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Politics this week 
Nov 18th 2010  

The military junta that rules Myanmar released Aung San Suu Kyi from house arrest, six days 
after staging the country’s first national election in 20 years. Miss Suu Kyi, whose political party 
won the 1990 election by a landslide, has spent most of the past 20 years in detention. After her 
release she was met by thousands of supporters at the gates of her home, where she read a 
cautious yet trenchant appeal for “peaceful revolution”. See article 

Street-fighting broke out in Dhaka, the capital of Bangladesh, 
after Khaleda Zia, a former prime minister, was evicted from her 
home. A government led by Sheikh Hasina, the other leading lady 
of Bangladesh’s riotous politics, deemed Mrs Zia’s lease illegal and 
had her dragged from the building. See article 

Singapore’s High Court sentenced Alan Shadrake, a 76-year-old 
British journalist, to six weeks in jail for having impugned the 
impartiality of the city-state’s judiciary in a book he wrote about 
its use of the death penalty. Mr Shadrake, who was also fined 
S$20,000 ($15,400), had refused to apologise.  

The first human case of bird flu for more than seven years was 
diagnosed in Hong Kong. A woman developed the symptoms after 
visiting mainland China.  

Sri Lanka’s president, Mahinda Rajapaksa, prepared to be sworn into office nearly a year after 
his election. The inauguration was set to resemble a coronation.  

 
Irish eyes are watering  

Despite mounting speculation that Ireland would seek financial help from the European Union to 
deal with its debt crisis, and in particular its troubled banks, the government continued to insist 
that it was not looking for outside help. But it agreed that officials from the European 
Commission, the European Central Bank and the IMF would visit Ireland for a “short and focused 
consultation”. See article 

Four ministers resigned from Silvio Berlusconi’s Italian government. The group belong to 
Future and Freedom for Italy, a new party set up by Gianfranco Fini, a former ally of Mr 
Berlusconi who has split with the prime minister. A vote of confidence will be held on December 
14th; Mr Berlusconi has said that Italy will face fresh elections if he loses. See article 

President Nicolas Sarkozy reshuffled the French government. Breaking with tradition, and 
surprising some observers, he did not sack François Fillon, the prime minister, who is popular 
with both the ruling UMP party and French citizens. But Bernard Kouchner, the left-leaning 
foreign minister, was given the boot. See article 

 
Out of the freezer  
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Israel’s prime minister, Binyamin Netanyahu, returned from talks in New York with the American 
secretary of state, Hillary Clinton, who offered him a string of incentives, including the free 
delivery of stealth aircraft, in return for a new freeze on the building of Jewish settlements in the 
West Bank. She hoped that this would bring the Palestinians back to negotiations, which they 
had quit after the end of a previous freeze. See article 

The African Union said that representatives of Sudan’s federal 
government in the north and of the country’s south had agreed on 
a framework to settle most issues still outstanding ahead of a vote 
on secession for the southerners. Among other things, the 
framework includes assurances that Sudanese citizens have the 
right to live either in the north or the south. 

A state of emergency was declared in Guinea, after Alpha Condé, 
a 72-year-old professor who has lived mainly in France, won a 
run-off in Guinea’s presidential poll, narrowly beating Cellou 
Dalein Diallo, whose disgruntled backers embarked on a wave of 
violence. See article 

Military officers in Madagascar who overthrew the government 
last year claimed to have done so again by deposing President 
Andry Rajoelina, whom they had installed in March 2009. He responded by declaring on television 
that he is still in charge. 

 
Army kingpin  

Venezuela’s president, Hugo Chávez, said he would promote General Henry Rangel Silva, who is 
accused by the United States of helping Colombian guerrillas to smuggle cocaine, to be the 
army’s commander-in-chief. Mr Chávez said that General Rangel Silva’s recent comment that an 
opposition victory in a presidential election due in 2012 would be inadmissible had been taken out 
of context.  

At least two people were killed during protests in Haiti against UN peacekeepers, whom many 
Haitians blame for introducing cholera to the country. The UN denies this, and attributed the 
demonstrations to campaigning for an election due later this month. The cholera outbreak has 
now claimed more than 1,100 lives. See article 

Russia’s Gazprom bought a stake in four oil-exploration blocks in Cuban waters in the Gulf of 
Mexico. Several companies plan to begin drilling off Cuba next year. 

 
The jury’s out  

In the first trial under the Obama administration’s policy of trying detainees from Guantánamo 
Bay in civilian courts, a jury found Ahmed Ghailani guilty on one count of conspiring to blow up 
the American embassies in Kenya and Tanzania in 1998, but acquitted him of more than 280 
other charges, mostly counts of murder. During the trial the judge barred evidence from a key 
prosecution witness because his identity may have been garnered through coercive techniques 
used in the interrogation of Mr Ghailani, who faces a prison sentence of at least 20 years.  

The British government said it would settle with 16 former British detainees at Guantánamo, 
who alleged they had been tortured. The government said the settlement was made in order to 
avoid a costly series of legal proceedings, and involved no admission of guilt by British 
intelligence. See article 

Democrats in the House voted for Nancy Pelosi to continue as 
their leader in the next Congress, despite disquiet among some moderates about her decision to 
stay on. Ms Pelosi fended off a challenge from Heath Shuler, a centrist “Blue Dog” Democrat, 
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winning by 150 to 43 votes.  

A panel of the ethics committee in the House found Charles 
Rangel guilty on 11 charges of breaking congressional rules, 
including that he failed to pay taxes on income from his villa in the 
Dominican Republic. See article 

The world this week  
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Business this week 
Nov 18th 2010  

Yields rose on Irish government bonds ahead of talks in Dublin about a 
possible bail-out of Ireland’s debt-laden economy. Other euro-zone 
countries are nervous about the impact of the Irish crisis on their own 
borrowing costs. The European Central Bank indicated that there are 
limits to the short-term assistance it can give to Ireland’s banks, which 
account for around a quarter of the total liquidity offered by the ECB to 
all euro-zone banks, adding to the pressure on Dublin to accept a rescue 
package. See article 

 
Inflation the (only) target?  

The Federal Reserve’s recent decision to add more liquidity to the American economy by buying 
$600 billion in bonds came in for more criticism from senior Republicans in Congress, with one 
suggesting that the policy would lead to a weaker dollar and that the Fed should no longer 
concern itself with measures to boost employment, one of its dual mandates. The Fed can point 
to America’s core consumer-price index, which excludes energy and food. It rose by 0.6% in 
October compared with a year earlier, the smallest rise since records began in 1957.  

Stockmarkets in China tumbled as the government said it was considering taking measures to 
stabilise rising prices, which could mean price controls similar to those imposed during other 
periods of rapid expansion. October’s year-on-year inflation rate jumped to 4.4%, from 3.6% in 
September, but food prices, a potential source of political unrest, were up by 10%. See article 

The UN’s Food and Agriculture Organisation forecast that the global cost of food imports would 
reach $1.026 trillion this year, just shy of 2008’s record and a 15% increase from 2009. Supply 
shortfalls in grains and other foodstuffs have contributed to higher commodity prices. World 
cereal production is now expected to contract by 2% in 2010; in June it was forecast to expand 
by 1.2%. The FAO warned of “harder times ahead”.  

BHP Billiton formally ended its $40 billion takeover bid for PotashCorp, the world’s largest 
fertiliser company. Potash is based in Saskatchewan and the Canadian government had rejected 
the acquisition as not in the national interest. The mining company vowed to pursue its strategy 
of growth through big merger targets, even though three potential megadeals have now 
unravelled in as many years.  

AMP, an Australian wealth- management company, and AXA, a French insurer, launched a 
second joint offer for the outstanding shares in AXA Asia Pacific, a subsidiary of AXA based in 
Australia. A first proposal was rejected last year and a subsequent rival bid for the business from 
National Australia Bank failed to get regulatory approval. AMP and AXA have increased the value 
of their offer to A$13.3 billion ($13.1 billion). 

 
A new start  

Share on
Facebook
Share on
Twitter
Share via
email



  

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

 
Copyright © The Economist Newspaper Limited 2010. All rights reserved. Advertising info Legal disclaimer Accessibility Privacy policy Terms of use Help 

General Motors increased the number of common shares it made available in its initial public 
offering by 31% because of strong demand. The price was set at $33 a share, well above the 
initial price range of between $26 and $29. Proceeds from the sale will go some way to repaying 
the bail-out that GM received from the American Treasury. 

America’s Internal Revenue Service officially withdrew its complaint against UBS, following the 
agreement it struck with the Swiss bank in 2009 to disclose the names of alleged tax dodgers. 
The tax agency received information on 4,000 UBS account holders through its “treaty request” 
with the bank; around 18,000 individuals from all banks have responded to its voluntary-
disclosure programme.  

Newsweek and the Daily Beast, a news and entertainment website that was set up in 2008, 
announced a merger, just weeks after talks between the two appeared to have ended without 
any resolution on a tie-up. Tina Brown will be editor-in-chief of both publications and Stephen 
Colvin, who launched the Week magazine in America, becomes chief executive of the new 
company.  

Facebook unveiled an e-mail service that further extends its scope beyond its core social-
networking business and increases its rivalry with Google and others.  

Responding to gripes about Microsoft’s weak stockmarket performance this year Steve Ballmer, 
the chief executive, reiterated his view that the software giant should not be split up to increase 
shareholder value. Goldman Sachs recently suggested such a move.  

 
Beatles for sale  

Albums by the Beatles were finally made available for download on Apple’s iTunes, after several 
years of negotiations and rumours that a deal was in the offing. One likely beneficiary from the 
arrangement is EMI, a struggling music company which owns master recordings made by the Fab 
Four.  

The world this week  
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KAL's cartoon 
Nov 18th 2010  
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America's budget deficit 
Speak softly and carry a big chainsaw 
Sorting out America’s fiscal mess is relatively simple. What’s needed is political 
courage  
Nov 18th 2010  

LAST week Asia, this week Europe: no wonder Barack Obama has been to so many foreign 
summits since his party took a pounding in the mid-term elections. With the prospect of gridlock 
at home, a president naturally turns abroad. Yet Mr Obama badly needs to show that he can still 
lead on domestic policy. He should start by cajoling Congress into an agreement to tackle 
America’s ominous fiscal arithmetic. 

Conventional wisdom says such an agreement is impossible: the problem is too big, the politics 
too difficult. But it is wrong to suppose that the deficit is unfixable, as two proposals for fixing it 
have shown this month (see article). And even the politics may not be totally intractable. 

 
A trillion-dollar trove  

The scale of America’s fiscal problem depends on how far ahead you look. Today’s deficit, running 
at 9% of GDP, is huge. Federal debt held by the public has shot up to 62% of GDP, the highest it 
has been in over 50 years. But that is largely thanks to the economy’s woes. If growth recovers, 
the hole left by years of serial tax-cutting and overspending can be plugged: you need to find 
spending cuts or tax increases equal only to 2% of GDP to stabilise federal debt by 2015. But 
look farther ahead and a much bigger gap appears, as an ageing population needs ever more 
pensions and health care. Such “entitlements” will double the federal debt by 2027; and the 
number keeps on rising after then. The figures for state and local debt are scary too. 

The solution should start with an agreement between Mr Obama and Congress on a target for a 
manageable level of publicly held federal debt: say, 60% of GDP by 2020. They should also agree 
on the broad balance between lower spending and higher taxes to achieve this. This newspaper 
believes that the lion’s share of the adjustment should come on the spending side. Entitlements 
are at the root of the problem and need to be trimmed, and research has shown that although 
spending cuts weigh on growth in the short run, they hurt less than higher taxes. And in the long 
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run later retirement and other reforms will expand the labour force and thus potential output, 
whereas higher taxes dull incentives to work and invest. 

Yet even to believers in small government, like this newspaper, there are good reasons for letting 
taxes take at least some of the strain. Politically, this will surely be the price of any bipartisan 
agreement. Economically, there is sensible room for manoeuvre without damaging growth. 
American taxes are relatively low after the reductions of recent years. In an ideal world the tax 
burden would be gradually shifted from income to consumption (including a carbon tax). But that 
is politically hard—and there is a much easier target for reform. 

America’s tax system is riddled with exemptions, deductions and credits that feed an industry of 
advisers but sap economic energy. Simply scrapping these distortions—in other words, 
broadening the base of taxation without any new taxes—could bring in some $1 trillion a year. 
Even though some of this would have to go in lowering marginal rates, it is a little like finding 
money behind the sofa cushions. The tax system would be simpler, fairer and more efficient. All 
this means that America can sensibly aim for a balance between spending cuts and higher taxes 
similar to the benchmark set by Britain’s coalition government. A ratio of 75:25 is about right.  

There is legitimate concern that, done hastily, austerity could derail a weak recovery. But this 
strengthens the case for a credible deficit-reduction plan. By reassuring markets that America will 
control its debt, the government will have more scope to boost the economy in the short term if 
need be—for instance by temporarily extending the Bush tax cuts. 

Mr Obama and the Republicans are brimming with ideas for freezing discretionary spending, 
which covers most government operations from defence to national parks. They have found 
common cause in attacking “earmarks”, the pet projects that lawmakers insert into bills. But 
discretionary outlays, including defence, are less than 40% of the total budget. Entitlements, in 
particular Social Security (pensions) and Medicare and Medicaid (health care for the elderly and 
the poor), represent the bulk of spending and even more of spending growth. 

On pensions, the solution is clear if unpopular: people will need to work longer. America should 
index the retirement age to longevity and make the benefit formula for upper-income workers 
less generous. The ceiling on the related payroll tax should be increased to cover 90% of 
earnings, from 86% now. 

Health-care spending is a much tougher issue, because it is being fed by both the ageing of the 
population and rising per-person demand for services. Richer beneficiaries should pay more of 
their share of Medicare, while the generosity of the system should be kept in check by the 
independent panel set up under Mr Obama’s health reform to monitor services and payments. 
The simplest way for the federal government to restrain Medicaid would be to end the current 
system of matching state spending and replace this with block grants, which would give the 
states an incentive to focus on cost-control.  

 
Chainsaw you can believe in  

Devising a plan that reduces the deficit, and eventually the debt, to a manageable size is 
relatively easy. Getting politicians to agree to it is a different thing. The bitter divide between the 
parties means that politicians pay a high price for consorting with the enemy. So Democrats cling 
to entitlements, and Republicans live in fear of losing their next party nomination to a tea-party 
activist if they bend on taxes. Even the president’s own bipartisan commission can’t agree on 
what to do. 

But true leaders turn the hard into the possible. Two things should prompt Mr Obama. First, the 
politics of fiscal truth may be less awful than he imagines. Ronald Reagan and Bill Clinton both 
won second terms after trimming entitlements or raising taxes. Polls in other countries suggest 
that nowadays tough love can sell. Second, in the long term economics will tell: unless it changes 
course, America is heading for a bust. If Mr Obama lacks the guts even to start tackling the 
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problem, then ever more Americans, this paper and even those foreign summiteers will get ever 
more frustrated with him.  

Leaders  
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The euro-zone crisis 
Saving the euro 
Ireland’s woes are largely of its own making but German bungling has made 
matters worse  
Nov 18th 2010  

HERE we go again. Barely six months since Greece was bailed out, a familiar story is emerging. 
Investors nervous about a small European country with ballooning debts and uncertain prospects, 
start selling its bonds. A surge in bond yields infects other countries in a similar (if less urgent) 
bind. A looming local poll—this time a by-election in Donegal—feeds the doubts. The mixed 
messages and bungling of Germany’s politicians plunge a bad situation into outright peril. 

And three horribly familiar questions emerge. Who is to blame for this mess? What is the way 
out? And what on earth does it mean for the euro, the common currency at the heart of the 
world’s biggest economic region? At least there are limits to the parallels with Greece; Ireland is 
more likely to generate the growth that will one day allow it to service its debts.  

 
Rum, solvency and the crash  

On the first question, the original sin lies with Ireland. The Celtic tiger roared ahead, but it paid 
too little attention to its gung-ho banks and asset markets. A property bubble blew up, and 
Ireland became dangerously dependent on the revenues that flowed from it. The country’s 
financial regulators were incompetent at best, cronies at worst. And at the first sign of trouble, 
the government made the mistake of issuing a blanket guarantee for all its banks’ debts, which 
now means that taxpayers have to bear the catastrophic losses on property bets made by Anglo 
Irish Bank and others, pushing the budget deficit to 32% of GDP this year (see article). 

So Ireland has long been flirting with a debt crisis of its own. But it has not been helped by the 
other euro-zone members. To begin with, the rescue of Greece was a botch: it fudged the 
obvious issue that Greece will never fully be able to repay its debts on time. And the temporary 
support scheme cobbled together for the rest of the euro zone was equally flawed: in particular, it 
was too easy on private creditors. But although all this was troubling, Angela Merkel’s attempt to 
fix it has been spectacularly clumsy. 
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At an EU summit at the end of October the German chancellor won agreement that any future 
euro-zone rescue scheme should include a mechanism for an orderly sovereign-debt default. The 
principle was absolutely right: unless default is a possibility, bond investors have no reason to 
distinguish between good and bad credits. But the idea of making bondholders lose money when 
sovereign credits turn sour was aired without any guidance about how and when it might apply. 
Astonishingly, the Germans failed to put together a detailed proposal for the summit.  

The timing was dreadful, with Ireland, Greece and Portugal trying to fashion austere budgets for 
2011. Bond investors were invited to fear the worst. Ever since, the Irish have been on the run, 
and the Greeks and others on tenterhooks. An Irish problem has quickly become a euro-zone 
problem—and a British headache, too, given the close links between the neighbours. 

The second question—the solution—shows how different Ireland in fact is from Greece, which was 
pleading for money from a reluctant Mrs Merkel. This time the argument is between the Irish, 
who have insisted they do not need a bail-out, and large euro-zone countries which insist they 
must take one. 

Both sides are being disingenuous (see article). The Irish are right that they have enough money 
to last until the middle of next year (the treasury has around €20 billion of cash squirrelled 
away). But they could face bank runs long before then.  

On the other hand, the Irish are also right to be suspicious of intentions in Brussels and Berlin. 
Too much of the EU’s motivation seems to be to punish Ireland for its Anglo-Saxon ways—
especially its highly competitive 12.5% tax rate on corporate profits, which helps it attract foreign 
firms. Raising this would be madness. Ireland is planning budget cuts for next year of 3.8% of 
GDP; any economy would struggle against that headwind. But its hopes are anchored in those 
new foreign arrivals. The sort of foreign direct investment (FDI) on which the prosperity of the 
1990s was built is flooding in once again. IDA Ireland, the agency that targets such investors, 
says FDI in 2010 will be the best for seven years. A new generation of firms, including computer-
gaming outfits like Activision Blizzard and Zynga, are joining the established operations of Intel 
and Google. Ireland’s workforce is young, skilled and adaptable. Rents are coming down even 
faster than wages. 

If only both sides gave up posturing, they would agree that the European rescue funds should be 
used to stabilise Ireland’s banks, insisting only on certain budget targets in return. Such a deal 
should satisfy Ireland’s euro-zone partners, which want an end to the uncertainty, and the 
European Central Bank (ECB), on which Ireland’s banks have become overly reliant for funding. It 
would also be wise to offer a similar deal to Portugal. Its banks are dependent on ECB support, 
and it too is in the bond markets’ sights.  

 
Green and bear it  

That leaves the third question: the euro. For all the talk of the euro failing to survive this 
sovereign-debt crisis, it should struggle through. Despite the troubles on its periphery, the public 
debt of the euro zone as a whole is not notably high by rich-country standards. The real problems 
are the absence of a credible plan to deal with errant countries (as the Germans have 
recognised), the structural imbalances between Germany and the less competitive southern 
members and, most of all, the miserable growth prospects for those poorer, weaker southerners, 
made worse by their fiscal retrenchment. Denied the possibility of devaluation, slow-growing 
countries like Portugal and now Spain should be looking for structural reforms that can reduce 
their labour costs, enhance enterprise, stimulate competition and regain competitiveness. 

Ironically Ireland looks more likely to find that growth than the Mediterranean countries. None of 
that excuses the mess it has made of its banking system. But the real question for Europe is 
whether it wants a slow succession of Greeces and Irelands—or whether it is ready to move 
beyond government rescues and focus on growth. 
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Dealing with spam 
Confidence game 
Vigilance, not technology, can best counter spam and the criminals who send it  
Nov 18th 2010  

BILL GATES, then still Microsoft’s boss, was nearly right in 2004 when he predicted the end of 
spam in two years. Thanks to clever filters unsolicited e-mail has largely disappeared as a daily 
nuisance for most on the internet (see article). But spam is still a menace: blocked at the e-mail 
inbox, spammers post messages as comments on websites (including economist.com) and 
increasingly on social networks like Twitter and Facebook. The criminal businesses behind spam 
are competitive and creative. They vault over technical fixes as fast as the hurdles are erected.  

The anti-spam industry has done laudable work in saving e-mail. But it is always one step behind. 
When filters blocked missives with tell-tale words such as “Rolex” or “Viagra”, spammers 
misspelled them (Vi@gra, anyone?). When filters blocked mail from suspect network addresses, 
the spammers used botnets (networks of hijacked computers) instead. In the end, the software 
industry’s interest is in making money from the problem (by selling subscriptions to regular 
security updates) rather than tackling it at its source.  

Law-enforcement agencies have had some success shutting down spam-control servers in 
America and the Netherlands. Even Russia, where much of the world’s spam is spawned, has 
shown signs of co-operation. But as one place becomes unfriendly, spammers move somewhere 
else. Internet connections in poor and ill-run countries are improving faster than the authorities 
there can police them. That won’t end soon. 

In any case, the real problem is not the message, but the link. Sometimes an unwise click leads 
only to a website that sells counterfeit pills. But it can also lead to a page that infects your 
computer with a virus or another piece of malicious software that then steals your passwords or 
uses your machine for other nefarious purposes. Spam was never about e-mail; it was about 
convincing us to click. To the spammer, it is moot whether the link is e-mailed, tweeted or liked. 

The police are doing what they can, and software companies keep on tightening security. But 
spam is not just a hack or a crime, it is a social problem, too. If you look beyond the computers 
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that lie between a spammer and his mark, you can see all the classic techniques of a con-man: 
buy this stock, before everyone else does. Buy these pills, this watch, cheaper than anyone else 
can. The spammer plays upon the universal human desire to believe that we are smarter than 
anyone gives us credit for, and that things can be had for nothing. As in other walks of life, 
people become wiser and take precautions only when they have learned what happens when they 
don’t. 

That is why the spammers’ new arena—social networks—is so effective. People follow Twitter 
feeds from people they would like to know and make “friends” on Facebook whom they do not 
know at all. Hijack one such account, and you can exploit a whole network of trusting and trusted 
contacts. 

 
Just look unfriendly  

A few fiddles might help, such as tougher default privacy settings on social networks. But the real 
problem is man, not the machine. Public behaviour still treats the internet like a village, in which 
new faces are welcome and anti-social behaviour a rarity. A better analogy would be a railway 
station in a big city, where hustlers gather to prey on the credulity of new arrivals. Wise 
behaviour in such places is to walk fast, avoid eye contact and be brusque with strangers. Try 
that online. 
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British immigration 
Scrap the cap 
Wrong, pointless and self-defeating: it is hard to concoct a sillier rule than 
Britain’s cap on skilled immigrants  
Nov 18th 2010  

WE MUST do something; this is something; therefore we must do it. Befuddled politicians are too 
often seduced by that beguiling syllogism; in the matter of immigration, Britain’s coalition 
government has been. To help meet a Conservative pledge in the election to reduce annual net 
immigration, currently running at around 200,000, to the “tens of thousands” by the end of this 
parliament, the government is introducing a cap on the number of economic migrants entering 
the country from outside the European Union (see article). Even if you accept that the overall aim 
of dramatically reducing immigration is sound—and The Economist doesn’t—the cap is at best 
pointless and might well be actively damaging.  

The trouble with the Tories’ pledge, and indeed with Britain’s immigration policy in general, is 
that most of the key variables are beyond its politicians’ sway. Net migration is affected by both 
inflows and outflows: the government has little direct influence over the latter (Britons leaving) 
and only severely circumscribed control of the former (people arriving). Roughly half of all 
immigrants are either Britons returning from abroad or citizens of other European Union states, 
whose entry is guaranteed by rules on freedom of movement in the EU. Many of the rest arrive 
either as students or under provisions that enable family reunions. Foreign students are lucrative 
for universities; restricting family reunions might seem inhumane, or even violate human-rights 
law. The government says it will look at both categories, but has seized on non-EU economic 
migrants—12% of the total, by one count, though they bring a similar number of dependents—as 
the most pliable group.  

An interim cap on their numbers was imposed in July; a permanent one will be adopted next 
year. The cap has two main failings. It is disliked by businessmen, an especially important 
constituency for a government trying to sustain an economic recovery while slashing the public 
sector. Companies complain that it hampers recruitment and growth. That argument is especially 
plausible because unskilled immigration from outside Europe has in effect already been stopped, 

Share on
Facebook
Share on
Twitter
Share via
email



  

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

Copyright © The Economist Newspaper Limited 2010. All rights reserved. Advertising info Legal disclaimer Accessibility Privacy policy Terms of use Help 

meaning that the cap hits only highly skilled and skilled workers, such as bankers, accountants 
and scientists. Vince Cable, the business secretary, has echoed these concerns.  

The response of business has compounded the second problem—which is that, while it may 
damage the economy because of the groups it targets, the cap will do almost nothing to reduce 
overall immigration. Working on the basis of the temporary limit set in July, a committee of MPs 
calculated that the cap would affect less than 1% of immigrants. In response to corporate 
protests, the government is now set to exempt some “intra-company transfers” from the cap; 
these account for around 40% of all those to whom the limit could apply. Unless the cap is set so 
crazily low that virtually no skilled migrants are admitted to Britain at all, the impact on total 
inflows will be nugatory. If so, the political result might well prove to be as counterproductive as 
the economic one: by promising to restrain immigration but failing to, the government is likely to 
make both itself and immigrants (even) more unpopular. 

As it happens, the previous Labour administration eventually designed a perfectly serviceable 
regime for managing economic migration, modelled on its Australian equivalent, in which 
immigrants are assessed according to their skills and qualifications. Some people are 
understandably queasy about importing labour while so many Britons subsist on benefits. But the 
solution is to improve the indigenous workforce’s skills, not to choke the arrival of those who 
already have them.  

In time, the coalition’s considerably cleverer education and welfare reforms might do that. The 
quick fix of the cap is not the answer. Doing something for the sake of it is often worse than 
doing nothing. The cap should be scrapped.  
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Microfinance 
Leave well alone 
Capping microfinance interest rates will hurt the poor. There are better ways to 
regulate the industry  
Nov 18th 2010  

MICROFINANCE is an example of something that is sadly all too rare: an anti-poverty tool that 
usually at least breaks even. If you make small, uncollateralised business loans to groups of poor 
women, they almost always repay them on time. It has grown rapidly in many countries, not 
least Bangladesh and India. With nearly 30m clients each, these are now the world’s biggest 
markets for microfinance. Yet the industry has come under attack for being too commercial. 

In Bangladesh the government has capped the annual interest rate that microfinance institutions 
(MFIs) can charge at 27%. In India a new breed of for-profit microlenders has shaken up an 
otherwise NGO-dominated sector—and annoyed the authorities. In Andhra Pradesh (AP), the 
Indian state with the most microfinance borrowers and the base for the biggest for-profit MFIs, 
local politicians have bullied the business to a virtual halt. An interest-rate cap is mooted. These 
steps are ostensibly motivated by a desire to defend the poor from getting stuck in a debt. But 
they are wrong-headed.  

Despite charging what may seem high interest rates, MFIs typically have wafer-thin margins 
because of the high costs of making and collecting payments on millions of tiny loans. Pressing 
them to reduce rates further would jeopardise their ability to attract private capital, inhibiting 
their growth. Slower growth would in turn hamper their ability to harness economies of scale in 
order to lower transaction costs and cut rates of their own accord, as many—including the biggest 
for-profit MFIs—have done in the past. Forcing down rates would also deter new entrants and 
reduce competition. 

The rush to impose restrictions on MFIs also betrays a fundamental misunderstanding about how 
the poor use credit. Many politicians cite the existence of clients with loans from several MFIs at 
once to argue that the poor are over-indebted. This ignores the fact that most microcredit loans 
are tiny, so that several are needed to meet the needs of even a small business. Indeed, the poor 
often use microloans to pay off far more expensive loans from village moneylenders. This 
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suggests that restricting people’s access to microcredit by capping rates could have the perverse 
effect of driving more poor people into the arms of village loan-sharks, who still provide the bulk 
of rural credit in poor countries. (In rural AP, 82% of households have such informal loans, 
whereas only 11% have loans from MFIs.) That would be good news for these moneylenders, but 
is surely not the outcome that policymakers want.  

 
Peruse prudent  

Sensible regulation need not be at odds with a thriving microfinance industry. Peru, for example, 
is ranked by the Economist Intelligence Unit (our sister company) as having the best business 
environment for microfinance, in part because the regulator has successfully set and enforced 
rules on capital buffers, leading to a more stable environment for the industry. India, in contrast, 
is yet to decide whether rules governing microfinance are to be set at the national level or by 
individual states.  

An association of Indian MFIs is trying to set up a credit bureau which would allow them to track 
clients’ overall indebtedness and credit histories, thus guarding them against lending a person 
more than she is able to handle. This would be helped enormously if the government speeded up 
its efforts to give all Indians a universal identification number. The Indian government should also
allow MFIs to take deposits, which they are currently prevented from doing: this would make 
them less dependent on capital markets for funding. All rather complicated things, unlikely to stir 
up populism. And all a lot more useful for the poor than an interest-rate cap.  
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The future of Japan 
The Japan syndrome 
The biggest lesson the country may yet teach the world is about the growth-
sapping effects of ageing  
Nov 18th 2010  

IN 1979 Ezra Vogel, a Harvard academic, wrote a book entitled “Japan as Number One: Lessons 
for America” in which he portrayed Japan, with its strong economy and cohesive society, as the 
world’s most dynamic industrial nation. Three decades later, Japan holds lessons of a less 
encouraging sort. Economists in the stricken West have been poring over the data on the 
deflation that it has suffered since the bursting of the asset-price bubble in 1990. Yet deflation 
may be just one symptom of an even bigger problem that, as our special report this week argues, 
is squeezing the life out of the Japanese economy: ageing. Unless Japan takes dramatic steps to 
re-energise its shrinking, greying workforce, its economy will suffer.  

Other countries face this dismal prospect too. Although Japanese society is growing older faster 
than anywhere else in the world, plenty of others are shuffling along behind it. Parts of Europe 
are ageing fast, and are unwilling to adapt, as recent protests against rising retirement ages in 
France and Greece attest. Other Confucian countries such as South Korea, China and Taiwan, 
have enjoyed a “demographic dividend”—a rapidly expanding workforce and falling birth rate—
similar to Japan’s in the 1960s to 1980s. With fewer children and elderly to pay for, such 
countries could plough savings back into economic expansion. As in Japan, relatively few women 
work after becoming mothers and even fewer immigrants are let in. Such places will look to 
Japan for how to cope with the economic and social consequences when their manpower starts to 
dry up. So far, they will find, it is ducking the issue.  

 
Young at heart  

Many in Japan shrug off the problem of ageing. That is partly because the elderly continue to live 
comfortably on their vast hoard of savings. Even though the number over 65 has doubled in 20 
years, Japan’s health-care system remains one of the cheapest and best in the rich world. And its 
economy, though it has now been overtaken in size by China’s, remains home to a huge 
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industrial apparatus with the innovative clout to make life easier for its elderly citizens. Anyway, 
what with entrenched deflation, high debt and disappointing economic growth, the Japanese have 
had other things to worry about in the past two decades.  

Yet what Japan fails to appreciate is that, as the years pass, its economic ailments are being 
compounded by skewed demography. Unless the country acts to tackle this, its decline will 
become intractable—for three reasons. 

The crux is in the working-age population, aged 15-64. From a peak of 87m in 1995, it is 
expected to fall to about 52m by 2050, leaving it close to its level at the end of the second world 
war. Unless the output of those workers rises fast enough to offset the decline in their numbers, 
GDP will inevitably shrink; some predict Japan’s output will be smaller than Indonesia’s by the 
middle of this century. Declining GDP would not, in itself, be much of a worry, provided that 
output per person continued to rise. The trouble is that living standards are already dropping 
compared with other rich countries, so Japan feels poorer. And falling output may weaken Japan’s 
sense of self-confidence and its standing in the world. What is more, Japan has the highest 
government debt relative to GDP in the rich world. If debt continues to grow as the economy 
contracts, it will become even harder to bear. 

Secondly, a dwindling band of workers will have to support rising social-security payments, as the 
number of retired people grows. This will strain public finances. Ten years ago each person in 
retirement was supported by four in work. In ten years that burden will fall on only two workers. 
Already, the rising cost of caring for the elderly has pushed up the government deficit and the 
national debt. If Japan’s workers cannot shoulder their burden, the country will find itself unable 
to honour fully its pension and health-care commitments. In effect, it will be forced to default on 
its obligations to society.  

Thirdly, as the population ages and shrinks, demand will probably weaken. This would lower 
Japanese firms’ appetite for risk and thus their willingness to invest. In growing markets, 
companies can afford to risk over-investing, because excess capacity is eventually mopped up. 
But amid shrinking populations, that logic is turned upside-down. Firms not only need to export 
more or build fewer factories; they may have to destroy idle ones. It is little wonder that 
Japanese companies hoard so much of their profit. The long-term outlook in their home market—
which still accounts for about two-thirds of output—is uncertain. And yet the more they scrimp on 
investment, the more joblessness, especially among the young, will deepen Japan’s sense of 
malaise. 

There are ways to overcome these hurdles—ways that would not only ensure living standards do 
not slip but also make for a more vibrant, inclusive economy. At present, for instance, 62% of 
working women quit their jobs after having their first child; less discrimination against them in 
the workplace would encourage them to go on working. Retired people could be coaxed back to 
work, especially if they could claim their pensions while working. More immigration could help 
Japan maintain an innovative streak that it risks losing as its workers age. The hardest task will 
be to raise Japan’s productivity to offset the looming manpower shortage. Deregulation would 
help, by making it easier to sell services (such as residential care) to the elderly, by freeing up 
finance to allow them to make better use of their savings, and by encouraging more competition 
in the domestic economy so that it can withstand the inevitable shocks to external trade. 

 
Get up and go  

All this means overcoming cultural taboos—especially in Japan’s hierarchical companies—which 
for too long have been an excuse for inaction. It also demands strong political leadership, 
something that Naoto Kan has yet to supply, despite a clamour for fresh thinking when voters 
ended almost half a century of one-party rule last year. If Japan tackles its demographic 
problems swiftly, it has a chance of being a model of how to deal with ageing, rather than a 
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dreadful warning.  
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Letters 
On deforestation, Colombia, high-speed rail, higher 
education, Ireland, Laayoune, the Republicans 
Nov 18th 2010  

 
Indonesia’s forests  

SIR – Banyan (October 30th) asserted that “Indonesia’s palm-oil, pulp-and-paper and coal-
mining industries are trying furiously to scupper” the two-year moratorium in Indonesia that halts 
commercial deforestation in return for $1 billion in Norwegian REDD (Reduced Emissions from 
Deforestation and Degradation) funds.  

As one of Indonesia’s largest pulp and paper companies, APP can state that that is categorically 
not the case. We fully support the idea of a moratorium and have demonstrated our commitment 
to REDD. APP and Carbon Conservation, based in Singapore, recently announced a landmark 
REDD project: the Kampar Carbon Reserve in Riau province. More than 15,000 hectares of deep-
peat carbon sink will now be preserved for at least the next 30 years. REDD-Plus credits will be 
used to inject millions of dollars into job creation and development in the indigenous communities 
surrounding the land. These community-development programmes will help reduce the pressure 
exerted on the forest by local people, while still allowing residents to improve their livelihoods 
and to prosper. 

Aida Greenbury 
Managing director for sustainability 
Asia Pulp & Paper Group 
Jakarta  

 
André Arias  

SIR – Your article on spying and corruption in Colombia during the presidency of Álvaro Uribe 
deviates from the truth and damages profoundly my honour and reputation (“The dark side”, 
November 6th). First, my decision formally to decline my designation as ambassador to Italy was 
made several days before the auditor raised the plea of charges. It was a personal and family 
decision that had nothing to do with that of the auditor. Second, the auditor’s four charges 
concern administrative faults and none of them incorporate corruption issues. I have denied the 
charges and am confident of absolution. Third, the diversion of agricultural subsidies involved 
only 1% of the funds allocated to the programme. Fourth, after investigating the case, the 
comptroller’s office found no evidence that ministry officials knowingly diverted loans.  

Fifth, none of the recipients of diverted agricultural subsidies contributed to my campaign. Sixth, 
98% of the recipients of the subsidies are small- and medium-sized farmers, even though the 
programme was not meant to exclude large farms willing to invest and create jobs in the rural 
areas of our country. 

If the facts surrounding political scandals and our results in agriculture (record highs in legal crop 
production volumes, record lows in rural unemployment, 4.8m hectares granted or entitled to 
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223,000 peasant families, etc) were examined in your article your perplexity on President Uribe’s 
untarnished reputation would have vanished, and the intent to tarnish the reputation of some of 
us who worked by his side would have been avoided. 

André Arias 
Former minister of agriculture for Colombia 
Bogotá  

 
On the wrong track  

SIR – The multi-billion pound High Speed Two rail line to link London, Birmingham and the north 
of England is based on a number of assumptions (“And now for the good news”, October 30th). 
The first is that, 20 years from now, businessmen will continue to travel regularly to 
appointments rather than make their presentations through the means provided by new 
technology. The second assumption, on which the business case for the line hinges, is that time 
currently spent travelling by rail is non-productive. In an age of laptops and wireless this is not 
true. A further assumption, that high speed rail is green, is open to question when the carbon 
costs of construction and very high operating speeds are taken into account. 

The scheme’s advocates speak of boosting national and regional economic regeneration, but the 
findings of Terry Gourvish, a rail expert at the London School of Economics, could fairly be 
described as equivocal. 

High Speed Two appeals to politicians because it is glitzy and because they enjoy forays to 
Brussels and Strasbourg on its forerunner, High Speed One. It is a project, however, which will 
consume Britain’s transport budget for the benefit of a few, rather than the many. Hard pressed 
rail and road users deserve better. 

Marilyn Fletcher 
Great Missenden, Buckinghamshire 

 
More to education  

* SIR – Your analysis of the internationalisation of British higher education oversimplified the 
motives for recruiting international students and establishing campuses abroad (“Learning 
without frontiers”, October 30th). Your focus on the notion that universities are simply competing 
for new revenue streams ignores so many of the real and longer-term benefits that 
internationalisation can deliver.  

Clearly, diversifying income streams is important. However, competing for the most talented 
students in a global market place—whether by attracting international students to Britain or 
delivering British-style education abroad—allows our universities to educate the world’s best in a 
way that promotes intercultural understanding and builds long-term relationships between 
individuals and countries. It also greatly enhances the employability of our students. 

Competing for the most talented staff worldwide brings together the best minds of their 
generation to collaborate on research and knowledge transfer to help address the pressing 
problems of our age, such as sustainable energy technologies and food security, which are 
international by nature. 

Professor David Greenaway 
Vice-Chancellor 
University of Nottingham  

 
Peripheral to periphery  

SIR – You attempted for the first time to define what constitutes a “periphery” country in the 
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euro zone (“Grounded”, October 30th). This group, consisting of Ireland, Italy, Spain, Portugal 
and Greece, is “united by weak public finances, poor export competitiveness and big trade 
deficits”. Ireland does have weak public finances, but your sister organisation, the Economist 
Intelligence Unit, ranks it 11th out of 82 countries in terms of its business environment. And 
although it does have a current-account deficit, it also has a large trade surplus. One out of three 
would surely make this definition peripheral to inclusion in a dictionary.  

Frank McLoughlin 
Dublin  

SIR –The Economist published a survey of Ireland on January 16th 1988 titled “The poorest of 
the rich”, which featured a picture of a woman and child begging on the street. The legacy of that 
picture and the accompanying articles resonated throughout Ireland. Initially it was a source of 
shame and added to the impetus of reform that occurred shortly afterwards, but as the Celtic 
Tiger roared Irish politicians began to refer to the articles in a jokey manner. You could write a 
similar story to that 1988 survey today. Maybe then our politicians will focus on the difficult task 
at hand, and it would be seen not as a joke but as a constant reminder of the cost of our hubris. 

Paul Manning 
Dublin 

 
East meets West  

* SIR – When the sun sets over the sleepy city of Laayoune, which lies on the West coast of 
Africa, it actually sets over the ocean, not “below the desert horizon” (“Morocco v Algeria”, 
November 6th).  

Dominique de la Barre 
Founex, Switzerland  

 
Hold on to your hats  

SIR – With regard to your cover (November 6th) showing the 
Republicans riding into town portrayed as the Magnificent Seven, 
it is worth noting that in the film only three of the seven 
gunslingers survived the ensuing fight. The survivors were: Steve 
McQueen (Mike Huckabee), Horst Buchholz (Marco Rubio) and Yul 
Brynner (Sarah Palin). All those placed on the right of your cover 
perished. Could there be a message here? 

Michael Hunt 
Prescott, Arizona 

* SIR - The Republicans riding into Washington may think they are 
the Magnificent Seven, but they seem more like the Wild Bunch. 

Iain Thomson 
Birmingham  

SIR – Your depiction of the Republicans was very appropriate: lots 
of noise, dust, horse manure, and all headed in the wrong direction.  

Pat Green 
Grangeville, Idaho  

SIR – Could it be that the Republicans appear to be riding out of Washington because they are 
being led by Calamity Jane?  

Steve Brickle 
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Arrauntz, France  

 
 
* Letter appears online only 
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America's deficit 
Confronting the monster 
At last, plans are appearing to cut America’s deficit. But will politicians and the 
public embrace them?  
Nov 18th 2010 | WASHINGTON, DC  

BARACK OBAMA and his Republican opponents have spent much of the past month sniping at 
each other, but on November 15th they suddenly found themselves agreeing. Mitch McConnell, 
the leader of the Senate Republicans, called for a ban on earmarks, the pet projects politicians 
like to pop into spending bills. Mr Obama, who also wants a curb on them, quickly applauded. 

A cynic would say that such agreement was easy, since the stakes are so low. Earmarks attract 
plenty of bad press, but the money is trivial—less than 0.5% of federal spending. On the more 
pressing question of how to close America’s gaping deficits, Democrats and Republicans remain 
far apart. Only a week before, the chairmen of a bipartisan commission set up by Mr Obama in 
February to find ways to get the deficit down floated a proposal focused on cutting spending. 
Republicans liked this, but Nancy Pelosi, the Democrats’ leader in the House of Representatives, 
called the idea “simply unacceptable”.  

This sound and fury, however, may signify something important. The two sides are no longer 
arguing over whose taxes to cut or which entitlements to expand, but whose taxes will rise and 
which entitlements will shrink. It may all come to naught; or it may signal the dawn of a new age 
of austerity, similar to the era of tax increases and entitlement cuts that prevailed from 1982 to 
1997.  

America’s budget deficit in the fiscal year that ended on 
September 30th stood at $1.3 trillion; at 9% of GDP, the second-largest since the second world 
war. (Fiscal 2009 was the biggest.) That figure reflects the effects of the recession and the 
temporary stimulus, both of which will fade. The real problem is the future. On current policies 
the Congressional Budget Office (CBO) reckons that the federal debt, now 62% of GDP, will hit 
87% by 2020. Add in state and local-government borrowing, and the total approaches 110%. 

According to the IMF, America’s structural deficit and the growth in its debt over the medium 
term are among the worst in the rich world. The United States also stands out for its lack of any 
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plan to deal with this. Germany has passed a balanced-budget 
constitutional amendment. Britain’s coalition government has 
launched an ambitious four-year plan to slash its massive deficit. 
Nicolas Sarkozy, France’s president, has finally triumphed in a 
bruising battle to raise the pension age. 

America has a good and a bad excuse for its inaction. The good 
one is that the economy isn’t ready. Economic growth in the 
second half of this year has been a painful 2% at an annual rate. 
The unemployment rate, at 9.6%, remains near its peak. The 
effects of the stimulus are wearing off, so fiscal policy now veers 
towards contraction. If taxes rise or spending falls immediately, 
the economy could slide back into recession, as happened in Japan 
in 1997. 

 
Giveaway and takeaway  

But there is also a bad reason for delay: America’s political culture is unused to austerity. The 
country’s fiscal policy alternates between “giveaway” and “takeaway”, says Gene Steuerle, a 
Treasury official in the 1970s and 1980s and now a scholar at the Urban Institute, a think-tank. 
From 1946 to 1981 was an era of giveaway: entitlements expanded, most notably with Medicare 
and Medicaid in 1965, and taxes were cut, most famously in Ronald Reagan’s first year in office, 
in 1981. In 1982, however, fiscal policy flipped to takeaway. Mr Reagan’s tax cuts and defence 
build-up, compounded by the 1981-82 recession and sky-high real interest rates, produced 
record structural deficits. Pete Domenici, then a junior Republican senator, remembers going to 
the White House with other Republicans in 1982 to talk to Reagan about the deficit. He recalls the 
president’s stunned disbelief when he told him that he could run up more debt than all his 
predecessors combined.  

Taxes were raised in 1982, 1983, 1984, 1987, 1990 and 1993. In 1986 a sweeping tax reform 
eliminated many exemptions. Takeaway also ruled on entitlements: in 1983 a bipartisan deal led 
to cuts in future Social Security (pensions), a gradual increase in the retirement age and a higher 
payroll tax. In 1996 Bill Clinton and Republicans in Congress remade welfare, limiting how long 
recipients (mostly single mothers) could receive benefits, and shifting most responsibility to the 
states.  

Austerity was helped along by new budget rules. Most successful was the Budget Enforcement 
Act of 1990, which imposed caps on discretionary spending and also introduced the “Paygo” rule: 
any tax cut had to be offset by a spending cut, and any expansion of entitlements with a tax 
increase. By 1997 the deficit had fallen sharply. 

Fiscal policy flipped back to giveaway in 1997. Ironically, this happened with the passage of the 
Balanced Budget Act that Mr Domenici helped negotiate with Mr Clinton. It aimed to balance the 
budget by 2002 by, among other things, curbing Medicare payments to doctors. But it also 
created a generous new child tax credit and cut capital-gains tax, the first significant tax cut since 
1981.  

A surge in tax revenue, pushed by the stockmarket bubble, then pushed the budget into surplus 
in 1998, four years ahead of schedule. With that, the culture of austerity died. Congress has 
regularly overridden the 1997 cuts in Medicare payments. Mr Bush cut taxes on income in 2001 
and on capital gains and dividends in 2003. In 2003 he signed into law the first big entitlement in 
years, the prescription-drug benefit. In 2002 Paygo lapsed. Structural deficits soon re-emerged, 
but the bond market no longer seemed to care, as long as the global savings glut kept America’s 
borrowing costs low.  
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The Obama record  

Almost from his first day in office Mr Obama promised to make “hard choices” on the deficit, and 
not to saddle America’s children with “a debt they cannot pay”. But his first two years have been 
firmly giveaway: not because of his $814 billion stimulus plan (an essential, and temporary, 
response to the crisis), but because he has allowed structural problems to fester. Though Paygo 
was reinstated this year, it exempted particular things that Mr Obama wanted, including keeping 
Mr Bush’s tax cuts for 98% of households. 

