment picture precipitates competing remedies from the 
president and his challengers. But will any of them work?

BARACK OBAMA began his first 
term trying to turn around a 
struggling economy and reassure 
an electorate consumed by anxiety 
about jobs. It increasingly looks as 
though he will end it in the same 
way. On September 2nd the 
government reported no net jobs 
were created in August. To be 
precise, private firms created 
17,000 jobs while governments 
trimmed payrolls by the same 
amount. Adjusting for striking 
mobile-phone company workers, underlying private job growth was actually more like 60,000, 
consistent with an economy still growing; but barely.

August was a particularly 
unfortunate month: it began with a 
reckless stand-off over raising the 
national debt limit and a 
downgrade to America’s credit 
rating, and ended with a hurricane. 
Throughout, Europe’s debt crisis 
simmered away. Yet a longer view 
is no more flattering to the 
president. Employment is some 
2.4m, or 2%, lower than when Mr Obama took office in January 2009 and the unemployment 
rate, still stuck at 9.1%, is higher (see chart). Presidents are seldom re-elected on such dismal 
job performance (see Lexington) (http://www.economist.com/node/21528624) .

If there is any silver lining, it is the increased urgency with which Mr Obama and his Republican 
opponents have sought solutions. Mr Obama was set to outline his ideas in a speech to Congress 
on September 8th, after The Economist went to press. Mr Obama was considering a package 
worth some $300 billion. More than half of this would merely be to extend for an additional year 
two measures that expire in December: a 2% payroll tax cut and up to 99 weeks of insurance 
benefits for the unemployed. Mark Zandi of Moody’s Analytics, a consultancy, believes that letting 
these expire would shave 1% off gross domestic product and 1m jobs from total employment.



Much of the remainder would be for an infrastructure bank, which would try to leverage federal 
money with private capital to build highways, transit systems and the like. Mr Obama has also 
mulled offering employers a cut in their share of the payroll tax when they hire new workers (the 
existing cut applies only to the employee’s contribution). He has shown interest in a federal 
version of Georgia Works, in which that state pays for unemployment insurance beneficiaries to 
train for up to eight weeks with an employer. Such targeted programmes aim not just to create 
jobs but keep the unemployed from withdrawing permanently from the world of work. The record 
on such programmes is mixed, however: several introduced in the 1970s only modestly boosted 
employment. Nonetheless, a federal version of Georgia Works has one feature that most of Mr 
Obama’s proposals lack: support from congressional Republicans.

Two days before Mr Obama’s speech, Mitt Romney, one of the two main Republican contenders, 
released what is so far the most detailed economic plan of any Republican candidate. At 160 
pages it is slick, wonky and, unlike some of Mr Romney’s opponents, quite sensible. It helps that 
Glenn Hubbard and Greg Mankiw, mainstream economists who served under George Bush junior, 
are advising him. Like most Republicans Mr Romney would like to repeal Mr Obama’s health-care 
plan, which was modelled on the plan he introduced as governor of Massachusetts. He would 
start by simply allowing any state to drop out. Some Republicans have called for the abolition of 
the Environmental Protection Agency and the National Labour Relations Board, which mediates 
employer-union relations. Mr Romney promises to appoint apolitical technocrats to the latter, and 
to require that any agency that issues a costly new regulation repeal something else of equal 
cost.

Mr Romney, whose plan proudly reiterates his assertion that “corporations are people”, would cut 
their top tax rate to 25% from 35% and spare them paying tax on foreign income, as well as 
eliminating capital gains and dividend taxes for the middle class. He is less ambitious on personal 
taxes than one of his rivals, Jon Huntsman, who would lower the top income-tax rate to 23% 
(versus 35% now) and pay for rate cuts by eliminating exemptions and loopholes. Tax reform 
that lowers marginal rates while eliminating exemptions would make the economy more 
productive in the long run; but it would provide no short-term fillip to demand. Mr Romney would 
like to cap federal spending at 20% of GDP, an ambitious feat considering that it currently stands 
at 24% and is still projected to be at 23% in a decade’s time.

He also promises to tackle entitlements by raising the retirement age for public pensions and 
converting the federal contribution to Medicaid, the health-care programme for the poor, to a 
cheaper “block grant” rather than a matching-fund system, and to pursue a balanced-budget 
amendment to the constitution. Mr Romney predicts the economy would grow 4% a year under 
his plan, optimistic but not wildly so; Mr Obama projected something similar in his first budget.

Could Mr Romney, or any Republican, succeed where Mr Obama has failed? Many of their ideas, 
properly implemented, would boost long-run potential, but not address the reason why the 
recovery has struggled to gain a foothold: banks and households are still whittling down their pre
-crisis debt, thus sapping demand and almost guaranteeing years of low growth.

Republicans believe the principal barrier to new hiring is uncertainty related to Mr Obama’s new 
laws and regulations. They have a point: regulations usually raise costs and make ventures that 
might have been profitable less so. Asked their single biggest problem, 16% of small businesses 
cited “government requirements and red tape”, according to the National Federation of 
Independent Business. Mr Obama seems to have taken their criticism to heart; on September 
2nd he postponed a costly rule on ozone emissions (see article
(http://www.economist.com/node/21528637) ).

Yet Republicans almost certainly overstate the importance of uncertainty. The same survey found 
that the leading problem most often cited by small businesses, at 23%, was poor sales. 
Postponing rules perpetuates uncertainty; but businesses often prefer such uncertainty to the 
certain costs of immediate compliance.
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The most economically damaging source of regulatory constraint is in finance, thanks not just to 
the Dodd-Frank financial law (which many Republicans want to repeal) but a panoply of state, 
federal and global actions. Banks must already adhere to stricter underwriting standards for 
credit cards and mortgage loans and will soon face higher capital and liquidity requirements. The 
Institute of International Finance, which is backed by the big banks, predicts such rules will raise 
lending rates between four and five percentage points in America, depressing GDP by a 
cumulative 2.7% by 2015 and employment by 2.9m. Those figures are implausibly high but the 
direction is surely right.

Litigation aggravates the problem. On September 2nd the Federal Housing Finance Agency sued 
17 banks for allegedly misrepresenting almost $200 billion in mortgages they sold to Fannie Mae 
and Freddie Mac, the mortgage companies the agency has controlled since they were bailed out 
in 2008. Whatever the lawsuit’s merit, it will erode banks’ profits and capital and their capacity to 
lend. No Republicans have rushed to the banks’ defence.
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The governor to beat

The Republicans
Prime-time Perry
The governor of Texas joins the fray

IN THE four weeks since Rick Perry, the governor of Texas, 
declared he was running for president, he has already become the 
front-runner for the Republican nomination. The latest polls all 
show him leading Mitt Romney, a former governor of 
Massachusetts and his closest rival—one by as much as 19 
percentage points. Whether his giddy ascent will last has been 
hard to say, in part because his opponents had not had a chance 
to assail him directly until this week’s debate, the first Mr Perry 
has participated in.

The eight candidates gathered at Ronald Reagan’s presidential 
library repeatedly broke the Gipper’s “eleventh commandment”: 
“Thou shalt not speak ill of any fellow Republican.” (To be fair, Mr 
Reagan himself was not exactly religious about his own 
injunction.) It was Mr Perry, in fact, who started the dust-up. The 
event had barely begun when he pointed out that Texas had seen more jobs created in the past 
three months than Massachusetts had in the entire four years that Mr Romney ran the state. Mr 
Romney retorted that Mr Perry had actually overseen slower job growth than his two 
predecessors, and was trying to take credit for Texas’s oil and gas, its Republican legislature and 
its long history of light regulation, much as Al Gore had once claimed to have invented the 
internet.

Mr Perry’s rivals had no shortage of barbs to throw at him: in addition to the dissection of his 
economic stewardship, there was talk of Texas’s high numbers of uninsured, its fierce cuts to 
education, Mr Perry’s doubts about evolution, his peremptory decision to foist a new vaccination 
on all girls in state schools, and so on. Mr Romney accused him of making himself unelectable by 
denouncing Social Security as a Ponzi scheme; Republicans, Mr Romney said, needed a candidate 
who would appeal to old and young alike by promising to fix Social Security, not abolish it. (He 
was referring, he helpfully explained, to himself.) But Mr Perry did not lose his cool or otherwise 
embarrass himself, and gave, in many instances, as good as he got.

In short, though Mr Perry may have looked a touch less poised than Mr Romney, the debate did 
not render a decisive verdict. It did, however, relegate the remaining participants to the second 
rank. Jon Huntsman, a former governor of Utah, sounded sensible notes on climate change and 
immigration, among other subjects. But everyone else ignored his views, presumably because 
they were too out of keeping with the party orthodoxy to be worth debating. Michele Bachmann, 
a congresswoman from Minnesota who had shone in the past two debates, was barely noticeable. 
Ron Paul, a libertarian congressman from Texas who normally inspires a few cheers, harrumphed 
quixotically about the cost of keeping American soldiers cool in Iraq. They will all get a few more 
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chances to make their mark, however: there are four more debates scheduled over the next six 
weeks.
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Industrial policy
Off-track in Middletown
Industrial job creation is a grind

IT HAS been a tough summer for Muncie, a small city 60 miles north-east of Indianapolis and half 
way between an industrial past and a possible future as a college town. Unemployment dipped 
briefly below 9% this spring, but floated back up to 10% in June and July. The car-parts makers 
that were once Muncie’s life blood have largely given up on it; but creating skilled manufacturing 
jobs at a new locomotive factory is turning out to be a hard slog.

Since sociologists Robert and Helen Lynd rechristened it “Middletown” in a famous study in 1929, 
Muncie has been regarded as representative of the American experience. In the more diverse 
21st century American economy, that is no longer exactly the case, but Muncie’s experience of 
declining manufacturing employment is similar to that of many small cities across the rustbelt. So 
when Indiana’s governor, Mitch Daniels, came to town last October, and announced that 650 new 
jobs would be created assembling locomotives for Progress Rail, a subsidiary of Caterpillar, and a 
largely abandoned factory rehabilitated, local press and politicians reacted with enthusiasm.

That feeling is wearing off. Fewer than a quarter of the promised jobs have materialised and not 
a single engine has rolled off the production line. According to a Progress Rail spokeswoman, the 
company currently employs 150 people in Muncie and has ditched the 650 target, expecting to 
reach only 250 employees by the end of 2012. The spokeswoman blamed the sluggish hiring on 
the weak economy, but the path to creating even one job (never mind 650) has been a twisted 
one.

Progress Rail decided on building locomotives in America in April 2010. It then started 
negotiations with the Muncie-Delaware County Chamber of Commerce and the Indiana Economic 
Development Corporation. Muncie’s greatest asset in sealing the deal was the building itself. 
Originally used to make transformers for Westinghouse and then ABB, the factory had been used 
to store ketchup and as a Halloween house since the latter company left town in 1998. The 
740,000 square-foot (69,000 square-metre) building has a 1,960 foot long main assembly floor, 
with a railway line running through the door—handy if you are making locomotives.

The two business-promotion organisations set loose such acronymic beasts as HBI, CREED, TIF 
and CDBG. They are all tax incentives of various kinds and the upshot is that Progress Rail will 
receive up to $11.1m in subsidies from the state and local governments. Unusually, the state tax 
credits were tied to capital investment, not to a job creation target. So those 250 jobs might end 
up costing $44,000 each.

Recruitment ads appeared shortly after Christmas 2010. Work One, a state employment agency, 
weeded out unsuitable applicants. The jobs drew hundreds of hopefuls, but Barbara Street, a 
Work One director, notes that there is a big gap between flipping burgers and working at a 
modern manufacturer. The local branch of Ivy Tech, a community college, agreed to create a 
three-week welding course to teach the specialised techniques Progress Rail uses. So specialised, 
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in fact, that Bob Richwine, the head welding teacher at the college, said he had never heard of 
them, and so difficult that only experienced welders could attempt them. Between January and 
April this year, according to Mr Richwine just 30 welders took the course; the company was 
looking to hire 70.

Similar tales could be told of the experiences of Brevini, an Italian maker of wind turbine parts, 
and Magna, a new car-parts maker. If Muncie and similar cities are banking on manufacturing to 
restore their fortunes, they have a slow road ahead.
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Ozone regulation
In the pea soup
The administration hands a victory to America’s polluters

ASSAILED by the right, Barack 
Obama socked it to the left on 
September 2nd, by backtracking on 
a new rule to mitigate air pollution. 
As proposed by the Environmental 
Protection Agency (EPA)—a hate 
object to many Republicans—the 
rule would have reduced ambient 
ozone, a toxic gas created by 
power-plant emissions and exhaust 
fumes, to less deadly levels than 
America currently permits. 
According to the EPA, this would by 
2020 have saved up to 12,000 lives and 2.5m working days and school days lost to the toxic 
effect of ozone on American lungs each year. It would also have cost polluters and government 
up to $90 billion per year—a toll that, in hard times, Mr Obama felt unable to levy.

His proxies also argued that, as the current legal ozone limit—75 parts per billion—was up for 
review in 2013, it anyway made sense to delay reducing it. The aborted change—to 60-70 parts 
per billion—would merely have brought the safety limit into line with scientific advice given to 
(and rejected by) George Bush junior in 2008: the delay will allow the EPA to consider more 
recent data. But greens are unimpressed. They had been persuaded to suspend legal challenges 
to the Bush-era rule—which appears to contravene the Clean Air Act (CAA) under which it falls—
on the understanding that Mr Obama would fix it. They also argue that, as the 2013 review must 
be held anyway, the net effect of Mr Obama’s retreat is more ozone pollution.

Polluters are cock-a-hoop—and so are the Republicans, who have become ever less verdant since 
the recession began. Many think that the EPA is a left-wing wrecking operation and Mr Obama’s 
hitherto willingness to approve its edicts characteristic of his job-killing attachment to 
unnecessary regulation. Besides American lungs, this ignores a few things: that the CAA was 
beefed up under a Republican president (Nixon); that the EPA is bound not to factor economic 
costs into its rulings on the CAA; and that those rulings so far approved under Mr Obama were 
mostly demanded by the courts, to clear up the mess made of America’s environmental 
regulation by Mr Bush.

Yet at least Republicans are bound to beat up Mr Obama. The scorn that greens, who are mostly 
Democrat, increasingly show him is a bigger threat to his re-election hopes. They cite a pattern of 
presidential retreat on big environmental issues, including a perceived friendliness towards the 
proposed Keystone XL pipeline, that would ferry Canadian crude-oil almost the length of America. 
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Far worse, following Congress’s rejection of a cap-and-trade scheme last year, is Mr Obama’s 
failure to do anything much to combat climate change. By September 30th the EPA is due to 
propose limits on greenhouse-gas emissions for power stations. Whether green enthusiasm for Mr 
Obama can be reactivated—as those legal challenges to the permitted ozone limit soon will be—
will depend upon his response.
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California’s public universities
Excellence for fewer
California, long a leader in public higher education, is now privatising it

NINE of the ten campuses of the University of California—led by Berkeley—once again made it 
into an annual ranking of the world’s leading universities, published last month by Shanghai Jiao 
Tong University in China. All’s well in Californian higher education, it might seem.

But that is not what Pat Brown or Clark Kerr would say, were they alive today. They were, 
respectively, governor of the state and president of the University of California (UC) in 1960, 
when California adopted a “master plan” that became an international model. Their aim was not 
only to have excellent public universities, but to give the state’s population nearly universal and 
free access to them. Some pupils would enter so-called community colleges for a two-year 
vocational programme, others one of the (now 23) campuses of the California State University 
(CSU), and the best might go to a UC campus.

In order to assure access for all, tuition charges were banned—only “fees” for some costs other 
than education were allowed. Most funding was to come from taxpayers. The premise was that 
higher education was a public good for the state, which was nursing its own future entrepreneurs 
and taxpayers. As Mr Kerr put it, the universities were “bait to be dangled in front of industry, 
with drawing power greater than low taxes or cheap labour”.

That consensus has been upended. In 1990 the state paid 78% of the cost of educating each 
student. That ratio dropped to 47% last year, and will fall even more during the current academic 
year, after the latest round of budget cuts, overseen by Jerry Brown, the current governor and 
son of Pat Brown. In some ways, California has now inverted the priorities of the older Brown’s 
era. Spending on prisons passed spending on universities in around 2004.

This has led to concerns that the public universities might lose their excellence. It takes money to 
attract the best professors, and the best students follow them. An alternative to worse public 
universities, however, is quasi-privatised ones. That seems to be the route taken in California.

Thus students will this year, for the first time, pay more for tuition 
than the state gives in funding. This follows years of tuition fee 
increases far steeper than the average at American public 
universities (see chart). A place at a UC campus can easily now 
cost $13,000, or $31,000 including housing given California’s high 
costs.

To raise other revenues, the various campuses also admit ever 
more out-of-state students (who pay three times more) and target 
rich alumni for more donations. Led by the business and law 
schools, they behave increasingly like private universities, in other 
words. This strategy retains pockets of excellence. But it also runs 
counter to the philosophy of the master plan, by pricing ever more 
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Californian families out of a place. The state now ranks 41st in the number of college degrees 
awarded for every 100 of its high school graduates.

Clark Kerr’s logic is thus being reversed, as the universities produce fewer Californian company 
founders, inventors and taxpayers. The Public Policy Institute of California, a think-tank, reckons 
that the state’s industry will face a shortage of 1m graduates by 2025. Employers will surely take 
note.
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Stink bugs
Pungent pests
Little bugs cause big problems

KIM CLARKE, an organic gardener in Maryland, has been plagued 
by stink bugs. Last winter, unless she vacuumed them up, often 
several times a day, they took over the upper floors of her home. 
Outside, it is even worse. Stink bugs have destroyed her entire 
grape harvest. The grapes hang shrivelled from the vine; the juice 
sucked out by the beasts. They feast on her tomatoes and her 
peppers. And they smell, not terribly, but pungently, when 
squished or when they cluster.

Brown marmorated stink bugs, which were accidentally brought to 
America in the late 1990s, are now found in over 30 states. They 
are not fussy eaters. They feed on some 300 species of plant, 
including figs, mulberries, corn, citrus fruits as well as soybeans, 
legumes and weeds. They do little damage to the plant itself, but they make fruit and vegetable 
unmarketable. Pennsylvania lost half of its peach population last season. Several New Jersey 
pepper-growers saw 75% of their crops damaged. According to the US Apple Association, apple-
growers in the mid-Atlantic states lost $37m. This year could be worse.

With no natural predators in America, the bugs’ population is soaring. Even cows refuse silage 
with stink bugs in it. Farmers are using more pesticides to control stink bug growth. In June the 
Environmental Protection Agency allowed emergency exemptions for the use of powerful 
insecticides. Michael Raupp, an entomologist at the University of Maryland and a bug blogger, 
says the “stink bug is undoing 40 years of integrated pest management.”

Mid-Atlantic stink bugs have one or two generations per year, but in subtropical China they have 
up to six. The bugs could potentially devastate crops in warm southern states. Hope, however, 
may lie with an Asian parasitic wasp, which helpfully lays its eggs inside stink bug eggs. The 
larvae devour the stink bug from the inside. This is several years away from being a viable option 
as scientists determine if it is safe for the wasp to be introduced in America. Until then, some 
growers are using home-made traps. Others wonder if they should invest in peacocks and 
praying mantises which, they speculate, will gobble up the little stinkers.
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Lexington
That sinking feeling
The president’s re-election chances increasingly rest on the weakness of his 
opponents

AS BARACK OBAMA sinks into the 
plumped pillows of his king-size 
maple-wood bed each night, one 
thought may help lull him to sleep: 
incumbent presidents are hard to 
beat. Of the last ten to seek a 
second term, seven were re-
elected.

That, however, is about the only 
electoral precedent in Mr Obama’s 
favour these days. Economic 
growth is more sluggish than it was 
before Gerald Ford’s or George 
Bush senior’s electoral defeats, let alone Ronald Reagan’s or Bill Clinton’s come-from-behind 
victories. Unemployment has not been this stubbornly high in the run-up to an election since the 
1940s. Individual purchasing power, which is thought by many analysts to have more bearing on 
election results than any other economic indicator, actually fell by the government’s last tally.

The polls corroborate the baleful economic portents. Mr Obama’s approval rating, which had 
hobbled along just below 50% for a year and a half, has descended to 40% or so in the past two 
months (on the economy, the figure is even more dismal). It is departing from the realm of 
plausible re-election prospects, in other words, and moving towards a Jimmy Carterish 
netherworld. The preponderance of voters say that if given the chance they would trade in Mr 
Obama for a Republican.

All this could change in the 14 
months before the election in 
November of next year, of course. 
Growth could pick up, and 
unemployment could start to fall. 
Voters, it is said, do not expect the 
president to come up with a 
miracle cure for the economy; they 
are just looking for some 
improvement in the vital signs. 
Reagan, after all, cruised to re-election in 1984 with unemployment at almost the level that had 



sunk Mr Carter four years before (see chart). The difference was that joblessness, although still 
high, was falling fast.

That, at any rate, is the narrative that has sustained Mr Obama’s supporters through the past 
year or so. As recently as a few months ago, it seemed quite plausible. From November to March, 
for example, the unemployment rate fell by a full percentage point, to 8.8%. The White House, 
doubtless expecting a Reagan-like vindication, noted that this was the biggest four-month drop 
since 1984. Austan Goolsbee, head of the president’s Council of Economic Advisers at the time, 
crowed, “we are seeing signs that the initiatives put in place by this administration…are creating 
the conditions for sustained growth and job creation.”

But the glimmers of a new morning in America proved a false dawn. Growth has stalled. 
Unemployment has crept back up to 9.1%—a level the administration itself concedes is 
“unacceptably high”. Mr Goolsbee has quit. Nor is there much prospect of a dramatic 
improvement before the election. The White House’s own forecast shows unemployment 
averaging 9% next year. Economists are talking of a double dip. The continuing wobbles in 
Europe and Japan only further darken the outlook.

There is little Mr Obama can do to change any of this, despite all his dogged talk of repairing 
roads and bridges. The Republicans in Congress will continue to insist on fiscal rectitude, knowing 
full well that their parsimony not only precludes the most effective job-creation measures, but is 
also leading to the loss of public-sector jobs. They propose remedies that the president will never 
accept, such as repealing his “job-killing” reforms to health care and the financial system. Mr 
Obama could respond by railing against Republican obduracy. But that, in turn, would probably 
lessen his standing among all-important independent voters, who are said to be looking for a 
president who defuses partisan tensions, rather than inflaming them.

In all likelihood, then, the economy will still be in a shambles when Mr Obama faces the voters 
next year, and he will struggle to evade the blame. Whether this dooms him depends on whether 
it really is the economy that makes or breaks a presidential campaign. The evidence in that 
regard is not quite as straightforward as the pundits make it sound. There is no clear correlation 
between unemployment rates and election results, for example. Franklin Roosevelt got himself re
-elected under even grimmer circumstances; Richard Nixon won a second term despite a sharp 
rise in unemployment, and so on.

Not so fast

By the same token, there is no clear correlation between the current unemployment rate in each 
state and the president’s standing in local polls. As Nate Silver of the New York Times has 
observed, North Dakota has the strongest job market in the country, but Mr Obama’s approval 
rating has fallen more there than anywhere else. Anyway, polls are “for strippers and cross-
country skiers”, as Sarah Palin put it recently. This far from the election, they have little 
predictive power. Harry Truman won out from a deeper slump; the elder Mr Bush lost despite 
riding high.

That is surely not because voters do not care about the state of the economy. Rather, their views 
about how to vote when things go sour are a bit too complex to be captured by one or two simple 
variables. The calibre of the challenger presumably plays a part, at least when it is in question. 
How else can you explain Nixon’s thrashing of George McGovern, say?

Or so Mr Obama’s cheerleaders are beginning to ask. After all, the latest polls show him losing to 
a generic Republican, but beating the new front-runner for the nomination, the swaggering Rick 
Perry, and running neck-and-neck with Mr Perry’s closest rival, the drab Mitt Romney. Gaffes and 
revelations during the campaign could further dim their appeal. It is possible, in short, that the 
Republicans will nominate a candidate who turns out to be too flawed to capitalise on the 
weakness of the economy. But that is too risky a bet to allow Mr Obama many restful nights 
between now and election day.
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Guatemala’s presidential election
The return of the iron fist
A former general promises a crackdown on violence

FROM hoardings plastered all over 
Guatemala, the stern face of Otto 
Pérez Molina stares out beside the 
clenched-fist logo of his Patriot 
Party. General Pérez, as he was 
known until hanging up his rifle in 
2000, was once the Guatemalan 
army’s intelligence director. After 
coming second in the 2007 
presidential race, he is the front-
runner in this year’s election on 
September 11th. Should he win, he 
will be the first military man to 
become president since army rule ended in 1986. He promises to crush crime with a mano dura, 
or iron fist, by extending sentences, hiring 10,000 police, expanding video surveillance and 
lowering the age of criminal responsibility.

Polls show that many voters cannot wait for Mr Pérez to attack criminals. With a murder rate of 
over 40 per 100,000 people, Guatemala is among the world’s most dangerous countries. Mexican 
drug mafias use the wild north as a base for storing merchandise and training hitmen. Youth 
gangs terrorise many areas of the capital. Prosecutions are rare; when they do happen, the villain 
is often a policeman.

But the return to power of a former general raises the spectre of a nightmare far worse than 
today’s violence: the mass murders of Guatemala’s 1960-96 civil war, in which an estimated 
200,000 people died. Anyone who served in the army then “cannot be innocent of the atrocities 
that happened,” says Fernando Girón of the Myrna Mack Foundation, a human-rights group 
named for one of the conflict’s victims. Memories of the horrors are still fresh. Last month four 
former soldiers were each sentenced to 6,060 years in jail for massacring over 200 villagers in 
1982. Many were killed with sledgehammers and then thrown down a well.

As Mr Pérez’s star has risen, his rivals have tried to link him to the war’s atrocities. He did lead 
troops in the Quiché region, which saw heavy civilian casualties. But nobody has turned up 
specific evidence of wrongdoing. In March Jennifer Harbury, the American widow of a Guatemalan 
rebel who disappeared while fighting the army in 1992, accused Mr Pérez (among others) of 
involvement in her husband’s alleged torture and murder. But the accusation has not stuck. Mr 
Pérez’s supporters note that he represented the army during peace negotiations in 1996, which 
greatly weakened it.
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Either way, mano dura policies have a questionable record. El Salvador’s frequent experiments 
with repressive policing have not reduced crime, and Mexico’s murder rate has almost doubled 
since it began cracking down on drug gangs. In contrast, Central America’s lowest murder rates 
are found in Costa Rica and Nicaragua, which have opted for preventive, community-based 
policing. Claudia Paz y Paz, Guatemala’s popular attorney-general, says pointedly that she has 
taken down kingpins using “surgical investigation…without a shot fired.” Mr Pérez could easily 
decide to sack Ms Paz y Paz, whose background is in prosecuting human-rights abusers, including 
former soldiers.

Should he win, Mr Pérez’s iron fists will be tied by Guatemala’s lack of resources. The army has 
shrunk by two-thirds since 1996. There is a shortage of detectives (Ms Paz y Paz would like three 
times as many as she has) and a surplus of prisoners (jails are operating at 160% of capacity). 
The incumbent president, Álvaro Colom, has further strained the public finances by funding 
welfare programmes run by the former first lady, Sandra Torres. Those schemes have made 1m 
families better off, but have also drained the budgets of key ministries, including health and 
education. Guatemala’s roads are said to be in their worst condition in 20 years. Half of children 
under five are malnourished, one of the worst rates in the world. Mr Pérez has said he will 
maintain welfare spending and wants to launch an anti-hunger initiative. That will leave little 
money for a security build-up.

Paying for one would require higher tax revenues, which at 11% of GDP are among Latin 
America’s lowest. Mr Pérez says he will raise them to 14% via a “frontal assault” on evasion and 
smuggling. That will not be enough. After the election, Mr Pérez will have to consider increasing 
rates. For decades powerful businessmen have blocked such efforts. However, the middle-class 
army man is no stooge for the private sector, which bet on Harold Caballeros, a Harvard-
educated evangelical Christian whose campaign has faltered. Businessmen are now courting Mr 
Pérez. But his rumoured choice for finance minister, Pavel Centeno, is a technocrat without 
strong links to companies.

Mr Pérez faces few strong rivals. Last month the Constitutional Court disqualified Ms Torres, his 
main opponent, from the race, finding that her recent divorce from Mr Colom did not exempt her 
from a ban on the president’s relatives running for office. With ten candidates standing, Mr Pérez 
may have trouble winning the majority needed to avoid a run-off. But he is heavily favoured to 
win a second round in November, and his party is expected to control nearly half of Congress.

Even though the outcome looks like a fait accompli, the campaign has been ugly. So far at least 
35 activists or candidates for public office have been murdered. On August 31st the electoral 
authority said that the Patriot Party had already exceeded the $6.2m spending limit; its two 
closest rivals were not far behind. The penalty is a $125 fine, which even the president of the 
electoral tribunal, María Eugenia Villagrán, admits is “laughable”. Worse still, nobody knows the 
source of the money. Legitimate Guatemalan businesses are unlikely to have donated such sums, 
reinforcing suspicions about drug money in politics. Guatemalans can only guess who has paid for 
the election posters lining their streets.
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Unpalatial surroundings

Haiti’s tent cities
Nowhere to go
The government’s housing plan faces an uphill battle

IN THE past year the population of Haiti’s tent cities has fallen 
from over 1m to less than 600,000. Sadly, that reflects official 
inaction rather than accomplishment. Most of the encampments’ 
residents, who moved in after the January 2010 earthquake, have 
left because health clinics and water distribution ran out, because 
landowners and mayors illegally evicted them, or because they 
gave up hope that aid might reach them. Today, the “people who 
could get out of the tents [have] already got out of the tents,” 
says Patrick Rouzier, housing adviser to the new president, Michel 
Martelly. Those who remain are “the most vulnerable, the hard 
cases, the lost”, says Leonard Doyle, a spokesman for the 
International Organisation for Migration.

Finding lodging for them will be one of Mr Martelly’s hardest tasks. 
Last month the Interim Haiti Reconstruction Commission, a body 
co-chaired by Bill Clinton that oversees rebuilding from the 
earthquake, approved the first portion of the government’s 
housing plan. Called “Six-Seize”, it aims to return residents of six prominent camps to 16 
neighbourhoods in which they once lived, using a combination of rent, repair and rebuilding 
subsidies. If it goes well, the same methods will be tried elsewhere. The plan will also offer small, 
subsidised plots of land in new sites with access to roads and sanitation, and promote vertical 
building in some urban areas.

But even the plan’s first phase, which is only half-funded, faces hurdles. Secure housing is 
already scarce. Many of the 16 “communities of return” consisted of tightly packed concrete 
homes, which were either destroyed by the quake or were built on hillsides prone to mudslides 
and flooding. Rent aid may just push up prices, especially since landlords know that aid agencies 
are paying. “Even if they actually give us a $500 subsidy, it wouldn’t be enough for a decent 
house,” says Leslie Perrier, the vice-president of the camp committee at Place Saint-Pierre, the 
first camp targeted for removal. The government insists that the homes will be decent, if modest 
and cramped, and hopes that relocation will create construction jobs and develop the economies 
of poor areas. But based on the estimated cost to move just 5% of the displaced, housing all the 
tent cities’ residents would require $2 billion (30% of GDP).

A further difficulty is mistrust between the government and the camps’ inhabitants. Officials say 
they suspect residents of putting up “ghost” tents to become eligible for aid, running small 
businesses on prime property, committing crimes and renting out habitable houses while living in 
tents. For his part, Mr Perrier worries that those in power want to “remove us and hide us again” 
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in hillside slums. Indeed, the encampments targeted by the Six-Seize plan are among the most 
visible to government and aid workers and to potential investors.

After the earthquake, NGOs and public officials vowed to work with ordinary Haitians to “build 
back better”. Donor fatigue and the extremity of the country’s poverty are now causing those 
hopes to wither.
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British Columbia’s commodity boom
The piper pays
Aborigines oppose an oil pipeline

THE northern two-thirds of British Columbia have long lagged behind the province’s populous, 
temperate south economically. In recent years the region has had a boost from Asia’s appetite for 
natural resources. Construction projects in the province worth C$12 billion ($12 billion) have 
either begun or been announced. They include natural-gas and oil pipelines, a liquid-natural-gas 
terminal, a hydroelectric transmission line, four copper and gold mines, the renovation of an 
aluminium smelter and the expansion of rail and container facilities. Yet an outbreak of nimbyism 
is threatening the commodity boom.

The most controversial initiative is the C$5.5 billion, 1,172km (728-mile) Northern Gateway 
Pipeline. It would transport 525,000 barrels of oil a day from Edmonton, near Alberta’s tar sands, 
to the Pacific coast, where tankers would deliver them to Asia. Businessmen and the government 
see it as both a political and an economic opportunity, since it would reduce Canada’s 
dependence on the American market as well as increasing the price it receives per barrel. 
Enbridge, the energy company backing it, says that over 30 years it could increase Canada’s GDP 
by C$270 billion.

To gain support for the project, Enbridge has promised to use tugboats and double-hulled tankers 
with local pilots to reduce the risk of leaks. It has also offered indigenous people guaranteed jobs, 
contracts and joint ventures, as well as help in financing a 10% equity stake. Nonetheless, many 
tribes in the area, backed by green groups, have opposed it, arguing that a spill would destroy 
their way of life. Coastal First Nations, an alliance of ten such groups, has declared that tankers 
“will not be allowed to transit our lands and waters”.

The tribes’ threats are far from empty. Because the province’s natives signed few treaties in the 
colonial era, they now assert aboriginal rights to most of British Columbia’s territory. In deference 
to those claims, Canadian law requires the government to consult indigenous people on 
development projects and reasonably accommodate their concerns. Just what such 
accommodation entails is not clearly defined, forcing the state and private firms to offer generous 
deals to win the tribes’ assent. Public hearings on the pipeline in January will test the 
government’s will to override the natives’ de facto veto power.
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China’s evolving foreign policy
The Libyan dilemma
A rising power starts to knock against the limits of its hallowed “non-
interference”

ALONE of the five permanent 
members of the UN Security 
Council, China has yet to recognise 
the new government in Tripoli, a 
clue as to how the recent upheaval 
in the Arab world has put unusual 
stress on the country’s much-
vaunted hands-off policy when it 
comes to others’ affairs. With 
growing economic interests and 
ever more citizens to worry about 
in far-flung regions, Chinese 
policymakers are tweaking their 
strategy. A more normal—that is to say, less reactive—big-power approach could be slowly in the 
making.

Rhetorically, the principle of “non-interference” remains sacred. On September 6th China issued a 
white paper on its “peaceful development” (ie, rise), its first on the topic since 2005, well before 
financial crisis crushed Western economic confidence and propelled China even more to the fore 
in international terms. The document said China still upheld the principle and that it respected the 
right of others to “independently choose their own social system and path of development”. 
Usually this has meant supporting whoever is in power no matter how thuggish or unpopular. In 
Libya, though, China wavered.

It could have done as it did in earlier Arab uprisings: wait on the sidelines and recognise the 
legitimacy of opposition movements only after dictators had fallen. But Libya presented an 
unusual combination of challenges for China. These included demand at home for prompt action 
to ensure the safety of more than 35,000 Chinese working in the country; widespread support 
among (China-friendly) Arab countries for tough action against Muammar Qaddafi; and economic 
interests in Libya that might be threatened by supporting the wrong side.

China’s response at the start of the year to the upheaval in Egypt was typical of the old style. The 
state-owned media were quick to portray Cairo’s anti-government demonstrators as lawless 
troublemakers and played down their impact. The Communist Party did not want citizens at home 
to get any ideas. After President Hosni Mubarak’s resignation in February, and with calls for a 
Chinese “jasmine revolution” circulating on the internet, many police were deployed in the 
centres of big cities to prevent any copycat unrest. China appeared defensive and insecure.
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But its approach to the Libyan unrest proved somewhat different. First came its decision to vote 
in favour of UN sanctions against Colonel Qaddafi. Then it mounted a big operation to fly out its 
citizens on chartered flights and four military aircraft (China also sent a frigate from its duties off 
the Horn of Africa to provide protection for vessels transporting refugees across the 
Mediterranean). The official media called this the largest such operation China had mounted 
abroad since the Communist takeover in 1949. In a recent paper, the European Council on 
Foreign Relations, a think-tank, said these moves seemed to reflect China’s realisation that a 
posture of non-interference was “increasingly at odds with its global economic presence”.

In March China retreated somewhat by abstaining in the vote on the UN Security Council 
resolution that authorised “all necessary measures” to protect civilians in Libya. But it knew what 
the outcome would be: a NATO-led operation (the very words fill Chinese nationalists with anti-
imperialist loathing) aimed at hastening Colonel Qaddafi’s downfall. To protect itself from the 
nationalists’ venom, the Chinese government condemned the NATO air strikes and avoided any 
hint of support for the rebels’ cause.

But then in June the government dipped its toes into the conflict, first by meeting the rebels in 
Qatar and then by sending a diplomat to meet them in Benghazi itself (ostensibly to discuss the 
humanitarian situation and the security of Chinese businesses). In late June a senior official of 
the rebels’ National Transitional Council (NTC) held talks in Beijing with China’s foreign minister, 
Yang Jiechi. This was followed in July by another visit to Benghazi by a senior Chinese diplomat. 
Although China has not officially recognised the NTC’s late-August assumption of power in Tripoli, 
on September 1st it sent a deputy foreign minister to the Paris summit on Libya, where he met 
the NTC’s chairman, Mahmoud Jibril.

Yet China did not abandon Colonel Qaddafi. In June it received his foreign minister in Beijing. This 
week it confirmed that his representatives had also visited Beijing in July on a weapons-buying 
mission (reports of this having appeared in a Canadian newspaper based on documents found in 
Tripoli). China’s foreign ministry denied, however, that any arms were shipped and said the visit 
took place without the government’s knowledge. NTC officials say they believe some countries 
including China supplied weapons to Colonel Qaddafi’s government after the Security Council’s 
approval in February of a ban on such assistance.

Now China worries that Libya’s new authorities will make it pay for its support for the old regime 
by discriminating against it in business deals, including potentially lucrative ones related to the oil 
industry. During Colonel Qaddafi’s rule, China had big interests in Libya’s economy. Chinese 
media say it was involved in projects worth more than $18 billion when the conflict broke out, 
mostly in construction. Libyan oil last year accounted for just 3% of China’s crude imports, but 
Chinese oil companies are keen to get bigger stakes.

A need for oil and other resources greatly shapes Chinese foreign policy in Africa. Having long 
supported the government of Sudan (a big supplier of oil) in its fight against secessionist rebels, 
China eventually swung into line with Western governments. It was quick to recognise oil-rich 
South Sudan when it seceded in July, having sent observers to monitor its referendum on 
independence.

China will remain extremely cautious, however. It does not want to send signals at home that 
rebellion can ever be justified. Despite the police crackdown earlier this year, which involved a 
sweeping round-up of dissidents, occasional articles still appear online and even in the official 
media urging the government to learn lessons from the Arab world’s upheavals. Before the 
authorities rushed to delete it, a Shanghai newspaper managed to publish a commentary on its 
website giving warning that unless it “gradually but resolutely” gave its people more political 
choice, every developing country faced the same “nightmare” of violent upheaval.
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Terrorism in South Asia
Bloody Wednesday
Extremists wreak havoc in separate attacks

THERE was barely time for the late summer monsoon to wash 
away the blood. Less than five hours after a briefcase packed with 
ammonium nitrate exploded on September 7th at the main 
entrance to Delhi’s high court, killing 11 and injuring at least 60, 
the lawyers and judges were back at work inside. The victims 
were mostly witnesses queuing to enter the court at the most 
crowded time of the morning.

An e-mail sent to television stations in Delhi soon after the 
explosion was traced to Kashmir and purported to come from 
Harkat-ul-Jihad-al-Islami, an extremist group with links to 
Pakistan and al-Qaeda. It claimed to be behind the attack and 
demanded the repeal of a death sentence imposed on Afzal Guru, 
a Kashmiri. He was convicted (though supporters claim he was 
abused and framed) of being part of an assault on the Indian 
parliament by Laskhar-e-Taiba, another Pakistani terror outfit, in 
2001. The latest attackers, who may also have planted a small bomb outside the same court in 
May, threatened to strike more Indian courts in future.

By South Asian standards the toll from the Delhi bombing was relatively low. On the same day 
over 20 people were killed in the western Pakistani town of Quetta, as suicide bombers attacked 
the deputy chief of Pakistan’s Frontier Corps. The Pakistani Taliban, a group also with close links 
to al-Qaeda, said it was responsible. It perhaps sought revenge for the soldiers’ part in the arrest, 
earlier in the week, of a senior al-Qaeda man in Pakistan. Sadly for Pakistan the assault confirms 
a worsening pattern of violence, with Quetta a known corner for extremist hide-outs, including 
the senior leadership of Afghanistan’s Taliban.

