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Dozens ofpeople were killed,
including ten policemen, and
hundreds injured as anti-
government protests in
Ukraine entered a new, dan-
gerous phase. The government
said the protesters were terro-
rists and vowed to crackdown
on radicals. Viktor Yanuko-
vych, the president, sacked the
head of the armed forces.
Hopes for a mooted “truce”
with the opposition receded
when the clashes continued.

Italy’s probable next prime
minister, Matteo Renzi, pre-
pared to form a coalition gov-
ernment, replacing the one led
for less than a year by Enrico
Letta. Mr Renzi ousted Mr
Letta, by claiming that he was
the better man to bring in
reforms. Both are from the
centre-left Democratic Party.

In Turkey the national assem-
bly approved controversial
judicial reforms, but only after
a fight broke out, leaving one
lawmaker with a broken nose
and another with broken
fingers. Recep Tayyip Erdogan,
the prime minister, wants the
independent board of judges
and prosecutors to be over-
seen by the justice ministry.

Angela Merkel’s right-left
coalition in Germany came
under pressure after the agri-
culture minister resigned
because of the fallout from a
child-pornography investiga-
tion into a politician from
another party. 

Alex Salmond, Scotland’s first
minister, responded to the
British government’s refusal to
let the Scots keep the pound if
they vote for independence by
repeating his threat to with-

hold repayments ofScottish
debt. José Manuel Barroso,
president of the European
Commission, waded into the
debate by saying that an in-
dependent Scotland would
find it “extremely difficult, if
not impossible” to join the EU. 

Little hope of peace
Lakhdar Brahimi, the UN

envoy to Syria, said that the
second round of talks in Gene-
va had failed to make progress.
In an attempt to attract more
aid to counter the rise of Islam-
ists, the Free Syrian Army, the
Western-backed rebel group,
replaced its leader. The Syrian
army is carrying out offensives
in the northern city ofAleppo
and in Yabrud, close to the
Lebanese border.

Twin suicide-bombings in a
Shia area ofBeirut killed four
people, the latest Syria-related
violence to hit Lebanon’s
capital. After11months,
Lebanon’s squabbling poli-
ticians at last formed a
coalition government.

The five permanent members
of the UN Security Council
plus Germany resumed talks
with Iranian officials in Vien-
na in an attempt to hammer
out a frameworkfor further
talks about Tehran’s nuclear
programme. Although an
interim agreement was
reached in November, few
observers expect a rapid
breakthrough.

Muqtada al-Sadr, an influential
Iraqi Shia cleric and a member
of the ruling coalition, an-
nounced that he was leaving
politics. Nuri al-Maliki, the
Shia prime minister, is likely to
benefit. The daily bombings
continue unabated. 

An Islamist militant group,
Ansar Bayt al-Maqdis, claimed
responsibility for bombing a
bus full ofSouth Korean tour-
ists in Egypt’s Sinai peninsula,
killing four people. 

Nigeria’s president, Goodluck
Jonathan, suspended Lamido
Sanusi, the widely respected
governor of the central bank,
after he repeated his claim that
a large chunkofrevenue from

oil was missing from the gov-
ernment’s books. Mr Sanusi
was due to stand down in
June; the president’s office said
he was being suspended for
“misconduct”.

A smile that masks the truth

The UN alleged that the North
Korean government is com-
mitting systematic human-
rights abuses on a huge scale
and compared the state to Nazi
Germany. It also accused
China ofaiding and abetting
the crimes by forcibly
repatriating North Koreans, a
criticism which China called
“unreasonable”. 

Four protesters and one
policeman were killed when
police cleared protest sites in
Bangkok. Meanwhile,
Thailand’s anti-corruption
body said it would file charges
against YingluckShinawatra,
the prime minister, over con-
troversial rice subsidies. 

The government ofTamil
Nadu state in India an-
nounced that it would free
seven people convicted of
plotting the assassination in
1991ofRajiv Gandhi, a former
prime minister. The Indian
Supreme Court had commut-
ed the death sentences of three
of the convicts. 

In response to the killing of 23
of its soldiers, Pakistan carried
out air strikes against Taliban
militants in North Waziristan
for the second time this year.
The government had only
recently started peace talks
with the rebels. 

Virginia is for lovers
A federal judge struckdown
Virginia’s ban on same-sex
marriage, staying her decision
pending an appeal. The state’s
new attorney-general had

already said that he would side
with those challenging the ban
in court. The Supreme Court
will probably have to revisit
soon the question it ducked
last year: whether state bans
on gay marriage are
constitutional. 

The number-crunchers at the
Congressional Budget Office
said that raising the minimum
wage to $10.10 an hour would
lift 900,000 families out of
poverty, but at the expense of
reducing employment by half
a million workers. Barack
Obama is pushing for an in-
crease in the minimum wage
in the hope ofcurbing growing
inequality.

The blame game
Police arrested Leopoldo
López, a radical opposition
leader in Venezuela, at a
demonstration in Caracas, the
capital. The government ac-
cuse him ofbeing responsible
for the recent violent protests.
Putting Mr López in jail, how-
ever, only inflamed the situa-
tion, as protests continued.

Colombia’s president, Juan
Manuel Santos, sacked Gen-
eral Leonardo Barrero, the
head of the armed forces, after
it emerged that he had called
the prosecution ofsoldiers for
extrajudicial killings “a bunch
ofcrap” in a telephone
conversation. 

The leaders of the United
States, Canada and Mexico
met in Toluca, Mexico, to cele-
brate the 20th anniversary of
the North American Free-Trade
Agreement. However, it is
becoming ever more likely that
America’s Congress will block
two other big free-trade
deals—one with Asia, the other
with Europe—at least until
after the mid-term elections.

Politics

The world this week

  



6 The world this week The Economist February 22nd 2014

Other economic data and news
can be found on pages 80-81

Facebook strucka $19 billion
deal to buy WhatsApp, an
internet-based messaging and
photo service. WhatsApp was
created in 2009 and has be-
come phenomenally popular,
hosting 450m monthly users
and processing 50 billion
messages a day. By contrast,
Twitter has 240m users. It is the
biggest-ever acquisition of a
start-up backed by venture
capital. WhatsApp’s users like
the absence ofads on the
service, which Facebooksays
will continue, leaving many to
wonder how it will make
money from its purchase. 

Google announced that it was
talking to 34 cities in nine
metropolitan areas, including
Atlanta, about expanding its
nascent superfast broadband
service. Google Fiber is
currently available in just a
few areas. 

America’s Federal Communi-
cations Commission decided
not to challenge a court ruling
that threw out regulations on
“net neutrality”, a policy
under which broadband pro-
viders must treat all traffic as
equal and cannot discriminate
against companies that oper-
ate bandwidth-hungry ser-
vices, such as Netflix. The FCC

is instead going to issue new
rules soon. 

Yes he can
Actavis, a generic-drugs com-
pany with headquarters in
Dublin and New Jersey, agreed
to buy Forest Laboratories,
which is based in New York, in
a deal valued at $25 billion.
Carl Icahn built up a stake in
Forest to become its second-
biggest shareholder and
pushed management to
change strategy. He described
the takeover as “yet another
validation of the activist-
investment philosophy”.

PSA Peugeot Citroën entered
a new era when it signed a deal
that hands14% stakes to Dong-
feng, a Chinese carmaker, and
to the French government in
return for an injection of
€800m ($1.1billion) from each.

The Peugeot family is reducing
its stake to a matching14%.
Peugeot and Dongfeng operate
a joint venture in China; their
new arrangement will make it
easier to build small saloon
cars there, which are popular. 

After marathon negotiations,
Britain’s BAE Systems settled
on a price with Saudi Arabia
for supplying the kingdom
with 72 fighter jets. The con-
tract was agreed in 2007. Terms
of the final price were not
disclosed, but the deal is a
boon for BAE as it contends
with reduced defence spend-
ing in America and Britain. 

Markets responded positively
to the new reform-minded
government in Italy, which
helped push the yield on
ten-year Italian government
bonds to an eight-year low.
Moody’s lifted its outlookfor
Italy from “negative” to
“stable”, partly because it

thinks the risk that the country
will have to recapitalise its
banks has receded. 

The euro zone’s economy
grew by 0.5% in the last three
months of2013 compared with
the same quarter a year earlier,
as the recovery gathered pace.
Portugal did particularly well,
with GDP up by1.6%. Portu-
guese exports are supporting
its turnaround, now account-
ing for 41% ofnational output
compared with 27% in 2009. 