The new health-care law does not aggravate the deficit, but nor does it do much to reduce it. The 
CBO reckons that federal health-care spending will almost double, from 5.5% of GDP this year to 
9.8% in 2035—as it would also have done if reform had never happened.  

So when Mr Obama appointed his bipartisan commission on deficit-cutting, it seemed a token 
gesture. The commission has yet to issue its final report, due on December 1st. But its 
chairmen—Alan Simpson, a former Republican senator, and Erskine Bowles, a former chief of 
staff to Bill Clinton—have put out a surprisingly bold draft proposal of their own. On November 
17th a separate group of 19 experts headed by Mr Domenici, now retired, and Alice Rivlin, a 
former budget director for Mr Clinton, produced its own proposal. 

The two groups share one aim: to get the federal debt down to 60% of GDP. The steps by which 
they get there, too, are remarkably similar (see table). Round the rich world a consensus has 
emerged that austerity should mean spending cuts rather than tax increases. Britain’s coalition 
government gets about 75% of its deficit reduction from spending cuts. The Simpson-Bowles 
proposal aims for 70%, while the Domenici-Rivlin commission targets slightly more than half.  

Discretion versus valour  

In America the easiest part of spending to target is discretionary items such as law- enforcement 
and defence, which must be authorised every year. Mr Obama has already promised to freeze 
discretionary spending, and in their “Pledge to America” congressional Republicans aimed to slash 
it by $100 billion. These promises are either hollow or implausible. Both Mr Obama and the 
Republicans exclude security and defence, which automatically cuts by more than half the 
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amount of money at stake, to around $500 billion. Cutting, say, $100 billion from that would 
entail savage cuts to federal services without cutting the deficit much.  

Excluding defence from cuts makes no sense, given its size and 
the amount of pork in the Pentagon budget. But even when 
defence is included, discretionary spending is less than 40% of the 
total. Entitlements, at nearly 60%, are the principal cause of long-
term spending growth (see chart 2). Social Security is easiest to 
fix, because its annual shortfall stabilises after 2035. Indexing the 
retirement age to longevity would both reduce future costs and 
encourage people to work longer, boosting potential output. The 
Domenici-Rivlin report proposes a more elegant approach: it 
indexes lifetime benefits to longevity. As lifespans lengthen, a 
person could still retire at, say, 66, but with a smaller annual 
benefit. Further savings would come from slowing the rate at 
which benefits to upper-income earners grow and raising the 
maximum salary subject to the payroll tax. 

Rising health-care costs are more difficult to deal with, largely because of rising demand for 
services and an ageing population. Under both proposals, richer patients would pay for more of 
their Medicare coverage. The services available under traditional Medicare and Medicaid (for the 
elderly and the poor respectively) would also have to be rationed. Paul Ryan, the leading 
Republican on budget matters in the House, has proposed replacing traditional Medicare with 
vouchers to buy private insurance. The Domenici-Rivlin plan recommends that publicly funded 
private insurance should be offered alongside traditional Medicare. A new independent panel, 
created under Mr Obama’s health reform to monitor payments and services, may slow the rate of 
benefit growth if Congress lets it work. On Medicaid the federal government could switch from 
matching state spending to block grants, as it did with welfare. This puts the onus of controlling 
services and caseloads onto the states.  

A more efficient way to claw back revenue would be reform of the tax system. The system is 
riddled with so-called “tax expenditures”—credits, exemptions, deductions and other loopholes 
that cost $1 trillion a year in forgone revenue. Some, like the earned-income tax credit, are 
closely targeted to the poor. But the rich benefit most, because the value of a tax break—for 
mortgage interest, employer-provided health insurance and many more—rises with the 
taxpayer’s tax rate. The lower rate on capital gains and dividends also mostly benefits the rich. 
Eliminating these breaks would broaden the tax base; it would probably also make it possible to 
lower marginal rates, even below the levels of Mr Bush’s tax cuts. 

 
Preparing the public  

Taxes may still have to be raised by other means to get the deficit down. At present, compared 
with other countries, America taxes income too heavily and consumption too little. A sensible 
solution would therefore be a value-added tax; every other rich country has one. The Domenici-
Rivlin report suggests a 6.5% “debt-reduction sales tax”. A carbon tax, or a higher petrol tax, 
could play the same role.  

The proposals are bold; but no one who is making them currently 
holds office. Will America’s politicians ever dare sign on? Research by Alberto Alesina of Harvard 
University has found that, contrary to political wisdom, governments that enact austerity 
measures are often re-elected: Denmark’s in the early 1980s and Sweden’s and Canada’s in the 
1990s, for example. Support for Britain’s austerity-preaching Conservatives has remained strong, 
though the measures will not bite until next year. 

Britain’s lessons are not much use in America, however. Its parliamentary system gives a 
government much more freedom to act, provided it has a majority. In America, a president must 
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convince both the Senate and the House to go along. And 
nowadays even the minority party can block legislation in the 
Senate.  

Mr Bowles and Mr Simpson may soften the bite of some of their 
proposals, but they will still be lucky to get 14 of their 18 
members agreeing on a proposal by December 1st. Peter Orszag, 
Mr Obama’s former budget director, says it may not matter. “The 
key is not whether they get 14 out of 18 but what the 
administration does. Even if they get ten out of 18, if the 
administration is behind it, it has running room. But this would 
require a massive push from the administration.” And that, he 
adds, depends in turn on how far Mr Obama is willing to move 
towards the centre.  

In Britain the Tories spent months before they were elected preparing the public for austerity. 
Voters in America do not seem remotely ready yet. In a recent CBS News poll 56% of 
respondents said Congress should focus on the economy and jobs; just 4% thought the deficit 
should be its priority.  

It is true that both Reagan and Mr Clinton were re-elected after 
pursuing austerity in their first terms. But they were prodded by 
the bond market: yields were over 10% in 1982 and around 6% in 
1993. Now yields are under 3%. Some, including members of Mr 
Obama’s economic team, think this shows that the market is more 
worried about deflation than deficits. They note that fiscal 
tightening in America in 1937 and Japan in 1997 prolonged 
economic suffering. To counteract this, the Domenici-Rivlin plan 
includes a $650 billion payroll-tax holiday in 2011.  

Mr Domenici would love to see Mr Obama and Congress share the 
same urgency he felt as he walked into Reagan’s office in 1982. A 
fan of military metaphors, he calls the current challenge the 
greatest the country has faced since Pearl Harbour. “America is on the threshold of potential 
economic devastation,” he says. “The day of infamy is close.” The big difference, however, is that 
the public doesn’t know it yet. “It’s not like they bombed Hawaii.” 

Briefing  
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America in numbers 
One nation, divisible 
As America undergoes dramatic, uneven changes, it may become harder to 
govern  
Nov 18th 2010 | CHICAGO  

AMERICA is getting used to political upheaval. Barack Obama’s election was, to many voters, a 
moment of transformation. His first two years, many others lamented, brought a dangerous 
expansion of government; now the right has arisen again. The new Congress will be more 
polarised than at any time since Reconstruction, reckon some political scientists. But these 
swings, however large and consequential, are arguably only symptoms.  

If people feel as if the country is changing quickly, that’s because 
it is. The first set of numbers from the 2010 decennial census will 
be published in December. They will, sadly, be less interesting 
than in previous decades, as the census form has been radically 
shortened this time. But plenty of other data get collected by the 
Census Bureau every year, and our trawl of what has been 
gathered over the past decade already reveals some seismic 
shifts. Baby boomers are retiring in large numbers; the young are 
more racially diverse than ever. Hispanic immigrants are 
transforming communities, bringing both promise and tension. The 
first decade of the 21st century was not kind to America’s middle 
class—real median household income was 7% lower in 2009 than 
it was in 2000. The gap between rich and poor widened (see 
table). And the young are doing relatively badly in education.  

All these trends are enough to shake a nation. Just as important, however, is that they are 
playing out very differently from one part of the country to another. Of course, some variation is 
inevitable; but as the fault lines that criss-cross the country widen, finding political consensus 
becomes ever more difficult.  

In one important respect America has a sunny demographic outlook. Its elderly may be growing 
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in number but, to the envy of other developed countries, America also has a burgeoning young 
population. However the distribution of old and young makes this picture more complex.  

For decades Americans have followed the sun westward. This shift continued from 2000 to 2007, 
when the gathering recession all but stopped migration. However the populations of the north-
east and Midwest have not just shrunk (which means that the census will require them to give up 
congressional seats) but become greyer. Young families leave, often to look for economic 
opportunity or an affordable home (Michael Bloomberg, New York’s mayor, calls his town a 
“luxury city”). 

Between 2000 and 2009 Maine surpassed Florida as having the highest concentration of those 50 
and older, according to the Census Bureau’s American Community Survey. Of the 20 oldest states 
in 2009, 14 were in the north-east and Midwest. The sunbelt, in contrast, was home to eight of 
the ten states with the highest concentration of youth. Austin’s number of married couples with 
children rose by 24%; Youngstown’s shrank by the same. 

America’s young and old are differentiated not just by region but by race. Hispanic immigrants in 
particular are helping to swell the ranks of the young. The decade saw America’s foreign-born 
population grow by 24%, or about 7.4m. In 2009 Hispanics comprised 21% of those younger 
than 25; those 65 and older were 80% white and only 7% Hispanic. 

But this divide—what William Frey of the Brookings Institution in Washington, DC, calls “the 
cultural generation gap”—is very much wider in some states and cities. In Arizona, for example, 
83% of the elderly are white and 42% of those under 25 are Hispanic. This can lead to divergent 
priorities, such as the reluctance of the old to pay for education, or even a political eruption. This 
year Arizona’s anti-immigration ordinance sparked protests far beyond the state’s borders and a 
lawsuit from the federal government.  

Such conflict may well be replicated as other places welcome (or fail to) new residents. 
Immigrants are increasingly dispersed, settling in areas unused to outsiders. South Carolina’s 
Hispanic population expanded by 116% between 2000 and 2009. South Dakota, Tennessee and 
Alabama also saw big jumps. 

In the long term, these immigrants or their children may become local economic stars. In the 
short term, tension is mounting. Mr Frey found that many of the new magnet states attract 
immigrants unlikely to speak English or to have completed school. Voters in such communities 
may view immigration rather differently than do those in San Francisco or Pittsburgh, hubs for 
skilled, foreign-born workers. 

There is also a range of subtler shifts. In his 2008 book “The Big Sort”, Bill Bishop argues that 
communities are differentiated not just by demography but by the way people live. In the 1960s 
and 1970s communities on the whole grew ever more alike. But since the 1980s they have 
diverged on a range of indicators, from the age at which women have children to the age at 
which residents die. The most powerful “sort”, however, may be the slow concentration of 
educated workers.  

America as a whole is becoming better educated. In 2000 24% of those 25 and older had a 
bachelors degree or more. By 2009 28% did. But this rise is not uniform across ethnic groups—
blacks and Hispanics are lagging—or throughout the country. In the 1970s America’s college 
graduates were distributed relatively equally among cities. Since then, however, the skill-level of 
metropolitan areas has diverged. Brookings ranks the 100 biggest metropolitan areas by rate of 
educational attainment. The gap between the most and least educated cities was 26 in points in 
1990. By 2009 it had widened to 34 points. 

These trends, if they continue, will surely affect regional prosperity. From 1999 to 2009 median 
household income rose in only five states, and in four of these the gains were driven by soaring 
commodity prices. The biggest drops in income were all in states that depend on low-skill 
industries: Michigan, Indiana and Ohio. 
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During the recession, education was workers’ best shield. Of the 20 best-educated metropolitan 
areas, only four saw their employment rate drop further than the national average, according to 
Brookings’s Alan Berube. The worst-hit areas were those dependent on construction and 
manufacturing. It was there, too, that women began to support their families in higher 
numbers—3.4% of families had an unemployed husband and a working wife in 2009; Florida, 
Nevada, Michigan and Ohio had shares well above the average.  

 
E pluribus unum?  

All these conflicting interests are helping to polarise further America’s politics. In the 1976 
election, explains Mr Bishop, 26% of voters lived in counties where one party won by 20 points or 
more. In 2008 a whopping 48% of voters did so. Strikingly, less than 400 of America’s 3,141 
counties switched parties at the 2008 election. Politicians, like marketers, have become adept at 
identifying likely customers. “Bringing out the base” is the key to winning.  

As a result of this polarisation, satisfying a range of constituents is becoming harder. The federal 
stimulus revealed this well. The bail-out gratified some Wall Street bankers. Aid to state 
governments mostly helped workers in capital cities. But voters in places with battered housing 
markets got little benefit from either. James Gimpel, a political scientist at the University of 
Maryland, notes that areas with high rates of foreclosure, such as suburban Atlanta, were 
hotbeds of tea-party activism.  

The best hope for a return to moderation may lie in America’s suburbs. Once blandly 
homogenous, suburbs are now home to a majority of America’s Asian, black and Hispanic 
populations. They are increasingly filled not just with the rich and middle class but the poor. It is 
little wonder that the closest political battles are often waged in suburbia. For now, however, 
more polarisation seems likely. This year many moderate Democrats either retired or were 
sacked. “There is much too much partisanship and not enough progress,” Evan Bayh lamented as 
he announced his retirement from the Senate. 

So from January Congress will include a higher proportion of lefty Democrats and a new crop of 
conservative Republicans. Keith Poole, a political scientist from the University of California, San 
Diego, thinks the 112th Congress will be the most divided since the end of the civil war. 

With the federal government deadlocked, bold measures may be confined to state and local 
governments. Already, Mr Bishop points out, states find it easier to pass controversial initiatives 
than the federal legislature does, whether that be allowing gay unions in the north-east or 
banning embryonic stem-cell research in South Dakota. 

In some respects, decentralised policies make sense—local and state politicians are better suited 
to tackle divergent needs. But America has big national problems. Increasing divergence will not 
make agreeing on how to deal with them any easier.  

Talking about their generation
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Congress reconvenes 
An end to earmarks 
But that was the least of the lame-duck Congress’s problems  
Nov 18th 2010 | WASHINGTON, DC  

IF THE students of Western Kentucky University are finding it easier to get around, they have 
Mitch McConnell, the leader of the Republicans in the Senate, to thank. Last year he secured 
$1.2m from the federal budget to improve their shuttle-bus service. That was just one of 60 
“earmarks”, meaning spending directives slipped into laws at the behest of particular 
congressmen, that he managed to insert into the most recent budget, at a total cost of $113m. 

Just a few days ago Mr McConnell was defending lawmakers’ right to spend public funds on pet 
projects as part and parcel of Congress’s authority in budgetary matters and a much-needed 
check on the power of the president. But this week he announced he would support a self-
imposed moratorium on earmarks among Republicans in the Senate, following the example set in 
March by Republicans in the House. His sudden change of heart says much about the new zeal for 
spending cuts in Washington following the Republican triumph in the mid-term elections earlier 
this month, and about the clout of the tea-party activists at the forefront of the party’s 
renaissance. 

Last year’s budget contained some $16 billion in earmarks, according to Taxpayers for Common 
Sense, a watchdog group. In theory, they do not add to government spending, since they do not 
allocate any extra funds to the department concerned, but simply oblige it to spend a portion of 
its existing budget in a particular way. Moreover, they account for less than 0.5% of the federal 
government’s yearly outlays. 

But members of the congressional committees that oversee spending secure a hugely 
disproportionate share of all earmarks, suggesting that they are not allocated according to the 
merits of the projects involved. Indeed, they are often blatant boondoggles: Steve Ellis of 
Taxpayers for Common Sense points for example to hefty sums spent on the Polynesian Voyaging 
Society of Hawaii and “beaver management” in North Carolina, in addition to the improved 
shuttle buses of Western Kentucky University. 

Charlie Rangel, a Democratic representative from New York, was lampooned for backing a 
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“monument to me” after he won $2.6m in government funds for the Charles B. Rangel Centre for 
Public Service at the City College of New York. Although that did not break any rules, it prompted 
the biggest outcry about an earmark since the Alaskan contingent in Congress requested millions 
for a “bridge to nowhere”. (This week a congressional committee concluded that Mr Rangel had, 
however, broken ethics rules 11 times in other ways, including by soliciting donations to the 
Rangel Centre using official stationery.) 

The suspicion that congressmen often push through earmarks benefiting certain firms or 
institutions in exchange for campaign contributions is difficult to prove, but commonplace. Some 
of the most blatant cases have led to criminal investigations. In addition, opponents of earmarks 
maintain that they are a “gateway drug” leading to a broader mismanagement of the public 
finances. Congress spends too much time doling out earmarks, argues Jeff Flake, a Republican 
representative from Arizona, and not enough on the rest of the budget. Congressional leaders, he 
says, use earmarks as bribes to get the lower ranks to support flawed spending proposals.  

All this makes earmarks an extremely useful if unseemly tool for the wheelers and dealers in 
Congress, which presumably explains why they have endured despite decades of complaints and 
denunciations. But the elimination of government waste is one of the main rallying cries of the 
tea-party movement, which helped to revive the Republican party after its dismal showing in the 
2008 elections. The House Republicans, having adopted their voluntary ban on earmarks earlier 
this year in response to growing opprobrium from their base, now plan to use their new majority 
to impose the ban on Democrats too. 

In the Senate, where the Democrats retain a majority, Republican leaders had initially resisted 
calls for a moratorium. But most newly elected Republican senators, who promised during the 
campaign to keep their colleagues honest and resist the crooked ways of Washington, eagerly 
endorsed the idea. Despite the Senate’s often exaggerated respect for tradition, Mr McConnell 
quickly folded. Several Democratic senators are now urging their colleagues to swear off 
earmarks as well, for fear of seeming out of step with the spirit of the times. The Republican 
leaders in the House, meanwhile, have now gone a step further and called on the president to 
veto any bill that contains even a single earmark. Their plans for the other 99.5% of the budget, 
however, remain obscure.  

United States  
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Municipal troubles 
All economics is local 
The straits of cities and counties are hurting the recovery  
Nov 18th 2010 | LOS ANGELES  

AMERICA’s most sordid government scandal of the year was 
probably one that took place inside one of its tiniest governments: 
that of the city of Bell. Bell is really more of a blue-collar 
neighbourhood within the vast conurbation of Los Angeles than 
anything recognisable as a city. But the city elders, eight of whom 
are now awaiting trial, nonetheless paid themselves outrageous 
pensions and salaries—almost $800,000 a year in one case, about 
twice what Barack Obama makes—while fleecing residents in 
countless innovative ways. 

Bell is a reminder that local government can cause big problems. 
There are roughly 90,000 local governments in America, mainly 
cities, counties and school and utilities districts. Together with the 
50 state governments, they account for 15% of total employment. 
But whereas the private sector did most of its job-shedding early 
in the recession and is now slowly hiring again, state and local 
governments began lay-offs later and still have far to go. The National League of Cities thinks 
nearly 500,000 workers in local government will lose their jobs in the current and coming fiscal 
years. 

The main revenue sources of local governments are sales and property taxes. Sales taxes 
dropped along with consumer spending and remain depressed. Property taxes only began falling 
some time after the housing bust, because the houses first had to be reassessed at their lower 
values. But now they are down for the foreseeable future. So are other local revenues, such as 
hotel fees, which depend on travel. 

These revenues are falling just as many costs are rising. Unemployment benefits are a federal 
matter. But cities, counties and school districts, like states, showed indecent largesse during the 
boom years in their pension promises, often using wildly unrealistic investment assumptions. 

The result is budget deficits at the local as at the state and federal level. But local and state 
governments cannot legally run deficits. Nor can they easily declare bankruptcy. Each state has 
different laws about whether and how municipalities may file for bankruptcy. But even when a 
state allows it, this results in a gauntlet of legal woes, requiring insolvency tests, negotiations 
with bondholders and so forth. 

Most cities are cutting costs by laying off workers instead. Tom Cochran, the director of the 
United States Conference of Mayors, which represents 1,207 American cities (those with 30,000 
or more residents), says art programmes are typically cut first, then library hours. Rubbish may 
be collected less often, sewage pipes fixed more slowly and staff sent home on certain days. 
When firefighters and police face cuts, cities can become more dangerous. 

Blame it on City Hall
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To examine other options, the Milken Institute, a think-tank in Santa Monica, recently convened a 
forum of state and local officials. There was no single big idea. Municipalities should adopt better 
accounting standards, dole out saner pensions and start rainy-day funds—all of which might help 
in recessions yet to come. 

They might put fewer people in county jails or broaden their revenue base by extending sales 
taxes to services (which many currently exempt). They might even merge with other 
municipalities to eliminate duplication of services. That can be risky, however: a city called 
Maywood outsourced its administration to a neighbouring city this year, but that neighbour 
turned out to be none other than Bell. 

The other option is to ask the federal government for help, though given the mood of the 
electorate regarding stimulus and bail-outs, that would be controversial. One idea floated at the 
forum would thus tie federal aid to specific covenants (such as pension reform), as the 
International Monetary Fund or World Bank does when helping countries. Then again, that 
sometimes leads to riots.  

United States  
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New York's recovery 
Happy apple 
A rare bit of good jobs news  
Nov 18th 2010 | NEW YORK  

WERE job creation to continue at its present rate, it would take two decades to put America’s 
almost 15m unemployed back to work. But the picture is rosier in New York City. Michael 
Bloomberg, the mayor, has bragged that the Big Apple created 10% of all the new private-sector 
jobs since the beginning of the year. This has since dipped a little to 7.5%, but is still impressive 
since the city has less than 3% of America’s population. 

Unlike in past downturns, when New York’s recovery lagged well behind that of the nation, this 
time round the city is doing relatively well. Average weekly wages in Manhattan, for instance, 
jumped by 11.9% over the year in the first quarter of 2010, while wages nationally rose by only 
0.8%. Part of the reason is that the finance sector, which accounted for 40% of wages in 2008, 
has recovered smartly from the crisis of 2008—thanks in large part to government bail-outs. 

Bob Steel, New York’s deputy mayor for economic development (and a former vice-chairman of 
Goldman Sachs), said the groundwork for weathering the crisis was laid down long before the 
difficulties began. He points to the city’s Economic Development Corporation (EDC) crucially 
creating incubators for entrepreneurs. He says the city’s economy is more diversified than many 
think, with the health and education industries doing particularly well. New York has over 
600,000 students, more than Los Angeles, Chicago and Washington, DC, combined.  

The EDC leverages the city’s assets to help create jobs. It has the authority to offer tax 
exemptions and loans and can issue tax-exempt bonds. According to its head, Seth Pinsky, New 
York is second behind Silicon Valley in venture-capital investment for internet start-ups. It is also 
a big draw for immigrants—35.7% of the city’s residents are foreign-born.  

New York remains popular with tourists, which means hotels are full and restaurants are holding 
up well. In Times Square rents asked for retail space have doubled in the past year. Office 
vacancy rates have declined.  

Even so, many are struggling: a lot of people, particularly those with limited skills, have been 
unemployed for a long time. Services will have to be cut, as in other cities, to close a budget 
deficit, and that will probably mean lay-offs. Payments from the cash-strapped state of New York 
will be cut even more. Thank heavens for the private sector.  

United States  
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Illegal immigration 
Targeting the boss 
Looking at the role of employers in the immigration debate  
Nov 18th 2010 | AUSTIN  

IN SEPTEMBER Patrick Leahy and Robert Menendez, senators from Vermont and New Jersey 
respectively, introduced the latest stab at a comprehensive immigration-reform bill. Their 
legislation revives many of the provisions of an earlier bill that failed in 2007, an effort that was 
backed by George Bush junior but blocked by Senate Republicans. Both bills call for more 
attention to be paid to checking worksites for illegal immigrants, including a provision in the 
latest one that all employers must within five years use some form of verification system to check 
that their employees are legal. That part could get some traction this year, even if the next 
Congress turns out, as expected, to be hostile to comprehensive reform. 

Better verification also squares with the current administration’s approach: last month America’s 
Immigration and Customs Enforcement agency (ICE) said that in fiscal 2010 it had conducted a 
record-breaking number of checks on workplaces—2,200, compared with 1,400 the previous 
year. ICE also brought a record number of criminal charges against employers for hiring illegals. 

The logic is simple. Economic migrants are looking for work; if employers were not hiring them, 
the incentive to cross illegally would be a lot smaller. And many bosses, benefiting from the 
supply of cheap labour, have been less than careful about inquiring after the legal status of their 
workers. Notable companies with immigration headaches have ranged from Wal-Mart to Krispy 
Kreme. Next year will see more efforts to rumble the scofflaws.  

As with most areas of immigration policy, America’s current approach is confusing and varies 
from state to state. Undocumented workers are of course not authorised to work in the United 
States. They are, however, guaranteed protections such as the minimum wage by the Fair Labour 
Standards Act—a point that the Department of Labour promoted in an information campaign 
earlier this year, to the consternation of America’s right wing. It is incumbent on employers to 
verify that new hires are authorised to work, using an eligibility form called an I-9. Federal 
agencies and contractors are also required to use an internet-based programme called E-Verify, 
which compares the I-9 information to government records. A handful of states, including Arizona 
and Mississippi, have also mandated the use of E-Verify for some or all private-sector employers. 

Critics, though, worry about the programme’s accuracy. A report 
in January from the federal Citizenship and Immigration Services agency found that in about 3% 
of cases, E-Verify approved workers who were unauthorised. Put another way, more than half the 
unauthorised workers who applied for E-verification got the go-ahead. A smaller pool of 
authorised workers came up barred. There is also a concern that widespread adoption of E-Verify 
would simply encourage employers to treat workers without the right papers as contractors 
rather than putting them on the company payroll, which would cost the government billions in 
withheld tax revenue, according to the Congressional Budget Office. 

So the growth of E-Verify has been controversial. In Rhode Island, for example, use of the 
programme has been mandatory for state agencies since 2008, by executive order. The newly 
elected governor, the Republican-turned-independent Lincoln Chafee, has promised to rescind the 
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order directly after he takes office in January. In other redder 
states, there are calls for E-Verify’s expansion. 

Business itself is divided on the issue. On the one hand, 
compliance with E-Verify adds a bit of red tape. Many employers, 
though, would happily do a bit more paperwork in exchange for 
certainty. “There’s nothing worse for an employer than to have an 
audit or a raid and find out that their employees are illegal,” says 
Michael Dendas, the manager of immigration policy for the US 
Chamber of Commerce.  

The moment may be propitious for a coherent federal response. 
The mid-term elections, having shifted the balance of power in 
many states as well as in the House of Representatives, have set 
off a scramble to hammer out new approaches to immigration and 
enforcement. State legislators, frustrated by federal inaction, are lining up with a flurry of bills on 
whether illegal immigrants should be able to get driver’s licences, or attend public universities. 
Calls for comprehensive immigration reform are becoming harder to ignore.  
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Islam in Tennessee 
An uncivil action 
Middle Tennessee puts Islam on trial  
Nov 18th 2010 | MURFREESBORO  

IN NOVEMBER 2009 the Islamic Centre of Murfreesboro bought a parcel of land on which it 
planned to build a new mosque and community centre. The congregation had outgrown its 
current space in a small office building behind a surveying company and a car mechanic; on 
Fridays congregants pray outside on the pavement, and during holidays they have to rent a space 
elsewhere to fit everyone in. 

In January “NOT WELCOME” was spray-painted on a sign placed on the site announcing it as the 
future home of the Islamic Centre of Murfreesboro. The sign was vandalised again in June, one 
week after a contentious county commission hearing at which a local pastor declared, “We have a 
duty to investigate anyone under the banner of Islam.” The same month a Republican candidate 
for Congress from Murfreesboro declared herself “opposed to the idea of an Islamic training 
centre being built in our community”. In August construction equipment at the site was set alight. 

So perhaps it should not have come as a surprise that three Rutherford County residents filed a 
lawsuit in September to block construction of the mosque. The plaintiffs believe that they “have 
been and will be irreparably harmed by the risk of terrorism generated by proselytising for Islam 
and inciting the practices of sharia law,” which, they claim, “advocates sexual abuse of children, 
beating and physical abuse of women, death edicts, honour killings, killing of homosexuals, 
outright lies to Kafirs (those who don’t submit to sharia law), Constitution-free zones, and total 
world dominion.” Of course, Murfreesboro has had a mosque for decades, and does not seem 
infested with “Constitution-free zones”; quite how moving to a bigger building in a different 
location intensifies the risk remains unclear.  

Equally unclear is why the chancellor who presided over the hearing permitted such wide-ranging 
testimony. The defence called a single witness, who testified that the county’s planning 
commission followed proper procedure; the plaintiffs called at least 17, including Frank Gaffney, 
who runs a think-tank in Washington, DC, and speaks often about the dangers of sharia (for 
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whatever that is worth: on the stand he admitted, “I am not an expert on sharia, but I have 
talked a lot about it as a threat”). Their attorney’s questioning often focused not on the details of 
open-meetings laws but on the incompatibility of sharia and American law, on whether Islam is a 
religion (the federal government filed a brief saying that it is) and on whether advocating sharia 
law ought to be protected by the first amendment. 

That difference persisted during closing arguments on Wednesday. The county’s summation 
focused on procedural issues, and complained that “the whole point [of the plaintiffs’ strategy] 
was to try to create a show.” Tom Smith, one of the plaintiff’s attorneys, insisted that Muslims 
are welcome in America as long as they come “not in the shadows of sharia, but in the light of 
freedom.” He wondered whether there is “a shadow of sharia in our meetings in Rutherford 
County.” The judge ruled against the plaintiffs, but the row is far from over; Mr Smith warned 
that the “extraordinary public outcry” is likely to continue if the building is not stopped. His 
colleague, Joe Brandon, has said that he expects this case will go to the Supreme Court. And just 
because a building might not be built doesn’t mean the people who might worship there will 
disappear.  
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Lexington 
Bluff and counter-bluff 
Will America’s newly divided government be able to do anything at all?  
Nov 18th 2010  

NOT even Abroad helped him this time. Already diminished by the mid-terms, Barack Obama 
returned to Washington on November 15th without having added to his stature during his ten 
days in Asia. Though welcomed in Indonesia as if he were a native son, and garlanded in Delhi for 
backing India’s bid for a permanent seat on the UN Security Council, he failed to achieve his main 
goals. In Seoul a free-trade agreement with South Korea eluded him, China brushed aside his 
grumbles about its undervalued currency and America’s European allies dismissed his advice to 
stimulate growth by maintaining public spending. Julia Gillard, Australia’s prime minister, 
pronounced Australia and America “great mates”, but by the standards of a world-transforming 
president with a Nobel prize the trip was a flop. 

And yet Asia was bliss compared with the purgatory back home. It is bad enough that Mitch 
McConnell, the Republican leader in the Senate, keeps saying the Republicans’ aim now is to 
ensure that Mr Obama will not serve a second term without Democrats joining the chorus. But in 
the Washington Post Patrick Caddell and Douglas Schoen, who worked for Jimmy Carter and Bill 
Clinton respectively, implored Mr Obama to say that he will not seek re-election. Only thus, they 
say, can he redeem his campaign promises to transcend party and govern solely in the national 
interest. Given the country’s divisions, they argue, “governing and campaigning have become 
incompatible.” 

Mr Obama did indeed once say in a television interview that he would prefer to be a good one-
term president than a mediocre two-term president. Having lost six seats in the Senate and more 
than 60 in the House, the Democrats are in shock. But mid-term elections are often followed by 
exaggerated despair on one side and unwarranted hubris on the other, and the likelihood of Mr 
Obama accepting this friendly advice is close to zero.  

As to hubris, the Republican freshmen bound for Congress next January are in danger of reading 
into the election a message of their own creation. Many see the mid-terms as a popular rejection 
of the president’s “extreme” policies. This is doubtful. Voters were more likely registering a 
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protest at the economy than repudiating an ideology. Besides, to the disgust of his own 
progressive base, Mr Obama enacted no extreme policies. Obamacare is a good deal less radical 
than the plan Richard Nixon proposed in 1974 or Bill Clinton 20 years later. In fact it closely 
resembles the bill the Republicans put up as an alternative to Mr Clinton’s, and its central idea—
the individual mandate—was introduced in Massachusetts by none other than Mitt Romney, who 
hopes to become the Republicans’ presidential nominee in 2012. 

Wiser Republican heads know already that however impressive the triumph at the polls, the right 
must not let its zealots prevent the party from showing that at the same time as mounting an 
effective opposition it can co-operate with Mr Obama when this is in the national interest. For his 
part, Mr Obama needs to demonstrate that he has heeded the voters’ message but is capable of 
governing despite the loss of the House. Somewhere in the grey area where these respective 
needs overlap the two parties will have to compromise if America is to avoid gridlock of the sort 
that shut down the federal government after Newt Gingrich led the Republicans to victory in 
1994. 

They have little time to ponder before a freight train of business thunders into Capitol Hill. High 
on the agenda as the lame-duck Congress convened this week were the Bush-era tax cuts due to 
expire on December 31st. Letting taxes rise abruptly would hurt not only the recovery but also 
whichever party the electorate ended up blaming. Congress also faces the small matter of 
passing a budget so that the government can continue to function in the new year. The early 
omens were not good. Mr Obama dearly wants the Senate to ratify his new START treaty with 
Russia, but as he prepared to jet out again for high diplomacy in Europe, the Republicans 
indicated that he would not get that in the lame-duck session, if at all. And they decided they 
were too busy for a bipartisan meeting with the White House this week. 

 
High minds and low politics  

There are grounds for doubting whether any compromise is possible given the ever-widening 
ideological distance between the parties. Even before the mid-terms, pundits wondered whether 
Mr Obama had it in him to follow the example of Mr Clinton when he faced the same predicament 
after 1994. Many have concluded that he does not. Mr Clinton’s admirers recall how the former 
president’s political smarts enabled him to beguile and outwit Mr Gingrich by stealing the 
Republicans’ best ideas: a balanced budget, welfare reform, smaller government, deregulation. 
His detractors claim that only a lack of firm convictions made it possible for him to turn on a 
dime. Either way, it is agreed, Mr Obama lacks the suppleness for Clintonian triangulation (“a 
fancy word for betrayal”, as one Clinton aide put it).  

This conclusion is premature. Those who consider Mr Obama too high-minded to save himself 
cannot have been paying attention. Whether it was dropping the public option in Obamacare, 
kicking immigration reform into the long grass or going slow on gays in the military, Mr Obama 
has shown himself perfectly capable of bending with the wind: just ask those disgusted 
progressives. A better question is whether today’s Republicans have any ideas worth stealing. Of 
course, one good thing they say they believe in is reducing the deficit by reforming entitlements. 
As we report in this article, Mr Obama’s bipartisan deficit commission has now sketched out some 
of the painful choices that doing so would entail. Is it conceivable that in the delicate game of 
bluff and counter-bluff about to begin in Washington each side will at last goad the other into real 
movement on this? Here’s hoping.  
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Rebuilding Haiti 
Politics in the time of cholera 
Can an untimely but necessary election break the vicious circle in which the 
urgent overwhelms the important?  
Nov 18th 2010 | PORT-AU-PRINCE  

SO OFTEN in Haiti urgent problems—mudslides that bury towns, storms that wash houses out to 
sea or spikes in food prices—and chronic political instability have conspired to subvert efforts to 
lay the basis for sustained development. The earthquake last January that devastated the capital, 
Port-au-Prince, was supposed to have changed that. It inspired promises by world leaders to put 
Haiti on a more solid footing, backed by pledges of billions of dollars, and an ambitious, if vague, 
reconstruction plan from the government. But the earthquake has made Haiti even more 
vulnerable: witness the escalating cholera epidemic that in the past few weeks has claimed more 
than 1,100 lives.  

Haiti is trapped in an especially vicious circle. More than 1m people still live in squalid tent camps 
in or around the capital and their continued exposure to the elements and disease precipitates 
emergencies that distract policymakers from reconstruction and resettlement. A general election 
due on November 28th adds another layer of complication. Understandably, Haitians are more 
scared of cholera than enamoured of their politicians. A lacklustre campaign may culminate in an 
unusually low turnout.  

The electoral authority insists that the vote will go ahead. But it 
cannot without security and logistical help from Minustah, the 
United Nations mission in Haiti. And the UN has itself come under 
fire over the cholera outbreak. After a sudden surge in cholera 
cases in the north of the country, two people died this week in 
violent demonstrations against the UN in Cap-Haïtien, Haiti’s 
second city. Six UN personnel were injured in a similar protest in 
Hinche. Many Haitians reckon that Nepalese peacekeepers 
introduced the cholera virus (it is a South Asian strain). The UN 
denies this, and claims that the protests were election-related. In 
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any event, they halted aid flights and a water-chlorination 
campaign.  

Doctors say that cholera has not yet peaked and is likely to last months, if not years. Postponing 
the election would merely prolong a political limbo that is causing delay or inaction among 
donors, investors and even government officials. Candidates have continued to hold rallies and 
broadcast radio ads. 

For the first time in Haiti’s two decades of patchy democracy, there is no clear front-runner for 
president among the 19 candidates, and the contest is likely to go to a run-off, due on January 
16th. That may be between Jude Célestin, who runs the state construction agency and is the 
protégé of René Préval, the current president, and Mirlande Manigat, whose husband, Leslie, was 
president for four months between two military governments in 1988. Ms Manigat, who describes 
herself as of the moderate left and wants to rein in Haiti’s thousands of NGOs, is ahead in some 
polling. Mr Célestin may be hurt by Mr Préval’s low-key response to the quake, which has made 
him unpopular.  

Whoever wins will inherit a country overwhelmed. Cholera’s effects go beyond the death toll. 
They are compounding Haiti’s other woes. Farmers and fishermen in Grand’Anse, a verdant 
department that was hit badly by a recent hurricane, have seen sales plummet as customers 
spurn local foodstuffs.  

Potential investors are also being scared off by cholera, even though it can be easily prevented 
with good sanitation and clean drinking water (or treated by oral rehydration). Textile buyers 
called off a forum scheduled for this week, according to Gregor Avril of the manufacturers’ 
association. The International Finance Corporation, part of the World Bank, postponed a meeting 
to discuss special economic zones. Hoping to quell fears among its well-heeled clientele, the 
capital’s fanciest restaurant has emblazoned its menu with “Everything is Imported”. All this has 
prompted government economists to reduce their estimates for economic growth.  

The immediate priority remains taming an epidemic that in the past fortnight has got out of 
control. Health workers have struggled to find sites for treatment centres where cholera patients 
can be segregated, because of neighbours’ fears of contagion. The mayor of St Marc, where 
cholera first appeared, authorised a centre last month. But when Médecins Sans Frontières, a 
medical charity, prepared to open it, protesters attacked with rocks. The mayor withdrew his 
support. As a result, St Marc’s hospital has been inundated with cholera cases, obliging other 
patients to go elsewhere. In Carrefour, a suburb of the capital, the mayor has refused to allow 
outsiders to seek help at its treatment centre, despite cajoling by national officials.  

Aid workers hope that local leaders will start to see treatment centres as an asset. The 
government has at last begun a concerted campaign to educate Haitians about cholera and its 
treatment. This has included Mr Préval’s appearance on a four-hour television programme—the 
most his people have seen of their reclusive president in years. Fighting cholera, like 
reconstruction, needs a legitimate and effective government. Irrelevant though it may at first 
seem, the election matters too. 

The Americas  

Share on
Facebook
Share on
Twitter
Share via
email



Venezuela's economy 
Towards state socialism 
A wave of nationalisation promises scarcity and decline  
Nov 18th 2010 | CARACAS  

OWNERS of property, large or small, sleep uneasily in Venezuela 
these days. After the opposition narrowly won a majority of the 
vote in a legislative election in September, Hugo Chávez, the 
country’s leftist president, has been on a nationalisation spree, 
seizing everything from steel companies and bottle makers to 
housing schemes. When workers have protested, he has deployed 
the national guard against them. The government has justified the 
confiscations by saying that it was breaking up monopolies or 
stopping breaches of labour or environmental rules. But the aim 
appears to be to move decisively against what Mr Chávez calls 
“the oligarchy” before the new parliament, which has a sizeable 
opposition minority, comes into session in January. 

On October 25th the Venezuelan subsidiary of Owens-Illinois, an 
American glass maker, became the 200th business nationalised so far this year. As usual, 
managers and workers learned of their fate during a live television broadcast by the president. He 
accused the company of exploiting its workers and laying waste to forests. But the expropriation 
decree, published the next day, made no mention of these alleged crimes, accusing the company 
instead of exploiting its dominant market position.  

By the government’s own reckoning, it has confiscated some 3m hectares (7.4m acres) of 
farmland, and plans to seize another 450,000 hectares next year. Although the 1999 constitution 
guarantees property rights, successive changes to the land law have given the government the 
right to seize any farm it takes a fancy to, in most cases with little or no compensation.  

Industrial and commercial firms have fared no better. According to the employers’ organisation, 
Fedecamaras, since Mr Chávez became president in 1999 almost 400 companies have been 
nationalised, the vast majority in the past two years. The Venezuelan-American Chamber of 
Commerce says that compensation was paid to the owners of only nine out of the 44 of its 
member-firms that have been taken over this year. The constitution states that no expropriation 
can take place without a final verdict from the courts and fair compensation. In practice, a stroke 
of the president’s pen is all that is required. 

Over the years the official rationale for nationalisation has changed. The earliest takeovers were 
justified on the grounds that the company (or farm) was unproductive. The government then 
decided that “strategic” areas of the economy should pass into state hands. So in 2007-08 it took 
over private-sector oil and electricity businesses, as well as telecommunications, the cement 
industry and Sidor, an iron and steel firm privatised in the 1990s.  

The government also now controls a quarter of the banking system. Mr Chávez said recently that 
any bank which declined to “co-operate with national development” by assigning credit according 
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to government priorities would also be taken over. Nowadays officials openly state that their aim 
is to implant a socialist economy.  

Paradoxically, despite the takeovers, the state’s share of GDP seems still to be around 30%, the 
same as it was in 1998. That is partly because the private sector expanded rapidly during the 
2004-08 oil boom. But it is also because many nationalised companies now produce less than 
when they were in private hands. Much of the food industry has been confiscated in order to 
“ensure food sovereignty”. But the result has been a sharp increase in imports. Earlier this year, 
more than 130,000 tonnes of decomposing food imported by PDVAL, an arm of the state oil 
company, was found in ports and on wasteland.  

There are one or two exceptions. Officials say that output at Enlandes, a nationalised milk firm, 
has risen by 50% in two years. The science minister said recently that CANTV, the main telecoms 
firm, had 65% more customers since its nationalisation, though he provided no details. But more 
typically, once companies are in state hands their staffing levels rise, prices fall and they become 
dependent on government subsidies, according to Richard Obuchi of IESA, a business school in 
Caracas. In addition, they tend to make a smaller range of products.  

The construction industry has been badly hurt by nationalisation. Cement and steel rods have 
become scarcer (there is a thriving black market in both). Sidor produced 4.3m tonnes of steel in 
its last year in private ownership; this year it hopes to make 2m tonnes. Another reason that 
housing schemes have slowed or halted is that the government has banned developers from 
adjusting prices in line with inflation, which is running at over 30%. Earlier this month Mr Chávez 
expropriated six new estates under construction, to the horror of most buyers. Developers, the 
president says, are “bandits” who will not be compensated for the seizure. 

The story is repeated in almost every area the government has moved into. Electricity 
nationalisation contributed to power shortages that saw severe rationing earlier this year and 
continuing unscheduled blackouts across the country. The oil industry, the bulk of which was 
already state-owned, has seen production of both crude and refined products fall (by how much is 
a matter of dispute).  

Polls suggest that most Venezuelans disapprove of the nationalisations and firmly support private 
property. But Mr Chávez seems to be following the advice of Alan Woods, a Welsh Trotskyist who 
has become an informal adviser. Mr Woods, who is better known in Caracas than Cardiff, publicly 
urged the president to respond to his electoral setback by “accelerating the revolutionary 
process”, expropriating land, banks and the main industries. Venezuelans had better brace 
themselves for more nationalisation, scarcity and economic decline. 
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Mexico's film industry 
¡Acción! 
More films, more subsidies, elusive profits  
Nov 18th 2010 | MORELIA  

WHEN the Morelia International Film Festival began in 2003, the organisers struggled to find a 
home-grown release with which to open it. This year’s festival, which took place last month, was 
spoilt for choice. The number of films made each year in Mexico has trebled in the past decade 
(to around 70), largely thanks to a big increase in state funding. Last year the government gave 
out $73.3m in grants and tax breaks to Mexican producers; this year it will also offer rebates to 
foreigners who make their films in Mexico.  

Production does not yet match the golden age of Mexican cinema between 1940 and 1955, when 
studios turned out 100 features a year and film was reckoned to be the country’s sixth-biggest 
industry. Hollywood’s comeback after the second world war, over-mighty unions and, in the 
1980s, the slashing of government support saw the industry steadily wither. 

Though film production has expanded again, profits remain scarce. Perhaps only a tenth of 
Mexican features break even, reckons Marina Stavenhagen of the Mexican Film Institute 
(Imcine), which gives out the grants. Last year only one took more than 50m pesos ($4m) at the 
box office. This is odd given that Mexico has the world’s fifth-highest cinema attendance. With 
4,500 screens, it has twice as many as Brazil, a country nearly double its size. 

Worldwide, films get about half their revenues from DVD sales, a market which in Mexico is eaten 
away by rampant piracy. A quarter of the income often comes from television rights—another lost 
cause in Mexico, whose dominant network uses its might to drive hard bargains. Mexican 
producers therefore rely on cinemas for up to 90% of their money, compared with around a 
quarter for film-makers elsewhere. 

They also complain that they cannot get their films shown. Eight-screen multiplexes have 
squeezed out independent picture-houses. Alejandro Ramírez, head of Cinépolis, a chain which 
accounts for nearly half of Mexico’s screens, says he shows any Mexican film that has a 
distributor, and tries to give first-time Mexican directors at least a two-week run. But with half a 
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dozen new releases each week, few distributors are willing to gamble on Mexican films, which are 
easily trampled by the likes of Harry Potter. In the first eight months of this year, American films 
accounted for 95% of ticket sales in Mexico, despite making up only 60% of the releases. 

This is at least partly because they are often better. Mexico’s bonanza of grants has not always 
improved quality: “Anyone has access to funding now. People are drawing up budgets they know 
they can’t recover, because a bigger budget means a bigger salary for the producer,” says Álvaro 
Curiel, whose shoestring comedy “Acorazado” (“Battleship”) was the toast of this year’s Morelia 
festival.  