By contrast, India’s flourishing capital has been spared a big terrorist incident for the past three 
years. This one, especially if confirmed to have Pakistani links, could bring political consequences. 
Within hours Manmohan Singh, the prime minister, had condemned the “cowardly” strike, but 
Nitin Gatkari, president of the opposition Bharatiya Janata Party, took the chance to attack the 
government’s “appeasement of terrorism”. He called the government soft in negotiations with 
Pakistan and said it had failed to crack down sufficiently hard on home-grown Muslim extremists. 
Such talk, and a recent chorus of demands that the death sentence be carried out for the likes of 
Mr Guru, may go down well with Indians this week. But it would presumably also be music to the 
ears of extremists who are set on provoking more confrontation and bloodshed.
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Indian politics
Slow movers
The opposition struggles to gain from disenchantment with the government

ARUN JAITLEY, a leader of India’s main opposition party, the Bharatiya Janata Party (BJP), sips 
coffee at his desk and breaks into a rare smile. Well he might. The past few months have seen 
the ruling party walloped repeatedly. Economic growth is stuttering, the public is angry over 
inflation, and middle-class voters are furious over a string of huge corruption scandals.

Better yet, for the opposition, the leaders of the ruling Congress Party are floundering in 
response. Manmohan Singh, the prime minister, by turns denies scams and is forced to act 
against allies or colleagues. BJP parliamentarians quip that Mr Singh seems such a liability for 
Congress they are anxious lest he resign. Sonia Gandhi, the matriarch holding the real power in 
Congress, has been away ill. Her son and likely heir looks timidly ineffective. Mr Jaitley sneers 
that “Rahul Gandhi is an empty suit. He is just family charisma, not coupled with wit or 
competence.”

And so, two years after an unexpectedly bad thumping at a general election, the BJP sees 
glimmers of electoral recovery. Though it was slow to grasp the intensity of public support for 
Anna Hazare, an anti-corruption crusader who has twice this year fasted and wrong-footed the 
government, the party backed him last month. Party leaders point out, too, that their own year-
long protests and demands in parliament for inquiries into official scams have brought 
resignations and arrests.

Their strategy is paying off, although rather slowly. The BJP fared dismally in five state elections 
in May, and the party is mired in filth of its own, notably in a mining scandal in Karnataka state 
that led to arrests this week. Still, Indians typically have it against incumbents; they now seem 
ready to give the opposition a hearing. On September 4th the first national opinion poll after Mr 
Hazare’s protests showed BJP support of 32%, up from 23% in May. Backing for Congress 
slumped by ten points to a dismal 20%.

A single poll should not be taken too literally, especially as respondents were all urban (Congress 
gets lots of rural votes). But it fits a pattern. A bigger poll in August found respondents in BJP-run 
states to be happiest with their governments. Ravi Shankar Prasad, the party’s general secretary, 
claims internal surveys show his party gaining fast in Uttar Pradesh, a big northern state that 
holds an election early next year.

The BJP will not win in Uttar Pradesh, but it hopes to knock Congress into fourth place. That 
would hurt Mr Gandhi, who fronts his party’s state election campaign. A good showing, BJP 
strategists say, would do much to lure allies in India’s south and east, where the BJP itself has no 
chance. Together with other state elections, notably in BJP-run Gujarat, 2012 has the makings of 
a “mini-general election year”, says one party man.
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Yet, as a strategy, pinning success on the back of Congress’s unpopularity has flaws. The BJP has 
yet to tackle its own shortcomings. The most obvious is its baffling cast of leaders, who make the 
party a multi-headed pantomime horse. Nobody knows if the urbane Mr Jaitley, who leads the 
party in Parliament’s upper house, or the pugnacious Sushma Swaraj, in the lower house, is 
really in charge. The 83-year-old L.K. Advani, who led the party in the 2009 election, also lingers, 
ghostlike, hoping for another pop at being prime minister. And Gujarat’s hardline Hindu-
nationalist, Narendra Modi, if he wins a fourth consecutive term as chief minister next year, might 
also claim a right to run the country.

Adding to the confusion, the party also has a president, Nitin Gatkari, pushed into his job by a 
powerful Hindu-revivalist group, the Rashtriya Swayamsevak Sangh, or RSS, who prance about in 
khaki shorts. Mr Gatkari, at least, is clear that he is “not at all interested” in leading any future 
BJP government. His task is to make his party electable, though his claim that “there is no lesson 
to be learned from the 2009 electoral defeat” suggests he has not yet given the matter much 
thought.

With no decision on a leader, voters struggle to detect which strand of the party predominates. 
Modernisers say blunt old ideas of Hindu nationalism are fading. A columnist close to the party 
dismisses the RSS as a “bunch of bloody fools who can’t appeal to the young, especially given the 
growth of the middle class”. Mr Jaitley talks of the BJP as a “natural party of government” and 
lists economic development and national security as his party’s main priorities, before mentioning 
“pride in our civilisation”.

For the BJP, a shift from identity politics and the party’s association with high- and medium-caste 
Hindus makes sense for tapping voters, of whatever religion, who worry most about good 
governance. The model is the BJP’s part in a successful ruling alliance in Bihar, which even 
manages to draw Muslim votes.

Yet older leaders, and the likes of Ms Swaraj, who appeal to poorer voters beyond cities, have no 
wish to weaken the party’s strong Hindu identity. The RSS, which claims to be the world’s biggest 
voluntary group, remains powerful, able to turn out vast numbers in Hindu-dominated states. 
Bashing Congress’s “secularism”, and accusing the government of being soft on Islamist terror, 
remains a kneejerk reaction for many of the party’s leaders. A revival of the BJP does not mean 
its transformation.
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Health care in Japan
Not all smiles
Japan’s health-care system is the envy of the world. It is also in crisis

THE Japanese spend half as much 
on health care as do Americans, 
but still they live longer. Many give 
credit to their cheap and universal 
health insurance system, called 
kaihoken, which celebrates its 50th 
anniversary this year. Its virtues 
are legion. Japanese people see 
doctors twice as often as 
Europeans and take more life-
prolonging and life-enhancing 
drugs. Rather than being pushed 
roughly out of hospital beds, they 
stay three times as long as the rich-world average. Life expectancy has risen from 52 in 1945 to 
83 today. The country boasts one of the lowest infant-mortality rates in the world. Yet Japanese 
health-care costs are a mere 8.5% of GDP.

Even so, the country’s medical system is embattled. Although it needs a growing workforce to 
pay the bills, Japan is ageing and its population is shrinking. Since kaihoken was established in 
1961, the proportion of people over 65 has quadrupled, to 23%; by 2050 it will be two-fifths of a 
population that will have fallen by 30m, to under 100m. “The Japanese health system that had 
worked in the past has begun to fail,” Kenji Shibuya of the University of Tokyo and other experts 
write in a new issue of the Lancet, a British medical journal, devoted to kaihoken. “The system’s 
inefficiencies could be tolerated in a period of high growth, but not in today’s climate of economic 
stagnation.”

By 2035 health care’s share of GDP will roughly double, according to McKinsey, a consultancy. 
The burden falls on the state, which foots two-thirds of the bills. Politicians are unwilling to raise 
taxes, so they squeeze suppliers instead: more than three-quarters of public hospitals operate at 
a loss.

Like other service industries in Japan, there are cumbersome rules, too many small players and 
few incentives to improve. Doctors are too few—one-third less than the rich-world average, 
relative to the population—because of state quotas. Shortages of doctors are severe in rural 
areas and in certain specialities, such as surgery, paediatrics and obstetrics. The latter two 
shortages are blamed on the country’s low birth rate, but practitioners say that they really arise 
because income is partly determined by numbers of tests and drugs prescribed, and there are 
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fewer of these for children and pregnant women. Doctors are worked to the bone for relatively 
low pay (around $125,000 a year at mid-career). One doctor in his 30s says he works more than 
100 hours a week. “How can I find time to do research? Write an article? Check back on 
patients?” he asks.

On the positive side, patients can nearly always see a doctor within a day. But they must often 
wait hours for a three-minute consultation. Complicated cases get too little attention. The 
Japanese are only a quarter as likely as the Americans or French to suffer a heart attack, but 
twice as likely to die if they do.

Some doctors see as many as 100 patients a day. Because their salaries are low, they tend to 
overprescribe tests and drugs. (Clinics often own their own pharmacies.) They also earn money, 
hotel-like, by keeping patients in bed. Simple surgery that in the West would involve no overnight 
stay, such as a hernia operation, entails a five-day hospital stay in Japan.

Emergency care is often poor. In lesser cities it is not uncommon for ambulances to cruise the 
streets calling a succession of emergency rooms to find one that can cram in a patient. In a few 
cases people have died because of this. One reason for a shortage of emergency care is an 
abundance of small clinics instead of big hospitals. Doctors prefer them because they can work 
less and earn more.

The system is slow to adopt cutting-edge (and therefore costly) treatments. New drugs are 
approved faster in Indonesia or Turkey, according to the OECD. Few data are collected on how 
patients respond to treatments. As the Lancet says, prices are heavily regulated but quality is 
not. This will make it hard for Japan to make medical tourism a pillar of future economic growth, 
as the government plans.

The Japanese are justly proud of their health-care system. People get good basic care and are 
never bankrupted by medical bills. But kaihoken cannot take all the credit for the longevity of a 
people who eat less and stay trimmer than the citizens of any other rich country. And without 
deep cost-cutting and reform, the system will struggle to cope with the coming incredible 
shrinking of Japan.
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Guardian spirit, or tormentor?

Talking to the dead in Vietnam
Visa procedures
Beating a spiritual path to the country’s war dead

IN A decrepit four-storey office 
block, Vu The Khanh runs what he 
describes as one of the busiest 
“embassies” in Hanoi. But unlike 
any normal consulate, his visitors 
are dead. “We give visas to dead 
people to come here and talk to 
their relatives,” explains the silver-
haired director of the curiously 
named Science and Technology 
Union for IT Application. Each day 
his organisation helps some 100 
people to find the bodies of 
relatives who died in Vietnam’s 
bloody 20th-century wars.

Many Vietnamese believe it is vital to give a proper burial to dead ancestors to ensure that they 
become guardian spirits rather than angry ghosts tormenting their descendants, bringing illness 
and misfortune. Nearly four decades after North Vietnam defeated the American-backed south, 
hundreds of thousands of bodies of fallen Vietnamese soldiers remain missing, causing anguish 
and (many say) bad luck for their families.

Growing prosperity in this country of 87m is fuelling demand for the services of spirit mediums 
and telepaths claiming to be able to locate the bodies of fallen fighters. Centres purporting to use 
spiritual powers to find remains have sprung up, some charging hefty fees.

Such activities used to be forbidden by Vietnam’s dour Communist ideologues, who railed against 
“backward superstitions”. But traditional practices have revived as the government has given 
people more economic and social rein over the past decade. At the same time, says Ngo Duc 
Thinh, who runs a centre for research into traditional beliefs in Hanoi, growing inequality and 
social stratification are prompting those at the bottom of the heap to turn to the spiritual world 
for solace.

Now concerns are growing that many grieving families are being ripped off by charlatans claiming 
access to the spirit world. VietnamNet and Tuoi Tre (“Youth”), two of Vietnam’s more ballsy state
-controlled publications, have run exposés of fake telepaths and spirit mediums. “There are 
perhaps only around 20 real spirit mediums in Vietnam, but hundreds of fakes,” says Mr Khanh, 
whose centre claims to locate 5,000-10,000 bodies a year free of charge.
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The Communist government is in a bind. Despite its hostility towards superstitious practices, it 
feels it must show gratitude to the families of millions who perished for the cause. Publicly, it 
says that although it appreciates the involvement of psychics in the search for bodies of dead 
soldiers, it does not officially approve of such methods. It encourages families to use DNA testing 
to determine the origins of any remains they find.

In mid-August the government launched a website called “Honouring Martyrs” which lets users 
exchange information about the possible location of fallen family members, a rare example of 
government-endorsed crowd-sourcing in an authoritarian state that often blocks social-
networking websites like Facebook. More quietly, respected types such as Mr Khanh and Mr Thinh 
have been working with spirit mediums and government officials to find a way to weed out those 
who are merely seeking to exploit others’ grief for financial gain. Vietnam’s bureaucrats still feel 
the need to meddle in most areas of economic life, but they would probably prefer not to have to 
differentiate between “real” and “fake” spirit mediums.
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Banyan
The haze and the malaise
Ethnic politics makes Malaysia’s transition to a contested democracy fraught and 
ugly

SKYSCRAPERS and lampposts in 
Kuala Lumpur are still festooned 
with flags left over from 
independence day festivities at the 
end of August. Fittingly, this week 
they were shrouded in the annual 
“haze” of smog from forest fires on 
the Indonesian island of Sumatra. 
Malaysia’s politicians are not in the 
mood to celebrate nationhood and 
unity. Rather, with an election in 
the offing, everything is a chance 
for political point-scoring.

That includes independence itself. One huge banner in the centre of the capital shows the 
country’s six prime ministers since the British left in 1957, with the incumbent, Najib Razak, in 
the foreground, gazing into a visionary future. All six hailed from the United Malays National 
Organisation (UMNO), which has led the “Barisan Nasional” (BN) coalition government ever since 
1957. Some opposition politicians now complain that the official narrative of Malaysia’s history 
ignores the role of non-UMNO freedom fighters. Since the most recent general election, in March 
2008, the opposition has had a real chance of winning power. For the first time since 
independence in 1957, the BN lost its two-thirds majority in Parliament that allowed it to amend 
the constitution on its own. No longer a one-coalition state, the opposition argues, Malaysia has 
to rethink its own history.

The next election is not due until 2013. But, out of tradition and political calculation, Mr Najib is 
expected to call it earlier—and to win it. Some think it could come this year, after a generous 
government budget in October. A crowded calendar of regional summitry makes that awkward, 
and Mr Najib has other reasons for delay. Since he took over in 2009, he has launched a plethora 
of initiatives to improve Malaysians’ lives and a “Performance and Delivery Unit” to implement 
them. Results take time.

Three factors, however, argue for a hasty dash to the polls. The first is that Mr Najib, who took 
over UMNO and the prime ministership after the BN’s unprecedentedly poor showing in 2008, still 
had an approval rating of 59% in a recent survey. That is well below his initial popularity, 
however, and he will not want to mimic Britain’s Gordon Brown in delaying too long before 
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seeking his own mandate. Second, economic storm clouds are gathering in the West. Malaysia’s 
economy is still growing at over 4% a year, but is vulnerable to a downturn in external demand.

Third, the opposition coalition is in some disarray. Its figurehead, Anwar Ibrahim, is on trial for 
sodomy, illegal in Malaysia, and many expect him to go back to jail soon, as he did (for the same 
alleged offence) in 1998. He is a divisive figure. But without him, there is no obvious opposition 
candidate for prime minister. The president of his party is his wife, and its most impressive 
politician is his 30-year-old daughter, Nurul Izzah. The other components of the coalition are the 
Democratic Action Party, which draws its support from the Chinese minority, and an Islamic party 
known as PAS, whose religious conservatism alienates many liberal Malays. So there is even talk 
of a revival of the prime ministerial ambitions of Razaleigh Hamzah, a veteran UMNO rebel, as an 
opposition rallying point.

The government helpfully provided another rallying point with its cack-handed crackdown on an 
NGO-led protest in Kuala Lumpur in July calling for electoral reform. Mr Najib has since agreed to 
a parliamentary committee to look into the demands, which are mostly unexceptionable: to clean 
up voters’ lists, allegedly swollen with “phantoms”; to extend the election-campaign period, at 
present just seven to nine days; to tighten up the postal-vote system; and so on. But he has not 
agreed to postpone an election until after the committee has ruled.

Whatever technical reforms are made before the next election, it will still be dominated by the 
original sin of ethnic discrimination set out in the country’s 1957 constitution. This was designed 
to allay the fears of the majority ethnic-Malay population of being marginalised by Chinese and 
Indian minorities, which now make up respectively 23% and 7% of the population of 28m. Perks, 
much extended after race riots in 1969 (still often referred to in Malaysia as if they happened 
yesterday), gave Malays privileged access to public-sector jobs, university places, stockmarket 
flotations and government contracts.

Both government and opposition talk of dismantling these privileges, which have contributed to 
corruption and large-scale emigration. Mr Najib has indeed started tinkering with Malay 
privileges, much to the outrage of the UMNO right and a vocal Malay-rights ginger group known 
as Perkasa. Ibrahim Ali, Perkasa’s front man, argues that, with the Malay vote split, the 
minorities have disproportionate electoral power, to which the mainstream parties pander.

Malay power

That is nonsense. As elections loom, it is the Malay voter whose opinion matters, and he is 
assumed to resent any effort to curtail his privileges. And that means that both coalitions have to 
resort to defending the indefensible: a system in which families that have lived in Malaysia for 
generations are told to tolerate discrimination on the basis of ethnicity, to bolster allegedly fragile 
racial harmony. Malays and minorities alike lament that the races are living increasingly separate 
lives—studying in different schools, eating different foods and going to different parties. The 
divide is further widened as more Malays, who, constitutionally, are all Muslims, become 
religiously conservative.

The Malaysian malaise stems from the congruence of two seemingly conflicting trends. One is the 
healthy development of pluralist competition in a system that had seemed stuck for ever in an 
UMNO-dominated quasi-democracy. The other is the sharpening of ethnic and religious dividing 
lines. It is alarming that, instead of seeing competitive politics as a way of bridging the ethnic 
divide, too many Malaysian politicians see the ethnic divide as a way of winning the political 
competition.
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Correction: Mohan Peiris

Because of an editing error, we referred last week to Mohan Peiris as Sri Lanka's foreign minister. 
He is the attorney-general. Our apologies.
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Libya
So far, so pretty good
Amid trepidation, the new regime is making a remarkably hopeful start

IN THE evening cool at a fairground 
on the Tripoli waterfront, giggling 
children chant as they spin on a 
merry-go-round. But theirs is no 
childish rhyme. Their joyful cry is 
the revolutionary mantra that has 
been echoing across the Arab 
world: “The people demand the fall 
of the regime!”

A fortnight after its mercifully quick 
delivery from six months of harsh 
lock-down under the dying regime 
of Colonel Muammar Qaddafi, the 
Libyan capital is slowly coming back to life, if not yet to full normality. Most Libyans see the 42 
years of the colonel’s rule as an ordeal to be erased from memory. They are now entering 
something completely new, and facing it with the mixed trepidation and wonder of someone 
waking from a nightmare. It is hard to move through Tripoli without being stopped and regaled 
with stories of the horrors of the colonel’s rule.

Much of this city of 2m still feels half empty, with most shops shuttered. This reflects not only 
lingering fears of a pro-Qaddafi fifth column, but continued shortages and the exodus of foreign 
workers. Petrol queues in some areas stretch for a kilometre. Crowds throng bakeries, where 
bread is scarce not for lack of flour but because the Egyptians who ran them are gone. “Libyans 
expect to work behind a desk in air-conditioning, not in a hot oven,” shrugs a weary customer.

There is not yet much sign of government in Tripoli. Some ministers have come over from 
Benghazi, the rebels’ base in the east. The National Transitional Council (NTC), a body of 40-odd 
people that sets general policy, is meant to relocate soon. Meanwhile the capital is run by groups 
of volunteers and policed in random fashion by cheerful bands of bearded fighters who cruise 
around in pickups mounted with heavy guns and lounge at checkpoints. Tripolitanians seem 
happy to see them, despite their nerve-jangling bursts of celebratory gunfire. But the NTC, wary 
of alienating Tripoli’s citizens, is urging fighters to return to their native regions, and is taking 
steps to register and collect guns.



First, the rebel forces must finish the fighting. It seems to be 
going well. Only three isolated pockets within Libya’s vast expanse 
remain in loyalist hands. In two of them, the colonel’s home town 
of Sirte, along the main coast road, and Bani Walid, 160km (100 
miles) south-east of Tripoli, tribal elders seem keen to capitulate 
but plead for more time to persuade the colonel’s diehard 
supporters to give up. “They still believe the rebels are rapists and 
looters,” says Muftah Rabbani, a leader of the Warfallah tribe in 
Bani Walid, during a pause in talks held at a roadside mosque on 
the front-line. “Propaganda is Qaddafi’s last weapon,” he adds, 
“but even that is almost gone.” To help persuade doubters of their good intent, rebel 
commanders have put local brigades at the spearhead of the assault, repeating a tactic that has 
helped promote speedy resolutions elsewhere.

Mr Rabbani says most loyalist forces have already slipped out of Bani Walid, a town of 60,000 
whose capture would place the whole of the country’s fertile coastal zone, which contains around 
95% of Libya’s 6m people, under the control of the new authorities. Colonel Qaddafi, perhaps 
with the three of his seven sons who have not been killed by NATO air strikes or taken asylum in 
Algeria, is presumed to be heading farther south across the desert with his closest comrades. The 
Algerian authorities, criticised for previously letting in other members of the colonel’s family, say 
they have turned back convoys of fleeing loyalists. But others have crossed the unguarded border 
into Niger.

This suggests they do not feel safe in the last loyalist stronghold, the oasis of Sebha. Some of the 
tribes there have a history of hostility to the colonel, while the rugged Tuareg people who 
populate a swathe of the Sahara desert from Libya to Mali, and were long favoured by the Libyan 
leader with jobs and guns, seem to be abandoning him. Tuareg elders in Mali and Niger, fearing 
an influx of armed brethren, are telling the colonel’s soldiers to stay in Libya and join the new 
regime’s forces.

NATO aircraft are continuing their patrols but are less needed, since the rebels now far outgun 
Colonel Qaddafi’s forces. Western aircraft have refrained from targeting fleeing loyalists. This 
would fall outside their UN mandate to protect civilians, which in any case ends on September 
27th. Libyans largely praise NATO pilots for their accuracy, dismissing tales of civilian casualties 
as propaganda. Yet government officials say they do not want Libya now to be overrun by foreign 
do-gooders. They want to rebuild the country by themselves.

The NTC has provisional plans to elect a “national congress” within eight months and draft a 
constitution in its first 60 days. This process, Libyans recognise, is fraught with obstacles. The 
country has little experience of democracy, no political parties, a fragile justice system and 
fledgling free media. The rebel army, made up of some 50 regionally based katibas (brigades) 
with remnants of the professional armed forces, is loosely organised and ill-disciplined. Weapons 
proliferate, including explosives and rockets in unguarded piles. Decades of shambolic 
administration have left a legacy of shoddy infrastructure, tangled bureaucracy and 
administrative incompetence. Tensions persist between regions, between Islamists and 
secularists, and between those demanding a purge of former officials and those counselling 
pragmatic accommodation.

So far, pragmatism and dialogue seem to have prevailed. Mainstream Islamists, such as the 
economy minister, Abdullah Shamia, speak not of imposing Islamic law but of respecting 
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contracts with foreign oil companies, diversifying the economy away from oil dependence, wooing 
investment, and regulating the labour market to block a new influx of migrant workers seeking 
passage to Europe. Most Libyans scoff at the notion that al-Qaeda may gain a foothold. Libyan 
society is already conservative and tradition-bound, they note, as well as religiously uniform, 
observing just one of the four accepted Sunni rites.

Abdel Hakim Belhaj, Tripoli’s new military commander, a veteran of the Libyan Islamic Fighting 
Group denounced by Western governments for having links to al-Qaeda, is widely respected. 
Despite his arrest in Malaysia back in 2004, his alleged torture by the CIA and his dispatch to a 
Libyan prison, he now categorically denies having any ties to al-Qaeda or animosity to the West. 
“We want a civil state that respects the law and rights, a state that applies justice,” he told Le 
Monde, a French newspaper. “We will give back our weapons; we are not here to establish a 
Taliban-like regime through a coup.”

Libya has a lot going for it. Even if, as some experts suggest, it takes many months to restore oil 
production to pre-revolution levels, the country may draw on a stash of sovereign foreign assets 
estimated by Mr Shamia at more than $170 billion. Libya’s large and talented exile community, 
which contributed greatly to the revolution, is eager to return and invest. In the eyes of Libyans 
emerging from their long trauma, the future looks far brighter for them than for other Arab 
neighbours after their revolutions.
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An unlikely refuge for Muammar Qaddafi
Come and be an Israeli!
The colonel has sympathisers in an unexpected place

IF HE needs a refuge, Colonel Muammar Qaddafi might consider 
the Israeli town of Netanya. An Israeli family of Libyan origin has 
recently surfaced saying they are the colonel’s relatives and that 
he should think of making aliyah (the Jewish voyage of return) 
and claim Israeli citizenship as any Jew may do under Israeli law. 
Gita Boaron told Israeli television she shares a great-grandmother 
with the colonel. “She fled her Jewish husband for a Muslim 
sheikh,” she says. “Her daughter was the colonel’s mother, 
making him Jewish under rabbinic law.”

Some jokers suggest that Mrs Boaron’s family want a share of the 
gold the colonel is said to be carrying. But others say there may 
be a more solid claim. “Jews from Tripoli remember he attended a 
Jewish wedding in the 1960s, long before he became leader,” says Pedazur Benattia, founder of 
Or Shalom, a centre that promotes Libyan-Jewish culture in Israel.

In Netanya, a resort north of Tel Aviv, where many of the 100,000-odd Israeli Jews of Libyan 
origin have settled, a square has been called Qaddafi Plaza in anticipation of his arrival. 
“Whatever he’s done, Israel’s his home,” says Rachel, a widow sipping her macchiato, Libya’s 
beverage of choice, and nibbling abambara, a Libyan-Jewish pastry in one of the square’s Libyan-
owned cafés. “After all, he’s a Jew.” With his curls, she says, he would fit into many a Libyan 
synagogue.

The colonel’s popularity is odd since he chased non-Muslims, Italian Catholics and Jews alike out 
of Libya and took their property. But Israel’s Libyan Jews say he has sought to atone for his 
youthful Arab radicalism. In the New York Times in 2009 the Great Leader noted that “Jews and 
Muslims are cousins descended from Abraham. The Jewish people,” he added understandingly, 
“want and deserve their homeland.”

Other family members are said to have kept up the tradition. Israeli tabloids make much of 
reports that Saif al-Islam, the colonel’s son and oft-presumed heir, used to date Orly 
Weinermann, a sometime scantily clad Israeli soap-opera actress. Quite a few of the colonel’s 
Libyan foes believe such gossip. Graffiti with Stars of David superimposed on swastikas have 
spattered the walls of Benghazi, the rebels’ eastern base. “Qaddafi Mossad agent,” reads one of 
the banners.
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Jibril and Jalil get down to business

Libya’s new regime
Who’s in charge?
A more representative government is supposed, on paper, to emerge soon

THE National Transitional Council (NTC) grew out of a clutch of 
lawyers who launched an uprising in February in Libya’s main 
eastern city, Benghazi. Its membership grew as other towns 
rebelled, formed revolutionary councils and nominated people to 
the NTC, which now numbers about 40. But its members know 
they are essentially self-selected.

Plainly the council must seek to represent the whole country. 
Benghazi, with nine members, is over-represented, whereas 
Tripoli, a city twice its size, has five. Fewer than half of NTC 
members have moved to the capital, and those who have are 
waiting for video-conference equipment to connect Libya’s two 
biggest cities.

Towns that threw off the colonel’s yoke want to keep a measure of 
independence from the new rulers. Rebels in Misrata, Libya’s third 
city, isolated during a seven-week siege by Colonel Qaddafi’s 
forces, are loth to submit to the NTC’s authority.

The council has lawyers galore but only two businessmen, a handful of military men, and few 
Islamists. Infighting has been rife. When its Tripoli branch met in Tunis on the eve of the 
takeover of the capital, some excluded candidates apparently hammered in vain at the door.

Key for the council is to integrate the many militias into a new army and police. For the moment, 
each city council runs its own military affairs and appoints its own security chief. Tripoli’s, for 
instance, overturned Benghazi’s initial appointment and insisted on putting Abdel Hakim Belhaj, a 
jihadist veteran, in charge. Irregulars who signed up as volunteers see the new defence ministry 
as their authority, and are reluctant to obey the new National Liberation Army led by Mahmoud 
Suleiman, the official overall commander, and Khalifa Haftar, its commander on the ground. 
Teething problems, say NTC members.

The council says it could expand to 95 once towns such as Sirte and Sebha surrender. Tripoli’s 
quota should rise to 11 when Mustafa Abdel Jalil, the NTC’s chairman, returns to announce a 
“declaration of liberation” to mark the Qaddafi era’s end. Next the council must form an interim 
government to replace the “executive committee” appointed in March under Mahmoud Jibril, who 
is in effect prime minister to Mr Jalil’s presidency. Both seemed reluctant to relocate to Tripoli but 
Mr Jibril arrived in the capital on September 8th and Mr Jalil is expected this weekend. Almost all 
of the committee’s people are from Benghazi.
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The hope is that within eight months a 200-person “national congress” will be elected, which will 
nominate a new prime minister, draft a constitution, and hold a referendum after another 60 
days. A year after that, Libyans should hold their first multiparty elections for a proper 
parliament. On paper, at least.
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Israel and Turkey
Can it get worse?
The row between Israel and Turkey is becoming increasingly bitter

RELATIONS between Israel and Turkey, already rocky, have worsened. On September 2nd the 
Turkish government formally expelled the Israeli ambassador who, as it happened, was back in 
Israel. Military links have been suspended. Turkey’s prime minister, Recep Tayyip Erdogan, is to 
go to Egypt—the first visit at such a level for 15 years—to sign new military and economic 
agreements. Mr Erdogan may even visit the Gaza Strip, which Israel continues to blockade since 
it is still governed by Hamas, the Islamist movement that officially rejects Israel’s existence. That 
would be a real poke in Israel’s eye.

Turkey’s moves against Israel followed the publication by the UN on September 2nd of a report 
on Israel’s attack on a flotilla bringing aid to Gaza in May 2010, when Israeli commandos killed 
eight Turks and one Turkish-American. The report upheld the legality of Israel’s blockade of Gaza, 
and hence its boarding the flotilla outside territorial waters, but found Israel’s methods “excessive 
and unreasonable”.

Israel agreed to adopt the report “with reservations”. Its officials quietly exulted over the legal 
vindication for the blockade and the right to board, at least in principle.

Turkey’s president, Abdullah Gul, called this ruling “null and void”. Mr Erdogan said “it means 
nothing to us.” In a statement attached to the report, the panel’s Turkish representative, Özdem 
Sanberk, said that “common sense and conscience dictate that the blockade is unlawful.”

The report urged Israel to make an “appropriate statement of regret” and offer damages to the 
victims’ families. Turkey has demanded an unequivocal apology. But Binyamin Netanyahu, 
Israel’s prime minister, said Israel would not apologise for its soldiers defending their lives.

Traders in both countries were relieved to learn that Mr Erdogan’s decision will not yet affect non-
military commerce. Israeli statistics show two-way civilian trade rising steadily in the past three 
years, despite the political rift. Today it is worth more than $3.5 billion a year; Turkey is Israel’s 
sixth-largest trading partner.

Defence ties between the two countries have weakened during this period, and there are fears of 
lay-offs in Israeli companies if existing contracts are broken. In recent years Israel has upgraded 
hundreds of Turkey’s American-made tanks and supplied electronic systems to American-made 
Turkish military aircraft. Turkey uses Israeli-produced drones against Kurdish guerrillas. But once
-frequent joint training exercises are a thing of the past. Israeli aircraft train over Bulgaria and 
Cyprus and have conducted war games with Turkey’s neighbour and traditional rival, Greece. Mr 
Erdogan noted ominously on September 6th that Turkish warships would “display themselves 
more often” in the waters of the eastern Mediterranean.

Israeli-Turkish relations have suffered in part because of Mr Erdogan’s determination to reduce 
his generals’ influence on foreign policy. In the past, keeping Israel close has allowed the army to 
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cosy up to America. But the rise to power of Mr Erdogan’s mildly Islamist Justice and 
Development (AK) party and the exposure of mischief by soldiers—from coup plotting and 
corruption to incompetence in the field—has changed that. Cooling relations with Israel was a 
part of it. Israel’s assault on Gaza in late 2008 and early 2009 enraged many of AK’s pious 
supporters. And AK was and remains keen to have warmer relations with the Arab and Muslim 
worlds.

The Turkish government has no intention, however, of upsetting its NATO allies. It has agreed to 
host the radar component of a proposed NATO nuclear missile defence shield, a project that is 
aimed mainly at Iran, with which Turkey has a tricky relationship. And Turkey has turned against 
Bashar Assad’s regime in Syria, though Mr Erdogan has not explicitly told the Syrian president to 
go, nor has he downgraded relations with Damascus.
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Sudan, old and new
Bloody omens
The new state is getting caught up in dangerous age-old rivalries

THE world’s newest country, South Sudan, is facing its first big test, barely two months after its 
inauguration. On August 18th a deadly cycle of cattle raids and revenge attacks reached a climax 
in the small town of Pieri, in Jonglei state, one of South Sudan’s poorest and least developed. 
Armed men from the Murle ethnic group swept in at dawn, burning huts, slaughtering children in 
front of their mothers and causing thousands of people to flee into the bush. More than 600 
ethnic Lou Nuer are reported killed, 200 children abducted, and 25,000 cows stolen.

The Murle were taking revenge. In June, some 400 were killed in Pibor county by the Lou Nuer. 
The clashes go back decades but intensified in 2009, a year when more people died in Jonglei 
than in Darfur, the strife-ridden western region of Sudan. In Jonglei the Dinka tribe and the 
Jikany Nuer, as well as the Murle and Lou Nuer, have been fighting over cattle, a vital source of 
wealth in swathes of South Sudan because young men need them for marriage dowries. Cattle 
raids take place in other South Sudanese states too, but nowhere is the habit as deadly as in 
Jonglei.

New factors have made things worse. Young men used to try to rustle cattle with spears. Now, 
after decades of civil war, automatic weapons are rife. The new government in Juba, South 
Sudan’s current capital, says that during the war years the government of the rump country in 
Khartoum dished out arms to client groups such as the Murle to keep the south weak.

Now each cattle raid results in multiple deaths, creating an ever 
greater thirst for revenge. “The problem is poverty,” says Jonglei’s 
governor, Kuol Manyang. His domain has hardly any proper roads, 
so the security forces often cannot reach trouble-spots to head off 
problems. The police are ill-equipped and the army is still making 
the tricky switch from a guerrilla movement to a professional 
national force. Some politicians suggest that troops with no ethnic 
links to Jonglei should be sent in.

A UN peacekeeping mission says it will help the fledgling army to 
reimpose order, but it has committed only 150 troops for a limited 
period. They are now stationed in the area considered most likely 
to be hit by a revenge attack. The southern government says it has a plan to disarm civilians, to 
reconcile old enemies by using traditional and religious leaders as mediators, and to speed up 
development, starting by building a road network.

Disarmament will not be easy. “Uneven and forcible disarmament campaigns of years past…
deepened antagonism between ethnic communities and undermined confidence in government,” 
says Zach Vertin of the International Crisis Group, a Brussels-based organisation. “Until 
neighbouring ethnic groups are disarmed evenly and adequate security alternatives extended in 
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the wake of disarmament, communities will be reluctant to comply and the cycles of violence may 
continue.” Cattle raids will not bring down the new government. But as long as they persist, 
development will be stymied, confidence in the government will crumble and investors will stay 
away.

Even as blood flows within South Sudan, the new country’s relations with Khartoum have 
worsened. Fighting has broken out in Blue Nile state, just north of the new border, between 
forces loyal to the government in Khartoum and an opposition group called the Sudan People’s 
Liberation Movement-North that is made up of rebels who sided with the forces that won 
independence for South Sudan but were orphaned on the wrong side of the border when the new 
country was born.

Both sides accuse the other of starting it. Tens of thousands have deserted the state capital, 
Damazin. The northern air force has bombed the rebels’ stronghold at Kurmuk, nearer the border 
with South Sudan. Since June SPLM-North has also been fighting Sudanese government forces in 
South Kordofan, which lies across a central band just north of the new line. After the war spread 
to the Blue Nile last week, the Sudanese government in Khartoum shut SPLM-North’s offices 
throughout Sudan and arrested many of its people. It has accused South Sudan of helping old 
comrades with arms and cash, and says it has reported the new government in Juba to the UN 
Security Council. Not exactly friendly new neighbours.
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Liberia’s election
Hold your breath
Liberia has recovered from its long nightmare but still has a long way to go

NEXT month Liberia is due to go to the polls, almost exactly eight years after the end of a civil 
war that wreaked havoc across the country. It will test both President Ellen Johnson Sirleaf, 
Africa’s first elected female head of state, who is running again, and the country. If the elections 
are peaceful and fair, pressure to withdraw the UN’s 8,000-odd peacekeepers and let Liberia 
stand on its own feet will intensify.

Liberia is in far better shape than it was even two years ago. Once afflicted by marauding gangs, 
it is now much safer. Small bars are abuzz and people pile into huts hooked up to generators to 
watch football matches. Churches, boosted by an influx of missionaries, are filled to the rafters.

Political freedoms for Liberia’s 4m-odd people have helped to usher in a mood of cautious hope. 
The media air varied views and have helped to stem violence. “Life is hard but we all see the 
advantage of not going to war again,” says Raymond Zarbay, a local journalist.

The economy has perked up too. The IMF reckons it will grow by 5.9% this year. Good relations 
with foreign governments have brought reconstruction and relief of $6 billion of debt. Foreign 
investors and the Liberian diaspora are showing more interest. Last year Delta Air Lines added 
Monrovia, Liberia’s capital, as a destination, as did Air France. Chevron, an American oil giant, is 
looking for oil offshore.

But there is a long way to go. After decades of mismanagement, corruption and a 14-year-long 
war, Liberia is in a worse state than it was in the 1970s. Some of the government’s firmest 
promises have not been kept. Ms Sirleaf’s “zero-tolerance” policy on corruption was mocked in 
December when Transparency International, a Berlin-based lobby group, ranked Liberia as the 
most corrupt country in the world. Some ministers remain far from clean. Nepotism still abounds 
at the top. Visitors can be forgiven for thinking the police’s sole function is to extract money. It is 
not yet certain that the country can go it alone. Foreign aid, valued at $425m, outstrips the 
national budget of $369m.

Foreign-aid agencies provide more and better-paid jobs, especially for the well educated, than do 
local firms or the state. Thanks to a widespread lack of faith in local institutions, UN forces still 
provide vital backup to the police and army in their efforts to deal with land disputes and to limit 
mob justice. Yet if foreigners and peacekeepers do not withdraw, a culture of dependence will 
become entrenched.

There may yet be a last-minute glitch. In August voters rejected four proposals put to them in 
referendums, one of which sought to reduce the number of consecutive years a presidential 
candidate must have lived in Liberia from ten years to five. That could rule out Ms Sirleaf, if 
somebody were minded to argue in court that she is unqualified. In fact, she had previously said 
she would not seek a second term.
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There are other worries. Because its porous borders straddle ethnic groups, Liberia is always 
vulnerable to upheavals in neighbouring countries such as Côte d’Ivoire. And problems with 
young men with guns closer to home persist. More than 100,000 former combatants have been 
disarmed and myriad organisations run projects to reintegrate them into civilian life. But their 
success is questionable. Many former child soldiers still hustle on the streets of Monrovia; 85% of 
Liberians still have no formal job. “Psycho-social support was largely neglected,” says Abraham 
Johnny, who runs a local charity.
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Correction: Burhan Ghalioun

In last week's article on Syria's opposition ("Can it get together?
(http://www.economist.com/node/21528320) ", September 3rd 2011), we wrongly described 
Burhan Ghalioun as an Alawite, whereas he is a Sunni. Sorry
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French politics
After his Libyan adventure
Despite his foreign-policy success, the French president looks down and out. But 
don’t write him off yet

NICOLAS SARKOZY has had a good 
war. The armed campaign in Libya 
was the French president’s biggest 
gamble, the moment he put his 
reputation, judgment and 
leadership on the line. France, 
along with Britain, carried out the 
bulk of the air strikes. Unlike 
President Barack Obama, Mr 
Sarkozy enjoyed cross-party 
support for the campaign and 
popular backing at home. The fall 
of Colonel Muammar Qaddafi ought 
therefore to yield some domestic reward. Yet Mr Sarkozy’s poll numbers remain grim, and, little 
more than six months before France’s presidential vote, his chances of re-election do not, on 
paper, look good.