Aberration, or Abenomics?
In a surprise move, the Bank of
Japan expanded its provision
ofcheap loans to banks in
order to boost lending. This
came after data showed the
Japanese economy growing
by only1% at an annual rate in
the fourth quarter. The Nikkei
stockmarket index has slid this
year amid doubts that Shinzo
Abe’s economic policies can
stimulate domestic demand,
which will not be helped by a
rise in the sales tax due to
come into effect in April.

American household debt
grew at its fastest rate since
mid-2007 in the final quarter
of last year, leaping by $241
billion to $11.5 trillion (which is
9% below the peakof$12.7
trillion in 2008). More people
are piling on debt for cars and

homes, and increasingly to pay
for college fees. Credit-card
debt stood at $683 billion.
Markets interpreted the news
positively, as confirmation that
Americans’ animal spirits have
returned. 

China overtookIndia as the
world’s biggest importer of
gold last year, according to the
World Gold Council. The
imports were driven in part by
a huge appetite for jewellery. 

Another complication arose
for the proposed Keystone XL

pipeline project, when a judge
in Nebraska said the governor
did not have the authority to
approve the pipeline’s route.

Water, water, everywhere
An index of the riskfrom natu-
ral hazards compiled by Ma-
plecroft, a consultancy, ranked
Japan’s economy as the most
exposed to weather-related
and seismic shocks. America
was second, followed by Tai-
wan, China and India. The
index helps insurers identify
risks to assets. Britain was
ranked first in terms of threats
from winter storms, and sev-
enth from flooding. The coun-
try has just had its worst win-
ter-storm season in decades. 

Business
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CIVIL strife often follows a
grimly predictable pattern.

What at first seems a soluble dis-
pute hardens into conflict, as
goals become more radical, bit-
terness accumulates and the
chance to broker a compromise
is lost. Such has been the awful

trajectory of Ukraine, where protests that began peacefully in
November have combusted in grotesque violence. The centre
ofKiev, one ofEurope’s great capital cities, this weekbecame a
choking war zone. Buildings and barricades were incinerated
and dozens ofUkrainians were killed. 

Despite talk of a truce between some of the participants,
the horrorcould yetgetmuch worse. The bloodshed will deep-
en the rifts in what has always been a fragile, complex country
(see page 19). Outright civil war remains a realistic prospect.
Immediate responsibility for this mayhem lies with Viktor Ya-
nukovych, Ukraine’s thuggish president. But its ultimate archi-
tect sits in the Kremlin: Vladimir Putin.

Neither East nor West
The territory that is now Ukraine has a long and painful his-
tory as a bloody borderland between East and West. But it
came into being as an independent nation only in 1991, when
the Soviet Union collapsed. Combining lands in the west that
had once been part of Austria-Hungary, and a Russian-speak-
ing south and east, the new country always had its doubters.
Since then Ukraine’s politics have been characterised by in-
fighting and graft—including in the years following the orange
revolution of 2004, a peaceful uprising whose promise was
squandered by its rancorous leaders. Many Ukrainians feel
their state has been captured by a corrupt elite, which cannot
be dislodged by the usual democratic means. Kiev is one of the
few European cities where the European Union is synony-
mous with good government and the rule of law.

It was Mr Yanukovych’s rejection, in November, of a trade
agreement with the EU, in favour of an opaque deal with Rus-
sia, which started the unrest. Soon the protesters were de-
manding his resignation, while Mr Yanukovych and Russian
propaganda denounced them as terrorists. How, after three
months of tetchy stand-off, the killing started this week is
murky. But most of it was perpetrated by the president’s men.

The response from the West should be firm. The president’s
henchmen deserve the visa bans and asset freezes that Ameri-
ca has imposed and the EU is considering. Mr Yanukovych
must rein in his troops and, if he can, the plainclothes goons
who are committing much of the violence. But the protesters,
if they want to stop a full-scale blood-bath, also need to com-
promise—to quit their symbolic base in Kiev’s Independence
Square, and the other buildings they have occupied. The best
option would be for the two sides to form a transitional co-
alition government. 

A presidential election is due in 2015: it should happen this
year instead, preferably without Mr Yanukovych. His regime
has featured rampant cronyism, the persecution of his rivals,

suborning of the media and nobbling of the courts, now
topped offbyslaughter. Buthe will be hard to move. Built like a
bouncer, he twists like a weasel; he is likely to try to wriggle out
of any commitments he makes when he thinks the crisis has
passed. If so, the tycoons who have sustained his power, and
who have much to lose in this madness, must force him out.

What should come next is less clear. Virtually all of Uk-
raine’s established politicians have discredited themselves, in-
cluding Yulia Tymoshenko, the jailed opposition leader. The
protesters have no clear champion—one reason the violence
may prove difficult to stop. It is hard to envisage a candidate
emerging who will bridge the underlying fault-lines in Ukrai-
nian society (see map). Mr Yanukovych still commands sup-
port in the east and south; in Kiev and the west, where protes-
ters have seized government facilities, he is reviled. A split
remains terrifyingly plausible. Avoiding that fate requires,
above all, an end to the Russian meddling. Mr Putin may not
have lit the match this week, but he assembled the pyre. 

To most rational observers, fomenting chaos across the bor-
der in Ukraine might seem an odd ambition for Russia. Not to
Mr Putin, who regards Ukraine as an integral part of Russia’s
sphere of influence, and saw the orange revolution as a West-
ern plot to steal it. His economic sanctions and threats helped
to persuade Mr Yanukovych to turn his back on the EU. It is
clear that the loans and cheap Russian gas that prop up Uk-
raine’s teetering economy are conditional on Mr Yanukovych
taking a tough line with the protesters. Mr Putin’s bullying and
machinations have brought Ukraine to this pass.

If Mr Yanukovych clings on, weakened at home and ostra-
cised abroad, Mr Putin will be content, for he will have anoth-
er dependent leader to add to his collection of pliable clients.
But he might not stop there. Russian hawks have long wanted
to annex Crimea, a Black Sea peninsula that Nikita Khrush-
chev transferred to Ukraine (reputedly while drunk). This up-
heaval could provide a pretext for Mr Putin to grab it. Either
way, a wretched Ukraine will help convince his people that
street protests, and political competition, are the road to ruin. 

Confronting the Kremlin
It is past time for the West to stand up to this gangsterism. Con-
fronting a country that has the spoiling power of a seat on the
UN Security Council, huge hydrocarbon reserves and lots of
nuclear weapons, is difficult, but it has to be done. At a mini-
mum, the diplomatic pretence that Russia is a law-abiding de-
mocracy should end. It should be ejected from the G8. Above
all, the West must stand united in tellingMrPutin that Ukraine,
and the other former Soviet countries that he regards as way-
ward parts ofhis patrimony, are sovereign nations.

There is a kind of rough justice in the timing of Ukraine’s
turmoil. In 2008 Russia invaded Georgia, its tiny southern
neighbour, just as the Olympic games began in Beijing,
prompting formulaic Western protests but no meaningful ret-
ribution. The events in Kiev interrupted the winter Olympics
in Sochi, intended to be a two-week carnival of Putinism. This
time the West must make Mr Putin see that, with this havoc at
the heart ofEurope, he has gone too far. 7

Putin’s inferno

The West must take a tough stand with the government ofUkraine—and with Russia’s leader

Leaders
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IN JULY 2008 Barack Obama,
then a candidate for the presi-

dency, declared before an ador-
ing crowd in Berlin that “true
partnership and true progress
[require] constant work and sus-
tained sacrifice.” So it is with
free trade. If not championed by

leaderswho understand itsbroad benefits, itwill constantly be
eroded by narrow economic nationalism. Mr Obama now ap-
pears to be surrendering to protectionists within his own
party. If he cannot drag Democrats back to their senses, the
world will lose its best opportunity in two decades for a burst
of liberalisation. It will also be a signal that America is giving
up its role as defender of an open global economy in the same
way that Mr Obama has retreated in foreign policy.

Mr Obama did little to promote free trade during his first
term, buthasseemed bolder in his second. He launched Amer-
ica into ambitious new deals with large Pacific economies and
the European Union, breathing new life into global trade talks.
Momentum built up; the “constant work and sacrifice” paid
dividends. Members of the World Trade Organisation agreed
on a package of trade reforms in December—the first truly mul-
tilateral deal in the organisation’s 20-year history. Diplomats
credit the White House’s new resolve for helping to bring stub-
born parties to the table. Progress suddenlyseemed possible in
other areas, such as liberalising trade in services and informa-
tion technology, and reducing barriers to the exchange of “en-
vironmental goodsand services”, which would make it cheap-
er to curb carbon emissions.