Imcine takes portable screens to neighbourhoods that lack cinemas, holding free screenings for 
Mexican flicks. The audience’s delighted reaction suggests that people would go to see more 
home-grown films if they were cheaper and more widely shown, Ms Stavenhagen says. Most 
telling is the illegal market. Judging by the stalls around Mexico City, Mexican movies are a big 
part of business for the pirates.  
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Illegal mining in South America 
Ungreen gold 
Turning to the army to fight wildcat miners  
Nov 18th 2010 | LIMA  

THE wealth of its gold mines is one reason why Peru’s economy is set to grow by close to 9% this 
year. But the soaring price of gold, of which Peru is the world’s sixth-biggest producer, has also 
brought a less welcome consequence: wildcat miners are tearing down the country’s rainforest 
and polluting rivers with tonnes of toxic mercury, which they use to separate gold from ore.  

Lone prospectors have given way to industrial-scale, but equally illegal, operators, using 
bulldozers and barges in Madre de Dios, in the south-east. They extract more than 16 tonnes a 
year (worth more than $690m at today’s prices) according to a report published last year by 
Conservation International, a Washington-based group. Peru’s environment minister, Antonio 
Brack, reckons that the miners have cut down more than 150,000 hectares (370,000 acres) of 
forest. Researchers have found high levels of mercury in fish caught in Madre de Dios.  

The government recently dispatched a unit of anti-terrorist police to tackle the miners, some of 
whom are armed. But Mr Brack thinks only the army can do the job. Other officials argue that the 
army cannot be deployed against armed civilians without a new law protecting troops from 
charges of human-rights abuses.  

Those concerns have not stopped other South American governments from using their armies 
against wildcat miners. Last month Bolivia’s president, Evo Morales, sent troops to the lowlands 
of Santa Cruz department to crack down on gold mining. His government says sovereignty is also 
at stake: many of the miners are Paraguayans or Brazilians (more than 50 of whom have been 
arrested by the soldiers).  

In Colombia there are fears that left-wing guerrillas and former paramilitaries are profiting from 
illegal mining. Ecuador and Venezuela have also asked their armies to act against the miners. It 
may be that the armed forces have found a new role—at least until the price of gold comes down 
to earth again. 

The Americas  

Share on
Facebook
Share on
Twitter
Share via
email



China's rising prices 
Hunting down the hoarders 
To rein in prices, the Chinese government turns to unconventional measures  
Nov 18th 2010 | HONG KONG  

LENIN thought inflation a subversive force, as damaging to capitalism as any Bolshevik 
revolutionary. Certainly, his heirs in the Chinese Communist Party are taking no chances. On 
November 17th the State Council, China’s cabinet, promised “forceful measures” to stabilise 
prices. It said it would drum up supply and crack down on hoarders and speculators. It even 
threatened to “interfere” with the prices of daily necessities, which might include grains, cooking 
oils, sugar and cotton.  

Inflation is not yet a threat to the republic. But consumer prices rose by 4.4% in the year to 
October, the fastest rise for over two years. Food prices, which account for more than a third of 
the consumer-price index, are largely to blame: vegetables are almost a third more expensive 
than they were a year ago. Even the most exotic commodities have been affected (see article). 
As China’s prices rise, consumer confidence and the stockmarket are falling. Shanghai shares 
have fallen by a tenth since the inflation figures came out. 

Rising food prices may explain China’s inflation, but what is behind their rise? Floods, including a 
deluge in Hainan province last month, hurt some crops. Harvests have also disappointed 
elsewhere in the world: the UN’s Food and Agriculture Organisation said this week that the cost of 
the world’s food imports may exceed $1 trillion this year, only $5 billion short of the record bill in 
2008.  

The macroeconomic weather has also played a role. China’s banks 
appear determined to breach their quota of 7.5 trillion yuan ($1.1 trillion) of new loans this year. 
The People’s Bank of China raised their reserve requirements this month for the fourth time this 
year and lifted interest rates in October for the first time since 2007. But neither step will do 
much to constrain banks swimming in deposits and lending to an economy growing, in nominal 
terms, by 15% a year.  

And so the government is reaching for less conventional weapons. To shield the vulnerable, it 
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urged local governments to raise unemployment benefits, 
pensions and the minimum wage in line with inflation. It also 
promises to increase shipments of cotton from the western region 
of Xinjiang, and to cut the price of electricity, gas and rail 
transport for fertiliser makers. To keep the population sweet, on 
November 22nd it will sell 200,000 tonnes of sugar. 

If extra supplies do not curb prices, the government may set caps. 
It may repeat the kinds of measures it imposed in 2008, when 
food inflation topped 23% after an outbreak of disease killed many 
of China’s pigs. Then, the government required sellers of pork, 
rice, noodles, cooking oil and other staples to ask permission 
before raising their prices.  

Such controls serve as an “extreme signal” of the government’s determination to fight inflation, 
note Mark Williams and Qinwei Wang of Capital Economics. That may help quash self-fulfilling 
expectations of higher prices. But beyond that, price controls have “little to commend them.” If 
sellers cannot fetch a good price, they will limit the supply of what they offer, or adulterate the 
quality. Whenever the government stops petrol prices from rising in line with oil prices, queues at 
the pump merely lengthen.  

Inflation undermines capitalism, according to Keynes, in part because it discredits entrepreneurs. 
They become “profiteers” in the eyes of those hurt by rising prices. China’s leaders promise to 
hunt down and punish hoarders and speculators. According to Andy Rothman of CLSA, a broker, 
some traders are taking possession of agricultural commodities in the hopes that prices will rise. 
But how to stop households buying two bottles of cooking oil rather than one? 
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China's price inflation, continued 
Caterpillar fungus, the new gold 
Rising prices in even the most exotic products  
Nov 18th 2010 | KUNMING  

THE alleys of the Chrysanthemum Village medicine market in Kunming, in south-western China, 
are oddly quiet. Few inspect the counters and jars filled with exotic salves and cures, from dried 
bats and lizards to caterpillar fungus. Prices have been shooting up, but demand from ordinary 
consumers is not keeping pace.  

Residents of Kunming, like Chinese in other cities, have been fretting a lot about prices lately. 
Inflation is now running at a 25-month high, with food leading the charge. As for Chinese 
medicines, prices have risen between 50-300% in the past year. Notably, a speculative craze has 
gripped the market for caterpillar fungus. This unusual medicine, consisting of the remains of a 
caterpillar from which a thin fungus of similar length has sprouted, is said to be a powerful 
aphrodisiac and antidote to fatigue. It is dug up on the Tibetan plateau, to the concern of 
environmentalists.  

In Chrysanthemum Village prices of caterpillar fungus, displayed in little bunches, run to more 
than 200 yuan ($30) a gram, close to the price of gold. The state news agency, Xinhua, says that 
elsewhere the medicine sells for 680 yuan a gram. An earthquake in April that struck a main 
producing area in Qinghai province is part of the reason, traders say. But speculative money in an 
economy awash with liquidity after two years of stimulus is surely at the root of it. Similar forces 
have driven up the prices for Chinese housing and artworks. 

In Kunming a recent shortage of diesel has brought unexpected respite to rising prices for food 
staples. Local governments across China have been restricting electricity in order to meet year-
end targets for energy conservation. To prevent blackouts, factories are running their own diesel-
powered generators. The spike in demand for diesel has drained supplies and resulted in long 
queues at filling stations. Transport costs have shot up. In Kunming, residents say, high diesel 
prices are stopping market gardeners sending produce to food-importing provinces. They have 
dumped their produce on to local markets, and in Kunming that is helping to keep prices down—
though not elsewhere.  
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Bangladesh 
Politics of hate 
An ancient vendetta continues to eat away at public life  
Nov 18th 2010 | DHAKA  

MORE than two years after the army aborted a dismal interregnum 
and released from jail the leaders of the country’s two rival 
political dynasties, the politics of hate and attrition grind away in 
Bangladesh. The thanks go mainly to the personal vendetta of the 
prime minister, Sheikh Hasina, one of the two leaders, against the 
other, Khaleda Zia. 

On November 13th Mrs Zia was evicted from her home of nearly 
30 years in Dhaka’s cantonment area. The move triggered a 
hartal, a protest strike called by Mrs Zia’s opposition Bangladesh 
Nationalist Party (BNP). Violence broke out between her 
supporters and those of Sheikh Hasina’s Awami League (AL). The 
country’s third political force, the army, has backed the High 
Court’s eviction order. Shrewdly, Sheikh Hasina has allocated the 
vast plot surrounding Mrs Zia’s home for housing for the families 
of 57 military officers killed in a mutiny early last year, soon after 
the AL swept to power. 

The eviction is part of the League’s mission to break the BNP’s 
back. It is obsessed with airbrushing from history the legacy of the political dynasty founded by 
Mrs Zia’s late husband, General Ziaur Rahman, hero of Bangladesh’s war of independence against 
West Pakistan in 1971. 

In February the government renamed Dhaka’s Zia International Airport after a respected Sufi 
saint. It has decided to “reprint” the 1972 constitution to reflect a landmark Supreme Court ruling 
in July which, among other things, declared null and void the rule of various military 
governments, including General Zia’s, following the assassination in 1975 of Bangladesh’s 
founding father, Sheikh Mujibur Rahman. (Sheikh Mujib, as he is usually known, happens to be 
the father of Sheikh Hasina.) In October a court issued an arrest warrant for Mrs Zia’s younger 
son in a money-laundering case. Four corruption cases stand against Mrs Zia, while 13 cases 
against Sheikh Hasina, filed during the army interregnum, have been withdrawn. 

Yet the BNP was in a shambles even before the recent onslaught. The party has just 30 seats in a 
300-strong parliament, which it boycotts. It is split: Mrs Zia can count only on the support of a 
minority of BNP leaders. Meanwhile, the leaders of the BNP’s main ally, Jamaat-e-Islami, 
Bangladesh’s largest Islamic party, have all been jailed. They stand accused of alleged atrocities 
during the country’s war of secession, and face possible execution. The alliance has hurt the 
BNP’s reputation, particularly internationally, says Moudud Ahmed, a former prime minister and 
Mrs Zia’s lawyer. Yet the BNP needs Jamaat-e-Islami’s electoral support. 

Mrs Zia’s only hope is that people will get fed up with rising prices, power shortages and the open 
encouragement by Sheikh Hasina’s government of the kind of predatory capitalism not seen 
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since, well, Mrs Zia’s rule in 2001-06. The government’s high approval ratings are on the slide. At 
some point, Mrs Zia appears to calculate, mass adulation will attach to her eldest son and heir 
apparent, Tarique Rahman, now in British exile. Yet Mr Rahman, who left army custody with a 
snapped spinal cord in 2008, is the symbol of Mrs Zia’s kleptocratic rule. He is loathed even 
among the BNP’s leaders.  

Meanwhile, Sheikh Hasina’s vendetta has the support of the Indian government, with whom 
Bangladesh’s relations are much improved. The end to Mrs Zia’s political dynasty has become 
almost a tenet of national security for India, which sees her family meddling in India’s domestic 
affairs. This month Mr Rahman’s right-hand man told investigators that the Pakistan embassy in 
Dhaka and the United Liberation Front of Asom, a militant group fighting for an independent 
homeland for ethnic Assamese in India’s north-east, paid the BNP (for which, read Mr Rahman) 
and Bangladeshi spooks some $10m for the secret transshipment to Indian insurgents of ten 
truckloads of arms. 

Western governments also oppose Mr Rahman’s return. They supported the thinly veiled army 
coup in January 2007, which prevented the BNP from stealing an election. The coup also brought 
in a crackdown on fringe groupings of Islamic extremists courted by the former BNP government. 
Continuing the crackdown is a centrepiece of AL policy.  

Despite the government’s sliding ratings, popular support for Sheikh Hasina’s clan dwarfs that for 
Mrs Zia’s. And with such a tailwind, it is extraordinary how the League remains stuck in a divisive 
politics based on personal grievances that go back nearly four decades. Time, you might think, to 
get on with governing. 
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A coronation in Sri Lanka 
Beating the drum 
A majestic moment for an ever more powerful ruler  
Nov 18th 2010 | COLOMBO AND JAFFNA  

WHAT to give a president who wants for nothing? Sri Lanka’s 
mustachioed ruler, Mahinda Rajapaksa, who turned 65 on 
November 18th, has a thriving personality cult, helped by 
propaganda that gives him sole credit for the crushing of Tamil 
rebels last year, after nearly three decades of civil war. He won a 
second presidential term in January. His party romped home in 
parliamentary polls. And he has since had the constitution rejigged 
to scrap term limits and make his office mightier. 

Though it is almost a year since his re-election, Mr Rajapaksa’s 
followers this week prepared for his swearing-in party in Colombo, 
the capital, on November 19th. Artillery pieces were hauled to the 
quayside to ensure things went off with a bang. Some 8,000 
drummer boys and a huge honour guard will also attend. Mr 
Rajapaksa himself went off to his southern hometown of Hambantota, visiting a big, Chinese-built 
port about to receive its first ship, to be blessed by a boatload of monks. 

Mr Rajapaksa has a surfeit of recent gifts. The opposition has handed itself up on a plate. Several 
MPs defected when ministerial posts (none powerful) were dangled. The opposition leader, Ranil 
Wickremesinghe, seems content to play a languid role. Meanwhile, the president’s most serious 
rival remains Sarath Fonseka. The former army chief oversaw the bloody end of the war and then 
dared to mount a presidential challenge. He has since been locked up over his supposed army 
conduct and will probably be behind bars for at least the next three years. 

A once vibrant press has fallen mostly silent about the country’s ever more undemocratic ways, 
cowed by unexplained attacks on journalists. This week most editors complied with a government 
“request” to publish a big birthday photograph “of His Excellency on the top left hand side of the 
first page of your newspaper”. From billboards across Colombo the president beams like the 
Cheshire Cat. 

Like the cat’s smile, Mr Rajapaksa will hang around a long time yet. Drive 400 kilometres (250 
miles) up a bone-shaking road to the northern, Tamil-dominated town of Jaffna, and it is obvious 
that many Sri Lankans fiercely dislike their president, but are resigned to him. Since the Tamil 
rebels—widely despised for their brutal methods—were crushed, the country’s Sinhalese majority 
is in no mood to seek an accommodation with the minority Tamils. 

Quite the reverse. Earlier plans for more regional power have been scrapped and the government 
seems to be using the army to help shift more Sinhalese people into Tamil-dominated regions. 
Tamils are too fearful to resist. Neither they nor outsiders such as the United Nations are able to 
force a proper inquiry into growing evidence that in the last days of the war the army killed 
perhaps tens of thousands of Tamil soldiers and civilians. This week the government dismissed 
video footage of massacres, broadcast by Al Jazeera, as fake. 

Cheshire Cat, with drummer boys
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The president’s urbane brother, Basil Rajapaksa, is unabashed in claiming that in Sri Lanka an 
era of “ruler kings” has begun. Western ideas of transparency, he claims, along with limits on 
presidential power and accountability, are not relevant to “Asian culture”. Sri Lanka will keep its 
long-running state of emergency, and reforms to the voting system will make it harder for 
smaller parties. 

As a thunderstorm unleashes an early monsoon downpour, the brother suggests that a ruler’s 
worth should be judged by a traditional standard. “When the king is good,” he says, “in time the 
rains come.”Among his many presents, the president should really have received a crown. 
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Hong Kong's paternalism 
Raspberries all round 
Both government and tycoons fail to impress even when giving away money  
Nov 18th 2010 | HONG KONG  

THE gesture was meant by the territory’s chief executive, Donald Tsang Yam-kuen, to be a show 
of generosity on the part of Hong Kong’s government and its business titans. Instead, it has had 
the unanticipated effect of bringing together wildly disparate groups to blow a collective 
raspberry, throwing the plan into disarray. The fiasco underscores changing attitudes not just 
towards government paternalism, but towards Hong Kong’s once-lauded property tycoons. 

In a speech last month Mr Tsang announced that he was setting up something called the 
Community Care Fund. Into this the government and Hong Kong’s tycoons would pour HK$5 
billion ($640m) apiece. The money would go to help the poor in (unspecified) ways not covered 
by the territory’s main social-welfare plan, the Comprehensive Social Security Assistance Scheme 
(CSSAS). 

The brickbats started flying. Was not the CSSAS, by definition, meant to be comprehensive? 
Should not the government anyway dispense welfare through annual budgets and the powers of 
taxation rather than off-balance-sheet vehicles financed by big business? Besides, the 
government has a budget surplus. 

David Webb, a shareholder activist and the sharpest critic, calls the new vehicle the “Community 
Collusion Fund”. Regina Ip, a legislator and usually a staunch member of the establishment, 
objects to conflicts of interest. “Can the government be trusted to take decisive action against 
[property] developers one day,” she asks, “but be phoning them up for sizeable donations the 
next?” Even a property tycoon, Ronnie Chan Chi-chung, has spoken out. Management’s job, he 
says, is not to give shareholders’ money towards government schemes. 

In addition, Henry Tang Ying-yen, the chief secretary, whom Mr Tsang put in charge of the fund, 
is one of two favoured possibilities to succeed him as chief executive. The restricted election for 
chief executive is murky enough without the sense that the new fund might provide an electoral 
war chest. On November 11th the government rushed to limit the damage, as Mr Tang 
announced the setting-up of a committee to advise how the money should be spent. 

Some of the blame for the mess may go to Hong Kong’s overseers in Beijing. Across China, 
Communist leaders have called for a “harmonious society” that closes the gap between rich and 
poor. Mr Tsang may have picked up on the theme—or perhaps he is drawing on a vein of 
paternalism left over from Britain’s colonial rule. 

But it also represents a misplaced effort at public relations. Hong Kong’s tycoons were once 
hailed as entrepreneurs underpinning the territory’s vitality. Now they are derided as property 
sharks, profiting from crushing rents on land got on favourable terms from the government. Not 
that long ago, the local press would refer to the richest tycoon, Li Ka-shing, as Superman. 
Recently they have seized on a Catholic priest’s characterisation of Mr Li as a “devil”, a comment 
he says was taken out of context, but which he won’t retract. 
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North Korean defectors 
No paradise, but better than hell 
The accelerating pace of North Koreans heading for the South  
Nov 18th 2010  

“THOUGH it felt as if there was nothing left to lose, I risked 
everything to come here”. So says Park Cheol-hwan, a North 
Korean defector now living in Seoul, the South Korean capital. 
After crossing the border into China, as most defectors do, he 
spent nearly a year working in atrocious conditions to pay off his 
debt to the snakehead who got him there, living under the 
constant threat of arrest. 

The risks of defection are enormous. Family members left behind 
in North Korea face brutal recrimination, while defectors face 
repatriation by China. All the same, the number of North Koreans 
ready to take the risks is rising fast. It took over half a century for 
the total of successful defectors to the South to reach 10,000. But 
in just the past three years, a further 10,000 have followed. Now 
the South’s unification ministry has announced that the 20,000th 
defector, a 41-year-old woman, arrived on November 11th. 

It is no surprise that anyone would want to leave North Korea, but 
the sharp increase in numbers was unexpected, particularly by the South Korean government. It 
provides defectors with help, including a cash payment of 6m won ($5,300) per person and basic 
instruction in everything from how to use a bank card to applying make-up. 

In Seoul the manager of one support group says that part of the reason for the increased 
numbers is the surprisingly easy access that North Koreans have to South Korean films and 
television programmes. In recent years, illegally copied DVDs from China have flooded the 
country, enabling citizens of the world’s most repressive state to see how sumptuously their 
southern cousins live. 

Because family members left behind are persecuted, whole-family defections are also becoming 
more common. Two-fifths of new arrivals come with at least one other member of the family, 
while relatives back in North Korea nervously wait for their chance to follow. More than two-thirds 
of defectors are women, who also happen to make up the major part of the North’s black 
economy, on which much of the population depends. 

Few labour under the illusion that life in the South is perfect, but for many defectors their new 
home still comes as a shock. Despite the supposed importance of blood ties, refugees from North 
Korea lead second-class lives. Fewer than half of defectors are “economically active”. Many 
employers are unwilling to employ North Koreans, whom they consider backward, leaving many 
to subsist on government largesse. Defectors do their best to disguise their origins, for instance, 
by faking a Seoul accent in order to secure even the most menial job. Even so, since November 

Praying for a better life down 
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11th about another 50 North Koreans have made it south. 
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Corruption in Indonesia 
The adventures of SuperGayus 
A rogue tax official enthralls and appals a rapt nation  
Nov 18th 2010 | JAKARTA  

EARLY rounds of the Commonwealth Bank tennis tournament in Bali rarely attract much 
attention, even among aficionados. A recent match however, has gripped Indonesia. Not the play, 
alas, but the courtside scene.  

Photographs published on November 8th show a slightly strange-looking fan who had been in the 
stands at a women’s match days earlier. He was clearly enjoying himself, snapping photos, 
grinning and chatting. But something looked funny, his hair oddly full and glossy. And that centre 
parting? Surely not.  

This was no case of vanity, but a disguise. The man was identified as Gayus Tambunan, a mid-
ranking tax official who had been arrested with fanfare in March, on charges of corruption. While 
looking relaxed and happy in Bali, he was supposed be awaiting trial in a detention centre. He 
had bribed his way out, and then a photographer spotted him. 

His case comes at an embarrassing time for the Indonesian government. The president, Susilo 
Bambang Yudhoyono (or SBY), has pledged to eradicate corruption. Mr Tambunan had been 
picked up by a task-force set up by SBY to ferret out corrupt officials. But the cells where they 
stowed him were apparently no match for his ill-gotten gains.  

As the enthralled media spent several days playing with the pictures in an effort to get to the 
truth, the man himself ducked and weaved. This week Mr Tambunan confessed. He had been 
feeling stressed, he told a judge, and needed to “refresh” himself—by watching a couple of days’ 
tennis at the one of the world’s top holiday resorts. 

Mr Tambunan’s sheer cheek has fascinated Indonesians. In a spirit of cynical admiration, the 
press has exalted the taxman as “SuperGayus”. Further revelations have burnished his 
reputation. According to some reports, he had bribed his jailers to let him loose a total of 68 
times. SuperGayus is alleged to have paid the prison warden about $40,000 for his privileges. 
Now the warden and eight prison guards face charges of their own. 

To many, this dismaying farce has shown that impunity can still be easily bought, even after 
SBY’s task-force has done its job and even as Indonesia takes the co-chair of the G20’s working 
group against corruption. 
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Banyan 
Freedom from fear 
On past form, Myanmar’s junta may soon snuff out the hopes it raises  
Nov 18th 2010  

IT WAS hard not to be moved both by the demeanour of Aung San Suu Kyi when she was freed 
from house arrest in Yangon on November 13th, and by the popular reaction to her freedom. Her 
grace, courage and good humour seem undiminished. Meanwhile, the thousands who flocked to 
her gate demolished the myth that she is no longer central to Myanmar’s politics. Yet in the 
euphoria of the moment, it was easy to forget that those politics, too, are in essence unchanged. 
The foundations for the optimism she herself professes seem flimsy.  

Since she was first locked up in 1989, Miss Suu Kyi has twice before been “freed”, only for it to 
become apparent that she had in effect simply been moved into a larger prison, so strict were the 
limits on her activities. This time she emerges into a changed world. Until this week she had, for 
instance, never used a mobile phone or surfed the internet. The political landscape in Myanmar is 
also altered, even if the first elections for 20 years, held on November 7th, were designed to 
strengthen the grip on power of the ruling junta, whose party has claimed a massive victory.  

The elections did at least allow a tiny flicker of pluralist light into the murk of Burmese 
totalitarianism. And for the moment, apparently caught unawares—yet again—by the abiding 
affection and respect Miss Suu Kyi commands, the junta has let her hold meetings, grant press 
interviews and act like the leader of the opposition. In return, Miss Suu Kyi, though calling gently 
for a “peaceful revolution”, has shown her accustomed generosity of spirit. She chided a 
journalist who spoke of the junta’s “brutality” towards her. It has detained her for years on 
trumped-up charges; jailed and tortured hundreds of her supporters; orchestrated mob attacks 
on her; prevented her from seeing her dying husband; restricted access to her children; and 
ignored or vilified her in its stultifying official press. But, she said, it had treated her well.  

She sounded so reasonable that you might expect the junta to leap at the chance to open a 
serious dialogue with her. That seems very unlikely. If past form is a guide, the junta will not 
tolerate her speaking out for long. During previous spells of “freedom”, it has ignored her for a 
while, gradually tightened restrictions on her, and then found some pretext to lock her up again. 
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In 2003 it managed to blame her for a massacre and, as she put it this week, “for allowing myself 
to get beaten up”, when her convoy was attacked by pro-junta thugs. Last year it extended her 
detention when an American (“a little eccentric”, in Miss Suu Kyi’s words) swam across the lake 
outside her house to meet her.  

The latest sentence ended on November 13th. However arbitrary its repressive laws, the junta 
has always been perversely punctilious in carrying them out to the letter. So that deadline may 
have been why the date of the election was set a bit earlier. Now the widespread joy at Miss Suu 
Kyi’s release will have stoked the junta’s fears of her. She alone has the popular following to 
mount a serious challenge to its rule.  

Her lineage, as the daughter of Aung San, Myanmar’s independence hero, was always in her 
favour. So was her charisma, which swayed huge crowds when she returned in 1988 from British 
exile to what was then Burma in order to care for her sick mother. In the election of 1990, her 
popularity helped the National League for Democracy to a landslide victory, even though she was 
under house arrest at the time. (The results were never honoured.) Her fortitude through two 
decades of relentless persecution has earned the respect and loyalty of her followers. 

Yet she has critics among the junta’s enemies as well as the generals themselves. As a politician, 
after all, she has been a failure. The junta seems more firmly entrenched than ever, and, outside 
a small flourishing elite, Myanmar’s people are as poor and oppressed as ever. The rigged 
election and her own release speak more of the generals’ self-confidence than their weakness. 

She is blamed for refusing to compromise with them. In 1995 she pulled the League out of a 
“national convention” drafting a new constitution. Eventually, as was always certain, the 
convention came up with the answer the junta first thought of: continued military dominance. 
This year again Miss Suu Kyi advised the League to boycott the election. This led to its formal 
disbandment, and a split. Both boycotts may well have been mistakes, though so crooked were 
the processes that affording them any degree of legitimacy would also have seemed repellent. 

 
Glass rods and steel wire  

The criticism of her inflexibility was always rather unfair, for two reasons. It treated her as a 
functioning politician when in fact she has been a prisoner with limited access to sources of 
information and advice. Now, already, she has hinted at flexibility on a position that has drawn 
most criticism: her support for crippling economic sanctions against Myanmar.  

Second, the true refusal to compromise has always been not hers but the junta’s. Here Banyan 
should confess a bias. He met Miss Suu Kyi several times in the late 1990s and remains in awe of 
her bravery, dignity and even sense of humour. Those now portraying her as a principled but 
rigid dogmatist forget that she used to face just the opposite criticism. When she was “freed” in 
1995, it was to preach dialogue and compromise when many, buoyed by the electoral triumph in 
1990, thought the junta might simply be swept away. Miss Suu Kyi’s true rigidity was to stick to 
Gandhian principles and shun the violence that the people-power revolution some hoped she 
would lead would have entailed. 

“They have to understand”, she told The Economist at the time, “that flexibility and weakness are 
completely different.” A steel wire, she said, is strong because it is flexible; a glass rod is rigid 
but may shatter. In the years since, the junta has done its damnedest to turn her into a glass 
rod. It has yet to succeed.  

 
 
Economist.com/blogs/banyan 
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Israel, the United States and Palestine 
Fix those borders first 
Hillary Clinton has told Binyamin Netanyahu to persuade his colleagues to freeze 
settlement-building again. He can do it if he really wants to  
Nov 18th 2010 | JERUSALEM  

“I COMMEND Prime Minister Netanyahu for taking, I think, a very constructive step,” Barack 
Obama told reporters aboard Air Force One on November 14th. “It’s not easy for him to do.” But 
Binyamin Netanyahu had not actually put his best foot forward. He had flown home the day 
before from New York after a gruelling seven-hour session with America’s secretary of state, 
Hillary Clinton, in an effort to enable his talks with the Palestinians to resume. Now he needed to 
get his largely right-wing-cum-religious cabinet to accept his understandings with Mrs Clinton. Mr 
Obama presumably intended his advance praise to make it easier for Mr Netanyahu to woo the 
waverers and harder for him to backslide into the arms of the hawks. The waverers demanded 
the deal in writing. The squabbling went on. As The Economist went to press, the chances were 
that a refreezing deal would indeed be struck. 

If so, Israel’s settlement building in the occupied Palestinian West Bank will stop for another 90 
days. An earlier ten-month freeze ran out in late September, just weeks after the long-stalled 
talks had finally resumed. Mr Netanyahu refused to extend it. To the applause of Arabs, 
Mahmoud Abbas, the Palestinian leader, walked out. 

In return for a new freeze, America says it will give Israel another 20 F-35 stealth fighters, worth 
$3 billion, to be added gratis to the original 20 ordered by Israel for delivery in the middle of the 
next decade. America also promises to stiffen its backing for Israel at the UN and in particular to 
veto moves to endorse a Palestinian declaration of independence if the talks fizzle. These are 
tempting goodies. Mr Netanyahu is poised to persuade ministers in the religious Shas party, a 
pivot of his ruling coalition, not to oppose the deal. If Shas stays on board, he has a reliable 
majority.  

But Shas’s spiritual leader, Ovadia Yosef, a 90-year-old rabbi, insists that America should agree 
in writing that the freeze would not apply to the large Jewish suburbs in East Jerusalem, whereas 
the Americans had left that vague. Shas’s fast-growing young constituency is desperate for 
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housing, so this waiver is critical for the party. The aged rabbi also wants to be sure that as soon 
as the 90 days are up, building can resume in the two largest settlements, Beitar and Modiin Ilit, 
both sprawling Orthodox communities close to Jerusalem, just across the 1967 border. 

The Palestinians, who closely follow this haggle, had been balking. So were the Americans, lest 
Mr Netanyahu, constrained by his hardliners, struck a deal only to drag his feet for 90 days and 
then let building start again.  

The Americans’ latest hope is that the two sides immediately set about demarcating the borders 
of a Palestinian state so that by Day 91 the contours are fairly clear and the question of where 
Israel can build becomes moot. After her long session with Mr Netanyahu, Mrs Clinton spoke of 
an accord that “reconciles the Palestinian goal of an independent and viable state, based on the 
1967 lines, with agreed swaps, and the Israeli goal of a Jewish state with secure and recognised 
borders that reflect subsequent developments and meet Israeli security requirements.” 

The wording is crucial. It repeats the aims expressed by the two previous American presidents, 
Bill Clinton in December 2000 and George Bush in April 2004. “Subsequent developments” refers 
to the large Jewish settlement blocks, including those such as Beitar and Modiin Ilit, that Israel 
has built close to the 1967 border and which it would absorb under any workable deal. The size 
and whereabouts of the “agreed swaps” of Israeli land to be taken by Palestine would be 
determined in the upcoming negotiations. 

 
Two states or one?  

Everyone understands, says a senior Israeli minister, that this is the core issue behind the row 
over the freeze. When ministerial hawks such as Benny Begin (who belongs to Mr Netanyahu’s 
Likud party) or Avigdor Lieberman, the foreign minister who leads the far-right Yisrael Beitenu, 
oppose a new freeze, in truth they resist the idea of the two-state deal that may ensue.  

When Mr Netanyahu tries to make his coalition partners agree to a freeze by using imprecise 
wording, he wants to defer the day when this fundamental ideological conflict in his cabinet is laid 
bare, between pragmatists who are reconciled to an independent Palestine and the ideologues 
who still want a Greater Israel. He also means to defer the day when he must himself decide 
which camp he belongs to.  
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Libya 
Open yet closed 
The capital is buzzing, even as the reformers take a knock  
Nov 18th 2010 | TRIPOLI  

LIBYA is never easy to read, but it has recently become more contradictory than ever. On the one 
hand, foreigners are crowding into the capital, Tripoli, with economic reform and greater 
openness in the air. On the other, the newspaper that has most eagerly promoted reform was 
briefly shut down a few weeks ago, reappearing a week later with its go-ahead editor summarily 
replaced with a more conservative one. Meanwhile a score of journalists working for a news 
agency in the same group were briefly put behind bars.  

What this may mean is that the mercurial Muammar Qaddafi, who has run the show since 1969, 
wants economic reform to go ahead cautiously but politics to remain tightly under his thumb. And 
two of his sons, one of them keener on reform than the other, may be scrapping for the 
succession behind the scenes.  

Both the news agency, Libya Press, and the newspaper, Oea, are part of the al-Ghad media 
group founded by Saif al-Islam Qaddafi, the reform-minded son, who is backed by many younger 
and more liberal Libyans. His chief rival is thought to be his harsher brother, Mutasim-Billah, 
Libya’s national-security adviser.  

The family’s inner workings can only be guessed at. The Great Leader, as Libya’s ruler is officially 
known, may have stepped in to order the release of his son’s journalists. Oea has resumed 
printing, with conservative changes to the staff. There was no official comment. The episode has 
rattled foreigners who had been looking forward to investing in a less repressive political 
atmosphere. 

Still, the closed days of UN and American sanctions, lifted in 2003 and 2006 respectively, are 
over. Mr Qaddafi’s promise not to build weapons of mass destruction and his decision to 
compensate the families of the 270 victims of the aircraft bombed by a Libyan agent over the 
Scottish town of Lockerbie in 1988 have led to Libya’s reacceptance into the international fold. An 
American ambassador was accredited last year. Relations with the West have sharply improved.  

Big oil companies, such BP and ExxonMobil, which are happy to tolerate Libya’s political quirks for 
the sake of exploiting some of Africa’s largest oil reserves, were first back in. But building and 
investment companies are piling in too. The IMF says Libya’s GDP may grow by more than 10% 
this year.  

Glassy buildings glint in the hot sun, as cranes and foreign construction-workers line the shores 
of Tripoli and Benghazi, Libya’s first and second cities, where stretches of sand stood empty a few 
years ago. Marriott is due to open a plush hotel soon. Several other groups are seeking to 
emulate it. Posh housing compounds are sprouting. Tourist agencies in Tripoli’s old city say 
business is up. Designer shops are opening alongside cafés and restaurants in Gargaresh Street. 
“It’s truly like Dubai,” says a Libyan businessman who has recently come back after living in 
Beirut, with perhaps a touch of hyperbole. 

The reformers are worried lest politics reverses such progress. That apart, the least welcome 
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development is the burgeoning traffic. Crossing Tripoli used to take 20 minutes; it can now take 
two hours.  
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Syria's evangelical Christians 
Don't try too hard 
Protestant Christians are under rare fire  
Nov 18th 2010 | DAMASCUS  

SECULAR Syria has long been one of the freest places in the 
Middle East to practise religion. But a recent crackdown on 
Christians, about a tenth of Syria’s people, is causing jitters. 
Several buildings that hold Christian services have been closed for 
not being officially sanctioned as churches. Foreigners serving 
Protestant churches have been told their visas will not be renewed 
because of a decree banning them from working for injeeli, as 
Protestant churches are known. In the summer several church 
camps were cancelled. The measures have been taken solely 
against the Protestant churches, which cater for refugees from 
Sudan and Iraq and expatriate workers, as well as for Syrians. 
Tens of thousands of Iraqi Christians have fled to Syria since 
attacks on them following the American invasion of Iraq in 2003; 
recent massacres have sent others packing. 

Syrian officials say the measures have been taken because the 
offending churches have been proselytising, often with the help of foreigners. The World Council 
of Churches acknowledges that since the invasion of Iraq an influx of refugees into Syria has 
encouraged foreign evangelists, mainly Americans and South Koreans, to spread the gospel. 
American outfits such Reach Global, the missionary arm of the Evangelical Free Church of 
America, admit to giving cash and theological support to Christians in Syria, to the extent that 
they are officially allowed to.  

But independent local churches, all of them licensed by the National Evangelical Synod of Syria 
and Lebanon, have been hit, too. Father Nadim Nassar, a priest, says that tension in the region 
has made life harder for all Protestant groups. “Protestantism has long been viewed as an 
extension of the West and all Protestant groups have been affected by a backlash against them.” 

But the main reason for the clampdown is that Orthodox and Catholic leaders, disgruntled by the 
success of these new churches, have complained to the government. Converting Muslims to 
Christianity is illegal, but the churches have also had an understanding that they should not woo 
each others’ members. Enthusiastic Protestants seem to have flouted that unwritten rule. “We 
have enough churches—but the Protestants are stealing our sheep,” says an Orthodox pastor, 
who asked not to be named.  

The government does not discriminate against Christianity in particular. It wants to keep Syria 
secular and religiously harmonious. Moreover, it is conscious that the regime is headed by 
members of the minority Alawite Muslim sect, and is wary of challenges to its rule by any 
religious group, such as the Muslim Brotherhood. It is therefore quick to clamp down on zealous 
behaviour. In the past two years Islamic schools have been more tightly regulated. Female 
university students have been forbidden to wear the niqab, covering the entire body. 

St Paul, an unlicensed Syrian 
convert
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Freedom of religion in Syria has its limits, sighs an Orthodox leader. “There is freedom to practise 
your religion but not yet to choose it. You are what you are born into.” 
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Iraq's new leaders 
A government begins to emerge 
But a painful labour is still ahead  
Nov 18th 2010 | BAGHDAD  

ALMOST as soon as last week’s deal that seemed to herald a new 
coalition government after eight months of negotiation had been 
announced last-minute hiccups began. But the new parliament 
was at least able to elect a speaker, Osama al-Nujaifi (pictured 
above, right), an influential Sunni from the embattled northern 
city of Mosul, and to re-elect the incumbent president, Jalal 
Talabani (left), a Kurd. It was also poised to renominate the 
incumbent prime minister, Nuri al-Maliki. But the game is not 
quite over yet. 

No sooner had Mr Nujaifi been elected than dozens of members of 
his party, Iraqiya, walked out in protest against the continued 
barring of a clutch of its members from office on the ground that 
they had been connected to Saddam Hussein’s Baath party. 
Enough MPs remained in the chamber, however, to re-elect Mr 
Talabani as head of state. But the next day Iraqiya’s leader, Iyad 
Allawi, a secular Shia whose list had drawn the strong support of 
Iraq’s Sunni voters in the March poll, appeared on television to 
declare “power-sharing dead”. Mr Maliki, it seemed, would have to wait a little while yet. 

Just a day later, at a series of press conferences in the parliament building, under mosaics of 
doves and rainbows, the momentum was once again restored. A further session of parliament 
endorsed the so-called “Barzani initiative”, a compromise deal that had led to the original 
breakthrough and which had been drawn up under the auspices of Masoud Barzani, one of the 
Kurds’ two main leaders. A representative of Mr Maliki’s Shia-dominated group said a mere 
misunderstanding had occurred. An Iraqiya member said that his party was ready to move 
forward again. A few days’ break was declared for the religious holiday of Eid al-Adha, beginning 
on November 17th. 

Mr Talabani is still almost certain to tap Mr Maliki as prime minister, giving him 30 days to form a 
government. Mr Allawi, who had hoped to be president or prime minister, is yet formally to 
accept his appointment as head of a “higher policy-making council” which, though its powers 
have not been spelt out, may have a wider brief than security, as was first assumed. But his 
latest grumpy comments suggest he is still playing hard to get. And his Iraqiya friends say they 
will back out of any government if charges of Baathist links against three of their number are not 
lifted. 

Mr Maliki has agreed to nearly all of the 19 demands made by the Kurds, including a commitment 
to hold a referendum on who should control the disputed city of Kirkuk. Mr Maliki is also said to 
have promised some powerful ministries to a Shia group led by a populist anti-Western cleric, 
Muqtada al-Sadr.  
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Another month of haggling has begun. Messages of congratulation from Washington, Tehran and 
beyond may be premature. A new government has not yet been born. A painful labour lies ahead. 
But the shape of the emerging body, with Mr Maliki again at its head, seems fairly clear.  

Middle East & Africa  

Share on
Facebook
Share on
Twitter
Share via
email



Rhinos in South Africa 
A horny headache 
The rhinoceros is under threat yet again  
Nov 18th 2010 | JOHANNESBURG  

CONTRARY to widespread belief in China and South-East Asia, the 
rhinoceros horn has no proven medicinal or aphrodisiac qualities. 
Its effect, some scientists say, is the same as chewing your 
fingernails. It is made of the same stuff, agglutinated hair. Yet 
rhino horn is currently worth more than gold, selling for up to 
$60,000 a kilo. That is why a beast that has been on earth for 
some 60m years is fighting for its existence. 

So far this year, at least 260 South African rhinos have been 
illegally killed, a rate of nearly one a day and well over double last 
year’s total. Almost all were shot for their horns; these days, few 
are taken for bush meat. South Africa is home to more than 90% 
of the world’s white rhinos (the adjective is a corruption of the 
Dutch word wijde, meaning wide, a reference to the species’s 
broad mouth) and around a third of the rarer black one.  

Until 1970 all had been reasonably well. Then oil prices soared, 
resulting in a seven-fold increase in income per head in Yemen, 
where elaborately carved rhino-horn dagger handles are prized as a sign of status and wealth. 
Yemenis rapidly became the world’s biggest importers of rhino horn. By 1980 half the world’s 
rhinos, by some estimates, had disappeared. 

Conservationists tried to fight back. In 1976 trading in rhino horn was banned under the 
Convention on International Trade in Endangered Species (CITES), to which 175 countries have 
signed up, including the four that were doing most of the importing: China, Japan and Vietnam as 
well as Yemen. But the trade simply moved onto the black market. By the mid-1990s, 90% of the 
world’s rhinos had disappeared, compared with the 1970 tally, and all of the five main rhino 
species were either threatened with extinction or endangered. In the whole of Africa, fewer than 
2,500 black rhinos and around 7,000 white ones managed to survive. 

Since then, thanks to better security and conservation methods, numbers of both species have 
begun to pick up again, to around 4,500 blacks and nearly 20,000 whites, concentrated in less 
than half a dozen countries in southern Africa. But those gains are in danger of being reversed by 
a new surge in poaching in South Africa, Kenya and Zimbabwe. Demand for the horn has risen 
along with prices, since it is now also peddled as a cure for cancer. Powerful international 
syndicates, using helicopters, night-vision goggles, tranquilliser darts and silenced heavy-calibre 
guns have got into the game. 

A South African law enacted in 2008 required a permit for anyone hunting rhinos or even 
possessing a rhino part. But it has not deterred criminals. Nor has the average ten-year jail 
sentence handed down to poachers. Over the past couple of months, more than two dozen people 

Just chew your fingernails
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have been arrested in South Africa for suspected rhino poaching, including 11 members of a 
syndicate said to be linked to big figures in President Robert Mugabe’s ruling party in Zimbabwe.  

South African National Parks, one of the world’s leading conservation bodies, has now asked the 
government to send in the army. Calling for an immediate end to a "cruel and brutal crime", 
Lindiwe Sisulu, the defence minister, says the government is working on it. President Jacob Zuma 
has promised to take the matter up with the Southern African Development Community, a 
regional club. But South Africa’s authorities, along with the rhinos, face an uphill battle. 
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Guinea's presidential poll 
Please stay calm 
If the post-election violence can be contained, the region should benefit  
Nov 18th 2010  

CAR horns honked through the night of November 15th to celebrate the victory of Alpha Condé in 
Guinea’s presidential run-off. But two days later, as sporadic violence began to spread, a state of 
emergency was declared. Joy at the country’s first proper election since independence from 
France in 1958 turned rapidly to alarm. People were told to keep off the streets, as security 
forces tried to restore order. The Supreme Court was said to be “verifying results”. Guineans held 
their breath. Neighbouring governments looked on anxiously; instability in the region has often 
proved contagious.  

The run-off had pitted Mr Condé, a veteran opposition leader who used to lecture at the Sorbonne 
in Paris, against Cellou Dalein Diallo, once prime minister under one of Guinea’s string of despots. 
Mr Condé scraped in with 52.5% of the vote. Although the run-off itself was largely peaceful, the 
result quickly stirred unrest in the loser’s camp. Mr Diallo’s party alleged fraud in some districts. 
It says its supporters were too scared to vote in other places, following pre-election attacks. 

The skirmishes across the country since the results came out have mostly been between Mr 
Diallo’s followers and heavy-handed security forces. The protesters began to burn tyres in 
Conakry, the capital, hours before the announcement. At least four people are said to have been 
killed. Both candidates, along with the UN and the Economic Community of West African States, a 
15-country regional club better known as ECOWAS, have told Guineans to be calm.  

Rival supporters, who clashed repeatedly in the lead-up to the vote, are divided largely along 
ethnic lines. Most of Mr Diallo’s backers belong to Guinea’s largest group, the Peul (known in 
English-speaking parts of west Africa as Fula or Fulani), who account for some 40% of Guineans 
but have never produced a president. Mr Condé draws his support mainly from the Malinke, the 
country’s second ethnic group. “For the first time, you have a real election where two people from 
different ethnic groups are competing,” says Mohammed Jalloh of the International Crisis Group, 
a Brussels-based NGO. “That is the most worrying thing. [Ethnic violence] is unusual in Guinea, 
as it is usually the people against the state.” 
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Boxing in Nigeria 
A rumble in the Sahel 
An ancient form of pugilism is thriving  
Nov 18th 2010 | SOKOTO  

AT AN army barracks in Sokoto, a dusty market town in northern Nigeria, two men, each with 
one fist wrapped in coarse rope, are circling each other in a sandpit. Roaring spectators and a 
band of drummers surround them. This is the season for dambe, a traditional form of boxing 
common across Nigeria’s mostly Muslim north. It is the sport of butchers who visit villages to 
slaughter animals for harvest feasts. They put on boxing matches to impress potential brides. 

In recent times dambe has become a full-time job for youths recruited to small training centres 
all the year round, though contests still take place mainly at harvest time in October and 
November. Ismail Aliyu, who trains around 60 fighters in Sokoto, scours the north for recruits. 
“You can tell talent from the way that some ten-year-old boys can hold big bags,” he says. The 
lads are trained in their hometowns and brought to Sokoto when they turn 18. 

A dambe boxer must floor his foe within three rounds. The fist tied with rope is called his “spear”. 
His other hand, his “shield”, is stretched out palm-first to block his adversary’s punch. For luck, 
youths may wear verses from the Koran as well as animal parts in leather pouches around their 
necks. Tactics can be vicious. Some boxers dip their spear in sticky resin mixed with bits of 
broken glass. Kicks and head-butts are common. 

A boxer can get as much as $600 for winning a match. Patrons such as Mr Aliyu cover living costs 
and pay for trips to contests in neighbouring Cameroon and Niger. Tidy sums are made from 
betting and from selling match tickets.  