The Libyan air strikes were not Mr Sarkozy’s first armed campaign. He sent French soldiers into 
hostile territory in the name of democracy in both Afghanistan and Côte d’Ivoire. But his 
investment in the Libyan campaign was the most intensely personal. Before anybody else, and 
unbeknown at the time even to his foreign minister, he stuck his neck out and gave diplomatic 
recognition to the Libyan rebels, whose leaders he met at the Elysée palace at the urging of 
Bernard-Henri Lévy, a celebrity philosopher. Along with Britain’s David Cameron, he made a 
personal plea to a reluctant America to get involved. A president without personal experience of 
war (unlike all his Fifth Republic predecessors), Mr Sarkozy sent French fighter jets roaring into 
Libyan airspace before anybody else got airborne. By June he was dropping arms to rebels on the 
ground.

The reasons for Mr Sarkozy’s zeal are various. He was stung by criticism of France’s ties to 
discredited regimes in Tunisia and Egypt, as well as his hosting of Colonel Qaddafi (plus tent) for 
a week in Paris in 2007. As Libyan forces advanced on Benghazi, he was haunted by past French 
failures, as Nathalie Nougayrède of Le Monde recounts, to intervene to stop massacres in Bosnia 
and Rwanda. Nothing if not pragmatic, Mr Sarkozy spotted the chance to do the right thing and 
restore France’s credibility—and his own image with it. Some American commentators at the time 
protested that he was dragging America into a faraway war for electoral ends.
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If he was, it does not seem to have worked—or not yet, anyway. Libyans can be found with 
banners declaring “Merci Sarkozy” but the French seem less immediately appreciative. They may 
approve of his Libyan war—66% backed it at the start—but they still do not approve of him. Polls 
conducted after the fall of the unlamented colonel do not show a conclusive uptick in the 
president’s popularity. Mr Sarkozy’s poll numbers remain far worse than for any other Fifth 
Republic president ahead of a re-election bid.

The Socialist Party may have lost its best candidate, Dominique Strauss-Kahn (who returned to 
Paris this week, though not to public life, after charges of sexual assault were dropped in New 
York). Yet the polls suggest that either of the two front-running alternative Socialist candidates, 
François Hollande and Martine Aubry, would easily beat Mr Sarkozy in a second round run-off. Mr 
Hollande, according to one, would crush him by 59-41%.

Such sentiment is partly a personal rejection of the mercurial Mr Sarkozy: 68% told a Viavoice 
poll that they do not want him re-elected. But there seems also to be a positive appetite in 
France for the left, which has not won a presidential election since 1988. “Neither the ‘DSK affair’ 
nor today’s debt crisis have dampened the desire for the left to return to power,” notes François 
Miquet-Marty, of Viavoice. Marine Le Pen’s far-right National Front remains an added, 
unpredictable, threat. And, with economic growth flat in the second quarter, and an austerity 
drive under way, many voters seem to think that there is little to thank Mr Sarkozy for.

Despite all this, it would be a mistake to write off the president. “Everything is still to play for,” 
argues Adélaïde Zulfikarpasic, of LH2, a pollster. Over the past few months, she notes, Mr 
Sarkozy has undergone a strategy of représidentialisation, to fix past mistakes. There has been 
less frantic hyperactivity, less bling, more discretion, more delegation, less promotion of his 
private life. He has kept studiously silent about the pregnancy of his wife, Carla Bruni. He has 
criss-crossed France, visiting forgotten farms and factories. More important, he left it to his prime 
minister, François Fillon, to announce new austerity measures in late August, while he himself 
was busy with visiting Libyan leaders—a more traditional division of labour in French politics. It 
may not be a proper rebound, but his poll numbers seem at least to have bottomed out.

Whatever voters feel about him as a person, Mr Sarkozy’s bet is that they will still find him the 
most credible leader on offer. “He can tell them: OK, you don’t like me, but when there is a crisis 
I am there,” says one adviser. The Libyan campaign, say aides, was a model of tenacity in the 
face of adversity, which will register, however subliminally, with the electorate. They stress the 
lack of experience in high office of the would-be Socialist candidates, at a time when the euro-
zone crisis is deepening. Undecided voters may find it safer to stick with the devil they know. And 
Mr Sarkozy, a formidable campaigner, has not yet officially declared he is running, let alone hit 
the trail.

There is a final reason not to write Mr Sarkozy off. Polls taken long before a presidential election 
have been wrong before. Mr Sarkozy, of all people, knows this. Six months before the 1995 
presidential contest Jacques Chirac, who had first introduced the young Mr Sarkozy to politics, 
was written off as a no-hoper. Edouard Balladur, his centre-right rival, looked unbeatable. To Mr 
Chirac’s fury, Mr Sarkozy backed Mr Balladur—but six months later, it was Mr Chirac who won the 
race.
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Literary French politicians
I write, therefore I am
Can only a writer be elected French president?

THE start of the school year in France also brings la rentrée 
littéraire, when publishers load a new crop on to the bookshelves 
in time for the season’s literary prizes. Over 650 new titles are out 
this time, scrutinised and promoted in glossy pages and on 
television shows. In a country that sees itself as a guardian of 
high culture, all pretenders to the presidency in 2012 are expected 
to pick up their pens, publish or perish.

On the left François Hollande, a Socialist hopeful, recently 
published “The French Dream”. Ségolène Royal, his ex-partner 
and the party’s defeated 2007 candidate, has just unveiled her 
snappily titled “Letter to all those Resigned and Indignant who 
want Solutions”. In the centre François Bayrou, author of over a 
dozen political volumes and two biographies of Henri IV, has 
written “2012: State of Emergency”. On the right, Dominique de 
Villepin, a published poet with several volumes on Napoleon to his 
name, has just brought out “Our Old Country”, a rousing appeal to 
reconnect France “to its destiny”.

Why are serving politicians such prolific wordsmiths? In a land where intellectuals are still 
cherished, publishing a book is a badge of seriousness. François Mitterrand turned out over 20.

But these days few books by serving politicians sell well. Last year not a single one made it into 
the top 30. Three of the four 2010 bestsellers were about how to lose weight. Politicians today 
write books more as “marketing tools, not literary works”, says François Léotard, a former culture 
minister. (They are not alone in this.) A new title secures a valuable spot on a talk show. 
Technocratic language and hasty writing have replaced elegance and reflection.

The one politician who has not published a new book this season is President Nicolas Sarkozy. His 
previous pre-election work, “Testimony”, sold well and was his fifth title, even though he was 
then cultivating a blokeish, football-playing image, not that of a man of letters. Now, reportedly 
coached by his wife, Carla Bruni, he is brushing up on the classics. Franz-Olivier Giesbert, a 
writer generally critical of Mr Sarkozy, describes himself as speechless at the transformation. 
Over lunch à deux, the president quoted Camus, Sartre, Proust, Maupassant, Corneille and 
Racine. With or without a new book to his name, Mr Sarkozy, it seems, began his own rentrée 
littéraire ahead of time.



Copyright © The Economist Newspaper Limited 2011. All rights reserved. Advertising info Legal disclaimer Accessibility Privacy policy Terms of use Help



World politics Business & finance Economics Science & technology Culture Blogs Debate & discuss Multimedia Print edition

United States Britain Europe Asia Americas Middle East & Africa

Sep 10th 2011 | STOCKHOLM | from the print edition 

The Sweden Democrats
Living with the far right
The fringe tries to go mainstream

AT THE opening of Sweden’s parliamentary session in 2010, 
Jimmie Akesson, leader of the Sweden Democrats, who had just 
won their first electoral seats, got all dressed up in national 
costume, went to a preliminary service in Stockholm cathedral—
and promptly stormed out, offended by the bishop’s sermon about 
multiculturalism. Next week the new parliamentary year opens. 
This time the Sweden Democrats are likely to stay in their pews.

Not because multiculturalism and its opponents no longer matter. 
On the contrary: the massacre in neighbouring Norway in July has 
pushed the rise of far-right movements to the top of the agenda 
throughout Scandinavia. To Mr Akesson’s annoyance, the 
perpetrator’s 1,500-page manifesto praised the Sweden 
Democrats, along with their far-right Nordic peers, the True Finns 
and the Danish People’s Party. But a year in parliament has made the Sweden Democrats 
savvier, more patient and less overtly inflammatory.

In the election campaign, the party ran advertisements showing an old lady shoved aside in a 
stampede of burqa-clad women clamouring for Swedish welfare money. Despite its neo-Nazi 
roots, it won 340,000 votes, 5.7% of the total. Both the centre-right, which lost its majority but 
stayed in power, and the left-wing opposition, vowed to have nothing to do with it.

A year on, other parties have banded together behind the notion of multiculturalism but the 
Sweden Democrats have not budged. “European countries have to get rid of this naive idea of 
multiculturalism as a melting pot,” Mr Akesson says. “People who come to Sweden must become 
as Swedish as possible. They are the ones who have to adjust, not us.” Yet the party has had 
zero impact on its favourite issue, immigration. Ignoring the far right, the government instead did 
a deal on asylum and immigration with the Greens, Sweden’s most pro-immigration party. Mr 
Akesson calls it a big setback.

Yet he reckons that the past year has been good for his party. By blocking a number of bills, 
including the sale of shares in companies such as TeliaSonera, a telecoms firm, and the national 
postal service, it has basked in media attention, not all of it hostile. And by taking up issues such 
as crime prevention and care of the elderly, the party has sought to broaden its appeal beyond 
the usual Islamophobes.

It has not yet succeeded. A poll in July by Demoskop, a research company, showed that support 
for the party had fallen to 4.6%, the lowest this year (other polls put it lower). But with 
unemployment high in segregated suburbs and Sweden the fourth-largest recipient of asylum 
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applications in the rich world, the Sweden Democrats are not going away. Being still above the 
4% threshold—at least on Demoskop’s measure—they would make it back into parliament if an 
election were held now.
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Italy’s austerity budget
Needed: a new broom
The latest emergency budget scrapes over its first hurdle

IS A broom with a new head and handle still the same broom? The old teaser might have been 
contrived for Italy’s latest austerity budget, which overcame its first parliamentary hurdle on 
September 7th by winning approval in the Senate, the upper house.

When the bill was unveiled almost a month earlier, the government said it would lop €45.5 billion 
off the projected budget deficit and balance the budget by the end of 2013. The prime minister, 
Silvio Berlusconi, then threw out €7 billion worth of spending cuts and tax rises, notably a tax on 
high earners that would have hurt his natural supporters. He was still seeking to renegotiate 
details right up to the eve of the Senate debate.

With the markets again registering alarm—the difference in yields between Italian and German 
benchmark bonds widened sharply—the prime minister concluded that he had to bolster Italy’s 
second emergency budget in two months. In went a one-point rise in value-added tax (to 21%) 
and an increase from 2014 in the retirement age for women in the private sector. But yet again, 
he shrank from increasing the tax burden on the rich: he accepted a tax rise, but only on the few 
(about 34,000) who declare annual incomes over €300,000.

That will scarcely impress workers who, the same day, heeded a call by the biggest and most 
militant of Italy’s trade union federations, the CGIL, to hold a national one-day strike. They were 
protesting over a clause making it easier to dismiss workers and, more generally, over a budget 
that the CGIL’s leader, Susanna Camusso, calls “unjust because it attacks the weakest”. Other 
trade unionists agree with that judgment—but not with her call to strike. The leader of one of the 
other federations called it “demented”.

Even without the strike, investors have plenty of reasons to worry. The latest changes were made 
only after Italy’s president, Giorgio Napolitano, stretched his prerogatives to the limit by 
demanding additions to the budget “capable of reinforcing its efficacy and credibility”. Mr 
Berlusconi has consistently failed to react unless bullied. His first emergency budget in July 
followed a telephone call from the German chancellor, Angela Merkel. The second has come in 
part in response to appeals from the head of the European Central Bank.

Thanks to the president and the markets, Italy’s budget arithmetic now looks rosier. But its 
politics seem as dire as ever— and so do prospects for growth. Even before the VAT rise, the 
budget relied for two-thirds of its impact on tax rises. There is a clear risk that it could depress 
demand below the government’s forecasts. If so, it might blast a hole in the public accounts even 
bigger than the one patched up by this week’s hasty repairs.
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Will the women’s vote be enough?

Denmark’s election
To Helle and back
The race to form the next government suddenly tightens

WHEN Denmark’s prime minister, Lars Lokke Rasmussen, called a 
general election for September 15th, he was staring defeat in the 
face. An unremarkable character, he got the job only because his 
predecessor, Anders Fogh Rasmussen, had resigned to become 
NATO secretary-general. His bungled handling of the Copenhagen 
climate-change summit in December 2009 drew derision abroad. A 
cavalier attitude to expenses incensed voters at home.

Yet with a week to go before polling day, it is anybody’s guess 
who will win. Were it up to women, Mr Lokke Rasmussen would be 
crushed and Denmark would get its first female prime minister, 
with a handsome majority. Were the menfolk to make the 
decision, the incumbent centre-right coalition would win a fourth 
consecutive term. A poll this week by Megafon, a research group, 
puts the government and its allies just three seats behind the 
opposition (see chart).

Mr Lokke Rasmussen’s comeback tracks the changing concerns of 
voters. For a long time, the parlous state of the economy was the 
main issue. Despite a modest but forecast-beating rise in growth 
in the second quarter, the budget deficit for 2012 has ballooned to 
a projected 85 billion kroner, ($16 billion, or 4.6% of GDP). The 
government has had to produce yet another rescue package for 
banks and another costly stimulus plan.

All this has boosted the hopes of the Social Democratic opposition 
leader, Helle Thorning-Schmidt (who happens to be a daughter-in-
law of Neil Kinnock, a former British Labour leader). She has 
promised to spend her way out of recession. For most of this year, 
the polls have suggested her block would win some 95 seats to the ruling coalition’s 80.

But this week, the bane of Danish politics—immigration—returned to shake up the race. Efforts 
by the European Commission to defend the EU’s open-border rules enabled Pia Kjaersgaard, 
leader of the far-right Danish Peoples’ Party, which props up the government, to launch populist 
attacks on the EU. This was followed by new signs of immigration-policy fissures in the centre-left 
that allowed the government to accuse the opposition of planning to undo years of “firm but fair” 
legislation. The left has stumbled over the EU and immigration before. It will need luck—and 
perhaps a shift in attention back to the economy—to avoid doing so again.
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Greece
Pen pushers out
The government v civil servants

GREECE is being dragged kicking and screaming into confronting one of its biggest obstacles to 
reform: an almost unsackable civil service. Civil servants’ working week has already been 
increased from 37.5 to 40 hours, a way of reducing overtime payments. A unified salary scale is 
about to be introduced, smoothing out differences between ministries and slashing allowances. (It 
was supposed to have been brought in 13 months ago.) And, at last, jobs are going.

Under pressure from the European Union, the IMF and the European Central Bank, Evangelos 
Venizelos, the finance minister, agreed to arrange, by September 14th, mergers and closures of 
150 state organisations and to transfer thousands of workers to a so-called “strategic reserve”. 
They will be put on 60% of their previous salary. Those who do not find another public-sector job 
within 12 months will be fired.

It is an embarrassing climb-down for George Papandreou, the prime minister. He has tried to 
avoid dismissals of public-sector workers, who form a power base for his Panhellenic Socialist 
Movement. Worried party officials say the political cost of his decision will be high. The jobless 
rate hit a record 16.6% in May.

But the government has run out of wiggle-room. Greece needs the next €8 billion slice of its 
current €110 billion bail-out to pay off debt and cover October salaries and pensions. Without civil
-service cuts, the second bail-out, worth €109 billion and agreed in July, could fall apart. It 
already looks shaky.

Greece has agreed to cut 150,000 public-sector jobs by 2014. Many will go as part of a big 
promised privatisation programme. A rush for the exit is also likely. Thousands of civil servants in 
their 40s and 50s have asked about early retirement, say union officials. This may only increase 
long-term liabilities but Mr Venizelos, desperate to please creditors now, is expected to oblige.
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Thinking-caps on, chaps

German politics
Two verdicts
The chancellor wins in the court of law, but loses in the court of public opinion

ANGELA MERKEL, the German 
chancellor, owes her seat in the 
Bundestag to voters in her 
constituency in Mecklenburg-West 
Pomerania. That did her no good 
when the eastern state held an 
election on September 4th. Her 
Christian Democratic Union (CDU) 
got its worst-ever result there. The 
Free Democratic Party (FDP), her 
coalition partner in Berlin, was 
ejected from the state’s legislature. 
But on September 7th the 
chancellor heard better news: 
Germany’s highest court ruled that earlier measures to rescue the euro do not violate the 
constitution.

The two verdicts are related. Mrs Merkel’s coalition is slumping in part because voters dislike 
giant German-backed rescues of shaky euro members. The government wants to boost German 
guarantees for the European Financial Stability Facility (EFSF), the main bail-out fund, to €211 
billion ($295 billion) from €123 billion, and to expand its powers.

This adds to the queasiness felt by Mrs Merkel’s allies. On September 5th some 25 
parliamentarians from coalition ranks abstained or voted against the EFSF expansion in a non-
binding preliminary vote, casting doubt on whether the government’s 19-seat majority would 
hold up in a real vote later this month. Some are speculating that the demoralised FDP will pull 
out of the coalition, presenting itself in a new election as the taxpayers’ champion in a battle 
against ever-larger bail-outs.

Mrs Merkel will probably contain the mutiny. The constitutional court’s decision should help. It 
rejected complaints that the 2010 bail-out of Greece and the creation of the EFSF stripped the 
Bundestag of its authority over the budget (and the plaintiffs of their democratic rights). “The 
Bundestag did not deplete its right to adopt the budget and control its implementation by the 
government,” the judges wrote.

They implicitly rejected the idea that Germany has been dragged into a “transfer union”, says 
Christian Calliess, a constitutional scholar at Berlin’s Free University. The bail-outs are temporary, 
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limited in size, offered in exchange for reforms and subject to veto by euro-zone governments, 
including Germany’s.

Future bail-outs will be subject to the same restrictions. The Bundestag’s role in vetting them has 
been reinforced. Before, the government only had to try to win consent from the budget 
committee before extending credit guarantees. The court now makes this an obligation. The 
government had worried that the Bundestag would be given the authority to micromanage the 
EFSF. On its reading of the judgment, that did not happen.

Foes of jointly guaranteed Eurobonds are happy: they say the court’s ruling blocks their 
introduction. The rescue operation can proceed. Now it is up to the nervous coalition partners, 
which face yet another tough test in Berlin’s state election on September 18th.



World politics Business & finance Economics Science & technology Culture Blogs Debate & discuss Multimedia Print edition

United States Britain Europe Asia Americas Middle East & Africa

Sep 10th 2011 | from the print edition 

Charlemagne
Germany’s euro question
Nobody knows the answer, especially not the Germans themselves

WHAT does Germany want? The 
question comes up in every 
discussion about the euro. What it 
does not want is clear enough: no 
“transfer union”, no pooling of 
national debts and no break-up of 
the single currency. But it is hard 
to know how it hopes to reconcile 
these aims, harder still to discern 
the ultimate goal of Germany’s 
European policy.

All of a sudden, though, Berlin is 
abuzz with talk of remaking the 
European Union: issuing joint Eurobonds, renegotiating the EU’s treaties, even creating a federal 
Europe. Nobody knows if any of this will come about. The obstacles to fundamental change are so 
forbidding that leaders will always be tempted to try to muddle through. Yet the terms of 
Germany’s debate are shifting. German politicians seem to have decided that the time has come 
to start redesigning European institutions. Again.

German Euro-federalists have woken up after a long slumber. It is no surprise that Joschka 
Fischer, the Greens’ elder statesman, should call for the “United States of Europe”. More striking 
is that Gerhard Schröder, a former Social Democratic chancellor, uttered the same words, as did 
Ursula von der Leyen, the labour minister and a leading Christian Democrat. This week Mr 
Schröder was in Brussels alongside other ex-leaders—Felipe Gonzáles of Spain, Guy Verhofstadt 
of Belgium and Matti Vanhanen of Finland—calling for Eurobonds, EU powers to raise taxes, 
“Europe-wide public goods” and a European “federation”.

This might sound like the ravings of a has-been. Certainly, it flies in the face of rising 
Euroscepticism across the continent. Yet the German government itself is talking of reshaping the 
EU’s institutions. Angela Merkel, the chancellor, says that reopening the treaties is no taboo. Her 
finance minister, Wolfgang Schäuble, talks of one day giving up some sovereignty over budgets.

Germany’s change of mind is born of twin failures, of the financial measures so far taken in the 
euro zone and of political strategy in Germany. As the debt crisis has deepened, Germany has 
had to retreat from one red line after another. Last year’s bail-out of Greece was meant to be a 
one-off; since then Ireland and Portugal have been rescued and Greece has come back for more. 
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A big European bail-out fund was supposed to be a temporary measure; now it is being made 
permanent.

The debacle is weakening Germany’s ruling coalition. Surveys show that Germans are fed up with 
the euro. But neither the Christian Democrats’ opposition to Eurobonds nor the Free Democrats’ 
flirtation with more overt Euroscepticism are winning them votes. By contrast, the Social 
Democrats and the Greens are making gains even though they want Eurobonds that could merge 
ultra-safe German debt with Greek junk.

“This is a strange country,” says Hans-Olaf Henkel, a former head of the German business 
federation, who once supported the euro but now advocates breaking it up into a northern and 
southern currency. “Public opinion does not like the euro, but does not want to hear of an 
alternative to it.” The strangeness is due, in no small part, to the disasters of history. Post-war 
Germany bound itself with rules and treaties in order to resist past temptations: a strong 
constitution to restrain politicians, fiscal rules to banish hyperinflation, the EU to tame 
nationalism.

The euro zone’s crisis has tested the efficacy of these European rules and led Germans to ask 
why they should pay when others break them. But as the constitutional court showed this week, 
European integration is too much part of Germany’s post-war redemption to be abandoned easily, 
however many problems it may cause. So some Christian Democrats now want to reclaim the pro
-Europe heritage of Konrad Adenauer and Helmut Kohl. The best way to confront Euroscepticism, 
they say, is to improve and deepen the EU.

There is some difference between Mrs Merkel and the Europhile Mr Schäuble over how to do it. 
Both agree that the euro zone’s problems have been caused by the laxness of countries that piled 
up debt and lost competitiveness. Both want new ways to enforce budget rules. Both think that, 
issued now, Eurobonds would kill what little zeal for reform exists. Both hope stricter rules would 
not only resolve the crisis but ensure it does not recur. But they differ on the future and on 
Eurobonds. For Mrs Merkel, rules and rectitude would narrow bond spreads and make Eurobonds 
unnecessary. For Mr Schäuble, tougher rules are a necessary condition for Eurobonds and closer 
political union.

We don’t know what we want but we’re happy to discuss it

Germany, then, does not know what it wants—but is ready to talk anyway. Its politicians 
recognise that the current system cannot provide long-term stability in the euro zone. They also 
know that dangers lurk in any attempt to renegotiate that system.

Resistance in the German Bundestag and elsewhere means that even the partial bail-out 
measures agreed in July are getting bogged down. What are the chances that the EU can agree 
on an even bigger leap towards fiscal integration? And what are the chances that citizens would 
vote for it? Perhaps the crisis might be a spur to the federalist impulse, but nobody can count on 
that. What is certain is that any treaty changing the EU’s institutions would be disruptive. The EU 
spent the best part of a decade writing a constitution, rejecting it and finally reviving it as the 
2009 Lisbon treaty. Any further loss of sovereignty might require Germany to amend its 
constitution. Britain would seek to repatriate powers. Inevitably, a more integrated euro zone 
would raise questions about the ten countries, many in Germany’s hinterland, that remain 
outside. Without liberal economies like Britain to resist protectionism, the single market might be 
endangered. It would be a tragedy if the attempt to save the euro were to put the single market 
at risk. Germany would not want that either.

Economist.com/blogs/charlemagne (http://www.economist.com/blogs/charlemagne) 
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India’s industrial outpost
Tata for now
The country’s biggest manufacturer is Indian. What does it seek from and give to 
Britain?

THE steelworks at Stocksbridge in 
South Yorkshire are strangely 
quiet. Its furnaces are not of the 
roaring blast variety; they are 
small, purring vacuum-arc furnaces 
that use electrical current to re-
melt steel. Beer-barrel-sized ingots 
made from scrap at a sister 
steelworks in nearby Rotherham 
are cleaned, welded to a stub and 
lowered into the furnace. The drop-
by-drop melting takes 12-14 hours, 
removes impurities and 
strengthens the steel. Once cooled and tested, the blocks of steel are ready for use in aerospace 
and oil-drilling, where high-strength steel is prized.

The steelworks were once part of Corus, an Anglo-Dutch firm, and before that of British Steel. 
They are now owned by Tata Steel, which belongs to an Indian conglomerate that also makes 
cars, chemicals and tea. Tata Steel paid $12 billion (£6.1 billion) for Corus in 2007, after a 
bidding war with CSN, a Brazilian rival. The following year Tata Motors bought Jaguar Land Rover 
(JLR) for $2.3 billion. That purchase already looks astute. This month Land Rover launched the 
Evoque, a mini sports-utility vehicle, which attracted 20,000 orders before it even went on sale.

Tata UK is now the country’s biggest manufacturer, with almost 
40,000 workers—just ahead of British Aerospace. Add in Tata’s 
service industries, such as consultancy, and the payroll tops 
45,000 (see chart). Its presence in Britain is part of a growing 
trend. Britain is second only to America as a destination for 
investment by emerging-market firms, many of them from India. 
Tata’s purchases of Corus and JLR, as well as earlier takeovers of 
Tetley tea and the Brunner Mond chemical works, raised 
eyebrows, a few anxieties and at least two big questions: what 
does Tata want from its acquisitions; and what does the firm’s 
stewardship of JLR and its stablemates mean for British industry?



Understanding the Tata connection requires a look back at history. The firm opened an outpost in 
London in 1907 to buy supplies for its Indian operations. This housed Tata’s first British venture, 
when Tata Consultancy Services (TCS), which pioneered the outsourcing of computing to India, 
set up a one-man shop in 1975. Early TCS custom came from thrifts and insurers looking to 
update their systems cheaply. It now employs 4,900 people in Britain and has roughly three 
times that number in India servicing British-based clients.

TCS grew almost unnoticed. But the group’s first big jump into British industry could scarcely be 
ignored: in 2000 Tata Tea bought Tetley, a household name. The purchase was a template for 
the future takeovers of Corus and JLR: in each sector Tata was buying a bigger, established firm 
and financing the deal with bank loans. The logic of its buying spree (and the justification for the 
risky debt) was that Tata could not confine itself to India; it needed to be big and international to 
thrive in its chosen businesses. Big acquisitions were a way of reaching the required scale 
quickly.

They were also a shortcut to name recognition and technology that would otherwise have taken 
years to develop. That was part of the thinking behind the Tetley deal. “We wanted to learn about 
brands,” says Percy Siganporia, deputy head of Tata Global Beverages. The Tetley label has been 
extended from the black tea that is a staple of British shopping baskets to green teas, once the 
preserve of upmarket brands. Tata’s approach to brand management is global: in Canada the 
Tetley name had long been given to fancier teas.

Jaguar’s brand was also part of the appeal to Tata of JLR. But Land Rover’s off-road technology 
was the more valuable asset for Tata Motors’ truck and passenger-car business at home. Corus 
was bought to keep up with other firms, such as Mittal, that were making acquisitions. It also 
gave Tata a speciality-steel business that would have been hard to build, however.

Name recognition and know-how are valuable if the price is right. Some think Tata was so caught 
up in the steel industry’s rush to consolidate that it overpaid for Corus. National pride was at 
stake: the group’s chairman, Ratan Tata, said after buying Corus that losing the bid would have 
left India itself disappointed. Steel plants have since been sold, mothballed or slated for closure, 
in part because Europe’s economy is so weak. In the depths of recession even the high-end 
speciality-steel business saw its workforce halved to 1,700 (it is now 2,500).

Tata’s fans point out that the cost of buying Corus has to be weighed against the opportunity cost 
of not buying it. They note that past deals which seemed dear or risky have turned out fine. 
“What looked too high in 2000 looked brilliant by 2007, and a sweet deal by 2010,” says one Tata 
executive of the purchase of Tetley.

Tables turned

But just how sweet is Tata for Britain? Any fears that Tata would strip out technology and ship it 
home have proved baseless. The headquarters of Tata’s beverage business is Uxbridge, a London 
suburb, not India. Resources have been poured into other businesses. The workforce at the 
Halewood car plant on Merseyside, where the Evoque is made, has doubled to 3,000 this year, 
and JLR is building an engine plant in Wolverhampton. Tata Steel is investing in its stronger 
plants, including Stocksbridge, and Tata has brought with it firmer links to fast-growing Asian 
markets. JLR’s sales have been turbocharged by Chinese demand. Tetley is now sold as a 
premium brand in India alongside Tata Tea.

Indeed Tata’s animal spirits contrast with the rather depressed mood in British industry. “It 
comes down to our belief in the business,” says Anwar Hasan, head of Tata Limited, the firm’s UK 
umbrella. British staff say Tata was a preferred bidder for their firms because it could be relied 
upon to support research and product development. There is an Indian stamp on management, 
too. Tata executives are more adventurous and better at lateral thinking, says one senior British 
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employee. For their part, Tata folk admire the British obsession with management process—with 
solving a problem, not just fixing a situation.

Tata has a strong identity in India but not yet in Britain, which accounts for around 60% of group 
revenues. Mr Hasan’s office is the glue that binds the British businesses together; they are run at 
arm’s-length from each other. The luxury hotel at 51 Buckingham Gate, owned by Taj, Tata’s 
hotel arm, has a Jaguar-themed suite at £5,100 a night—a rare collaboration between Tata firms. 
Still, British managers like the chance to network with, and learn from, executives at other Tata 
businesses. Perhaps Tata’s success can make conglomerates fashionable again in Britain.
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See you in court

MI6 and the army accused
Long shadows
Spies and soldiers face old allegations of wrongdoing

BRITAIN is recovering from its painful years of military exertion in Iraq, and celebrating what 
looks to have been a successful intervention in Libya. But both conflicts are still throwing up dark 
stories to trouble the conscience of the armed forces, the intelligence services and potentially the 
government.

On September 8th, as The Economist went to press, the findings of a public inquiry into the death 
eight years ago of an Iraqi man in British army custody were published. Baha Mousa had been 
arrested in Basra on suspicion of being an insurgent and died two days later, having suffered 
asphyxiation and over 90 bodily injuries. In 2007 a soldier, Donald Payne, who had admitted 
inhumane treatment to a court-martial hearing, was jailed for a year, though he was acquitted of 
manslaughter and perverting the course of justice. Six other soldiers were cleared altogether. The 
presiding judge accused the defendants of a “closing of ranks” that had made it hard to obtain 
evidence. The Ministry of Defence paid compensation to Mousa’s family in 2008.

The public inquiry was set up in 2009 under Sir William Gage, a retired judge. Its report is 
expected to clear the army of systematic abuse of detainees during its occupation of southern 
Iraq. But it will blame individual soldiers, as well as failings in the army’s chain of command, for 
Mousa’s treatment. Sir William is also thought likely to criticise the court martial’s failure to 
secure more convictions.

The armed forces are not alone in facing accusations of 
wrongdoing. Abdel Hakim Belhadj (pictured), who now commands 
the rebel forces in Libya, alleges that MI6, Britain’s foreign-
intelligence service, was unlawfully complicit in his transfer in 
2004 from Thailand to a Libyan prison, where he says he was 
tortured. At the time, he belonged to the Libyan Islamic Fighting 
Group (LIFG). The group sought to overthrow Colonel Qaddafi, 
with whom the West had begun to treat after years of mutual 
hostility. Mr Belhadj is thinking of suing the British government.

Letters from MI6 officials to members of the former Libyan 
regime, which were discovered in a Tripoli building in the 
aftermath of last month’s rebel takeover of the city, are said to 
lend credence to Mr Belhadj’s allegations. On September 5th 
David Cameron, the prime minister, announced that a planned 
inquiry into possible British complicity in torture, to be led by Sir 
Peter Gibson, another retired judge, would include the Belhadj 
episode in its purview.
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Although the cases of Baha Mousa and Mr Belhadj are being aired at the same time, they are in 
fact very different. The former would appear to be the victim of straightforward brutality and 
criminality by individuals in the armed forces. British culpability in Mr Belhadj’s case is far less 
clear. MI6 sources doubt his story, insist that any role they may have played in his transfer was 
lawful and say they are surprised that the letters discovered in Tripoli—which are said to be 
worded vaguely and have not been widely seen or verified—are being treated by some as reliable 
proof to the contrary. They also say that it was only right to pursue members of the LIFG, a 
jihadist group that was listed by the United Nations as an affiliate of al-Qaeda after the 
September 11th attacks.

There are broader worries about the closeness of the British security services to the Qaddafi 
government in recent years. The cache of letters apparently features convivial correspondence 
between MI6 officials and Mousa Kousa, then the head of Libya’s intelligence operations. But it is 
hard to know what else the spooks could have done. Under Tony Blair, the British government 
was intent on securing Libyan co-operation in the war on terror after the country renounced its 
programme of weapons of mass destruction in 2003. By inveigling their way into close working 
relationships with their Libyan counterparts, British spies were merely doing their job, insist MI6. 
Whether their assiduousness went too far in the case of Mr Belhadj is for Sir Peter’s inquiry to 
determine.
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Schools reform
Raising a class
The first “free schools” open their doors

WIELDING trowels and small forks, pupils plant crocus and daffodil bulbs in the gardens of the 
Aldborough E-ACT Free School, which opened in Redbridge, east London, on September 1st. The 
yellow and purple hues that should emerge in the spring will match their school colours. At the 
reception desk, a mother pleads with staff to admit her son. Alas, no suitable place is available.

The creation of new, independently run but non-selective and state-funded “free schools” is one 
of the government’s central policies. Michael Gove, the Conservative education secretary, spent 
long years in opposition devising ways in which parental choice and competition could be used to 
improve England’s lacklustre schools. He borrowed from America and Sweden the idea of allowing 
parents, teachers and others dissatisfied with what the state offered to establish new schools 
beyond the reach of local authorities. Such schools would be free to vary the hours of the school 
day and year, what was taught in the classrooms and teachers’ pay. In contrast to his 
beleaguered cabinet colleague Andrew Lansley, whose long-pondered health reforms have run 
into the mud, Mr Gove’s policies have taken wing.

Admittedly, the scale is small. Just 24 free schools have been established so far, including seven 
that have converted from the private sector. And the modest success of the free-school 
programme is dwarfed by the growth of academies (which have the same privileges as free 
schools but consist mostly of revamped state schools). Almost a third of all the secondary schools 
that began the school year this week have shed the shackles of their local authorities to become 
academies.

Mr Gove wants to liberate successful schools as well as poor ones from the overview of local 
authorities, arguing that the best education systems in the world are those in which schools enjoy 
autonomy. But the competition he aims to promote specifically through free schools is so far in 
short supply: the new schools tend to be in areas where there is a shortage of places. In 
Redbridge, for example, the free school has opened bang opposite an existing primary, but 
youngsters abound and both are full. Redbridge primaries are so oversubscribed that the 
proportion of parents unhappy with the place offered to their child is among the highest in 
England; some young children who want to be in school languish at home.

The involvement of charitable chains of schools such as E-ACT, which runs the new school in 
Redbridge, may well boost the number of free schools. Established chains find it easier than 
parents to rustle up funding—from philanthropists, from banks—to construct new schools and 
refurbish existing ones: a distinct asset when public spending is squeezed. Yet even if free 
schools fail to compete head on with existing ones, Mr Gove thinks they can still raise standards 
through what he calls the “beacon effect”. Schools which offer options that are popular with 
parents—such as innovative ways of teaching and extended school days—will inspire existing 
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schools to emulate them, he argues. Thankfully for Mr Gove, there is more than one way to 
improve English education.
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Guinness World Records
Candid camera
The encyclopedia of the extremes reflects the changing concerns of modern 
society

IN THE past year a man has 
released 40 mousetraps on his 
tongue in a minute, a woman has 
washed up 2,250 pots and plates in 
eight hours (pictured) and 11,062 
different penguin-related items 
have been assembled. These are 
among the new entries in the 
“Guinness World Records 2012”, an 
annual compendium of trivia 
released on September 15th.

Created in Britain in 1955, the first 
edition, then known as the 
“Guinness Book of Records”, was a marketing tool: a compilation of interesting facts distributed 
to pub landlords to promote Guinness, an Irish drink. Now this encyclopedia of extremes draws 
its statistics from around the world and is the bestselling copyright title of all time (a category 
that excludes books such as the Bible and the Koran), selling 120m copies in over 100 countries 
and spawning all sorts of copycat miscellanies.

Before internet search engines or the omnivorous Wikipedia, the “Guinness Book of Records” was 
already a popular trove of trivia. Its success lay in tapping into man’s innate curiosity about the 
natural world around him: the first edition included details such as the brightest star in the 
heavens (the Dog Star) and the biggest spider’s body (9cm long).

The “Guinness Book of Records” also included human achievements. It was a precursor of reality 
television in giving ordinary people a chance to become famous for eccentric, often pointless, 
tasks. Even the first edition included a man who consumed 24 raw eggs in 14 minutes and a 
woman legally married 14 times; in 1979, a man yodelled non-stop for ten and a quarter hours. 
Social mores have changed the nature of some antics: gone is the 1974 caper of smoking 110 
cigarettes at a time for 30 seconds, for example, as well as feats of derring-do with alcohol.

People are intrinsically interested in the superlatives of human experience, thinks Nick Couldry of 
Goldsmiths, University of London. But, as elsewhere in the media, this compendium has 
increasingly favoured ephemeral stunts. Pictures now dominate a once text-heavy book. 
Educational facts are fewer and less comprehensive: details about the Egyptian pyramids this 



About The Economist online About The Economist Media directory Staff books Career opportunities Contact us Subscribe [+] Site feedback

Copyright © The Economist Newspaper Limited 2011. All rights reserved. Advertising info Legal disclaimer Accessibility Privacy policy Terms of use Help

from the print edition | Britain 

year share a page with the tallest ice-cream pyramid, made up of 3,100 dollops of Baskin-
Robbins.

The original book was there for swots to look up and learn the facts, says Mr Couldry. Now, 
people would apparently rather read about a 22-year-old English builder who scoffed two bags of 
watercress in under a minute. Nearly 60 years on, the “Guinness World Records” is still offering 
insights into the highs and lows of modern life.
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The row over planning
Green and pressured land
Attempts to speed up planning are dividing communities—and generations

AMID the meadows, hedgerows 
and shady habitats of the great-
crested newt, the battle for 
Chilmington Green is afoot. Under 
the government’s plans to expand 
building, the village on the edge of 
the fast-growing town of Ashford, 
in Kent, is destined to put up 3,350 
new houses by 2021, with potential 
for 7,000. The main road, where 
horse-riding locals stop to chat, is 
to be turned into a busy high 
street, with shops and business 
facilities.

The government wants to speed up planning processes for areas like this, aiming to expand the 
housing stock and eke out more space for business development in the crowded south-east. But 
the prospect of a pretty part of the county being swallowed into Ashford’s built-up sprawl appals 
some locals. Many, like Max Frohnsdorff, a local resident, are members of the “Save Chilmington 
Green” campaign. He claims the development would “destroy the historical character, way of life 
and rural setting of the Kentish Weald”, as well as making things hard for wildlife.

Across the country, many residents on the edge of conurbations see the planning changes as a 
threat. Measures intended to stimulate economic growth and provide more housing have 
provoked a backlash, with a national newspaper mounting a “Hands Off Our Land” campaign and 
the National Trust, a conservation outfit with high membership among middle-class Britons, 
taking up the cudgels.

Greg Clark, the minister for cities and decentralisation, insists that the draft planning-policy 
framework is “thoroughly localist”. It replaces the previous Labour government’s regional-
planning strategy, under which house-building targets were agreed by local authorities. In his 
own elegant backyard in Tunbridge Wells, a well-heeled town on the other side of Kent, he has 
raised hackles by accusing opponents who resist change of “nihilistic selfishness”. Charges of 
Nimbyism—Not In My Backyard—levelled at opponents are rife.

Behind a cull of red tape (the government is reducing planning regulations from 1,000 pages to a 
slim 52), lies a desire to ease restrictions on entrepreneurs and accelerate economic recovery. 
Around 439,900 applications for planning permission were decided in England in the year through 
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March 2011, of which 355,800, or 80%, were granted. Still, George Osborne, the chancellor of 
the exchequer, insists that the government must “win this battle”. In his March budget he 
announced “a new presumption in favour of sustainable development, so that the default answer 
to development is ‘yes’ ”.

Bureaucratic, multilayered planning laws do need an overhaul. Many businesses are entangled in 
petty rules when they seek to set up or expand. It should be possible to tackle that without 
bulldozing restrictions that protect the countryside.