First, shoot yourself in the foot. Then repeat…
The hitch is that Congress must approve trade agreements. Pre-
vious presidents had the advantage of “fast-track” trade pro-
motion authority, which let them present deals to Congress for
a simple yes or no vote. Without it, lawmakers can wreck care-
fully negotiated deals with toxic amendments. No country
would engage in serious talks with America under such cir-
cumstances. Fast-track is therefore essential—and elusive. Con-
gress last granted it in 2002; it expired in 2007. The Obama ad-
ministration blithely asserted that Congress would renew it,
but many lawmakers, primarily Democrats, have signed let-
ters opposing it. Harry Reid, the Senate majority leader, has all
but ruled out a vote this year. And on February14th Joe Biden,
the vice-president, told a gathering of Democratic leaders that
he understood their opposition. The White House appears to
have given up with scarcely a fight. A fast-trackvote before No-
vember’s mid-term elections seems unlikely (see page 21).

Why panic about this? Tactically, it could just be another
piece of Washington politicking: some optimists claim that
Congress will return after the mid-terms ready to back fast-
track, providing Mr Obama allows some boilerplate language
in the bill chiding China for allegedly manipulating its curren-
cy. Others wonder whether the trade deals are really so vital.
Indeed, the idea that they will not do much to help the econ-
omy is one excuse forDemocrats undermining theirpresident.

In fact, the deals on the table are big. Reasonable estimates
say that the Transatlantic Trade and Investment Partnership
(TTIP) and the Trans-Pacific Partnership (TPP) could boost the
world’s annual output by $600 billion—equivalent to adding
another Saudi Arabia. Some $200 billion of that would accrue
to America. And the actual gains could be even larger. The
agreements would clear the way for freer trade in services,
which account for most ofrich countries’ GDP but only a small
share of trade. Opening up trade in services could help reduce
the cost of everything from shipping to banking, education
and health care. Exposing professional occupations to the
same global competition that factory workers have faced for
decades could even strike a blow against the income inequali-
ty that Mr Obama so often decries. 

Tactically, even a short delay could prove fatal to both deals.
Pacific negotiations have been extended while America and
Japan hammer out compromises on agriculture. Why should
Japanese politicians risk infuriating their farmers when any
agreementcan be torn up on Capitol Hill? The deal with the EU

was meant to be done swiftly—perhaps in as little as two
years—to keep politics from mucking it up. Europe’s leaders
will now doubt America’s commitment, given how feebly Mr
Obama has fought for fast-track. Trade sceptics, such as French
farmers, are drooling. Angela Merkel, Germany’s chancellor,
who is already furious about American spying, may decide
that a trade deal is not worth battling for.

The greatest risk of all is that the political momentum in
America, having swung against free trade, will be hard to re-
verse. Some Tea Party Republicans oppose fast-track because
they are loth to grant Mr Obama the authority to do anything.
Democrats, keen to brand themselves as the anti-inequality
party, may find economic nationalism an easy sell on the cam-
paign stump: and, once pledged to that cause in November,
candidates will not vote for the opposite in Congress.

And for this Mr Obama deserves some blame. He is far
more ardent in bemoaning inequality than in explaining why
an American retreat from the world would be the wrong way
to address it. He seldom mentions, for example, that cheap im-
ports help the poor by cutting their shopping bills, and so re-
duce inequality ofconsumption. 

It’s not a zero-sum world
There is nothing inevitable about globalisation. Governments
have put up barriers before—with disastrous consequences
during the 1930s—and could do so again. So it is alarming when
America, the mainstay of an open global economy, gives off
isolationist signals. Only recently Congress childishly refused
to honour an agreed-upon increase in America’s financial
commitment to the International Monetary Fund. The Federal
Reserve is pushingforward with new banking regulations that
could penalise foreign banks and further Balkanise global fi-
nance (see page 61). Mr Obama continues to delay approval of
a critical oil pipeline from Canada, and is slow to grant permits
to export American natural gas.

“America cannot turn inward,” the Obama of 2008 said in
Berlin. The Obama of2014 is now responding: “Yes we can.”7

American trade policy

How to make the world $600 billion poorer

BarackObama’s unwillingness to fight forfree trade is an expensive mistake
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LOUIS XIV’s finance minister,
Jean-Baptiste Colbert, be-

lieved that “the art of taxation
consists in so plucking the goose
as to obtain the largest possible
amount of feathers with the
smallest possible amount of
hissing.” It isn’t just taxation that

has rich-world companies hissing these days, but rhetoric and
regulation as well.

At a time when the rich world is struggling to generate eco-
nomic growth, you might imagine that its politicians would be
competing to attract good companies and stimulate them to

create jobs, innovative products and revenue. Yet, as our spe-
cial report this week explains, politicians across the West too
often behave as though business is the enemy. 

In the wake of the credit crunch, the finance sector was an
understandable target. But politicians have recently sought
their scapegoats more widely, from energy companies to tech-
nology giants, and the charges have broadened from tax
avoidance to being the begetters of inequality. And this rheto-
ric is being followed up by action—especially when it comes to
taxes and red tape.

The latter is still being spun in ever more elaborate ways. A
World Economic Forum survey of 148 countries finds many
European countries near the bottom (Spain 125th, France 130th,

Companies and the state

Plucking the goose

Western governments are still over-regulating companies; theireconomies will pay the price

LAST week we featured Argen-
tina on ourcover, asa former-

ly wealthy country undone by
the weakness of its political in-
stitutions. Italy is in some dan-
ger of following down the same
path. Its GDP has fallen in real
terms by almost 10% since the fi-

nancial crisis hit six years ago, more than in any other big rich
economy; income per head in Italy is now lower than it was
when the country joined Europe’s single currency in 1999;
youth unemployment is running at 40%; and government
debt stands at over 130% of GDP. Other euro-zone countries
have been battered by the markets, but the fundamental rea-
son for Italy’s decline is the failure of successive governments
to run the place properly.

That explains why there is such excitement over the immi-
nent arrival of Matteo Renzi as Italian prime minister. It also
underlines the scale of the challenge he faces. There is plenty
of reason to be enthusiastic. At 39, Mr Renzi will be Italy’s
youngest-ever prime minister, a refreshing change from the
country’s usual tired gerontocrats. He is an energetic and force-
ful outsiderwho isnot tainted by longassociation with the dis-
credited Italian political class. Moreover, he is fizzing with
bright ideas for his first 100 days: a new electoral law to in-
crease the chance that governments will be strong enough to
implement their policies; labour-market liberalisation that
helps create jobs; a shake-up of Italy’s sclerotic and dysfunc-
tional publicadministration; constitutional change; and taxre-
forms. If such a hugely ambitious agenda could be realised, it
would do much to restore the country (see page 43).

And yet Mr Renzi may not prove able to push these reforms
through. Although he was elected the leader of Italy’s centre-
leftDemocraticParty in Decemberand has longbeen mayor of

Florence, he has never been a member of the Italian parlia-
ment or even served as a minister. Mr Renzi has shown a ruth-
less streak in pushing aside his party colleague, Enrico Letta,
who was picked to serve as prime minister after an inconclu-
sive election less than a yearago. Buthe will be leading a baggy
left-right coalition similar to Mr Letta’s and to the bipartisan
group that backed his predecessor, the technocratic Mario
Monti. Both these men tried their utmost to push through the
radical reforms that Italy needs; both found it near-impossible,
with such a set-up, to overcome entrenched opposition. Mr
Renzi could have a hard time with his party’s left, with the un-
ions, with his partners, with Silvio Berlusconi’s opposition
party and with followers of the maverickBeppe Grillo. 

It is possible that the new man could find reserves of resil-
ience and toughness to succeed where his two respected pre-
decessors did not, in which case more power to his elbow. But
he is vulnerable, and not just to the usual difficulty of running
a fractious government and coping with vested interests. He
alreadyfaces sharp criticism forbeing the third man in a rowto
be made Italian prime minister without presenting himself to
the electorate as a candidate. The polls say he is Italy’s most
popular politician, but they also suggest that voters disap-
prove ofhis stabbing the decent Mr Letta in the back. 

Askthe voters
The obstacles to change in Italy are gigantic. It would be easier
to overcome them with a more cohesive government and a
clear thumbs-up from the voters. Mr Renzi is talking of serving
as prime minister until 2018, the end of the current parlia-
ment’s term. Instead, he should push through the electoral re-
forms that he has already agreed with Mr Berlusconi, and then
call a snap election. MrRenzi maybe the rightman to deal with
Italy’s chronic economic problems, but he needs a proper
mandate to change his country. 7

A new prime minister in Italy

A man needs a mandate

IfMatteo Renzi is to clean up Italy’s mess, he needs to call an election
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IN 1968 an American ecologist,
Garrett Hardin, published an

article entitled “The Tragedy of
the Commons”. He argued that
when a resource is held jointly, it
is in individuals’ self-interest to
deplete it, so people will tend to
undermine their collective long-

term interest by over-exploiting rather than protecting that as-
set. Such a tragedy is now unfolding, causing serious damage
to a resource that covers almost half the surface of the Earth.