Socking it to each other in Sokoto

Young men in Nigeria’s landlocked northern states have mixed motives for going down the dambe 
way. “I am doing this for the glory,” says Dogon Jango, a beefy young man in white denim shorts 
and a black trilby, who is waiting his turn at the ringside. His friends jeer in Hausa, the local 
language, until he comes clean. “And to make money.” 
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France's new government 
Old wine in new bottles 
Nicolas Sarkozy’s much-touted reshuffle proves to be a small one that keeps the 
prime minister in place  
Nov 18th 2010 | PARIS  

FOR six months, President Nicolas Sarkozy had been preparing the French for a new government. 
His advisers had floated the names of various possible successors to François Fillon, the prime 
minister, and these aspirants were jockeying frenziedly. Over the weekend, the president spun 
out the suspense, securing the resignation of the old government 24 hours before unveiling a 
new one. Yet in the end, a man who prides himself for his daring and decisiveness did nothing 
more than reappoint Mr Fillon, along with a clutch of others, including Christine Lagarde, the 
finance minister, and Brice Hortefeux, the interior minister. 

If Mr Sarkozy was seeking to rebrand his government, he missed the mark. The reappointment of 
Mr Fillon, who is now expected to stay until the 2012 presidential election, is an almost 
unprecedented individual triumph. Under the Fifth Republic, French prime ministers have been 
treated as dispensable, to be sacked whenever things go badly. Just weeks ago, Mr Sarkozy 
argued in private that his old team was worn out and needed renewing. Mr Fillon, according to a 
friend, had even rented a new apartment in Paris. But Mr Sarkozy’s mistake was not to have a 
credible alternative. Given the prime minister’s greater popularity among voters and deputies, Mr 
Sarkozy risked trouble from having him outside the tent. By dithering, he has emerged weaker 
and Mr Fillon stronger. 

Much of the rest of the new team is anything but. Out has gone the big-tent approach that 
embraced the left as well as the centre and lent Mr Sarkozy’s first government its originality. All 
but one of the six figures from the left have disappeared, including Bernard Kouchner, who was 
sacked as foreign minister. Out too went leading centrists, including Jean-Louis Borloo, the 
environment minister, and several liberals. Denied the prime minister’s job that he thought was 
within his grasp, Mr Borloo declined a lesser post and walked off in a huff.  

The new government draws heavily on the old guard from the Gaullist RPR party founded by 
Jacques Chirac, which Mr Sarkozy broadened to the centre under the UMP umbrella for the 2007 
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presidential election. With the return of Alain Juppé, Mr Chirac’s prime minister in the mid-1990s, 
who takes over at defence, and the transfer of Michèle Alliot-Marie from justice to the foreign 
ministry, the new government has a chiraquien feel. François Baroin, another Chirac protégé, 
keeps his job as budget minister. Indeed, for a president who promised a rupture with the Chirac 
era, his new team would not look out of place under the old Gaullist. French satirists had a field 
day, as did the opposition. “So much fuss for so little!”, mocked Martine Aubry, the Socialist 
leader. 

Mr Sarkozy, who appeared live on prime-time television this week, seems to want to accomplish 
three things with his narrower Gaullist line-up. One is to create a more cohesive team. Although 
the broad-based approach was arresting, it was blamed for confusing supporters on the right, as 
well as for personality clashes. One by one, left-wingers such as Jean-Pierre Jouyet, a former 
Europe minister, have quit. Most of the ethnic-minority faces have been dumped. Rachida Dati 
went last year; Rama Yade and Fadela Amara this time. Eric Woerth, a minister caught up in a 
party-financing judicial investigation linked to Liliane Bettencourt, the billionaire heiress to the 
L’Oréal cosmetics empire, has been fired. By tightening the team around his base, Mr Sarkozy 
may hope to thwart damaging scandals and rows and present a more unified front.  

The second aim, which remains to be tested, is to return to a more traditional form of governing. 
Mr Sarkozy conceded that there should be a more balanced division of labour with his prime 
minister. His advisers are to appear less in public, leaving ministers to get on with their jobs. The 
president himself, studiously calm during his TV appearance, intends to stand back a bit. Jetting 
about during France’s presidency of the G20 will occupy a big chunk of his time. Laurent Joffrin, 
editor of Libération, a left-wing newspaper, called this a shift from baroque to classical: 
“sarkozysme without the excess”. 

Third, and despite the chiraquien flavour of the new government, Mr Sarkozy wants to pursue 
structural reforms. Until recently, he was himself arguing for a pause. This week, by contrast, he 
said he wanted “to make all five years effective for France”. He announced a rethink of the tax 
system by next summer, based partly on Germany’s fiscal structure, and a new form of social 
security to finance care of the elderly. The idea is to make both budget-neutral. Mr Fillon is a 
good choice to make sure of this. He was a lone voice in 2007 when he declared that “France is 
bankrupt”. This week, he said that his “absolute priority” was still to trim the deficit.  

Although the reappointment of Mr Fillon is popular, in the short run the reshuffle is unlikely to lift 
Mr Sarkozy’s approval ratings from their record lows. Voters do not seem to give him much credit 
for holding out through weeks of strikes and protests to lift the minimum retirement age from 60 
to 62, although that may change in time. Some deputies still wonder, privately, if he is the best 
man to lead the French right into the 2012 election. One poll last week suggested that, in a 
presidential run-off, Mr Sarkozy would be beaten, albeit narrowly, by Ms Aubry—but that, if she 
faced Mr Fillon instead, he would be victorious. 

Europe  



François Fillon 
The nobody who became somebody 
The secret of an unknown prime minister’s survival  
Nov 18th 2010 | PARIS  

HE HAS the mild manner of a provincial doctor, but his hobby hints at a steelier character. 
François Fillon, reappointed as French prime minister, loves to get behind the wheel of a sports 
car, notably at Le Mans, near his birthplace. The qualities needed to steer the course—endurance, 
focus, a steady hand, peripheral vision—help explain how the man has defied the rules that 
usually apply to the Fifth Republic’s prime ministers. 

If he keeps his job until 2012, Mr Fillon will become the first prime minister in modern times to 
have survived a president’s entire term. Aside from a spell of cohabitation, when Lionel Jospin 
served under Jacques Chirac, the last occupant of Matignon, the prime minister’s official 
residence, to survive five years in the job was Raymond Barre, under Valéry Giscard d’Estaing, in 
1976-81—and that was in the days of seven-year presidential terms.  

Mr Fillon is also breaking ground by boasting better ratings than his boss. French presidents like 
to get their prime ministers to take the blame when things go wrong. The French call this “the 
curse of Matignon”. Right to the end, Barre’s popularity, for instance, languished below Mr 
Giscard d’Estaing’s. Yet, whereas Mr Sarkozy’s poll numbers have fallen to 36%, according to 
Ifop, a pollster, Mr Fillon’s are basking at 55%—and have even climbed over the past year.  

How has the understated Mr Fillon, whom presidential aides used to nickname “Mr Nobody”, 
pulled it off? The short answer is by not being Mr Sarkozy. His calm, reassuring style makes him 
the antidote to the hyperkinetic president. His patrician version of social Gaullism, with an 
emphasis on fiscal prudence, seems less threatening than Mr Sarkozy’s eclectic politics. Although 
he has a Welsh wife, this notary’s son embodies traditional France more than Mr Sarkozy. And Mr 
Fillon has grown in stature. The more he has endured humiliation with dignity, the more he has 
earned respect.  

Mr Fillon is too loyal to challenge Mr Sarkozy in 2012. It is more likely that he has his eyes on 
2017. French presidents can serve only two terms, so he would be free to run even if Mr Sarkozy 
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were re-elected next time. But he is not the only hopeful. While Mr Fillon heads the government, 
another aspirant, Jean-François Copé, will be running the UMP party from across the Seine. By 
giving Mr Copé that job, Mr Sarkozy may be hoping that rivalry between the prime minister and 
the party chief will minimise the scope for either to cause real mischief. 

Europe  



Silvio Berlusconi under pressure 
An Italian job 
Italy limps towards an early election—and political instability  
Nov 18th 2010 | ROME  

ONE newspaper called it a “lethal triple jump”. In a frenzy of resolution after seven months of 
mounting crisis, the fate of Italy’s prime minister, Silvio Berlusconi, and of his conservative 
government will be decided on December 14th. At a meeting with President Giorgio Napolitano 
this week, the speakers of both houses of parliament agreed to hold confidence votes on that 
day. By coincidence, the constitutional court is also due to pronounce then on a government-
backed law to allow the various trials in which Mr Berlusconi is a defendant to be put off until he 
leaves office. If the ruling and at least one of the votes go against him, he could be 
simultaneously in the dock and on the hustings. 

The government looks safe in the upper-house Senate. But the balance in the Chamber of 
Deputies suggests it will not win the necessary outright majority. On paper it has been in a 
minority since followers of Mr Berlusconi’s former ally, Gianfranco Fini, renounced the 
government whip in July. This week Mr Fini stepped up the pressure when four of his supporters 
(a minister, a deputy minister and two junior ministers) quit Mr Berlusconi’s government. On 
November 7th Mr Fini warned that a walkout was inevitable unless Mr Berlusconi formed a new 
administration with a more progressive programme. But the prime minister brushed this aside, 
opting instead to brave two no-confidence motions in the chamber and a confidence vote in the 
Senate. To avoid alarming the markets, which have so far taken a more indulgent view of Italy 
than they have of other euro-zone debtors, the main parties agreed to postpone the votes until 
the 2011 budget was safely approved. 

A defeat in either house would force Mr Berlusconi to offer his resignation. But he says that, if he 
wins in the Senate, he will ask the president to dissolve only the lower house. That could produce 
a bizarre, semi-general election and the danger that, if his coalition were defeated, parliament 
might have different majorities in each house. This is not the only reason why Italy may be 
entering a period of instability. Even a full general election under the rules introduced by Mr 
Berlusconi’s previous government in 2005 could produce differing parliamentary majorities (which 
is why some are suggesting that Mr Napolitano should instead appoint a stopgap government to 
change the electoral law). 

Whatever the rules, the next election is likely to produce a more fragmented result than in 2008. 
Mr Fini’s party is increasingly working with three other small parties in the hope of creating a 
grand central coalition that may hold the balance of power (a goal that would be easier to reach 
if, in the meantime, they scrapped the provision in the electoral law that guarantees an outright 
majority in the lower house to the coalition with the biggest share of the vote by giving it extra 
seats). And on the left, as on the right, there are increasing signs of disintegration. The main 
opposition Democratic Party faces a challenge from the more radical Left Ecology Liberty party, 
whose candidate won a surprise victory on November 14th in a primary election to choose an 
opposition candidate for mayor of Milan. It is not just the Berlusconi era that may be fading, but 
also one of his fondest political dreams: a stable, two-party system in Italy. 

Europe  
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Greece's budgetary woes 
A long odyssey 
Support for the government’s austerity programme is still holding up, just  
Nov 18th 2010 | ATHENS  

EVEN as Greece’s Socialist government struggles to avoid bankruptcy, its long-suffering voters 
have opted out of party politics. For the first time in memory, more than half abstained in the 
second round of local elections on November 14th. Almost 30% of mayors who won run-off 
contests around the country were independents, including Yiannis Dimaras, a civil engineer who 
took Patras, a port in western Greece where the ruling Pan-Hellenic Socialist Movement (Pasok) 
usually holds sway. Two progressives, both new to politics, won in Athens and Thessaloniki after 
a quarter of a century of right-wing control of both cities. George Kaminis, a constitutional 
expert, left his job as national ombudsman to run for mayor of Athens. In Thessaloniki, Greece’s 
second city, Yiannis Boutaris, a winemaker and environmentalist, scored a surprise victory. Both 
candidates were hand-picked by George Papandreou, the prime minister, in a bid to bring fresh 
talent to local government. 

Mr Kaminis faces the tougher task. He has pledged to make life easier for the capital’s large 
immigrant population. Anti-immigrant feeling is intensifying as the recession deepens. Afghans 
and Africans, in particular, are targeted by right-wing, anti-Islamic Greek groups. In some 
districts the police openly support the right-wingers. One lot, Chryssi Avghi, has won a seat on 
the Athens city council for the first time. On November 16th young right-wingers pelted Muslims 
with eggs as they marked their Eid festival with an outdoor prayer meeting (Athens has no official 
city mosque). “The atmosphere round here is quite frightening,” says Marina Vichou, a member 
of a neighbourhood support-group for immigrants in the Aghios Panteleimonas district. 

Yet in spite of the high rate of abstention, Pasok won more votes than New Democracy, the 
conservative opposition. So Mr Papandreou can claim that there is a consensus, however 
reluctant, for continuing the rigorous austerity programme agreed with the European Union and 
the IMF as a condition for Greece’s €110 billion ($145 billion) bail-out in May. The going is getting 
rougher, though.  

Once again Greece’s budget deficit has been revised upwards (see 
chart). It reached 15.4% of GDP in 2009, compared with a 
previous estimate of 13.6%. This year’s deficit target of 7.8% will 
be missed as a result, although Greece is still aiming to cut the 
deficit by six percentage points of GDP, just ahead of what was 
agreed with the IMF and EU. 

But this can be achieved only by making savage cuts to public 
investment, including programmes that are funded jointly with the 
EU. The government is also postponing some spending obligations. 
Exporters, for example, claim that VAT refunds are being 
unreasonably delayed. A return to growth, now forecast in the 
second half of 2011, looks to be disappearing into the future.  

So another round of spending cuts looms. Civil servants and pensioners have already seen their 
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incomes shrink by more than 20%. Next year it will be the turn of workers in public corporations 
and other overstaffed state bodies. The “troika”—representatives of the European Commission, 
the European Central Bank and the IMF—are pressing for cuts to jobs as well as wages for public-
sector workers. Mr Papandreou still insists that workers made redundant will be moved elsewhere 
in the public sector, but even Pasok loyalists are starting to doubt that he will be able to keep his 
word.  

Europe  
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Portugal's financial worries 
Atlantic trouble 
The government insists it is neither Greece nor Ireland  
Nov 18th 2010 | LISBON  

FOR months Portugal has protested that it is not Greece. Now it wants to convince investors that 
it is not Ireland. As European leaders press the Irish into accepting a loan, Portugal finds itself 
singled out yet again as next in line. The difficulty facing the minority Socialist government is 
that, whatever it does to reassure markets about deficit cuts or the health of its banks, it is soon 
neutralised by contagion from Ireland and the risk of losses for bondholders as part of a planned 
euro-zone bail-out fund. 

Fernando Teixeira dos Santos, Portugal’s finance minister, 
lamented this week that contagion had increased the risk that his 
country would indeed need help. But he insisted that the 
government had no such plans and could still sell its debt. A 
Lisbon-based economist interprets this as meaning that “the 
government doesn’t want to ask for help, but may have to.” Yet 
the minister said Portugal is determined to show it is different 
from Ireland. The budget deficit, projected to fall from 9.3% of 
GDP in 2009 to 4.6% in 2011, pales by comparison with Ireland’s. 
Unlike Ireland, Portugal has not suffered a housing-market 
collapse. Its banks look solidly capitalised. Strong exports have 
lifted GDP growth to an expected 1.1% this year, after a fall of 
2.6% in 2009. Despite a climb in yields on ten-year government bonds to above 7%, the average 
interest rate Portugal pays on sovereign borrowing is only 3.6%, says Mr Teixeira dos Santos. 

Why then are bond markets so jittery? Partly because the government has been so slow to react. 
Only in September did it propose a budget squeeze, including a 5% cut in public-sector pay, of 
the kind that Ireland, Greece and Spain pushed through months ago. The government also had to 
endure weeks of tense negotiations with the main opposition party before it could secure an 
agreement on its policies. Portuguese banks have been frozen out of the capital markets because 
of a downgrading of the country’s sovereign risk, making them dependent on funding from the 
European Central Bank. And underlying all these difficulties is what one economist calls a 
creeping competitiveness problem after a “lost decade” of low growth.  

The government must go back to the debt market early next year. By then, the question whether 
Portugal is Greece, Ireland or somewhere else will surely be settled one way or the other. 

Europe  



Germany, central Europe and Russia 
Frau fix-it 
A new role for Germany in the east: make friends, fix problems  
Nov 18th 2010 | BERLIN  

GERMANY’S eastern neighbours have long memories and short fuses. They worry about 
everything from revanchism to deals done with Russia over their heads. But the old cocktail of 
guilt (for the war) and gratitude (for the Soviet role in German unification) is losing its kick. 
Germany is now more sceptical about Russia and more focused on its neighbours. 

One reason is business. The Czech Republic buys more German exports than Russia. Add Poland, 
Slovakia and Hungary, and central Europe accounts for nearly a tenth of Germany’s foreign trade. 
Exports in the first half of 2010 were €41 billion ($56 billion), against only €11 billion to Russia; 
imports were €40 billion, against €15 billion from Russia (including energy).  

Diplomacy is changing too. Under Gerhard Schröder and Helmut Kohl, Germany sought tight ties 
with Russia. Under Angela Merkel, relations are still cordial, but Poland has become a lot more 
important. Teamwork has replaced sniping about history. This month the Polish and German 
foreign ministers, Radek Sikorski and Guido Westerwelle, went to Minsk to tell the autocratic 
regime in Belarus that holding a fair presidential election on December 19th would bring big 
benefits, whereas pollrigging would keep the country in the cold. Poland’s moral weight matches 
German muscle in such diplomacy, says Eugeniusz Smolar, a Polish foreign-policy analyst. 
“Germany without Poland doesn’t have the credibility. Poland without Germany doesn’t have the 
clout.” 

Germany keeps talking privately to Russia, sometimes (as in the recent Deauville summit) with 
France. That can raise hackles. But the Germans argue that their approach is pragmatic. In 
response to Russian demands to be taken seriously, Germany has suggested treating Moldova, 
Europe’s poorest country, as a test-case. The problem there dates from 1992, when Russian-
backed separatists took control of Transdniestria. Unlike similar conflicts in the Caucasus, nobody 
is killed and both sides talk and trade. Yet Kremlin stubbornness and meddling has stymied peace 
plans. Russia says its troops protect local Slavs from domination not just by the Romanian-
speaking majority, but also by Romania (to which Moldova once belonged). Cynics note that the 
muddled customs regime in the breakaway region is lucrative for outsiders and insiders alike.  

German pressure has already produced results, confounding old hands who thought only America 
counted. A closed railway has reopened. Direct telephone links may be next. Dangling the carrot 
of entry into the Schengen passport-free travel zone, Germans persuaded Romania to approve a 
long-stalled border deal with Moldova. President Traian Basescu and other politicians in Bucharest 
sometimes treat their neighbour as a stray province, not a proper country. The move may now 
dispel an irredentist bogeyman often cited by separatists. Hawks still worry that Germany is 
scheming, perhaps to bring Russia into a joint security body with the European Union, but most 
people are just glad to see any progress. 

Germany is also working on a deal between Macedonia and Greece (which claims both names as 
Hellenic patrimony). This is another issue that lay long and fruitlessly in American hands. 
Germany’s quiet new diplomacy may be a harbinger of a new era in Europe’s politics. 
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Europe  



Hungarian politics 
Constituting a problem 
The government clashes with the courts  
Nov 18th 2010 | BUDAPEST  

THE government is cross, as are the voters. Those responsible for 
ruining Hungary in the past should now pay huge taxes on their 
scandalously large pay-offs. But the constitutional court disagrees, 
and has struck down a planned backdated 98% tax because it 
breaches employee contracts.  

That has sparked fury in the ruling Fidesz party, which has used 
its two-thirds majority in parliament to rush through a law 
circumscribing the court’s jurisdiction over taxes. Few would 
quarrel with efforts to clean up Hungary’s torpid and sleazy public 
sector. But a new study finds that, in its first three months in 
office, the government has changed the constitution six times; 
and that, of 56 bills that became law, 45 were submitted not by 
the government but by individual MPs, which meant they avoided 
full parliamentary scrutiny. 

Worries about the government’s authoritarian approach took root 
in July when, fresh from its election victory, it published a poster 
proclaiming “peace, freedom and national harmony” to be 
displayed in public buildings. It then bagged the presidency for a Fidesz insider and appointed all 
five members of the body that oversees the public media. Another party stalwart now heads the 
State Audit Office.  

Fidesz dismisses the independent institutions’ moans. They did not work and Hungary lost its 
way, says Anna Nagy, the government’s spokeswoman. But with memories of arbitrary rule still 
fresh in their minds, some Hungarians are unsettled by the repeated evocation of the “people’s 
will” to justify whatever the government wants. 

The true reason for the attack on the constitutional court, says Krisztian Szabados of Political 
Capital, a think-tank, is to stop it blocking new taxes and levies on the banking, energy, telecoms 
and retail industries. These are expected to raise an annual $2.67 billion until 2014. That should 
be enough to finance the introduction of a 16% flat-rate income tax next year and still keep the 
budget deficit under 3% of GDP. The pain will fall largely on foreign shareholders, who are now 
preparing to challenge the taxes in foreign courts. 

Foreign capitalists are almost as unpopular as the former government’s cronies. But bashing 
them spooks investors. So does a planned raid on pension contributions. Peter Duronelly, of the 
Budapest Fund Management Company, says the government’s cavalier treatment of outside 
investors will prove costly. And Vasarnapi Hirek, a newspaper, quotes a politician pledging to 
protect the decisions of the constitutional court as “binding on everybody”. That stickler for 
principle was Viktor Orban, who is now prime minister. But he said it 2007, when he was in 

Orban, constitutional changer
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opposition. 
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Charlemagne 
Gang that can't shoot straight 
European leaders are blamed for exacerbating the euro crisis, but for the wrong 
reasons  
Nov 18th 2010  

IN MAY, when they rescued Greece from the bond markets at the 11th hour, the members of the 
euro zone vowed never to get into such a mess again. To keep the speculators at bay, they 
armed themselves with the biggest gun they could muster: a trillion-dollar loan fund. Many hoped 
the weapon would prove such a deterrent that, like the “bazooka” of Hank Paulson, America’s 
treasury secretary under George Bush, it would never have to be used. Yet, just as with Mr 
Paulson’s guarantee, the euro zone’s weapon barely deterred the barbarians.  

Now Ireland is under assault and the euro zone has loaded the first bullet into the chamber. On 
November 16th euro-zone finance ministers said there would be a “short and focused 
consultation”, involving the European Commission, the European Central Bank and the IMF, to 
assess the best way of helping Ireland to salvage its collapsed banks (see article). There has 
been a curious role reversal between the Greek crisis in May and the Irish one now. In the spring 
everything was made worse by the hesitation of the main donor, Germany, over helping 
spendthrift Greeks. This time it is the would-be recipient, Ireland, that is prevaricating 
dangerously. Yet, like it or not, the rescue party is being saddled up. Will it succeed? 

It would certainly help if the riders showed better order and learnt to shoot straight. The German 
chancellor, Angela Merkel, is at the forefront, but she is also the subject of much mutinous talk 
since leading her colleagues into the badlands at last month’s EU summit. She persuaded them to 
reopen last year’s Lisbon treaty to create a bail-out system that would allow the restructuring of a 
country’s debts. No longer, she declared, would good European taxpayers have to bear the risk of 
protecting their financial system alone; she would exact a price from speculators too. Jean-
Claude Trichet, the ECB president, warned the leaders that they risked stirring up restive 
markets, but was ignored. 

Within days, the euro countries cantered into a new ambush. Yields on the bonds of weak 
countries broke new euro-zone records. A fortnight later, at the Seoul G20 summit, Mrs Merkel 



 

was still in combative mood. “Let me put it simply: in this regard there may be a contradiction 
between the interests of the financial world and the interests of the political world.” But a day 
later the EU sent out a peace party. The finance ministers of the five biggest countries explained 
that they had been misunderstood. The debts of euro-zone members were protected by their 
bail-out fund until 2013; any notion of imposing “haircuts” on bondholders would apply only to 
new debt issued thereafter. 

For economists such as Jean Pisani-Ferry, director of Bruegel, a think-tank in Brussels, Mrs 
Merkel’s action was a good idea that went wrong. Investors should indeed bear some of the pain, 
but she would have done better to venture into this territory next year, once markets had calmed 
down, and with a proper map. Brian Cowen, Ireland’s prime minister, grumbled about the turmoil 
being an “unforeseen consequence” of the German move. His Greek colleague, George 
Papandreou, was less charitable. Germany, he said, risked creating “a self-fulfilling prophecy”. It 
was placing greater burdens on countries already in trouble. “This could break backs. This could 
force economies towards bankruptcy.” Wolfgang Schäuble, the German finance minister, made 
clear he thought the Greeks were being ungrateful for the help they received earlier this year.  

Other politicians have exacerbated matters, too. Portuguese ministers spoke openly about 
needing a rescue or even having to leave the euro. Hours before the finance ministers’ meeting, 
Herman Van Rompuy, president of the European Council, carelessly talked of Europe being “in a 
survival crisis”. It was left to Olli Rehn, the laconic Finnish economic commissioner, to call for 
“cool heads”. Plainly, the rescue of Ireland is not made any easier by all the political bickering. 
But in a union of 27 countries, decisions inevitably take longer and messages get more confused 
than markets would like. European politicians who delayed the Greek rescue and now seem to be 
making a dog’s dinner of the Irish one deserve blame for responding slowly and fitfully to the 
signals from financial markets—a charge that has much resonance when it comes to the 
Germans. Yet it would be wrongheaded to leap from this to blaming Germany for the euro’s 
crisis. 

It was the Greeks, not the Germans, who lied about their deficit numbers (this week, the true 
Greek deficit for 2009 was pushed up again by the European statisticians, to 15.4% of GDP). It 
was Dublin (and Madrid), not Berlin, that presided cheerfully over a hugely inflated house-price 
bubble. It was Irish politicians, not German ones, who happily took plenty of campaign-finance 
contributions from their property-developer chums. Mrs Merkel has much to answer for when it 
comes to running a large current-account surplus and imparting a deflationary bias to the euro 
zone. But she is not to blame for the feckless failure of weaker euro-zone countries to push 
through reforms that might have made up for their loss of competitiveness. 

 
The benefit of self-harm  

If there is any silver lining at all to emerge from the turmoil of recent weeks, it is that the value 
of the euro has fallen, or at least that it has stopped rising. A euro crisis is certainly an expensive 
way to achieve this goal, but at least exporters will be grateful. According to the latest figures, 
the euro zone as a whole posted a larger-than-expected trade surplus in September. Many feared 
that the euro might get caught in the crossfire of the currency war between America and China. 
They were wrong. Ranged against the shotgun of America’s quantitative easing, and the shield of 
China’s capital controls, Europe does at least have leaders who are well drilled in shooting 
themselves in the foot. 
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Cutting immigration 
Shutting the door 
The government’s efforts to reduce the inflow of foreign workers have re-ignited 
an old controversy  
Nov 18th 2010  

LITTLE more than a century ago, a foreigner could spend his life in Britain without a permit. 
England had received a wave of Huguenots in the 17th century and one of Irish immigrants in the 
early 19th. But the subsequent advent of Jews fleeing persecution in eastern Europe provoked an 
outcry over “aliens” ousting natives from their homes and trades, and flooding schools with 
foreign children. A royal commission reported in 1903 that the new immigrants were generally 
sober and industrious, rarely a charge on the public purse and skilled in ways the locals were not. 
Yet a law was passed restricting immigration, and since then governments of all stripes have 
sought to regulate—in large ways or small—the number of foreigners allowed in. 

Some of those same claims and counter-claims now resound again. Britain is in the midst of the 
biggest immigration in its history. Between 2000 and 2009 more than 5m foreigners moved to 
the country for 12 months or more, pulled in by an economy that grew for most of that time. In 
the years from 2004, up to a fifth of those who came hailed from the new member states of the 
European Union. By 2008 13.2% of the labour force was foreign-born, two-thirds up on the figure 
in 2002. 

These new arrivals contributed mightily to the long economic boom. And workers from the new 
EU countries pay more to the exchequer in taxes than they take from it in services, says Christian 
Dustmann of University College London. 

But concern about the impact of unforeseen large-scale migration on public services; about the 
persistence of high numbers of jobless native-born workers; and, after the home-grown Islamist 
attack on London in 2005, about disaffection in some immigrant communities, has kept the 
matter at or near the top of the list of issues that people worry about. And a savage economic 
downturn in 2008 has added urgency to the heart-searching about immigration’s costs and 
benefits. 
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Against this background, the coalition government is struggling to 
redeem its pledge to reduce net long-term immigration from 
around 200,000 a year to the “tens of thousands” by 2015. It had 
seemed that economic gravity, along with a new, more selective 
immigration system phased in from 2008, would do most of the 
job. But although net immigration fell in 2008, it bounced up again 
to 196,000 in 2009 as emigration dropped (see chart).  

It is not unreasonable for politicians to talk about immigration: 
governments are supposed to listen to the electorate, points out 
Frank Field, a Labour MP who lobbies for “balanced migration”. But 
halving net immigration is problematic. The government has little 
control over how many people leave, nor over how many EU 
residents, including Britons, enter (together they were almost half of the total in 2008).  

So that means cracking down on non-European migrants, for whom there are three legal ways in: 
work, study and family reunion. The government has started with work, imposing a controversial 
temporary 5% cut in what the visa regime calls Tiers 1 (highly qualified folk) and 2 (skilled 
workers with a firm job offer); further cuts are likely when a permanent cap comes into force 
next April. Unskilled migration from outside the EU was in effect stopped by the previous 
government in 2008. 

Picking on these workers seems a bizarre choice. Last year less than a quarter of non-EU 
immigrants came because of work. Even cancelling all migration under Tiers 1 and 2 wouldn’t 
meet the target. And skilled workers are just the people Britain needs to keep its economy 
growing and competitive, at least until its indigenous workforce acquires more skills. 

This is a point that the CBI, a business lobby, has not been slow to make. It is particularly keen 
to protect Tier 2 workers (of whom 60% are “intra-company transfers”, two-thirds of them IT 
specialists) even if Tier 1 brainboxes have to pay for it (though potential Nobel prize-winners lurk 
among them, many Tier 1 migrants end up working in relatively unskilled jobs). On the other 
hand, some firms admit that not all intra-company IT migrants bring something to the job that a 
British worker could not. 

Lobbying has, it seems, paid off. David Cameron, the prime minister, has suggested that some 
intra-company transfers will be protected. He also favours smoothing the Tier 1 path for 
entrepreneurs.  

The brouhaha is nearing its denouement. On November 18th the Migration Advisory Committee, 
a group of independent experts that advises the government, released its thoughts about the 
permanent cap needed in 2011-12 to help achieve the stated aim of slashing net inflows. It came 
up with a menu of options, but suggested that Tiers 1 and 2 might have to be cut by 10-20%, 
with Tier 1 squeezed harder than Tier 2. And other migration routes, it says, will have to be 
narrowed too. 

Students, whose numbers ballooned in 2009, account for more than 50% of non-European 
immigrants. Only about half last year signed up for degree-level courses; the government may 
get picky about visas for less prestigious studies. And those who graduate are usually entitled to 
stick around for a bit afterwards; they may find their two-year segue into work curtailed. 
Universities, bludgeoned by funding cuts and upset by changes in Tiers 1 and 2 that affect their 
ability to attract staff, worry now that other restrictions may affect their ability to bring in 
students too.  

That leaves family reunification, which makes up less than a fifth of non-European migration. Few 
people are against allowing genuine immigrant marriages, but there are plenty of fakes: in 
September a vicar was convicted for conducting more than 300 sham weddings. There is also 
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concern that chains of relatives may be brought in by one bride or groom. But this is sensitive 
territory. Politicians will hesitate to anger immigrant groups who can be influential at the polls. 
And tougher rules could breach the Human Rights Act, which guarantees the right to family life. 

Perhaps this month, certainly this year, the government will present its own firm proposals. In 
the end, Mr Cameron and his team might well need to fudge. Caps could become targets; time 
frames could blur (by 2015, full data will be available only for 2013 anyway); and so on. 

However, as Martin Ruhs of Oxford University points out, capping immigration in itself will not 
reduce reliance on foreign workers. Employers, including the public sector, have grown used to 
cheap and flexible migrants. Other policy changes are needed to reduce demand for them—to 
welfare, education, vocational training and labour-market regulation—some of which will take 
time to yield results. Were migrants to vanish in the meantime, it might save the government’s 
face, but it would be a great loss to Britain.  
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The inflation overshoot 
Still choppy 
The economic conditions are not ideal to launch a British version of QE2  
Nov 18th 2010  

THE routine has become familiar. Inflation surprises on the upside. It is high enough to warrant 
another note from Mervyn King, the governor of the Bank of England, to George Osborne, the 
chancellor of the exchequer, to explain what is going on. That note says, in essence, that the 
overshoot was caused by temporary factors and that inflation will eventually subside because of 
spare capacity opened up in the recession. But will it? 

This week’s letter from Mr King was the fourth he has had to write 
this year as inflation has persistently strayed more than a 
percentage point above the 2% target. It was prompted by official 
figures showing that consumer prices rose by a higher-than-
expected 3.2% in the year to October (see chart), up from 3.1% 
in September. Indeed, in nine letters since April 2007, Mr King has 
been obliged to explain why inflation has been above 3%.  

That inflation has remained stubbornly high in the wake of the 
most severe recession since the second world war is odd. In this 
respect, Britain is unusual among advanced economies, as other 
figures also published this week highlighted. Inflation in the euro 
area in the year to October ran at 1.9%; in America it was 1.2%. 

The main reason why Britain has been the exception is the steep fall in the pound, whose trade-
weighted value slumped by some 25% between mid-2007 and early 2009. Even though the 
effects on inflation through higher import prices should be waning now, there have been other 
adverse temporary influences, such as past rises in oil prices and the return of the main rate of 
VAT, a consumption tax, to 17.5% at the start of 2010, after 13 months in which it was set at 
15% as part of the previous government’s fiscal stimulus.  

The difficulty for the bank’s monetary-policy committee (MPC) is that there will be yet more 
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temporary factors pushing inflation up over the next year. In January VAT will rise again, to 20%, 
an increase that is expected to be passed through in full to prices, whereas only half of its 
preceding fall and rise are reckoned to have been passed on. Moreover, world food prices have 
been climbing steeply.  

In January Mr King said that “in both of the past two years inflation picked up as a result of 
temporary price-level factors and then fell back, as the MPC had predicted.” But the bank’s own 
central forecast, published on November 10th, shows that inflation will reach 3.6% in the first 
quarter of next year and will not fall below 3% until early 2012. Just what “temporary” means in 
the bank’s lexicon is unclear. 

The risk in this, as the governor acknowledged in his latest letter to Mr Osborne, is that people 
start to expect higher inflation. The bank argues that expectations remain consistent with hitting 
the inflation target in the medium term. However, two out of three household surveys show that 
expectations of inflation one year ahead have been moving up.  

The big picture, as Mr King sees it, is that the slack in the economy following the steep recession 
will eventually pull down inflation. This remains plausible. Average earnings are growing at only 
2% according to official figures out this week; the unemployment rate is a still-high 7.7%. But 
financial crises tend to inflict a lot of damage on capacity. That could mean that the margin of 
spare resources is not that large, which would chime with surveys of businesses.  

Mr King is still being given the benefit of the doubt, but he must be chary of his stock of 
credibility. The inflation overshoots make it more difficult for the bank to follow the United States, 
where the Federal Reserve has launched another bout of quantitative easing nicknamed QE2. 
That lifeboat won’t be launched in Britain in the near future, unless there is very clear evidence 
that the recovery is foundering.  
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Distance learning 
It all adds up 
The “big society” meets globalisation in online maths lessons  
Nov 18th 2010  

PAMPERED middle-class children, both British and American, make up a good slice of Munish 
Kumar’s income as an online mathematics tutor, linked by the internet to pupils thousands of 
miles from his workplace in northern India. Pampered middle-class kids are few and far between 
on the Doddington estate in south London, a public housing complex known locally for knife crime 
and dogfights. Yet community activists on the Doddington estate—striving to keep young 
residents off the streets and away from gangs—think online lessons from India could help 
children who are on the point of giving up on maths, a vital part of their education. 

Mr Kumar works for a college in Ludhiana, a manufacturing hub of the Punjab. From his cubicle, 
equipped with an interactive blackboard and audio headset, he has an overview of the maths 
elements of the British national curriculum and its American equivalent, as well as the relative 
diligence of British and American children. The British are sparkier and more “keen to learn” than 
American pupils, he says. Alas, kids from both those rich countries pale besides their peers in 
India, who are both harder working and expected to master tougher topics at a younger age. 
This, Mr Kumar suggests, is only natural: “In India, you know if you want to survive you have to 
study.” 

Actually, the link between maths and survival is obvious to some in Britain too. Every day, Marie 
Hanson, a single mother who runs a community project on the Doddington estate, sees the harm 
caused to clients who decided the subject was beyond them at school. When teenage boys cannot 
read or have trouble with numbers, she says, it makes them “angry inside”. The single mothers 
who come to her centre have a different problem: their debilitating lack of confidence with 
arithmetic hampers their judgment and prospects. Perhaps surprisingly to outsiders, she says her 
group, S.T.O.R.M. Empowerment, receives offers of jobs for young women “all the time”. But 
many clients take a lot of convincing that employment will leave them better off than benefits. 
The welfare system is complex, but the real problem is simpler: many left school unable to 
manage their personal finances. 

The group already runs numeracy classes for adults, and works closely with local schools on 
teaching younger residents of the estate. Ms Hanson was impressed by an experiment with 
online, one-on-one maths tutoring. It was organised by BrightSpark, a firm which sells online 
lessons from Mr Kumar and his Indian colleagues to clients in Britain at a cost of £12 ($19) an 
hour. 

“You have to see it to believe it,” says Ms Hanson, recalling children squabbling for a turn solving 
sums online. They are transported into their “own little world”, where they aren’t embarrassed to 
make mistakes. Above all, they find anything to do with computers exciting. Ms Hanson is 
seeking funds for a bigger trial project, offering online maths to 30 selected children. 

At first glance, this intercontinental initiative might seem an odd fit with the “Big Society” ethos 
that is in vogue in government circles, with its stress on local community activism. But distance 
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matters little to today’s children, says Rebecca Stacey, assistant head at Ashmount Primary, a 
north London school which already uses BrightSpark to help both gifted and struggling ten and 
11-year-olds. Many pupils have relatives on far-flung continents, and use Skype for family chats, 
she notes: for them, the world is already local.  

Britain  

Share on
Facebook
Share on
Twitter
Share via
email



The royal engagement 
Just the job 
In Kate Middleton the royal family has made a good hire  
Nov 18th 2010  

OTHER than asking prime ministers to form governments every 
five years or so and entertaining the public, the British monarchy 
has one main job: self-perpetuation. Choosing the mother of a 
future monarch is therefore crucial. Having made such a hash of it 
last time—the Diana drama did more for republicanism than any 
episode since George IV had his popular wife tried for adultery in 
1820—it was imperative that, in the case of Prince William, the 
second in line to the throne, it should get it right. 

The monarchy needs a combination of stability and glamour. It is 
a tricky balance to maintain. For most of the 20th century, it had 
plenty of the first and not much of the second. After Diana turned 
up, it was the other way round. Now things have settled down 
again. The public has accepted Camilla, Prince Charles’s former 
mistress, as his consort. His sons provide a certain amount of 
tabloid copy by doing princely things in the armed forces and 
nightclubs, but the public is bored. The royals need a woman with 
Diana’s glamour but without her instability. Kate Middleton, whose 
engagement to William was announced on November 16th, might 
well fit the bill. 

Miss Middleton is very pretty and the newspapers like her. Her appeal is more modern than 
Diana’s. In an age mildly embarrassed by the royal males’ enthusiasm for wearing tweed and 
killing wildlife, her middle-class origins are a plus. That her forebears include Northumbrian 
miners and her mother was formerly an air stewardess, that her parents made their own money, 
and that she met the prince at university rather than a stately home, can only do her good.  

Unlike Diana, who was disadvantaged not just by warring aristocratic parents and a tiresome 
stepmother, but also by a faintly ludicrous stepgrandmother who wrote 664 romantic novels and 
always wore pink, Miss Middleton comes from a stable background. Her parents met working for 
British Airways; she was brought up in a two-parent, three-child family. Since people from stable 
families are more likely to produce them, she has a better chance of making a go of her marriage 
than Diana had. 

But as anybody who has ever recruited staff knows, the key question is whether she really wants 
the job. Unlike Diana, who was thrust into it at 20 and evidently had no idea what it entailed, 
Miss Middleton clearly does. She is 28, and is said to have had her eye on William since she was a 
schoolgirl. She has been dating him for years; they split up briefly in 2007, allegedly because he 
was reluctant to commit. Now she’s got the job, she seems likely to stick with it.  

Britain  
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The secret services and torture 
The price of secrecy 
How the government plans to draw a line under torture allegations  
Nov 18th 2010  

AMONG the unhappy legacies inherited by the coalition government from its predecessor, few are 
more toxic than the allegations made by former inmates of Guantánamo that Britain’s secret 
services (MI5 and MI6) were complicit in their rendition and torture. The government’s decision 
this week to settle civil-damages claims brought by 12 of them and make payments to four 
others (all either British citizens or residents) at a cost of at least £10m, though with no 
admission of culpability, does not yet draw a line under the sorry affair. Rather, it was the first 
part of a three-point plan drawn up by David Cameron during the summer to do so. 

Inevitably, the settlement was seen by some, including Patrick Mercer, a Conservative MP who 
specialises in security issues, as “giving comfort to the enemy”; Islamist websites celebrated it as 
a humiliating admission of guilt by the British government. But although it was unpalatable to 
some, intelligence sources described it as “a price worth paying” to bring the court proceedings to 
a halt. 

In May the Court of Appeal had dismissed an attempt by the security and intelligence services to 
keep sensitive evidence secret in the case brought by Binyam Mohamed, Bisher Al Rawi, Jamil El 
Banna, Richard Belmar, Omar Deghayes and Martin Mubanga; they allege that government 
agencies aided and abetted their detention at Guantánamo and the abuse they suffered there. As 
lawyers for the six men deluged MI5 and MI6 with demands for around 500,000 documents to 
support their case, it became clear that an out-of-court solution had to be found.  

The risk was that delicate intelligence material would be aired in court—putting the intelligence 
relationship with America in jeopardy. In February the Court of Appeal had ordered the previous 
foreign secretary, David Miliband, to publish material provided by American intelligence sources 
about Mr Mohamed’s interrogation. This threatened the “control principle” that is the bedrock of 
the relationship between intelligence agencies. Under this principle, the service that first obtains 
the intelligence has the right to control how it is used and with whom it is shared. The prospect of 
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British judges demanding further damaging disclosures in the future appalled the Americans.  

The sheer effort and cost of vetting the mountain of documents was also prohibitive. Up to 100 
intelligence officers were taken off their normal duties and lawyers’ bills were mounting. On 
November 16th Ken Clarke, the justice secretary, told MPs that the case could have dragged on 
for at least another three to five years, costing up to £50m. According to one source, the effect 
on MI6 was “paralysing”.  

The other parts of Mr Cameron’s plan were announced in July. The government is to hold a 
judicial inquiry into “whether Britain was implicated in the improper treatment of detainees held 
by other countries that may have occurred in the aftermath of 9/11”. The inquiry, the prime 
minister said, would be led by Sir Peter Gibson, a former appeal court judge who monitors the 
intelligence agencies for the government. Mr Cameron also promised a consultation paper which 
will set out proposals for how intelligence material and the agencies themselves are treated by 
the courts, “including addressing the concerns of our allies”. 

With less fanfare, he authorised the negotiation that led to this week’s settlement, without which 
the inquiry could not begin, lest it prejudice the court case. On November 17th a decision not to 
prosecute an MI5 officer for complicity in torture removed a further obstacle—though an MI6 
officer remains under police investigation.  

Although much of the Gibson inquiry will be held behind closed doors, Sir Peter will have to insist 
on enough transparency to persuade sceptics of his independence. Sir John Sawers, the head of 
MI6, recently welcomed the inquiry, while reiterating his belief that his service has “nothing 
whatsoever to do with [torture]”. Still, some of the eventual findings might make uncomfortable 
reading for members of the previous government. Not least Tony Blair, who, while not sharing 
George Bush’s enthusiasm for waterboarding, might well have been aware of the impact of his 
friend’s “enhanced interrogation” policy on some British citizens.  
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Information and public services 
Weighing sunlight 
Shame might be as important a tool as choice in improving public services  
Nov 18th 2010  

INFORMATION is power, or so the coalition government believes when it comes to improving the 
public services. It is planning to release a deluge of data on matters ranging from school exams 
to the time spent in hospital by patients recovering from surgery. The aim is to inform and 
encourage choice, which in theory will raise standards. The evidence suggests that approach is 
half right: releasing such information helps, but it seems often to be most effective when it is 
directed at professionals rather than punters, and when it focuses on individuals rather than 
institutions. 

Andrew Lansley, the health secretary, recently launched a set of consultations on what he calls 
the “information revolution” in the National Health Service. He plans to make data on matters 
such as hospital waiting times, cleanliness, infection rates, emergency readmissions and patient 
satisfaction more easily available. One of Michael Gove’s first acts on being appointed education 
secretary, meanwhile, was to place information on school performance prominently on his 
department’s website. For their part, universities have been told that they must provide clearer 
guidance about their courses. The idea is that this transparency will help people to choose their 
hospital, school or university.  

But how many actually will? Only a minority of university applicants seek out the data that 
universities already publish on graduate employment rates, according to research by 
Staffordshire University (though that may change as tuition fees rise). As for hospitals, a study 
by the King’s Fund, a think-tank, suggests that patients who exercise their right to choose their 
hospital, often older and better-educated ones, base their decisions not on published figures but 
on past experience and the advice of their doctor. Only a minority of parents—typically the 
“sharp-elbowed middle-class” kind, as David Cameron calls them—have in the past made use of 
school-inspection reports and the unofficial league tables devised by newspapers.  

Nevertheless, those league tables do seem to be effective. Research led by Simon Burgess, of the 
University of Bristol, found that pupils at English schools have been doing better than those in 
Wales, where since 2001 the devolved administration has not released the data on which league 
tables are based. However, the researchers attributed the gap to the shaming effect of poor 
rankings on teachers and governors, rather than parental choices.  

Other evidence supports the idea that embarrassing practitioners in the eyes of their colleagues 
works. Since 1996, the Society for Cardiothoracic Surgery has published a database that allows 
doctors to compare their own clinical performance to national and international standards. 
Underperforming surgeons have begun to emulate the more successful: between 2001 and 2008, 
the proportion of patients who survived heart surgery increased significantly, even though the 
same surgeons were treating ever sicker people. Alf Collins, a doctor who advises the Department 
of Health, thinks all clinicians should have personalised (and published) scorecards to stop them 
blaming one another for failures. Teachers could be classified as “good” or “bad” according to the 
academic progress of their pupils, says Dylan Wiliam of the Institute of Education.  
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Naturally, not everyone welcomes such scrutiny. The Los Angeles Times recently ranked 6,000 
teachers in California according to the progress (or otherwise) of their pupils. Hundreds of 
teachers protested outside its offices. One of the teachers whose self-esteem took a knock was 
Michael Lyon of the Russell Elementary School in Los Angeles. He says the blow made him 
determined to improve his teaching so his students get better grades. Appealing to public 
servants’ professional pride may be the best way to motivate them—even if it sometimes gets 
bruised.  