But the government’s approach, say campaigners, signals that resistance will often be futile. 
Although communities can vote on some planning issues under the proposed changes, they 
cannot easily veto big developments or increases in housing that are part of “core strategy” plans 
agreed with local authorities. The tension between the government’s vaunted localism and the 
realities of planning reform is a sore point.

A clash of generational interests is in the mix too. Allies of the prime minister point out that his 
government will be judged in great part on whether a younger generation can buy homes during 
its years in power. Home ownership in England and Wales has already slipped to 65% from 70% 
in 2002. Around 1.4m households in rented or state-subsidised property aspire to buy but cannot 
do so, the Department for Communities and Local Government estimates. The government is 
offering funding to councils that build new homes.

Indiscriminate building may not be the answer to the housing shortage, however. Developers 
make good profits on homes in agreeable areas. But a big reason why young people leave rural 
areas, for example, is lack of jobs, not lack of housing. And tighter mortgages since the crash are 
probably a bigger barrier to would-be homebuyers in most places than a shortage of bricks and 
mortar. If a spate of new houses could guarantee growth, critics note, Spain and Ireland would 
be booming.

Earlier this year, the government was forced into an embarrassing U-turn on a plan to sell off 
state-owned forests. David Cameron, the prime minister, may not relish another clash in the 
same vein. The Conservative Party is the home of both rural conservationists and free 
marketeers. “This is a battle for the soul of Tory England,” says one Whitehall source. Lady 
Mountbatten, an aristocrat with close connections to the royal family, has backed the campaign 
against the Chilmington Green development. Liam Fox, the Conservative defence secretary, says 
he is opposing the building of electric pylons in his own rural constituency. From these new 
Nimby wars, green and pleasant England may not emerge as either.



World politics Business & finance Economics Science & technology Culture Blogs Debate & discuss Multimedia Print edition

United States Britain Europe Asia Americas Middle East & Africa

Sep 10th 2011 | DORKING | from the print edition 

English wine
Heard it through the grapevine
The sparkling—and surprising—success of England’s wine industry

IT WAS an English cuvée for a very English day. “Nervy”, with “an austere, honeyed character”, 
was how one winemaker described the bubbly on offer on a wet afternoon at Denbies, a vineyard 
in Surrey that is also Britain’s largest. Nervy and austere, too, is the connoisseur’s traditional 
view of British-made wines. But after years of reputational blight, the industry is starting to see 
the buds of progress.

Denbies’ sparkling wine tastes biscuity and refreshing; it will soon be the only English bubbly in 
stock in the classiest house-label range at Sainsbury’s, a big supermarket. Denbies’ rosé was 
awarded a gold medal at this year’s International Wine Challenge, and other English and Welsh 
vintages, particularly some of the fizzy wines produced by Nyetimber and Ridgeview in Sussex, 
are trumping more venerable competitors on the world stage. British consumers are keen. In 
2010, when overall wine-drinking dropped by 1.7%, Britons downed 17.6% more domestic 
sparkling wine than they had the year before, and 71.2% more of the home-grown still stuff.

Admittedly, this growth is sprouting from a tiny base. Domestic crops accounted for around 0.3% 
of the 1.8 billion bottles that British drinkers polished off last year; the 4m bottles made from 
grapes that were grown and produced at home would slake the country’s thirst for less than a 
day. France, by contrast, corked and capped no less than 5 trillion bottles of local serum in the 
same period. Even so, on the much-derided British side of the business, any improvement is 
encouraging.

Why now? “It’s partly climate, partly education and partly 
ambition,” says Matthew Hudson, head of the wine-business 
course at Plumpton College in East Sussex. Climate change is 
improving once-uncongenial British conditions; harvests are 
earlier and sun-hungry French varieties are replacing hardier 
Germanic vines. Richard Selley, a professor in the earth-science 
and engineering department of Imperial College, London and 
author of a book on vineyards, predicts that the wintry slopes of 
Scotland could be home to a “Côte d’Écosse” by 2080 (see map).

The weak pound has made foreign drops pricier and given a boost 
to local wines, says Julia Trustram Eve of the English Wine 
Producers’ association. Cannier viticulture and higher professional 
standards are also bearing fruit. Britain’s winemakers are 
overcoming the impediment of small harvests—which make 
technical experimentation commercially risky—by sharing expertise and focusing on top-shelf 
vintages for the discerning buyer. Sparkling wines, which command high margins, are a good bet. 
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The acidic grapes that produce them grow well, too: in geological antiquity the chalk hills of 
southern England were attached to the Champagne region of northern France.

Not everything is rosy. Cheap booze known as “British wine,” made at home from imported grape 
juice, threatens the reputation of its flashier cousins. Even glitzy winemakers sometimes 
supplement local grapes. There are whispers that the industry has invested too heavily in 
sparkling wines and may struggle to find a market for all of its output in the future. And climate 
change is not entirely good news: the likelihood of more extreme swings in weather will not make 
for easy harvests.

Still, the short-term future looks bright for Britain. Gone are the days when, as in 2005, the 
Italian prime minister, Silvio Berlusconi, could boast of sending 24 bottles of Italian red to a 
Swedish counterpart who was apparently “aghast” at the Welsh and English wines served up at 
an EU summit. Now, as Mediterranean grape-growers move north to escape the unseasonable 
heat, they may need to look to newly-temperate Britain for inspiration.
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Darling: finger in the dyke

Political memoirs
Darling snarling? Well, a bit
A former chancellor’s new book contains a message for Labour’s leaders

ALISTAIR DARLING is a man famed for a calm, somewhat wry, 
Scottish temperament. Just as well, given that he was in the eye 
of the storm throughout the financial crisis, from the early 
tempest over the Northern Rock bank in the autumn of 2007 
through the force-nine gale the following year, which saw the near
-collapse of the Royal Bank of Scotland and the obliteration of 
Lehman Brothers.

Now the former chancellor of the exchequer has published his 
memoirs. “Back from the Brink” details his experiences as the man 
with his finger in the dyke as one disaster gave way to the next. 
He is critical of Gordon Brown, who emerges as a moody figure, 
lacking in strategy and direction. That is hardly a new insight from 
the embittered ranks of defeated Labour, but coming from a 
former ally of Mr Brown who had “keenly anticipated his becoming 
prime minister”, it is notable. Mr Darling also points out some related weaknesses in Ed Balls, 
who was then Mr Brown’s right-hand man and is now shadow chancellor: Mr Balls was “not 
always easy to work with,” he says temperately, and (shock) prone to forming cabals.

The real interest, however, lies in Mr Darling’s account of the financial crisis in 2008, and who did 
what to mitigate its consequences. He reveals that Mr Brown originally thought the crisis would 
last for only six months, and was angry at his chancellor for saying publicly how serious it was. 
Mr Darling believes Sir Mervyn King, the governor of the Bank of England, was far too worried 
about moral hazard—encouraging bad behaviour by rewarding those who engage in it—and too 
slow to bail out the banks. He points out that focusing the fiscal argument on (Labour) 
investment versus (Tory) cuts cost his party dear at the election in May 2010, since most voters 
accepted the need for cuts in some form.

In this polite revenge saga, the message the author sends to his own side, now in opposition, is 
that it is pointless seeking office if you have squandered economic plausibility. There is ample 
food for thought here for Ed Miliband, the Labour leader. In an interview for The Economist
website, Mr Darling adds that, as far as he is concerned, the fiscal strategy he embraced (halving 
the deficit in the four years from 2010) remains Labour Party policy.

This is not immediately obvious to the naked eye. It is over a year since the Conservative/Liberal 
Democrat coalition took power and Labour’s leaders have given little indication of how they 
themselves would approach Britain’s yawning deficit; indeed, they have opposed most of the 
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coalition’s proposed spending cuts. One exception is policing, where Labour has accepted the 
need for some spending reductions—while opposing cuts in the number of police on the streets.

Mr Miliband’s party still reaches routinely for the anti-cuts rhetoric (the shadow home secretary, 
Yvette Cooper, has called them “shocking and brutal”). Unsurprisingly, recent opinion polls accord 
the Labour Party low marks for economic competence. Mr Darling’s memoirs are a timely 
reminder that lack of credibility in this area can be fatal to a political party’s fortunes, even one 
with a leader rather nicer to be around than Mr Brown.
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Bagehot
Grief, and its consequences
One English town’s reaction to a death in Afghanistan

PUBLIC grief can be hard to 
express in a holiday town, built 
around the promise of heedless 
fun. Yet late last month, the 
seaside resort of Weymouth put on 
a remarkable, heartfelt homage to 
James Wright, a 22-year-old local 
man killed fighting in Afghanistan. 
Mourners report, with pride, how 
the town’s main church was filled 
to capacity by his family, school 
friends and neighbours, as well as 
by his comrades from the Royal 
Marines. Several hundred more people gathered outside.

Military traditions were observed. A Royal Marine firing party offered a three-gun salute, a bugler 
the Last Post. Elsewhere though, the personal and the informal reigned. A cannon fired from a 
Victorian fort on Weymouth Bay signalled a minute’s silence throughout the town, organised not 
by the authorities but by a caretaker at Marine Wright’s former secondary school. Further calls for 
quiet were broadcast at Morrisons supermarket and at the town’s department store. Along the 
faded Regency seafront, souvenir stalls halted trading, led by staff at a sweet shop where Marine 
Wright once worked. Oblivious to the grieving around them, tourists chattered, some—it is said—
thinking that the cannon’s boom marked a lifeboat launch. Townsfolk lined the pavements in 
silence, in places three or four deep. Later, the funeral procession was applauded by those along 
its route.

In Britain, public sympathy for the military has not been this intense for many years, arguably 
since the Falklands conflict of 1982. It was headline news in late August when hearses bearing 
casualties of the Afghan conflict stopped driving down the high street of Wootton Bassett, a 
market town that for four years has saluted the war dead with tolling bells and flag-bearing 
veterans. The prime minister, David Cameron, thanked Wootton Bassett on the nation’s behalf, 
and vowed to monitor whether mourning families felt welcome on a new route to be used by 
funeral cortèges (chosen after a change of the airbase used for repatriations).

Set against that intense support for the troops, polls consistently show the British opposed to the 
war in Afghanistan (though only a minority want the troops home immediately, with a larger 



number hoping for a swift-ish exit that denies the Taliban total victory). A 2011 poll by YouGov 
found the “cost in human lives” the top reason for opposing the war.

A single column cannot offer a scientific survey of this phenomenon. Nor can it offer adequate 
memorial to Marine Wright, by all accounts a remarkable athlete, soldier and family man, whose 
death stunned friends who thought him “invincible”. Instead, hopefully, some broad hints can be 
drawn from the response of one southern English town to a military death (the 378th in 
Afghanistan since 2001).

Graham Winter is mayor of Weymouth and the neighbouring isle of Portland, and he taught 
James Wright at primary school. Mostly, he ascribes the turnout at the marine’s funeral to the 
young man’s popularity and high profile in a small community. But he also notes a trend of rising 
attendance at veterans’ events. There were large crowds at a homecoming parade in July for 
Royal Tank Regiment troops back from Afghanistan. The underlying cause, he suggests, is 
growing awareness of the dangers faced by troops overseas, rammed home by press reporting. 
That awareness should not be confused with endorsement of government policies, the mayor 
says: if asked why troops were in Afghanistan, many “would find it hard to answer”.

On the Esplanade, Hazel Coleman, a sixth-form student with a part-time job at a souvenir shop, 
observed the minute’s silence for Marine Wright. But she says—not unreasonably—that the war 
has “gotten more complicated over the years”, so she only “vaguely” knows why troops are still 
in Afghanistan. To her, the public mood is “about respect, and people dying”.

The Wootton Bassett effect

During interviews in Weymouth, the example of Wootton Bassett comes up a lot. Locals needed 
no persuasion to organise a minute’s silence, says the school caretaker behind the tribute, Geoff 
Bright. But, he admits, there was a sense of: “If Wootton Bassett can do it, so can Weymouth, no 
getting away from it.”

Whatever the model is, it is not Falklands Britain. Trawl through archive copies of the local 
newspaper, the Dorset Evening Echo, covering the period of that conflict, and a barely-
recognisable country swims into view. In 1982 deaths are reported briskly, and upper lips are still 
stiff. Opening a large Falklands homecoming fete, a naval officer declares tersely: “I wish you 
could have seen how our chaps behaved under not ideal circumstances.” Returning troops are 
greeted with a mixture of amateurish cheer, bunting and alcohol: there are endless reports of 
“champagne welcomes”, an improbable “sherry reception” for commandos, and—in Dorchester—
1,000 free pints of beer.

Three decades on, a new tolerance for public emotion has strict limits, however. One of Marine 
Wright’s former teachers, now retired, caused anger by telling local reporters that, as well as 
pride, he also felt sorrow at a “futile waste of a young life”. A “totally inappropriate” comment, 
retorts a serving school colleague.

Yet if the current public mood is patriotic, it is not deferential. Phil Thomas, headmaster of Marine 
Wright’s old school, senses local communities sending a message to the government: “We are 
recognising these individuals, they are dying on your behalf, make sure you have your policies 
right.”

Such talk alarms British military commanders. They yearn for public support for the troops, not 
sympathy, and fret about a debilitating focus on individual losses. A visit to Weymouth suggests 
they are too late. Overt grief is part of life now, stoked by a public and media hungry for human 
interest. Will it make future wars harder to fight? Probably. But there is no going back.

Economist.com/blogs/bagehot (http://www.economist.com/blogs/bagehot) 
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WikiLeaks
Swept up and away
The release of all the leaked embassy cables marks both the end of WikiLeaks 
and the beginning of an era

IF CYBERSPACE had air, it would be thick with recriminations. 
Thanks to a series of slips compounded by warring whistle-blowing 
egos, an entire trove of 251,000 purloined American diplomatic 
cables has been published online. The result may be fatal for 
WikiLeaks, as well as embarrassingly revealing governments’ 
misdeeds, mishaps, evasions and cover-ups. One cable has 
allegations that American troops executed an Iraqi family, 
including five small children, in 2006. (The government in 
Baghdad has reopened an investigation.) Another questions the 
long-term safety of China’s nuclear-power plans. In a third, a 
Bulgarian minister admits to misleading environmentalists about 
legislation on genetically modified crops.

Previously released cables also featured unvarnished opinions. But 
the new lot include the names of people who talked to American 
officials. In countries like China that could bring nasty 
consequences. Even the most ardent advocates of open 
government would not defend the publication (also in the cables) 
of the private phone numbers of foreign leaders, such as the 
Queen of the Netherlands (a note adds that she speaks English well). WikiLeaks had earlier 
worked with media allies who edited out such sensitive details, though relations have now 
soured.

The cause of the fiasco is that WikiLeaks’ founder, Julian Assange, let multiple copies of a master 
file containing all the cables proliferate online, all encrypted with the same password (actually a 
phrase) that he had given David Leigh, a Guardian journalist. Mr Leigh later published the 
passphrase in a book (he says he thought it was no longer valid). People—perhaps including 
estranged former supporters of Mr Assange’s—started dropping hints until the secret was out. 
WikiLeaks has now joined other sites in publishing the cables in full.

Mr Assange’s file management looks sloppy, but Mr Leigh’s blunder seems bigger: since digital 
data is easily copied, safeguarding passwords is more important than secreting files. James Ball, 
an ex-ally now also at the Guardian, says Mr Assange intended to publish the bulk of the cables, 
unexpurgated, anyway, once he had released the juiciest ones to the media.

Either way, the damage is done. Diplomats may now be cagier about what they put in cables, but 
their work has not ground to a halt. The leaks show “we have not been lied to,” says a foreign 
diplomat. The lines American officials maintained to their allies turn out to be largely what they 
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also told their bosses, she says. Carne Ross, a former British envoy who now runs Independent 
Diplomat, a consultancy, says that the risk of leaks may encourage more official integrity. A 
senior European politician dismisses that as “bullshit”.

The only consolation to harried diplomats and their fearful interlocutors is that another leak on 
this scale seems unlikely. America has tightened the rules that once gave some 2.5m people—
including the alleged leaker, Bradley Manning, an army private—access to everything classified 
“secret” and below. Most other rich-world governments were already more careful than America 
was; they are even more so now.

But digital records are inherently vulnerable. WikiLeaks is just one prominent example of the 
assault on government security. An operation dubbed GhostNet, apparently originating in China, 
pilfered information from over 100 countries. Any of it could end up leaked.

WikiLeaks itself seems in trouble. Daniel Domscheit-Berg, once a leading member, has left to set 
up his own outfit, OpenLeaks. His absence temporarily crippled the ability of WikiLeaks to accept 
new submissions. It has had trouble fund-raising (you can buy Ku Klux Klan garb with major 
credit cards, but for months issuers barred donations to WikiLeaks). Mr Assange, dogged by leaks 
about misrule and mayhem, is fighting extradition from Britain to Sweden on sex-assault 
charges; a judgment is due next month. Though WikiLeaks made a big splash, wider changes in 
online publishing now matter more.

His legacy, however, will remain. WikiLeaks was not the first site to create an electronic dead-
letter drop, but it was the first to try to combine it with a legal structure as impervious as its 
technical one, by basing its servers in countries with strong privacy laws. Copycat sites have 
sprung up, though SafeHouse, a submissions page at the Wall Street Journal, drew derision for 
its plentiful caveats and get-out clauses.

Still, that approach may be more honest. Replicating WikiLeaks, it seems, is hard. OpenLeaks is 
trying, and unlike WikiLeaks it plans to let leakers decide who gets their material; but nearly a 
year after Mr Domscheit-Berg started, it still isn’t accepting submissions. And he too is making 
enemies. A German hackers’ outfit, the Chaos Computer Club, has expelled him, ostensibly for 
asking its members to test his system. In fact, say German media reports, the hackers felt he 
had mishandled relations with Mr Assange.

John Young of Cryptome, the oldest and best established whistle-blowers’ site, says that the 
fundamental mistake made by WikiLeaks was to promise an impossible level of security. 
(Cryptome explicitly says it “never claims trustworthiness, authenticity or security…Expect to be 
deceived.”) Everyone will learn from Mr Assange’s failures. People will have more ways to leak 
secrets, and will think harder about whom to entrust them to—especially media outfits that claim 
to be tech-savvy and trustworthy. Governments and companies will be warier about what they 
put online. That is an indelible record.
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The Non-Aligned Movement
Not dead yet
A ghostly relic marks its birth in a vanished country

WHEN an ageing rock star goes on tour decades after his final hit, people remark cruelly that 
they thought he died some time ago. The same fate has befallen the Non-Aligned Movement, a 
120-member outfit that this week celebrated its 50th anniversary in its birthplace, Belgrade. The 
city was then the capital of Yugoslavia, a country that epitomised the group’s uneasy balance 
between East and West in the cold war. It is now the capital of Serbia, a country that has not 
joined the body.

Some 600 delegates, most of them from Africa, Asia and Latin America (the isolated autocracy of 
Belarus is the only European member), listened to speeches under giant stylised pictures of 
communist partisans’ wartime victories. Equally nostalgically, observers from the ex-Yugoslav 
countries sat together as a group. Mohamed Kamel Amr, foreign minister of Egypt (which 
currently holds the presidency) gushed that Belgrade was “a holy place” for him. He called on the 
participants to emulate their predecessors, who had formed “one of the most powerful 
movements of the 20th century”.

The Non-Aligned Movement was in its heyday a talking shop for countries not wanting to display 
overt allegiance to any superpower—although some, such as Cuba, were firmly in the Soviet 
camp. It produced much verbiage about colonialism and neocolonialism, with a heavy emphasis 
on the Western version. It was riven with disagreement over the Soviet invasion of Afghanistan in 
1979 and had nothing to say about the captive nations of the Kremlin’s empire. Yet few would 
dispute the stature of its founders: Tito (Yugoslavia), Nkrumah (Ghana), Nasser (Egypt), Sukarno 
(Indonesia) and Nehru (India).

Amid the backslapping, delegates had plenty of time for networking and arm-twisting. Even non-
members, such as Serbia, found the shindig useful. Vuk Jeremic, its foreign minister, was only 
four years old when Tito died in 1980. But he has rediscovered the Non-Aligned Movement as a 
locus for his campaign against international recognition of Kosovo, which declared independence 
from Serbia in 2008. Fond memories of the Tito years are still a useful diplomatic asset in 
countries such as Cuba and Egypt. He also found that at its gatherings he could lobby scores of 
foreign ministers in one place. Whether for that or other reasons, just 33 (barely a quarter) of the 
movement’s members have so far recognised Kosovo (for comparison 81 of the 193 members of 
the United Nations have done so).

Slovenia, now a loyally aligned member of both NATO and the European Union, used the Belgrade 
gathering to canvass support for its candidacy for a rotating seat on the UN Security Council. 
Arab diplomats were cajoling delegates to make sure that they would support a forthcoming vote 
for Palestinian statehood. Fiji wanted to talk about French Polynesia. Business plays an increasing 
role too: the Serbs and other former Yugoslavs used the anniversary to look for deals, especially 
in arms and construction. Perhaps this spectral body’s next gathering should take place in Davos.
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Internet security
Mistrust authority
A hacking attack exposes deeper flaws in the internet’s security infrastructure

FOR all its vaunted decentralisation, the internet is a top-down 
affair when it comes to security. Users are told whom to trust by 
digital certificates, which allow a website to display a padlock 
symbol and put the “s” in the https:// prefix to web addresses. 
These certificates are issued to websites by several hundred 
companies that pride themselves on their security and reputation 
for probity. A list of such certificate authorities is built into web-
browser software. If a site displays a certificate issued by a proper 
authority, the browser will load the page with no objection. It 
should all work fine in theory. But in practice the guardians of 
internet security seem badly to need guarding themselves.

On September 6th one of the world’s biggest certificate 
authorities, GlobalSign, temporarily stopped issuing them 
following new claims by an assailant under the name “Comodo 
Hacker”. Claiming to be acting alone, he has already broken into a 
Dutch issuer, DigiNotar, hijacking its system and issuing hundreds of bogus certificates for 
domains including Facebook, Twitter and Google, as well as for American, British, Israeli and 
other government agencies.

These dodgy documents could allow mischief-makers to impersonate supposedly secure websites. 
Many security analysts fret that the fake certificates have been used to snoop on Iranian users of 
Gmail, Google’s e-mail service.

The Dutch government relied on DigiNotar to authenticate many of its websites. Its interior 
minister, Piet Hein Donner, said that sites for the country’s social-security, police and tax 
authorities might be compromised. He urged citizens who wanted to be on the safe side to use 
pen and paper in dealings with the state.

Security pundits have long been ringing alarm bells about the possibility of such an attack—the 
digital equivalent of burglars breaking into a locksmith’s shop. A new report on DigiNotar is 
scathing about its security. Many feel this imbroglio, plus an apparently related one in March 
involving an Italian authority affiliated with Comodo, a big American issuer, shows that the 
system urgently needs an overhaul. “Comodo Hacker” claims also to have cracked security at 
three other (so far unnamed) issuers.

One proposal is to create new digital notaries that would perform regular scans of all secure 
servers on the internet. Rather than relying on a built-in list of certificate issuers, as at present, 
browsers would instead match the certificates that a site presented to those in the notaries’ 
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repository. Google is testing a similar idea called Certificate Catalog. The company hopes to 
include it in its Chrome browser, which even in its existing form would have spotted the fake 
certificate issued for Google by DigiNotar.

Others are less sanguine. Bruce Schneier, an internet-security expert, doubts that any such fix 
will work. The problem, he says, is not technological—it is about incentives. Those who have 
stakes in the existing system, be they certificate authorities, browser-makers, or governments, 
have no interest in mending it. Many users are willing to forgo security for the sake of 
convenience, even ignoring warnings on their browsers about expired or unrecognised 
certificates. Mr Schneier likens discussing the relative merits of the proposed fixes to discussing 
what colour to paint tanks while in the middle of a battle.

The broader problem, says Seth Schoen of the Electronic Frontier Foundation, an advocacy group, 
is that the people most at risk from prying governments in Africa, the Middle East and Asia all too 
often use antiquated equipment and substandard software that is more vulnerable to hacking. 
Few Iranians, for example, use Chrome. It became available to web users there only in January, 
after America eased trade sanctions against the Islamic republic.
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Your country needs you

Conscription
A farewell to arms
Military service lingers in countries that are poor or small, but elsewhere it is on 
the way out

PERKY breasts and fluttering 
eyelashes may no longer help 
Thailand’s famed ladyboys 
(pictured) to avoid the draft. The 
top brass has just requested the 
removal of the “permanent mental 
disorder” label that usually bars 
transsexuals and transvestites from 
being conscripted. The army is 
ready. It says “Type 1” men are 
normal, “Type 2” have surgically 
enhanced breasts, and “Type 3” 
have had a full sex change.

Thailand is one of some 70 states, 
mostly people-rich and cash-poor, that retain conscription. But the subject arouses strong 
emotions in other countries. After last month’s riots in Britain, tabloid papers and some politicians 
said restoring conscription would bring alienated and rowdy youngsters into line. Elsewhere, 
official enthusiasm can be ferocious. In April an Egyptian military court gave Maikel Nabil, a 
blogger, three years in jail for insulting the military. Among other causes, he campaigned against 
conscription.

Newly independent South Sudan is a rare example of conscription being introduced (in the hope 
of supplanting private militias). But the big picture is one of retreat. Even 200 years ago, 
economists such as Adam Smith and the German Johann von Thünen denounced conscription: 
the latter blamed it for fuelling Napoleon’s recklessness in Russia. More recently two economists, 
Panu Poutvaara and Andreas Wagener, said making young people become soldiers was as odd as 
“forcing all citizens to work as nurses, heart surgeons or teachers.” Their research on members of 
the Organisation for Economic Co-operation and Development (a rich-country club) over the 40 
years since 1960 concludes that conscription hampers growth.

Making youngsters forfeit part of their productive or educational potential can depress an 
economy just as heavy government debt or high income taxes do. But people may eventually get 
some benefit (such as pensions) from sacrificing cash. When the young give up their time, the 
compensation is harder to quantify. Another study found that Britain’s two-year national service 
(which ended in 1960) cut later earnings by between 5% and 8%.
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Conscription has withered recently, especially in Europe. Germany, Sweden and Serbia have 
scrapped it within the past year, following Italy, Spain and Poland earlier in the decade. Its 
heyday, says Christopher Donnelly, a former NATO official now at the Institute for Statecraft and 
Governance, a think-tank, came when “labour was cheap and when you knew what you were 
fighting against”. For most rich countries now, warfare is expeditionary and high-tech; lightly 
trained conscripts are not much use for this.

Universal military duty still makes sense for small countries like Israel that may need to fight all 
out for national survival. More than 80% of Finns backed it in a recent survey. In neighbouring 
Estonia (also hard bitten by history) support is well over 90%, says Luukas Ilves, a defence 
ministry official. He recently finished military service himself (raising eyebrows in Russia, where 
conscription is only for the hapless: Mr Ilves’s father is Estonia’s president). At the start, he says, 
“you do a lot of push-ups; an angry drill-sergeant wakes you at 6am; you eat mess-hall food.” 
But it all helps to integrate Estonia’s Russians and gives conscripts “a sense of proprietorship” 
about the country.

In societies divided by language, ending conscription means losing such benefits. It can mean 
other costs too: German charities lament that young men no longer do community service to 
avoid the army. Research in France, which began phasing out conscription in 1996, suggests that 
male educational achievement fell: people used to dodge the draft by going to university. A tax 
on the time of the young, paid in lost earnings or education, may indeed have good side-effects. 
Whether these are worthwhile, and if military service is the best way to create them, are 
questions for politicians, not economists.
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The great mismatch
In the new world of work, unemployment is high yet skilled and talented people 
are in short supply. Matthew Bishop explains

“FAR AND AWAY the best prize that 
life offers is the chance to work 
hard at work worth doing,” 
observed Theodore Roosevelt, then 
America’s president, in a Labour 
day speech on September 7th 
1903. Today the billions of people 
the world over who seek that prize 
are encountering simultaneous 
feast and famine. Even in 
developed economies that are 
currently struggling, many people, 
perhaps more than ever, are doing 
the job of their dreams, taking home both a good salary and a sense of having done something 
worthwhile. In booming emerging countries such as China and India, many at least have a better 
job than they ever thought possible. Yet at the same time in much of the world unemployment is 
persistently high and many of the jobs on offer are badly paid, onerous and unsatisfying.

This has serious political implications, not least for America’s current president, Barack Obama, 
who risks losing his own dream job because of his perceived failure to have created enough work 
for his fellow citizens. As Mr Obama entered the White House in January 2009, the country’s 
unemployment rate was about to climb above 8%, up from around 5% a year earlier. It has not 
recovered since and is currently around 9%. Until the presidential election in November next year 
Mr Obama is likely to be dogged by the phrase “jobless recovery”—always assuming that the 
recovery does not double-dip into an even more jobless recession.

Much as Americans complain, compared with some other countries their economy presents a 
picture of good health. In the weaker economies of the euro zone, jobs have been sacrificed in 
the name of austerity, especially in the public sector, to avoid defaulting on debts built up by free
-spending governments. Anger at high unemployment has caused unrest and may have been a 
contributory factor in the riots in Britain last month. In late July thousands of unemployed young 
Spaniards, known as los indignados (the indignant), having protested in cities across their own 
country, began a long march to Brussels to draw attention to the shockingly high jobless rate of 
over 40% among their age group.

The future of jobs



Outside the rich world, the Arab 
Spring that brought down the 
governments of Tunisia and Egypt 
earlier this year was triggered in 
part by the lack of decent work for 
young people. Even in booming 
China and India policymakers 
worry about how to ensure there 
are enough decent jobs, especially 
for young people and graduates. 
Both countries still have hundreds 
of millions of people living in abject 
poverty, especially in rural areas. A 
good job would be the best way 
out.

Yet even as many people face a job 
famine, a minority is benefiting 
from an intensifying war for talent. 
That minority is well placed to 
demand interesting and fulfilling 
work and set its own terms and 
conditions. But above all the pay of 
such people—from executives to 
investment bankers and software 
engineers in Silicon Valley—is 
soaring. The most talented 
increasingly get a multiple of the 
salary of the average performer. 
This has led to rising inequality in 
incomes in many countries which 
may be increasing social tensions.

Mr Obama can reasonably point out 
that he was elected in the wake of 
a financial meltdown that had 
threatened to bring about another 
Great Depression, with an 
unemployment rate that would 
make the current one look like a 
lucky escape. The co-ordinated 
global stimulus by members of the 
G20 in 2009, though far from perfect, helped save the world from something much worse—
though that probably provides little comfort to the 205m people round the globe who are now 
unemployed. Nor is there much scope for further stimulus.

But today’s jobs pain is about more than the aftermath of the financial crisis. Globalisation and 
technological innovation are bringing about long-term changes in the world economy that are 
altering the structure of the labour market. As a result, unemployment is likely to remain high in 
the rich economies even as it falls in the poorer ones. Edmund Phelps, a Nobel prize-winning 
economist, thinks that in America the “natural rate” of unemployment (below which higher 



demand would push up inflation) in the medium term is now around 7.5%, significantly higher 
than only a few years ago.

Michael Spence, another Nobel prize-winning economist, in a recent article in Foreign Affairs
agrees that technology is hitting jobs in America and other rich countries, but argues that 
globalisation is the more potent factor. Some 98% of the 27m net new jobs created in America 
between 1990 and 2008 were in the non-tradable sector of the economy, which remains 
relatively untouched by globalisation, and especially in government and health care—the first of 
which, at least, seems unlikely to generate many new jobs in the foreseeable future. At the same 
time, says Mr Spence, the mix of jobs available to Americans in the tradable sector (including 
manufacturing) that serves global markets is shifting rapidly, with a growing share of the 
positions suitable only for skilled and educated people.

Fear of continuing high unemployment also made a bestseller of Tyler Cowen’s book, “The Great 
Stagnation: How America Ate All the Low-Hanging Fruit of Modern History, Got Sick, and Will 
(Eventually) Feel Better”. It argues that for much of its history America (and to some extent 
other rich countries) enjoyed the benefits of free land, lots of immigrant labour and powerful new 
technologies. But over the past 40 years these advantages have faded and America has found 
itself on a technological plateau, he says. To the obvious question about the internet, he retorts 
that the web has provided lots of utility for users but much less in the way of profits—and 
relatively few new jobs.

Lowering this new natural rate of unemployment will require structural reforms, such as changing 
education to ensure that people enter work equipped with the sort of skills firms are willing to 
fight over, adjusting the tax system and modernising the welfare safety net, and more broadly 
creating a climate conducive to entrepreneurship and innovation. None of these reforms is easy, 
and all will take time to produce results, but governments around the world should press ahead 
with them.

As this special report will explain, the changes now under way will pose huge challenges not only 
to governments but also to employers and individual workers. Yet they also have the potential to 
create many new jobs and substantial new wealth.

To understand why these changes are so exciting for some people and so scary for others, a good 
place to start is the oConomy section on the website of oDesk, one of several booming online 
marketplaces for freelance workers. In July some 250,000 firms paid some 1.3m registered 
contractors who ply their trade there for over 1.8m hours of work, nearly twice as many as a year 
earlier.

ODesk, founded in Silicon Valley in 2003, is a “game-changer”, says Gary Swart, its chief 
executive. His marketplace takes outsourcing, widely adopted by big business over the past 
decade, to the level of the individual worker. According to Mr Swart, this “labour as a service” 
suits both employers, who can have workers on tap whenever they need them, and employees, 
who can earn money without the hassle of working for a big company, or even of leaving home.

It is still small, but oDesk shows how globalisation and innovation in information technology, the 
two big trends that have been under way for some time, are moving the world nearer to a single 
market for labour. Much of the work on oDesk comes from firms in rich economies and goes to 
people in developing countries, above all the Philippines and India. Getting a job done through 
oDesk can bring the cost down to as little as 10% of the usual rate. So the movement of work 
abroad in search of lower labour costs is no longer confined to manufacturing but now also 
includes white-collar jobs, from computer programming to copywriting and back-office legal 
tasks. That is likely to have a big impact on pay rates everywhere.
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Who ate my job?

This is causing alarm among middle
-grade white-collar workers in the 
rich world, who saw what happened 
to manufacturing jobs in their 
economies. But workers in 
emerging markets who have those 
sorts of skills and qualifications are 
delighted. “I’m making in a week 
on oDesk what I made in a month 
as a schoolteacher, and I get to 
spend far more time with my 
family,” says Ayesha Sadaf Kamal, 
a freelance copywriter in Islamabad. Conversely, Janet Vetter, who used to have a full-time job 
as a copywriter for a magazine in New York, lost her job and now moves between part-time and 
freelance work. “I feel isolated as a freelancer and have had no health insurance since the start of 
the year; it’s too expensive,” she says.

It is tempting to think of the globalisation of the labour market as a zero-sum game in which Mrs 
Kamal in Pakistan is benefiting at the direct expense of Ms Vetter in America. But economists 
point out that such calculations suffer from the “lump of labour fallacy”—the belief that there is 
only a fixed amount of work to go round. A better explanation, they say, is the theory of 
comparative advantage, one of the least controversial ideas in economics, which suggests that 
free markets make the world better off because everyone can concentrate on doing what they are 
best at.

All the same, a global labour market will not make every individual in the 
world better off: there will be losers as well as winners, and they may 
put up stiff resistance to change if the losses prove too painful. For 
instance, total global GDP could double if all barriers to the free 
movement of labour were removed, argues Michael Clemens in a recent 
paper, “Economics and Emigration: Trillion-Dollar Bills on the 
Sidewalk?”. Yet the political implications of such mass migration make it 
improbable that governments, especially in rich countries, would 
unconditionally open their doors.

Compared with previous bursts of global integration and technological upheaval, the changes now 
taking place in the labour market may produce an unusually large number of losers, partly 
because they have coincided with a particularly deep recession and partly because they are 
happening exceptionally fast. The priority for policymakers must be to keep the number of losers 
as small as possible.

This special report will look at what this new world of work means for individuals and what they 
can do to ensure they are on the winning side. It will also look at the challenges facing companies 
as they compete to recruit the best talent. And it will examine what governments can do, even in 
these tough economic times, to equip their citizens to claim the prize described by Mr Roosevelt—
and to protect the losers.
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Labour-market trends
Winners and losers
Divisions are getting deeper

THIS YEAR MORE than 3.1 billion people the world over will be in 
work. That is a greater number than ever before, yet there is a 
sense of crisis about jobs. That is not just because globally 205m 
people—many more than a few years ago—are now officially 
unemployed, or because young people have been hit especially 
hard. It is also because the quality of such jobs as are available 
often seems to be declining, especially for routine white-collar 
workers in rich countries.

The latest Gallup Underemployment Index now stands at 19% of 
the global workforce. It is made up of the unemployed (7%) and 
those who have part-time jobs but would like to work more 
(12%). According to the International Labour Organisation, in 
2009 some 1.53 billion people, roughly half the global workforce, 
were in “vulnerable employment”, either working for themselves 
or in badly paid family jobs.

Until the global financial crisis of 2008 it had been widely believed 
that the world was enjoying a period of “Great Moderation”. The 
business cycle that had previously caused bouts of high 
unemployment seemed to have been abolished by a combination of wise, independent central 
bankers, fiscally prudent rich-world governments and increasingly flexible labour markets. The 
governments of the G20 had to administer a huge co-ordinated fiscal and monetary stimulus to 
prevent the Great Moderation from turning into a Great Depression. But unemployment has not 
returned to its pre-crisis lows, and few governments have much capacity for further stimulus.

In many countries long-term unemployment has soared both in 
absolute terms and as a proportion of total joblessness. In 
America the long-term unemployed now account for 30% of the 
total, up from 10% in 2007 (see chart 1), shocking experts who 
believed that America’s famously flexible labour markets would 
protect it from “European” levels of long-term joblessness.

Young people have been the biggest victims of the crisis. In 2007 
the youth unemployment rate in the OECD was 14.2%, compared 
with 4.9% for older workers; in the first quarter of this year the 

The future of jobs



rates were 19.7% and 7.3% respectively. Some countries fared 
far worse than others: in Spain youth unemployment soared from 
17.6% to a vertiginous 44% over the same period. A big part of 
the explanation there is that flexible contracts which make it easy 
to fire people were introduced for new entrants to the labour 
market but not for people already in work, so when firms had to make cuts the axe fell 
disproportionately on those flexible younger workers. Perhaps the most alarming rise is in the 
number of young people in the OECD classified as NEETS (not in employment, education or 
training), to 16.7m—some 12.5% of all 15-24-year-olds.

One reason why the young have suffered disproportionately is that older people have been less 
keen to leave the workforce than in previous downturns, when juicy early-retirement packages 
were on offer. Such offers have become rare, and as laws to prevent discrimination on age 
grounds are spreading, more people are working longer.

In some countries government policy has made a big difference. Germany, for example, was able 
to buck the trend of joblessness and youth unemployment thanks to measures that included a 
government subsidy for those on short-time work (of which more later). In America, Mr Obama’s 
decision to extend unemployment benefits from 26 to 99 weeks may have contributed a little to 
the increase in long-term joblessness (adding about half of one percentage point to the rate, 
according to the Federal Reserve Bank of San Francisco), but it also slowed the rise in poverty. 
Longer-term social trends may also have played a part, says James Manyika of the McKinsey 
Global Institute. He cites Americans’ greater reluctance to move home to find work, which may 
be partly due to the growing number of dual-career couples. Many people also have negative 
equity in their homes.

Unemployment benefit has been made harder to get in many countries, which has increased the 
number of people claiming disability benefits. In 2010 they made up 5.9% of the workforce in 
America, 6.2% in Britain and over 10% in Norway, up from 3.6%, 2.2% and 6.5% respectively in 
1980.

These are serious problems. Young people who are out of work for long stretches at the start of 
their career can become permanently scarred by the experience and may never get back on 
track. The longer that people of any age are out of work, the less likely they are ever to find 
another job. And “once a person is on disability benefit that is in effect the end,” says Robert 
Reich, an economist at Berkeley who was America’s labour secretary under Bill Clinton.

Never waste a good crisis

Many of the labour-market trends that are currently troubling rich countries were already 
apparent long before the financial crisis, though the bubble that preceded it helped to hide them 
and the recession that followed it accelerated them. “It has given employers the excuse to do 
what they wanted to do but had resisted before the crisis,” says Mr Reich. “Many employers are 
substituting technology for people. A lot of us were looking for jobs to be displaced by technology 
a few years ago and were surprised it wasn’t happening faster. Employers didn’t want a 
reputation for firing when the jobs market was tight.”