The high seas—the bit of the oceans that lies beyond coastal
states’ 200-mile exclusive economic zones—are a commons.
Fishing there is open to all. Countries have declared minerals
on the seabed “the common heritage of mankind”. The high
seas are of great economic importance to everyone—fish is a
more important source ofprotein than beef—and getting more
so. The number of patents using DNA from sea-creatures is
rocketing, and one study suggests that marine life is a hundred
times more likely to contain material useful for anti-cancer
drugs than is terrestrial life. 

Yet the state ofthe high seas isdeteriorating (see pages51-53).
Arctic ice now melts away in summer. Dead zones are spread-
ing. Two-thirds of the fish stocks in the high seas are over-ex-
ploited, even more than in the parts of the oceans under na-
tional control. And strange things are happening at a
microbiological level. The oceans produce half the planet’s
supply of oxygen, mostly thanks to chlorophyll in aquatic al-
gae. Concentrations of that chlorophyll are falling. That does
not mean life will suffocate. But it could furtherdamage the cli-
mate, since less oxygen means more carbon dioxide.

For tragedies of the commons to be averted, rules and insti-
tutions are needed to balance the short-term interests of indi-
viduals against the long-term interests of all users. That is why
the dysfunctional policies and institutions governing the high
seas need radical reform. 

Net loss
The first target should be fishing subsidies. Fishermen, who of-
ten occupy an important place in a country’s self-image, have
succeeded in persuadinggovernments to spend otherpeople’s
money subsidising an industry that loses billions and does
huge environmental damage. Rich nations hand the people
who are depleting the high seas $35 billion a year in cheap fuel,
insurance and so on. The sum is over a third of the value of the
catch. That should stop.

Second, there should be a global register of fishing vessels.
These have long been exempt from an international scheme
that requires passenger and cargo ships to carry a unique ID
number. Last December maritime nations lifted the exemp-
tion—a good first step. But it is still up to individual countries to
require fishing boats flying their flag to sign up to the ID

scheme. Governments should make it mandatory, creating a
global record ofvessels to help crackdown on illegal high-seas
fishing. Somalis are not the only pirates out there.

Third, there should be more marine reserves. An eighth of
the Earth’s land mass enjoys a measure of legal protection
(such as national-park status). Less than 1% of the high seas
does. Over the past few years countries have started to set up
protected marine areas in their own economic zones. Bodies
that regulate fishing in the high seas should copy the idea, giv-
ing some space for fish stocks and the environment to recover. 

Governing the oceans 

The tragedy of the high seas 

Newmanagement is needed for the planet’s most important common resource

Italy 146th), and America dropping down the charts. The costs
of some big laws, notably Obamacare, are well documented;
but the dripfeed of lesser-known rules does more harm. For in-
stance, the EU is considering requiring nearly all companies to
appoint a data-protection officer to safeguard customers’ de-
tails. The cost would be monumental.

Despite the howls about tax avoidance, the tax take on cor-
porate profits in OECD countries has barely changed in 30
years. And the profits tax makes up less than half of govern-
ments’ total revenue from the corporate sector; payroll taxes,
property taxes, sales taxes and environmental levies all con-
tribute as well. 

High corporate taxes are not a painless way to raise money.
Companies pass their tax bills on in the form of higher prices,
lowerwages, or lowerdividendsforshareholders, such aspen-
sion funds. Nordo high marginal taxratesnecessarily translate
into a high tax take; in 2012, Ireland, with its12.5% rate, received
a higher proportion ofGDP in profits taxes than France, whose
rate is 33%. The higher the rate, the more likely a company is to
find a way ofnot paying it, or lobbying for an exception. 

High tax rates and complex regulations create an arms race
in which companies lobby politicians for the best deals and
the most successful businesses may not be the ones with the

best products but the ones with the best political connections.
The exemptions in America’s tax codes run into the trillions.
The effect adds to voter cynicism—which in turn feeds the de-
mand for higher taxes and company-bashing. 

The rules of repulsion
Too many Western countries are stuck in this spiral. The sol-
utions have been rehearsed often by this newspaper: lower
tax rates and far fewer exemptions; a tax system that focuses
on individuals not companies; regulations with sunset clauses
so they expire. But it also requires a change of attitude, espe-
cially on behalf of the politicians. There are plenty of areas—
from developing a well educated workforce to warding off
cyber-attacks—where business and government need each
other, and should co-operate. And, these days, business will
not stay around to be bashed. 

The fast-growing markets are in the emerging world, as are
many of the rising corporate giants. Few French bosses—let
alone Chinese ones—would start a multinational business
from scratch in Paris. Big companies do not leave overnight;
they gradually transfer ideas and jobs to friendlier environ-
ments. These days the corporate geese that are plucked too
much won’t just hiss: they will fly away. 7

1

  



Barclays undertakes its US securities and investment banking business in the name of its wholly-owned subsidiary Barclays Capital Inc., an SIPC and FINRA member. ©2013 Barclays Bank PLC. 
All rights reserved. Barclays is a trademark of Barclays Bank PLC.

For innovative companies like yours, patience is anything but a virtue. 
The breakthroughs that will grow your business and improve lives tomorrow 
need to be in development today. At Barclays, we’re just as driven to help you 
succeed. We focus on understanding your company inside and out, so we 
can put together the fi nancing solutions that fi t best. That way, you can get 
started on what’s next sooner rather than later. Because a lot can happen 
when your ambition meets our drive to help you realize it. 
Get macroeconomic insights daily at barclays.com/realizations

Can financing the future
begin today?

  



12 Leaders The Economist February 22nd 2014

ALEX SALMOND’S first foray
into politics was in primary

school, when he represented
the Scottish National Party in
mock elections—and won, after
pledging to replace his fellow
pupils’ daily allowance of milk
with ice cream. As that party’s

leader, he kept the flame burning during the dark days of Tony
Blair’s government, when devolution seemed to have killed
nationalism stone dead. Given how long Mr Salmond has
been pondering the cause of Scottish independence, he might
have thought up some better answers to the first real political
attackon his plans. 

A joint assault from London and Brussels has knocked Mr
Salmond onto his heels and jeopardised his chances of win-
ninga referendum, due in September, on Scotland’s future (see
page 48). Britain’s three main political parties flatly declared
that they would not countenance a currency union with an in-
dependent Scotland. Since four-fifths ofScots want to keep us-
ing the pound, this is a devastating blow. Then José Manuel
Barroso, president of the European Commission, added that
Scotland would find it almost impossible to join the EU.

Mr Salmond has responded with a mixture ofbluster, deni-
al, obfuscation and crude threat. How dare Westminster poli-
ticians, and especially posh Tories like George Osborne, the
chancellorofthe exchequer, talkdown to Scotland? Don’t they
realise it will drive Scots into the secessionist camp? A curren-
cy union would workfine, he continues: see pages140 to 149 of
a technocratic review carried out for the Scottish government
last year. Any Westminster politician who rules it out is surely
bluffing. Ifby some chance they are not, and refuse to let an in-
dependent Scotland share the pound, well, Salmondland will
refuse to shoulder its share of the national debt. 

This newspaper believes it is entirely up to Scots to decide
whether their country should leave the United Kingdom. If
they want to be independent, they should go for it. But this
week’s fracas ought to give any Scot pause. It has abruptly re-

vealed some of the dangers of going it alone—and some of the
dodginess of the man who touts that future.

Mr Salmond promises Scots the grown-up equivalent of
free ice cream: an easy separation that will leave everyone bet-
ter off. This is a confection. An independent Scotland might be
able to pay its way at first, but its finances will deteriorate
sharply as its people age and the North Sea runs out of oil and
gas. Even while it remains a petro-state, Scotland’s revenues
will veer up and down with oil prices. It could not sustain its
current (very large) welfare bill, let alone the extra toppings the
nationalists promise, involving free child care and the like. 