Britain  

Share on
Facebook
Share on
Twitter
Share via
email



Musical chairs at big banks 
One man's giant leap 
Lloyds, Britain’s biggest retail bank, hires the boss of Santander, its best  
Nov 18th 2010  

BRITAIN has fallen out of love with investment banking—but 
investment bankers now run many of its big financial firms. In 
2008, after its bail out, Royal Bank of Scotland (RBS) hired 
Stephen Hester, who made his name at Credit Suisse. This year 
investment bankers have climbed to the top of the greasy poles at 
both HSBC and Barclays. 

Technically, the new chief executive of Lloyds Banking Group, 
António Horta-Osório (right), whose appointment was announced 
earlier this month, also fits that description: he once did time with 
Goldman Sachs. But since 1993 he has worked for Santander, a 
big Spanish bank that famously disdains wheeler-dealers, and 
since 2006 he has run its British retail arm, by most accounts 
pretty well (Mr Horta-Osório himself is Portuguese). Even the Bank 
of England forgave his youthful flirtation with the dark side by 
making him a director last year, although he will have to stand 
down from that post before he moves into the hot seat at Lloyds 
in March next year. 

Mr Horta-Osório had seemed destined for a different life. He was set to oversee the forthcoming 
flotation of Santander’s British arm in London; and he was a leading candidate eventually to 
become chief executive of the Spanish group. Compared to those prospects, Lloyds is what might 
politely be termed a challenge.  

Lloyds is huge—the world’s biggest bank by loans in 2009, after its government-brokered 
shotgun marriage with HBOS, another British firm, during the financial crisis of 2008. And it is a 
mess: the state owns a 41% stake; the bank is over-reliant on borrowing; has little international 
exposure; and has such high market shares in most of its products that competition authorities 
and rivals are almost bound to grind them down. Lloyds’ top brass have often seemed to be in 
denial of their problems. Its share price seems to reflect a credulous view of the company’s 
outlook. 

Tackling all that would appear to be the opposite task to running Santander in Britain. In 2004 
Santander bought Abbey, a struggling mortgage provider, and has since transformed itself from 
an underdog into a heavyweight by cutting costs and boosting its market share in a broader 
range of products, such as current accounts, to about 10%. That process was helped by the 
acquisition, on Mr Horta-Osório’s watch, of bits of Bradford & Bingley and Alliance & Leicester 
(small firms that got into trouble in 2008). In August Santander agreed to buy some branches 
and assets from RBS, which will bulk up its small-business customer base. 

For all that, some of the lessons Mr Horta-Osório learned at Santander might prove transferable. 
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Itself the result of lots of acquisitions, Lloyds runs multiple brands, not terrifically successfully. 
Santander has been ruthless in creating a single brand and in squeezing back-office costs. 
Moreover, Santander has not only been a buyer. It sold Abbey’s life-insurance business in 2006, 
and more recently disposed of some non-core assets it inherited from Alliance and Leicester. 

Lloyds has an insurance business, Scottish Widows, and a giant £200 billion pot of assets that it 
says are not integral to its strategy, and which it plans to halve by 2014. By flogging insurance 
and shedding these assets quickly, Mr Horta-Osório could cut Lloyds’ roughly £300 billion of 
wholesale borrowing faster. Some £130 billion of this comes from the government and the Bank 
of England, who want their money back. 

The kink in all of this is that Lloyds may face another round of surgery. A government-appointed 
commission is reviewing the banking industry; when it reports next year it could recommend that 
Lloyds be forcibly shrunk to promote competition. Mr Horta-Osório will presumably make the 
“Tesco defence”—that Lloyds is big and ugly, but able to maximise economies of scale that are 
passed on to customers. If Lloyds survives, Mr Horta-Osório’s task will be to clean up a giant 
mess.  

His successor at Santander’s British arm, Ana Botín, faces the opposite problem, of how to take 
over a success story and write a new chapter for it. That will be good practice too, if, as 
expected, Ms Botín eventually takes over from her father as chairman of the entire Santander 
group.  
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Bagehot 
Beveridge's children 
The British don’t much like work—but they like the work-shy even less  
Nov 18th 2010  

IN 1904 a group of worthies met in the East End of London to discuss the plight of schoolchildren 
too hungry to follow their lessons. Let each receive a free breakfast of porridge, milk and treacle, 
proposed a young social reformer, William Beveridge. Charity bosses were appalled: state-
sponsored food would undermine family independence and responsibility, they fretted. By way of 
reassurance, Beveridge proposed coercion, namely “severely punishing” parents who did not feed 
their young. 

Some four decades later, Beveridge was a Whitehall mandarin, charged with designing Britain’s 
first comprehensive welfare state. As world war raged outside, he found himself debating fresh 
milk, and whether it could be afforded by working-class households headed by a man in 
employment. The aim of his committee’s discussions—which also looked at housing rents, and 
why working-class women spent more than men on clothing—was to set benefits at “subsistence” 
level: preventing squalor without promoting idleness. Once more, coercion loomed. Beveridge 
wanted compulsory “training camps” for malingerers. As his biographer Jose Harris records, he 
was unconvinced by talk of a British work ethic, declaring the idealisation of “useful toil” a trick of 
the upper classes to promote industry among the lower classes. The poor had no moral duty to 
work, he argued: it was for officials to design a system that demonstrably rewarded work. 

Jump to 2010 and Beveridge would be astonished at what became of his welfare state. Millions of 
Britons are entangled in means-tested tax credits, housing benefits and entitlements for the 
jobless that can make it unprofitable to work. The past decade saw massive job creation. But 
almost 1.4m people spent nine of the past ten years on out-of-work benefits, as Iain Duncan 
Smith, the Conservative work and pensions secretary, noted earlier this month. Mr Duncan 
Smith—a man of unusually public religious faith by British standards—declared it a “sin” that 
millions of jobs had been taken by foreigners under the previous Labour government, because 
Britons were not “capable or able” to do so. He unveiled plans to roll some existing welfare 
payments into a single, simplified “Universal Credit”. By fiddling with the rates at which benefits 
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are withdrawn from those who find work, Mr Duncan Smith hopes it will always pay to take a job. 

If the complexity of the modern welfare system would be alien to its founders, the political 
context of today’s reforms would be familiar. Last month George Osborne, the chancellor of the 
exchequer, unveiled a cap on the benefits that any one family can receive, tied to the median net 
income of a working household. The British sense of “fair play” would not tolerate people opting 
for welfare as a “lifestyle choice”, Mr Osborne said. Mr Duncan Smith has vowed tougher 
sanctions for benefit claimants who refuse work, up to and including the loss of some benefits for 
three years. Even school breakfasts are back as a cause of contention. The Labour-led 
administration in Wales—a devolved region which, like Scotland, offers its inhabitants publicly 
funded goodies not provided in England—vowed on November 17th to preserve free breakfasts in 
primary schools from cuts. Welsh Tories grumble that breakfast is the responsibility of parents. 

Lots of developed countries fret about the cost of welfare, but—at least in western Europe—
Britain is a special case. According to a recent Eurobarometer survey, the British are more likely 
that anyone in western Europe to think poverty is caused by laziness, and more likely than 
anyone else in the 27-strong European Union to blame it on immigration: the French prefer to 
blame the “pursuit of profit”, and the Germans bad policies. The same survey shows the British to 
be less convinced than any other nation in the European Union that poverty can be tackled with 
increased social benefits; they prefer to offer the poor work, training and regeneration schemes. 

When it comes to rugged individualism, the British can be found—as usual—paddling in the 
middle of the Atlantic, somewhere between Europe and America. The latest Pew Global Attitudes 
survey of Europe asked whether success in life is determined by “forces outside our control”. In 
France, Germany, Italy and Spain, most respondents fatalistically answered “yes”. In Britain, 
55% said “no”, though that was trumped by the response from America, where 68% said “no”. 

 
Don’t take yourself too seriously  

Yet when it comes to the issue of a British work ethic, the picture is murkier. When asked 
whether they are satisfied with their jobs, the British are on the EU average. A different question 
is posed every few years by the International Social Survey Programme: whether a job is just a 
way of earning money, and whether respondents would enjoy working even if they did not need 
the income. Among the 13 countries polled, the British (especially British men) consistently 
express the lowest commitment to work for its own sake. 

It would be easy to come away with a rather chilly image of Britain: hostile to the work-shy, yet 
jaundiced about work. That would help to explain the rather punitive tones in which the coalition 
government has unveiled its welfare reforms. But where does that leave David Cameron’s 
voluntarist “Big Society”? After all, that rests on what Jesse Norman, a Tory MP and Cameroon 
theorist, has called the “bold conjecture” that Britons are a people fizzing with latent, untapped 
energy, ready to roll back the state and bid to run public services better. 

The answer, perhaps, is that the British are complicated. They are individualists who build strong 
communities and pull together in a crunch. They have a national allergy to earnestness. Which 
Britain will win out is one of the many unknowables of this age of austerity.  
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The changing landscape of online fraud  
 
Long life spam 
Nov 18th 2010  
From The Economist print edition 
 
 
As spammers find their e-mails blocked, they are trying other tactics. Expect no respite 
 

 
WHEN Mark Zuckerberg, the boss of Facebook, presented its new messaging service on November 15th, he 
praised one feature in particular: the “social inbox”, which would catch spam or other unwanted messages. 
“Because we know who your friends are, we can put in really good filters to make sure you only see things you 
care about,” he said, with unwarranted confidence. 

 
Spammers are moving onto social-networking sites such as Facebook because they find e-mail increasingly 
unrewarding. Data from Cisco, which makes networking gear, show the volume of e-mail spam began declining 
slowly in late 2009 (see chart) and by almost half in the past three months, after the authorities disabled spam 
networks in Russia and the Netherlands. 

One reason is that online-security firms have worked on every bit of the chain, from the content of junk e-
mails to their sender, with the result that they stop more than 98% from reaching its target. First they blocked 

  



e-mails containing suspect words or links. Then they blacklisted addresses used by spammers. In response, 
senders started using botnets (networks of otherwise innocent computers). But security firms have now got 
better at spotting patterns in the spammers’ output. 

Spammers also need lots of addresses to evade the filters. They may buy as many as 10,000 domain names 
for a single scam. That is getting harder. After a flood of dubious .cn registrations from Russia, China has 
imposed tough checks that make applications by foreigners harder. The White House turned to internet 
registrars when it convened a meeting in September about how best to crack down online pharmaceutical 
fraud. Garth Bruen, who runs KnujOn, a web-security firm (read it backwards), and thus frequents dodgy 
online chat rooms, has observed panicky discussions about which registrars will still take the scammers’ 
business. 

 
Catch me offline 

The criminal businesses that rely on spam are most at risk in law-abiding bits of the real world, such as 
America. Just like honest businesses, they appreciate its robust networks, reliable web-hosting. But law-
enforcement agencies and internet security companies are also more active in such countries and have started 
working closely together. When Mr Bruen presents evidence to reputable hosting companies in America that 
their customers are fraudsters, they unplug them. Police agencies are increasingly interested to hear from him 
and fellow experts about the others.  

That, says Mr Bruen, reflects an important point. The word “cyber” in cybercrime obscures real crimes 
committed in real places. Typical junk mail comes from freelancers (see article) who are paid to direct traffic to 
websites that sell fake pills and counterfeit brands. But fraud and forgery are illegal.  

Technology and legal pressure have changed the spammers’ terms of trade. They long relied on sending more 
e-mails from more computers, knowing that some will get through. But it is hard to send 100m e-mails without 
someone noticing. So old-style spam is being squeezed to the limits of its return on investment, says Patrick 
Peterson, Cisco’s chief security researcher. In 2008 researchers from the University of California at Berkeley 
and San Diego posed as spammers, infiltrated a botnet and measured its success rate. The investigation 
confirmed only 28 “sales” on 350m e-mail messages sent, a conversion rate under .00001%. Since then, says 
Mr Peterson, the numbers have got worse. 

But spammers are a creative bunch. Instead of tricking consumers into a purchase, they are stealing their 
money directly. Links used to direct the gullible to a site selling counterfeits. Now they install “Trojan” software 
that ransacks hard drives for bank details and the like. Such spam now makes up fully 5% of all e-mails. The 
conventional kind is still around 90%.  

Spammers also have become more sophisticated about exploiting trust. In few places is it granted more readily 
than on social-networking sites. Twitter, a forum for short, telegram-like messages, estimates that only 1% of 
its traffic is spam. But researchers from the University of California at Berkeley and the University of Illinois at 
Champaign-Urbana show that 8% of links published were shady, with most of them leading to scams and the 
rest to Trojans. Links in Twitter messages, they found, are over 20 times more likely to get clicked than those 
in e-mail spam.  

Nor is Facebook as safe as Mr Zuckerberg would wish. As an experiment, BitDefender, an online-security firm, 
set up fake profiles on the social network and asked strangers to enter into a digital friendship. They were able 
to create as many as 100 new friends a day. Offering a profile picture, particularly of a pretty woman, 
increased their odds. When the firm’s researchers expanded their requests to strangers who shared even one 
mutual friend, almost half accepted. Worse, a quarter of BitDefender’s new friends clicked on links posted by 
the firm, even when the destination was obscured. 

Spammers’ resilience is best demonstrated by Koobface, a Trojan that spreads on social networks and 
appeared on Facebook in May 2008. Its criminal creators have so far adapted it to surmount all the obstacles 
put up by the firm’s security geeks. Experts estimate its profits at $2m so far. Spam is out of the can for good. 
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Spamming dissected  
 
A great deal out there 
Nov 18th 2010  
From The Economist print edition 
 
 
The flow of spam is disrupted, briefly 

AN OMINOUS message remains on the home-page of Spamit, once one of the world’s prolific sources of junk e-
mail: “Le roi est mort! Vive le roi!”. In late October Russian investigators seized computer equipment from the 
apartment of Igor Gusev, who has repeatedly denied being the man behind Spamit. His whereabouts is 
unknown. 

Spamit’s business model, by contrast, is well understood. Its closure coincided with a steep drop in global e-
mail volumes. But outfits of this kind do not themselves clog in boxes. They build legal-seeming sites to take 
orders and credit-card information. In Spamit’s case these were mostly “Canadian” online pharmacies which in 
fact shipped bogus Viagra and other popular pills from China or India. 

 
The spam itself comes from “affiliates”—groups of criminal freelancers who are paid a high commission on 
every sale they generate. They send the spam from “botnets”, networks of hacked personal computers. Some 
of these were controlled by servers hosted on McColo, a Silicon Valley firm, until internet-service providers 
forced it in 2008 to shut them down. That briefly cut global spam volumes in half (see chart). Armenian police 
last month arrested Georg Avanesov, who is alleged to have operated a botnet of nearly 30m PCs. 

Such disruptions may cut spam but will not put the lucrative phoney pharmacies out of business. Last year 
Dmitry Samosseiko, a researcher at Sophos, which sells computer-security equipment, found that the average 
value of an order was $200. With such money on the table, affiliates will find new ways to get through users’ 
defences—and the spam king, or a suitably counterfeit version, will be back. 
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Road safety and vigilantism  
 
Soft pedal 
Nov 18th 2010  
From The Economist print edition 
 
 
Citizens’ attempts to slow down speeding drivers 
 

 
STICKY tape and an old van helped slow speeding traffic outside Kerry Donnelly’s house in Cardiff. When police 
moved a nearby mobile camera Mr Donnelly, a delivery driver, bought a second-hand police van on eBay. The 
crude silver-tape patch that mimics the camera window does not fool pedestrians but “works a treat” in making 
motorists brake, he says. 

Such dummy devices have long enlivened roads and not only in Britain. Geoff Wilson, a driving instructor in 
New Zealand, has used a makeshift speed trap to deter dangerous driving outside his home. Courts there 
accepted his evidence. But others have been less enthusiastic. A couple who caught a speeding policeman in 
the American state of Georgia (and informed his superiors) got a warning that their home-made camera could 
fall foul of anti-stalking laws. In several cases in Britain, officials have told people erecting dummy cameras to 
take them down or face prosecution (arguing that the devices might make motorists brake too hard). 

The world’s annual toll of 1.2m deaths and 20m-plus injuries in road accidents leaves the pedestrian public 
impatient for quick fixes. Official speed cameras, according to 35 studies in 12 countries assessed by 
researchers at the University of Queensland, help cut speeds, reduce crashes, and mean fewer deaths and 
serious injuries. (Some of this may be just a statistical phenomenon called reversion to the mean: many blips 
in data fade away over time.)  

Speed cameras’ success can be their undoing. In 2008 Arizona installed them on intercity highways, reducing 
the number of fatal crashes by a fifth in nine months. But it cut the scheme amid an outcry about the profits 
private operators were raking in. Local authorities in Britain expect to switch off many of their 6,000-odd 
cameras, partly to ease what tabloid newspapers call the “war against the motorist”. 

That will create a bigger role for the public-spirited, albeit under official guidance rather than as vigilantes. 
British police have started lending radar equipment to residents’ groups. Instead of speeding tickets, offending 
motorists receive cross letters from the police, who may also post real cameras at identified black spots. This is 
cheaper and simpler than prosecuting speedsters. But deterring them with home-made gadgets is more fun. 

 
 

  

Road safety for dummies
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A special report on Japan 
Into the unknown 
Japan is ageing faster than any country in history, with vast consequences for its 
economy and society. So why, asks Henry Tricks, is it doing so little to adapt?  
Nov 18th 2010  

FOR a glimpse of Japan’s future, a good place to visit is Yubari, a former mining town on the 
northern island of Hokkaido, which four years ago went spectacularly bust with debts of ¥36 
billion ($315m). It is a quiet spot, nestled in a valley at the end of a railway line. When the coal 
mines were working 40 years ago, 120,000 people lived there. But the mines have long since 
closed, and now there are only 11,000 people left, almost half of them over 65.  

The town hall is like a morgue, with few lights on. In the past four years the number of civil 
servants has been cut in half, their salaries have shrunk by a third and they now have to mop 
their own floors, they complain. The town has embarked on an 18-year austerity drive to repay 
its debts. The public library has already closed down. This autumn six primary schools merged 
into one. 

Even so the townspeople look anything but defeated. A group of 80-year-olds chatting in one café 
is the backbone of the local photography club. Delighted to have an audience, they show off 
black-and-white pictures taken in the 1950s, with children swirling around the school playground 
on ice skates.  

Like Yubari, Japan is heading into a demographic vortex. It is the fastest-ageing society on Earth 
and the first big country in history to have started shrinking rapidly from natural causes. Its 
median age (44) and life expectancy (83) are among the highest and its birth rate (1.4 per 
woman) is among the lowest anywhere. In the next 40 years its population, currently 127m, is 
expected to fall by 38m. By 2050 four out of ten Japanese will be over 65.  

Like Yubari, Japan is also deeply in debt. But whereas Yubari’s fiscal problems arose from a huge 
public-spending splurge aimed at wooing back its young people (at one point it had an 
international film festival and 17 cinemas), Japan at the start of its journey into the demographic 
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unknown already has one of the highest debt-to-GDP ratios in the world. 

Japan is already full of Yubaris. Between 2000 and 2005 the number of people living in small 
towns and villages across Japan fell by 10m. Only shimmering cities like Tokyo continue to swell, 
but even they will start to look old within a few decades.  

What matters most for Japan’s economic growth prospects is the decline in its working-age 
population, those aged 15-64, which has been shrinking since 1996. For about 50 years after the 
second world war the combination of a fast-growing labour force and the rising productivity of its 
famously industrious workers created a growth miracle. Within two generations the number of 
people of working age increased by 37m and Japan went from ruins to the world’s second-largest 
economy. 

In the next 40 years that process will go into reverse (see chart 1). The working-age population 
will shrink so quickly that by 2050 it will be smaller than it was in 1950. Unless Japan’s 
productivity rises faster than its workforce declines, which seems unlikely, its economy will 
shrink. This year it was overtaken by China in size.  

The impact will become even clearer in 2012 when the first members of the 1947-49 baby-boom 
generation hit 65. From then on, some believe, demography will seriously aggravate Japan’s 
other D-words—debt, deficits and deflation. Unless the retirement age rises in lockstep with life 
expectancy, ageing will automatically push up pension costs, further straining public finances. 
Shigesato Takahashi, a senior government demographer, says it will “rock the foundations” of 
Japan’s social-security system. It may also entrench deflation. A shortage of workers might push 
up wage costs, but companies will be loth to invest in new factories.  

This will make Japan a test case of how big countries across the world should handle ageing and 
population decline. Western Europe’s working-age population is already shrinking, though not as 
fast as Japan’s. East Asia, too, will watch Japan intently. Its industrial-growth model has closely 
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resembled Japan’s in its post-war boom, rising on the same tide of an expanding workforce and 
export-led productivity gains. Japan has been called the lead goose in that V-formation. For now, 
as Florian Coulmas, a population expert at Tokyo’s German Institute for Japanese Studies, puts 
it, Japan is “the oldest goose”. But South Korea’s and China’s working-age populations too will 
soon start to shrink. 

One of the unfortunate side-effects of ageing in Japan is that it will be the young who suffer the 
most. Although unemployment levels may remain among the lowest in the rich world, many of 
the jobs will be lowly ones. The children of the baby-boomers are currently entering their 40s, 
which creates a secondary bulge at the middle-manager level of Japanese business. Because of a 
seniority-based pay system, this puts a huge strain on business costs, leaving less money to 
provide young people with training and good jobs.  

It is sometimes said that Japan’s risk appetite mirrors that of its baby-boomers. In the prime of 
their working lives they wanted to conquer the world with their products. Now, in their 60s, they 
want a quieter life. The same seems to go for the country as a whole. 

Yet to support them in their retirement, and provide the generations that follow them with the 
economic opportunities they need, Japan cannot afford to drift. When there is no ambulance to 
answer a pensioner’s anguished telephone call, as sometimes happens in Yubari, the 
consequences become all too clear. When couples find they cannot afford to care for a bedbound 
parent, let alone a young child, demography becomes a social disaster. 

 
Sirens wailing  

This special report will argue that Japan must tackle this issue head on. It needs a grand plan for 
an ageing population. “From a business standpoint, right now the threat [of ageing] overwhelms 
the opportunity,” says Yoshiaki Fujimori, head of GE in Japan. “Most people are aware of it, but 
they don’t know how to cope with it.” Boosting productivity to counter the effects of a shrinking 
workforce will require a cultural revolution, especially in business. Embracing the markets 
opening up in Asia will mean overcoming 150 years of mistrust of Asia (heartily reciprocated). 

There are two reasons for guarded optimism, though. One is that, unlike a lot of rich countries, 
Japan has not forsaken its industrial heritage. It has a cohesive workforce and it can still come up 
with innovative products. 

The other reason for hope is political. Japan made a huge bid for fresh thinking last year when it 
ended the one-party rule that had, in effect, been in place since 1955. The Democratic Party of 
Japan (DPJ) that won the 2009 election, now led by Naoto Kan, has bungled much of its first year 
in office, but its victory alone was a clear indication of voters’ growing impatience with politics as 
usual. Now the party will need to show that it can deliver.  

 
 
Listen to an interview with the author of this special report 

Special reports  
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A special report on Japan 
Generation change 
After decades of churning, Japanese politics has started to move  
Nov 18th 2010  

MANY Japanese businessmen will tell you that the biggest problem 
afflicting their country is lack of political leadership. In the past 20 
years there have been no fewer than 14 prime ministers, most of 
them forgettable. If governments whose tenure has averaged a 
year and a half have been unable to tackle pressing problems like 
deflation and stagnation, it is no wonder they have steered away 
from slower-burning issues such as demography. According to 
Takeshi Sasaki, a political scientist at Gakushuin University, the 
entire political class is ducking the issue, not least because ageing 
citizens constitute such a powerful voting block. “The generational 
issues are evaded by all political parties. They remain 
unconsciously wedded to 20th-century demography,” he says. 

Yet lately politics has started to look a bit more promising. In 
September 2009 the Democratic Party of Japan (DPJ) swept to 
power after a landslide election victory. Voters threw out the 
Liberal Democratic Party (LDP) that had governed Japan with 
barely a break from 1955 to 2009, ending a de-facto one-party 
system.  

The DPJ’s chosen prime minister, Yukio Hatoyama, badly fluffed the party’s first nine months in 
office, but hopes picked up in June when Naoto Kan took his place. After a run of four consecutive 
prime ministers whose father or grandfather had held the same job in the past, Mr Kan was the 
first without political connections in the family. A former patent lawyer and son of a salaryman, 
he also represents the growing influence of middle-aged urban voters increasingly prevailing over 
ageing rural ones who had been among the LDP’s core supporters.  

 
The porridge party  

At 64 Mr Kan can hardly be called the face of young Japan, but his government appears to reflect 
a long-overdue generational shift in Japanese politics. That shift was vividly shown up in the DPJ’s 
internal election in September when a wily old fox, Ichiro Ozawa, who heads the biggest faction 
among the party’s MPs, sought to unseat Mr Kan but was decisively rejected by the DPJ’s rank 
and file.  

It is not easy to make ideological sense of the DPJ, a loose confederation of interest groups with 
ideas ranging from fiscal conservatism to Fabian-style socialism, pro-Americanism to China-
hugging. Its most popular policy since coming to power has been to hold televised hearings on 
cutting government waste. Yet it has made little headway on its promise to reduce the power of 
bureaucrats, especially in ministries such as agriculture, health, education and justice.  

Can Kan turn the tide?
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Some of its politicians are economic liberals but felt obliged to attack the pro-market policies of 
Junichiro Koizumi, the LDP’s most reform-minded recent prime minister, when his legacy became 
bitterly unpopular during the financial crisis of 2008. Mr Kan talks of a “third approach” to 
economic policy, not exactly echoing the “third way” of Britain’s Tony Blair but with a strong 
emphasis on improving social safety nets to help ease the potential pain of vigorous pro-growth 
policies. 

Yet underlying this apparent confusion of ideas is a liberal trend struggling to emerge, says Koichi 
Nakano, a political scientist at Sophia University. “The DPJ believes in a society that is less 
conformist and less risk-averse. The LDP tried to control society through the bureaucrats.” 

Haruko Satoh, another academic, thinks the change reflects the emergence of “popular 
sovereignty” in Japan. She notes that voter turnout in the elections of 2005 and 2009 was higher 
than during the 1990s as people sought to overturn the old system. This may bring more 
legitimacy to politics, she argues: “Democratic participation is replacing quiescent obedience.” 

Something similar seems to be happening in regional politics, too, which remains staggeringly 
dependent on federal largesse; by some estimates, 80% of spending in the 47 prefectures is 
ordered by the central government. In 2008 reform-minded prefectural governors from several 
parties formed a group called Sentaku, aimed at reducing interference from Tokyo bureaucrats. 
In Osaka, Japan’s second most populous region, the governor, Toru Hashimoto, aims to merge 
the city and the prefecture to give it Tokyo-like economic clout. In a bid to get round his 
recalcitrant assembly members, he has also formed a political party that he hopes will thrive on 
his personal popularity with voters.  

In the car-manufacturing city of Nagoya, Takashi Kawamura, a mayor with a taste for tropical 
shirts, enjoys strong popularity for trying to halve assembly-members’ salaries to pay for a city 
tax cut. Citizens have called for a referendum that may lead to the assembly’s abolition. Mr 
Kawamura has also helped establish a local political party to fight for the tax cuts. “If people 
stand up, they can change society. This is the miracle of democracy,” he says. 

Both these politicians have cast themselves as crusaders, to good effect. But that has not 
happened at the national level. Mr Kan and his crew come across as earnest rather than 
electrifying. There is still a dearth of leadership. 

Whenever Mr Kan was doing well in the opinion polls since taking 
office, his government has quickly squandered the advantage. On 
one occasion he carelessly talked about raising consumption taxes 
before elections to the upper house in July, which could have 
lasting consequences. Partly as a result, the DPJ lost its upper-
house majority. It now faces a “twisted Diet”, meaning it lacks 
enough support in both the upper and the lower house to pass and 
implement legislation on its own. It may be forced to form ad hoc 
coalitions with the LDP and other parties even to get next year’s 
budget through. Any sign of weakness, and Mr Ozawa may once 
again take pot shots at Mr Kan. 

Against that bleak scenario, some LDP members, such as Yoshimasa Hayashi, hope that the Kan 
government will scrap its plans to tighten regulation of the labour market and increase child 
benefits, and instead include some of the LDP’s proposals in its budget plans. That, they say, 
might dissuade the LDP from blocking the DPJ every inch of the way. 

Given the political quagmire, economic policy in the next few years is likely to remain a matter of 
muddling through. Conceivably Mr Kan’s government may not last its term, which runs until 
2013. Even so, the looming demographic challenges present an opportunity that Mr Kan should 
seize. The day he took office, he likened his cabinet to a ragtag militia that helped overthrow the 
Tokugawa shogunate at the start of the Meiji era in the late 19th century. If he can persuade 
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Japanese voters that dramatic change is needed to secure not only their future but their 
children’s and grandchildren’s as well, last year’s election may start to look like another turning 
point in Japanese history.  
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A special report on Japan 
On the down escalator 
A shrinking population makes it harder to rekindle growth and end deflation  
Nov 18th 2010  

FOR several decades after the second world war it was boomtime for Japan’s economy as a new 
generation of workers entered the labour force. Brilliant entrepreneurs like Soichiro Honda and 
Akio Morita at Sony set about building the future. A pioneering baroness, Shidzue Kato, forced a 
male-dominated parliament to legislate for easier birth control. Condoms became so widely 
available that the birth rate halved in the decade from 1947-57.  

That meant fewer young mouths to feed on rising salaries, thanks to a seniority-based system 
under which pay automatically increased with age. As the working-age population rose from 50m 
in 1950 to 75m in 1975, savings boomed and companies channelled them into breakneck growth. 
That was more or less the pattern of Japan’s economy into the 1990s, even beyond the bursting 
of the financial bubble in 1990. Growth did not peak until 1996. 

Now turn this picture on its head. In 1995, just before the 
economy started to lose steam, the working-age population hit its 
high point, at 87m. Since then it has fallen sharply. If current 
trends continue, in 20 years’ time it will have dropped by 20m, 
according to the National Institute of Population and Social 
Security Research. By 2050 it will have fallen below 50m, forming 
an almost perfect bell curve in one century. Among rich nations, 
only Germany will suffer a similar fall (see chart 3). 

Labour is one of the two main sources of economic growth. If the 
number of workers drops, output per worker has to rise to 
maintain the same level of production. There are ways to ease the 
demographic strains, such as encouraging more women, 
foreigners and older people to join the labour force, or seeking out fast-growing markets abroad. 
But if productivity does not increase enough to counteract a shrinking workforce, output—and 
eventually living standards—will decline.  

For now the fall in Japan’s labour force is still accelerating. At the same time cheaper competitors 
in the region are forcing Japanese exporters to cut labour costs. And Japan has yet to recover 
fully from the withering effects of the 2008 global financial crisis.  

Japanese companies have been substituting capital for labour for two decades, causing the 
overall number of hours worked to drop, writes Richard Katz of the Oriental Economist, a 
newsletter. “Since 1991 all of Japan’s growth in GDP has been due to higher productivity…If 
Japan wants to grow faster, it has to increase productivity. Demography and lack of immigration 
rule out any other path.” 

In that sense, the two “lost decades” of economic stagnation in Japan since 1990 may turn out 
not to be an aberration but a taste of things to come. “What goes around comes around, and the 
same demographic profile that supported economic growth will now begin to weigh heavily on 
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Japan’s economy. In fact, it will leave Japan with the lowest rate of economic growth among the 
large industrialised nations,” wrote Akihiko Matsutani of the National Graduate Institute for Policy 
Studies in his 2004 book, “Shrinking-Population Economics: Lessons from Japan”. He believes the 
unprecedented speed of the decline in Japan’s working-age population has made the slowdown 
worse, and having fewer young workers may be affecting Japan’s ability to innovate.  

 
Argentina of the east  

Mr Matsutani is not the only bear about Japan’s future growth rate. Japan has just been 
overtaken by China as the world’s second-largest economy. By 2050 Goldman Sachs expects it to 
have been overtaken by India, Brazil, Indonesia, Mexico and Turkey too. Takashi Inoguchi, a 
Japanese political scientist, bleakly refers to Japan as a potential “Argentina of the east”. Like the 
Latin American country, it might go from being one of the richest countries in the world to 
becoming sadly diminished only a few decades later. 

Already there are signs that companies may be trimming investment because they lack 
confidence in the future. As Mr Matsutani argues, when your workforce is growing you can cover 
up for overinvestment because the excess will eventually be soaked up. But when populations 
shrink, overinvestment gets worse over time, creating a deflationary spiral. 

In recent years Japanese companies have hugely increased their saving rate, which is now close 
to 10% of GDP, according to Takuji Aida, an economist at UBS in Japan. Some argue that this is 
a hangover of the excessive debt built up during the bubble years. But Mr Aida says it may reflect 
caution over the shrinking population, the strong yen and poor economic prospects. One of his 
scenarios is that in 15 years’ time companies will have saved so much that they will have no net 
debts. That would be very bad for Japan’s future growth. To compensate, the government may 
have to borrow even more.  

Japanese managers say they are already feeling the strain from a shrinking consumer base. 
Convenience and department stores have merged to achieve greater economies of scale. Last 
year two large drinks companies, Kirin and Suntory, tried to join forces to offset declines in their 
home markets, though the merger talks collapsed over ownership disputes.  

GE Japan’s boss, Yoshiaki Fujimori, notes with exasperation that his company has not grown in 
the past five years, largely because of ageing. Elderly people go to bed early, so they use less 
electricity. That affects GE’s utility business. They travel less, which hits its airline business. Even 
its health-care business is slow, he says, because the elderly are not keen to adopt new 
information technology.  

 
When deflation can be good for you  

There is a further effect: the more that society ages, the more it may unconsciously encourage 
deflation—at least the gentle sort prevalent in Japan. People with savings get more in real terms 
as prices fall. Robert Feldman, chief economist of Morgan Stanley MUFG, has recently shown that 
older people have a tendency to tolerate deflation. He has also found that the Japanese electoral 
system favours older voters, who tend to live in rural areas that are over-represented in 
parliament. That gives them disproportionate influence over economic policy. 

Perhaps this is one explanation for the government’s and the Bank of Japan’s (BOJ’s) failure to 
end Japan’s long run of falling prices. The BOJ itself appears to believe that deflation is not a 
monetary problem but one of low productivity. It has doubts about the effectiveness of 
quantitative easing, which it pioneered and which the Federal Reserve has used to inject liquidity 
into the American economy since the 2008 financial crisis. In October the BOJ took some steps to 
increase liquidity, but the main reason for that seemed to be to try to appease politicians who 
were concerned about its independence. 
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To help with fighting deflation, parliament is mulling whether to set the bank an inflation target 
above its current range of 0-2%. However, Andrew Smithers, a British economist with long 
experience of Japan, argues that setting an impossible target may be no more productive than 
keeping the existing one. If ageing has helped make deflation endemic, tinkering with inflation 
targets will make little difference.  
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A special report on Japan 
Insiders and outsiders 
Japan’s fabled corporate culture is ill-suited to a smaller workforce and a 
knowledge-based economy  
Nov 18th 2010  

IF YOU travel by public transport, Japan can seem like one of the most networked countries on 
Earth. When they are not asleep on your shoulder, many of the under-50s are feverishly 
thumbing their mobile phones. You would think they had a huge circle of friends, but Yuji Genda, 
a labour economist at the University of Tokyo, says that many just keep on texting the same few 
close friends and family. Maintaining such strong bonds with a few people is very different from 
the Western way of keeping up with lots of “Facebook friends”, few of them close. 

Such strong relationships are echoed in Japan’s tightly knit firms, some of which are clannish to 
their roots. Mitsubishi, for instance, started life in 1870 running the ships of the Tosa clan from 
an island in southern Japan. Though it is now one of the world’s biggest trading companies, it still 
displays signs spelling out the founding family’s core principles everywhere. Its employees are 
encouraged to drink Kirin beer because its makers are part of the Mitsubishi family. The 
companies think this tribalism is a source of strength. Innovators generally bring dedication, fame 
and fortune to their firms rather than striking out on their own. 

Like many tribes, however, companies have a strict pecking order based on age. When Howard 
Stringer, the Welsh-born boss of Sony, last year promoted four promising Japanese middle 
managers to senior positions over the heads of their bosses, the chosen ones were initially 
nervous about accepting.  

There are also lots of rules. These are useful for encouraging the attention to detail and relentless 
improvement that are the hallmarks of Japan’s high-precision manufacturing, but they can be 
less helpful in the more free-spirited knowledge economy. Nor is clannishness best suited to a 
depopulating country. To find new markets, Japan needs to have a vibrant exchange of 
information with the outside world, which it has not been good at lately. It also needs to attract 
talented workers with adaptable skills. 

Hands up those who want a decent job
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The island mentality affects the products Japanese firms make. The Nomura Research Institute 
(NRI), a consultancy, coined the term “the Galapagos effect” to describe how mobile-phone 
companies such as Sharp developed brilliant 3G technologies that are ubiquitous in Japan but had 
no impact overseas, where the mobile ecosystem is different. With an almost comic lack of irony, 
Sharp this year is introducing an e-reader exclusively for the Japanese market which it has called 
Galapagos. 

A few big firms, such as Sony and Nissan, have hired outside bosses, though usually under 
duress: both faced severe competition from abroad. Sony’s Mr Stringer has had to wrestle with 
Japan’s corporate culture in trying to turn the company round. Nissan went further than most by 
forging an alliance with Renault, a French carmaker, with which it shares its chief executive, 
Carlos Ghosn.  

But Japanese firms’ hiring practices remain inward-looking, which means their workforce may 
lack a global perspective. The big firms take on as many students as they can from top Japanese 
universities, irrespective of their skills or outside interests. They hire almost exclusively upon 
graduation, so studying abroad during the recruitment period is bad for applicants’ job prospects. 
Even Japanese graduates with PhDs from foreign universities despair of getting jobs at big 
Japanese firms because they will be seen as overqualified. By and large Japan remains a “one-
shot society”: those who fail to get a good job upon graduation can be frozen out for life. 

Some believe that Japan’s insularity may have caused it to miss one of the biggest business 
opportunities of the past decade: it failed to realise that a lot of the value had migrated from the 
electronic devices that the country had excelled at making to the content to which they gave 
access. Sony, for example, is seeking to deal with the problem by integrating its huge film, music 
and gaming content into its sleek products.  

NRI’s Fumikazu Kitagawa says to deal with a shrinking population, Japanese companies will need 
to reach out to overseas markets and perhaps to forge partnerships with foreign firms that make 
software to complement their devices. If it is not forthcoming, says Jesper Koll, head of research 
at JPMorgan in Japan, the future may be not so much Galapagos as Easter Island, where at one 
stage in the 19th century the number of native Rapa Nui tribesmen shrank to 111. His message is 
stark: “Corporate culture is killing Japan.” 

 
For better, for worse  

The company song may have gone, but for the moment loyalty, character-building induction 
rituals and rigid hierarchies remain common for fast-track managerial employees. Japanese 
workers introduce themselves by their company name first and their own name second, and are 
far more likely to define themselves by whom they work for than by what they do. This is true 
even in Japan’s most global companies. “In the United States you are always dating the 
company,” says one executive. “Our employees marry us.” 

For decades this loyalty generated huge rewards for Japan, making workers diligent, committed 
and highly productive. Their rewards were jobs for life and pay rising with age. The seniority-
based pay system has receded as growth has slowed but the older workers, especially the over-
50s, who are growing in number, remain the most costly.  

The weight of older workers in the labour force, and the cultural aversion—at least until the 2008 
recession—to firing them has several tricky implications. The unlucky middle-aged employees 
who are laid off are, in effect, thrown on the scrapheap. Depressingly, it is possible to find former 
salarymen with good English working as security guards. 

Just as serious are the consequences for the young. Companies 
with large numbers of elderly employees have responded to a shrinking domestic market and stiff 
price competition in foreign markets by cutting expenditure on hiring and training younger 
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workers. Companies are increasingly taking on “irregular” 
workers, meaning those without full-time contracts, who are easy 
to hire and fire. They now make up one-third of the labour force, 
up from 18% in 1984, and among women the share is more than 
half (see chart 4). Average pay for irregulars falls far short of that 
for “regular” employees, even if they are doing exactly the same 
job. Irregulars also get far less on-the-job training than their 
contracted counterparts. This exacerbates the skills gap in the 
Japanese economy and weakens its overall level of 
competitiveness. 

One encouraging sign, according to Tokyo University’s Mr Genda, 
is that young people with irregular jobs are finding it easier to stay 
on longer at the companies that hire them. But until they are 
treated the same as regular employees, they will remain a poorly 
motivated underclass. 

Faced with a declining workforce, the government has realised 
that its first priority must be to make better use of the country’s capable existing workers. It is 
setting up more crèches to bring women back into the labour force, and indeed the proportion of 
women working is increasing as that of men is declining. 

 
Bamboo ceiling  

Even so, according to the World Economic Forum the gap between male and female participation 
in the workforce in Japan remains larger than in any other developed country. Women’s wages 
lag one-third behind men’s, partly because they take irregular jobs, partly because they stop 
working to start families, and also because women are not given the same opportunities as men 
to follow managerial careers. Instead they are pigeonholed into less senior clerical jobs, which 
bosses used to regard as little more than matchmaking services to provide overworked husbands 
with loyal wives. 

The passing of the 1986 equal-employment-opportunity legislation removed most legal barriers 
to women in the workplace, but discrimination remains rampant. An executive at one of Japan’s 
leading trading behemoths explained that the women who applied in this year’s managerial hiring 
round were far more able than the men, yet only 20% of them were offered jobs because women 
were not considered well suited for the industrial employment the firm offered. 

Such attitudes go all the way up to the boardroom. Only a tiny fraction of the country’s high-
flying managers are women. One of them, Sakie Fukushima, of Korn/Ferry International, an 
executive-search firm, says there are only 16 senior female executives working in Japan’s top 
100 companies. The glass ceiling in Japan is known as the bamboo ceiling, and is even harder to 
break. 

There is a similar bias against older workers staying on after the official retirement age. Japan 
has very high rates of employment among people aged 60-64 compared even with America. It 
generally did not encourage workers to retire before 60, as happened in continental Europe. But 
after 65 employment drops off sharply.  

Atsushi Seike of Keio University says this is partly because pensioners are subjected to an 
earnings test, so they get fewer benefits if they continue working. Mandatory restrictions at many 
firms force many workers to take lower-paid jobs after 60, though from 2013 it will be illegal to 
force anyone to retire before 65. This will make it even more necessary to scrap the seniority-
based pay system, because keeping older workers on will be prohibitively expensive. Mr Seike 
thinks that small and medium-sized firms, which tend not to have mandatory retirement ages, 
may be good places for older people to continue working. In fact some such firms have trouble 
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finding younger workers. 

Another way of bumping up the number of workers is to employ more immigrants, though this is 
a cultural minefield in Japan. Pro-immigration policies are particularly opposed by young people 
fearing competition from newcomers, says Keiichiro Asao, an opposition politician who supports 
letting in more foreigners. The government wants to introduce an American-style green-card 
scheme, but it seems implausible that it would allow in enough foreign workers to make up for 
the demographic shortfall, even if they all learned Japanese: by some estimates that would 
require about 600,000 immigrants a year. Hiring highly skilled workers, like the Indian and 
Chinese graduates who flock to America, might be a better bet because it would introduce fresh 
ideas.  

The number of foreigners living legally in Japan has more than doubled in 20 years, but only from 
1m to just over 2m. Most of these are Chinese and Korean, and they are not always made 
welcome. Moreover, these countries’ own populations are ageing, so they may not be in the 
business of exporting people for much longer. 

The number of foreigners who have completed their studies in Japan is pitifully low compared 
with other advanced economies: 0.7% of the total, compared with 29% in Australia, 16% in 
Britain and 13% in America, according to the Ministry of Economy, Trade and Industry (METI). 
Clearly the universities are not providing a breeding ground for bright foreign graduates who 
choose to stay.  

Special reports  
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A special report on Japan 
Corporate euthanasia 
To boost productivity at home, Japan needs to kill off some of its old, 
unprofitable companies  
Nov 18th 2010  

THE oldest company in the world is Kongo Gumi, a construction firm based in Osaka. It started 
building Buddhist shrines in 578AD, and was still run by a man surnamed Kongo 40 generations 
later. The next four firms by age are also Japanese. According to Yasuchika Hasegawa, chief 
executive of Takeda Pharmaceuticals (founded in 1781), more than 20,000 Japanese firms are at 
least 100 years old.  

This has many merits in a world where most firms come and go. No one wants to see Japan’s 
industrial heirlooms vanish. But too many businesses are surviving because credit costs nothing, 
and bankers care little whether their borrowers are profitable or not. That has two damaging 
consequences: it ossifies corporate culture, and it drags down productivity.  

According to Mr Feldman at Morgan Stanley MUFG, since the 1990s productivity has been rising 
by an average of around 1% a year. That is not too bad by rich-world standards, but the trend is 
downwards, and if it drops much further GDP will turn negative because of the country’s 
demographic drag. 

Productivity is poorest in service industries, source of 70% of Japan’s output, but an official at 
METI describes it as “very weak across the board”. In the domestic market, where two-thirds of 
output is generated, production per worker in manufacturing is adversely affected by too much 
competition. That is because companies refuse to consolidate, clinging onto a wide portfolio of 
businesses, so industries are saturated and profit margins are poor. 

In carmaking, for instance, Japan has Toyota, Honda, Nissan, Suzuki, Mitsubishi, Daihatsu, Mazda 
and Subaru. South Korea mainly has Hyundai. As a result, says METI, the market per car 
company in Japan, with a population 2.5 times that of South Korea, is only two-thirds the size of 
its neighbour’s. Moreover, the slowdown in the global car market since 2008 has left Japan with 
huge overcapacity. 

In the service industries, meanwhile, the problem is too little competition rather than too much. 
Few foreign firms are active in Japan. Myriad construction firms are kept alive by lashings of 
political pork. The country has 350,000 wholesalers, many of whom just sell to each other, and 
most make only just enough to keep going. Many of the 1m retail outfits serve as tax dodges for 
pensioners who sell a few items of stationery or snacks from their front room. They rarely go bust 
because they have no overheads, and stop only when the owners are too old to carry on. 

Both manufacturing and services suffer from head-in-the-sand attitudes in the finance industry. 
Banks are sitting on huge amounts of money because of the high stock of savings, but they 
mostly put it into ultra-safe Japanese government bonds. A senior executive at Bank of Tokyo 
Mitsubishi UFJ (MUFG), Japan’s largest bank, describes this as a “public mission” to help sustain 
public finances. After lending mishaps in Latin America in the 1970s his bank has an abiding 
desire to be cautious. “We’ve existed for 130 years. Prudence has really helped us to become a 
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survivor.” 

The upshot, however, is a disturbing lack of risk capital—not to mention vision. Bankers say their 
customers have little appetite for loans, but a third of those in the system are made by 
government entities, which may crowd out the private sector. One-quarter of the nation’s 
household assets sit in the postal system, which has been beset by on-off privatisation plans. 