Firms are relying more on part-time, contract and temporary workers who are inherently more 
flexible. In America in 2010, the number of part-time workers reached a new high of 19.7% of all 
employees. According to a recent survey of American firms by the McKinsey Global Institute, over 
the next five years 58% of them expect to use more part-time, temporary or contract employees, 
and 22% expect to outsource more jobs.



There has been growing demand for temporary staff provided by employment-services firms such 
as Manpower, and outsourcing and offshoring has continued to grow, despite reports that some 
jobs are being repatriated. Routine legal work is the latest activity to find its way from America 
and Europe to Bangalore. And bringing work to geographically distant workers is becoming easier 
all the time, with online marketplaces such as oDesk and freelancer.com, and services like Mom 
Corps for professional women. Mechanical Turk, owned by Amazon, lets people with a few spare 
minutes work on “micro-tasks” such as transcribing podcasts or image-tagging.

“These trends don’t necessarily affect the number of jobs, but they do the quality of jobs, the 
security of jobs, how much people are paid and the benefits they get,” notes Mr Reich. David 
Autor, an economist at the Massachusetts Institute of Technology, calls this the “hollowing out” of 
middle-grade jobs, resulting in the “bipolarisation” of the labour market between good jobs and 
commoditised ones in America and many other rich countries. There is a strong correlation 
between a good education, higher earnings and a lower (though not negligible) risk of becoming 
unemployed. In America, the jobless rate among graduates rose from under 2% in 2007 to 
nearly 5% in 2010, but for non-graduates it jumped from 5% to over 11%.

Even before the crisis, America was on track for its worst decade for job creation in at least half a 
century, says Mr Manyika of the McKinsey Global Institute. As the institute sees it, there are 
three main types of work: transformational (typically involving physical activity, such as 
construction); transactional (such as routine jobs in call centres or banks, often still done by 
people but capable of being automated); and interactional (relying on knowledge, expertise and 
collaboration with others, such as investment banking or management consultancy). 
Transformational work has been in long-term decline in most rich countries, shifting to emerging 
markets, particularly China, though wages in Chinese factories are now soaring.

Now a wave of labour arbitrage and the substitution of technology for humans is starting to 
sweep through transactional work, wiping out many routine white-collar jobs in rich countries. 
But interactional work, says Mr Manyika, is unlikely to go the same way, because it is inherently 
difficult to standardise. In this kind of work technology tends to enhance human capabilities, 
often creating a “winner-takes-all” market in which the best performers are paid 
disproportionately well. Transformational and transactional work tend to suffer from fierce 
competition, slim profit margins and low pay, whereas the best interactional knowledge-work 
companies continue to earn fat margins.

In the two decades leading up to the global financial crisis real 
disposable household incomes increased in all OECD countries. In 
most of them the incomes of the richest 10% of households grew 
faster than those of the poorest 10%, so inequalities widened. In 
2008 in the OECD as a whole the average income of the richest 
10% was nearly nine times that of the poorest 10%.

Globally, the rise of many people out of poverty has reduced 
income inequality, though many people in informal and illegal 
work have not benefited. But within most countries inequality, as 
measured by the Gini coefficient, has increased in recent decades 
(see chart 2). Many rich countries are also seeing a decline in 
social mobility, suggesting a growing inequality of opportunity as 
well as of income.

In most countries inequality seems bound to keep growing. Even in these difficult economic times 
talent is in short supply and the world’s leading companies are competing fiercely for it. In 
America unfilled vacancies have risen over the past couple of years despite high unemployment. 
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According to Manpower’s latest annual survey, 34% of employers worldwide say they are having 
trouble filling jobs, with technicians, salespeople, skilled trades workers and engineers the 
hardest to find (see chart 3). So what can individuals do to make themselves sought after?
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Bottom of the pyramid
Job-hunting lessons for young Egyptians

THAT AN EXECUTIVE at Google should become one of the faces of this year’s Egyptian revolution 
was entirely fitting. Wael Ghonim, who became known around the world when he was jailed for 
running a Facebook page popular with protesters, had exactly the sort of high-flying job many 
young Egyptians could only dream of. High youth unemployment and the poor quality of many 
jobs available to young people was one big reason for the demonstrations in Cairo’s Tahrir Square 
that brought down the regime of Hosni Mubarak.

Egypt is one of many countries in the Middle East and north Africa, and indeed some other parts 
of the world, that face a “youth bulge” in their population. “It is the very sad story of squandered 
youth that stands at the heart of our region’s epic tale of failure,” says Fadi Ghandour, the 
Jordanian founder of Aramex, a global logistics firm, citing unemployment rates of 24% in Egypt, 
27% in his own country, 30% in Tunisia and Syria, 39% in Saudi Arabia and 46% in Gaza.

A shockingly large proportion of Egypt’s unemployed young people are graduates. Many of them 
have been put through the country’s universities by parents scrimping and saving to pay fees of 
up to 40% of the average annual income, in the belief that this would secure a good career and a 
better life. But Egypt’s university system is not good at preparing its students for competing in 
the modern labour market.

An international not-for-profit organisation called Education for Employment is now trying to 
equip young people in the region with the skills they need to get work. Its students say that the 
skills they were taught at university were designed for days long gone when graduates 
automatically got a job in the public-sector bureaucracy. Courses did not prepare them for things 
like dealing effectively with people and coping with failure. Employers wanted experience in the 
real world and asked graduates to undergo further training.

“I expected to graduate and find lots of opportunities, but there was nothing worthwhile,” says 
Heba Mohamed, who took an Education for Employment course and is now a “content associate” 
at Souq.com, a web marketplace, where she writes product descriptions. The not-for-profit 
organisation says that 100% of the students who undergo its short, practical courses immediately 
get a decent job and 98% still have it three months later, which shows that much can be done if 
the problem is tackled sensibly. Even so, broader educational reform is badly needed.

The future of jobs
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Self-help
My big fat career
How individuals can survive in the new world of work

“I REWROTE MY entire book after 
my experience of Spain and seeing 
what is happening in America, to 
recast it in terms of survival job-
hunting,” says Richard Bolles. His 
book, “What Colour is Your 
Parachute?”, was first published in 
1970 as a guide to finding a 
fulfilling job and has sold millions of 
copies. When Mr Bolles went to 
Spain in March to give advice on 
dealing with its indignant army of 
unemployed, he found that nobody 
had much idea how to get people back to work.

Even in tough times there are jobs to be had, but applicants have to work far harder to get an 
employer’s attention, says Mr Bolles. The main thing is to give them hope and teach them the 
latest techniques for looking for work, of which he lists no fewer than 18. They need to market 
themselves better and consider a broader range of employers than they might have thought of. 
Not least, they must “clean up their act on the internet”. Facebook is now routinely scrutinised by 
human-resources departments, which will be instantly put off if they find anything negative or 
embarrassing.

Better the devil you know

The good thing about the internet is that it offers a vast amount of information to jobhunters, 
especially once they have secured an interview. Glassdoor.com, a website launched in 2008 that 
now covers more than 120,000 companies worldwide, lets employees (anonymously) share 
information about firms, ranging from what people think about the boss to salary levels and 
details about the interview process. Last year’s annual Glassdoor list of oddball interview 
questions was topped by Goldman Sachs, which asked a candidate for an analyst’s job, “If you 
were shrunk to the size of a pencil and put in a blender, how would you get out?” One Glassdoor 
contributor’s suggested answer was, “Ask the government to bail me out,” which would probably 
not have secured the job.

Whom you know has always played an important part in the search for work, but social media are 
changing it from an art into a science. Last May LinkedIn became one of this year’s hottest initial 
public offerings, with its share price doubling on the first day of trading, because the social-
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networking site for professionals started in 2002 has become an integral part of the job market, 
useful for jobseekers and recruiters alike. It has around 120m members, more than half of them 
outside America and many of them professionals earning $100,000 a year and above. The 
website enables them to identify mutual contacts who can introduce would-be employees and 
employers to each other. Such personal recommendations are thought to have a better chance of 
success than applications or job offers to total strangers. BranchOut, a start-up launched last 
year which mostly deals with less exalted jobs, is trying to do something similar, using people’s 
networks of friends on Facebook to fill the jobs it lists.

Using these social-media tools to find a job is just the first step. According to Reid Hoffman, the 
founder of LinkedIn, the site is increasingly becoming a peer-to-peer career-development 
network. In future, he predicts, members of LinkedIn doing similar sorts of work will “trade 
intelligence” about professional best practice with each other. “It will be a way to upgrade 
yourself constantly by trading intelligence, on, say, how to do my job as a product manager 
better.”

The growing need for workers to keep upgrading and adapting their skills is one of the themes of 
a new book, “The Shift: The Future of Work is Already Here”, by Lynda Gratton of the London 
Business School. She argues that the pace of change will be so rapid that people may have to 
acquire a new expertise every few years if they want to be part of the lucrative market for scarce 
talent. She calls this process “serial mastery” and notes that the current educational system in 
most countries, from kindergarten through university, does a poor job of equipping people for 
continuous learning. There is likely to be a wave of innovation in further education, particularly 
online, that will cater to this need in a more flexible, personalised way than the traditional degree 
or postgraduate course. For some people, this evolution will take place within a single firm 
offering long-term employment. But for a growing number of workers the trick will be to jump 
from one company to another to take advantage of changing skill shortages.

According to Ms Gratton, people will also have to invest more in their personal “social capital”, 
which will involve three elements. First, they need to build themselves a “posse”, a small group of 
up to 15 people they can turn to when the going gets rough, says Ms Gratton. They should have 
some expertise in common, have built up trust in each other and be able to work effectively 
together.

Second, they need a “big-ideas crowd” who can keep them mentally fresh. This echoes the 
discussion of “managed serendipity” in last year’s business bestseller, “The Power of Pull”, in 
which John Hagel and John Seely Brown argued that the successful worker of the future will live 
in clusters of talented, open-minded people and spend a lot of time going to thought-provoking 
conferences. Third, they need a “regenerative community” to maintain their emotional capital, 
meaning family and friends in the real world “with whom you laugh, share a meal, tell stories and 
relax”.

In a world where more people may work from home, there is a danger that they will become 
isolated. One remedy is the emergence of “collaborative workspaces” or “hubs” in big cities 
around the world. These are often more than shared offices with hot desks for people who prefer 
to be with other people even if they are not working for the same employer. The hub operator 
may also organise courses for professional development—on marketing or taxation, say—and 
social events.

Moreover, working from home will not be so isolating if home is next door to where potential 
workmates live. As Richard Florida argues in “The Rise of the Creative Class”, talented knowledge 
workers are choosing to cluster together in cities such as New York, Los Angeles, London and 
Shanghai so they can interact with each other easily, both formally and serendipitously. This has 
obvious implications for the price of property and other goods and services in areas where these 
workers choose to live, work, play, mingle and spend some of their ever-growing wealth.



Ms Gratton’s main message—that workers will have to take responsibility for their own future—
makes good sense. People who work their way up the corporate ladder in the traditional 
“Organisation Man” way will increasingly be the exception—and that is surely a good thing. “The 
pleasures of the traditional working role were the certainty of a parent-child relationship. You 
could leave it in the hands of the corporation to make the big decisions about your working life,” 
Ms Gratton explains. Now the world is moving towards an “adult-adult” relationship, which will 
require “each one of us to take a more thoughtful, determined and energetic approach to 
exercising the choices available to us”.

My pleasure

Karl Marx thought that much modern industrial work was essentially dehumanising, reducing 
people to factors of production. These days a growing number of people are doing jobs they find 
fulfilling because they involve things they actually like doing. This has always been true for sports 
stars, authors and the like, but the idea that work can be a source of positive pleasure is 
spreading into other fields.

One indication of this trend is the rapid growth of employment in non-profit organisations, where 
many jobs offer a sense of social purpose as well as a salary (which in return might be lower than 
it would otherwise be). Surveys consistently find that many of today’s under-30s in rich countries 
want to spend their working day trying to make the world a better place as well as being properly 
paid, and turn down jobs that do not offer such satisfaction. Employers have cottoned on to this 
and now often mention a “social purpose” in their recruitment advertisements.

The talented, sought-after few, for their part, are encountering problems of their own as work 
takes up an ever-expanding part of their lives. The waves of lay-offs that followed the global 
financial crisis left a lot of extra work to do for those who remained, and the ubiquity of 
communications tools makes it difficult for them to get away from their job. But most employees 
just want the opportunity to do something they enjoy and balance their work obligations with 
other parts of their life. Many mothers of young children would like to keep working, at least part-
time, and many older people who are still in good health when they reach the formal retirement 
age would like to continue in a job they like doing. Such preferences are reflected in the growing 
demand for childcare facilities and greater flexibility in pension arrangements.

Success by association

What about the people who do not command any kind of premium in the marketplace? One 
strategy could be to find a high-flyer and stick close. Even if joining their posse is out of reach, 
there are still horses to be fed and watered. The time-poor new rich are generating demand for 
household staff, and this sort of work can be very well paid. A private secretary and general 
factotum can earn up to $150,000 a year nowadays. Salaries for standard butlers range from 
$60,000 to $125,000 and a head butler can make as much as $250,000, according to the website 
of the Butler Bureau.

As more and more people live to a ripe old age, demand for home-care workers is likely to soar. 
America will need 2m more of them in the next decade alone, says Ai-Jen Poo of the National 
Domestic Workers Alliance, an organisation that represents those who work in other people’s 
homes. But there are winners and losers even among domestic workers. As Ms Poo points out, 
many of them are badly paid, get little or no time off and are vulnerable to injury because they 
have had no proper training for lifting immobile people. A high proportion of them are illegal 
immigrants who have no come-back against ill-treatment. Unless the pay and training of home-
care workers are improved, observes Ms Poo, ageing baby-boomers may have trouble finding 
competent people to look after them in their dotage.

The traditional way for workers to protect themselves against exploitation has been to club 
together to form a trade union. In rich countries unions have been in decline in the private 
sector, but they remain powerful in the public sector and there are pockets of growth among 
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people in vulnerable occupations. The National Domestic Workers Alliance, which was formed only 
four years ago, has already got the state of New York to adopt America’s first bill of rights for 
people working in family homes, guaranteeing overtime pay, protection from discrimination and 
harassment, a minimum of one day’s rest a week and a minimum of three days’ paid leave a 
year—not much, but better than nothing. Similar legislation is being debated in California.

America’s Freelancers Union has also been growing rapidly. Set up in 1995, it now has 150,000 
members and expects to add a further 100,000 in the next 18 months. It is very different from a 
traditional trade union in that it does not engage in collective bargaining with its members’ widely 
dispersed employers. Instead, it uses its members’ combined buying muscle to negotiate better 
terms for things like health care and pensions. It also runs fitness centres. In Britain, the 
Professional Contractors Group does something similar. ODesk has also negotiated benefits 
packages for contractors using its site.

This may be the start of a “new mutualism movement” that will be very different from traditional 
trade unionism, says Sara Horowitz, the Freelancers Union’s founder. “If work is going to be more 
gig-like and short-term, the supportive safety-net institutions will need to be much more about 
enabling flexibility in the workforce.” This new movement will bring together mutual 
organisations, co-operatives, friendly societies and social-enterprise start-ups to build a 
“marketbased safety net” and exercise political influence to get better protection for members. It 
will get its power from information and aggregation. For example, the Freelancers Union is 
currently developing a “crowdsourced” system for rating employers on how promptly they pay 
contractors.
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Free-for-all
Employers are getting free workers, interns are getting a free education

“MANY EMPLOYERS DON’T even know that how they use interns is 
breaking the law,” complains Ross Perlin. His book, “Intern 
Nation”, has tapped into a growing global concern about young 
people who work for next to nothing. As youth unemployment has 
soared around the world, so has interning, which is now standard 
practice from London to Paris, Los Angeles, New York and 
Shanghai. A growing number of “serial interns” take up a 
succession of internships in different companies and institutions. 
Interning has become like a lottery in which armies of young 
people compete for a few precious jobs, says Mr Perlin. But the 
odds are weighted. Getting an internship in the first place often 
depends on deep pockets and parental connections to which only 
the more fortunate youngsters have access.

What Mr Perlin wants is an intern bill of rights. But forcing 
employers to provide pay and benefits and comply with lots of red 
tape is surely the quickest way to put them off, thereby depriving 
young people of an early experience of the future of work. After 
all, what are those serial interns doing but learning about serial 
mastery? And although some of them may be doing menial tasks, 
the companies they are working for are probably so busy that the 
interns will also be given some tasks that actually matter.

Many people are outrageously exploited at work, but interns are 
not among them. After all, they are getting a free education, 
something that few universities provide these days.

The future of jobs
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Companies’ concerns
Got talent?
Competing to hire the best and motivate the rest

“I’VE GOT 54 post-it notes on my 
wall on building a community in 
downtown Las Vegas,” says Tony 
Hsieh. The founder of Zappos, an 
online shoe retailer now owned by 
Amazon, is turning the city’s old 
town hall into its new campus, and 
part of Mr Hsieh’s strategy is to 
engage his staff in helping to revive 
what was until recently an 
archetypal run-down urban area, 
ignored by the millions of tourists 
who visit Sin City’s pleasure 
palaces. The post-it notes are ideas—how to improve the food scene, get a farmers’ market, 
encourage the arts, build a hackers’ space—from Zappos employees, a growing number of whom 
have moved into the area well ahead of the campus opening in 2013. A regeneration that 
“usually takes 10-15 years will take five”, predicts Mr Hsieh.

Reviving downtown Las Vegas is not an act of corporate social responsibility but part of a strategy 
to increase his firm’s long-term profitability, insists Mr Hsieh. “Vegas can be a hard sell to people 
who have the stereotypical casino view of it. By developing a tech community, an arts scene, a 
music scene, we will make it more attractive for the sort of people we want to recruit.”

One of his goals is to “increase the number of serendipitous interactions of our staff, inside and 
outside the firm”. At Zappos, dating among employees is encouraged, as is “work-life integration, 
because if you are going to spend eight or ten hours a day on something, it might as well be with 
people you like.” In the end, “it is going to be the companies that make their employees happiest 
that will attract the best people,” says Mr Hsieh, picking up a theme from his best-selling book, 
“Delivering Happiness”.

This philosophy is taking hold in many of the world’s leading firms as they engage in an 
increasingly fierce war for talent. This is being fought on at least three fronts, each of which 
requires a somewhat different strategy. The first involves trying to hire the very best people in 
their field—because they are thought to be potentially far more productive than the merely 
competent. As Mark Zuckerberg, the boss of Facebook, recently put it, an exceptional employee 
is “not just a little better than someone who is pretty good; they are 100 times better”. Second, 
some skills are much more sought after than others. For instance, “chemistry graduates are now 
getting some of the best starting salaries among all graduates,” says Andrew Liveris, the boss of 
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Dow Chemical. In emerging markets, the rapid pace of economic growth is creating across-the-
board shortages of people with outstanding skills, from accountants to pilots. That makes it as 
hard to hold on to workers as to hire them in the first place.

According to Manpower, 46% of senior human-resources executives surveyed in the company’s 
latest global annual survey said that their talent gap was making it harder for their firm to 
implement its business strategy. Only 27% said they felt their business had the talent it needed. 
And the shortage is likely to get a lot worse because of the imminent retirement of a generation 
of seasoned workers with sought-after skills in the rich economies. In 2008, one in four workers 
in America with a degree in science, technology, engineering or mathematics was 50 or over. 
Lockheed Martin, an aerospace firm, expects nearly half its science and engineering workforce to 
retire by 2019 and will have to hire a total of 142,000 engineers. Currently only 60,000 engineers 
a year graduate from American universities.

Money can help, even in Silicon Valley, the home of touchy-feely 
corporate cultures. Last November Google, which pampers its staff 
with everything from free food and tax advice to pre-natal classes 
for expectant fathers, announced a $1,000 cash bonus and a 10% 
pay rise for everyone, hoping to stem a wave of defections to 
rivals such as Facebook. The average total starting package for a 
software engineer in Silicon Valley has risen from $85,000 in 2008 
to $98,000 this year, according to Glassdoor, the workplace 
website. At Google a software engineer can now earn a basic 
starting salary (before options, bonuses and so on) of up to 
$151,000, even more than at Apple ($149,000) or Facebook 
($138,000), let alone Microsoft ($128,000).

Not everyone is convinced that this star culture is a good idea. “Most of business life isn’t really a 
choice between one great person and 100 pretty good people, but if that is the choice, I’m not 
sure I’d make the same choice as Mark Zuckerberg—especially if those 100 pretty good people 
work great as a team,” comments William Taylor, a management guru. Marc Andreessen, a 
venture capitalist who made a fortune as co-founder of Netscape, reckons that income disparity is 
going to get far more extreme over the next 30 years, mainly because “as market sizes increase, 
the people who really know how to build businesses and brands globally stand to make a lot more 
money.” Peter Thiel, another 40-something tech billionaire, says that Silicon Valley is starting to 
overtake Wall Street as the place to make money.

Still, Mr Hsieh is onto something with his ideas on creating a happy corporate culture. “When 
people are asked to rate the best companies, they increasingly favour those that let them bring 
their pets to work or spend more time working from home,” says Samantha Zupan of Glassdoor. 
Having more control over their working lives is particularly important for educated, creative 
people. Google’s decision to allow its staff to spend 20% of their paid-for time to work on 
whatever they want was controversial at first, but has started to spread. “How could you take 
your scarcest, most valuable employees and free them to do what they like? I thought they were 
nuts. But I was nuts. They were smart,” says Scott Cook, the boss of Intuit, which has enjoyed a 
surge in performance since he introduced something similar. Setting your employees free in this 
way “helps you keep the most inventive people, because they want to invent”. Netflix, a booming 
film-rental outfit, has taken to letting its employees take as much holiday as they like, hoping to 
establish an employment culture it calls “freedom and responsibility”. But it also has a policy of 
firing people who do not perform well.

The other big challenge for employers is burn-out, especially for the supposed victors of the 
winner-take-all markets who are expected to be “always on”. “The big losers from a lifestyle 
perspective are those who have unlimited opportunity,” says Tony Schwartz, founder of The 
Energy Project, which trains people to understand the ebbs and flows of their energy at work and 



Finding the right 
people is hard 
enough; keeping 
them motivated 
once they are on 
the payroll is even 
harder

manage them better. The advice to get more sleep usually goes down well; after that it gets 
harder, he admits. Among other things, he teaches employees to take a break after 90 minutes’ 
work, because effectiveness declines rapidly after that.

This may sound elementary, but The Energy Project has been hired by firms such as Apple, Intel, 
Oracle, Facebook, Twitter and Google which rely heavily on the creativity of their employees. 
According to Erica Fox, head of learning programmes in Google’s cross-functional learning and 
development team, they chose it because it is “science-based and has a measurable and 
demonstrable impact.” In the first year 2,000 Googlers went through a course called “Managing 
Your Energy for Your Sustained Performance”, many of them senior executives who then wanted 
their teams to attend the course too. The firm’s famously supportive culture of supplying 
everything from free food to free massage can do only so much. “Until people become aware of 
where they are in terms of energy levels, all the massages in the world won’t help,” says Ms Fox.

However, the war for talent is not just about knowledge workers. 
Walmart, the world’s largest private-sector employer, which operates in 
28 countries, sees a scarcity of talent in many fields. Susan Chambers, 
head of the giant retailer’s “People” division, says that in merchandising, 
for instance, “you can’t hire enough talent that can deal with the 
merchandising complexity. So it is incredibly important to develop talent 
internally.”

Even in the lower ranks employees are having to handle growing 
complexity, not least because customers are changing the way they 
shop, making more use of the internet and mobile technology. “Not so long ago, I would have 
thought new technology would have affected the electronics department or our dotcom business. 
In fact, it has implications across the entire organisation, requiring a general increase in technical 
skills across the board.” In India the firm has even established some free academies to train 
future store workers in its joint venture with Bharti, a local conglomerate. Firms that do a lot of 
business in emerging markets are generally much more enthusiastic about spending on training 
than those dealing mainly with rich countries, both because these markets are growing faster and 
because fewer people come out of the education system “work-ready”. This is particularly 
important in India, where outsourcing firms such as Infosys and Wipro train new recruits in state-
of-the-art corporate university campuses.

Despite its reputation as a tough, anti-union employer, Walmart is currently trying to shift its 
corporate culture across the world from one based on rules to one based on values, says Ms 
Chambers. The aim is to ensure that employees will “feel empowered and have the right values 
so they can make the right decision.” The thing that will decide if Walmart continues to be special 
as it grows around the world is getting these values across, she explains, noting that this will 
raise serious challenges for recruitment, workforce development and pay.

Just-in-time hiring

Jeff Joerres, the boss of Manpower, reckons that new information technology has made it much 
easier for companies to manage their workforces to keep them in step with demand for the goods 
and services they supply. That helps explain why firms in America and some other big economies 
have been slow to start hiring again in the current economic recovery: they have been waiting for 
tangible evidence of demand picking up, which in many of these economies has yet to 
materialise. But his optimism is not universally shared. Edmund Phelps, the economist, suspects 
that the huge wave of dismissals in big rich-world companies after the crash of 2008 got rid 
mainly of people working on forward-looking projects, thus reducing the potential for future 
innovation.

Nor do companies seem to have given enough thought to dealing with important demographic 
shifts. For example, even though women have been flooding into the labour market in growing 



numbers in the past few decades, the “glass ceiling” that stops them getting to the top mostly 
remains in place. “There is a sense that progress has stalled,” says Nicole Schwab, co-founder of 
The Gender Equality Project, an organisation that works with firms to close the gap between male 
and female workers. One problem is that “most companies are still structured around one type of 
career-advancement model, and if a woman doesn’t conform to that model she won’t progress.”

As younger people enter the labour market they will demand a very different workplace, says Don 
Tapscott, another management guru. Firms that try to maintain a “generational firewall” will do 
so at their peril, because for the first time in history “younger people know more than their elders 
about the biggest innovation of the day,” namely social media. They may also favour practices 
such as remote working to make jobs greener.

Equally, a growing number of people are remaining healthy and 
active well past the traditional retirement age and want to carry 
on working, whether for the money or for the fun of it. That can 
create problems for younger workers, who may find it harder to 
get a promotion or find a job in the first place. On the other hand, 
points out Lynda Gratton, “there are some really smart 65-year-
olds. Surely we can reconfigure work to keep them aboard.” She 
thinks that many older people would prefer flexible working to 
complete retirement in the later stages of their career. Yet in the 
corporate world “there isn’t enough experimentation going on. 
Everyone talks about Walmart and B&Q and their 90-year-old 
greeters, but that isn’t enough.”

There is also much to be done to ensure that workers are not 
exploited, especially in emerging markets. Western multinationals 
have generally improved labour practices throughout their supply chain compared with 20 years 
ago, when firms such as Nike were often accused of operating sweatshops, but some of the 
charges persist. For example, Hershey’s, an American chocolate maker, has been targeted by 
activists such as the International Labour Rights Forum for buying its cocoa from countries where 
the abuse of workers is rife. (The company vigorously denies such abuse.) And some emerging-
market firms still lag far behind Western multinationals, not least in their use of bonded labour. 
An executive at one Western multinational operating in the Gulf says he is currently encouraging 
other firms in the region to end the practice of holding the passports of cheap workers they ship 
in from abroad, as his has already done.

Work, rest and play

Finding the right people is hard enough; keeping them motivated once they are on the payroll is 
even harder. Surveys have suggested that about four out of five employees would leave their 
current job if they could, but most think they would have trouble finding another one at the 
moment. A global Gallup survey found that at the average big firm only 33% of employees 
describe themselves as fully engaged in their work, 49% say they are not engaged and 18% say 
they are “actively disengaged”. At what Gallup calls “world-class” companies, the proportions are 
67%, 26% and 7% respectively. China is not exempt from this problem. “There are so many 
university graduates,” says Jack Ma, the founder of Alibaba, a Chinese internet empire, “and it is 
difficult to send them back to work in a factory. They want to work on the internet, be an 
entrepreneur.”

Firms are also making a bigger effort to engage large numbers of employees in decision-making, 
which thanks to new technology is becoming ever easier and cheaper. Infosys, for example, 
involved some 56,000 employees in a strategy discussion, using a collective-intelligence portal, 
and felt the exercise was worthwhile. New collaboration platforms such as Salesforce Chatter—a 
sort of Facebook meets Twitter for companies—make it easy for people to network and work on 
joint projects within a firm, and for management to see who is doing what with whom.
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Such things are easily done when the work is inherently interesting. But what if it is not? If 
employees find their jobs too boring, they will soon become demotivated and leave, and finding 
replacements is time-consuming and costly. So companies are doing their best to keep even 
people doing routine jobs engaged in their work.

“Higher purpose is a great catalyst for employee engagement,” says Judah Schiller, who until 
recently worked for Saatchi & Saatchi S, a consultancy that has advised big companies including 
Walmart, McDonald’s and AT&T. It gets staff involved in good causes, hoping that this will 
motivate them more broadly at work. At AT&T an internal marketing campaign was created 
around the idea that everyone working for the company should “Do One Thing” for the 
environment. Walmart initially concentrated on environmental sustainability and saved a fortune 
from the ideas that employees came up with; now it has moved on to health, with a campaign 
that has already caused associates to lose a combined 200,000lbs of weight. “The goal is to get 
employees engaging with each other again, not just about the cause but about everything,” says 
Mr Schiller.
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The role of government
Lending a hand
Policymakers can help create jobs, up to a point

THE GREAT DELUSION of a Great Moderation caught on not least 
because it let those in charge feel they had solved one of the 
toughest questions of political economy: what is the proper role of 
government? A combination of free and flexible markets, including 
for labour, and an independent central bank to keep money sound 
seemed to have delivered the multiple alchemies of permanently 
low unemployment, low inflation and an end to the business cycle. 
Yet the financial crash and the subsequent jobs crisis have thrown 
the question wide open again.

There is now a renewed debate about the pros and cons of labour-
market flexibility, with doubts being aired by the OECD, which had 
long championed it. Some Americans worry that their labour 
markets are becoming “Europeanised”, by which they mean 
saddled with high long-term unemployment and low mobility. 
Spain’s example shows that introducing flexibility to some parts of 
the labour market but not others can have undesirable social 
consequences. On the other hand recent experience in Germany 
(which in July had an unemployment rate of 7% as against 
America’s 9.1%) suggests that not all things European are bad 
and that America’s focus on labour-market flexibility alone may be 
too narrow.

The Hartz labour-market reforms introduced in Germany in the 
early 2000s included a scheme allowing the government to 
subsidise short-time working. That is thought to have stopped 
unemployment soaring after the financial meltdown in September 
2008, saving hundreds of thousands of jobs. Singapore benefited 
from a similar scheme, and several other countries introduced 
their own versions in the aftermath of the crisis—although the 
OECD reckons that the ones that worked best were already in 
place when the crisis hit. That has lead some economists to argue 
that governments should put such arrangements in place as an 
insurance policy. But there have to be safeguards. In Germany it 
helped that firms had to contribute to the subsidy for short-time 
working, giving them an incentive to wind down the scheme as soon as demand started to 
recover. Alain de Serres, an economist at the OECD, suggests that governments should have an 
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on-off switch for the kind of intervention in the labour market that can be helpful in tough times 
but harmful in normal conditions—for instance, making unemployment benefit payable for longer 
during a downturn.

About a third of American states have schemes for short-time working in place, but they were 
hardly used after the crisis because managers thought they would easily be able to rehire the 
people they had fired. In Britain, which has arguably the most flexible labour markets in the 
European Union, lots of workers reduced their hours, or had them reduced, without any 
government subsidy. This saved lots of jobs, helping to keep the unemployment rate well below 
America’s.

In response to the economic downturn, Britain also took steps to keep younger people from 
spending long periods on the dole. The then Labour government set up the Young Person’s 
Guarantee, offering everyone aged 24 or under who had been out of work for six months a 
guaranteed job or a place in training, backed by a £1 billion fund. Those in work got paid, 
supposedly enough to make it feel like a “real” job; those in training received extra money on top 
of their benefits. Over its life the scheme supported around 100,000 young people. Paul Gregg 
and Richard Layard, the two economists who devised it, believe that government should act as an 
“employer of last resort”, not just for the young but for anyone who is unemployed for a long 
period.

But when the Conservative-Liberal Democrat coalition government took over in May last year it 
scrapped the scheme and introduced its own “Work Programme”. This is based on a 
fundamentally different philosophy, combining the “tough love” element of the welfare reform 
introduced in America under Bill Clinton with a payment-for-results contract with the private 
sector. More than 500 businesses and voluntary organisations have signed up to get people who 
have claimed unemployment benefit for nine months to a year back into work. The government 
will pay the contractors only when the worker concerned has held down the job for some time.

These various schemes may help the cyclically unemployed find work and, in so far as those 
people would have become permanently unemployed, help reduce structural unemployment too. 
That is not to be sniffed at, but it does not solve the problem of creating enough decent jobs in 
the long term. The same is true of creating jobs through a debt-financed economic stimulus. That 
can help in the short run, as it did after the financial crisis. The debate still continues over 
whether further stimulus would be helpful, supposing politics or the financial markets allowed it. 
But the only long-term answer is to create real, sustainable jobs. What can government do about 
that?

A hundred flowers

Soaring unemployment in America has created an appetite for a range of policy ideas that would 
have been dismissed only a few years ago. In his book, “Make It In America”, Andrew Liveris, the 
boss of Dow Chemical, calls for an industrial policy to support manufacturing, including the use of 
government subsidies to keep firms from moving their operations abroad. The firm has helped to 
try this out in Michigan, where the governor, Jennifer Granholm, who is now on Dow’s board, 
used a mixture of local, state and federal government incentives to lure a cluster of firms 
involved in making batteries for electric cars. But governments are notoriously bad at picking 
industrial winners, and even if they succeed, there are questions about whether their 
interventions provide value for money. As Ms Granholm admits, whether the battery cluster turns 
out to be a good deal for taxpayers may depend on America adopting tough policies towards 
carbon emissions.

There has been much talk about putting the unemployed to work to improve the energy efficiency 
of homes and commercial buildings, creating a range of “green jobs”. But “I’m not sure what a 
green job is,” says Michael Bloomberg, a billionaire businessman turned mayor of New York. 



“Putting a solar panel on a roof is a job for an electrician, and you are not going to take an 
unemployed person and suddenly make him an electrician.”

Another big idea, again offered with an envious eye to China, is to modernise America’s creaking 
infrastructure. There is a good economic case for improving roads, bridges and so on, assuming 
the money can be found to pay for it. The construction industry has been hit hard by the 
downturn. But according to Mr Bloomberg, to think that this would solve the jobs problem is 
largely New Deal nostalgia. “The technology is different. If you built the Hoover dam today, you 
would do it with far fewer people,” he says. “The average worker standing in line for benefits 
tends not to be muscular.”

In response to accusations that he was anti-business, Barack 
Obama appointed Jeff Immelt, the boss of GE, to chair his 
advisory council on job creation. This was controversial, as GE has 
shifted jobs abroad, and although hugely profitable has recently 
paid little tax in America. One of the reforms Mr Immelt thinks 
would help create jobs in America, not least by attracting more 
foreign direct investment, would be to overhaul its corporate-tax 
system, which currently imposes one of the world’s highest 
marginal rates on company profits. Ironically, this would involve 
closing many of the loopholes that GE has been so adept at 
exploiting.

Mr Immelt also wants America’s education and training system to 
be overhauled, not least to produce far more graduates who are properly equipped to compete 
for good jobs and make it more responsive to the needs of business. A supply of many more 
people with qualifications in science, technology, engineering and mathematics will “have to be a 
big element of American competitiveness”, he says.

Businesspeople complain endlessly about public-sector education and training schemes. In India, 
where many leading firms have established in-house universities to teach recruits the rudiments 
of their business, the government has responded by asking industry to design one of the world’s 
most ambitious attempts to close the skills gap. It has provided seed capital for an industry-led 
programme to train 150m workers by 2022, the 75th anniversary of the country’s independence, 
focusing on the 20 economic sectors in which it expects high growth. The programme, overseen 
by a new National Skill Development Corporation (NSDC), will be designed and run by the private 
sector, which will be free to decide how to spend the money. Dilip Chenoy, the chief executive of 
the NSDC, calls it “a demand-led supply-side model”.

Making entrepreneurs of us all

Mr Immelt admits that tax and education reform, though essential, will take many years to bear 
fruit. He thinks a third set of policies, to promote innovation and entrepreneurship, is likely to 
produce faster results.

“Getting the innovation engine going again is essential to reducing the structural rate of 
unemployment,” says Mr Phelps, the economist, dismissing the idea that innovation might 
actually destroy jobs by making production more efficient. “Virtually all innovations require 
people to conceive new products, to develop a way to produce them, market them and evaluate 
them,” he adds. Empirical evidence suggests that innovation has expanded the number of jobs.

Research funded by the Kauffman Foundation shows that between 1980 and 2005 all net new 
private-sector jobs in America were created by companies less than five years old. “Big firms 
destroy jobs to become more productive. Small firms need people to find opportunities to scale. 
That is why they create jobs,” says Carl Schramm, the foundation’s president. In America about 
700,000 new firms are started every year. Until 2005 they created an annual 3m jobs between 
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them, but in the past few years the number of new jobs per start-up has fallen, says Mr 
Schramm, and the total is now around 2.3m.

The challenge is to raise that rate again, but government efforts to stimulate entrepreneurship 
have a poor track record. Steve Case, the founder of AOL and another member of the jobs 
council, thinks Congress could help by passing a bipartisan “entrepreneurship act”. This could 
break the current political logjam by separately pushing several measures that have been blocked 
by Washington’s battles over far bigger reforms. For example, it could include giving visas to 
foreign entrepreneurs on condition that they create jobs in America, which seems a no-brainer 
but has got nowhere because the country’s mood has turned against immigration for entirely 
separate reasons. Mr Bloomberg wants to go further by offering visas to foreigners who agree to 
live in a failing city such as Detroit for a minimum of seven years without claiming any federal, 
state or local welfare benefits. “Overnight you would fill Detroit with people who would fill it with 
new jobs,” he says.

Mr Case is also providing financial support for Startup America, an organisation that, among 
other things, wants to help people clone Silicon Valley in other parts of the country. That idea has 
been tried before in many parts of the world, but with little success. One reason seems to be that 
these efforts have generally relied on a single silver bullet, such as tax breaks from the 
government or small-business incubators set up by venture capitalists. But what makes Silicon 
Valley special is the way in which a lot of different things are mixed together to make the sum 
greater than the parts.

A venture called Research Triangle Park in North Carolina seems particularly promising because it 
has the same sort of talent, wealth and institutions (such as universities and big corporate 
research departments) as Silicon Valley, but until recently there has been no co-ordinated effort 
to put them together to produce a strategy for starting and expanding new businesses.

More broadly, Mr Case is calling on Mr Obama and business leaders to give entrepreneurship 
more of a push because, he thinks, “entrepreneurship is not as uniformly part of the American 
dynamic as you’d think. The United States is better than most places, but the assumption that 
entrepreneurship is in America’s DNA is not true.”

If America needs to work harder to encourage entrepreneurs, the rest of the world has to make 
even more of an effort. StartUp Britain, launched earlier this year, is trying to do much the same 
as Startup America. Edward Davey, a business minister in the British government, is preparing a 
comprehensive package of help for entrepreneurs that he calls “employment in a box”, which he 
says will “make it really, really easy to take on your first employee”.

The emerging markets have similar needs. “In China the biggest challenge in the next five years 
is job creation,” says Mr Ma of Alibaba. He has set himself the ambitious goal of creating 100m 
jobs by 2019, but says this depends on the Chinese government adopting a more positive 
attitude towards entrepreneurs, who do not have an easy life in his country. Small and medium-
sized businesses face high raw-materials prices and rising labour costs, but miss out on the low 
electricity prices and tax advantages enjoyed by big firms. They also have trouble borrowing 
money. A recent survey found that 84% of the start-up businesses on Alibaba are looking for 
loans of up to $50,000—too small for most Chinese banks to bother with, says Mr Ma, who is 
lobbying the government for easier finance.
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A better balance
More feast, less famine
The new world of work needs to be fair as well as efficient

WORK TODAY IS about far more than economics. More even than 
when Theodore Roosevelt extolled its virtues, people the world 
over want work not just to put food on the table and money in the 
bank, but as a means of gaining personal satisfaction. The 
changes now under way stand to make the world as a whole 
significantly better off and allow many more people to win the 
prize of being able to work hard at something worth doing. Yet, as 
this report has explained, there are many people who are not 
winning the prize and for whom the outlook is grim, even in rich 
countries where getting a decent job had been taken for granted.

Globalisation and other pro-market reforms were sold as a 
package deal. Opening up a country’s markets, the argument 
went, would increase overall wealth in every country, and policies 
for internal redistribution would help the inevitable losers—or else 
their personal misery could have serious social consequences for 
everyone else. That is why jobs are rightly at the top of the political agenda the world over.