Divorce in haste, repent at leisure
And Mr Salmond is wrong: Westminster is not bluffing over
the pound. The Treasury means it when it says currency un-
ions only work when budgets are controlled centrally—hardly
the autonomy nationalists are planning for. The rest of Britain
would also want control over Scotland’s large banks. Sharing
the pound might be intolerable even then. Buried in the tech-
nocratic report Mr Salmond cites are plans for formal Scottish
representation on the Bank of England, but English voters are
unlikely to tolerate a foreign countryweighing in on their inter-
est rates. Mark Carney, the governor of the Bank of England,
delivered the same message as Mr Osborne, more softly.

Nationalists promise, blithely, that everybody will start be-
having nicely when Scotland votes for independence. Non-
sense: the dispute over the pound is just a taster of the bitter
rows that would follow—involving the division of North Sea
oil, pension payments and much else. Mr Barroso may over-
state the difficulty of Scotland joining the EU, but the process
would probably be slow, especially if Britain kicks up a fuss.
Mr Salmond seems to forget that British politicians would no
longer be beholden to the people ofhis country. 

Picking a fight with Scottish nationalists is a risk, too: it
might drive voters into their arms. But Mr Osborne and other
unionist politicians are right to do it, because the alternative is
worse: Scots voting for independence in the belief that it
would come with a couple ofscoops and a chocolate flake.7

Scottish independence

Pounded into submission

It has not taken much to reveal the folly in Scottish nationalists’ plans

But reforming specific policies will not be enough. Coun-
tries also need to improve the system ofgovernance. There is a
basic law ofthe sea signed by most nations (though not Ameri-
ca, to its discredit). But it contains no mechanisms to enforce its
provisions. Instead, dozens of bodies have sprung up to regu-
late particular activities, such as shipping, fishing and mining,
or specific parts of the oceans. The mandates overlap and con-
flict. Non-members breakthe rules with impunity. And no one
looks after the oceans as a whole. 

A World Oceans Organisation should be set up within the
UN. After all, if the UN cannot promote collective self-interest
over the individual interests of its members, what is it good
for? Such an organisation would have the job of streamlining
the impenetrable institutional tangle. But it took30 years to ne-
gotiate the law of the sea. A global oceans body would proba-
bly take longer—and the oceans need help now.

So in the meantime the law of the sea should be beefed up.
It is a fine achievement, without which the oceans would be in
an even worse state. But it was negotiated in the 1970s before
the rise of environmental concerns, so contains little on biodi-
versity. And the regional fishing bodies, currently dominated
by fishing interests, should be opened up to scientists and
charities. As it is, the sharks are in charge of the fish farm. 

This would not solve all the problems of the oceans. Two of
the biggest—acidification and pollution—emanate from the
land. Much of the damage is done within the 200-mile limit.
But institutional reform for the high seas could cut overfishing
and, crucially, change attitudes. The high seas are so vast and
distant that people behave as though they cannot be protected
or do not need protection. Neither is true. Humanity has
harmed the high seas, but it can reverse that damage. Unless it
does so, there will be trouble brewing beneath the waves. 7
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Immigration rights

SIR — I am tired ofThe Econo-

mist’s repetitive fulminations
against America deporting
illegal immigrants (“Barack
Obama, deporter-in-chief”,
February 8th). After all, they
have broken the law. But more
significant by far is the mes-
sage that any kind ofamnesty
sends to the millions ofpeople
trying to emigrate to America
who follow the rules but are
turned down.

I have worked in Thailand
for15 years and I see daily the
hundreds ofThais visiting the
American embassy to try to
emigrate by adhering to our
procedures; less than 3% gain
admission. The situation is the
same all over Asia and the
developing world. There is
little sympathy for those who
don’t get a visa. Yet illegal
immigrants from Mexico are to
be rewarded for violating the
law merely because America
shares a border with Mexico. 

Such a policy promotes
rather than discourages illegal
immigration. Nothing could be
more illiberal and cruel, and
nothing impoverishes Ameri-
ca more than rewarding those
who violate its laws. Few, if
any, “nativists” oppose letting
talented and educated im-
migrants into America legally. 
DAVID DONNELLY

Bangkok

SIR — After 20 years ofNAFTA,
the omission ofmechanisms
to regulate the movement of
labour are ever more glaring.
Mexico hosted the North
American Leaders’ Summit
this week; leadership is re-
quired from the heads ofstate.

Enrique Peña Nieto would
do well to understand that,
more than flashy legal reforms,
he needs to focus on basic
governing: strengthening our
institutions and implementing
the rule of law with a firm and
even hand. As for Barack
Obama, we would call on him
to espouse immigration re-
form by speaking to his fellow
Americans in a way that does
service to his country’s princi-
ples, backed by data that
speaks to their self-interest.

Ifboth our governments
were to lead on these issues

there would still be a lot of
migration between the United
States and Mexico. But it
would be ofmillions offrost-
bitten Americans coming to
enjoy Mexico’s warmth of
climate and hospitality.
CONGRESSMAN AGUSTÍN BARRIOS

GÓMEZ

Member of the Foreign Relations
Committee
Mexico City

SIR — I am a legal immigrant.
America is a tolerant nation,
but immigration is not a right,
it is a privilege, and countries
should guard their borders.
People like myselfdo not
question the deportation of
those who broke American
laws. We came here legally and
expect others to do so.
IDA TIONGCO

New York

Attractive cyclists

SIR — ErikPostma’s research
linking the performance of
cyclists in the Tour de France to
their looks supports the idea
that “in areas where physical
effort is important…good
looks are a reasonable predic-
tor ofoutcome” (“Hot wheels”,
February 8th). But suppose the
handsome cyclists know that
their good looks have let them
get away with bending the
rules more easily than others.
And suppose that this knowl-
edge leads them to use illegal
performance-enhancing drugs
at a higher rate than their
less-handsome competitors. If
this were so, then Mr Postma’s
result would have little to do
with good looks, but could be
explained by another impor-
tant factor: doping.
JOCHEN KLUVE

Professor of empirical labour
economics
Humboldt University of Berlin

SIR — Surely the better expla-
nation is aerodynamics. Put
Quasmido and Chris Froome
in a wind tunnel and I’d bet
that Mr Froome’s face has less
wind resistance. A bent nose,
skewed chin or lopsided ears
would all be slight disad-
vantages over a 3,000km
(1,900 miles) Tour de France. 
ALISTER DOYLE

Oslo

SIR — The Tour works by teams
selecting a leader whom they
believe has the best chance of
winning the yellow jersey. The
leader’s teammates then sacri-
fice their personal perfor-
mance to shield him from the
wind and wear out opponents
by forcing them to make un-
strategic moves. Instead of
indicating fitness, perhaps
good looks predict how teams
choose someone to lead.
NATHAN GAMBLE

Hamilton, Canada

You want a democratic EU

SIR — The Economist suggests
bypassing the European Parlia-
ment so that Christine Lagarde
can become president of the
European Commission
(“Lagarde for president”,
February 8th). As you note, the
Lisbon treaty says the next
president of the commission
must be elected by a majority
at the European Parliament.
And the European Council
must take account of the result
of the elections to Parliament
when it proposes a candidate. 

For the first time, all the big
European political parties are
putting forward candidates for
the post. They aim to counter a
perceived democratic deficit
and boost voter engagement in
the European Union, some-
thing which critics such as The

Economist have been demand-
ing for years. 

This seems an odd time for
you to argue that heads of
government should haggle
behind closed doors and skirt
the electoral process to appoint
a non-elected person to the
EU’s top executive post.
JAUME DUCH

Spokesman of the European
Parliament
Brussels

Press freedoms in Ecuador

SIR – “Drawn and quartered”
(February 8th) claimed that
freedom ofspeech is threat-
ened in Ecuador. You cited a
ruling by the media regulator
that a correction should be
published for a cartoon in a
newspaper. But you omitted a
key fact: the correction was not
to the cartoon but to its cap-
tion. You chose to omit this

caption when reprinting the
cartoon. This is a case ofselect-
ing the facts to fit your story.

The actual situation is that
Ecuadorean media regulations
prevent outlets from taking an
“institutional position over the
innocence or guilt ofpeople
involved in a legal investiga-
tion”. The caption in question
clearly violated this regulation.
It claimed that the seizing of
computers as part ofa criminal
investigation was not due to
the fact that the president’s and
vice-president’s e-mails had
been hacked but was because
the computers were full of
“evidence ofcorruption”. This
was a clear interference in the
legal investigation and an
unsubstantiated claim and
thus needed to be corrected. 

Freedom ofspeech is not a
freedom to defame. Should the
press, unlike the rest ofsociety,
operate without legal and
democratically established
regulations?
JUAN FALCONÍ PUIG

Ambassador for Ecuador
London

Marriage sags in the sack

SIR — Assortative mating
(“Sex, brains and inequality”,
February 8th) decreases bed-
room activity, according to
recent studies. Traditional
households, where the wom-
an tookresponsibility for the
home and kids and the man
worked, were more lusty.