According to Naomi Fink of the banking arm of MUFG, much of the liquidity available is in the 
form of inter-company loans, meaning that big firms keep their suppliers afloat. That seems to be 
the mission of the finance industry as a whole: to keep everyone afloat. It is not hard to do when 
money is so cheap. But given the lack of growth in the Japanese economy over the past 20 years, 
it suggests that many companies are on life support. 

Japan’s big banks could make more money if they were sufficiently bold and outward-looking to 
enter foreign credit markets and fund the expansion of Japanese firms abroad, where there are 
many more growth opportunities. Hiroshi Watanabe, head of the Japan Bank for International Co-
operation (JBIC), the government agency that increasingly funds overseas projects, laments that 
“the megabanks are still very cautious about lending in foreign currencies. They feel comfortable 
getting money in yen but they don’t know how to raise it abroad.” 

Naoto Kan’s new government appears to have grasped the importance of productivity. It has 
introduced a ten-year strategy that seems to be aiming for the best of all worlds—a strong 
economy, strong public finances, a strong welfare system—but its priority is growth. “We need to 
revive an energetic Japan,” Mr Kan said at his inaugural news conference in June.  

The growth targets—3% a year in nominal, 2% in real terms by 2020—may be based more on 
hope than experience, but the diagnosis of the industrial problems is refreshingly clear-eyed. 
METI says Japan’s dependence on the car industry, which generated half of all GDP growth from 
2000-07, is unsustainable. It also points to Japan’s uncompetitive tax system. Big firms pay 
around twice as much as their South Korean rivals in absolute terms, yet tax revenues are 
notoriously weak. The government plans to lower corporate tax rates in order to boost 
competitiveness. 

But is its solution the right one? It believes it must actively support industries with strong global 
growth potential, such as clean energy, because everyone else is doing it. But by “picking 
winners”, it risks a huge misallocation of resources if it makes the wrong choice.  

At least there is broad agreement between the government and Japanese business about which 
industries deserve the most support. Japanese car firms and battery-technology companies are 
already well placed to create low-energy products: CO2 emissions per unit of GDP are half those 
in America, and brands like the hybrid Prius have become household names. “We were behind in 
the IT revolution. The green revolution is a competition we cannot lose,” says the METI official. 

 
Japan inside  

The government also wants to develop medium-sized firms with very high-tech products that 
form the basis of future devices. Like “Intel inside”, the logo the chip company puts on 
computers, products could carry a “Japan inside” badge of quality, METI muses. 

Given Japan’s broad manufacturing base, one big opportunity could be to develop cross-industry 
partnerships involving, say, water, nuclear power or railways that tap into the need for 
infrastructure development in emerging markets. Mr Watanabe of JBIC points to the example of 
harnessing solar or wind power with battery recharging. It is not the same type of connectivity 
that produced Facebook and Twitter, but it would have its uses. 

Boosting productivity, however, is not just about finding the industrial darlings of tomorrow. It is 
also about weeding out today’s second-raters so that profitable new businesses can spring up 
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instead. To make that happen, Japan needs to do more to open up to foreign competition by 
forging free-trade agreements (FTAs). Japan has a handful with smaller economies like Mexico, 
Chile and Singapore, and has an economic partnership with the Association of South-East Asian 
Nations. Meanwhile its ambitious rival, South Korea, has signed FTAs with the European Union 
and others, and is restarting talks with America. Negotiation of such treaties has been held up by 
Japan’s powerful farm lobby—even though farming accounts for just 2% of GDP. Everyone else is 
paying a huge opportunity cost to protect those farmers.  

What Japan needs most of all is a huge boost to its domestic economy, which is still its greatest 
source of demand. There are many ideas for achieving this, such as reviving its housing industry 
by getting it to build properties suitable for an ageing population, and beefing up its health-care 
sector. The finance industry too should be finding ways to encourage the elderly to do something 
constructive with some of their ¥1,500 trillion savings hoard. But that would require 
improvements in Japan’s social-security system, which delivers inadequate pensions and offers 
weak safety nets for those who lose their jobs.  

Special reports  
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A special report on Japan 
Recharging the batteries 
Japan has a strong innovative streak, but needs to use it better  
Nov 18th 2010  

SATOSHI OGISO was 32 in 1993 when he took on the task of 
building what Toyota, his employer, vaguely thought of as the car 
of the future. The deadline was the start of the 21st century. In 
America at that time car designers were sketching gas-guzzlers or 
sport-utility vehicles. But Mr Ogiso’s team, mostly in their early 
30s, wanted to create something that would “do the Earth good”, 
as he puts it. Within two years they had come up with Toyota’s 
hybrid technology, in which a battery powers the car for short 
distances and a petrol engine kicks in at higher speeds, recharging 
the battery. Within four years they had their first Prius on the 
road. 

Now there are 2m of them and Toyota has a prototype plug-in 
version that can be charged at home, like other electric vehicles, 
but has a petrol engine for long distances. In Toyota’s more 
distant vision, the home (built, of course, by Toyota’s housing 
division) will be solar-powered, which will cut emissions even 
further. And at night, when demand is low, the home may even be 
plugged into the hybrid car, which will have recharged its battery from the engine. 

This is the kind of thing you would expect from Japanese manufacturing, with its focus on 
craftsmanship, or monozukuri. Mr Ogiso’s project exemplifies some of the strongest traits: 
teamwork, in-house development and a desire to earn glory for the company. What was different 
was the engineers’ ages. All young, they were given the freedom to follow their instincts, with no 
middle managers to second-guess them. “The senior engineers could not understand the hybrid 
engineering,” chuckles Mr Ogiso. 

The tradition of in-house innovation runs deep in Japan, and some of the resulting products may 
help the country to adapt to an ageing society. Bill Hall at Synovate, a market-research company, 
reels off a list of new products that are already available, or will be soon: the Toto intelligent 
toilet that can detect the level of sugar in urine; Panasonic’s robotic bed that turns into a 
wheelchair; Toyota’s battery-powered individual three-wheeler, with built-in sensors to avoid 
collisions.  

But it is not so easy for people who want to strike out on their own. Yoshiyuki Sankai’s company, 
Cyberdyne, makes robotic suits that interact with damaged nervous systems to enable people to 
walk, for example. This year a man who had been stuck in rehabilitation for nine years after a car 
accident started to walk again after putting on a Cyberdyne suit. Mr Sankai believes that there 
would be many more such innovations in Japan if the country were to set up business parks near 
universities to stimulate entrepreneurship. There are hardly any. 

Some conclude there is almost a cultural aversion to entrepreneurship in Japan. Banks are 

What will they do for an encore?
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reluctant to provide credit to start-ups. Venture capital is scarce. Many say it reflects the 
communal nature of Japanese society, developed in the rice paddies and reflected in the time-
worn adage, “the nail that sticks up will be hammered down.” Yoshito Hori, a venture capitalist 
who founded Globis, a fast-growing business school in Japan, explains that “the more successful 
you are, the more careful you have to be of how you project yourself, because of the envy.” 

But young Japanese are also unwilling to take the risks associated with starting a business. 
Yoshikazu Tanaka, the 33-year-old boss of Gree, a mobile-gaming company whose listing made 
him reputedly the youngest billionaire in Asia, believes this is because many are too complacent. 
“About 99% of young Japanese think everything is just fine. They are wrong. Japan is like a frog 
being boiled alive, but so far the water is only warm.” 

Special reports  
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A special report on Japan 
Social insecurity 
Japan’s social-security bill is getting out of hand  
Nov 18th 2010  

TWO decades of post-bubble economic stagnation, together with an ageing population, have led 
to what the Japanese call the waniguchi (crocodile’s mouth) effect: total public expenditure has 
soared whereas tax revenues have dropped. The fastest-rising expenditure item in the budget is 
social security (covering pensions, medical insurance, welfare and employment programmes), 
which has risen from ¥11.5 trillion in 1990 to a forecast ¥27.2 trillion this year. Some 70% of all 
social-security payments now go to those over 65. 

Japan’s social-security benefits are still less generous than those 
of many European countries, but the scope to increase them is 
limited by the size of the national debt. Already pension payments 
are absorbing a growing share of the total social-security bill. In 
2006 they accounted for 13% of national income, almost double 
the level of 1990, and their share is due to rise further (see chart 
5). 

A reform of the public-pension system in 2004 provided for a 
small rise in contributions each year until 2017, when they will be 
fixed at 18.3% of income. It also committed the government to 
increasing its subsidy to the basic pension and drew up a 
framework for indexing pensions based on the number of 
contributors and on life expectancy. The idea was to reduce overall benefits and stabilise the 
system for 100 years. But the OECD says that for people on low pay the projected pension, at 
47% of previous earnings, is much lower than the rich-country average of 72%.  

Japan’s private pensions complement the public ones, covering 45% of the workforce, though 
years of meagre investment returns, especially after the 2008 financial crisis, have hit them 
badly. Several big life insurers have gone bust. What is more, the mandatory retirement age and 
the age from which employees can start drawing corporate pensions will rise to 65 in 2013, just 
when lots of people born in the middle of the baby boom start to take their leave. Given that 
sudden rush, the cost of pensions may start to look unsustainable. 

Worse still, the longer that people live, the fewer workers there will be to support them. When 
public pensions were introduced in the 1960s there were 11 workers for every pensioner. Now 
there are 2.6, compared with an OECD average of four. In a sign of growing disillusionment with 
the pension system, almost 40% of the self-employed fail to pay contributions.  

On top of the pension problem, health-care costs will rise inexorably, mainly because of 
technology. McKinsey estimates that total health-care expenses will almost double between 2005 
and 2020, making them increasingly unaffordable, not least because of the rising number of 
elderly people. The quality of care may well go down. Already, says McKinsey’s Ludwig Kanzler, 
emergency wards turn away patients because they are understaffed.  
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The government has been able to fund its growing fiscal gap by raising debt in the domestic 
market. Through banks and pension schemes, the Japanese hold 95% of the country’s huge 
public-sector debt. And household and corporate savings still comfortably exceed the level of 
debt, keeping the national balance-sheet solvent. 

 
Piggybanks in peril  

But the more the Japanese age, the more they will dip into this savings pot. According to the life-
cycle theory of savings, people build up assets in their working years and spend them in 
retirement. The saving rate, once above 20% of disposable income, has dropped to about 2% 
and may turn negative—which would increase doubts about the sustainability of Japan’s debt 
financing. For now this decline is offset by the strong rise in corporate savings, which is why 
Japan continues to run a comfortable current-account surplus. The worry is that the more 
companies and ordinary savers fret about the future of Japan’s economy, the more likely they are 
to invest their money overseas. For a company that may take the form of setting up factories in 
Thailand, for example, and not repatriating the profits. Personal savers are already seeking 
higher returns in markets such as Brazil’s.  

In that scenario Japan would have to borrow abroad. Its current-account surplus would vanish 
and it might suffer the same sort of turbulence as Greece did earlier this year. That is something 
it would go a long way to avoid. So more likely, economists say, it will progressively push up the 
consumption tax, cut back on social services and possibly even inflate away its debts. It would, in 
effect, partially default not on its debts but on its obligations to society. “The most serious 
inconvenient truth in Japan is that the government will—reluctantly—have to cut social spending,” 
says Masaaki Kanno, chief economist of JPMorgan in Japan.  

Special reports  
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A special report on Japan 
Friends and neighbours 
Nearby economies are booming, but Japan’s foreign relations are getting more 
complicated  
Nov 18th 2010  

WALK into the inn in the Hokkaido village of Akanko, and 
everything from the welcoming cry of “irasshaimase” to the 
taciturn old man grilling chicken on the fire seems quintessentially 
Japanese. Until, that is, you hear all the customers speaking 
Mandarin. The Chinese have flocked to this area since it provided 
some of the settings for a 2008 Chinese blockbuster comedy, “If 
You Are The One”.  

The local Japanese were shocked when the early arrivals used the 
onsen, or spas, to do the unthinkable: they washed their dirty 
clothes in the hot tubs. There is still some tut-tutting about 
Chinese customs—the elbows on the table, the lack of familiarity 
with flushing loos—but if it were not for these visitors, the tourist 
trade in the area would be half-dead. Before the Chinese fly out of 
Sapporo, Hokkaido’s capital, they splurge on items like medicines 
and rice cookers. Tourism officials call it the “Hokkaido boom”. 

Japan is a country with immaculate service, good food, beautiful 
countryside and excellent beaches. As the domestic population shrinks and regional economies 
suffer, it makes sense to encourage increasingly affluent visitors from other parts of Asia. The 
Japan Tourism Agency (JTA) has at last understood this. It has set a goal of attracting 10m 
tourists this year, a big leap from last year’s figure of 6.8m. To make this possible it has relaxed 
its stringent visa requirements, which used to allow in only the wealthiest Chinese. Figures up to 
September showed a 56% rise in tourist arrivals from China, a degree of success that has caught 
the Japanese off-guard. 

However, in late September the JTA’s plans went awry when the arrest of a Chinese trawlerman, 
fishing in what Japan considers its own waters, triggered the worst diplomatic incident between 
the two countries in half a decade. China loudly reasserted its rights to the disputed islands, 
administered by Japan, which the Japanese call the Senkaku Islands but which in China are 
known as the Diaoyu Islands. China cancelled diplomatic and cultural exchanges. When Japanese 
officials discovered that imports of rare earths from China, vital for some of Japan’s technologies, 
were being held up, the fisherman was abruptly sent home. But not before all but five of 61 
Chinese tour groups that had booked to visit a spa near Mount Fuji had cancelled their 
reservations.  

Japan still carries a lot of old diplomatic baggage in Asia. It has festering territorial disputes not 
only with China but also with South and North Korea, Taiwan and Russia. Japanese history books 
sometimes disagree with those of its neighbours, and Japan’s apologies for its treatment of them 
during the second world war have not fully allayed their suspicions. Many in Japan seem to 
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believe that the war started with Pearl Harbour and ended with atomic bombs being dropped on 
Hiroshima and Nagasaki. But for many Chinese, hostilities started in 1931 with Japan’s invasion 
of Manchuria, and for South Korea 100 years ago with its annexation by Japan. 

 
Uncle Sam’s umbrella  

Japan was able to turn its back on Asia for most of the post-war period because of a strong 
security alliance with America that has now been going for 50 years. In its neighbours’ eyes, that 
helped avert the risk of resurgent Japanese militarism. It also meant that Japan was able to keep 
its defence spending at less than 1% of GDP, enabling it to concentrate more resources on 
becoming an industrial power. But Asia’s rise since the end of the cold war has complicated 
Japan’s external relations.  

When the Democratic Party of Japan (DPJ) swept to power in 2009, ending 54 years of virtual 
one-party rule, one of its most controversial policy platforms was to establish a friendship with 
China that balanced the close post-war relationship with America—one of the hallmarks of the 
Liberal Democratic Party’s rule. The DPJ’s leaders dispatched hundreds of its MPs to pay court to 
Beijing. In a sign of its economic ambitions, the government later appointed a former captain of 
industry as its ambassador to China. 

But the strategy was quickly blown off course, initially by a row with America. This was caused by 
a rash promise made by the DPJ’s first prime minister, Yukio Hatoyama, to the people of the 
island of Okinawa to scrap an agreement to move America’s Futenma marine base from a 
crowded town to a more remote part of the island. Many locals resent the American bases, so 
they welcomed Mr Hatoyama’s pledge to reduce the burden on the island. But he failed to find a 
better alternative, so when last May he was forced to proceed with the move more or less as 
planned, it cost him his job. All this meant that foreign policy in the DPJ’s first year in office 
focused mainly on the strained relationship with America. Pro-American countries in Asia, such as 
South Korea, reacted nervously to the potential threat to a security alliance that has helped 
preserve peace in the region for decades and acts as a counterweight to a strong China.  

Naoto Kan’s government has reaffirmed its support for the alliance with America. But the 
Senkaku incident renewed fears within the Japanese government that China’s rise—and especially 
its massive military spending—is a threat to Japan. DPJ politicians in the party’s “realist” faction 
think that China must be made to understand that it cannot rattle its sabre with impunity. Others 
in the DPJ firmly believe in Japan’s pacifist constitution. Others still insist that Japan can become 
increasingly independent of America’s security umbrella, perhaps by building up its own forces, 
but at the same time remain doveish towards China. 

Seiji Maehara, the new foreign minister in Mr Kan’s government, is on the party’s realist wing. He 
is convinced that if economic relations between the two countries were to cool it would be bad for 
both of them. But he adds: “I’m neither a shallow-minded rightist nor a nationalist. I’m a realist 
who believes in a win-win relationship with China.” 

That is where the relationship with America comes in. There was relief in Tokyo when Hillary 
Clinton, the secretary of state, affirmed that the Senkaku Islands were covered by America’s 
security treaty with Japan. Yet the Kan administration may not be able to hold up its side of the 
Futenma bargain with America. Okinawans still staunchly oppose relocation.  

Japan, in a volatile neighbourhood, is trying to hedge its bets. Yet it is not fully secure in its 
relationship with either east or west. It needs America’s security backing, but its industrial future 
increasingly depends on East Asia. In theory, the region should provide it with boundless 
opportunities to offset the decline in its population. METI estimates that within five years there 
will be more high earners living in other parts of Asia than in Japan itself. China is so big that just 
the increase in the number of cars sold there last year was roughly the same as the entire 
Japanese car market.  
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The business case  

But if the opportunities are huge, so are the challenges, and they are not just diplomatic. 
According to METI’s statistics, Japan’s sales of intermediate goods to China have tripled in the 
past decade, but South Korea’s have increased by a factor of 11. Over the same period Japan’s 
exports of finished goods to America and Europe have risen by a mere 10%, whereas South 
Korea’s have increased 6.5 times and China’s 5.9 times. Japan still has a large trade surplus with 
South Korea, partly because it sells specialist high-tech components for companies such as 
Samsung to put into its own devices. South Korea is so bothered by this that its officials keep 
trying to lure the component-makers away with promises of lower tax rates. 

Japanese firms that have expanded into China have sometimes failed to grasp how different it is. 
They have a lot to offer their neighbour, including an emphasis on quality, trusted products and a 
strong service culture. They were among the earliest investors in China after the two countries 
normalised their relations in 1972. Shanghai-based Yasuo Onishi of JETRO, Japan’s export-
promotion agency, notes that Japanese carmakers, for example, enjoy strong brand recognition, 
even though some of their cars are too expensive for middle-class Chinese. (The Prius, however, 
is considered not fancy enough for China’s rich.) 

Chinese executives complain that Japanese businessmen too often come to lecture them rather 
than to listen, and that they tend not to promote Chinese managers. There are some honorable 
exceptions. After a series of strikes this year at companies supplying goods to Toyota and Honda, 
Komatsu, a maker of heavy machinery, pledged to replace all the Japanese managers at its 16 
sites in China with Chinese bosses by 2012.  

Shiseido, a cosmetics-maker, has enjoyed a sevenfold increase in sales to China since 2000, says 
Shinzo Maeda, its chief executive. It has created brands exclusively for the Chinese market and 
promotes local talent, albeit with strict Japanese rules on how to serve customers.  

Such companies have a long history in China and are likely to stay the course. But they are still 
vulnerable to strains in the relationship. After Junichiro Koizumi, prime minister from 2001 to 
2006, enraged the Chinese by making repeated visits to Tokyo’s Yasukuni shrine, which honours 
some war criminals along with fallen soldiers, it was the business lobby that helped persuade his 
successor, Shinzo Abe, to break bread with the leaders in Beijing.  

More tourism within the region may help ease some of the misgivings. Culture also plays a role: 
many young people in Asia were brought up on Japan’s J-pop music scene and manga comics. 
The Japanese, for their part, are wowed by South Korea’s girl bands and soap operas. 

But there is another thing that some of these Asian countries have in common. South Korea is 
already getting older fast, and even China’s working-age population is forecast to start declining 
from 2015. If Japan can find a way of dealing with an ageing and falling population, its 
neighbours will be all ears.  

Special reports  
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A special report on Japan 
The dearth of births 
Why are so few young Japanese willing to procreate?  
Nov 18th 2010  

AT 84, Masuyo Hirano happily describes herself as in “the spring of my life.” The sprightly woman 
lives in a nursing home with 50 other pensioners. But she is not idle. She votes. She does 
acupuncture. She and her friends sing karaoke, their delicate hands wrapped around the 
microphone. She dexterously weaves slippers from multicoloured ribbons that take days to finish, 
and hands them out to visitors like sweets. 

There are two reasons for her happiness. The first is that she has made satisfactory 
arrangements for the remainder of her long life. In a country where 28m people are over 65 and 
many millions live alone, are bedridden or suffer from dementia, she has found herself a place 
that is a model of public-private care and will look after her until she dies. She has no children, 
and will not need to ask her relatives to do anything further for her. 

The second reason she is happy is that she knows what will happen to her remains after her 
death. The Yashioen nursing home in Saitama, a district north of Tokyo, offers her a burial club in 
which she and her friends will be placed in the same tomb together, which the nursing home 
promises to tend. This sort of service is likely to become more popular in Japan as elderly people 
have fewer children to mourn them. Many Japanese in their later years are tormented by the 
prospect of lying in a lonely and forgotten tomb. “I’ve talked this over at length with my nephews 
and nieces,” she says. “I don’t want to be a burden on them.” 

When Ms Hirano was born in 1926, her parents’ generation was not expected to live beyond 50. 
Today her age is nothing exceptional; life expectancy for women is 86 and for men 80. Japan has 
known for decades that it was getting older. Its growing life expectancy, now the longest in the 
world, was a cause for celebration as far back as 1962, when a special report by The Economist 
described it as possibly “one of the most exciting and extraordinary sudden forward leaps in the 
entire economic history of the world”. The fruits of this success are now known as “hyper-
ageing”: no other country has grown so old so rapidly. The median age is approaching 50. That is 
surpassed only by Monaco, a Mediterranean retreat for wealthy pensioners. 
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Some of the stories about Japan’s enduring centenarians need to be taken with a pinch of salt. 
This summer Tokyo’s supposedly oldest man, 111-year-old Sogen Kato, turned out to be a heap 
of bones covered in newspapers dating from 1978. His daughter, now 81, had been collecting his 
pension for decades. That event turned up a few similar cases. But for all the “missing” 
centenarians, there are still reckoned to be about 40,000 bona fide ones. So many have reached 
the age of 100 that the silver sake cups they are customarily awarded have been reduced in size. 

The darker side of that heartening picture of longevity is Japan’s shrinking birth rate, which at 1.4 
per woman is the second-lowest in the rich world, after South Korea’s. From the start of the Meiji 
period in 1868 Japan’s population rose for about 70 years. During that time Japan cast off its 
isolationist feudal system, opened its borders and started its headlong rush to industrialisation. 
Then, in the 1950s, fertility started to plummet. Since the 1980s, when the birth rate fell below 
1.5 children per woman, Japan has, in effect, had a one-child policy—though, unlike in China, it 
was self-imposed.  

It came as a shock to demographers when the 2005 census showed that the number of deaths 
exceeded that of births for the first time: the population had started to shrink two years ahead of 
schedule. The 2010 census results are currently being processed and preliminary results are due 
in February 2011.  

 
Go on, have another one  

Since the mid-1970s, when it became clear that the number of births was resolutely declining, 
Japanese governments have made efforts to encourage people to have more babies. But for all 
that they have increased child benefits and provided day-care centres in the past 30 years, the 
birth rate has remained stubbornly low. One reason is that in Japan, unlike in the West, marriage 
is still more or less a prerequisite for having children. Only 2% of births take place out of 
wedlock. And weddings cost a lot of money. The more elaborate sort may involve renting a 
chocolate-box “church” and hiring or buying at least three bridal outfits. The average cost of a 
Japanese wedding is about ¥3.2m ($40,000).  

Having gone to all that trouble, married couples do, in fact, have an average of slightly more than 
two children, just above what is needed for births to exceed deaths. The trouble is that fewer and 
fewer people get married. Women wait ever longer and increasingly do not bother at all. 
According to the NIPSSR, six out of ten women in their mid- to late 20s, which used to be the 
peak child-bearing age, are still unwed. In 1970 the figure was two out of ten. And almost half 
the men between 30 and 34 were unmarried in 2005, more than three times as many as 30 
years ago. 

But the cost of weddings may be the least of the reasons why the Japanese are increasingly 
putting off marriage or avoiding it altogether. One weightier one is that employment rates among 
women have increased but private companies implicitly discourage mothers from returning to 
their old jobs. Toshiaki Tachibanaki, an economist who has written on inequality among Japanese 
women, finds that about 80% of female civil servants return to their old jobs after having 
children because they get reasonable maternity benefits and help with child care. But in private 
companies they are typically less well looked after, and only about a third go back to work. 

So most women are forced to take low-paid irregular or part-time jobs after having children. 
NIPSSR figures show that the vast majority of working women aged 35-49 have jobs of that kind, 
earning ¥500,000-1.5m a year. Most men in the same age group work in regular jobs (with fringe 
benefits) and are paid ¥3m-6m. 

It does not help that unemployment is high and incomes are low among the young—especially 
among young men, who increasingly give up even looking for jobs. One of Japan’s most 
prominent sociologists, Masahiro Yamada of Chuo University, thinks that most young Japanese 
women still want to be housewives, but are struggling to find a breadwinner who earns enough to 
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support them. He points out that half the young people of prime marrying age—20-34—still live 
with their parents. In the 1990s he coined the term “parasite singles” to describe them. They 
seemed to be getting a good deal, saving money on rent and spending it on foreign travel and 
luxury goods instead. If they wanted privacy, they could always go to one of Japan’s ubiquitous 
love hotels. 

 
Leave me alone  

Since then the “parasites” have got older, and a lot of them are living with their parents not 
because they want to but because they cannot afford to live independently. They are moving 
towards middle age but have remained single, working for low pay or unemployed. Some have 
even become what Mr Yamada calls “pension parasites”, living on their parents’ pensions.  

Part of the problem may be that young men, who during Japan’s free-wheeling boom era rarely 
saw their workaholic fathers, do not want to fall into the same trap. Some of them have become 
“grass-eating men” who prefer clothes and cosmetics to cars and avoid life in the fast lane. 
Others resort to hikikomori, locking themselves in their bedrooms and refusing to talk to anyone, 
even the parents who deliver food to them. Many of them have watched their mothers divorce 
their fathers on retirement. Those men are cruelly known as “dead wet leaves”, whose wives 
have trouble sweeping them out of the home. The Japanese are also learning from personal 
experience that looking after elderly parents can be more costly and time-consuming than looking 
after children. That may be another factor in their calculations.  

Florian Coulmas of the German Institute for Japanese Studies in Tokyo, who has made a special 
study of population issues in Japan, has no easy explanations for the low birth rate, but describes 
it as the “bitter fruit of success” in Japanese demography. “A growing percentage of the 
population, both married and never married, without children has no vested interest in society, 
with hitherto unknown consequences for its self-image and sense of purpose,” he writes. And 
even if policymakers managed to reverse those choices and persuade the Japanese to have many 
more children, the benefits to the workforce would not be felt for 20 years.  

Special reports  
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A special report on Japan 
Bring on the cultural revolution 
To stop the genteel decline, Japan needs radical measures  
Nov 18th 2010  

IN THE Hokkaido town of Yubari, the general hospital was one of 
the earliest casualties of the municipality’s bankruptcy. The 
building was so big that the heating bill alone ate up a lot of the 
budget, and the growing number of elderly patients put it under 
increasing strain. So in 2006 Tomohiko Murakami, a pioneering 
Hokkaido doctor, decided to turn it into a blueprint for health-care 
reform. His blunt message was that the money had run out, so 
attitudes had to change. 

He closed down two-thirds of the hospital, cut the number of 
ambulances in half and told his elderly patients they should walk 
to hospital because it was good for them. They grumbled, but it 
caused no obvious deterioration in their health, he says. They had 
to use their own initiative rather than relying on the government 
to look after them. It was the same when half-empty schools 
merged. What he calls the “Yubari model” may hold a lesson for 
the country. “It may take bankruptcy to change attitudes in Japan, 
but that would be a good thing,” he says. 

Similar change is creeping into other pockets of Japan too. Doctors praise the preventive health 
care in mountainous Nagano prefecture, which has the highest life expectancy and the lowest 
health-care costs in Japan. In one Nagano village, Shimojo, where almost a third of the citizens 
are pensioners, some of the elderly have started providing child care so that young women can 
work. The birth rate is rising.  

Talk of radical change is becoming increasingly common among Japan’s businessmen and 
academics. People seem to be almost yearning for a proper crisis to shock the country out of its 
state of lethargy, ingrained after 20 years of economic stagnation and almost 15 years of decline 
in the working-age population. But as yet there are not enough Dr Murakamis to help along the 
painful but necessary process of reform. 

 
The sooner the better  

In dealing with its demographic troubles, Japan will need a cultural revolution to improve 
productivity, boost its labour force with more women, older people and immigrants, promote a 
more vibrant domestic economy and make the most of booming markets overseas. And even if it 
manages to do all these things, it may still have to go through a period of managed economic 
decline when its famously comfortable living standards start to fall, as has been happening in 
places like Yubari.  

Boosting productivity will require big changes in its business practices. They may have served the 

Tomorrow’s world?
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country well when its population was young and growing, but now it needs to dismantle its rigid 
corporate hierarchies to allow new people and ideas to emerge. It needs to bust the taboo on 
hiring, or working with, foreigners, and it needs to continue streamlining its hydra-headed 
industrial giants. As Heang Chhor, head of McKinsey in Japan, puts it, business has little choice 
but to focus on generating more profit with fewer resources. “This is a country where the mindset 
is all about input. In Japan what is expected of you is always to try harder, to put in more hours. 
They don’t value output.” 

The workforce will have to become more diverse, too, to ensure both that talent is recruited 
wherever it can be found, and that the products being made are attractive to foreign markets. 
That means hiring people who know something about the world, not just those who have spent 
years in crammer schools to get into Japan’s best universities and biggest firms. 

The government, meanwhile, needs to offer incentives for its citizens to consume more as they 
get older. The housing stock, for instance, could be adjusted to suit frailer tastes. Medical tourism 
could help turn Japan into a haven for rich Asians—if only more doctors spoke English and health-
ministry bureaucrats relaxed their stringent regulations. And reforms in financial services and 
social security might persuade the elderly to release some of the ¥1,500 trillion of household 
savings, helping to rebalance not just Japan’s economy but the world’s. 

There are structural obstacles that make these things harder to do. Throughout its modern 
history Japan has relied on its bureaucrats, in their bunker-like compound Kasumigaseki, the 
“fortress of fog”, to guide it. Yet Japan’s population issues span so many ministries that they 
cannot be tackled with fortress thinking. Politicians need to take the lead and rally society behind 
them. 

That is why the victory of the Democratic Party of Japan (DPJ) in last year’s election should be a 
reason for hope. The party vowed to diminish the power of the bureaucrats. It also aimed to 
lessen some of the inequalities that had emerged during the two “lost” decades under the Liberal 
Democratic Party (LDP). 

Yet it has barely begun to face up to the demographic challenge, even though that is likely to 
exacerbate those inequalities among the young as well as the old. When it was in opposition, it 
shot down the LDP’s sensible plan to make the elderly pay a bit more for medical services to 
reflect their greater use of them. When it discusses ageing, the DPJ mostly points to the 
opportunities of creating products and services for the elderly, but rarely considers the threat to 
Japan’s already shrinking villages and towns. It seems to have given little thought to merging 
those villages, towns or even some of the 47 prefectures to rationalise public services. 

 
If in doubt, do nothing  

The political establishment has no grand plan for what to do with unused schools, or how to make 
the health-care system more effective by encouraging prevention rather than cure. And 
strengthening the public finances to deal with an ageing population remains politically fraught. 
Ideas such as raising the consumption tax—at 5% the lowest in the rich world—meet with strong 
opposition. 

There is a daunting list of things to be done, and Japan, like its elderly citizens, tends not to be 
keen on change. Its default mode is to stick with things as they are until they become intolerable. 
For example, as in Yubari, overstretched social services might have to get close to collapse before 
action is taken. 

The conservative camp, which includes many elderly people, argues that the country should 
simply learn to live with less. Economic growth does not matter, it contends, if the population is 
shrinking, as long as GDP per person is sufficient for a comfortable life. Some hark back to the 
150 years after 1700, the last time when Japan’s population and economic growth stagnated. 
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Many cherry trees were planted to keep people on low incomes happy, and popular theatre 
flourished. At that time Japan was in voluntary isolation from the outside world. But the regime 
became suffocating and unsustainable, and ended with the Meiji Restoration of 1868.  

A similar hairshirt approach to population decline today would rob the young generation of 
economic opportunities, and would be a huge waste of Japan’s potential economic benefit to the 
world at large. Given Japan’s already high public debt, it would also be hard to sustain; public 
services might still end up in tatters.  

Many Japanese feel that the country will gather the courage to tackle the demographic threat 
only when living standards and social services fall in the cities, where most young and middle-
aged voters live. For the moment, such places still feel too busy and comfortable to be ready for 
profound change. But as Japan’s city-dwelling politicians look at their greying hair in the mirror, 
tomorrow’s crisis may be staring them in the face.  
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A special report on Japan 
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A special report on Japan 
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Nov 18th 2010  
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Television 
China's got viewers 
Despite government meddling and rampant piracy, commercial television is 
surging in the Middle Kingdom  
Nov 18th 2010 | SHANGHAI  

LAST month Liu Wei, an armless pianist and singer, won the first series of “China’s Got Talent”. 
En route to victory, he defeated bellydancers, comedians and a pig impersonator. The talent 
show was a ratings triumph: a third of all televisions in the Shanghai area tuned in for the final. 
But Yang Wenhong, vice-president of Shanghai Media Group, is just as pleased that the 
Communist Party’s media regulator praised the programme for conveying an uplifting message. 
In China, it is not enough merely to please the masses.  

China’s television business has developed largely in isolation from the rest of the world. Despite 
heroic efforts, particularly by Rupert Murdoch’s News Corporation, Western media firms have 
been unable to launch mainland channels. They have been restricted to TV sets in Hong Kong and 
in expensive hotels, or reduced to selling the odd programme to domestic networks. But isolation 
does not mean Chinese television is stagnating. On the contrary: it is progressing at a lunatic 
pace.  

Money is pouring in. Last week China Central Television (CCTV) announced that it had already 
booked 12.7 billion yuan ($1.9 billion) of advertising for 2011—16% more than it had sold at this 
point last year. Total television advertising has grown sevenfold since 2001. It is by far the 
richest medium: fully 63% of all advertising spending in China this year will be on television, 
compared with just 28% in Britain. Andrew Carter of GroupM, the media-investment firm which 
issues these estimates, explains that television is well-suited to bringing new products and brands 
to the attention of China’s fast-growing middle class.  

The box used to be dominated by the state-run CCTV, which is 
controlled by the Communist Party’s publicity department. But despite the launch of new 
channels—it currently has 15, including one dedicated to opera—CCTV’s share of viewing is falling 
(see chart). Earlier this year it was overtaken by the combined audience of provincial 
broadcasters like Shanghai Media Group, Hunan TV and Zhejiang TV, which can each distribute 
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one channel nationally. These provincial outfits, which are less 
controlled by Beijing, are locked in a fierce, untidy and 
occasionally underhanded struggle for viewers.  

Not only do many of their shows resemble British and American 
programmes like “Pop Idol” and “The Apprentice”. They also rip off 
each other’s formats. “If a show is successful, clones appear 
almost instantly,” says Rebecca Yang of IPCN, a firm that brokers 
formats. A few years ago there was an explosion of talent 
competitions. Then one show offended the State Administration of 
Radio, Film and Television (SARFT), not least by conducting a 
huge text-message vote. Channels are now restricted to one such 
show per year. Judges are discouraged from abusing contestants 
and voting is restricted.  

That has become a pattern. As talent competitions became more staid, producers turned their 
attention to dating shows, churning out programmes that encouraged bitchiness. Last summer 
one stepped over the line. A contestant on “If You Are the One” declared that she would rather 
cry in a BMW than smile on the back of a boyfriend’s bicycle. The host was promptly replaced by 
a psychology professor, but it was too late. SARFT has promulgated rules banning lewd 
comments and other moral provocations.  

Why are these troublesome, populist broadcasters allowed to operate at all? Because the Chinese 
government wants people to watch television. The living-room set is a crucial conduit between 
the state and the masses. However ribald their programming at other times, at seven o’clock in 
the evening almost all channels carry CCTV’s starchy news broadcast, in which unsmiling anchors 
relay the latest utterances from party officials. If television becomes too dull, that show would 
lose its audience. After all, many Chinese can go elsewhere for entertainment.  

Data from the Chinese Marketing and Media Study suggest that the internet accounts for 33% of 
all media use among 18- to 34-year-olds in Shanghai, compared with just 28% for television. 
Shanghai is an unusually forward-looking city, and people tend to underestimate their television 
watching. But internet video is undoubtably bigger in China than elsewhere. Victor Koo, chief 
executive of Youku, a video portal, says the average user spends an hour each day on his 
website. In contrast, people spend less than ten minutes each day on the America-based 
YouTube. 

Some Chinese use online video as a way of catching up on programmes that they missed (very 
few have digital video recorders). But many use it to gorge on pirated Hollywood shows. Subtitled 
versions of programmes like “Gossip Girl” circulate in China just a few hours after they are 
broadcast in America. So widespread is pirated television that it has created stars. Wentworth 
Miller, who is best-known for his role in the Fox television show “Prison Break”, is mobbed when 
he visits China, and is the face of General Motors in the country. Yet “Prison Break” is not shown 
on any Chinese television network.  

Broadcasters are thus caught between the state and the market, between conformity and 
populism. Both of their audiences are fickle: regulators clamp down on shows with little warning, 
whereas viewers are liable to switch off and watch pirated videos online or on DVD. Yet in some 
ways the business is settling down.  

 
Searching for the X factor  

China’s provincial television outfits are consolidating, with the stronger broadcasters piggybacking 
on the weaker broadcasters’ national networks. Earlier this year Hunan TV persuaded Qinghai 
Satellite TV to carry some of its programmes. Shanghai Media Group secured national carriage for 
its local business channel by doing a deal with a broadcaster in Ningxia. Gradually, half a dozen 
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strong television companies are emerging. A few are branching out: Shanghai Media Group 
publishes magazines and offers broadband service. 

Flush with money, and determined to differentiate themselves from a mass of cheap knock-offs, 
China’s larger provincial broadcasters are beginning to import foreign programme formats 
legitimately. Increasingly it is not enough to have (or to borrow) a good idea for a programme; 
broadcasters must create professional-looking content. They must also learn to work with 
sponsors. New restrictions on television advertising mean that money is flowing into product 
placement. Helen Yang, president of Vivid Media, an independent production company, says her 
company has moved from making programmes to creating marketing solutions for companies. 
That adds a layer of complexity, favouring the biggest outfits.  

Chinese broadcasters are quickly learning how to produce slick-looking television. In a few years, 
predicts Ms Yang at Shanghai Media Group, they will be able to develop compelling programme 
formats of their own. And then, who knows? The notion of China as an exporter of culture may 
seem far-fetched. But it was once hard to imagine the country churning out advanced telecoms 
equipment. 

Business  
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Teaching Chinese 
Mandarin's Great Leap Forward 
Interest soars in learning China’s official language  
Nov 18th 2010 | SINGAPORE  

ON A small street in Singapore’s Chinatown Fu Xianling, the founder of a language-education 
company called New Concept Mandarin, searches for additional office space. Mr Fu wants to 
expand his business with the lofty ambition of competing with the industry leader, Rosetta Stone. 
Demand for his product has increased by 20% over the past two years.  

As the Chinese economy surges, so does interest in Mandarin. The Chinese government estimates 
some 40m people study Mandarin outside the country, up from 30m in 2005. A tight job market 
in the West is partly responsible. According to a survey in September by Rosetta Stone, 58% of 
Americans believe the lack of foreign-language skills among native workers will lead to foreigners 
taking high-paying jobs. “The recession has focused people on where growth is going to come 
from,” says Tom Adams, the firm’s chief executive. Among existing corporate customers logging 
into the company’s multi-language programme, the number learning Mandarin increased by 
1,800% between 2008 and 2010. 

Fred Rao, the founder of eChinese Learning, which offers one-on-one Mandarin instruction 
through Skype, predicts fierce competition. Taking a page from Mr Rao’s playbook, Rosetta Stone 
recently launched a new way for its Mandarin students to connect via video links to instructors in 
China.  

Asia remains the core market. The Beijing Language and Culture University Press, the largest 
publisher of Chinese-language textbooks, says South Korea and Japan are its biggest customers. 
The number of Indonesians studying in Chinese institutions increased by 42% between 2007 and 
2009, according to the Chinese embassy in Jakarta. In September India’s education minister 
proposed Mandarin classes at state schools. 

The question remains whether the Mandarin rush will prove a fad. Japanese and Russian also had 
“hot” periods, only to recede in popularity. And Chinese can be controversial. With some parents 
fearful of communist influence, a California school district recently turned down $30,000 per year 

Share on
Facebook
Share on
Twitter
Share via
email



  

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

 
Copyright © The Economist Newspaper Limited 2010. All rights reserved. Advertising info Legal disclaimer Accessibility Privacy policy Terms of use Help 

from the Chinese government to pay for Mandarin classes. 

Yet Mandarin ought to continue to grow. In America just 4% of schools teach the language. In 
Britain, though Mandarin is spreading, the most popular languages by far remain Spanish, French 
and German. There is a long way to go before China’s main language becomes as widespread as 
its economic influence. 

Business  
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Energy companies 
Power struggle 
The battle over Dynegy reveals the turbulence in energy markets  
Nov 18th 2010 | NEW YORK  

THE rollercoaster ride that Dynegy has been on for the past decade is not over yet. On November 
17th a planned shareholder vote to ratify the sale of the Texas-based energy company to 
Blackstone, a private-equity firm, was postponed until November 23rd following a vigorous “no” 
campaign by activist investors led by Carl Icahn, a Wall Street billionaire. More ups and downs lie 
ahead.  

In 2001 Dynegy appeared set to buy Enron, and so become a prime mover in the deregulated 
energy market. Then Enron imploded, the markets lost faith in the energy-trader model and 
Dynegy’s shares plunged. Yet the firm retrenched and eventually prospered. Its shares rose 
twelve-fold between 2002 and 2007, only to plunge once again as the economic downturn and an 
increase in the supply of power from natural gas depressed energy prices. In August Dynegy’s 
management agreed to Blackstone’s offer of $4.50 a share, citing a potential liquidity crisis.  

At first the deal was seen as evidence that confidence was returning to the private-equity 
industry. But soon Mr Icahn, an investor who likes nothing more than to fight for a better deal for 
the shareholder (at least, the shareholder known as Carl Icahn), concluded that Blackstone was 
getting too sweet a deal. In October he announced that he had become Dynegy’s largest 
shareholder, with over 10% of its shares, and that he would vote against a sale to Blackstone. 
Then Seneca Capital, a hedge fund that is now Dynegy’s second-biggest shareholder, not only 
promised to vote against the sale but also proposed two potential new directors to strengthen 
Dynegy’s board.  

Seneca argues that Dynegy is selling at the low point of a cycle in energy prices. It contends the 
firm is better placed than most to profit from an upturn, and that a sale would mostly benefit 
Dynegy’s top executives. It also points out that much of the firm’s debt does not mature before 
2015. Seneca says Dynegy’s shares should be valued at $6 to $18. 

At least some of these arguments have merit, says Julien Demoulin-Smith, an analyst at UBS. 

The building across the road doesn’t smell too bad, either
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Although the futures market suggests a rally in gas prices is a long way off, there is a real 
prospect that the Environmental Protection Agency (EPA) will introduce tough new emissions 
standards. That will favour Dynegy, whose coal-fired power stations are comparatively clean, by 
imposing significantly larger costs on its competitors and prompting the retirement of dirtier coal-
fired stations.  

Yet the politics of energy have become unpredictable, with a new crop of anti-big-government 
Republicans about to enter the House of Representatives. Even before the mid-term elections 
Congress seemed increasingly worried by the prospect of expensive new environmental 
regulations. It might be moved to legislate if it thinks the EPA is being too heavy-handed. And 
Dynegy faces a sharp rise in the cost of transporting coal with the expiry of its long-term rail 
contracts which are around half current market prices, points out Mr Demoulin-Smith. 

Having insisted that it would pay no more than $4.50 a share, on November 16th Blackstone 
became sufficiently fearful of losing the shareholder vote that it blinked, raising its offer to $5. 
The postponement of the vote suggests that the private-equity firm will have to pay more if it 
wants to close the deal. 

Business  
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Japanese manufacturers 
Leaving home 
Japan’s big companies are shipping production abroad  
Nov 18th 2010 | TOKYO  

TO SEE the future of Japanese business, says a board member of one of the country’s biggest 
firms, look at the toy industry. Decades ago Japanese companies produced heaps of cheap, 
plastic playthings. As China took over that market, Japan moved on to Nintendos. The idea is that 
Japan Inc can shift its low-end production abroad while pursuing sophisticated manufacturing at 
home.  

Japanese firms do 30% of their manufacturing overseas—twice as much as in the early 1990s. 
Toshiba’s foreign-made share has grown from 52% to 56% in the past year alone. Fuji Xerox and 
Yamaha Motor boast levels of 80% and 94% respectively. As the yen hits 15-year highs on a 
nominal basis, there is more pressure to ship operations abroad. “We want to keep domestic 
production,” sighed Satoshi Ozawa, Toyota’s chief financial officer, this month. “But we are 
quickly losing competitiveness.” The carmaker already produces 58% of its vehicles abroad. 

There are longer-term factors, besides the yen’s recent strength, pushing firms abroad. One is 
productivity. Overseas subsidiaries have profit margins about one-third higher than those of 
domestic operations, according to the trade ministry. A second is proximity to consumers in fast-
growing economies. In 2001 only 40% of Japanese companies’ overseas production in Asia went 
to local consumers. Now the proportion is 62% and growing.  

Third is taxes. Japan’s effective corporate tax rate, at 41%, is the highest among G20 countries, 
and almost twice that of South Korea. Many carmakers have moved production to Thailand not 
only for low taxes but also because of that country’s free-trade agreements (FTAs), which let 
them export across the region free of tariffs. Suzuki, the largest foreign carmaker in India, with 
annual sales of 1m vehicles, pays around 12% tariffs on parts imported from Japan. South 
Korea’s FTA with India means that Suzuki’s rival, Hyundai, pays just 1-5%. Osamu Suzuki, the 
Japanese company’s boss, feels “handicapped”.  

The rise of overseas production may be a boon to Japanese firms, but it causes pain in the 

Unfortunately, the foreign-made ones look the same
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country as a whole. Japan lost domestic production worth ¥35 trillion ($420 billion) and nearly 
1m jobs in 2008 because of operations moving overseas, according to the Dai-ichi Life Research 
Institute. And as firms increasingly buy from local suppliers to save costs, the skills and capital of 
Japanese suppliers atrophy. 