Where unemployment is currently higher than usual, there is enormous pressure on politicians to 
spend money they have not got on quick fixes that almost certainly would not work. But almost 
everywhere, what is needed from government are the sort of fundamental reforms that can make 
a big difference in the long run, beyond the next electoral cycle.

The mismatch between the skills demanded by employers and those available in the market is a 
reflection both of bad choices by students, who have not thought hard enough about what will 
help them find a good job, and of education systems that are too often indifferent to the needs of 
the labour market and too slow to change even if they try. It is not just Egypt where the 
universities provide training for public-sector jobs that are no longer abundant yet fail to equip 
students with what they need to thrive in a market economy. Out of necessity, India is emerging 
as a model for tackling these problems, both because its companies have become expert in 
turning useless graduates into useful ones and because it has allowed industry to take the lead in 
creating a huge new programme to tackle skills shortages.

A second challenge is for governments to create the right conditions for businesses to create 
more jobs. That means running sustainable macroeconomic policies, so that firms need not fear 
that their investments will be undermined by another economic crisis; sensible regulation; and a 
tax system that is both competitive, with low marginal rates, and does not distort business 
decisions in arbitrary ways. Given the importance of job creation, it would make sense to shift 
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some of the burden of taxation permanently away from employment towards consumption or 
carbon emissions. And since entrepreneurship plays a big part in creating jobs, especially in the 
phase when young businesses expand rapidly, government should do all it can to encourage 
more of it—though in view of its poor track record in this area, that should be mainly a matter of 
supporting (rather than obstructing) private-sector-led initiatives.

The goal of creating flexible labour markets should not be abandoned, but in future the ways in 
which inflexible labour markets are loosened up should be given more thought. The countries 
with the biggest youth-unemployment problems tend to be those where either there is no 
flexibility (as in much of the Middle East) or where flexibility applies only to newcomers to the 
jobs market, whereas older incumbents have continued to enjoy the protection that made the 
labour market inflexible in the first place (as in Spain). The political attractions of leaving the 
incumbents’ privileges untouched are obvious, but so, by now, are the social consequences of 
making the young bear most of the costs of flexibility.

Long-term unemployment often turns into permanent unemployment, so 
governments should aim to keep people in work, even if that sometimes 
means continuing to pay them benefits as they work. Health care and 
pension systems should be (re-)designed to allow workers as much 
flexibility as possible, not least in deciding when to retire. In the rich 
world these welfare systems were built on the assumption that men with 
lifetime nine-to-five jobs were the main breadwinners. In emerging 
markets that are introducing social protection for those unable to earn a 
living, the systems should be designed in ways that do not discourage 
work.

There is no excuse for delay in starting to put in place these long-term 
solutions. Jeff Immelt of GE may well be right to think that in America 
“ultimately we will get it sorted,” but he is also right that political dysfunction in Washington, DC, 
has “an opportunity cost. It is not like the rest of the world has stopped while we are going 
through this.” The same is true in many other countries where reform has stalled or is not even 
on the agenda yet.

And while individuals wait for their governments to get their acts together, there is plenty that 
they can do to give themselves the best chance of surviving and thriving in the new world of 
work. They need to clean up their image on the internet, get in touch with their entrepreneurial 
DNA and brush up on their serial mastery. And form their very own posse.
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The offline experience

The books business
Great digital expectations
Digitisation may have came late to book publishing, but it is transforming the 
business in short order

TO SEE how profoundly the book 
business is changing, watch the 
shelves. Next month IKEA will 
introduce a new, deeper version of 
its ubiquitous “BILLY” bookcase. 
The flat-pack furniture giant is 
already promoting glass doors for 
its bookshelves. The firm reckons 
customers will increasingly use 
them for ornaments, tchotchkes 
and the odd coffee-table tome—
anything, that is, except books that 
are actually read.

In the first five months of this year 
sales of consumer e-books in America overtook those from adult hardback books. Just a year 
earlier hardbacks had been worth more than three times as much as e-books, according to the 
Association of American Publishers. Amazon now sells more copies of e-books than paper books. 
The drift to digits will speed up as bookshops close. Borders, once a retail behemoth, is 
liquidating all of its American stores.

Having started rather late, books are swiftly following music and newspapers into the digital 
world. Publishers believe their journey will be different, and that they will not suffer the fate of 
those industries by going into slow decline. Publishers’ experience will, indeed, be different—but 
not necessarily better.

In some ways the transition from paper to digital distribution is a boon. E-books currently have 
high profit margins, and are free from many of the drawbacks of print. Peter Osnos, the founder 
of PublicAffairs Books, says the biggest challenge small publishers face is managing their 
inventories. Print too many books, and lots of them will be returned by stores. Print too few and 
publishers will forgo sales while they order reprints (at higher prices). None of these problems 
exists when distributing books digitally.

Bodice ripping

Romance novels and crime blockbusters have proved particularly popular on e-readers, perhaps 
because it is difficult to tell from across the aisle of a bus whether someone is reading a bodice-
ripper or Dostoevsky on their Kindle. Donna Hayes, chief executive of Harlequin (which owns Mills 
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& Boon), says digitisation has given new life to old books. Serialised romance novels generally 
have a shelf life of just four weeks. Now many are easily available: Harlequin has digitised more 
than 13,000 of its books. The firm has begun to publish some romances as e-books only, gauging 
customers’ appetite for them before taking some into print.

Yet these advantages are outweighed by several looming hazards. The first is piracy. Digital-book 
files are tiny—much smaller than a film, and not even as big as a music album. Book readers may 
be an unusually honest lot, but they are not above getting stuff for nothing. E-books routinely 
pop up on file-sharing websites like the Pirate Bay, both in their own right and as part of vast 
anthologies with names like “2,500 Retail Quality E-books”. The example of countries such as 
Spain suggests that media piracy can become entrenched even among the middle-aged. In 
Russia, e-book piracy is already rampant.

Piracy is a particular threat because of a second, bigger problem: the apparently arbitrary nature 
of e-book pricing. When Amazon began selling e-books, it charged $9.99 for many of them, often 
selling at a loss to fire Kindle sales. Gradually it became clear that Amazon was undermining the 
perceived value of all books, digital and paper alike. So, last year, the biggest publishers used the 
release of Apple’s iPad to push Amazon into “agency” pricing. Publishers now set their own prices 
and give about 30% of the sale to Amazon.

That has meant higher prices for many new e-books. As some 
prices rise, though, a tide of free and cheap product is flooding the 
market. Self-published novelists, keen for attention and without 
agents or publishers to share the proceeds with, often sell their 
works extremely cheaply. Meanwhile publishers have moved to 
offer introductory discounts on some books. As a result, Amazon’s 
list of 100 best-selling books has become a pricing free-for-all. 
This week 21 books were selling for just 99 cents. Others were 
priced at $4.98, $7.59 and $8.82. The most expensive single 
book, at $16.99, was Dick Cheney’s memoir. There is none of the 
clarity of iTunes in its early years, when the price of music tracks 
was fixed at 99 cents.

Publishers point out that books have always sold for a wide variety 
of different prices. Hardback books cost more than high-quality 
paperbacks, which cost more than small, mass-market 
paperbacks—and everything is more expensive than a dog-eared 
library book. But those books are physically different from each 
other. E-books all look the same. And the popularity of those 99-cent thrillers suggests readers 
are more price-sensitive, and less quality-sensitive, than publishers care to admit.

Another problem is Amazon’s market dominance. The firm accounts for less than a quarter of 
physical book sales (see box). But Amazon sells 60-70% of e-books in America and perhaps 90% 
in Britain, according to estimates by Enders Analysis, a British outfit. In America, Barnes & 
Noble’s Nook is the main competitor. Surprisingly, given the success of the iPad, Apple’s 
iBookstore has lagged. James McQuivey of Forrester Research found in a survey that only half of 
iPad owners read e-books—and two-thirds of them own or plan to buy an e-reader especially for 
the purpose. Amazon appears set to launch a tablet computer to take on the iPad. And Amazon is 
becoming a publisher in its own right. It has a romance imprint, and has signed big writers like 
Timothy Ferriss, author of “The 4-Hour Workweek”. This tightens its grip over the e-book market.

A book in the window

Perhaps the biggest problem, though, is the gradual disappearance of the shop window. Brian 
Murray, chief executive of HarperCollins, points out that a film may be released with more than 
$100m of marketing behind it. Music singles often receive radio promotion. Publishers, on the 
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other hand, rely heavily on bookstores to bring new releases to customers’ attention and to steer 
them to books that they might not have considered buying. As stores close, the industry loses 
much more than a retail outlet. Publishers are increasingly trying to push books through online 
social networks. But Mr Murray says he hasn’t seen anything that replicates the experience of 
browsing a bookstore.

Efforts are under way. This week a British outfit called aNobii released a trial version of a website 
that it hopes will become a Wikipedia-style community of book lovers, with an option to buy. The 
idea has potential. Amazon’s recommendation engine, although helpful, is rather impersonal—
perhaps the retailer’s second-biggest weakness, after the resentment publishers feel for it.

The book business has long been suffused with gloom; Mr Osnos says that booksellers have faced 
five or six supposedly fatal challenges during his career. But this time the challenges are really 
daunting. Publishers have to confront many of the problems that have afflicted other media 
industries that have gone digital, as well as a few entirely new ones. The next few years will be a 
thriller.
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Bookselling
Spine chilling
Mass-market retailing changed publishing before the e-book

SNAZZY technology is a twist in a narrative already several chapters long. Mass-market retailing 
has changed the publishing industry: these days books are as likely to be found beside steaks 
and saucepans as they are to be bought in specialist stores. The story turns on whether broader 
changes in bookselling will stifle literature. Dan Brown will survive. Would Dante?

For most of the past century, governments across Europe protected book prices; many still do. 
Even in America, apart from dime-store romances, few titles were sold outside bookshops. But in 
the 1970s stores like Borders and Barnes & Noble applied a supermarket maxim to print: pile 
them high and watch them fly. Waterstones did the same thing in Britain and top titles started 
selling in the hundreds of thousands, even millions.

Just as book superstores forced out many independents, so 
supermarkets and other mass retailers have since crowded the 
book chains (see chart). In Britain, when price regulation was 
disbanded in 1997, supermarkets rushed in and now sell a quarter 
of all books, according to the way that Nielsen, a market-research 
outfit, calculates it. Belgium and Finland mimicked this trend.

This has been good for readers: in Britain the average price of a 
book has fallen by 15% since 2003, reckons BML Bowker, a book-
marketing consultancy. And demand has grown: consumers spend 
the same amount on books, so they must be buying more. Those 
independent bookshops that survived the chain war in America 
and Britain have held sales and prices steady. Meanwhile, mass 
retailers find books such a draw that they lure in customers by selling some titles at a loss.

Higher turnover should also be positive for publishers. But mass retailers demand discounts of up 
to 60% for bulk orders, shrinking margins. All sides prosper when books sell quickly. But, unlike 
groceries, if books don’t sell, retailers return them to the publisher—and do not pay. So, when a 
book with a large print run flops, publishers end up with an expensive pile of recycling. That is 
why some publishers have stopped doing new deals with the likes of Costco, an American 
warehouse retailer, which likes to order very large print runs.

Few people will mourn publishers’ losses from increased price competition and new technology 
like e-readers. The question is whether these trends undermine the quality of books which are 
being published, by breaking a business model that has let firms focus on variety and range. 
Publishers have good reason to shiver at the decline of traditional bookshops. To fund the 
discovery and promotion of new authors, they have relied on books that sell steadily over a 
number of years. Yet mass retailers stock a few hundred new blockbusters.
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At first sight there is no reason for concern. New works are abundant—40% more titles came out 
in Britain in 2010 than in 2001. But this obscures a starker trend: “mid-list” titles are selling in 
smaller numbers in America and Britain. This matters for cultural life, because most literary 
fiction and serious non-fiction falls into that bracket and much of it could become uneconomical to 
publish.



World politics Business & finance Economics Science & technology Culture Blogs Debate & discuss Multimedia Print edition

All Business & finance Business education Which MBA?

Sep 10th 2011 | SAN FRANCISCO | from the print edition 

Don’t slam the door on your way out

More trouble for Yahoo!
Portal exit
The internet company boots out its boss. But it will struggle to reboot its 
business

WHEN Carol Bartz took the wheel at Yahoo! in January 2009 one 
of her first acts was to tell employees that she would “drop-kick 
to fucking Mars” anyone who was caught leaking company 
secrets. Now it is Ms Bartz who has been drop-kicked out of the 
company. On September 6th news leaked via AllThingsD, a 
technology-news website, that she had been ousted in a surprise 
coup by Yahoo!’s board. Official confirmation swiftly followed, 
with the news that Tim Morse, the firm’s chief financial officer, 
would take over as interim chief executive, supported by a 
leadership committee of senior managers. In ditching one of 
Silicon Valley’s most colourful characters, whose potty-mouthed 
epithets have become something of a personal trademark, 
Yahoo! has signalled the depth of its problems. Fixing them will 
not be easy.

When the history of the internet industry comes to be written, 
Yahoo! will deserve a special place in it for all the wrong reasons. 
Rarely has a company managed to destroy so much shareholder 
value in so short a time. Before Ms Bartz was brought in to run 
the business, Yahoo! rejected a bid from Microsoft that valued it 
at around $45 billion on the ground that the offer was too stingy. 
Today, its market capitalisation is a mere $17 billion.

Yahoo!’s fundamental problem is that it is still a generalist in a 
tech world that is increasingly dominated by specialists. Google 
reigns over the search business, where Yahoo! used to have a big presence until Ms Bartz 
outsourced its search operations to Microsoft. And Facebook has come to dominate the world of 
social networking, an area where Yahoo! might have been expected to do well given its large 
number of customers. Some 590m people visited the company’s sites in June, including its 
popular news and finance services, generating 78 billion page views.

That kind of traffic is not to be sniffed at. The problem is that Yahoo! has not monetised it 
effectively. This has opened the door to the likes of Google and Facebook, which have been 
pitching for and winning online display advertising that is Yahoo!’s bread-and-butter. According to 
eMarketer, a research firm, the American online display-advertising market is set to grow by 
almost 25% this year, reaching some $12 billion. But Yahoo!’s portion is likely to slide to 13%, 
down from 14.4% the previous year. Its share of search-related online advertising is also waning.
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One bright spot in the company’s operations has been its Asian businesses, such as Yahoo! Japan 
and Alibaba, a Chinese internet firm in which it has a 43% stake. Even here, though, there has 
been trouble. Earlier this year Yahoo! found itself embroiled in a very public spat with Alibaba. 
The firm had transferred Alipay, an online-payments business, to a company owned by Jack Ma, 
Alibaba’s boss—according to Yahoo! without clearing the move with the board. In July the two 
firms made peace, but not before Mr Ma suggested publicly that Yahoo! ought to be broken up.

That thought has occurred to others too. Private-equity firms are said to be interested in 
swallowing all or part of Yahoo! and there has been speculation that the company could spin off 
its lucrative Asian operations into a separate entity. Under Ms Bartz’s lead, Yahoo! had been in 
the running to buy Hulu, a video-streaming company. Snapping up the firm might make Yahoo! 
more attractive to buyers, but it would also expose it to a nasty, ongoing tug-of-war between 
media companies and distributors.

Buying Hulu might just make sense with a stable executive team to manage it. But Ms Bartz’s 
abrasive management style has meant there has been considerable turnover in the senior ranks 
at Yahoo!. This, and disagreements over strategy, are said to have created tension between her 
and Jerry Yang, a co-founder of the company. At the firm’s annual general meeting in June, Roy 
Bostock, its chairman, publicly gave the board’s backing to Ms Bartz after she was criticised by 
shareholders. But this week it was Mr Bostock who fired Ms Bartz by telephone—a fact she 
revealed in an e-mail sent to all of Yahoo!’s staff from her iPad while travelling on business. No 
doubt a few choice expletives lit up the air when she got the news.
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Medical technology
Left to their own devices
Medtronic and the woes of America’s medical-technology industry

SCANDALS, recalls, stingy customers, anxious regulators—any one 
of these would traumatise a chief executive. America’s industry for 
medical devices is suffering from all of them. Omar Ishrak, the 
new boss of Medtronic, the world’s biggest medical-technology 
company, recently described the problem succinctly to analysts: 
“There is a lot of work ahead of us.”

This is a relatively new ailment for the industry. From 1998 to 
2005 the use of equipment such as defibrillators and drug-eluting 
stents expanded rapidly. “It was the age of implantation in this 
country,” explains David Lewis of Morgan Stanley, with companies 
“sticking things into everybody.” Much has changed.

America’s new health-care law includes a 2.3% tax on medical 
devices, but this is trivial compared with other shifts. Health plans are forcing patients to pay a 
larger share of costs, so those who do not need a device urgently are slow to buy them, says 
Matthew Dodds of Citigroup. Firms used to boost sales by wooing doctors, but doctors are now 
increasingly employed by hospitals and companies themselves are adopting stricter ethics rules. 
Meanwhile the pressure on prices is only growing more intense. Hospitals, squeezed by lower 
government payments, are squeezing companies in turn, refusing to pay more for a new product 
that is only slightly better than the old version.

Unfortunately firms have not had much else to offer. Like Big Pharma, which introduced many 
“me too” drugs, device companies have sustained themselves by making small improvements to 
existing products. Spending on R&D has so far failed to yield many truly innovative devices, says 
Mr Lewis.

On top of all that, a brawl over regulation continues. Stephen Ubl of the Advanced Medical 
Technology Association, a business lobby, contends that the Food and Drug Administration (FDA) 
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is restricting innovation; he points to a decline in approvals over the past five years. Others argue 
that the FDA’s rules are too lax.

The FDA requires clinical trials for the riskiest devices through its 
pre-market approval process. For devices with a more moderate 
risk, however, firms need only show that a new product resembles 
an existing one. This lenient process, known as the 510(k) 
programme, has led to some problems. Of the products that have 
been recalled in recent years, most were first approved by the 510
(k) process (see chart on previous page). Johnson & Johnson’s 
ASR XL hip replacement, for example, was approved with no 
clinical testing and implanted in thousands of patients, but taken 
out in a recall. In July the Institute of Medicine urged the FDA to 
abandon the 510(k), a step that neither FDA nor the industry 
favours. The fight looks set to drag on.

No company illustrates how all these trends have affected the 
industry better than Medtronic. As Big Pharma did before it, 
Medtronic has tried to grow by acquiring smaller companies, 
spending $3 billion over the past three years. It has poured 10% 
of revenue into R&D, compared with about 7.5% for the sector, yet produced slim results, 
explains Mr Dodds. It has also suffered scandals, including a wide recall of a defibrillator 
component in 2007. More recently, a medical journal alleged that a company-sponsored study of 
a spine product, Infuse, was misleading. Some researchers say Infuse may increase the risk of 
male sterility; Medtronic maintains that the product is safe.

The question, then, is how the sector might climb out of its rut. Medtronic may, in time, offer an 
example. Mr Ishrak joined Medtronic from GE Healthcare in June. He has commissioned an 
independent, transparent review of Infuse. New R&D efforts and acquisitions, he says, will be 
evaluated with more rigour. To appeal to stingy customers, he wants to change the way 
Medtronic’s products are sold, gathering data on cost-effectiveness so that the firm can “project 
offerings in economic terms”.

Most important, Mr Ishrak will devote more attention to emerging markets. This is already one of 
Medtronic’s bright spots, although he points out that just 10% of the firm’s business is in the 
developing world. Mr Ishrak has announced management changes which he hopes will improve 
that and with it his patient’s prospects.
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The eureka moment

Intellectual property
Many patents, still pending
Congress tweaks, but does not overhaul, America’s patent system

AFTER years of dithering, America is set for patent reform. On September 6th a bill proposing to 
change the system passed its highest procedural hurdle in the Senate. With Barack Obama 
supportive, this means the America Invents Act could soon be signed into law.

Instead of the “first to invent” principle, which America currently uses, patents will be awarded to 
inventors who are the “first to file”. This is similar to the system most other countries use. The 
aim is to avoid long and difficult legal arguments over who was the first to come up with an idea.

As in most cases of patent law it is not going to be that simple. 
One criticism is that being first-to-file gives big and sophisticated 
organisations, highly experienced at the difficult job of filing for 
patents, an advantage over smaller outfits that may be technically 
brilliant but not legally savvy. Another problem is that first-to-file 
may make companies rush to put in for a patent before their 
invention is truly ready.

Moreover, the law does little to address the more basic problem of 
a patent system that has grown in expense for all kinds of 
companies that want to protect their ideas. The number of 
disputed cases going to trial, average awards and legal costs have 
all ballooned. To many, the system looks like a lottery.

Those who think that patents are granted too easily complain that 
the bill will still allow too many suits, especially those by “non-
practising entities”, which are also known derisively as “patent 
trolls”. These buy up patents and then license them or sue for infringement, rather than using the 
patents themselves. The too-many-patents crowd wanted to do away, in particular, with 
“business-method” patents, which claim to have invented a new way of doing business. Instead, 
the bill did this only for the financial industry, after strenuous lobbying by Wall Street. And many 
advocated making it harder to get any kind of patent at all.

The bill does make some changes that could be positive. It creates several new procedures to 
deter or defeat bad patents. One would let an alleged infringer of a patent challenge its validity at 
the Patent and Trademark Office (PTO), rather than going to court. This would, in theory, be 
cheaper and faster. But it could still be followed by a lawsuit.

Second, the bill expands the right of third parties to join the fray at the PTO by showing “prior 
art”—meaning the invention is already known about and so a patent should not be granted. This 
might save time and money for firms which would be affected by a dodgy patent, allowing them 
to argue things out at an early stage rather than later on in a costly courtroom.
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One of the biggest criticisms of the bill concerns the PTO’s funding, which some think should be 
increased so that the office can hire and keep the best examiners and so reduce a huge backlog 
of applications. Instead, Congress chose to multiply the alternative dispute-resolution procedures 
at the PTO, giving the office more work to do without a guarantee of more money. The result is a 
muddle as well as a missed opportunity.
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Adieu petrol, welcome Bolloré

Electric cars
All charged up for sharing
Vincent Bolloré makes a risky bet on electric-car technology

FIFTEEN years ago Vincent Bolloré, a French industrialist, decided to get into the business of 
electricity storage. He started a project to produce rechargeable batteries in two small rooms of 
his family mansion in Brittany. “I asked him, ‘what are you doing?’ and I told him to stop, that it 
wouldn’t go anywhere,” says Alain Minc, a business consultant in Paris who has advised Mr 
Bolloré for many years. Fortunately, he says, Mr Bolloré continued.

Mr Bolloré’s technology is about to 
hit the road. In 2010 his group won 
a contract to run Autolib, a car-
sharing scheme designed by 
Bertrand Delanöe, the mayor of 
Paris, which will put 3,000 electric 
vehicles on the city’s streets along 
with 1,120 stations for parking and 
recharging. Construction of the 
stations started in the summer, 
and Mr Bolloré will begin testing 
the service on October 1st before 
opening it to the public in 
December. Rechargeable batteries 
are now an important technology for the global car industry as it starts to make ever more 
electric and hybrid vehicles. Renault, a French manufacturer, is alone investing €4 billion ($5.6 
billion) in a range of electric models which it will start selling this autumn. Many producers will 
unveil new electric vehicles next week when the Frankfurt Motor Show opens.

“Being a family company means we can invest for the long term,” says Mr Bolloré, who has spent 
€1.5 billion on battery development since 1996. Most of his group’s money comes from transport 
and logistics, with a strong position in Africa, and from petrol distribution in France. Mr Bolloré 
has also made billions from financial investments such as in Rue Imperiale, a holding company.

Autolib will be keenly watched throughout the car industry. It is the first large-scale city car-
sharing service to use only electric vehicles from the outset; a scheme in Ulm in Germany, by 
contrast, started with diesel vehicles. Running Autolib could mean shouldering substantial losses 
for the Bolloré Group. Mr Bolloré was not expected to win the contract, but did so mainly because 
he offered low rental charges for drivers.

Blue is the new green
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The city of Paris will cover most of the cost of the stations, but Mr Bolloré will pay an estimated 
€105m to supply his design of “Bluecar” vehicles and their batteries. He will bear a further €80m 
a year in running costs. The city’s estimates for how popular the new service will be are highly 
optimistic, said a recent study by the government. Autolib could make €33m a year for Mr 
Bolloré, according to the study, but it could easily just break even or lose as much as €60m 
annually. Autolib will also be the first time the group has operated in a big consumer-facing 
business where it will be held directly responsible for problems such as vandalism or breakdowns.

The real aim for Mr Bolloré, however, is to showcase his battery technology. His group has 
developed a type of rechargeable cell, called a lithium-metal polymer (LMP) battery. This is 
different from the lithium-ion batteries used by most of the car industry. Mr Bolloré believes 
fervently that his batteries are superior, mainly because they are safer. Lithium-ion batteries can 
explode if they overheat—which in the past happened in some laptops. Carmakers incorporate 
safety features to prevent the battery’s cells from overheating.

Mr Bolloré’s LMP batteries are said to be more stable when being charged and discharged, which 
is when batteries come under most strain. Just two European carmakers have seen the batteries, 
which are made only by the Bolloré Group. One car-industry executive says that though the LMP 
technology is attractive from a safety point of view, the batteries have to be heated up to 
function—which takes power and makes them less convenient to use.

Going up against the rest of the car industry may seem quixotic. Before he won Autolib, Mr 
Bolloré says, people may well have thought he and his team were mad to venture into such a 
new area. But they underestimated his group’s knowledge of electricity storage, he maintains. 
And if the growing number of electric cars on the road does lead to safety concerns over 
batteries, then Mr Bolloré’s LMP technology could move from the margin to the mainstream—
provided, of course, they pass their test on the streets of Paris.



World politics Business & finance Economics Science & technology Culture Blogs Debate & discuss Multimedia Print edition

All Business & finance Business education Which MBA?

Sep 10th 2011 | from the print edition 

Schumpeter
Long walk to innovation
South Africa has been slow to innovate. That may be changing

SOUTH AFRICA likes to think of 
itself as punching above its weight, 
in business as in everything else. It 
styles itself as the S in the 
emerging world’s BRICS club, 
despite being a fraction of the size 
of the four original members. It is 
also home to a striking number of 
global companies. In the Boston 
Consulting Group’s list of 40 fast-
growing “African champions” with 
global ambitions, South Africa led 
with 18 companies followed by 
Egypt with seven and Morocco with six.

The country’s business scene has changed beyond recognition since apartheid was dismantled. In 
1994 South Africa was a siege economy dominated by a few huge conglomerates. Today it has 
opened up, the conglomerates have slimmed and a host of new companies, particularly in mobile 
technology, have exploded onto the scene. But the country has been slow to contribute to the 
wave of innovation coming from emerging markets, led by firms adapting their business models 
to local circumstances and their products to the preferences of frugal consumers.

There are good reasons for this. The wall between the first and third worlds is higher in South 
Africa than it is in many other countries, topped with razor wire and patrolled by armed security 
guards. Businesspeople in Sandton, Johannesburg’s rising business district, can live in much the 
same way as they would in Los Angeles, blind to life in Soweto just 18 miles (30km) away. The 
governing African National Congress (ANC), with its signature policy of black economic 
empowerment, is fixated on redistributing wealth rather than creating it. And history weighs 
heavily on the minds of blacks and whites alike. Most emerging-market countries, even those 
with horrific pasts like China and Vietnam, have embraced the future. The beloved country dwells 
on the past to an unhealthy degree.

There are signs that this is changing. South Africa is being shaken up by the rise of the emerging 
world, as its champions invade South Africa and South African champions return the compliment. 
The Industrial and Commercial Bank of China brought 20% of Standard Bank in 2007, in what 
was the country’s biggest foreign investment. Indian conglomerates such as Tata and drugs firms 
such as Ranbaxy are hyperactive in South Africa. South Africa’s FirstRand is bringing its banking 
skills to India. SABMiller has bought one of Columbia’s largest brewers, Bavaria. This growing 
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“south-south” trade is forcing South African companies to think about costs as never before: 
Tata’s trucks, which use parts made in India, are 15-20% cheaper than other locally assembled 
models, South Africa is littered with Chinese wholesalers selling cheap Chinese brands. And it is 
opening minds to the huge opportunities that lie in the emerging world.

South African companies are paying much more attention to the rest of the continent, which 
some once made a habit of ignoring. MTN controls half of the Nigerian telecoms market, which is 
doubling in size every year. Shoprite is Africa’s largest food retailer, operating in 18 African 
countries. South African companies are also discovering the “bottom of the pyramid” in their own 
country. Several companies have pioneered the art of using cell phones to map the distribution of 
informal shops (spaza) and truck stops. Blue Label Telecoms, which sells pre-paid tokens, has 
blazed a trail in forming relationships with tribal chiefs and popular gospel singers to help sell its 
products. Knowledge of the bottom of the pyramid is now being used to expand in emerging 
markets. SABMiller produces beer for Uganda using cheap local ingredients rather than expensive 
imported malt. MTN provides solar-powered phones to fishermen.

South Africa is also discovering that it can turn its dual nature—a first-world and a third-world 
country living side by side—to its advantage. It can act as a broker between the rich world and 
the emerging world. Caterpillar and Microsoft teamed up with South African companies 
(Barloworld and Blueworld respectively) to improve their distribution systems into markets they 
might otherwise not be able to reach. Both sets of partners are learning lessons from this. South 
African banks are taking Kenya’s mobile-banking system (which uses mobile phones as electronic 
wallets) and rejigging it for Western consumers who are more worried about security than a lack 
of access to banks: you can use cell phones to deposit money and to freeze bank accounts. It can 
also help to solve the continent’s most pressing problem, talent shortages, by acting as a halfway 
house for members of the African diaspora: African professionals who might think twice about 
accepting a posting in Lagos might well accept one in Johannesburg.

Stagnation and radicalism

Yet the mood in the South African business world is as dark as it has been for years. Growth has 
slowed to 1.3%, in part because of global trends but also because of political uncertainty. 
Unemployment is more than 25% and not a single net job has been added since the end of 
apartheid. Inequality is higher than anywhere else in the world. Economic stagnation leads to 
political radicalism. The ANC Youth League makes ever more aggressive noises against the white 
minority. Though the ANC leadership is disciplining it, the league talks about nationalising the 
commanding heights of the economy and weakening land rights.

Emerging-market innovation offers the best way to break this growing impasse. The ANC needs 
to realise that its view of business is decades out of date: many of the world’s most successful 
companies are prospering precisely because they have learned to cater for people at the bottom 
of the pile. If both sides think a bit more about innovation and a bit less about reliving past 
nightmares, South Africa may actually be regarded by investors as a genuine member of the 
BRICS club.

Economist.com/blogs/schumpeter (http://www.economist.com/blogs/schumpeter) 
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The jobless young
Left behind
The harm today’s youth unemployment is doing will be felt for decades, both by 
those affected and by society at large

MARIA GIL ULLDEMOLINS is a 
smart, confident young woman. 
She has one degree from Britain 
and is about to conclude another in 
her native Spain. And she feels that 
she has no future.

Ms Ulldemolins belongs to a 
generation of young Spaniards who 
feel that the implicit contract they 
accepted with their country—work 
hard, and you can have a better 
life than your parents—has been 
broken. Before the financial crisis 
Spanish unemployment, a perennial problem, was pushed down by credit-fuelled growth and a 
prolonged construction boom: in 2007 it was just 8%. Today it is 21.2%, and among the young a 
staggering 46.2%. “I trained for a world that doesn’t exist,” says Ms Ulldemolins.

Spain’s figures are particularly horrendous. But youth unemployment is rising perniciously across 
much of the developed world. It can seem like something of a side show; the young often have 
parents to fall back on; they can stay in education longer; they are not on the scrapheap for life. 
They have no families to support nor dire need of the medical insurance older workers may lose 
when they lose their jobs. But there is a wealth of evidence to suggest that youth unemployment 
does lasting damage.

In the past five years youth unemployment has risen in most 
countries in the OECD, a rich-country club (see chart 1). One in 
five under-25s in the European Union labour force is unemployed, 
with the figures particularly dire in the south. In America just over 
18% of under-25s are jobless; young blacks, who make up 15% 
of the cohort, suffer a rate of 31%, rising to 44% among those 
without a high-school diploma (the figure for whites is 24%). 
Other countries, such as Switzerland, the Netherlands and Mexico, 
have youth unemployment rates below 10%: but they are rising.

The costs mount up



In tough times young people are often the first to lose out. They 
are relatively inexperienced and low-skilled, and in many countries 
they are easier to fire than their elders. This all goes to make 
them obvious targets for employers seeking savings, though their 
low pay can redress things a little. In much of the OECD youth-
unemployment rates are about twice those for the population as a whole. Britain, Italy, Norway 
and New Zealand all exceed ratios of three to one; in Sweden the unemployment rate among 15-
to 24-year-olds is 4.1 times higher than that of workers aged between 25 and 54.

Not only is the number of underemployed 15- to 24-year-olds in the OECD higher than at any 
time since the organisation began collecting data in 1976. The number of young people in the rich 
world who have given up looking for work is at a record high too. Poor growth, widespread 
austerity programmes and the winding up of job-creating stimulus measures threaten further 
unemployment overall. The young jobless often get a particular bounce in recoveries: first out, 
they are often also first back in. But the lack of a sharp upturn means such partial recompense 
has not been forthcoming this time round. In America the jobs recovery since 2007 has been 
nearly twice as slow as in the recession of the early 1980s, the next-worst in recent decades—
and from a worse starting-point. In some countries a rigging of the labour market in favour of 
incumbents and against the young makes what new jobs there are inaccessible.

Youth unemployment has direct costs in much the same way all unemployment does: increased 
benefit payments; lost income-tax revenues; wasted capacity. In Britain a report by the London 
School of Economics (LSE), the Royal Bank of Scotland and the Prince’s Trust puts the cost of the 
country’s 744,000 unemployed youngsters at £155m ($247m) a week in benefits and lost 
productivity.

Some indirect costs of unemployment, though, seem to be 
amplified when the jobless are young. One is emigration: 
ambitious young people facing bleak prospects at home often seek 
opportunities elsewhere more readily than older people with 
dependent families. In Portugal, where the youth unemployment 
rate stands at 27%, some 40% of 18- to 30-year-olds say they 
would consider emigrating for employment reasons. In some 
countries, such as Italy, a constant brain-drain is one more 
depressing symptom of a stagnant economy. In Ireland, where 
discouragement among young workers has shot up since 2005 
(see chart 2), migration doubled over the same period, with most 
of the departed between 20 and 35. This return of a problem the 
“Celtic tiger” once thought it had left behind is treated as a 
national tragedy.

It’s personal

Another cost is crime. Attempts to blame England’s recent riots on 
youth unemployment were overhasty. But to say there is no link to crime more generally looks 
unduly optimistic. Young men are already more likely to break the law than most; having more 
free time, more motive and less to lose hardly discourages them. Some researchers claim to have 
identified a causal link between increased youth unemployment and increases in crime, 
specifically property crime (robbery, burglary, car theft and damage) and drug offences. No such 
link is seen for overall unemployment. If the crime leads to prison, future employment prospects 
fall off a cliff.

And then there are the effects on individuals. Young people are hit particularly hard by the 
economic and emotional effects of unemployment, says Jonathan Wadsworth, a labour economist 
at the LSE. The best predictor of future unemployment, research shows, is previous 



unemployment. In Britain a young person who spends just three months out of work before the 
age of 23 will on average spend an additional 1.3 months in unemployment between the ages of 
28 and 33 compared with someone without the spell of youth joblessness. A second stint of 
joblessness makes things worse.

Research from the United States and Britain has found that youth unemployment leaves a “wage 
scar” that can persist into middle age. The longer the period of unemployment, the bigger the 
effect. Take two men with the same education, literacy and numeracy scores, places of residence, 
parents’ education and IQ. If one of them spends a year unemployed before the age of 23, ten 
years later he can expect to earn 23% less than the other. For women the gap is 16%. The 
penalty persists, though it shrinks; at 42 it is 12% for women and 15% for men. So far, the 
current crisis has not led to these long-term periods of youth unemployment rising very much; 
almost 80% of young people in the OECD who become unemployed are back in work within a 
year. But that could well change.

The scarring effects are not necessarily restricted to the people who are actually unemployed. An 
American study shows that young people graduating from college and entering the labour market 
during the deep recessions of the early 1980s suffered long-term wage scarring. Graduates in 
unlucky cohorts suffer a wage decline of 6-7% for each percentage-point increase in the overall 
unemployment rate. The effect diminishes over time, but is still statistically significant 15 years 
later.

After a period of unemployment, the temptation to take any work at all can be strong. Wage 
scarring is one of the reasons to think this has lasting effects, and policies designed to minimise 
youth unemployment may sometimes exacerbate them. Spain, which has developed a scheme for 
rolling over temporary contracts to provide at least some chances of employment to the young, 
should pay heed to the experience of Japan in the early 2000s. Young people unemployed for a 
long time were channelled into “non-regular” jobs where pay was low and opportunities for 
training and career progression few. Employers seeking new recruits for quality jobs generally 
preferred fresh graduates (of school or university) over the unemployed or underemployed, 
leaving a cohort of people with declining long-term job and wage prospects: “youth left behind”, 
in the words of a recent OECD report. Japan’s “lost decade” workers make up a disproportionate 
share of depression and stress cases reported by employers.

Unemployment of all sorts is linked with a level of unhappiness that cannot simply be explained 
by low income. It is also linked to lower life expectancy, higher chances of a heart attack in later 
life, and suicide. A study of Pennsylvania workers who lost jobs in the 1970s and 1980s found 
that the effect of unemployment on life expectancy is greater for young workers than for old. 
Workers who joined the American labour force during the Great Depression suffered from a 
persistent lack of confidence and ambition for decades.

There are other social effects, too, such as “full-nest syndrome”. In 2008, 46% of 18- to 34-year-
olds in the European Union lived with at least one parent; in most countries the stay-at-homes 
were more likely to be unemployed than those who had moved out. The effect is particularly 
notable in the countries of southern Europe, where unemployment is high and declining fertility 
means small families: a recent study by CGIL, an Italian trade-union federation, found that more 
than 7m Italians aged between 18 and 35 were still living with their parents. Since 2001 one in 
four British men in their 20s, and one in six women, have “boomeranged” home for a period. This 
sort of change will, for good or ill, ripple on down the generations which may, if young people live 
longer and longer at home, become more spread out.

In lieu of jobs

In some countries, particularly in southern Europe, the main focus for governments should be on 
opening up labour markets that lock out younger workers (see article
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(http://www.economist.com/node/21528616) ). In countries with more flexible labour markets, 
the emphasis tends to be on “skilling up” young people. This is not a panacea.

Universities can be a source of skills and a place to sit out the doldrums, so students are entering 
and staying on at university more and more. American graduate schools have received at least 
20% more applications since 2008. But as they build up debts, not all these students will be 
improving their job prospects. Having a university degree still increases the chances of 
employment, but joblessness among college graduates in America is the highest it has been since 
1970.

There are dangers in vocational training, too. The Wolf report, a review of vocational education in 
Britain published this year, pointed out that the wrong kind of training can actually damage 
employment prospects. It found that almost a third of 16- to 19-year-olds in Britain are enrolled 
in low-level vocational courses that have little or no labour-market value. Research indicates that 
taking a year or two to complete schemes of this sort reduces lifetime earnings unless the 
schemes are combined with employer-based apprenticeships.

In Germany, seen by many as a model in this regard, a quarter of employers provide formal 
apprenticeship schemes and nearly two-thirds of schoolchildren undertake apprenticeships. 
Students in vocational schools spend around three days a week as part-time salaried apprentices 
of companies for two to four years. The cost is shared by the company and the government, and 
it is common for apprenticeships to turn into jobs at the end of the training. The youth-
unemployment rate in Germany, at 9.5%, is one of the lowest in the EU. Apprentice-style 
approaches practised in the Netherlands and Austria have had similar results.

Germany’s export-driven economy, with its army of specialised manufacturers, may be 
particularly suited to the apprenticeship model. It is not obvious how easily it could be imported 
into more service-oriented economies. America, for example, lacks the institutions—strong 
unions, compliant management and a hands-on government—that have made the German model 
so successful. Such programmes would also have to overcome cultural obstacles. Bill Clinton’s 
school-to-work initiative, a nod to the apprenticeship system, was derided as second-rate 
education. Even in the skilled trades where apprenticeships have caught on, the model has 
suffered because of the collapse of the construction industry. Britain, though, seems willing to 
give it a whirl. Last year 257,000 positions were created.