Egalitarian marriage has
turned couples into agreeable
roommates with common
goals, looking ahead next to
one another but not at each
other. It is redefining the con-
cept ofa happy marriage as a
friendly enterprise where
passion takes a backseat in the
car, right next to the children.
Note that the divorce rate
among the educated class is
now lower than it was. 
BERTA GRACIANO-BUCHMAN

Beverly Hills, California7

Letters

  



15

The Economist February 22nd 2014

New opportunity to lead one of the most important wheat yield
improvement programmes for decades

this position is Mexico; however, it is open to negotiation. Additionally, the successful candidate 
will be required to travel internationally on a regular basis.

The main responsibility of this position will be to serve as the senior executive leader of the 
Programme; manage a portfolio of commissioned and competitive projects, with the support 
of the Programme’s Secretariat. He/she will act as the primary spokesperson for the Programme 
and ensure that the Programme’s strategic objectives are achieved. The Programme Director will 
oversee and manage the budget and coordinate advocacy that generates additional fi nancial 
resources for the Programme.

We are seeking candidates with the following qualifi cations, skills and attitudes:

➢ Exceptional leadership in the management, implementation, monitoring, and evaluation of 
similar sized / funded Programmes and skills in strategic planning, supervision, budgeting 
and delivery of scientifi c milestones

➢ Ability to develop and communicate a common vision among diverse partners across public 
and private sectors and to lead multi-disciplinary teams

➢ Experience in managing complex activities involving coordination with multiple Programmes, 
international implementing partners and local partner institutions

➢ A minimum of 10 years of experience coordinating and managing large, international, 
multidisciplinary research Programmes in private or public sector

➢ PhD in a fi eld related to agriculture sciences is highly desirable

➢ Previous experience dealing with intellectual property issues would be advantageous

➢ Excellent English and strong written and verbal communications skills

➢ Ability to work in, and maintain strong inter-personal relations in, multi-cultural 
circumstances

To apply for this position, email a cover letter and CV (MS Word) no later than 21st March, 2014 
by 5pm GMT to Ms Serena Teng. E-mail: steng@sri-executive.com or call +353 1647 9207.

We are seeking a unique Programme Director to lead one of the most important plant 
breeding and agronomic challenges of the coming decades. Consequently a consortium 
of funders, led by the Biotechnology and Biological Sciences Research Council (BBSRC), 
United States Agency for International Development (USAID), United Kingdom’s 
Department for International Development (DFID), International Maize and Wheat 
Improvement Center (CIMMYT), Grains Research & Development Corporation (GRDC), 
and Syngenta Foundation for Sustainable Agriculture (SFSA), with support from other 
international organisations, is launching a new initiative to bring together new ideas from 
leading laboratories around the world to tackle the challenge for all regions.

The goal of this new, multi-partnered Programme, focused on wheat yield improvement, 
is to raise the genetic wheat yield potential by 50% over the next 20 years. The aim 
is to make leading discoveries associated with processes limiting yield-potential, and 
incorporate them into elite germplasm to ensure that enhanced proto-type products, 
fi t for deployment in the major wheat growing areas of the world, are generated. The 
Programme will provide new research funding and will seek synergies with existing 
Programmes in many countries, including the CIMMYT ‘WHEAT’ collaborative research 
Programme. The goals of the Programme are closely aligned with the vision of the Wheat 
Initiative (www.wheatinitiative.org), to harness and stimulate advances in science in order 
to engineer higher yield potential for wheat and thereby contribute to food security. 

This new Programme, focused on raising genetic wheat yield potential, will be led by a 
Programme Director who will co-ordinate and direct the Programme to ensure delivery of 
the milestones and fi nal outputs. The Programme’s funding partners are therefore seeking 
a dynamic leader, who is also an experienced scientist to lead this ambitious Programme 
globally. 

CIMMYT will host the Programme; however the Programme will operate as an entity 
separate from CIMMYT, with its own governance. The Programme Director will therefore 
report to the Programme’s Science and Impact Executive Board. The preferred location for 

This is an equal opportunity position. The board values gender equality, teamwork, and respect for diversity. Women are encouraged to apply.
Please note that only short-listed candidates will be contacted.

 SRI Executive Search has been appointed to support the Executive board in this strategic appointment.
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ONLYa daybefore Kievexploded, it had
seemed that a three-month-long

stand-off between protesters and the gov-
ernment of President Viktor Yanukovych
was ending. The government had agreed
to an amnesty for protesters who, in turn,
began to dismantle their barricades and
leave the public buildings they had occu-
pied. Mr Yanukovych and the opposition
were talking about a coalition government
and a return to the 2004 constitution,
which limited presidential powers. The
world breathed a wary sigh of relief. Yet
less than 24 hours later the agreement, and
parts ofcentral Kiev, were in flames. 

On February 18th riot police stormed
Independence Square (Maidan), the scene
of a protest camp since December. Officers
threw percussion grenades taped up with
nails and bolts at protesters, who respond-
ed with Molotov cocktails. Live ammuni-
tion was used. Plain-clothes thugs, under
police protection, rampaged through the
centre of Kiev. A trade-union building,
which had served as the protesters’ head-
quarters and had been turned into a make-
shift hospital, was in flames. Witnesses
said doctors operated on dining tables as
riot police threw smoke grenades through
the windows. By February 20th dozens of
people, including ten policemen, had been
killed and hundreds injured.

It is the worst violence Ukraine has
known in its 22 years as an independent
country, and it isnotover. Atruce agreed by
the government and members of the op-
position on February 19th quickly broke
down. As more deaths were reported, the
defence ministry said it was preparing to
use the armed forces. If Ukraine descends
into civil war, as many now fear, European
security could be tested to the limit. How
did this country, which until recently had
its sights set on membership of the Euro-
pean Union, turn into a war zone?

From orange to blood-red
Ofall the former Soviet republics that won
independence in 1991, Ukraine was argu-
ably the most passive. It was also among
the richest. Then a country of 52m people
(its population has since shrunk to 46m) in
an area a little smaller than France, blessed
with a good climate, rich land and access to
the Black Sea, Ukraine had every reason to
prosper. Yet unlike the Baltic states of Esto-
nia, Latvia and Lithuania, it never fought
for its sovereignty and did not use its new
powers of self-determination to turn itself
into a modern state. Instead, Ukraine’s
elites understood independence as a right
to pillage their country, without having to
share the proceeds with anyone.

Compounding the problem is a deeply

buried division between the Russian-
speaking, industrialised east of the coun-
try and Crimea, and the nationalist-mind-
ed western Ukraine, once part of Poland
and Austria-Hungary until it was annexed
by Stalin as part of a non-aggression pact
with Nazi Germany in 1939. What held the
whole country together was Kiev, recog-
nised by all as the capital.

The seeds of the current crisis were
planted by Mr Yanukovych. In 2004 he
tried to steal the presidential election, but
was defied by mass protests that instead
swept his opponents, Viktor Yushchenko
and Yulia Tymoshenko, to power. That
protest, better known as the orange revolu-
tion, ended peacefully when Mr Yanuko-
vych’s predecessor and backer, Leonid
Kuchma, refused to use force against prot-
esters, as Mr Yanukovych urged.

Yet such were the failures of Mr Yush-
chenko and his team that in 2010 the coun-
try democratically elected Mr Yanukovych
as its president. Tired ofUkraine’s soap-op-
era politics and the squabbles within its
ruling team, the West greeted the arrival of
Mr Yanukovych with some relief. It turned
a blind eye to his accumulation of ever
more political power, interpreting it as a re-
turn to order. It was more worried by Mr
Yanukovych’s deals with Russia over gas
and the Russian Black Sea fleet than it was
by the fact that he was replicating the
Kremlin’s system ofgovernance, jailing Ms
Tymoshenko and steering cash into the
hands ofhis family and close friends.

Holding their noses, European Union
leaders negotiated with Mr Yanukovych
over an association and free-trade agree-
ment that was supposed to move Ukraine
closer to Europe. They persuaded them-
selves that Mr Yanukovych could deliver.
Instead, he used the negotiations to extract
money and political guarantees from Rus-
sia, which in turn seized the chance to
tighten its grip over Ukraine, which it was
keen to include in a customs union of its
own with Belarus and Kazakhstan. After a
secretmeeting in Novemberwith Vladimir
Putin, Russia’s president, who promised
cheap gas, a $15 billion credit-line and no
awkward questions about human rights,
Mr Yanukovych ditched the EU deal.