Losing factories in Japan is particularly pernicious because much of the country’s advantage lies 
not in design but in process—producing at large scale and with a low defect rate. Companies still 
keep “mother factories” in Japan to refine their production processes and retain skills. But their 
foreign plants need this mothering less than they used to: three-quarters of Japanese-owned 
foreign plants were at the same technical level as domestic ones in 2008, up from about half in 
1996, says Nomura. Again, that is great for Japanese firms but troubling for Japan.  

Might companies suffer a social backlash from their foreign forays? Perhaps it is too late for 
workers to protest. Firms have already torn up the post-war social contract by hiring temporary 
and contract employees, rather than regular ones entitled to bonuses, training and job 
protection. The “precariate” (precarious proletariat) now makes up more than one-third of 
Japan’s workforce. And the idea that Japan will at least keep the most sophisticated 
manufacturing jobs is wishful thinking. After all, much of the fancy electronics inside Nintendo 
gadgets comes from South Korea, Taiwan and elsewhere. 

Business  
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Innovation in IT 
The liquefaction of hardware 
The rise of the virtual computer  
Nov 18th 2010  

IMAGINE a personal computer that has two souls. One moment it 
is your work machine, complete with a set of corporate 
applications and tight security settings. Then it becomes an 
entertainment centre, allowing you to watch any video and 
download any program.  

Thanks to a process called “virtualisation”, such computers are 
now being created. Ever more processing power and clever 
software are allowing devices of all kinds to separate from their 
hardware vessels and move to new homes. If this process 
continues as some expect, it will change computing radically. And 
more than one IT company will have to rethink how it does 
business.  

Virtualisation dates back to the age of mainframe computers. To make better use of them they 
were sometimes split into smaller “virtual machines”, each of which could run its own operating 
system and application. But the approach took off only in recent years, when VMWare, a software 
firm, applied it to servers, the powerful computers that populate today’s corporate data centres. 
VMWare and its main rivals, Citrix and Microsoft, have since developed all kinds of software tools 
to manage virtual machines—moving them between data centres, for example. 

The success of server virtualisation has inspired IT firms and their customers to do the same 
thing with other types of hardware, such as devices to store data. Software now pools their 
capacity and allocates “virtual disks” as needed. Going further, Dropbox, an online storage 
service, saves identical files only once. Even large files can take only seconds to upload if they 
already exist somewhere on one of these firms’ disks. 

The virtualisation of PCs is now under way. Many company computers can already work with 
applications that run on a central server. But start-ups are pushing the concept further. Desktone 
offers virtual desktops as an online service. NComputing, a maker of computer terminals, 
virtualises PCs so they can be shared by up to 30 users. It has already sold more than 2.5m 
devices, mostly to developing countries and schools. And technology from MokaFive can send an 
entire virtual machine—complete with operating systems, applications and data—over the 
network and install it on any PC. Eventually people may no longer need to carry laptops at all. 
Virtual computers, including data and applications, will follow them everywhere. 

In the long run, smartphones and other mobile devices may also become shells to be filled as 
needed. Open Kernel Labs, a start-up in which Citrix has a stake, already lets smartphones run 
applications, multimedia and radio functions on a single processor, cutting manufacturing costs. 
Software from Citrix turns the iPad, Apple’s tablet computer, into a terminal for applications that 
run in a corporate data centre. 
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How quickly will virtualisation advance? Gartner, a market-research firm, predicts that the overall 
market for virtualisation software will grow from $2.7 billion this year to $6.3 billion in 2014. 
There is certainly no lack of demand. Virtualisation lowers costs by enabling firms to make better 
use of their servers and buy fewer new ones. The technology also allows PCs to be maintained 
remotely, which is much cheaper. But improved reliability and security are even more of an 
attraction. Users of MokaFive, for instance, can relaunch their virtual machine should a computer 
virus infect it. And it can be shut down if a laptop is lost or stolen. 

Yet the technology also has to overcome a few hurdles. The virtualisation of servers is well 
understood, but for PCs and mobile devices the technique has yet to mature. In the longer run 
institutional barriers will prove more of a problem, argues Simon Crosby, Citrix’s chief technology 
officer. Virtualising IT systems, he says, is only the first step to automating their management. 
This is seen as a threat to existing workers and makes many IT departments hesitant to embrace 
the technology. 

Still, analysts believe virtualisation will win out. Its impact will be felt through the industry. The 
technology not only makes IT systems more flexible, but allows firms to switch vendors more 
easily—which will weigh on the vendors’ profits. Big software firms such as Microsoft and Oracle 
may be hit hardest. But many hardware-makers may suffer as well, since their wares will become 
even more of a commodity than they are today. 

 
What’s up, BYOC?  

Moreover, virtualisation makes it much easier to add new servers or storage devices. 
Alternatively, firms can simply rent extra capacity from operators of what are called “computing 
clouds”, such as Amazon Web Services. That outfit has built a network of data centres in which 
virtual machines and disks can be launched in seconds. As a result, IT systems will increasingly 
no longer be a capital expense, but an operational cost, like electricity.  

Yet the most noticeable change for computer users will be that more employees will be allowed to 
bring their own PC or smartphone to work, says Brian Madden of TechTarget, a consultancy. 
Companies can install a secure virtual heart on private machines, doing away with the need for a 
separate corporate device. A “bring your own computer” or “BYOC” movement has already 
emerged in America. Companies such as Citrix and Kraft Foods pay their employees a stipend, 
which they can use to buy any PC they want—even an Apple Mac. 

Such innovations may help to ease growing tensions between workers and IT departments. New 
privacy regulations and rampant cybercrime are pushing firms to tighten control of company PCs 
and smartphones. At the same time more and more “digital natives” enter the workforce. They 
have grown up with the freewheeling internet and do not suffer boring black corporate laptops 
gladly. Giving workers more freedom while helping firms keep control may prove to be the 
biggest benefit of virtualisation. 
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Yogurt 
Creamy 
Yoplait, a French yogurt firm, has plenty of suitors  
Nov 18th 2010  

FIVE years ago the French were in a tizzy over rumours that Danone, the world’s biggest maker 
of yogurts, would fall prey to an American giant, PepsiCo. The prime minister even put the firm 
on a list of companies to be kept under French ownership. Now Yoplait, the second-biggest yogurt 
outfit, is on the market. PAI Partners, a French private-equity company, is selling 50% of the 
firm. The rest is held by Sodiaal, France’s biggest dairy co-operative. Once again, bidders are 
hovering hungrily. 

Demand for yogurt is booming across the world. According to a recent study by YouGov 
SixthSense, a market-research firm, it is the fastest-growing sector in the British dairy industry. 
The Chinese have been converted to an unfamiliar product in part by the addition of small plastic 
spoons to pots. Danone is placing a big bet on Russia. Earlier this year it merged its Russian 
subsidiary with Unimilk, a domestic dairy firm, creating a company that captures more than one-
fifth of the Russian market. Even America is considered an emerging market when it comes to 
yogurt. According to Yoplait, the average Frenchman spoons 30kg of the stuff per year compared 
with only 10kg for Americans. 

Although Yoplait is lagging behind Danone in almost all countries, the two are neck-and-neck in 
America where Yoplait has had a franchise agreement with General Mills for more than three 
decades. The franchise has been a great success, but General Mills and Yoplait are currently at 
loggerheads over the terms of the renewal of their agreement. Ken Powell, the chief executive of 
General Mills, does not appear keen to take control of Yoplait. But this could change if Yoplait 
were to move to dissolve the relationship.  

The most likely buyer is Lactalis, a French firm that could take over Yoplait in partnership with 
Nestlé. It put in a €1.3 billion ($1.76 billion) bid for the whole company on November 17th, two 
weeks before the formal bidding process begins. Other possible suitors include Unilever, a big 
Anglo-Dutch firm, and America’s Kraft. Mexico’s Grupo Lala and China’s Mengniu Dairy are also 
sniffing around Yoplait. Even a bid by Pepsi cannot be ruled out. The maker of sugary fizzy drinks 
and fatty crisps wants to expand the healthier end of its offering. Yoplait would be a perfect fit—
as was Danone a few years ago. 
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Programmable processors 
Kneading chips 
Semiconductors are becoming more malleable, too  
Nov 18th 2010  

ONE kind of hardware will probably never be virtualised: processors. After all, these are the 
brains of every digital device. Yet chips, too, are becoming more malleable. Demand is growing 
for processors that are not just made for a single purpose but can be reconfigured with a special 
programming tool, a bit like rewritable DVDs. The research arm of Deutsche Bank predicts this 
segment of the semiconductor market will grow by an annual average of 14% in the next few 
years.  

“Programmable logic devices” (PLDs) help to solve a pressing problem in chipmaking. Developing 
a custom processor is becoming ever more pricey. Firms may spend up to $40m before the first 
chip is made. The risk of a design flaw is high, as are the costs of fixing it. PLDs lower both the 
upfront expense and the cost of getting things wrong. 

Programmable chips are unlikely to replace conventional processors for mass-market products 
like personal computers. They are more expensive to make than ordinary chips, not as speedy 
and consume more energy. But as technology improves they may take market share from other 
kinds of custom-made processor. 

Perhaps most important, PLDs are more profitable. Gross margins average about 65% compared 
with 50% for standard custom chips. Most of these profits have so far gone to Altera and Xilinx. 
These two American firms, which manufacture in Taiwan, are reckoned to have shares of 40% 
and 48%, respectively, of the market, which should reach nearly $5 billion in worldwide sales this 
year. 

These fat margins are luring other firms. One is Achronix. It wants not just to make PLDs cheaper 
and less energy-hungry, as Altera and Xilinx have done, but to improve their performance so 
they can power the latest networking equipment, says John Holt, the firm’s boss. It may reach 
this goal, not least because of an unusual partner: Intel. The world’s biggest chipmaker will 
produce Achronix’s chips in its most advanced fabs, as semiconductor factories are called—a first 
for the firm.  

Some industry experts wonder what is in it for Intel. A few think it is doing its patriotic duty 
because American authorities do not want makers of weapons and telecoms gear to rely on PLDs 
made in foreign foundries, out of concern that spooks could program in secret backdoors. Other 
analysts say that Intel is just making a low-risk bet on a promising market and will acquire 
Achronix if it is successful. Yet others argue that Intel wants to gain some experience at being a 
foundry should it no longer be able to fill its ever bigger and pricier fabs with its own products. 
The truth may be a mixture of all of the above. 
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Schumpeter 
The Brazilian model 
Brazil needs to be more innovative to fulfil its promise of being the “country of 
the future”  
Nov 18th 2010  

STAND on the observation deck in Embraer’s final-assembly hangar in São José dos Campos and 
you can see the case for globalisation laid out below you. Five freshly finished aircraft bear the 
insignia of airlines from across the world. Brazilian technicians wear T-shirts emblazoned with the 
word “lean” to emphasise their commitment to the principles of Japanese manufacturing. A 
supervisor boasts about the company’s ranking in an American guide to best places to work. 

Not bad for a company that nearly collapsed in the early 1990s. Embraer turned itself around by 
spotting a market niche in medium-sized jets and by inventing new business models. It pioneered 
“reverse outsourcing”, doing the high-value-added work of design and assembly itself and 
contracting out the making of parts to rich-world companies such as General Electric. It also 
introduced risk-sharing, by persuading customers and suppliers to offer some money upfront. The 
near-bankrupt firm had no choice but to embrace this model in the early 1990s but it has since 
become standard in the industry. 

Embraer is a prime exhibit in a debate that is convulsing Brazilian business, about the country’s 
capacity to innovate. Businessmen are in a euphoric mood at the moment. Brazil’s economy is 
expected to grow by more than 7% this year. The country boasts some of the world’s largest 
companies: Vale is the biggest producer of iron ore, AB InBev is the biggest brewer and 
Marcopolo is a big producer of bus bodies. Its firms have been involved in some mighty deals. In 
September Petrobras raised $67 billion in equity in the biggest share issue ever undertaken.  

But throw in the word “innovation” and businessmen become more philosophical. Brazil spends a 
paltry 1.1% of its GDP on research and development compared with 1.4% in China and 3.4% in 
Japan. Last year Brazil fell 18 places in Insead’s annual innovation index, from 50th to 68th. 
Worse still, its ratio of basic-product to manufactured-product exports was the highest since 
1978. These figures confront Brazilians with a troubling question. Can their country become an 
innovator in its own right, or is its recent growth little more than a by-product of China’s appetite 
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for commodities?  

Optimists have more than just Embraer on their side. Natura Cosméticos is emerging as a 
cosmetics giant by dint of clever marketing and borrowing from others. Everything about the 
company, from its use of recyclable materials in its packaging to its use of ordinary women rather 
than supermodels in its advertisements, is designed to emphasise the twin themes of naturalness 
and sustainability. Natura is also a master of what might be dubbed “lean innovation”. About 
40% of its revenues come from products introduced in the past two years. But the company has 
only about 150 research and development staff compared with L’Oréal’s 2,800. Its trick is to form 
partnerships with foreign universities and to scour the world for products that it can license.  

Some of Brazil’s commodity giants have also managed to add brains to muscles. Petrobras is a 
leader in deep-sea oil production. Farmers have presided over a productivity revolution with the 
help of Embrapa, a government-funded research corporation. Brazil is a leader not just in 
producing biofuels, attracting big investments from Shell and BP, but also in green innovation. 
Most Brazilian cars can run on a mixture of ethanol and petrol, thanks in part to the flex-fuel 
engine, developed in the country.  

Yet Brazil suffers from two huge blocks to growth: red tape and gaping inequality. For all its 
recent commitment to liberalisation the Brazilian government is still a rule-spewing, incumbent-
protecting monster. Brazil comes 152nd in the World Bank’s “Doing Business” rankings for the 
ease of paying taxes (it took the Bank’s hypothetical medium-sized company 2,600 hours a year 
to comply with the tax code) and 128th on the ease of starting a business. Mexico is business-
friendly by comparison.  

Brazilians pride themselves on their knack for dodging silly rules (they call it jeitinho). Banks 
persuaded the government to open a route around pro-debtor rules that discouraged lending: 
they now deduct monthly payments directly from borrowers’ paycheques. But all that time spent 
finding ways around daft rules would be better devoted to world-beating innovation. 

 
A poor record at home  

Brazilian companies are also doing far less than their rivals in India and China to master the art 
of producing frugal goods for the masses. Clever ideas and products aimed at the poor abound in 
the country. Whirlpool has produced a cheap mini-freezer for the Brazilian market. AstraZeneca is 
seeking approval to sell cheap off-patent drugs to Brazil. Nestlé, a food giant, and Bradesco, a big 
bank, have both developed floating outlets that sail up and down the Amazon. But most of these 
innovators are foreign. Brazil’s own champions are applying much less ingenuity to producing 
goods for the local market than for the global one.  

A visit to Heliópolis, São Paulo’s largest favela, underlines how far the country still has to go to 
harness its potential for innovation. The favela is alive with activity. Women sell home-made 
cleaning products from shacks. Men make chairs from crates. An outfit called MecFavela sells 
burgers. But although the gap between this informal economy and Brazil’s formal one is closing, 
it remains huge. Too many companies ignore the inhabitants of Heliópolis and the government 
continues to regard them more as potential victims than as budding entrepreneurs.  

Among the books in the favela’s surprisingly well-stocked library is Tom Peters’s “The Circle of 
Innovation”. If Brazil can devote more effort to bringing the favelas into this circle, and less to 
protecting incumbents, it may be able to convert its temporary good fortune into a long-term 
blessing. 
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Ireland's economy 
Threadbare 
Fears about Ireland’s public finances and banks have made a European bail-out 
look imminent. How deep is the country’s economic mire?  
Nov 18th 2010 | DUBLIN  

IRELAND, says the country’s finance minister, Brian Lenihan, does not need a bail-out from the 
European Union, the IMF or anyone else, and it has not asked for one. But help is at hand, 
however Mr Lenihan describes it. On November 18th, after many nervous days for investors and 
European politicians (see Charlemagne), officials from the EU, the IMF and Ireland were due to 
begin what all sides call a “short and focused consultation” on how much help Ireland might need, 
and how soon. Many expect a bail-out package to be assembled within days. 

In recent weeks the bond markets have become frantic about the sorry state of Ireland’s 
economy, public finances and banks. Investors have rushed out of Irish government debt: ten-
year bond yields rose to nearly 9% last week, six and a half percentage points more than German 
ones, though they have fallen a bit since. The worries have also infected the bonds of other weak 
economies at the periphery of the euro zone (see article). Investors have been unnerved by 
Germany’s insistence that plans for a sovereign-debt default should be built into any future euro-
zone rescue scheme. 

Ireland is in deep trouble. Its economy is yet truly to emerge from 
a recession that began in early 2007 (see chart 1). Since then 
GDP has risen in only one quarter. GNP (a better guide to Irish 
living standards, because it excludes the net flows of income to 
parents of the country’s many foreign-owned firms) has fallen for 
nine quarters in a row. Consumer spending has fallen even harder 
than income: households saved 12% of their disposable income 
last year, up from 3.9% two years ago. House prices, which had 
risen faster than in any other rich country, are 36% below their 
2006 peak and still falling. Job prospects are bleak. The 
unemployment rate is close to 14%, up from 4% or so in the mid-
2000s.  
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The public finances are in a dreadful mess. The government is on track to spend 12% of GDP 
more than it takes in taxes this year, even after spending cuts and tax rises worth €14.5 billion 
($19.6 billion). The deficit will be a staggering 32% of GDP once injections of capital into broken 
banks are taken into account (see chart 2). The total cost to the state could rise to €50 billion, or 
30% of GDP. Anglo Irish Bank, a reckless property lender taken over by the government in 
January 2009, would account for two-thirds of that. 

Last month the government said that a further fiscal tightening of 
10% of GDP over four years would be needed to cut the budget 
deficit and stop public debt from spiralling out of control. Details of 
a €6 billion first instalment of this €15 billion squeeze are due to 
be set out on December 7th by Mr Lenihan in his budget for 2011.  

Ireland’s banks have been locked out of wholesale capital 
markets, and reports say that corporate deposits are shifting 
abroad. This has left the banks increasingly reliant on short-term 
loans from the European Central Bank (ECB), funding a sizeable 
fraction of their assets this way. For now they, like all euro-zone 
banks, have access to the central bank’s funds at its main interest 
rate (1% at present) for up to three months. But the ECB’s rate-
setting council would like to tighten the terms soon. The ECB is said to have pressed Ireland to 
avail itself of aid from the euro zone’s rescue fund, created earlier this year, to reopen market 
financing for its banks. Investors fret that Ireland’s banks might need yet more support if a weak 
economy spurs a wave of further defaults on property loans. 

As bad as things are, Ireland is not on the brink of default. The treasury has around €20 billion of 
spare cash, enough to bridge the gap between spending and taxes well into next year. Until the 
recession hit it had borrowed very little: the public debt stood at only 25% of GDP in 2007. A 
chunk of the government’s notional debt has not been raised in the public markets. The capital it 
put into its banks is in the form of promissory notes, essentially IOUs. Much of the rest was 
issued recently and will not mature for a while.  

So Ireland has few bonds to finance next year (€4.4 billion comes due in November 2011). Its 
government is hoping that bond markets will be assuaged by the publication of a four-year 
economic plan later this month and by the budget. Support for the budget seems likely, even 
though the ruling coalition’s thin parliamentary margin is likely to be even thinner after a by-
election on November 25th. Fine Gael, the main opposition party, does not have an alternative 
plan. In a poll for the Sunday Independent this month, 69% of respondents said the opposition 
should back the government’s budget. Most Irish people, it appears, know that there are no easy 
ways out of the hole. 

 
Broke, boom, bubble, bust  

Ireland has been in trouble before. In the late 1980s the economy was sickly. Public debt was 
close to 120% of GDP. High tax rates choked growth yet did not produce enough revenue to 
finance a generous welfare state. High inflation and interest rates deterred investment. The 
young and educated went abroad. Ireland seemed doomed to be western Europe’s straggler: 
“The poorest of the rich” was the title of a 1988 survey by The Economist.  

Yet from this adversity sprang the Celtic tiger, Europe’s unlikely answer to the fast-growing 
economies of Asia. A new government, led by Charles Haughey, had started to cut public 
spending to tackle the deficit. Unions and employers agreed to a three-year period of wage 
restraint as part of a programme for national recovery. Inflation and interest rates fell.  

Better still, Ireland looked attractive to American firms seeking a foothold in the EU ahead of the 
removal of barriers to trade in goods in 1992. It offered an educated, English-speaking, cheap 
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workforce (some of whom were lured back from abroad), as well as state grants and a low 
corporate-tax rate. Intel, a giant maker of semiconductors, arrived in 1989 and started 
production near Dublin the following year. That landmark investment encouraged other firms in. 

The economy grew by an annual average rate of 6.5% between 1990 and 2007. However, this 
long expansion had two phases: a healthy boom and an unhealthy bubble. The first phase was 
largely export-led and powered by productivity gains, as Ireland caught up with the level of 
know-how in the rest of the rich world. Foreign firms provided the technology and capital; Ireland 
supplied the skilled workers. 

The switch between the two phases was hard to spot at the time, but probably happened in 
2001-02. In the bubble years the main engine of Ireland’s economy was a housing boom that 
eventually ran out of control. With GDP growing by around 5% in most years, everything seemed 
fine to most people. But the economy was now on a narrower footing.  

The number employed in construction reached 272,000, around 
one-eighth of the workforce, in 2007. That has since fallen by 
more than half (see chart 3). Add in employment in related 
trades, such as estate agencies, mortgage brokers and banks, and 
the housing boom was supporting perhaps one-fifth of Irish jobs.  

It seemed easier to make money speculating in second homes or 
commercial property than in sounder ventures. Wages and prices 
rose at a faster rate than those of Ireland’s trading partners, 
harming competitiveness. A current-account surplus turned into a 
deficit as imports flooded in. Visitors to Dublin were shocked by 
how expensive it had become.  

What had once been strengths became weaknesses. Start with Ireland’s place in the EU. The 
effort to qualify for membership of the euro when it was created in 1999 had kept inflation in 
check. But once in the single currency Irish borrowers were faced with irresistibly low interest 
rates, which pushed up the prices of goods and assets alike. Anglo Irish and other banks started 
to borrow heavily in the euro interbank market to fund property loans. Ireland’s openness to 
foreign capital had brought in high-tech factories and modern business services; this gave way to 
hot money that could disappear in a trice. 

The partnership with the unions had helped lay the foundations for the tiger economy. But in 
2002 it produced a big pay rise for public-sector workers, who grumbled that they had not shared 
fully in Ireland’s new-found riches. Income tax was cut, sometimes to bridge the gap between 
what firms wanted to pay and what unions asked for. This left the exchequer ever more 
dependent on taxes on new homes, housing turnover and earnings from finance. When the 
bubble burst, these receipts evaporated.  

Even migration turned from boon to drawback. In the 1990s skilled Irish people returned home to 
sustain the expansion. As the 2000s went on new migrants, many from eastern Europe, fed the 
demand for yet more houses. A lot of them were there to work in the construction industry or in 
the bars and clubs where builders relaxed after work. This Ponzi-like spiral could not go on for 
ever but was enough to keep the bubble inflated for a while longer.  

 
Small is beautiful, but ugly too  

Ireland’s small size has also been both a help and a hindrance. The helpful side was mentioned 
often at a conference of 400 business chiefs hosted in Dublin earlier this month by IBEC, an 
employers’ group. “The agility of a small economy means you can push changes through quickly,” 
said Christoph Mueller, the German chief executive of Aer Lingus, an Irish airline.  
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Smallness also makes austerity a bit easier to stomach: everyone knows someone, or knows of 
someone, who has lost a job or taken a pay cut to keep one. Yet the very cosiness has 
contributed to the trouble. “There is a culture of ‘I can’t slam people, because I know them’,” 
says a business leader. This may explain why Ireland’s bank regulators were so complacent about 
the scarily rapid growth of Anglo Irish, its concentration of lending risk in a single sector and its 
heavy exposure to a few dozen property developers. 

In a report on the banking crisis this year Patrick Honohan, head of Ireland’s central bank since 
2009, wrote of an “unduly deferential” approach to banks by regulators. The tight-knit world of 
Dublin’s political and financial elite does not encourage challenges to consensual thinking. 
Perhaps this groupthink lay behind the government’s pledge to guarantee the debts of Anglo Irish 
and five other banks in September 2008. That has limited the state’s ability to force losses on the 
banks’ bondholders and left the public finances in ruins. Mr Honohan’s report says that some sort 
of guarantee was necessary to stem a run on deposits and to prevent a collapse in the banking 
system and the economy. Nobody seemed to think that Anglo Irish might be insolvent. Even so, 
the guarantee need not have been quite so broad.  

A narrower guarantee, of only short-term debt, would have cut the bill for bank bail-outs and 
kept the bond markets off the state’s back for a bit longer while it tackled its budget deficit. But it 
would still have left the state bearing a large slice of the bail-out costs if it wanted to shield 
depositors. Anglo Irish’s losses were probably twice as big as the sum of its equity, subordinated 
debt and senior long-term debt. There was too little capacity to absorb losses. 

It has hurt Ireland that the bank bail-out has been so drawn-out. It took an age to set up the 
National Asset Management Agency (NAMA), to house the bad assets of the country’s banks, and 
to devise a process for pricing them without transgressing EU state-aid rules. This in turn delayed 
until September the Irish central bank’s estimate of how much capital banks would need to make 
up for the losses on NAMA assets, and how much the state would have to stump up. The discount 
to face value that NAMA paid for dud loans was steep—67% for the final €19 billion of Anglo 
Irish’s assets. This further depleted banks’ capital, placing an additional burden on the state. 
Some of the cost of recapitalising the least sickly banks has been borne by the National Pension 
Reserve Fund, a pot of money set aside to fund future welfare costs. The taxpayer will have to 
bear the €34 billion poured this year into Anglo Irish and into Irish Nationwide Building Society, a 
smaller but equally troubled state-owned lender.  

Even if Ireland’s EU friends were to write a cheque to cover the costs of bailing out the banks, 
putting the public finances right would still be a huge task. Tax revenues plunged from €47 billion 
in 2007 to €33 billion (about 20% of GDP) in 2009 and will not return to their old levels when the 
economy eventually recovers because the money once raised from housing and finance will no 
longer be there. The share of public spending in GDP is high for a country with a tiny defence 
budget, a young (and thus healthy) population and jobless benefits that are scanty by the 
standards of rich countries in continental Europe.  

It’s still wet and windy
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Some observers of Ireland’s troubles reckon the attempt to tackle the deficit with austerity 
measures is self-defeating. In this view cutting public spending and raising tax serve only to push 
the economy deeper into recession and depress tax revenues still more. But this would require 
spending cuts to have a large effect on domestic output—which is less likely in a highly open 
economy such as Ireland’s, where a lot of spending goes on imports. Moreover, Ireland’s 
precarious fiscal position weighs on confidence. Because much of its budget deficit is structural 
rather than merely cyclical, leaving it untackled is unlikely to spur consumers to spend and firms 
to invest. And public-sector pay cuts are part of a broader strategy to regain cost 
competitiveness. As a member of the euro, Ireland cannot devalue its currency. So wages have 
to come down.  

 
No rainbows yet, nor crocks of gold  

There are some shafts of light amid the gloom. Lower short-term 
interest rates have eased the pressure on indebted households: 
interest costs are low by historical standards despite the high level 
of debt (see chart 4). And Ireland is regaining competitiveness. 
Unit-wage costs have improved by 6% in the past year compared 
with Ireland’s trading partners, according to the ECB. These 
average gains understate the marginal changes that matter most. 
The wages of newly hired people have fallen—the skilled 
unemployed are willing to work for less than they earned in the 
go-go years. The talk at the IBEC conference was that job 
openings at big firms were oversubscribed by well-educated 
applicants.  

Foreign direct investment, on which the first, healthy boom was based, has held up well. Ireland 
is attracting a new generation of foreign firms, such as Activision Blizzard, a computer-games 
company, which has hired 800 people to carry out technical support. “This year is likely to be our 
best for seven years,” says Barry O’Leary, head of IDA Ireland, the state agency that targets 
mobile foreign investment. 

Many of Ireland’s strengths remain unaffected. Its workforce is still young, skilled and adaptable. 
The government is adamant that its low corporate-tax rate of 12.5% will not be raised, although 
some of its EU partners may want to make this a condition of a bail-out. Rents are falling fast and 
constructing purpose-built factories and offices is far less costly. A surfeit of hotels has made it 
cheaper to put up visiting executives from parent firms. The resilience of the foreign-owned 
sector is one reason why industrial output rose by 11.5% in the year to the third quarter. 

Big firms are now doing quite well from exports; the small firms that have lasted this long will 
probably survive. “There is lots of money on the sidelines in terms of high consumer saving and 
stalled investments,” says Philip Lane, an economist at Trinity College Dublin. 

It would be foolish to understate Ireland’s difficulties. Depressed wages and higher taxes mean 
there will be little improvement in average living standards for a while. The fiscal crisis will take 
time to resolve, even with help from other European countries to ease the burden of the banks. 
But painful decisions now will lay the groundwork for an eventual return to growth—with luck, at 
a sprightly pace rather than a giddy one.  

Briefings2  
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European bond markets 
Last among equals 
Even if Europe’s bond markets calm again, they will be profoundly changed  
Nov 18th 2010  

GROUCHO MARX memorably said that he did not wish to belong to any club that would have him 
as a member. Some of Europe’s more embattled economies may now feel the same about the 
euro. More esteemed countries continue to drink their fill of the funds still flowing into European 
government debt. Other members have seen their privileges revoked, as fear of first a Greek 
default and now an Irish one has rippled through bond markets. Even if the Irish crisis passes, 
they are unlikely to get their old entitlements back.  

Investor confidence had begun to return in the months following Greece’s rescue in May. Big 
institutional investors had begun to tiptoe back into government-bond markets in countries such 
as Portugal, Spain and Italy. Pension funds as well as Asian and Middle Eastern central banks had 
been spotted among the buyers.  

Banks also noted a thaw in credit markets, with many reducing their dependence on the 
European Central Bank (ECB). Borrowing from the ECB by Spanish banks declined to about €75 
billion ($98 billion) in September, from €119 billion a month earlier, according to Barclays 
Capital. Even Greek banks were managing to borrow elsewhere against good collateral. 
Admittedly, there were caveats: the loans were short-term and due to be repaid before the expiry 
of the country’s bail-out; the banks were still unable to get unsecured loans; and many of their 
depositors kept on stealing away. Yet that they were able to borrow at all was significant. 

Things have changed. A statement by Germany that if borrowers are unable to repay their debts 
then it is their creditors who ought to bear the losses looks wholly uncontentious on the surface. 
Yet it came as a nasty surprise to markets that thought they had been given a blanket guarantee 
in May, after the formation of a European bail-out fund, and now fretted that it was being pulled 
away. “The German statement removed some uncertainty, but not in a good way,” says an 
investor. 

Distinctions that had begun to be made between the vulnerable euro-zone countries have been 
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forgotten again. In the past few weeks the bonds of countries such as Spain and Italy have 
moved in step with (although not by as much as) those of Portugal and Ireland. “Historically 
you’ve never had such high correlations,” says Laurent Fransolet of Barclays Capital. “There’s 
been indiscriminate contagion.” 

But if the surface story in bond markets has been one of 
confidence ebbing and flowing, there is another, more consistent 
narrative of structural change at work. Investors are now paying 
far closer attention to the proportion of a country’s debt that is 
held by domestic institutions. On this scoreboard, having a high 
proportion of foreign investors gets you marked down. Big 
institutions that are keen to match domestic liabilities with 
domestic assets have shown themselves willing to buy their home 
governments’ bonds whenever prices fall in countries such as 
Italy, Spain and even France (see chart). “There are a lot of 
[hedge funds that] hate France and have been trying to short it, 
but the domestic base tends to buy whenever spreads widen,” 
says one banker.  

Foreign investors are more choosy. International investors have 
been net sellers of Irish government debt over the past few months, for instance. Much of this 
selling was because of concerns over the health of the country’s banking industry, but it also 
appears to have been driven by changing perceptions of the risks posed by investing in small and 
illiquid markets. Because these markets are difficult to leave in a hurry, investors seem to be 
demanding a higher reward for investing in them. LCH. Clearnet, a clearing house, has twice 
increased the margin it requires from its members on holdings of Irish government debt, in no 
small part because its market is so thinly traded that prices can easily swing wildly. 

Another feature of the market in recent months is that banks have been consistent sellers of 
peripheral-country debt. This seems to have been an unintended consequence of efforts to 
restore faith in Europe’s banking system by requiring more transparency about what government 
debt banks own. Sales have mounted since the stress tests in July. “It’s just easier to sell than to 
spend the whole day explaining why you are holding the position,” says one banker.  

Europe’s determination to support Ireland and halt contagion will probably cause bond yields on 
its debt and that of other peripheral countries to fall back again in time. If they bear fruit, efforts 
to sort out their public finances should lead to further reductions in their cost of borrowing. But it 
seems unlikely that the spread paid by Europe’s periphery over German government bonds will 
ever narrow to pre-crisis levels. The smallest euro-area countries can retain their membership 
but not a seat at the top table.  

Finance and Economics  
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The G20 aftermath 
The Delhi consensus 
Some emerging economies take fright at capital inflows; others take advantage  
Nov 18th 2010 | DELHI AND SEOUL  

“WHAT we promise, we will deliver” was one of the shorter 
sentences in the G20 leaders’ declaration released after their 
summit in Seoul on November 12th. To check that they do, the 
G20 Research Group at the University of Toronto releases a 
regular “compliance report”, comparing the leaders’ words and 
deeds. Judged against their promises at the Toronto summit in 
June, the G20 scored 64%. 

The report gave the lowest grade not to China, whose undervalued 
exchange rate was described as an “irritant” by President Barack 
Obama, nor to America itself, which has unnerved many emerging 
economies with its easy monetary policy. For failing to live up to 
its commitments on corruption, protectionism and fuel subsidies, it 
gave the lowest grade to India.  

But on the most controversial question in Seoul—global rebalancing—India is doing its bit. Unlike 
the other Asian members of the G20 India runs a current-account deficit, contributing more to 
global demand than to supply. That deficit is growing. Economists at Goldman Sachs forecast that 
it might reach 4% of GDP this fiscal year (which ends on March 31st). 

That is bigger than the gap it faced during its 1991 currency crisis. Then India relied on soft loans 
and deposits from its diaspora to fill the hole. Now it has little trouble attracting the foreign 
capital it needs. Foreigners have put a record $25 billion so far this year into Indian equities.  

India’s appeal to foreign investors is easy to see. Its economy grew by 8.8% in the year to the 
second quarter; the rupee has strengthened; and the Reserve Bank of India (RBI) this month 
raised interest rates for the sixth time since the crisis. In America, by contrast, the Federal 
Reserve is squeezing yields in an effort to revive a flagging economy, where unemployment 
remains too high and inflation too low: core consumer prices, excluding food and fuel, rose by 
only 0.6% in the year to October, the lowest rise on record.  

What is more surprising is foreign capital’s new appeal to Indian officials. Faced with heavy 
capital inflows in the year before the crisis, the RBI bought dollars to stem the rupee’s rise, 
tightened limits on corporate borrowing abroad and made it harder for registered foreign 
investors to bet money on behalf of unregistered ones. This time the response has been more 
relaxed. The central bank has chosen not to add to its $269 billion of foreign-exchange reserves 
and last month the authorities raised the quota on foreign purchases of government and 
corporate bonds.  

In Seoul, even as other emerging economies fretted about capital inflows, India’s prime minister, 
Manmohan Singh, pointed out that many developing countries would benefit from additional 
foreign investment in infrastructure. In his vision of global rebalancing, surplus savings should be 
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invested in the roads, ports and power plants of developing countries, rather than America’s 
Treasuries. Indeed, the G20 will try to drum up more money for infrastructure as part of what it 
called the Seoul Consensus. But just as the Washington Consensus mostly reflected the 
experience of Latin America, the Seoul Consensus seems more South Asian than North.  

Finance and Economics  
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Microfinance under scrutiny 
Overcharging 
Microlending is under attack, unfairly  
Nov 18th 2010  

ANDHRA PRADESH (AP), on India’s eastern coast, has more people who have borrowed from 
microfinance institutions (MFIs) than any other state in India. It houses the headquarters of some 
of India’s fastest-growing for-profit MFIs. Of late, though, the state has seen a vicious political 
backlash against the microfinance industry that has made it virtually impossible for MFIs to 
operate. Sam Daley Harris, director of the Microcredit Summit Campaign, a non-profit group, 
reckons that microfinance in the state “is in the midst of a near-death experience.” 

India is not the only country where microfinance is under scrutiny. On November 9th Bangladesh 
said it would cap the annual interest rate MFIs can charge at 27%. Critics in both countries 
accuse microlenders of pursuing growth without regard for their clients’ ability to absorb the 
credit they dole out. A survey of a representative sample of nearly 2,000 rural households in AP 
released on November 16th by the Centre for Microfinance (CMF), an Indian research institute, 
makes it possible to assess such claims. It suggests that fears of an epidemic of over-
indebtedness due to excessive lending by MFIs are exaggerated.  

The state may be India’s most developed microfinance market but 
it is hardly awash with microcredit. Whereas 82% of households 
have borrowed from informal sources, mainly village 
moneylenders and relatives or neighbours, only 11% have an MFI 
loan. On average, borrowers also owe over four times as much to 
informal lenders, which charge far higher rates, than they do to 
MFIs.  

Nor have MFIs in the state faced rising defaults, as they should 
have if borrowers were really in over their heads. Some reckon 
that MFI clients are able to stay afloat only by borrowing from one 
microlender to repay another. But the CMF survey finds that a mere 3% of those who borrow 
from MFIs have more than one such loan; in contrast, 70% of people have at least two informal 
loans. People with several MFI loans also tend to take them out simultaneously, rather than 
staggering them, as they would if they intended to use one to pay instalments on another. Some 
probably take out several MFI loans for the good reason that they need a larger lump sum than 
any single small loan can provide. 

Credit is not all that poor people need. There is also an enormous unmet demand for savings 
accounts. Reducing transaction costs enough to make it feasible to cater to very small savers is 
difficult. MFIs might be able to do this more cheaply than banks, because they have existing 
relationships with the kinds of people who would use such basic savings accounts. Yet MFIs are 
prohibited from taking deposits, or even from acting as local collection agents for commercial 
banks. Fewer restrictions on microlenders, not new ones, would be the best way of helping the 
poor.  

Finance and Economics  
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Paul Calello 
A good banker 
Nov 18th 2010  

The death of Paul Calello has robbed Wall Street of a strong and 
popular leader. The Bostonian steered Credit Suisse’s investment 
bank deftly through the crisis. He was honest about finance’s 
failings and, by paying bonuses in illiquid debt rather than cash, 
forced his own traders to confront them, too. He also cared deeply 
about making the system more resilient. His proposal to create a 
"bail-in" process for troubled banks has caught on with 
policymakers. He will be much missed. 

Finance and Economics  
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Buttonwood 
Taking von Mises to pieces 
Why is the Austrian explanation for the crisis so little discussed?  
Nov 18th 2010  

JOHN MAYNARD KEYNES is back. The British economist has modern intellectual champions in Paul 
Krugman and Robert Skidelsky. For all today’s talk of austerity, a policy of Keynesian fiscal 
stimulus was adopted by most governments in the immediate aftermath of the credit crisis. 

In contrast policymakers seem to show a lot less interest in the economic ideas of the “Austrian 
school” led by Ludwig von Mises and Friedrich Hayek, who once battled Keynes for intellectual 
supremacy. Yet the more you think about recent events, the odder that neglect seems.  

A one-paragraph explanation of the Austrian theory of business cycles would run as follows. 
Interest rates are held at too low a level, creating a credit boom. Low financing costs persuade 
entrepreneurs to fund too many projects. Capital is misallocated into wasteful areas. When the 
bust comes the economy is stuck with the burden of excess capacity, which then takes years to 
clear up.  

Take that analysis piece by piece. Were interest rates held too low? The case seems self-evident 
for Ireland and Spain, where the European Central Bank was setting a one-size-fits-all monetary 
policy. Many people would also argue that the Federal Reserve kept rates too low. Some lay the 
housing boom of 2003-06 at the Fed’s door, others criticise the central bank’s tendency to slash 
rates whenever the financial markets wobbled. 

Was capital misallocated? Again most people would accept that too many houses and apartments 
were built in Ireland and Spain, as well as individual American states like Florida and Nevada. In 
some places these dwellings may sit idle for a while, keeping downward pressure on property 
prices. 

Economists who would not describe themselves as Austrian have reached conclusions that chime 
with Hayek. Carmen Reinhart and Kenneth Rogoff, in their book “This Time is Different”, argued 
that past financial crises have been followed by long periods of sluggish growth. Hyman Minsky, 
an American economist who died in 1996, said that the financial cycle led to economic volatility. 
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Long booms tended to result in excessive risk-taking and “Ponzi finance”, where investors buy 
assets with borrowed money in the hope of quick capital gains. Minsky’s reputation has soared 
since the start of the credit crunch. 

Nassim Nicholas Taleb is a very popular financial author thanks to his books “Fooled by 
Randomness” and “The Black Swan”. One of his principal ideas is the difficulty of forecasting 
given the role of chance and extreme events. That echoes the views of Hayek, who wrote that 
“the curious task of economics is to demonstrate to men how little they really know about what 
they imagine they can design.” 

The Austrians may have said smart things about the boom, but what about the bust? One 
criticism is that the Austrians offered a “counsel of despair”, suggesting that the authorities do 
nothing while a crisis blows itself out. At least the monetarists propose cutting rates and 
expanding the money supply and the Keynesians promote deficit spending.  

But Lawrence White, an economist at George Mason University in Washington, DC, argues that 
this is an unfair characterisation. “Hayek was not a liquidationist,” he says, referring to the 
philosophy of Andrew Mellon, President Herbert Hoover’s Depression-era treasury secretary, who 
wanted to “purge the rottenness out of the system”. Hayek believed the central bank should aim 
to stabilise nominal incomes. On that basis Mr White thinks the Fed was right to pursue the first 
round of quantitative easing, since nominal GDP was falling, but wrong to pursue a second round 
with activity recovering.  

Mr White is one of the few current economists to promote the Austrian approach. This may be 
because economists divided into Keynesians and monetarists in the 1970s. You might think that 
the Austrians would find common cause with the monetarists. But Milton Friedman rejected their 
analysis, stating in 1998 that: “The Austrian business-cycle theory has done the world a great 
deal of harm.” Efficient-market theorists disliked the Austrians because they appeared to assume 
that businessmen could act irrationally. 

The libertarian streak of the Austrians still has its fans. Glenn Beck, a lachrymose Fox News 
pundit, turned Hayek’s “The Road to Serfdom” into an unlikely bestseller earlier this year. Being 
associated with Mr Beck will not persuade many academics to take Austrian economic ideas 
seriously. Given the repeated credit booms and busts of the past 40 years, that may be a pity.  

 
 
Economist.com/blogs/buttonwood 

Finance and Economics  

Share on
Facebook
Share on
Twitter
Share via
email



Banco PanAmericano 
Nothing to see here 
The central bank claims credit for a banking bail-out in Brazil  
Nov 18th 2010 | SÃO PAULO  

FOR a central banker to boast of the discovery that a bank he supervises has been overstating its 
assets, probably for years, it takes some chutzpah. But that is how Henrique Meirelles, the 
governor of Brazil’s Central Bank, presents a 2.5 billion reais ($1.5 billion) hole in the accounts of 
Banco PanAmericano, a medium-sized lender. He may even be justified.  

The problems at PanAmericano, a specialist in credit-card and payroll lending and car financing, 
became public this month. The bank seems to have sold bundled loans to other banks while 
keeping them recorded as assets. Its boss and board have largely been replaced. The police are 
investigating what the bank calls “accounting inconsistencies”. 

Mr Meirelles is unchastened. “The Central Bank found the problem before anyone else,” he says. 
A routine check on Brazil’s market for loan assignments found different totals for purchases and 
sales. Further delving found that the anomalies centred on PanAmericano. Mr Meirelles lists 
others who failed where the Bank succeeded: PanAmericano’s auditors, Deloitte; advisers to 
Caixa Econômica Federal, a state-owned bank that took a 35.5% stake in PanAmericano in July; 
analysts and ratings agencies. “We found the problem, and organised a solution that meant 
investors and depositors lost nothing.” 

That solution was creative. PanAmericano’s controlling shareholder, Grupo Silvio Santos, agreed 
to cover the shortfall in the bank’s accounts. To plug the hole, it borrowed money from the Credit 
Guarantee Fund, a deposit-protection scheme that is funded and run by banks. The group’s 34 
businesses, worth around 12 billion reais, have been put up as collateral. Silvio Santos, the 79-
year-old owner, says he cares little if he has to sell some of his empire to repay the loan—as long 
as he can keep the television station on which he appears at weekends. Five other banks are 
thought to be interested in buying PanAmericano if it ends up being sold, as seems likely to 
happen. Eike Batista, Brazil’s richest man, is sniffing around as well.  

Why did the Central Bank decide to investigate the market in loan 
assignment at this precise moment? Mr Meirelles says it was 
simply its turn to be given a closer look; others speculate that an 
outsider spotted something odd while digging around during 
PanAmericano’s recent share and bond sales, and passed concerns 
on. Perhaps the Bank was worried by the rapid expansion of credit 
in Brazil (see chart). Since banks that specialise in consumer loans 
usually sell them to other institutions in order to free up capital to 
make more loans, the secondary market in this form of credit has 
been growing fast.  

The details of what happened at PanAmericano and the backstage 
negotiations and arm-twisting that preceded the rescue are not 
known. But the result was quick and clean, sidestepping legal wrangles over liability and avoiding 
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tapping taxpayers for a bail-out. Politicians appear to have been kept at arm’s length. 
PanAmericano’s shares and bonds have suffered but the wider markets have stayed sanguine. 

During Mr Meirelles’s eight years at the Central Bank, the institution has built a good reputation. 
It paid off foreign-denominated debt and built up large currency reserves. As government 
spending has soared in recent years, it has kept a lid on inflation. Its governor—whose future 
under the next president, Dilma Rousseff, is unclear—is not about to let “accounting 
inconsistencies” sully that legacy.  
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Cricket and labour markets 
Opening stand 
Luck may play a big role in launching successful careers  
Nov 18th 2010  

IN CRICKET batsmen often need a slice of luck to build a decent 
innings. Might that be true of cricketers’ careers in general, and 
even of other jobs? In an IMF working paper Shekhar Aiyar and 
Rodney Ramcharan suggest that it is lucky for international 
cricketers to play their debut Test (international) match at home.  

Playing at home means familiar pitches and climatic conditions, 
and a more supportive crowd (just ask the English cricketers 
whose series against Australia starts in Brisbane on November 
25th). Sifting through the data on 790 cricketers who made their 
Test debuts between 1950 and 1985, the authors find that playing 
at home rather than away raises the average number of runs 
scored in their first series by 33% and reduces the runs that a 
bowler concedes by 18%.  

This would not be luck, of course, if team selectors deliberately 
give home debuts to better players. But first starts are often the 
result of random events such as the injury or poor performance of 
existing team members. By using age as a proxy for ability 
(assuming that younger players who force their way into international sides tend to be more 
talented), the authors find that the distribution of cricketers’ ages is almost identical for home 
and away debuts.  