Yet this may be of little use to the hardest-to-reach under-25s, who often come from 
backgrounds where worklessness is the norm and the lack of adult role models creates aspiration 
gaps at an early age. “Targeted programmes with one-on-one attention are what these young 
people need,” believes Paul Brown, a director of the Prince’s Trust. “Policies aimed at all young 
people will only make the neediest fall through the cracks.”
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The Athenian approach

Youth unemployment in Mediterranean Europe
It’s grim down south
Young Greeks, Italians and Spaniards respond in different ways to their plight

ALTHOUGH Spain’s youth-unemployment figures are the European 
Union’s worst, those of Greece are not much better. Along with 
Italy (which fares a little better on this particular measure) these 
Mediterranean economies share a savage distinction between 
older “insiders” with permanent employment and generous 
benefits—a class which very definitely includes the countries’ 
politicians—and younger “outsiders” on short-term contracts with 
minimal entitlements.

In Italy, where the government has floated the idea of making it 
easier for firms to hire younger workers by easing some labour 
rules, the country’s largest trade-union federation shows what 
Italian youngsters are up against: “This would damage the rights 
of all workers in order to help the young,” Vincenzo Scudiere of 
the CGIL told the Wall Street Journal. A notorious Greek law 
passed in 1992 forced new entrants to the workforce (and their 
employers) to pay higher payroll taxes than those already 
employed. Savas Robolis, head of research at INE-GSEE, a union-
backed think-tank, says that over two-thirds of Greek employees 
are 43 or older.

Yet despite their similar predicaments, the youth of southern Europe has responded to the crisis 
in very different ways. When tens of thousands of young Spaniards emerged in May, apparently 
out of nowhere, to turn Puerta del Sol, a square in central Madrid, into a tent city, the tenor of 
their complaint was far from revolutionary. The earnest young protesters, dubbed indignados, 
devoted themselves to talking through and voting on every issue that occurred to them; alcohol 
was frowned upon.

Polls found that up to 80% of Spaniards had some sympathy with the peaceable young 
protesters, who have called without much controversy for a reform to Spain’s voting system to 
allow smaller parties to break the current duopoly, an end to political corruption, mercy for 
mortgage-defaulters and a bit of a biffing for bankers. Had their demands been more focused on 
the structures that keep them unemployed, enthusiasm might not have been as universal.

While young Spaniards have been demonstrating, young Italians have been emigrating. For some 
time Italy has been exporting more graduates than it imports. Italians of all ages feel a weary 
fatalism after a decade of almost no economic growth. Spaniards and Greeks, by contrast, have 
been whisked abruptly, and painfully, from boom to bust.
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Indeed, the Greek journey has been the most dramatic of all, and a tradition of sometimes 
violent protest found ample opportunity for expression after May 2010, when the country 
accepted its first international bail-out. Since then the youth-unemployment rate has risen by 
over a third. Barely a week goes by without some form of industrial action. In June, young 
protesters declared themselves aganaktismenoi (indignants) in solidarity with their Spanish 
counterparts. But Greece’s scenes of violence are a world away from peaceful Madrid.

And behind the sound and fury of Greece’s protests there is a growing sense among young people 
that they can do little to improve their prospects. Rather than ape the idealism of their Spanish 
brethren, many are following the Italian example and seeking opportunities elsewhere. It won’t 
be low-skilled workers leaving, as in the 1960s, says Mr Robolis: it will be an educated elite.

“[The protesters] accomplished nothing; they were just sent away,” says a young woman 
standing in front of Greece’s parliament handing out flyers advertising “cash for gold”. Her job 
pays €4 an hour, she says; she was lucky to get it through a friend.
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Europe’s debt crisis
Fudge, the final frontier
European leaders are at a fork in the road. They’ll probably go straight on.

SEPTEMBER is a cruel month in 
international monetary history, 
when regimes that once seemed 
inviolate have shattered. In 1931 it 
was the month when Britain went 
off the gold standard. In 
September 1992 the same country 
was booted out of the European 
Exchange Rate Mechanism. This 
month will not see the end of the 
euro, but could go a long way to 
deciding its fate.

The brief period of calm brought 
about by the European Central Bank (ECB) wading into the bond 
markets from early August to buy Italian and Spanish government 
debt is over. That intervention at first lowered Italian ten-year 
bond yields down from over 6% to around 5%. But yields have 
been creeping up since late August, and jumped above 5.5% on 
September 5th (see chart 1).

Equity markets, which had taken a battering over the summer, 
have been clobbered again this week. Germany’s Dax 30 index fell 
by over 5% on September 5th alone. Since the start of July it has 
declined by 27%. Italy’s benchmark index is down by 29%, 
France’s by 23%. Such falls have outplunged America, where the 
S&P 500 has lost 11% over the same period.

European banks have suffered still steeper drops. German banks are down by 36% since early 
July, Italian ones by 38% and French banks by 43%. Plenty of spectres stalk the sector, among 
them the naming on September 2nd of some big European lenders in lawsuits filed by the US 
Federal Housing Finance Agency for mis-selling mortgage-backed debt. But the biggest by far is 
the potential loss that European banks face on their holdings of sovereign debt. Credit-default 
swaps on European banks are above even the levels they reached in late 2008.

In running from some markets, investors have overwhelmed others. The inexorable rise of the 
Swiss franc, in demand as a haven in troubled times, is threatening the health of Swiss 
exporters. The Swiss National Bank this week announced that it would cap its value against the 



single currency (see article (http://www.economist.com/node/21528631) ). That will mean even 
greater demand for German Bunds, whose ten-year yields fell to a record low of 1.85%.

The market volatility reflects three sources of uncertainty. The first surrounds the ability of 
Europe’s political classes to carry out their promises. Euro-zone bigwigs agreed in July to put 
together a new rescue package for Greece and to ramp up the scale and remit of the European 
Financial Stability Facility (EFSF), the euro area’s bail-out fund. One hurdle was negotiated on 
September 7th when the German constitutional court endorsed the legality of bailing out 
European countries. But the plan still needs to be ratified by all 17 euro-zone parliaments.

The willingness of pressurised countries to get their houses in order is also in doubt. The flip-
flopping of Silvio Berlusconi’s government in pushing through the austerity measures it pledged 
for Italy during the summer has perturbed investors. Officials from the IMF and Europe reviewing 
Greece’s bail-out programme suspended talks and pulled out of Athens on September 2nd 
because of reform slippage.

The second source of uncertainty centres on Europe’s capacity to grow even as euro-zone 
countries rush to pass national laws that bind them to the mast of budgetary restraint: Spain, for 
example, is enshrining a budget-deficit cap in its constitution. The euro area grew by a paltry 
0.2% in the second quarter, suffering both from the global slowdown and weakness in domestic 
sources of demand, with consumer spending falling by 0.2%, the first decline for two years.

Sentimental journey

The economic-sentiment index 
published by the European 
Commission, which tends to track 
GDP growth, fell in August by 4.7 
points to 98.3, taking it below its 
long-run average over the past two 
decades. This composite measure 
of confidence took a particular 
tumble in Germany, hitting hopes 
that the euro area’s biggest 
economy could help pull southern 
Europe out of the mire. The 
premature tightening in monetary policy this year has done nothing to help, although the ECB 
was expected to keep its main interest rate unchanged at 1.5% on September 8th (after The 
Economist had gone to press).

The third and biggest source of uncertainty is the inadequacy of the euro zone’s bail-out arsenal. 
A beefier EFSF—with an effective lending capacity of €440 billion ($620 billion), some of it 
already committed—can cope with small economies like Ireland and Portugal and provide help for 
Spain. But the moment markets started to fret about Italy in July, the strategy looked broken-
backed. The third-biggest economy in the euro area, with total debt of €1.9 trillion, is simply too 
big for the EFSF to rescue. Charles Wyplosz, an economist at the Graduate Institute in Geneva, 
says that this was the critical moment when the scale of a potential rescue overwhelmed the 
resources available to mount one.

Since the EFSF is too puny to do the job it has been given, the solution might appear obvious: to 
bulk it up still further. But the EFSF’s borrowing is backed by guarantees from euro-area states, 
each of which vouches for an amount roughly in line with its share of the euro-area economy. The 
bigger these commitments get the more they add to worries about countries’ overstretched public 
finances. Ratings downgrades would reduce the EFSF’s resources or force it to operate as a less 
highly rated, and more expensive, borrower.



Relying upon the ECB to hold the fort is tricky, too. The central 
bank made its latest bond purchases with ill-disguised reluctance 
and, importantly, they were opposed by Jens Weidmann, the 
president of the German Bundesbank. Whatever its legal 
independence and ability to finance the purchases by creating 
money, the ECB depends implicitly upon support from the German 
public. An extended programme of bond purchases could forfeit 
that—indeed, trust in the institution is already waning (see chart 
2).

A more fundamental step towards a fiscal union may be needed. 
One way forward is to introduce Eurobonds, which would pledge 
“joint and several” liability. In theory that could mean that a small state is on the line for such 
debt; in practice it would mean Germany. Advocates of Eurobonds point out that the public 
finances of the euro area, taken as a whole, compare favourably with other big economies such 
as America and Britain, whose governments are currently able to borrow at record low yields. If 
the euro area were able to borrow as a whole, it too should benefit from low borrowing costs, 
helped by the liquidity advantage of creating what could become a vast government-bond 
market.

But critics of Eurobonds say that creating them within the current framework would actually 
weaken budgetary discipline, reducing the incentives for weaker states to get their finances in 
order. The legal obstacles are daunting: unlike the EFSF, they would require changes to European 
treaties. The political barriers are higher still: their introduction would push up Germany’s 
borrowing costs quite steeply. The German and French governments have ruled them out, at 
least for now.

If a big leap towards fiscal union is unlikely, what of the opposite outcome, a break-up of the 
single currency? Until recently the idea of the euro area fragmenting seemed far-fetched. It says 
something about the pass to which Europe has come that this is now a possibility being seriously 
discussed.

There are two ways in which a break-up could occur. First, weaker countries like Greece could 
decide that life outside the single currency might be more tolerable than life inside it. If output 
continues to slide not just this year but next and unemployment continues to rise, political 
pressures may mount within Greece to leave the club.

The second break-up scenario would be for Germany and some small creditworthy economies like 
the Netherlands to set up a new currency. The dilemma for Germany, says David Marsh, an 
historian of the euro, is that there is now an agonising trade-off between being European and 
achieving the country’s cherished goal of economic and monetary stability. Even so, he does not 
expect Germany to break away. Its political class remains resolutely pro-European. The ruling 
CDU party is proud of its heritage as a European party; the opposition parties favour solutions 
like Eurobonds. More to the point, policymakers who have repeatedly bailed out Greece (2.5% of 
euro-zone GDP) for fear of the consequences of default will surely be petrified of the impact of a 
wider break-up.

Barry Eichengreen, a monetary historian at the University of California, Berkeley, says that the 
economic costs of disintegration would be catastrophic for Europe and beyond. In the case of 
Greece, he fears the result would be a 1930s-style Depression brought about in particular by the 
collapse of the financial system. If Germany were to leave, its export-based manufacturing 
economy would take a body blow as the new currency soared. Other costs are incalculable 
because much would depend on responses that cannot readily be modelled: a Greek exit, say, 
could spark bank runs in other peripheral countries.
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Fragment analysis

Not everyone accepts these dire warnings. Daniel Gros of CEPS, a think-tank in Belgium, thinks 
that the impact on other vulnerable countries of a Greek exit could be contained as long as 
European leaders made clear that they would be protected. Charles Calomiris of Columbia 
Business School argues that Greece could ultimately benefit by leaving because it would bring 
about both the harsh default needed to restore debt sustainability and the big devaluation needed 
to restore the country’s competitiveness. As for Germany, it has a knack of coping with a high 
exchange rate.

Fear of the consequences of break-up is the strongest reason why fiscal union seems a more 
probable outcome than a fragmentation of the euro. But Europe’s institutional and political 
capacity to take bold decisions in a crisis is feeble. That is why the immediate focus of debate is 
on how to gear up the EFSF so that even with its limited resources it could do more.

The facility should be turned into a bank, say Mr Gros and Thomas Mayer of Deutsche Bank. It 
could then do a lot more by borrowing from the ECB to finance its activities. An alternative 
suggestion, from Mr Wyplosz, is that the ECB issues guarantees for sovereign bondholders. These 
warranties would be partial, but they would put a floor on potential losses. Another option is for 
the EFSF to offer investors protection against a first loss on bonds, and for the ECB to provide 
those investors with cheap, non-recourse loans. Euro-zone leaders decry the financial engineering 
that sparked the banking crisis. They are coming to appreciate its merits.
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Currency interventions
Francs for nothing
The Swiss drive down the value of their currency

CENTRAL banks have historically been regarded as the guardians 
of a currency’s value, but occasionally they want to drive their 
exchange rates down. Rarely have they acted as aggressively as 
the Swiss National Bank (SNB) did on September 6th. Announcing 
a “minimum” exchange rate of SFr1.20 per euro (in effect, a 
ceiling), the SNB said it would buy “unlimited quantities” of foreign 
currency in exchange for Swiss francs, which have become a 
haven for investors fleeing the euro zone’s debt crisis. The central 
bank declared that: “The current massive overvaluation of the 
Swiss franc poses an acute threat to the Swiss economy and 
carries the risk of a deflationary development.” The franc fell from 
SFr1.11 to SFr1.20 to the euro almost immediately.

In theory, it should be much easier for a central bank to drive its currency down than to push it 
up. When the Bank of England was trying to keep the pound in the Exchange Rate Mechanism in 
1992, it had to use its limited foreign-exchange reserves to buy sterling. But the SNB can create 
francs without limit if it wants to. In short, the SNB is using quantitative easing (QE) with the aim 
of driving down its exchange rate. Other central banks (notably the Federal Reserve) have denied 
that currency weakness is the explicit aim of QE, although the dollar’s weakness is regarded by 
enthusiasts as a positive side-effect of the policy.

Given the weak economic outlook, most governments would like to see their currencies fall to 
give their exporters a chance of seizing a bigger share of global trade. The risk, as in the 1930s, 
is of “beggar-thy-neighbour” devaluations. “This marks a major new round in the currency war,” 
says Chris Turner, head of foreign-exchange strategy at ING. “Could not Japan also set a 
minimum yen/dollar exchange rate at 75 as a means to battle deflation?”

The euro zone in particular may rue the Swiss move. Unlimited Swiss buying of euros could push 
up the single currency, adding to deflationary pressures in the region. The SNB is also likely to 
invest the proceeds in French and German government bonds, causing the spread between the 
yields on such bonds and those of Italy and Spain to widen. Such spreads are seen as a signal of 
risk aversion and may pile more pressure on peripheral countries.

The Swiss felt they had no choice. They had been attempting to drive down the franc by 
intervening in the money markets to little lasting effect. Their exporters were suffering from the 
strength of the franc. Companies from Clariant, a chemicals group, to Swatch, a watchmaker, 
have blamed disappointing profits on the currency. UBS recently introduced a charge on 
institutional customers which held excess deposits in their accounts.
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Imposing a ceiling carries big risks. Central banks cannot target both their exchange rate and 
inflation. The Swiss monetary base is almost 50% of GDP (the equivalent figure for America is 
18%), although inflation remains subdued at 0.2% in August. There are also questions about 
what happens if the strategy fails. The SFr20 billion losses ($23.3 billion) incurred in 2010 thanks 
to previous interventions have sparked calls for the resignation of Philipp Hildebrand, the SNB’s 
president. This looks like a last throw of the dice.
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The Middleton effect

Coloured gemstones
Rubies in the sky with diamonds
Prices are up, thanks to extravagant Asians and edgy Westerners

THAT nervy investors pile into gold is well known: the price of the 
yellow metal breached $1,900 an ounce again this week. But 
growing numbers are also venturing farther afield, into gemstones 
such as rubies, sapphires and emeralds. Although coloured stones 
are a hotch-potch of an asset class, anecdotal evidence points to 
surging values.

Dealers say prices for high-quality rubies are up by 50% this year 
and have doubled in the past two years. Top-notch sapphires that 
in 2009 would have fetched $65,000-80,000 per carat (a unit of 
mass equal to 200 milligrams) now change hands for $150,000 or 
more, says Joe Menzie, a former head of the International 
Coloured Gemstone Association. In a recent auction to 
wholesalers, African emeralds sold for 63% more per carat than 
higher-quality stones fetched last December. Even stones of 
average quality are up by 20-25% this year, says one dealer. The 
boom has also boosted semi-precious stones, such as rubellite and 
red spinel, worn by those who can’t quite stretch to a ruby. “Some 
semi-precious stones are now priced as if they were precious,” says Guy Clutterbuck of CGM, 
which sells to retailers.

There are several forces driving the price rises. The strongest is surging demand from faster-
growing economies, particularly China and India. Both countries have a long-standing passion for 
coloured stones, some of which are seen as bringing good luck (yellow sapphires in Hinduism, for 
instance). Their new rich flaunt them as status symbols at dinner parties in Shanghai and 
Mumbai. One American dealer reports difficulty getting hold of tanzanite, a blue semi-precious 
stone. He can sell it for $300 per carat and will thus pay up to $280, but cannot compete with 
Chinese wholesalers willing to pay $350 so they can sell to domestic clients for $400. A 
contributing factor is the rise of the yuan against the dollar, the denominating currency for 
gemstone prices.

A second force is economic insecurity. Like gold, gemstones are seen by some as a tangible store 
of value in turbulent times. Dealers are increasingly being asked to put together collections for 
wealthy Americans who want to diversify away from paper investments. “Wall Street types are 
reading the auction results and picking up the phone,” says Edward Boehm of RareSource, which 
buys stones from mines.
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A third factor is supply shortages. Unlike the artificial constraints imposed on diamond supply by 
big sellers, gemstone shortages are real. Good-quality coloured stones are hard to find in the 
ground at the best of times. The outfits digging for them tend to be tiny compared with the 
diamond giants: one of the biggest emerald miners, Gemfields, has a market value of just $66m 
(though it is growing smartly). “It is much more a business of mavericks” than diamonds is, says 
Mr Clutterbuck. Local politics have contributed to shortages. In 2008 America banned imports of 
gemstones from junta-ruled Myanmar, a major source of rubies. Madagascar has sapphire 
deposits but its politics are dysfunctional and its infrastructure poor.

Celebrity endorsements give another, albeit fleeting, boost. Demand for blue sapphire rocketed in 
America when Prince William proposed to Kate Middleton with a sapphire-and-diamond 
engagement ring, says Douglas Hucker, head of the American Gem Trade Association.

Can the boom continue? Optimists argue that coloured stones are catching up with diamonds 
(which have not enjoyed the same price rises lately) in terms of cachet. This would be a 
restoration of former glory: coloured gems were recognised as valuable centuries before anyone 
cared for diamonds, points out Ian Harebottle, chief executive of Gemfields, but in the 20th 
century diamonds took over, thanks largely to shrewd marketing. He thinks coloured gems could 
be “superstars” if their rarity is marketed just as cleverly. It should help that investors have 
growing opportunities to resell via specialist auctions.

But buyers need to be careful. Coloured stones vary hugely in quality. The grading system is less 
sophisticated and more subjective than that for diamonds. Tales of buyers (and banks that accept 
stones as collateral) getting burned abound. A newcomer can easily be fooled into believing a Sri 
Lankan sapphire is a more valuable one from Kashmir. Unscrupulous dealers have been known to 
shove duff stones into the types of collection now being bought by Americans.

Even with hand-holding from an honest expert, buyers face risks. Coloured-gem prices have 
jumped and slumped before. A decade ago, emerald prices tumbled after a well-known jeweller 
was sued over a flawed stone. If Asian buyers retrenched, current prices would look hard to 
justify. But if prices do crash, a ruby can at least be worn to the theatre. A share certificate 
doesn’t even make good toilet paper.
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Buttonwood
All in the same boat
Why global stockmarkets have become more correlated

DIVERSIFICATION is supposed to be one of the rare free lunches 
in finance. Spread your assets geographically (or by asset class) 
and the chances are that your investments will not rise and fall 
together. Investors should be able to get the same reward with 
less risk.

But, as the chart shows, global stockmarkets have steadily 
become more correlated over the past few decades. Wake to the 
financial headlines on any given morning and you will find that a 
sell-off in Asia has spread to Europe and that, all too often, both 
continents are reacting to a late plunge on Wall Street. It is rare 
for individual markets to go against the trend.

As a consequence, the fundamentals of individual economies can be less important to their short-
term equity performance than investors might expect. Emerging markets have better growth 
prospects and sounder public finances than their developed-world counterparts. But those 
Western investors who have sought to take advantage of these differences can end up feeling 
disappointed. At the end of August, the MSCI emerging-markets index was down by 10.3% in 
dollar terms since the start of the year. The developed-world index was down by 5.4% over the 
same period.

Globalisation is partly to blame. The volume of world trade has risen in every year bar one (2009) 
over the past decade and now represents 29.7% of GDP, up from 23.8% in 2001. Many 
developed countries are counting on a surge in exports to boost their own sluggish domestic 
economies.

It is not just a question of trade. Many of the world’s leading companies are multinationals with 
operations scattered throughout the world. The recent poor growth record of the developed world 
means that many Western firms are pinning their expansion hopes on Asia or Latin America. By 
the same token emerging-market exporters like Samsung or Petrobras need consumers in Europe 
and America to keep spending. Analysis by BNP Paribas finds, for example, that more than 20% 
of the revenues of constituent companies of the Dow Jones Industrial Average comes from 
emerging markets; 36% of the revenues of FTSE 100 companies is generated in North America; 
and almost 14% of the revenues of listed Korean companies stems from Europe.

The Federal Reserve may also be playing its part. Investors have been relying on the Fed not just 
to revive the American economy but to prop up asset markets through its bouts of quantitative 
easing (QE). Since the dollar is still the global reserve currency, Fed decisions affect investors all 
round the world. When Ben Bernanke hinted at a second round of QE in August 2011, the 
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resulting rally was global, not just confined to Wall Street. Fund managers around the world are 
hoping he opts for a third round.

Another crucial factor may be the existence of large fund-management firms, whose portfolios 
are diversified across the globe. A new academic paper* looks at how these funds may act to 
transmit shocks from one market to another.

Fund managers do not make their buy-and-sell decisions based on the economic fundamentals 
alone. They have to adjust their portfolios as clients send them more money or ask to redeem 
their holdings. If retail investors in Iowa want their money back, fund managers have to sell 
something and that may mean Brazilian or Chinese equities.

Those Iowans may well be reacting to domestic news, such as the debt-ceiling crisis in late July 
or Standard & Poor’s downgrade of America’s credit rating. But the result of their actions is that 
global markets fall in unison. The authors describe the process in this way: “Global funds 
substantially alter portfolio allocations in emerging markets in response to funding shocks from 
their investor base.” They found that those emerging markets that were most exposed to these 
global funds were both more correlated with one another, and more correlated with the 
developed markets in which the funds are domiciled.

There is an irony at work here. Global funds are invested in Brazil and China because investors 
want a diversified portfolio. But the very act of diversification means that these markets become 
more tied to the developed world and the rewards of diversification are accordingly reduced. It is 
not really diversification when everyone has the same idea.

* “Asset Fire Sales and Purchases and the International Transmission of Funding Shocks”, by Chotibhak Jotikasthira and Christian Lundblad of the 

University of North Carolina, and Tarun Ramadorai of the Said Business School in Oxford, August 2011

Economist.com/blogs/buttonwood (http://www.economist.com/blogs/buttonwood) 



World politics Business & finance Economics Science & technology Culture Blogs Debate & discuss Multimedia Print edition

Sep 10th 2011 | from the print edition 

Banking regulation
Capital punishment
Measuring the price of regulation

LIKE the bloke in a bar who methodically offers to buy each of the single women a drink, 
investment bankers are optimists at heart. Not any more. They are now almost universally 
despondent as the combined effect of new regulations, sluggish economies and skittish markets 
threaten swingeing cuts to their profits, their pay and, for many, their jobs.

Start with the state of the markets. A tumultuous second quarter, in which the earnings of most 
big investment banks slumped as clients held back from issuing or buying bonds and stocks, 
seems to have been followed by an even more torrid third quarter. “We’ve had five consecutive 
months of low activity,” says the head of investment banking at one of Europe’s largest firms. 
“[As a bank] you need to create some activity or you are screwed.”

Investment banking is an inherently cyclical business: it staged a remarkable mini-bounceback in 
2009, for instance. But this downturn is likely to be far more durable. The grimness of the long-
term economic outlook is one reason. The fact that a complete overhaul of banking regulation is 
now really starting to bite is another.

Among other things, the new rules require banks to hold more capital against losses and bigger 
pools of liquid assets that can be quickly turned into cash if funding markets run dry. Big banks 
have already started to cut the size of their balance-sheets, mainly as a result of being forced to 
hold more capital against their trading books under the so-called Basel 2.5 rules, which come into 
force in 2012.

The final Basel 3 regime will have them set aside yet more. Although it is due to come into full 
effect only in 2019, its impact is already being felt. Many banks are hoping to hit its capital 
targets by 2015 in a show of strength to investors. That will be a struggle: the Institute of 
International Finance (IIF), a financial lobby group, reckons that banks need some $1.3 trillion in 
additional capital on top of what they had at the end of 2010.

Holding more capital and lower-yielding liquid assets will depress returns. McKinsey, a 
consultancy, reckons that if the world’s biggest banks did nothing to offset the impact of the new 
rules, their returns on equity in investment banking would fall from about 20% in 2010 to about 
7%. Even if firms charge clients more and close down capital-intensive businesses, among other 
steps, returns would still dip to 12-14%, barely covering their costs of capital. That will not do 
much to entice investors to buy shares, especially given the risk of greater volatility than other 
sectors.

Reducing leverage might also reveal an uncomfortable truth, which is that much of what banks 
did before the crisis was not particularly profitable. During the boom many banks boosted 
earnings simply by levering up, masking poor returns on assets with the magic of debt. In 
America banks typically held about $30 in assets for each $1 of their equity, while some 
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European banks stuffed their balance-sheets with up to 80 times more assets than equity. An 
unpublished study by Credit Suisse, an investment bank, found that with the exception of 
Goldman Sachs, none of its rivals would have consistently made returns much above the cost of 
their capital before the crisis had they been forced to limit their leverage to sane levels.

Rewriting the rule book, for retail and corporate lenders as well as 
investment banks, makes sense in terms of financial stability but 
risks constraining the supply of credit or raising its price as banks 
seek to bolster returns. This is not an abstract risk. Lending to the 
private sector remains horribly subdued (see chart), although it is 
difficult to be sure whether this is because borrowers shun banks 
or the other way round.

The IIF reckons the combined impact of new banking regulations 
may be to trim GDP by 0.7% a year over the next five years and 
could cost some 7.5m jobs over the period. Those numbers are 
higher than the findings of official studies. Judging their credibility 
is hard, both because there are large dollops of self-interest to factor in and because any 
calculation is more art than science. But the IIF is correct to point out that the new rules will not 
be free. When even investment bankers fret, it is a pretty good signal to the rest of us to order a 
stiff drink.
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The redback abroad
Offshore thing
London wants to become a hub for trading in the yuan

WHEN the pound sterling reigned as the world’s dominant international currency, the City of 
London claimed the lion’s share of the market for sterling bills of exchange, with which foreigners 
financed their cross-border trade and investment. After sterling was toppled by the greenback, 
London then invented the “euro-dollar” market, which allowed people to deposit dollars and 
borrow them in an offshore market beyond the reach of America’s capital controls. London’s 
banks are now readying themselves to profit from the growing offshore market in China’s 
currency, the yuan.

According to the Financial Times, Wang Qishan, a Chinese vice-premier, was due to give China’s 
official blessing to London’s efforts during a visit to Britain this week. The offshore business is still 
in its infancy, but is growing fast. China now allows yuan to circulate freely outside its borders, 
but not across them. Foreigners must earn yuan by selling goods to China or, in some cases, 
direct stakes in their companies. They can deposit these yuan in banks offshore, or invest them in 
offshore bonds, but they cannot invest them on the mainland without the government’s 
permission.

The bulk of this offshore business now resides in Hong Kong, where yuan deposits totalled over 
572 billion (almost $90 billion) in July. All of the offshore bonds launched to date have been 
issued in Hong Kong, where they are known as “dim sum” bonds, after the popular Cantonese 
dishes. Hong Kong and Macau also host the only two banks outside the mainland that can clear 
yuan claims with China’s central bank, the People’s Bank of China (PBOC).

Potential rivals, such as London, are unlikely to knock Hong Kong off its perch. The territory 
enjoys an inimitable position as an offshore, yet in-country, financial centre—its success is even 
written into China’s latest five-year plan. But there is little to stop other financial centres 
competing for a smaller share of the offshore business. In Singapore, for example, banks now 
offer yuan deposits and bond funds. Its central bank is one of a dozen that have agreements with 
the PBOC to swap their currencies for yuan. Nigeria’s central bank hopes to set up a similar swap 
line; its governor would also like to park up to 10% of the country’s $35 billion of foreign-
exchange reserves in the yuan. If China wants foreigners to trade its currency, it cannot be too 
fussy about where they do it.

London can boast great depth of experience in foreign exchange and a convenient time zone. 
Now all it needs is a deep pool of yuan deposits, a generous swap line with the PBOC, an enticing 
menu of yuan securities, and a catchy, local name with which to market them. Egg-fried bonds, 
anyone?
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Impact investing
Happy returns
The birth of a virtuous new asset class

“BACKING someone to live,” is how 
Leapfrog Investment’s first deal is 
described by Jim Roth, the co-
founder of the “profit with purpose” 
private-equity firm. That was two 
years ago, a $6.7m stake in AllLife, 
a South African firm that provides 
life insurance to people with AIDS 
and infected with HIV, subject only 
to the condition that they submit to 
regular blood tests to prove they 
are taking their life-saving anti-
retroviral drugs.

“This provides cover to people whom other insurers shun, makes it possible for them to get other 
financial services like a mortgage, and is highly profitable,” says Mr Roth. Other microinsurance 
investments have followed, in Kenya and, this week, in an Indian firm called Shiram that 
distributes savings, insurance and investment products to millions of poor people.

How Leapfrog’s investments perform will be closely watched. Although its $135m fund is small, 
Leapfrog is one of the potential stars of what JPMorgan last year described as an emerging new 
alternative-asset class called “impact investments”, designed to yield both a financial return and 
a broader benefit to society. The latest $15m investment is intended to help Shriram grow within 
a year to serve 10m people, 85% living on less than $2.50 a day. But it should also “generate 
private-equity returns”, says Mr Roth, which should mean several percentage points a year more 
over a decade than a stockmarket index.

Not everyone is convinced that impact investing is a true asset class. “Impact investing touches 
every asset class,” says Ron Cordes, who made a fortune in traditional finance before co-founding 
Impact Assets, an intermediary focused on building up the sector. “But many people think hedge 
funds are an asset class, and by that yardstick impact investment is, too.”

Mr Cordes shares the bullishness of JPMorgan, which predicts that by 2020 there could be 
between $400 billion and $1 trillion invested this way, generating cumulative profits over ten 
years of between $183 billion and $667 billion. There is already demand from a broad mix of 
investors, as Leapfrog illustrates. Its backers range from philanthropists such as George Soros, a 
hedge-fund manager, and Pierre Omidyar, the founder of eBay, to banks, reinsurers and pension 
funds.
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These investors have greater choice than ever. Five years ago anyone wanting explicitly to 
combine financial returns with virtue was limited to investing in social housing for poorer people 
in rich countries, microcredit and a handful of ethical mutual funds that shun sinful shares such 
as tobacco and defence companies. In June Impact Assets published a list of the top 50 impact 
investors, ranging from Blue Orchard, which has invested around $1 billion in microcredit, to 
IGNIA, which is investing its first $100m fund in growing small businesses in Latin America and is 
about to start raising a second fund.

What differentiates an impact investor from a regular sort is much debated. “It is about having 
the right intentions, to improve the world as well as make money, and about taking seriously the 
process, especially measuring social performance,” says Jed Emerson, co-author of a new book 
on impact investing. Leapfrog has turned down investments that a regular fund might have 
made: Mr Roth gives the example of a fast-growing African insurer that makes large profits by 
doing all it can to avoid paying claims. But the tensions between business and social principles 
are not always easily resolved: one worry is that warm-hearted types may be reluctant to fire 
underperforming managers.

Other hurdles must be overcome if impact investing is to soar. New regulations are needed (to 
clarify, for instance, whether pension funds can invest with an explicitly social purpose). More 
people need to be tempted out of mainstream finance. Better metrics for social impact are 
essential. None of this is easy, especially in turbulent times. On the other hand, Mr Cordes says 
that the penny dropped for him in 2008, when the financial markets crashed and “microfinance 
debt was the top-performing piece of my portfolio.”
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Economics focus
The celestial economy
By 2030 China’s economy could loom as large as Britain’s in the 1870s or 
America’s in the 1970s

IT IS perhaps a measure of 
America’s resilience as an economic 
power that its demise is so often 
foretold. In 1956 the Russians 
politely informed Westerners that 
“history is on our side. We will bury 
you.” In the 1980s history seemed 
to side instead with Japan. Now it 
appears to be taking China’s part.

These prophesies are “self-
denying”, according to Larry 
Summers, a former economic 
adviser to President Barack Obama. 
They fail to come to pass partly 
because America buys into them, then rouses itself to defy them. “As long as we’re worried about 
the future, the future will be better,” he said, shortly before leaving the White House. His speech 
is quoted in “Eclipse”, a new book by Arvind Subramanian of the Peterson Institute for 
International Economics. Mr Subramanian argues that China’s economic might will overshadow 
America’s sooner than people think. He denies that his prophecy is self-denying. Even if America 
heeds its warning, there is precious little it can do about it.

Three forces will dictate China’s rise, Mr Subramanian argues: demography, convergence and 
“gravity”. Since China has over four times America’s population, it only has to produce a quarter 
of America’s output per head to exceed America’s total output. Indeed, Mr Subramanian thinks 
China is already the world’s biggest economy, when due account is taken of the low prices 
charged for many local Chinese goods and services outside its cities. Big though it is, China’s 
economy is also somewhat “backward”. That gives it plenty of scope to enjoy catch-up growth, 
unlike Japan’s economy, which was still far smaller than America’s when it reached the 
technological frontier.

Buoyed by these two forces, China will account for over 23% of world GDP by 2030, measured at 
PPP, Mr Subramanian calculates. America will account for less than 12%. China will be equally 
dominant in trade, accounting for twice America’s share of imports and exports. That projection 
relies on the “gravity” model of trade, which assumes that commerce between countries depends 
on their economic weight and the distance between them. China’s trade will outpace America’s 



both because its own economy will expand faster and also because its neighbours will grow faster 
than those in America’s backyard.

Mr Subramanian combines each country’s share of world GDP, trade and foreign investment into 
an index of economic “dominance”. By 2030 China’s share of global economic power will match 
America’s in the 1970s and Britain’s a century before (see chart). Those prudent American 
strategists preparing their countrymen for a “multipolar” world are wrong. The global economy 
will remain unipolar, dominated by a “G1”, Mr Subramanian argues. It’s just that the one will be 
China not America.

Mr Subramanian’s conclusion is controversial. The assumptions, however, are conservative. He 
does not rule out a “major financial crisis”. He projects that China’s per-person income will grow 
by 5.5% a year over the next two decades, 3.3 percentage points slower than it grew over the 
past two decades or so. You might almost say that Mr Subramanian is a “China bear”. He lists 
several countries (Japan, Hong Kong, Germany, Spain, Taiwan, Greece, South Korea) that 
reached a comparable stage of development—a living standard equivalent to 25% of America’s at 
the time—and then grew faster than 5.5% per head over the subsequent 20 years. He could find 
only one, Nicolae Ceausescu’s Romania, which reached that threshold and then suffered a worse 
slowdown than the one he envisages for China.

He is overly sanguine only on the problems posed by China’s ageing population. In the next few 
years, the ratio of Chinese workers to dependants will stop rising and start falling. He dismisses 
this demographic turnaround in a footnote, arguing that it will not weigh heavily on China’s 
growth until after 2030.

Both China and America could surprise people, of course. If China’s political regime implodes, “all 
bets will be off”, Mr Subramanian admits. Indonesia’s economy, by way of comparison, took over 
four years to right itself after the financial crisis that ended President Suharto’s 32-year reign. 
But even that upheaval only interrupted Indonesia’s progress without halting it. America might 
also rediscover the vim of the 1990s boom, growing by 2.7% per head, rather than the 1.7% Mr 
Subramanian otherwise assumes. But even that stirring comeback would not stop it falling behind 
a Chinese economy growing at twice that pace. So Americans are wrong to think their “pre-
eminence is America’s to lose”.

Bratty or benign?

If China does usurp America, what kind of hegemon will it be? Some argue that it will be a 
“premature” superpower. Because it will be big before it is rich, it will dwell on its domestic needs 
to the neglect of its global duties. If so, the world may resemble the headless global economy of 
the inter-war years, when Britain was unable, and America unwilling, to lead. But Mr 
Subramanian prefers to describe China as a precocious superpower. It will not be among the 
richest economies, but it will not be poor either. Its standard of living will be about half America’s 
in 2030, and a little higher than the European Union’s today.

With luck China will combine its precocity in economic development with a plodding conservatism 
in economic diplomacy. It should remain committed to preserving an open world economy. 
Indeed, its commitment may run deeper than America’s, because its ratio of trade to GDP is far 
higher.

China’s dominance will also have limits, as Mr Subramanian points out. Unlike America in the 
1940s, it will not inherit a blank institutional slate, wiped clean by war. The economic order will 
not yield easily to bold new designs, and China is unlikely to offer any. Why use its dominant 
position to undermine the very system that helped secure that position in the first place? In a 
white paper published this week, China’s State Council insisted that “China does not seek regional 
hegemony or a sphere of influence.” Whether it is precocious or premature, China is still a 
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tentative superpower. As long as it remains worried about the future, its rivals need not worry 
too much.
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Misconduct in science
An array of errors
Investigations into a case of alleged scientific misconduct have revealed 
numerous holes in the oversight of science and scientific publishing

ANIL POTTI, Joseph Nevins and 
their colleagues at Duke University 
in Durham, North Carolina, 
garnered widespread attention in 
2006. They reported in the New 
England Journal of Medicine that 
they could predict the course of a 
patient’s lung cancer using devices 
called expression arrays, which log 
the activity patterns of thousands 
of genes in a sample of tissue as a 
colourful picture (see above). A few 
months later, they wrote in Nature 
Medicine that they had developed a similar technique which used gene expression in laboratory 
cultures of cancer cells, known as cell lines, to predict which chemotherapy would be most 
effective for an individual patient suffering from lung, breast or ovarian cancer.

At the time, this work looked like a tremendous advance for personalised medicine—the idea that 
understanding the molecular specifics of an individual’s illness will lead to a tailored treatment. 
The papers drew adulation from other workers in the field, and many newspapers, including this 
one (see article (http://www.economist.com/node/8074821) ), wrote about them. The team then 
started to organise a set of clinical trials of personalised treatments for lung and breast cancer. 
Unbeknown to most people in the field, however, within a few weeks of the publication of the 
Nature Medicine paper a group of biostatisticians at the MD Anderson Cancer Centre in Houston, 
led by Keith Baggerly and Kevin Coombes, had begun to find serious flaws in the work.

Dr Baggerly and Dr Coombes had been trying to reproduce Dr Potti’s results at the request of 
clinical researchers at the Anderson centre who wished to use the new technique. When they first 
encountered problems, they followed normal procedures by asking Dr Potti, who had been in 
charge of the day-to-day research, and Dr Nevins, who was Dr Potti’s supervisor, for the raw data 
on which the published analysis was based—and also for further details about the team’s 
methods, so that they could try to replicate the original findings.

A can of worms

Dr Potti and Dr Nevins answered the queries and publicly corrected several errors, but Dr 
Baggerly and Dr Coombes still found the methods’ predictions were little better than chance. 
Furthermore, the list of problems they uncovered continued to grow. For example, they saw that 



in one of their papers Dr Potti and his colleagues had mislabelled the cell lines they used to derive 
their chemotherapy prediction model, describing those that were sensitive as resistant, and vice 
versa. This meant that even if the predictive method the team at Duke were describing did work, 
which Dr Baggerly and Dr Coombes now seriously doubted, patients whose doctors relied on this 
paper would end up being given a drug they were less likely to benefit from instead of more 
likely.

Another alleged error the researchers at the Anderson centre discovered was a mismatch in a 
table that compared genes to gene-expression data. The list of genes was shifted with respect to 
the expression data, so that the one did not correspond with the other. On top of that, the 
numbers and names of cell lines used to generate the data were not consistent. In one instance, 
the researchers at Duke even claimed that their work made biological sense based on the 
presence of a gene, called ERCC1, that is not represented on the expression array used in the 
team’s experiments.