When a few hundred people, mainly
students, took to the streets to protest
against this U-turn, Mr Yanukovych dealt
with them as his instinct (and, perhaps, his
newKremlin patrons) advised him: he sent
in troops to beat them up. The next day, ap-
palled by such violence, hundreds of thou-
sands of Ukrainians poured out onto the
Maidan, scene of the orange revolution.
Suddenly it was no longer an issue of a
free-trade agreement with the EU or a cus-
tomsunion with Russia. Itwasaboutan ex-
istential choice between a corrupt and au-
thoritarian post-Soviet system of
governance and a European one. This was 

Europe’s new battlefield

KIEV AND MOSCOW

Bloodyskirmishes between the police and protesters in the centre ofKievcould yet
descend into something darker

Briefing Ukraine’s crisis

  



20 Briefing Ukraine's crisis The Economist February 22nd 2014

2 a more serious threat to the Kremlin than
any agreement with the EU. People in a
Slavic former Soviet republic were trying
to shake offits Soviet legacy, even as Russia
itselfwas tightening the screws.

The initial Maidan encampment had
the atmosphere ofa festival celebrating the
birth of the nation. People waved Ukrai-
nian flags and sang the national anthem.
Middle-class protesters came to demand
an overhaul of the political system, includ-
ing its compromised opposition. The core
of the protesters was made up of people
from western Ukraine who refused to re-
cognise Mr Yanukovych’s authority over
them. Defended bybarricades, the Maidan
turned into a free territory inside Kiev. Its
discipline gave it a moral superiority over
MrYanukovych’s government and his Rus-
sian backers, who tried to portray the prot-
esters as nationalist radicals. Both Mr Ya-
nukovych and the opposition were taken
by surprise. Opposition leaders tried to
ride the popularity of the protest, but they
were never fully in charge of it.

For Mr Yanukovych to deal with the
protesters on his own terms, they first had
to be radicalised. This is what has hap-
pened over the past three months. The gov-
ernment refused to respond to the protes-
ters’ demands, while pretending to
negotiate with opposition leaders, each of
whom had his own interests. After two
months of camping out in the cold and
with no results in sight, the protesters start-
ed to get frustrated. To raise the tempera-
ture Mr Yanukovych provoked them with
draconian laws, apparently copied from
Russia’s play-book, which criminalised
everybody out demonstrating.

On January 22nd protesters hungry for
action and tired of empty talk from both
the government and the opposition
clashed with the police, lobbing Molotov
cocktails. The police shot back. Five people
were killed and dozens injured. Some 25
people went missing. The violence
stopped as suddenly as it had begun, but
the atmosphere had changed. Russian
state television portrayed the protesters as
Western-sponsored radicals and terrorists.

A period of clashes was followed by
calm. Mr Yanukovych cancelled the draco-
nian laws and surrendered his prime min-
ister, Mykola Azarov, who resigned on Jan-
uary 28th. Mr Yanukovych offered the post
to Arseny Yatseniuk, leader ofMs Tymosh-
enko’s party, who turned it down. The qui-
etening of tensions in Ukraine coincided
with the grand openingofthe Sochi winter
Olympics, which was attended by Mr Ya-
nukovych. 

The calm did not last. While keeping
the opposition distracted with prolonged
and fruitless negotiations, Mr Yanuko-
vych, it seems, was marshalling his forces
for a crackdown. Worried about contagion
spreading from Ukraine to Russia, the
Kremlin too was making its own prepara-

tions. It steamrollered media outlets that
had favourably reported on the protests,
and prosecuted its own anti-government
protesters. It extended Ukraine’s credit line
by another $2 billion as Sergei Glazyev, an
adviser to Mr Putin on Ukraine, openly
called on Mr Yanukovych to use force
against “terrorists” to prevent chaos.

The lull also allowed people on the
Maidan to equip themselves with ammu-
nition and protective gear. For more than
three weeks the mostly young, male vol-
unteers of the so-called Maidan Self-de-
fence Brigadeshad been playingsoldiers in
and around the protest camp, guarding the
barricades, decorating their makeshift
weapons and armour and talking about
the battle to come. The emboldened oppo-
sition decided to increase the pressure on
Mr Yanukovych. They demanded a consti-
tutional change that would turn Ukraine
backinto the parliamentary republic it was
before MrYanukovych tookpower in 2010.
On February 18th, as the barricades came
down, opposition leaders called for a
“peaceful attack” on the parliament.

The risk that it would not remain peace-
ful was clear to all. Opposition politicians
warned that Mr Yanukovych was seeking
an excuse to storm the camp and put an
end to the demonstrations. When his fac-
tion refused to discuss the constitutional
reform in parliament, protests flared.
Someone set alight the heavy trucks that
had been blocking the roads, and the po-
lice, desperate for a fight, charged. The
bloodiest day in Ukraine unfolded.

Where east meets west

Mr Putin has never come to terms with Uk-
raine’s sovereignty, seeing the country as a
non-state which ultimately belongs to Rus-
sia. He saw the EU’s attempt to sign a deal
with Ukraine as little more palatable than
NATO’s attempt to draw in Georgia in
2008. That resulted in a five-day war be-
tween Russia and Georgia, leavingseparat-
ist parts of Georgia occupied by Russian
forces and off-limits for NATO. Experiences
gathered then may have come in handy in
Ukraine. Vladislav Surkov, a Kremlin ad-
viser who is formally in charge of dealing

with the Georgian breakaway regions of
Abkhazia and South Ossetia, has been
handling the Ukraine crisis for Mr Putin,
and has been spotted in Kiev and Crimea.

Mr Yanukovych believed that he was
trading his refusal to sign an agreement
with the EU for Russia’s financial backing.
But Mr Putin, who places little trust in Mr
Yanukovych, needed firmer guarantees of
Ukraine’s dependence on Russia. A civil
conflict, blamed on the radicals, not only
deters the EU and the West from meddling,
but could also give Russia dominance over
parts of Ukraine, including Crimea, which
it has long coveted.

What next? The western parts of Uk-
raine have rejected Mr Yanukovych’s rule,
while the southern and eastern regions are
mobilising people in support of the regime
and calling on the president to deal with
the rebels decisively. The head of the secu-
rity service has said that police stations
and arms depots are being seized by prot-
esters in the west of the country. Crimea,
which has an ethnic-Russian majority and
which is home to a Russian naval fleet,
could be the next hot spot. On February
20th the head of its parliament suggested
that the region could secede from Ukraine.

MrGlazyevhascalled for the federalisa-
tion of Ukraine, with a right to “self-deter-
mination”, and has asserted that Russia
has an obligation to intervene in the coun-
try. Meanwhile America, which has an-
nounced visa bans on 20 members of Uk-
raine’s government, has toughened its
own rhetoric. Describing Ukraine as a “cli-
ent state of Russia”, on February 19th Ba-
rack Obama said that Ukraine should not
be seen as “some cold-war chessboard in
which we are in competition with Russia”.
In the Maidan, as police and protesters ex-
change live rounds and petrol bombs, it is
anything but a game.7

Ukraine’s ruler, and Victor Yanukovych
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APLAGUE of Asian carp afflicts the Mid-
west, wipingoutnative speciesand as-

saulting unsuspecting fishermen. The crea-
tures were introduced by well-meaning
technocrats trying to cure a different pro-
blem, but the carp have grown so large and
numerous that the government is now for-
mulatingexpensive plans to curb them. Re-
place “carp” with “imports” and you have
an accurate description of how a large
number of Democrats, and a smaller num-
ber of Republicans, feel about free trade.
This helps to explain why Congress is like-
ly to block two big free-trade deals—one
with Asia, the other with Europe—until
after November’s mid-term elections, and
possibly to scupper them altogether.

Thiswould make both America and the
world poorer. Peter Petri of the Peterson In-
stitute, a think-tank, estimates the boost to
global income from the Trans-Pacific Part-
nership (TPP) alone to be $295 billion a
year, $78 billion of that accruing to the Un-
ited States. The Transatlantic Trade and In-
vestment Partnership (TTIP) is roughly as
large. And the deals could generate big ex-
tra benefits by paving the way for more
competition in services, the largest but
least globally traded part of the economy.