A strong debut seems to lead to a shinier career. Every additional ten runs scored in a debut 
series adds an extra five runs to a player’s career average. The effects of initial success are 
similar for bowlers. One possibility is that a good start builds confidence and experience that 
boosts future performance. A bad start, in contrast, is not easily forgiven: selectors appear to 
discard potentially high-ability players who had the misfortune to debut abroad.  

A good start may have a persistent, positive impact in other fields, too. That’s especially likely if 
employers take things at face value and fail to discount the impact of other factors that might 
enable good performance—a boom in financial markets for a trader, let’s imagine.  

Finance and Economics  
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Economics focus 
Data birth 
Fifty years after the dawn of empirical financial economics, is anyone the wiser?  
Nov 18th 2010  

IT ALL began with a phone call, from a banker at Merrill Lynch who wanted to know how 
investors in shares had performed relative to investors in other assets. I don’t know, but if you 
gave me $50,000 I could find out, replied Jim Lorie, a dean at the University of Chicago’s 
business school, in so many words. The banker, Louis Engel, soon agreed to stump up the cash, 
and more. The result, in 1960, was the launch of the university’s Centre for Research in Security 
Prices. Half a century later CRSP (pronounced “crisp”) data are everywhere. They provide the 
foundation of at least one-third of all empirical research in finance over the past 40 years, 
according to a presentation at a symposium held this month. They probably influenced much of 
the rest. Whether that is an entirely good thing has become a matter of debate among 
economists since the financial crisis. 

Compiling the CRSP data was an arduous process in what were then the early days of computing. 
Up to 3m pieces of information on all the shares traded on the New York Stock Exchange between 
1926 and 1960 were transferred from paper in the exchange’s archive to magnetic tape. A lot of 
time was spent adjusting prices to take account of share splits, dividends, delistings and so on. 
Lorie and his co-researcher, Lawrence Fisher, chose January 1926 as the start date because they 
wanted the data to span at least one complete business cycle.  

When the two economists published the first study based on these data in 1964, they reported 
that the annual compound return on the shares over the entire 35-year period was (depending on 
the tax status of the investor) between 6.8% and 9%. Acknowledging that good data on the 
performance of other assets were not available, the study claimed that the rate of return on 
shares was “substantially higher than for alternative investment media”, providing the first 
empirical support for the still popular idea that shares outperform over the long run. Fisher and 
Lorie also observed that many people choose to invest in assets with lower returns due to “the 
essentially conservative nature of those investors and the extent of their concern about the risk 
of loss inherent in common stocks”. Economists today call the amount of extra return that 
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investors need to compensate them for this additional risk the “equity risk premium”, although 
they differ greatly on how big investors should expect it to be.  

After that there was no stopping the love affair between financial economists and number-
crunching. Myron Scholes, now a Nobel laureate, became director of CRSP in 1974 and ensured 
the database was both kept up-to-date and made readily available to academic economists 
everywhere. In turn, this resource became ever more useful as computing power became more 
pervasive and affordable. The CRSP database has since been expanded to include bonds, 
property, some commodities, mutual funds and exchange-traded funds. It has been replicated 
across the world.  

One of the earliest uses of the CRSP data was by Eugene Fama, an economist at the University of 
Chicago, to support his “efficient-market hypothesis”. He found that over time share prices 
tended to follow a “random walk”. Markets are efficient, he said, because all relevant information 
is reflected in share prices at any given moment, meaning there are no predictable movements in 
prices for smart investors to exploit. Mr Fama did concede that there was some evidence of 
temporary short-term predictability in share prices, however. That caveat has spawned a vast 
number of papers based on discovering such “anomalies” through data mining. In theory, such 
anomalies are potentially lucrative for investors, but as believers in efficient markets observe with 
glee, it seems that no sooner are such anomalies discovered and reported in journals than they 
typically disappear. 

For Mr Scholes empirical finance has barely scraped the surface of what will one day be known 
about asset pricing. The amount of research in this area is still growing rapidly. Fashionable areas 
of study include the effect of liquidity on asset prices and the impact of automated trading 
programs designed to take advantage of mispricing of securities. Partly to accommodate the 
boom in articles that report the results of this number-crunching, academic economic journals 
have proliferated, rising from around 80 when CRSP was founded to about 800 today. The sheer 
volume of material means that financial economists are becoming increasingly specialised. 

 
The grandpa principle  

That may have costs as well as benefits. Some economists worry that much of this statistical 
analysis is nothing more than noise that drowns out serious thinking about the big questions, 
such as why the financial system nearly collapsed two years ago and how a repeat can be 
avoided. With the creation of the CRSP database economists suddenly believed that “finance had 
become scientific,” says Robert Shiller, an economist at Yale University and a longtime sceptic 
about the efficient-market hypothesis. Conventional ideas about investing and financial markets—
and about their vulnerabilities—seemed out-of-date to the new empiricists, says Mr Shiller, who 
worries that academic departments are “creating idiot savants, who get a sense of authority from 
work that contains lots of data”. To have seen the financial crisis coming, he argues, it would 
have been better to “go back to old-fashioned readings of history, studying institutions and laws. 
We should have talked to grandpa.” 

Mr Scholes counterpunches that the usefulness of this empirical analysis is proven by the fact 
that demand for it continues to grow. At CRSP’s 50th-anniversary symposium plans were 
unveiled to publish new indices for large-cap and small-cap shares, as well as for growth and 
value stocks. These indices, CRSP claims, will be more academically rigorous and cheaper than 
existing ones. For believers in the efficiency of markets, that should be enough to ensure CRSP’s 
continuing success.  
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Animation and robotics 
Crossing the uncanny valley 
As computer graphics and robots get more human, they often seem more surreal  
Nov 18th 2010  

ROBOT-MAKERS and the animators who design characters for films and video games face a 
paradox. People readily accept machines and cartoons that are simplifications or distortions of the 
human form. Simulacra that are intended to look like real people, though, are frequently 
perceived as creepy. In November 2004, for example, two films intended as light entertainment 
were released to very different receptions. “The Incredibles”, a cartoon in traditional style, was 
one of the most successful movies in history. “The Polar Express”, which used motion capture and 
computer graphics to produce an animation whose characters looked almost human, received a 
critical panning: one reviewer suggested its characters were so frightening the film should be 
subtitled “The Night of the Living Dead”. 

The difference lay in that one crucial word: almost. Workers in the field refer to the perceptual 
crevasse which separates acceptable caricature from accurate representation as “the uncanny 
valley”—and the “The Polar Express” fell right into it. Mapping the uncanny valley, to avoid its 
perils, would be of great benefit to film-makers. It would also, as robots become smart and safe 
enough for use outside factories, help engineers to design plastic pals who are truly fun to be 
with. 

Though several previous expeditions have been lost in the valley, there is no shortage of 
volunteers to have another go. The latest pair to harness up the metaphorical huskies are Chin-
Chang Ho and Karl MacDorman of the Indiana University School of Informatics. They think they 
can find their way by following a new compass direction—the quality of eeriness. 

 
The valley below  

The idea of the uncanny valley was originally proposed by 
Masahiro Mori, a Japanese roboticist, in 1970. Though he had no hard data, his intuition was that 
increasing humanness in a robot was positive only up to a certain point. Dr Mori drew a graph 
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(see chart) with “human-likeness” on the horizontal axis and a 
quality he called shinwakan (variously translated as “familiarity” 
and “comfort level”) on the vertical one. As an object or image 
looks and behaves more like a human, the viewer’s level of 
shinwakan increases. Beyond a certain point, however, the not-
quite-human object strikes people as creepy, and shinwakan 
drops. This is the uncanny valley. Only when the object becomes 
almost indistinguishable from a human does shinwakan increase 
again. 

Dr Ho and Dr MacDorman accept the general idea, but they began 
by throwing out the idea of shinwakan. In their study, just 
published in Computers in Human Behavior, they say that Dr 
Mori’s ideas of familiarity and comfort level do not properly get at the quality of uncanniness. 
Neither do some suggested alternatives, such as warmth and likeability. The wicked queen in 
Disney’s “Snow White”, for instance, was hardly likeable. But she was not uncanny either. 

To isolate the factors that really affect how people feel about simulacra, the two researchers 
rounded up several hundred undergraduates and showed them ten video clips, five of robots and 
five of animations. These included sequences from “The Polar Express”, “The Incredibles” and 
also an animation of Orville Redenbacher, an American businessman who died in 1995, that many 
people think falls right at the bottom of the valley. The robots were the Roomba, a disc-shaped 
autonomous vacuum cleaner, and four anthropoid machines of varying degrees of humanness. 

The volunteers were asked to apply ratings from dozens of scales to each video: machinelike to 
humanlike, synthetic to real and so on. Scales that turned out to measure the same qualities with 
different words were eliminated and the researchers eventually lighted on 19 that described 
aspects of four underlying qualities that they dub attractiveness, eeriness, humanness and 
warmth. According to Dr MacDorman, all four are important qualities for designers. A robot that 
exhibits warmth and attractiveness will be easier to interact with than one that looks cold and 
ugly. Only two of them, however, are needed to explain the uncanny valley. These are 
humanness and eeriness. 

Eeriness is not quite the same thing as comfort level, likeability or even strangeness. Levels of 
eeriness were indicated by eight descriptive scales, including “ordinary/supernatural”, 
“boring/shocking” and “uninspiring/spine-tingling”. By plotting perceived humanness along the 
horizontal axis and eeriness along the vertical, Dr MacDorman says that he can recreate Dr Mori’s 
chart of the uncanny valley, this time using real data about how people feel about a particular 
robot or animation.  

That could be useful information. Although robot butlers remain a distant dream, if people are 
ever to interact with robots in a comfortable way those robots will need to avoid making users’ 
skins crawl. In the meantime, the video-game industry is continually trying to increase the 
realism of its basketball players and brawny mercenaries. Hollywood, too, would probably enjoy 
replacing stuntmen—and perhaps even temperamental stars—with computer-generated versions. 
A world without celebs? That really would be eerie. 
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Pollution in the Himalayas 
Time to call the sweep? 
Soot gets everywhere. Even into the world’s highest mountains  
Nov 18th 2010 | KATHMANDU  

THE Himalayas and the adjacent Tibetan plateau are sometimes 
referred to as the Earth’s third pole, because of the amount of ice 
they host. They are also known as Asia’s water tower. Their 
glaciers feed the continent’s largest rivers—and those, in turn, 
sustain some 1.5 billion people. Many studies suggest, though, 
that the Himalayan glaciers have been shrinking over the past few 
decades. This has usually been attributed to rising air 
temperatures, but climate researchers have now come to realise 
that tiny airborne particles of soot and dust are also to blame. 
Being dark, they absorb sunlight. And that warms their 
surroundings. 

Near cities, and in regions like South-East Asia, where people are 
clearing vegetation by burning it, soot is expected. But as Angela 
Marinoni of the Institute of Atmospheric Sciences and Climate in 
Bologna explained to an audience at the 2nd Third Pole 
Environment Workshop in Kathmandu on October 27th, the high 
Himalayas are also under an onslaught from this sort of pollution. 
Even at altitudes above 5,000 metres (16,400 feet), soot is widespread. And when it lands on 
glaciers it accelerates their melting. 

Dr Marinoni and her colleagues have been examining Himalayan soot since 2006. In that year the 
Nepal Climate Observatory - Pyramid, in the Khumbu valley, began a full-time study of aerosol 
particles, soot among them. The researchers’ initial intention was to take advantage of what they 
assumed would be the pristine conditions found at such high altitude (the observatory is 5,079 
metres above sea level) to measure typical background conditions of the atmosphere. Instead, 
they were surprised to find a thick haze, loaded with soot, smothering the mountain slope. In the 
rainless pre-monsoon months between January and May, about one day in five saw the Khumbu 
valley blanketed in a dense brown cloud. 

By analysing atmospheric circulation patterns, Dr Marinoni and her colleagues found that winds 
could bring soot and dust from as far away as Europe, the Middle East and North Africa. And if 
that were not bad enough, the Himalayan valleys act as chimneys, pumping pollutants from the 
Indian plains to the mountain peaks. Dr Marinoni estimates that the combined effect of this crud 
could reduce the glaciers’ ability to reflect light by 2-5% and increase the amount of melting by 
12-34%. 

Those suggestions are corroborated by a study led by Xu Baiqing of the Chinese Academy of 
Sciences’ Institute of Tibetan Plateau Research, in Beijing. His team drilled cores from the ice of 
five Tibetan glaciers in order to examine the past few decades’ worth of pollution. These cores 
show that the level of pollution, especially soot, in Himalayan glaciers correlates with emissions in 
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Europe and South Asia. 

In the north-west and centre of the Tibetan plateau Dr Xu and his team found that particularly 
high levels of soot had fallen on the glaciers during the 1950s. These regions are under the 
influence of westerly winds, suggesting that the soot in question originated in Europe. That 
hypothesis is supported by the observation that soot levels fell during the 1970s, a period when 
many European countries enacted clean-air regulations. 

The glaciers in the south-eastern part of the plateau, by contrast, are downwind of the Indian 
subcontinent—and Dr Xu found that the concentration of soot in those glaciers went up by 30% 
between 1990 and 2003, coinciding with a period of rapid industrial growth in India. 

The worry is not that the Himalayan glaciers will disappear. Despite a foolish mistake in a report 
by the International Panel on Climate Change suggesting that this might happen quickly, no one 
believes that to be the case. But accelerated melting induced by this soot could cause flooding. 
That would be bad enough. 
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Antimatter 
Gotcha! 
Antihydrogen atoms are captured for the first time  
Nov 18th 2010  

THE history of physics is littered with the detritus of once-sacred assumptions. As better 
technology enables more exacting experiments, phenomena that were once scoffed at as 
impossible become the new norm. For this reason, physicists have long been searching for more 
sensitive means of probing the realm of antimatter, which theory holds should mirror the familiar 
world of matter. If precise comparisons of the two were to turn up differences, that would signal 
a fundamental flaw in understanding of the universe.  

Now, a team of scientists working at CERN, Europe’s particle-physics laboratory, has announced a 
breakthrough in the quest for such tests. In the current issue of Nature, members of the ALPHA 
experiment report that they have been able to trap a very small amount of antihydrogen—the 
simplest type of anti-atom—for the first time. Since the hydrogen atom is one of the best-
measured systems in all of science, this opens the door to a series of experiments testing just 
how similar matter and antimatter really are. 

The symmetry between particles and antiparticles is woven deep into the foundations of physics. 
For each particle there should be a corresponding antiparticle with exactly the same mass and 
lifetime but with an opposite electrical charge. Bring the two together and they annihilate each 
other in a flash of energy. When anti-electrons (or positrons, as they are usually called) orbit 
antiprotons and antineutrons, the resulting anti-atoms should have the same energy levels as the 
common or garden variety. Furthermore, it is thought that gravity should pull on matter and 
antimatter in just the same way. 

In reality, no one has ever been able to drop an anti-apple and watch it fall down (or up), and the 
antimatter produced in particle colliders is so energetic that it is hard to examine with the tools of 
precision physics. For decades, physicists at CERN and elsewhere have been trying to overcome 
these limitations with antihydrogen, which consists of a single positron orbiting a single 
antiproton. By shining laser light onto hydrogen or antihydrogen and observing which 
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wavelengths are absorbed, the energy levels of the two can be compared in detail. And since 
hydrogen is electrically neutral, it should be possible to observe gravity’s tiny tug on it without 
the confounding effects of electrostatic attraction to other particles.  

Antihydrogen atoms were produced in the past by several experiments at CERN. But they were so 
energetic that they immediately bumped into the walls of the experimental apparatus and were 
annihilated. Since then several teams have been trying to make colder antihydrogen and to hold 
on to it using clever configurations of electrical and magnetic fields. This is what ALPHA has just 
succeeded in doing. 

Coaxing hot and bothered antiprotons and positrons to couple is quite a task. The magnetic traps 
employed to hold the antihydrogen are only strong enough to confine it if it is colder than around 
half a degree above absolute zero. The antiprotons themselves, which are produced by smashing 
regular protons into a piece of iridium, are around 100 billion times more energetic than this. 
Several stages of cooling are needed to slow them down before they can be trapped, forming a 
matchstick-sized cloud of around 30,000 particles. The positrons, produced by the decay of 
radioactive sodium, are cooled into a similarly sized cloud of around 1m particles and held in a 
neighbouring trap.  

The antiprotons are then pushed into the same trap as the positrons and left to mingle for a 
second or so. In that time some of the particles get together and form antihydrogen. Next, an 
electrical field is used to kick out any remaining positrons and antiprotons. The electrically neutral 
antihydrogen atoms are left behind.  

To test whether any antihydrogen was actually formed and captured in their trap, the ALPHA 
team turned off its trapping magnet. The antihydrogen was then free to wander towards the 
walls, and thus annihilation. The detectors duly observed 38 bursts of energy which the team 
concluded came from antihydrogen atoms hitting the wall of the trap. 

Although the number of trapped atoms recorded was small, the team is optimistic. It has 
developed better techniques for cooling both positrons and antiprotons, which should allow it to 
trap more anti-atoms. Soon it will be able to see just how contrarian antimatter really is. 
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Pesticides 
Smoking them out 
Tobacco extracts protect plants from pests and pathogens  
Nov 18th 2010  

THERE are, as Paracelsus put it, no poisons—only poisonous doses. That is certainly true of 
nicotine. The amount in a puff from a cigarette acts as a pleasant stimulus. The amount in a 
packet of 20, injected in one go, would kill you.  

The Victorians understood this and regularly used nicotine as a lethal poison—not for people 
(except in the minds of a few crime novelists) but for insects. The invention of modern, synthetic 
insecticides has more or less killed that practice off. But Cedric Briens of the University of 
Western Ontario is thinking of reviving it, and is also asking whether tobacco has any other 
pesticidal properties that might be exploited by the hard-pressed horticulturalist.  

To find out, Dr Briens and his colleagues at Canada’s agriculture ministry ground up dried tobacco 
leaves using a blender and a sieve. They then heated the result in a pressurised, oxygen-free 
environment to distil out what they could in the form of a treacly oil. They tested this oil on 11 
species of fungus and four types of bacterium that are common agricultural problems. They also 
tried it on the larvae of Colorado beetles, a notorious pest of potatoes. 

As they report in Industrial and Engineering Chemistry Research, the researchers found that 
several pestilential organisms were affected by the oil. Specifically they discovered that Pythium 
ultimum, a fungus that attacks aubergines, peppers, lettuces, tomatoes and cucumbers as 
seedlings, Clavibacter michiganensis, a bacterium that kills young plants and deforms fruits, and 
Streptomyces scabies, a second bacterium, which causes potatoes to develop revolting scabs and 
for which no treatment currently exists, all stopped growing in the presence of the oil. The beetle 
larvae, too, were killed—though that was no surprise, since the oil contained a lot of nicotine. 

What was a surprise was that removing this nicotine did not diminish the oil’s effectiveness 
against bacteria and fungi, and made it only marginally less effective against beetle larvae. The 
crude oil killed all of the larvae whereas the nicotine-free stuff left a fifth of them alive after two 
days. Clearly, there are other pesticides at work, and finding what they are is the next task. 
Meanwhile tobacco has proved itself a more useful substance than even the Victorians realised. 
Can its rehabilitation be far off? 
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Franklin Roosevelt's Supreme Court 
The scorpions' stratagems 
How a leading group of oddball judges changed the United States  
Nov 18th 2010  

Scorpions: The Battles and Triumphs of FDR’s Great Supreme Court Justices. By Noah 
Feldman. Twelve Books; 513 pages; $30. To be published in Britain in January 2011; £22.50. 
Buy from Amazon.com, Amazon.co.uk 

FRANKLIN D. ROOSEVELT had no shortage of accomplishments. Among the most enduring were 
his appointments to the Supreme Court. Over his 12 years in office, he put up nine justices—the 
equivalent of an entire court—and he would have appointed many more, had his “court-packing” 
scheme not happily collapsed. 

In “Scorpions”, Noah Feldman offers a detailed account of the troubles and achievements of 
Roosevelt’s four most notable appointees. All lasted long enough to be party to the unanimous 
1954 decision in Brown v Board of Education that ordered the desegregation of American schools. 
The last survivor, William Douglas, appointed in 1939, did not depart the court until 1975 and still 
holds the record as the longest serving justice. 

In contrast to the polished Ivy League law-school types that sit on the court today, Roosevelt’s 
quadrumvirate was a varied lot. Hugo Black grew up in Alabama, attended his state university’s 
law school, and used membership in the Ku Klux Klan as a means to a swift political rise. Robert 
Jackson (pictured above, third from left, with Roosevelt, left), later chief prosecutor at the 
Nuremberg war-crimes tribunal, attended just one year of law school. 

Douglas, a poker-playing pal of Roosevelt’s with a strong independent streak, fed sheep to earn 
money during a cross-country train journey from his native Washington state to Columbia Law 
School. Perhaps the only justice with a semi-conventional path was Felix Frankfurter, a Jew 
whose family emigrated from Austria when he was 12. He worked his way through Harvard Law 
School, served as its first Jewish professor and built political connections that helped him to reach 
the highest bench in the land. 

Self-made men all, the Roosevelt appointees at first set about “functioning as a team”, Mr 
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Feldman writes. Soon, however, strong-willed personalities asserted themselves, and this FDR-
era “Team of Rivals” dissolved into a bickering bunch. Some of their feuds badly breached 
decorum in the secretive court. In 1946 Jackson, stuck in Europe and desperate to become chief 
justice, made public two extraordinary cables he sent to the president and Congress attacking 
Black. Jackson never achieved his aim. Others were at loggerheads too; Frankfurter took to 
calling Douglas, Black and another justice, Frank Murphy, “the Axis”. 

As judges, they made some bad decisions too. The worst, of course, was upholding the executive 
order Roosevelt signed in February 1942, shortly after the attack on Pearl Harbour and not long 
after the justices began their bickering. The order led to the internment of Japanese-Americans in 
bleak, remote camps within America, supposedly to help prevent espionage and sabotage. Black’s 
majority opinion found that government authorities had the discretion to act as they saw 
necessary to protect security. A famous and complex dissent from Jackson argued that whereas 
wartime did imply special military powers, it was dangerous from a constitutional perspective to 
have a racial discrimination order that “lies about like a loaded weapon”. The internment decision 
rankled for decades afterwards. 

Redemption came, most notably in Brown v Board of Education, and Mr Feldman gives a 
compelling account of the back room dealings in the case. Frankfurter, wanting to end 
segregation but fearing that “judicial activism” would lead to a drastic move by a divided court, 
successfully pushed his colleagues to stall the decision for two years. In the end, Chief Justice 
Earl Warren, an Eisenhower appointee, used skill and luck to shepherd the justices into 
unanimity. Mr Feldman argues that for Black, who became one of the strongest proponents of 
ending segregation, the decision served as a means of freeing his legacy from Klan baggage. 

Mr Feldman, a Harvard Law School professor who once clerked for a recently retired justice, 
David Souter, clearly enjoys the intellectual sport of dissecting opinions coming out of the court. 
His discussions of Brown, as well as cases about flag salutes and the government’s right to seize 
steel mills in wartime, are nuanced and interesting. He also dwells at length on why these four 
justices are remembered above Roosevelt’s other appointees, singling out their highly distinctive 
approaches to the constitution, which continue to influence justices even on today’s very different 
court. 

Frankfurter was the father of “judicial restraint”, a philosophy that when he began his service on 
the court put him in the liberal camp, but which has evolved into a conservative rallying-cry 
today. Mr Feldman could have devoted a little more space to discussing how this came to pass. 
Black put forward the theory of “originalism”, meaning that the literal wording of the constitution 
should form the basis for judicial decisions. Justice Antonin Scalia holds similar beliefs today. 
Douglas, a mercurial man who once aspired to the presidency, became a free-speech champion. 
Jackson, shaped by memories of Nuremberg, as well as prior service in the executive branch, was 
apt to consider the real-world application of his principles. 

The main shortcoming of “Scorpions”, though, is that each of its four subjects merits a book of 
his own, as do the landmark court cases, like Brown and the Japanese internment decision. Much 
ink has been spilled on these four justices before, not least by the men themselves. Jackson, in 
particular, could write well and produced a wonderful account, published posthumously just a few 
years ago, of his observations of Roosevelt. But for intellectual heft, it is hard to match Mr 
Feldman’s portrait of America’s most inscrutable institution—and the men who, sometimes 
despite themselves, carried it through one of history’s most critical periods. 
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Paris under the Nazis 
Flying the flag 
A world of collaborators, resistors, speculators and “attentistes”  
Nov 18th 2010  

And the Show Went On: Cultural Life in Nazi-Occupied Paris. By Alan Riding. Knopf; 416 
pages; $28.95. To be published in Britain by Duckworth in March 2011; £20. Buy from 
Amazon.com, Amazon.co.uk 

“DURING the occupation”, declared Jean-Paul Sartre, “we had two 
choices: collaborate or resist.” But France’s iconic intellectual, 
speaking some three decades after Hitler’s tanks rolled into Paris, 
was rewriting history. As Alan Riding points out, in this 
meticulously researched history of French culture during the 
second world war, there was another option—attentisme, or wait 
and see—and the divisions between them were easily blurred. 
Sartre himself was certainly never a collaborator, but his image as 
a résistant was burnished rather late in the day. Mr Riding notes 
that “although his involvement in the intellectual resistance had 
been minimal, after the liberation he had suddenly appeared as 
the chronicler of France’s calvary.” 

Much of this book, notably the flight to America of artists such as 
Marc Chagall and Marcel Duchamp, or the collaboration of the 
narcissistic Jean Cocteau, will be familiar to those who have read 
Frederic Spotts’s 2008 book, “The Shameful Peace”. Mr Riding 
used to write about European culture for the New York Times and was based in Paris. Where he 
adds value is in his analysis of the subtle challenges of the Nazi occupation for the various sectors 
of the arts. If escape and exile were not the chosen option, actors needed to tread the boards, 
singers needed the music halls, musicians needed the concert hall. How could they avoid giving 
succour to the enemy, given the many Germans in the audience? 

Most chose a degree of compromise, some larger than others. Edith Piaf, who said in 1940 that 
“my real job is to sing, to sing no matter what happens”, was willing to perform twice in Stalag 
III-D, a camp for French prisoners-of-war outside Berlin—but on her first visit cleverly 
encouraged the camp commander to allow photographs to be taken of her with him and the 
POWs. The photos were then cropped so that each POW’s image could be attached to counterfeit 
documents identifying him as a French worker in Germany. On Piaf’s next visit to the camp, the 
documents were secretly delivered. If a POW escaped, he had a protective German ID card. As 
Piaf put it, “I was not in the Resistance, but I helped my soldiers.” 

By contrast, Jean Guéhenno, an essayist, refused absolutely to write for any outlet approved by 
the Germans. Instead, his opinions were pseudonymously confined to an underground 
newspaper, Les Lettres Françaises, and an equally clandestine publishing house, Éditions de 
Minuit. “Writers should not be seeking the glory of the byline,” he noted in his “Journal des 
Années Noires”, which was published just after the war. “Now is the time to write for nothing, for 
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pleasure.” Well said—but then Guéhenno did have the financial security of a teaching job at the 
Lycée Henri IV. 

Mr Riding’s book is an impressively comprehensive survey of the occupation years: the relentless 
persecution of France’s Jews, especially the foreign-born, by the Vichy authorities as well as the 
Germans; Goebbels’s expropriation of Jewish-owned art; the fascism of some French 
intellectuals, and the attraction of Stalin’s communism for others. One irony is that French 
cinema, so enriched by Jewish directors, actors and producers before the war, nonetheless 
flourished after their expulsion thanks to an influx of new talent. Mr Riding particularly praises 
Marcel Carné’s “Les Enfants du Paradis”. 

But if the French arts, from the chansons of Maurice Chevalier to the ballet of the collaborationist, 
Serge Lifar, survived the Nazis, how lasting was their victory? Mr Riding saves his best for last, 
with a discomfiting portrayal of the post-Liberation épuration—the “purge” of collaborators—and a 
clear-headed judgment of Paris’s subsequent cultural status.  

Simply put, between 1918 and 1939 the French capital was also the cultural capital of the world. 
Yet, by the late 1940s “culturally the city was no longer a magnet for artists and writers from 
around the world.” Perhaps that was for the better. Mr Riding notes that French intellectuals have 
“propagated doctrines—monarchism, Fascism, anti-Semitism, Communism, even Maoism—that 
offered explanations and solutions for everything.” With these doctrines having failed to bring 
Utopia, “politically speaking, artists and writers may now be less prominent, but they are also 
less dangerous.” 
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Books in prison 
Page turner 
Unlocking the books in a prison library  
Nov 18th 2010  

Running the Books: The Adventures of an Accidental Prison Librarian. By Avi Steinberg. 
Nan A. Talese; 416 pages; $26. Buy from Amazon.com 

HARVARD graduates can look forward to many things. But rarely do they get mugged by a former 
customer from a prison library. Ditching plans to become a rabbi, Avi Steinberg takes a job 
“running the books” at a prison library in Boston. Conscientious and sensitive, he tries hard to 
win the inmates’ trust and to evade their practised wiles. He offers literary advice, teaches 
creative writing and tries to untangle his customers’ ruined lives. His book is an impressive 
account of a world that few readers of this newspaper will recognise.  

The prison library is an odd place. The idea that reading might lead wrongdoers back to the path 
of righteousness is deeply embedded in the system, and the right to read by adequate light is a 
legal stipulation. But for Mr Steinberg’s tough prison-warder colleagues it is a distraction, or 
worse, from the job of keeping their charges under control. Books (especially hardback ones) can 
become weapons. Remodelled with sticky tape into maces and clubs, their weight and sharp 
edges can gouge or bludgeon in the hands of those bent on vengeance or extortion. The library 
shelves are a sequence of dead-letter boxes, ideal hiding places for illegal missives between 
friends (or even lovers), breaching the strict segregation lines between male and female 
prisoners. Mr Steinberg collects scores of such messages. Some of the best bits of the book are 
where he repeats the fragments in the fractured vivid prose of those expressing themselves with 
great urgency but little education.  

Mr Steinberg seems aware of the danger of seeming voyeuristic, and balances his cool 
assessments of clients and colleagues with dollops of self-deprecation. His job at the library, he 
makes clear, came not as a literary adventure but because he was a neurotic failure at anything 
else.  

Nor is he a tub-thumper. Clearly some of the people he describes don’t belong in prison at all; 
some are more mad or sad than bad. But he leaves it for the reader to draw any big conclusions 
about penal reform in America. He does his best to do favours to those he finds deserving, 
stretching the bounds of prison rules (always pernickety and sometimes vindictively petty) on 
occasion, but without any great hope that they will be effective or repaid. When he is mugged by 
a former book- borrower, who recognises him, he toys with the idea that his assailant will repent 
of his villainous intent, in witness to the redeeming power of literature. In the event, the man 
takes his money and jeers in parting that he took some books out of the prison library and never 
returned them. Mr Steinberg recounts the tale, like much else, in wry, captivating prose. 
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Haunted Britain 
Spooky 
Why the English love ghosts  
Nov 18th 2010  

The English Ghost: Spectres Through Time. By Peter Ackroyd. Chatto & Windus; 276 pages; 
£12.99. Buy from Amazon.com, Amazon.co.uk 

GHOSTS, spectres, apparitions, phantoms, spooks—whether you 
believe in them or not, ghosts have been a part of human 
consciousness since writing began. As Peter Ackroyd, novelist, 
critic and biographer of Charles Dickens and Sir Thomas More, 
asserts in his new book: “The English see more ghosts than 
anyone else.” This, he writes, is due to a heritage of Germanic, 
Nordic and British superstitions and a strong preoccupation with 
history. Ghosts, he believes, provide a continuity, albeit of the 
spectral kind, between the past and the present, the living and the 
dead. 

Mr Ackroyd has uncovered a plethora of examples of ghostly 
experiences in England to fill his spooky tome, from Anglo-Saxon 
references in “Beowulf” to modern-day accounts from motorists on 
Blue Bell Hill in Kent. He has loosely grouped the accounts into chapters, one for domestic 
disturbances, others for wandering souls, poltergeists, visions of the living. Some are anecdotes, 
others newspaper reports, personal letters, diary entries or stories. Each description is no more 
than a few pages, but long enough to prompt eerie wonderings. 

Mr Ackroyd offers little analysis, but this allows readers to believe or not, as they wish. Ghosts 
are intangible beings, and ghost stories invite scepticism and defy verification, so the author may 
be right to leave questions unanswered. And the stories are intriguing, the most gripping being 
the one about the events at Borley Rectory, reputedly the most haunted house in England until it 
was demolished in 1944. This collection is best enjoyed by dipping in and out. 

For a more academic study of ghosts in England read Shane McCorristine’s recent book, 
“Spectres of the Self”. Using a more objective voice, Mr McCorristine explores the psychological 
context of seeing ghosts and the notion that ghosts are internal—a reflection of the haunted self 
in modern times. Mr Ackroyd, however, shows his talents as a social historian in “The English 
Ghost”. His curious work offers the reader a supernatural dip in the spiritual waters of the age. A 
book for a dark night—and a warm fire. 
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Pirate radio in Britain 
Glory days 
How Britain's broadcasting monopoly was broken  
Nov 18th 2010  

Death of a Pirate: British Radio and the Making of the Information Age. By Adrian Johns. 
W.W. Norton; 305 pages; $26.95 and £19.99. Buy from Amazon.com, Amazon.co.uk 

TO A modern music executive a pirate is a teenager who illicitly downloads music from a file-
sharing website. But to someone who was a teenager in the 1960s it will represent radio buffs 
and DJs stuck on a rusty old ship, safely outside British territorial waters, broadcasting rock ’n’ 
roll to a country chafing under the government-sponsored monopoly of the BBC.  

It is this “pirate radio” that is the subject of the latest book by Adrian Johns, a historian at the 
University of Chicago who specialises in intellectual property rights. The subject is not nearly as 
dry as it sounds. Mr Johns begins his book with a murder: the 1966 shooting of Reg Calvert, a 
pirate-radio operator, by Oliver Smedley, an ex-army man and commercial rival. That provides 
the jumping-off point for a history of radio in Britain, from the founding of the BBC in 1922, with 
its patrician ambition to educate its listeners and its distaste for commerce and populism, through 
plans for a “wired” broadcasting system that is an early foretaste of the modern internet, to the 
emergence in the 1960s of the pirate ships broadcasting from international waters.  

The murderer is the book’s central character. Unlike many of the other pirate-radio operators, 
who were in it mostly for money or adventure, Smedley saw his broadcasts as part of a wider 
moral crusade. Decorated in the second world war, he was a shady serial entrepreneur 
sympathetic to the views of an Austrian economist, Friedrich Hayek, and a group of liberal, free-
marketeering economists that coalesced around him at the London School of Economics. In the 
war’s aftermath, with the paint still fresh on Clement Attlee’s welfare state, that put Smedley 
wildly out of step with popular opinion. Undaunted, he launched an endless stream of think-
tanks, journals and businesses all dedicated to undermining the post-war consensus from within. 
Most sank without a trace. But the Institute for Economic Affairs, a think-tank that endures to 
this day, and Radio Atlanta, his venture into pirate broadcasting, are the two that really got 
themselves noticed.  

Smedley’s crime finally convinced the government that it could not ignore the pirate 
broadcasters, and all were closed down by the end of 1968. Mr Johns’s thesis is that Smedley’s 
commercial failure was in fact a heroic moral success. The BBC’s monopoly was broken. 
Legitimate commercial competitors were set up. All were forced at last to take the listeners’ views 
seriously. Even the BBC began hiring pirate DJs to front its new pop-music station. Hayek’s views 
became more respectable, informing the liberalising, privatising governments of Margaret 
Thatcher. 

It is here that the book begins to overreach itself. The influence of Smedley and his peers on the 
liberalisation of British media is plain. Even the comparison between the cheerfully practical 
pirates and the creative chaos unleashed by the spread of the internet holds water. But Smedley 
and his compatriots were riding a wave of social change as much as they were creating one, and 
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their experiment lasted only a few years. The second part of the book’s title, which claims that 
pirate radio “made the information age”, is stretching it. Best to ignore the claim and simply 
enjoy a well-written tale about those buccaneers of the high C’s. 
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Art of the Americas 
Expansion 
The Museum of Fine Arts in Boston opens 53 new rooms devoted to American art  
Nov 18th 2010  

BOSTON’S Museum of Fine Arts moved into its imposing granite temple of culture in 1909. It has 
just been given a whopping dose of 21st-century spaciousness, light and cultural politics. “Art of 
the Americas”, a new four-storey addition, was designed by the architectural firm run by Sir 
Norman Foster. It cost $345m and took 11 years to complete.  

The new building is free-standing but designed to seem part of the old one. A glass-walled 
courtyard, which rises to the full height of the addition, connects on three sides to the existing 
building. Its fourth side opens onto the new wing. The courtyard café provides refreshments and 
a place to rest. That is handy. The 53 galleries of the “Art of the Americas” wing display more 
than 5,000 objects, twice the number previously on view. They date from 900BC to the 1980s 
and are arranged in ascending order—from the Americas of ancient times up through the 18th, 
19th and 20th centuries to the top floor. 

In addition to paintings and sculpture, there are photographs and fabrics, jewels and toys, 
wedding gowns, teapots and pottery, a great deal of fine furniture, a collection of handsome 
model sailing ships and the timber frame of a late 17th-century Massachusetts house. This does 
not exhaust the variety of media on view. 

The visitor enters the original building, passes through the courtyard into the new wing. Directly 
opposite is a spotlit silver bowl in a tall, transparent case through which is visible a 1768 portrait 
of Paul Revere (pictured below) by Boston’s John Singleton Copley, said to be the first American 
to paint in oils. The revolutionary war hero and outstanding silversmith made the Sons of Liberty 
silver bowl in the case. Many more Copleys are on view, often portraits of early American 
statesmen, as well as Gilbert Stuart’s studies of George Washington. The galleries bring alive the 
early history of the United States. Yet walking through them disquiet grows. Surely there is 
earlier material.  

To see the art of ancient Central and South America it is necessary to descend to the basement. 

Revering Revere
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This is psychologically and politically unfortunate. It is also inappropriate. The MFA has an almost 
unrivalled collection of Mayan painted pottery from the Classical period (250-900AD). Among 
them are 31 boldly painted chocolate drinking vessels, one of which says “chocolate” in 
hieroglyphs. There is also fabulous, sculptural gold jewellery from Colombia and Panama and 
vivid red woven and embroidered Peruvian fabric from the start of the first millennium. Beyond 
this is a display of complex Native American bead and basket work and a glorious feather cloak 
worked to mimic fur. Galleries that run along this central display present model ships and 17th-
century Massachusetts period rooms. These leaps in time, mood and cultures seem bizarre. The 
grandeur of the pre-Columbian art fortunately transcends its surroundings.  

The upper floors bring together John Singer Sargent’s paintings. He is much loved in Boston. 
Sargent painted the ceiling of the rotunda in the old MFA as well as murals for the Boston Public 
Library. Also on this level are seascapes by Winslow Homer, pictures by Thomas Eakins and 
James McNeill Whistler and stained glass by Louis Comfort Tiffany. The top floor is home to such 
moderns as Georgia O’Keeffe, Alexander Calder and Franz Kline. A surprise is a porcelain bowl 
painted by Jackson Pollock in 1939, when he was hospitalised for depression and hoping that 
ceramics would prove therapeutic.  

There is much to enjoy in the new wing and much cause for civic pride. Nonetheless, the project 
seems misconceived. Apart from ancient material there is very little from Latin America. The early 
treasures would be better seen in the old building near the superb collection of early Chinese 
sculpture of much the same period. Next year a new contemporary gallery will open. Modern art 
could go there. Why not have “Art of America” concentrating on the MFA’s strengths in material 
from the early United States and the north-eastern colonies that preceded it? This would make 
room for focused displays. Perhaps even one about the Boston Tea Party. 
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Liang Congjie 
Liang Congjie, modern China’s first environmentalist, died on October 28th, aged 
78  
Nov 18th 2010  

UNTIL the air began to clog and burn, the rivers turned to sludge and desert sand began to sift 
into the streets of Beijing, China’s people did not much care what Mao Zedong’s great leap into 
industrialisation had done to the motherland. Pollution did not happen in socialist countries; it 
was a Western, capitalist evil. But Liang Congjie noticed. He realised he no longer saw the blue 
skies of the Beijing of his boyhood, or the courtyard trees he had loved to climb. In the rugged 
south of Shanxi province, the water in the mountain streams was now black with coal dust and 
undrinkable. 

As a historian Mr Liang was a traditionalist, sighing sometimes that nothing could surpass the 
wooden temples of the Tang dynasty; by breeding he was a preservationist, the son of a 
distinguished architect who had famously sat weeping on the medieval walls of Beijing the night 
before Mao’s bulldozers demolished them. Some were inclined to think that Mr Liang was less 
than committed to China’s progress. But he was determined that China should surge forward 
armed with green sensibility, and a green heart.  

Friends of Nature, founded by him in 1994 with three colleagues from the Academy for Chinese 
Culture, was China’s first legal NGO and the first committed to protecting the country’s 
environment. At its inaugural meeting it drew 60 members; there are now around 10,000. As Mr 
Liang proudly said, it was for everybody: housewives, students, food-sellers in the market, even 
workers from the Capital Steel Corporation factory where Mr Liang, each January, would gather 
snow in plastic bottles to show schoolchildren the little black specks of pollution in it.  

Though based on Western organisations he had seen on television, Friends of Nature was less a 
lobbying outfit than a club, whose members would go tree-planting, camping and chorus-singing 
to spread the green message through the land. In the main Beijing office, a homely red-painted 
house in a courtyard littered with bicycles, visitors would be handed staff cards printed on 
recycled paper and given metal reusable chopsticks, together with a lecture on how much of 
China’s virgin forest was disappearing for wooden chopsticks every year. Here, among countless 
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papers and the relentless tap of computers, Mr Liang would be working away in shirt and casual 
slacks, never raising his soft voice, modest as ever. His bike was among the others outside. 

He came to his cause when he was past 60, a dignified figure with greying hair. Most of his 
professional life had been spent unremarkably, teaching history in universities and compiling a 
74-part encyclopedia of China. His family background—American-educated parents, a grandfather 
renowned as a reformer under the Qing dynasty—made him suspect during the Cultural 
Revolution, and for nine years he was forced to teach in a cadre school in rural Yunnan. But he 
was slow to radicalise, and cautious even as his radicalism grew. Not for him the prison or 
martyrdom route. Instead he joined the right committees, especially in the Chinese People’s 
Political Consultative Conference, and used his connections to persuade the government and the 
media to listen.  

This was delicate work. In China, he always said, there was no point in the sort of dangerous and 
eye-catching stunts favoured by Greenpeace. He indulged in one or two, handing a letter to Tony 
Blair, on a visit to China in 1998, to petition him to help save the Tibetan antelope, or bringing in 
secret cameras to record illegal logging in Sichuan. State goons kept a bit of an eye on him. But 
in general his campaigns were conducted in an orderly Chinese manner. You did not criticise your 
parents; instead, you helped with the housework. Similarly, you did not attack the government; 
instead, you reminded it that there were laws already on the books to protect the land, the water 
and the air, and offered to help enforce them. 

Within these self-described limits, Mr Liang and his NGO notched up several famous victories. He 
managed to stop the cutting of virgin forest (and the destruction of golden monkey habitat) in 
Yunnan province. With others, he killed proposals to build giant dams on the Salween river and in 
one of the most spectacular gorges of the Yangzi. The Tibetan antelope, hunted almost to 
extinction for the fineness of its fur, remained his favourite cause, and he went to the icy plateau 
to burn sequestered skins himself—though, to his sorrow, he could not stop the disbanding of the 
heroic anti-poaching brigade and the transfer of patrols to corruptible local officials. He was sure, 
he said diplomatically, that the government would do all it could. 

 
Kestrels in the smog  

His proudest achievement, however, was to start environmental awareness in China. Where FON 
led, some 3,000 NGOs have followed. His “Project Hope” sends out buses, painted with an 
antelope, to rural villages, to teach schoolchildren to treasure flowers, streams and woods. His 
bird-spotting book encourages residents of Beijing to look out, through the still-smoggy air, for 
egrets and kestrels. “Mr Liang’s heart, very sensitive, very soft,” wrote a sad Chinese blogger 
after his death. All hearts should be so soft, he would have said, the better to plant green seeds 
in.  

Obituary  
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Overview 
Nov 18th 2010  

Industrial production in America did not change between September and October, when it was 
5.3% higher than a year earlier. 

Japan’s economy expanded at an annualised rate of 3.9% in the three months to September. 
The country’s rate of growth of industrial output in the year to September was revised upwards to 
11.5% from an earlier estimate of 11.1%. 

Britain’s inflation rate edged up to 3.2% in October from 3.1% a month earlier. The country’s 
jobless rate for the three months to September was 7.7%. The number of people claiming 
unemployment benefits fell by 3,700 between September and October, when it stood at 1.47m. 

Inflation in the euro area rose to 1.9% in October from 1.8% in September. Greece, where 
prices rose by 5.2% in the year to October, had the highest inflation among countries that use 
the euro. In Ireland consumer prices fell by 0.8% in the year to the same month. 

German GDP rose by 0.7% between the second and third quarters of the year, marking a sharp 
slowdown from the 2.3% quarter-on-quarter growth in the three months to June. 

India’s industrial growth slumped to 4.4% in September from 6.9% in August. September’s 
growth rate was the lowest since May last year. 

Singapore’s exports grew by 34.5% in the year to October. 
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GDP forecasts 
Nov 18th 2010  

The OECD, a think-tank, expects GDP growth among its mostly 
rich members to slow to 2.3% in 2011 from an average of 2.8% 
this year. But it reckons that growth will bounce back to 2.8% in 
2012. Some countries in the group, including America and Britain, 
can expect to see a similar slowdown in 2011 followed by speedier 
growth the following year. But for a couple of countries, Japan and 
Germany, growth will not just slow next year but become more 
sluggish still in 2012. In Japan the OECD expects GDP growth of 
1.7% next year and 1.3% in 2012—both substantially below this 
year’s growth rate of 3.7%. But in Australia and Poland the think-
tank reckons that growth will quicken in each of the next two 
years.  
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Tuberculosis 
Nov 18th 2010  

The World Health Organisation estimates that 14m people around 
the world had tuberculosis (TB) in 2009. Last year the disease 
killed 1.3m people who did not also have HIV. Another 400,000 
people are counted as having died from AIDS but also having TB, 
to which HIV makes people more susceptible. India had an 
estimated 3m people with the disease. Another 1.8m sufferers 
lived in China. But the proportion of the population with TB is 
much higher elsewhere, notably in South Africa, Cambodia and the 
Philippines. Over the past decade the prevalence of the disease 
has plummeted in Pakistan and China. But in South Africa, which 
has the world’s highest rate of HIV infection, it has shot up. 
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