Even with all these alleged errors, the controversy might have been relegated to an arcane 
debate in the scientific literature if the team at Duke had not chosen, within a few months of the 
papers’ publication (and at the time questions were being raised about the data’s quality) to 
launch three clinical trials based on their work. Dr Potti and his colleagues also planned to use 
their gene-expression data to guide therapeutic choices in a lung-cancer trial paid for by 
America’s National Cancer Institute (NCI). That led Lisa McShane, a biostatistician at the NCI who 
was already concerned about Dr Potti’s results, to try to replicate the work. She had no better 
luck than Dr Baggerly and Dr Coombes. The more questions she asked, the less concrete the 
Duke methods appeared.

In light of all this, the NCI expressed its concern about what was going on to Duke University’s 
administrators. In October 2009, officials from the university arranged for an external review of 
the work of Dr Potti and Dr Nevins, and temporarily halted the three trials. The review 
committee, however, had access only to material supplied by the researchers themselves, and 
was not presented with either the NCI’s exact concerns or the problems discovered by the team 
at the Anderson centre. The committee found no problems, and the three trials began enrolling 
patients again in February 2010.

Finally, in July 2010, matters unravelled when the Cancer Letter reported that Dr Potti had lied in 
numerous documents and grant applications. He falsely claimed to have been a Rhodes Scholar in 
Australia (a curious claim in any case, since Rhodes scholars only attend Oxford University). Dr 
Baggerly’s observation at the time was, “I find it ironic that we have been yelling for three years 
about the science, which has the potential to be very damaging to patients, but that was not 
what has started things rolling.”

A bigger can?

By the end of 2010, Dr Potti had resigned from Duke, the university had stopped the three trials 
for good, scientists from elsewhere had claimed that Dr Potti had stolen their data for inclusion in 
his paper in the New England Journal, and officials at Duke had started the process of retracting 
three prominent papers, including the one in Nature Medicine. (The paper in the New England 
Journal, not one of these three, was also retracted, in March of this year.) At this point, the NCI 
and officials at Duke asked the Institute of Medicine, a board of experts that advises the 
American government, to investigate. Since then, a committee of the institute, appointed for the 
task, has been trying to find out what was happening at Duke that allowed the problems to 
continue undetected for so long, and to recommend minimum standards that must be met before 
this sort of work can be used to guide clinical trials in the future.

At the committee’s first meeting, in December 2010, Dr McShane stunned observers by revealing 
her previously unpublished investigation of the Duke work. Subsequently, the committee’s 



members interviewed Dr Baggerly about the problems he had encountered trying to sort the 
data. He noted that in addition to a lack of unfettered access to the computer code and consistent 
raw data on which the work was based, journals that had readily published Dr Potti’s papers were 
reluctant to publish his letters critical of the work. Nature Medicine published one letter, with a 
rebuttal from the team at Duke, but rejected further comments when problems continued. Other 
journals that had carried subsequent high-profile papers from Dr Potti behaved in similar ways. 
(Dr Baggerly and Dr Coombes did not approach the New England Journal because, they say, they 
“never could sort that work enough to make critical comments to the journal”.) Eventually, the 
two researchers resorted to publishing their criticisms in a statistical journal, which would be 
unlikely to reach the same audience as a medical journal.

Two subsequent sessions of the committee have included Duke’s point of view. At one of these, in 
March 2011, Dr Nevins admitted that some of the data in the papers had been “corrupted”. He 
continued, though, to claim ignorance of the problems identified by Dr Baggerly and Dr Coombes 
until the Rhodes scandal broke, and to support the overall methods used in the papers—though 
he could not explain why he had not detected the problems even when alerted to anomalies.

At its fourth, and most recent meeting, on August 22nd, the committee questioned eight 
scientists and administrators from Duke. Rob Califf, a vice-chancellor in charge of clinical 
research, asserted that what had happened was a case of the “Swiss-cheese effect” in which 15 
different things had to go awry to let the problems slip through unheeded. Asked by The 
Economist to comment on what was happening, he said, “As we evaluated the issues, we had the 
chance to review our systems and we believe we have identified, and are implementing, an 
improved approach.”

The university’s lapses and errors included being slow to deal with potential financial conflicts of 
interest declared by Dr Potti, Dr Nevins and other investigators, including involvement in 
Expression Analysis Inc and CancerGuide DX, two firms to which the university also had ties. 
Moreover, Dr Califf and other senior administrators acknowledged that once questions arose 
about the work, they gave too much weight to Dr Nevins and his judgment. That led them, for 
example, to withhold Dr Baggerly’s criticisms from the external-review committee in 2009. They 
also noted that the internal committees responsible for protecting patients and overseeing clinical 
trials lacked the expertise to review the complex, statistics-heavy methods and data produced by 
experiments involving gene expression.

That is a theme the investigating committee has heard repeatedly. The process of peer review 
relies (as it always has done) on the goodwill of workers in the field, who have jobs of their own 
and frequently cannot spend the time needed to check other people’s papers in a suitably 
thorough manner. (Dr McShane estimates she spent 300-400 hours reviewing the Duke work, 
while Drs Baggerly and Coombes estimate they have spent nearly 2,000 hours.) Moreover, the 
methods sections of papers are supposed to provide enough information for others to replicate an 
experiment, but often do not. Dodgy work will out eventually, as it is found not to fit in with 
other, more reliable discoveries. But that all takes time and money.

The Institute of Medicine expects to complete its report, and its recommendations, in the middle 
of next year. In the meantime, more retractions are coming, according to Dr Califf. The results of 
a misconduct investigation are expected in the next few months and legal suits from patients who 
believe they were recruited into clinical trials under false pretences will probably follow.

The whole thing, then, is a mess. Who will carry the can remains to be seen. But the episode 
does serve as a timely reminder of one thing that is sometimes forgotten. Scientists are human, 
too.
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Correction: This article originally stated that by the end of 2010 officials at Duke University 
began the process of retracting five papers. That should have been three papers. This was 
corrected on September 8th.
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Greetings from the past

Human evolution
You look familiar
Another piece of humanity’s family tree is fitted into place

THE opening scene of Mel Brooks’s film “History of the World: Part 
One” dispenses with human origins in one line: “And the ape 
stood, and became man.” Would that it were that easy for 
palaeontologists to sort out. The transition to humanity is 
generally agreed to have occurred between Australopithecus, a 
genus of small-brained, bipedal primates whose most famous 
member is a fossil nicknamed “Lucy”, and the big-brained species 
Homo erectus. But pinning down when precisely this took place, 
and which of the various australopithecine species were involved, 
has been challenging. Now the most human-like australopithecine 
found to date is clarifying things—and staking a claim to be the 
species from which early humans evolved.

Fossils of the new species, Australopithecus sediba, were 
discovered in 2008 in a cave in South Africa. Initial research, led 
by Lee Berger of the University of the Witwatersrand, in 
Johannesburg, concluded that the species came too late in the 
fossil record to be the ancestor of the Homo lineage. This week, 
however, a range of new research into sediba, again led by Dr 
Berger, has been published in Science. These studies conclude 
that sediba did in fact predate Homo erectus and, moreover, that parts of its anatomy are 
surprisingly similar to modern man.

The fossils examined in the Science papers are of an adolescent boy and an adult woman. They 
are well preserved, and encased in sediments that allow uncommonly precise dating. They lived 
1.977m years ago, predating the appearance of Homo erectus by 77,000 years. The period is an 
especially muddled one for palaeontology, being full of fragmentary fossils that are difficult to 
assign either to Homo or to Australopithecus. The sediba fossils, by contrast, have some of the 
most complete features in the early human record.

The new studies centre on the most telling bits of anatomy in the story of human evolution: the 
brain, pelvis, hands and feet. The brain itself does not fossilise, but the inside of the cranium 
retains an impression of its contours. The researchers mapped these with high-powered X-ray 
beams to create a three-dimensional model of the surface of sediba’s brain. They found that its 
size was on a par with other australopithecines, but its shape was more like that of a human 
brain. Specifically, the frontal lobes, which are the seat in modern humans of higher cognitive 
functions such as abstract reasoning, looked more humanlike in sediba’s brain than they do in the 
brains of other australopithecines. That suggests the neurological changes which gave rise to 
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humanity may have predated the brain’s expansion—an event that had, hitherto, been regarded 
as crucial to the emergence of humans.

The hands, feet and pelvis of sediba indicate that it both climbed trees and walked upright, 
though with a different gait from that of humans or chimpanzees. The species may have been a 
toolmaker, as its hand allowed for a human-like grip. Sediba’s pelvis, an upright butterfly shape, 
is likewise reminiscent of the human one. It therefore sheds light on a longstanding debate: 
whether it was bipedalism or giving birth to babies with large heads that drove changes in the 
shape of the human pelvis. Adult sediba (and therefore, presumably, their babies) had small 
heads, which indicates that walking upright was the advantage brought by the modern pelvis.

All of which makes sediba more similar to modern humans than are other australopithecines—and 
more similar, even, than Homo habilis, until now seen as one of the earliest humans. The 
consensus had been that habilis was a transitional form between Australopithecus and Homo 
erectus. Dr Berger posits that sediba may have evolved directly into Homo erectus, leaving 
habilis as an evolutionary sideline, and not even part of the genus Homo. Slowly, then, the origin 
of the strange assemblage of characters that makes a human being human is emerging. As the 
oracle said, the beginning of wisdom is: know thyself.
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Linguistics
Say what?
To find new subjects of study, some linguists simply open their front doors

WHERE in the world is the largest number of different languages 
spoken? Most linguists would probably plump for New Guinea, an 
island that has 830 recognised tongues scattered around its 
isolated, jungle-covered valleys. But a place on the other side of 
the world runs it close. The five boroughs of New York City are 
reckoned to be home to speakers of around 800 languages, many 
of them close to extinction.

New York is also home, of course, to a lot of academic linguists, 
and three of them have got together to create an organisation 
called the Endangered Language Alliance (ELA), which is ferreting 
out speakers of unusual tongues from the city’s huddled 
immigrant masses. The ELA, which was set up last year by Daniel 
Kaufman, Juliette Blevins and Bob Holman, has worked in detail 
on 12 languages since its inception. It has codified their 
grammars, their pronunciations and their word-formation 
patterns, as well as their songs and legends. Among the 
specimens in its collection are Garifuna, which is spoken by 
descendants of African slaves who made their homes on St 
Vincent after a shipwreck unexpectedly liberated them; Mamuju, 
from Sulawesi in Indonesia; Mahongwe, a language from Gabon; 
Shughni, from the Pamirian region of Tajikistan; and an unusual 
variant of a Mexican language called Totonac.

Each volunteer speaker of a language of interest is first tested with what is known as a Swadesh 
list. This is a set of 207 high-frequency, slow-to-change words such as parts of the body, colours 
and basic verbs like eat, drink, sleep and kill. The Swadesh list is intended to ascertain an 
individual’s fluency before he is taken on. Once he has been accepted, Dr Kaufman and his 
colleagues start chipping away at the language’s phonology (the sounds of which it is composed) 
and its syntax (how its meaning is changed by the order of words and phrases). This sort of 
analysis is the bread and butter of linguistics.

Every so often, though, the researchers come across a bit of jam. The Mahongwe word manono, 
for example, means “I like” when spoken soft and flat, and “I don’t like” when the first syllable is 
a tad sharper in tone. Similarly, mbaza could be either “chest” or “council house”. In both cases, 
the two words are nearly indistinguishable to an English speaker, but yield starkly different 
patterns when run through a spectrograph. Manono is a particular linguistic oddity, since it uses 
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only tone to differentiate an affirmative from a negative—a phenomenon the ELA has since 
discovered applies to all verbs in Mahongwe.

Such niceties are interesting to experts. But the ELA is attempting to understand more than just 
the nuts and bolts of languages. It is collecting stories and other verbal material specific to the 
cultures of the participants. One volunteer, for example, wants to write a storybook for children 
in her language (Shughni), and also a recipe book. That means creating a written form of the 
language, which the researchers do using what is known as the International Phonetic Alphabet.

Many of Dr Kaufman’s better finds, he says, have come from “hanging out at street corners with 
a clipboard on Roosevelt Avenue”—a street (pictured above) in the borough of Queens that he 
describes as the “epicentre of the epicentre” of linguistic New York. How long it will remain so is 
moot. The world’s languages, which number about 6,900, are reckoned to be dying out at the 
rate of one a fortnight. The reason is precisely the sort of cultural mixing that New York 
epitomises. The value of learning any particular language is increased by the number of people 
who already speak it. Conversely, the value of a minority language is diminished as people 
abandon it. To those languages that hath, in other words, shall be given. From those that hath 
not, shall the last speakers soon be taken away.
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Economic history
Centuries of trial and error
How economists rescued mankind from squalor and deprivation

Grand Pursuit: The Story of 
Economic Genius. By Sylvia 
Nasar. Simon and Schuster; 554 
pages; $35. To be published in 
Britain in October as “Grand 
Pursuit: Great 20th-Century 
Economic Thinkers and What They 
Discovered About How the World 
Works” by Fourth Estate; £25. Buy 
from Amazon.com

(http://www.amazon.com/exec/obidos/ASIN/0684872986/theeconomists-20) , Amazon.co.uk
(http://www.amazon.co.uk/exec/obidos/ASIN/1841154555/economistshop-21) 

IN AN essay in his popular magazine, Household Words, Charles Dickens issued a challenge to 
economists to humanise their discipline. “Political economy is a mere skeleton unless it has a little 
human covering and filling out,” he wrote in the inaugural issue in 1854. “A little human bloom 
upon it, and a little human warmth in it.”

This is a challenge to which economics and economists have mostly failed to rise. In her new 
book Sylvia Nasar, a former economics correspondent at the New York Times and now at 
Columbia University, has at least gone part of the way to satisfying Dickens’s wishes. “Grand 
Pursuit” is a history of economics which is full of flesh, bloom and warmth. The author 
demonstrates that there is far more to economics than Thomas Carlyle’s “dismal science”. And 
she does so with all the style and panache that you would expect from the author of the 1998 
bestseller, “A Beautiful Mind”, about John Forbes Nash, the tortured genius behind game theory.

It turns out that economists—or at least the handful of geniuses that Ms Nasar discusses—are a 
peculiarly interesting bunch. John Maynard Keynes was an exotic mixture of Bloomsbury 
intellectual and civil-servant mandarin with a touch of Puck thrown in. Joseph Schumpeter was an 
obsessive scholar who spent his spare moments riding thoroughbreds, collecting mistresses and, 
on the odd occasion, taking part in orgies. Irving Fisher, the Yale economist who declared, in 
October 1929, that stocks had reached “what looks like a permanently high plateau”, was a 
health nut and prohibitionist. Joan Robinson, whom Schumpeter dubbed “one of our best men”, 
wore Mao suits and pronounced that North Korea was bound to outperform the South.
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Ms Nasar’s story is made all the more appealing by the fact that she does almost nothing to 
conceal her prejudices. She has little time for Karl Marx, a man who was so convinced of his 
rightness, and so buried in his books in the British Library, that he failed to observe the world 
around him. He did not bother to visit a single British factory. He refused to exchange a word 
with the intellectual titans of the time, including Charles Darwin and George Eliot, both of whom 
lived just a few miles from his front door. He ignored overwhelming statistical evidence that the 
working class’s share of the nation’s wealth was increasing. By contrast, Alfred Marshall was 
everything that Marx was not: the embodiment of all that was best in Victorian high-
mindedness. Marshall was alive to what was going on around him. He frequently visited factories 
and firms, and travelled around the world’s new “empire of energy”, the United States. He threw 
his weight behind popular education and incremental reform.

In lesser hands Ms Nasar’s story might have degenerated into a series of pen portraits: tittle-
tattle for the middlebrow. But she unifies her account with a series of big questions. How, for 
example, did humanity escape from the grinding poverty that has been its lot through most of 
human history? Why was a static society replaced by a dynamic one? And how best to cope with 
the booms and busts that have been capitalism’s peculiar contribution to human life?

In Marx’s view the capitalist system, for all its ability to unleash productive power, was haunted 
by a contradiction: the drive to increase profits would immiserate the poor and lead to crises of 
overproduction. But Marshall demonstrated that capitalism advances not by immiserating the 
poor, but by boosting productivity. Factory owners make relentless small improvements that 
allow them to produce both higher wages and lower prices, thereby spreading the gains of 
material progress throughout society. Schumpeter further expanded the idea of productivity 
increases. The economy doesn’t simply get bigger and bigger. It goes through a constant process 
of discombobulation as entrepreneurs invent new products and processes. Marx got it upside 
down: capitalism’s recurrent crises actually make it stronger.

Economics was a practical as well as an analytical science. From the left, Beatrice Potter Webb 
argued that mass destitution could be cured by “the household state”. Fisher showed that good 
management of the money supply could contribute to stability. Keynes insisted that crises could 
be prevented if the government could act as the spender of last resort, just as the central bank 
was lender of last resort.

“Grand Pursuit” peters out at the end. It is easy to see why Ms Nasar thought Amartya Sen might 
be the right terminus for her train. He is an economic genius who has devoted his life to thinking 
about the elimination of the most dramatic form of want: famine. But it is, nevertheless, odd to 
end a history of economics without discussing the financial crisis of 2007-08 and the furious 
arguments it has engendered within the economics profession. Surely the likes of Paul Krugman 
and Lawrence Summers should have had at least a walk-on role at the close of the story. But that 
is a blemish in what is generally a wonderful book. “Grand Pursuit” deserves a place not only in 
every economist’s study but also on every serious reader’s bedside table.
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The message is in the medium

Translation
Shape-shifting

Is That a Fish in Your Ear?: Translation and the Meaning of 
Everything. By David Bellos. Particular Books; 400 pages; $20. 
To be published in America in October by Faber & Faber; $26. Buy 
from Amazon.com

(http://www.amazon.com/exec/obidos/ASIN/0865478570/theeconomists-20) , Amazon.co.uk
(http://www.amazon.co.uk/exec/obidos/ASIN/1846144647/economistshop-21) 

DAVID BELLOS is a translator and lecturer. His rendition of Ismail Kadare won the Albanian 
novelist who writes in French the first Man Booker International Prize in 2005. At the same time 
Mr Bellos won the accompanying translator’s prize, the most prestigious award to honour the 
importance and skill of translation.

But Mr Bellos’s new book, “Is That a Fish in Your Ear?”, is not just about literary translation: it is 
about all sorts of translation, and the unrecognised importance of the craft, from reading the 
instructions on an IKEA flat-pack to the gathering of world news, the translation of jokes, the 
difficulties and political pressures of simultaneous interpretation—and a whole lot more. In the 
guise of a book about translation this is a richly original cultural history, a journey from the days 
when the Greeks simply ignored other languages and the Romans forced all subject peoples to 
learn Latin, to Google Translate.

It starts with apparently simple questions. What is translation? What do translators do? What 
does this ability tell us about human societies? How do the facts of translation relate to language 
in general? It turns out that none of these questions has an obvious answer: the nuances of 
translation and the cultural expectations placed upon it are seemingly unending.
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Then Mr Bellos asks a surprising question: could we do without it? His answer is yes, we could. 
For many centuries, even millennia, the world got by without translation: the people of different 
nations simply learned enough of the next door language to communicate adequately. Marco Polo 
used a mixture of languages to describe his travels, probably without realising that many of them 
were “foreign”.

It was the widespread use of the printing press that changed all that. The nature of words began 
to acquire an (apparently) settled meaning. Dictionaries are routinely thought to be about the 
meaning of words. Yet, Mr Bellos says, the concept of a word itself is almost impossible to define. 
The French have two distinct words for “word”, parole and mot. And how, for example, do you 
treat a German compound verb, or a Hungarian word formation which can incorporate a whole 
sentence? Are they words in themselves, or are they just separate words stapled together?

The reader very quickly sees that Mr Bellos’s work is an exploration of the effects of language and 
translation. His examples are drawn from a wide array of sources: Albanian, ancient Hebrew, film 
dubbing and graphic novels, legal documents (huge amounts of translation required) and the 
Septuagint, the ancient Greek translation of the Hebrew Bible.

All of this is conducted in an appealingly jaunty style. On the subject of style, Mr Bellos explains 
how it came to mean something other than the indispensable attributes of a gentleman and how 
literary style became contained within the structure of a sentence. On the way the reader learns 
that there are still more than 7,000 languages; scores of separate languages exist in the Russian 
Federation alone, and almost every Indian routinely speaks four or five different tongues. Of 
these 7,000 languages, about 80 are “vehicular” languages, such as Chinese, Hindi, Spanish and 
Arabic—languages learned by non- native speakers in order to communicate with native speakers 
of a third tongue. English, of course, dominates all of these.

Mr Bellos shows that the world is very eager to familiarise itself with English, both as a vehicular 
language, (routinely used in the corridors of the EU, and in academia for example) and as a 
literary language. Of all the translations of books done in a year, a staggering 75% are from 
English. This is good news for writers from the anglophone countries: 103,000 of all the 132,000 
books translated in the last ten years into the seven major tongues were from English. This is a 
book for anyone interested in words, language and cultural anthropology. Mr Bellos’s fascination 
with his subject is itself endlessly fascinating.
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The future of India
Muddling through

India: The Road Ahead. By Mark Tully. Rider; 300 pages; £18.99 . Buy from Amazon.co.uk
(http://www.amazon.co.uk/exec/obidos/ASIN/1846041619/economistshop-21) 

SIR MARK TULLY has several advantages as an observer of India. The veteran BBC man in 
Delhi—he ran the corporation’s bureau for 22 years—has been around long enough to feel 
profound changes in the country where he was born and for which he feels a lasting affection. He 
knows how to let characters tell stories, and for these in turn to convey his gently astute analysis.

Best of all he remembers the value of reporting. For his latest book, “India: The Road Ahead”, he 
slops happily in the muddy mountains of Arunachal Pradesh on the Chinese border, sweats out 
daylong election rallies, and breaks bread with low-caste villagers in Rajasthan. By now the 
septuagenarian scribbler who was knighted in 2002 might have hung up his boots, staying on to 
snooze in a genteel Delhi club. To his credit, he prefers to tramp the dust and listen to people.

Mostly Sir Mark asks his interlocutors if they are better off than before. He finds plenty who are 
not. Forest dwellers lament being caught between Maoist bandits, exploitative miners and 
thuggish security men. Tiger conservationists relate a disheartening tale of years of painstaking 
successes wiped out by poachers and corrupt forest officials. Those struggling to keep alive 
India’s rich stock of ancient languages tell of the unstoppable march of Hindi and English.

Yet on balance he is hopeful. He sees a spirit of jugaar, or muddling through, all over the place, 
exemplified by cars, cows, rickshaws and other traffic meeting at an unmanned crossroads. 
Somehow, despite chaos, they all manage to flow through. As India’s economy grows and the 
country modernises he sees much improving, even if it is irredeemably messy.

Sir Mark is no romantic about disappearing rural life. Hearing from dalits, who long sat at the 
bottom of the heap in nastily hierarchical villages, he learns that as more of them get a job, 
money or land, some of the old oppression is beginning visibly to lift. In one village where an 
“untouchable” was a few years ago beaten, or worse, merely for letting his shadow pass over 
someone of a higher caste, neighbours now find they can sit together for meals. That matters: 
social division may break down faster than economic inequality.

Sir Mark’s book is not one of those gung-ho arguments for why India will soon be an economic 
superpower, nor is he trapped in gloom by the mass of poverty, corruption and disorder. The 
book’s ten chapters at times feel disjointed—neither stitched into an explicit single theme, nor 
comprehensive by geography or subject—but the author’s presence, just about, holds them 
together.

That is easier because Sir Mark remains a minor celebrity, at least among older Indians who 
fondly remember his sparring with Indira Gandhi in the 1970s. The affection is mutual. He says 
he hopes to leave his reader broadly cheered by India’s prospects, “but at the same time I raise 
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the questions which make my optimism conditional.” As a judgment on India’s future, that 
sounds about right.
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Schooling
Flight path

School Blues. By Daniel Pennac. Maclehose Press; 320 pages; £16.99. Buy from Amazon.com
(http://www.amazon.com/exec/obidos/ASIN/1906694877/theeconomists-20) , Amazon.co.uk
(http://www.amazon.co.uk/exec/obidos/ASIN/1906694648/economistshop-21) 

THOMAS NAGEL, an American philosopher, wants to know what it is like for a bat to be a bat. Ian 
Anderson, a Scot who performs with the band Jethro Tull, sang of a slightly less intractable 
difficulty: “wise men don’t know how it feels to be thick as a brick.” In “School Blues” Daniel 
Pennac, a prize-winning French writer, describes what faces a school dunce when the teacher 
before him cannot recall what it felt like to be ignorant.

Mr Pennac was once such a child (he uses the French cancre, as in Cancer, the crab: a creature 
that scuttles sideways instead of advancing forwards). But despite becoming a teacher, he can 
remember what it was like not to understand lessons. The voices in his head remind him of it. 
They taunt him throughout his semi-autobiographical novel, which partially traces his sorry 
academic career as the child of high-achieving parents whose three older brothers excelled at 
school. Luckily for him, his parents did not let him flee the system but instead persisted in finding 
a teacher who would help him to succeed. The breakthrough came aged 14 when his latest 
tutor—“no doubt amazed by my increasingly inventive excuses as to why I hadn’t done my 
homework”—commissioned him to write essays and then a novel.

This achieved, Mr Pennac went on to qualify as a teacher himself. He struggles to help his pupils 
who misapprehend the world around them. Although he believes that the fault lies with the 
system and ultimately with the teacher rather than the student, he is no traditional liberal. He 
insists on precision in his classroom as a result of the confusion he felt as a child: when he was 
accused of “doing it on purpose”, what exactly was he being charged with? “Such a tiny pronoun, 
such a vast sense of isolation,” he writes. He pulls up his students for their poor use of grammar. 
He wants them to recite texts by heart—and many, but not all, of them eventually do so.

As the children return to school in the first few days of September, Mr Pennac watches the 
swallows congregating on the telephone lines outside his house. His bedroom runs the length of 
the house, with windows at either end, and every year the swallows try to fly through them. Mr 
Pennac throws wide the windows to facilitate their passage, but there are always some that hit 
the thin strip of glass that does not open. Whack! These are the dunces whom teachers must 
scoop up, locate their spark of life and release them from their educational concussion so that 
they may fly.

Playfully written—Mr Pennac obviously adores the French language in which his novel was first 
penned and in which language it has sold more than a million copies—“School Blues” joyously 
combines the profound with the seemingly trivial. It gently reminds readers how ignorant it is to 
have forgotten what it felt like to have but little knowledge.
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The future of science
Frontier fables

Future Science: Essays from the Cutting Edge. Edited by Max 
Brockman. Vintage; 272 pages; $15.95. To be published in Britain 
in October by Oxford University Press; £9.99. Buy from 
Amazon.com,

(http://www.amazon.com/exec/obidos/ASIN/0307741915/theeconomists-20) Amazon.co.uk
(http://www.amazon.co.uk/exec/obidos/ASIN/0199699356/economistshop-21) 

BACK when the scientific method was a radical new idea, and when science was the preserve of 
wealthy (or well-sponsored) gentleman amateurs, it was just about possible for a single person to 
know everything about it. Years of study, and then a lifetime spent keeping abreast of new 
developments, allowed one to be fluent in physics, biology, chemistry, astronomy and the rest of 
the disciplines that made up the sum of humanity’s empirical knowledge.

But those days are long gone. Modern scientific papers can have dozens of specialised authors, 
and reaching the cutting edge in some fields can require apprenticeships of a decade or more. 
New fields of inquiry spring up like weeds, watered by papers that fall like rain: one group of 
researchers reckon that 1.3m articles were published in scientific journals in 2006 alone. The best 
that can be hoped for is to keep abreast of the big developments in a few important fields.

That is the aim of “Future Science”, a collection of essays written by practising scientists who aim 
to give the interested amateur a sense of what is new and exciting in their respective areas. The 
essay format allows the reader to hear directly from the researchers, most of whom are young, 
and therefore probably at the peak of their scientific creativity, without the interpretations 
layered on by science journalists or other middlemen. This allows a fascinating peek into debates 
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about whether life may be more common on frozen planets than earthlike ones, how mining the 
web for information can let us probe social trends, the evolutionary origins of altruism and more.

Max Brockman has managed to resist the temptation to over-edit the submissions, even if the 
result is that the essays are of uneven quality. A few of the contributors seem to be born writers, 
but a couple seem happier to stick with the jargon and densely packed prose that plagues most 
papers in scientific journals.

Given the vastness of modern science, such a book can only ever hope to be a potted guide to 
what is going on. But significant holes are still noticeable. One of the most arresting is the almost 
total absence of the physical sciences—there is only one physics essay, a piece of gee-whiz 
cosmology of the sort beloved by popular-science publishers, being an explanation of the “bubble 
universe” hypothesis, which holds that there are many, possibly an infinite quantity of universes 
out there besides our own. Genetics and pure biology get similarly short shrift.

Instead, the essays are dominated by investigations into a single species—Homo sapiens. There 
is plenty of evolutionary psychology, which attempts to explain the quirks of human behaviour by 
theorising about the evolutionary forces that shaped our brains, a dash of MRI imaging, a popular 
technique that allows researchers to watch in real time which areas of the brain are consuming 
the most energy—and, presumably, therefore doing the most thinking—as well as plenty of 
experiments in psychology labs; all of which provides a fascinating and very readable summary of 
the latest thinking on human behaviour. “Future Science” is fascinating. But a bigger book, with a 
more catholic selection of topics, would have been better still.
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Vasily Grossman vindicated

“Life and Fate”
War, peace and love
Vasily Grossman’s epic novel is transformed for the radio

FEW novels have the foes and fans of “Life and Fate”, Vasily 
Grossman’s vast book about the Nazis and Soviets at war. The 
Soviet Communist Party’s ideology chief said it would be more 
damaging even than Boris Pasternak’s “Dr Zhivago”. That was a 
high accolade. Another was that the book itself was arrested. In 
1961 the KGB confiscated the typescript and even, for good 
measure, the typewriter ribbon. Grossman, once a loyal party man 
and an acclaimed war correspondent, was spared jail. But he died 
four years later, fearing that his sprawling work would never be 
published (the authorities had said mockingly that it might happen 
in 200 years). Many years later Andrei Sakharov, a Soviet 
dissident, helped smuggle a microfilm copy to the West, where it 
was eventually published in English in 1985.

The book was not an immediate success. For some years it was 
overshadowed by the better known work of Aleksandr 
Solzhenitsyn and by the excitement of reform and then collapse in 
the Soviet Union. It is also intimidatingly long, with a swirling cast of scores of confusingly named 
characters. Hundreds of pages sometimes separate their appearances. The sweep of Grossman’s 
pen can exhaust the reader. True to its title, “Life and Fate” mixes gritty battlefield descriptions 
with acute psychological insights, wrenching dilemmas and deep philosophical reflections about 
the nature of good and evil. It is at once funny, gruesome, tragic, informative, romantic and 
disconcerting. The central message of horror jars with the simplistic but widely held notion that 
the war was a black-and-white struggle between beastly Nazis and their valiant adversaries.

For Grossman, the Nazi and Soviet systems and ideologies had far more similarities than 
differences. Both were directed at crushing the ultimate qualities of kindness and individuality. 
Though he yearned for the defeat of the fascist invaders, he makes German soldiers out to be not 
monsters, but like their Soviet counterparts—humans consigned to an inhuman mincing machine. 
The zealots, bigots and creeps on both sides come across with equal clarity. His portrait of the 
state-sponsored anti-Semitism directed against the Soviet physicist, Viktor Shtrum, is especially 
chilling, set against the jovially run gas chambers on the other side of the front-line.

Eventually the book took off and “Life and Fate” is now considered one of the most important 
Russian novels of the last century. Some see it as a counterpart to Leo Tolstoy’s “War and 
Peace” (though it is more readable). Its greatest devotees praise it even more extravagantly.
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Now Radio 4, an important BBC domestic station, has taken the bold decision to dramatise the 
book and broadcast it over the course of a week, using every drama slot in the schedules and a 
cast of stars. Shtrum is played by Kenneth Branagh, his wife Lyuda by Greta Scacchi and his 
mother Anna by Janet Suzman. One highlight is when Anna reads, in a single 15-minute 
segment, a letter—in effect a lament for all east European Jewry—written while she is close to 
death in the ghetto in Berdichev, in Nazi-occupied Ukraine.

Radio drama has its limitations. The grittiness of Grossman’s dialogue becomes a little bland in 
the well-modulated voices of the British actors. Sound effects and grumpy asides do not fully 
convey the lice and foul food of the ruin in Stalingrad, where a bunch of exhausted Russian 
soldiers resist an implacable German assault, while commissars fret about their lack of discipline.

It is not only descriptive passages that have suffered in the editing. Some of the characters and 
subplots have disappeared altogether. Purists will object to that. But a bit of pruning is justified. 
Grossman never had the chance to edit his novel as he wished: the edition published was only a 
late draft, with untidy and repetitive bits left in. Thanks to the BBC, the essence of “Life and 
Fate”—the lion-hearted tank commander, the diehard idealists, the love-struck pilot, the 
scheming party hacks and most of all Shtrum, betraying and betrayed—all come across 
powerfully: true to life and fate.

“Life and Fate” will be broadcast on BBC Radio 4 on September 18th-25th. A special edition of 
“Start the Week” on September 9th will discuss Grossman and his influence. Listeners can access 
the programmes for 14 days after they are broadcast at www.bbc.co.uk/radio4
(http://www.bbc.co.uk/radio4) . “Life and Fate” by Vasily Grossman; NYRB Classics; 896 pages; 
$24.95. Vintage; £9.99
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Ray Anderson
The carpet-tile philosopher
Ray Anderson, America’s greenest businessman, died on August 8th, aged 77

WHEN Ray Anderson first 
encountered the concept at an 
international conference, it took his 
breath away. It was so smart, so 
right. It was flexible, practical, 
beautiful, and made perfect sense. 
He knew right then that modular 
soft-surfaced floor coverings 
(carpet tiles, in other words), could 
change the world.

Others thought he was round the 
bend. When he decided to give up 
his job at Milliken Carpet in 
LaGrange, Georgia to set up a 15-person carpet company, and was clearing out his desk that 
February of 1973, two colleagues looked in. “We don’t think you can do this,” they told him. He 
replied, in his languid, ever-courteous southern lilt, “The hell you say.” Fifteen years later his 
company, renamed Interface, was the biggest carpet-tile maker on the planet.

This also made Mr Anderson a considerable plunderer of the earth. He never thought about that 
at first. To his mind he was no more a thief of Nature than when, a country boy during the 
Depression, he had hooked 20-pound channel catfish, now long gone, out of the Chattahoochee 
River. His business complied with government regulations. His product, too, was much less 
wasteful than broadloom carpet, since you could easily cut the tiles to run cables underneath, and 
replace them one by one as they wore out. They were, it was true, almost entirely made of 
petroleum in some form or another. Some pretty bad stuff was used in the dye and the glue. 
More than 200 smokestacks blackened the sky to produce them. But boardrooms laid with 
Interface carpet tiles looked and felt a million dollars.

The turning point, his “mid-course correction”, came in 1994. He was 60, but not yet ready to 
retire to the mountains or chase a little white ball. Under pressure from customers to produce 
some sort of environmental strategy for his company, he got a small task-force together. 
Someone gave him a book, Paul Hawken’s “The Ecology of Commerce” to help him prepare his 
first speech on the subject. Thumbing vaguely through it, he chanced on a chapter called “The 
Death of Birth”, about the extinction of species. Reading on, he came to a passage about reindeer 
being wiped out on St Matthew Island in the Bering Sea. Suddenly, the tears were running down 
his face. A spear-point had jammed into his heart. It was the very same feeling, he said later, as 
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when he had first seen carpet tiles, but orders of magnitude larger. He was to blame for making 
the world worse. Now he had to make it better.

Interface, he decided, would leave no print on the green-and-blue carpet of the world. By 2020 it 
would take nothing from the earth that could not be rapidly replenished. It would produce no 
greenhouse-gas emissions and no waste. That meant using renewables rather than fossil fuel; 
endeavouring to make carpet tiles out of carbohydrate polymers rather than petroleum; and 
recycling old-carpet sludge into pellets that could be used as backing.

Some of the technologies Mr Anderson hoped for (and half-envisaged, as a graduate in systems 
engineering from his much-loved Georgia Tech) had not been invented when he started. Several 
colleagues thought he had gone round the bend again. He had to bring them along slowly, in his 
quiet way, until they “got it” by themselves. But by 2007 the company was, he reckoned, about 
halfway up “Mount Sustainability”. Greenhouse-gas emissions by absolute tonnage were down 
92% since 1995, water usage down 75%, and 74,000 tonnes of used carpet had been recovered 
from landfills. The $400m he was saving each year by making no scrap and no off-quality tiles 
more than paid for the R&D and the process changes. As much as 25% of the company’s new 
material came from “post-consumer recycling”. And he was loaded with honours and awards as 
the greenest businessman in America.

Most satisfying of all, sales had increased by two-thirds since his conversion, and profits had 
doubled. For Mr Anderson always kept his eye on the bottom line. He could be sentimental, 
ending his many public speeches with an apologetic poem to “Tomorrow’s Child” written by an 
employee after one of his pep talks, but he was only half a dreamer. His company was his child, 
too. Profits mattered. This made some greens snipe at him, but it also made Walmart send two of 
its senior people round to his factory in LaGrange to see what he was doing right. As a success, 
he could powerfully influence others.

The forest floor

He never dreamed of giving up carpet tiles. Their beauty and variety delighted him, just as 
Nature’s did. In his office in LaGrange they were laid out like abstract art on tables, while hanks 
of yarn hung on the walls. His company introduced Cool Carpet®, which had made no 
contribution to global warming all along the supply chain, and multicoloured FLOR for the home, 
“practical and pretty, too”. He was proudest, though, of Entropy®, a carpet-tile design inspired 
directly by the forest floor. No two tiles were alike: no two sticks, no two leaves. They could be 
laid and replaced quite randomly, even used in bits, eliminating waste. And when you lay down 
on them you might almost be in Mr Anderson’s 86-acre piece of forest near Atlanta, listening to 
the sparrows in the long-leaf pines, rejoicing in being a non-harming part of the web of life, like 
him.
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Overview

The American unemployment rate held steady at 9.1% in August, according to the Bureau of 
Labour Statistics. The payroll survey showed total employment also unchanged at 131.1m, but 
the increases for the previous two months were revised down by a combined 58,000.

British industrial output suffered a surprise drop in July. Production was down 0.2% from June 
and it was 0.7% lower than in July 2010, making this the fourth month in a row that it has 
posted a year-on-year decline. The falls have been largely driven by a reduction in oil and gas 
extraction.

Prices accelerated again in Brazil in August, with the IPCA consumer-price index up by 7.2% on 
a year earlier, the first time inflation has breached the 7% mark since 2005. The figure is likely to 
raise questions about the central bank’s surprise decision to cut the policy rate by 0.5 percentage 
points on September 1st.

Australian balance-of-payments data for the second quarter showed a current-account deficit of 
$7.9 billion, increasing the 12-month deficit to $33.5 billion from $29.6 billion in the first quarter. 
Norway meanwhile enjoyed a current-account surplus of $15.7 billion in the three months to 
June, its highest since 2008. The country’s 12-month surplus rose to $54.1 billion.

Year-on-year GDP growth in Finland was 2.9% in the second quarter, down from a revised figure 
of 4.8% in the first three months of the year.
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The Economist commodity-price index



About The Economist online About The Economist Media directory Staff books Career opportunities Contact us Subscribe [+] Site feedback

Copyright © The Economist Newspaper Limited 2011. All rights reserved. Advertising info Legal disclaimer Accessibility Privacy policy Terms of use Help

World politics Business & finance Economics Science & technology Culture Blogs Debate & discuss Multimedia Print edition

Sep 10th 2011 | from the print edition 

from the print edition | Economic and financial indicators 

The Economist poll of forecasters, September 
averages
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Global business failures

In the second quarter of this year, global insolvencies fell to their 
lowest level since July-September 2007 (just before the financial 
crisis), according to Dun & Bradstreet. The number of business 
failures in Britain and America in April-June 2011 decreased by 
17% and 11%, respectively, on a year earlier; Spanish businesses 
are no longer failing at a terrifying rate. Bankruptcies in 
manufacturing fell by 13% in the year to the second quarter; at 
the height of the recession, they increased at an annual rate of 
over 175%. But the latest economic slowdown threatens to 
reverse this trend. More manufacturing firms failed between April 
and June than in the first three months of this year.
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