For all its self-image as a place where
doing business comes first,
America has often found
trade deals frightening. This is
partly because its continent-
spanning economy is more self-
contained than many people re-
alise: imports and exports of
goods amount to 23% of GDP,
compared with 26% for the EU

or46% forChina, so the constit-
uency for reducing tariffs and
opening markets is relatively
small. The last time Congress
granted the president “fast-
track” authority to negotiate
trade deals was in 2002. This
power, now known as Trade Pro-
motion Authority, allows the presi-
dent to thrash out a pact and then pre-
sent it to Congress for an up-or-down vote,
with no amendments allowed. It expired
in 2007 and has not been renewed.
Without it American negotiators
will find it impossible to put to-
gether a good deal, because
the people on the other
side of the table will
know that Congress is

but it reflects a powerful feeling on the left.
“Our constituents,” said three House
Democrats, George Miller of California,
Louise SlaughterofNew Yorkand Rosa De-
Lauro of Connecticut, “did not send us to
Washington to ship their jobs overseas”.

Within the Democratic caucus, there is
“a level of scepticism on trade that we ha-
ven’t seen since the mid-1990s [when the
North American Free-Trade Agreement, or
NAFTA, was signed]—in fact it’s probably
higher now than it was then,” says Matt
Bennett of Third Way, a centre-left think-
tank. The belief that NAFTA is partly to
blame for rising income inequality and the
disappearance ofwell-payingmanufactur-
ing jobs has become fixed on the left, so

that even those who are in favour
of the Asian deal talk about

“learning the lessons of
NAFTA”, as if it were a pain-
ful defeat.

Opponents of free trade
have fixed on the idea that

letting the White House nego-
tiate behind closed doors is

somehow undemocratic and that
more transparency is required. The
executive office responsible for
trade negotiations has held more
than 1,150 meetings on Capitol
Hill on the Asia deal alone, but
this is apparently insufficient.

A similar argument has devel-
oped to oppose the deal at the
other end of the political spec-
trum. In addition to those few Re-
publicans who oppose more free

trade forprotectionist reasons there
is a largergroup that likes trade deals

in theory but not in practice, since ne-
gotiating them involves handing power

to a president who cannot be trusted. The
Republican letter opposing the grant-

ing of such authority regrets that
“recent presidents have seized

Congress’s constitutional
trade authority” and asks
for it to be returned.

It is hard to oppose 

likely to unpickwhatever is agreed.
The last time the White House was

granted the authority to do trade deals,
George W. Bush was popular and Republi-
cans had a majority in the House. Even so,
the law only just squeaked through, with
183 Democrats voting no in the House and
only 25 voting yes. Moreover, the deal
mooted in 2002, a free-trade pact with An-
dean nations, was small: the threat to
American jobs from imported Peruvian
knitwear seemed less menacing than an
Asian pact that includesbigeconomies like
Japan and Australia (though not China).

Most of the lawmakers who voted in fa-
vour of that deal have now left Congress.
Of the 279 members of both chambers
who voted yes, only 86 remain. That
makes any vote on granting the president
the authority to do an Asian trade deal
and, later, a European one, hard to predict.
But there are good reasons for assuming
that the chances are not good.

A total of 173 House members—151
Democrats and 22 Republicans—have al-
readysigned lettersopposingthe grant-
ing of deal-making authority to the
White House. The wording of the
letter signed by the Democrats
gives them some wiggle room,

Trade policy

Taking aim at imports

WASHINGTON, DC

Protectionists in Congress could scuppercrucial free-trade deals 
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2 greater transparency without sounding
sinister, but too much will make it hard for
America to do a good deal. “I don’t know
anyone who, when buying a car or a
house, walks in with their best price writ-
ten on their forehead,” says someone in-
volved in negotiating the Asian deal.

Both sides in Congress now seem to
prefer inaction to movingahead. The office
of John Boehner, the House Speaker, has
suggested he will need the support of 50

Democrats to ensure passage. That seems
impossible for now, which probably suits
him well: attending a signing ceremony
with Mr Obama in the Rose Garden is not
high on his list of priorities before the mid-
terms. This suits Democrats, who would
rather not pick a fight with the unions be-
fore the elections. Yet even when that hur-
dle is past, it is not clear that the political
maths on which approval for free trade
turns will have changed.7

THE first rule for staying alive in a desert
is not to pour the contents of your wa-

ter flask into the sand. Yet that, bizarrely, is
what the government has encouraged
farmers to do in the drought-afflicted
south-west. Agriculture accounts for 80%
ofwater consumption in California, for ex-
ample, but only 2% of economic activity.
Farmers flood the land to grow rice, alfalfa
and other thirsty crops. By one account,
over the years theyhave paid just15% ofthe
capital costs of the federal system that de-
livers much of their irrigation water. If wa-
ter were priced properly, it is a safe bet that
they would waste far less of it, and the ef-
fects of California’s drought—its worst in
recorded history—would not be so severe.

The “ridiculously resilient ridge,” an
unusually persistent high-pressure zone,
has installed itself off the Pacific coast,
stoppingprecipitation systems from travel-
ling towards the Sierra Nevada, where they
typically deposit their moisture. Last
month snowpack in the Sierras fell to 12%
of average January levels. Rainfall has dis-
appointed for three years. Lake Folsom,

near Sacramento, has shrunk so far that an
old gold-rush town has been exposed. The
rainy season has six weeks or so to go, but
there is little sign of respite. California is
bracing itself for a brutal fire season.

State officials have cut off supplies to
water districts; their federal counterparts
will soon follow suit. Some farmers who
made the risky decision in past years to
plant lucrative pistachio and almond trees,
which require year-round watering, have
had to bulldoze them. Others are fallowing
farmland, ordiggingdeeper to tap brackish
groundwater, further depleting aquifers. 

On January 17th Governor Jerry Brown
urged Californians to cut water use by 20%
and issued a drought declaration, which
loosens the rules restricting in-state water
transfers. Last week Barack Obama visited
Fresno, in California’s fecund Central Val-
ley, to announce $183m of federal aid be-
fore spending three days golfing on well-
watered courses in the desert. This week
California’s leaders pledged a further
$687m in drought relief.

Drought is also afflicting California’s

neighbours to the east (see map). But they,
along with California, are grappling with a
longer-term problem: the Colorado river,
which waters seven states (plus part of
Mexico), is struggling to service its clients.
Thanks to declining flows, last year the
Federal Bureau of Reclamation (FBR),
which oversees its use, cut the release of
water from Lake Powell on the Arizona-
Utah border to Lake Mead, America’s larg-
est reservoir. It has never done this before. 

The rules are showing their age. The
law of the river, which allocates precise
amounts of water to the seven Colorado-
basin states, was signed in 1922. The region
has grown quickly and unevenly since
then but the lawhasproved resilient; states
used to sue each other with wearying fre-
quency but now worktogether well. 

The problem is that 1922 fell in an
unusually wet period. For decades that did
not matter; the basin states were not big
enough to demand their full allocation. No
more: five of the seven are among Ameri-
ca’s ten fastest-growing states. Moreover,
climate change may be reducing supply
even as demand rises. In 2012 the FBR said
that by 2060 the supply gap from the Colo-
rado could reach 3.2m acre-feet (an acre of
water a foot deep is the standard unit for
large amounts of the precious liquid). 

Traditionally the West has tried to engi-
neer its way out of water problems, and
thatapproach isnotdead in Nevada. Great-
er Las Vegas, where most Nevadans live,
depends on Lake Mead for90% ofits water,
but before long the lake is expected to fall
belowthe level ofthe firstoftwo pipes that
connect it to the city. So officials are build-
ing a deeper $816m “third straw” to main-
tain supply. They also want to lay a 300-
mile pipeline to bringwater from Nevada’s
sparsely populated north to Las Vegas, a
controversial plan some compare to Los
Angeles’s removal of water from the Ow-
ens Valley100 years ago (as fictionalised in
Roman Polanski’s “Chinatown”).

Unhappily for Nevada and Arizona,
California’s problems are also theirs.
Southern California is entitled to 4.4m
acre-feet of Colorado water a year, mainly
for farmland in the Imperial Valley. Under
a 2007 agreement the three states may
store water they do not need in Lake Mead
for laterwithdrawal. Because ofits drought
California is now drawing down the
580,000 acre-feet it has saved in recent
years; it tookaround 80,000 in 2013. That is
hastening the day when Mead falls below
1,075 feet (it is currently at 1,109) and com-
pulsory cuts kick in. For complex historical
reasons Nevada and Arizona will lose a
combined 500,000 acre-feet a year before
California has to give up a drop.

Douglas Kenney of the University of
Colorado Law School predicts “a new era”
of water management. One still occasion-
ally hears grand talk of transporting water
from the Missouri river, or of ferrying ice-

Water 

The drying of the West

LAKE MEAD, NEVADA

Drought is forcing westerners to considerwasting less water
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2 bergs from Alaska, but these pipe dreams
are giving way to a focus on conservation
and reform. Thanks to careful planning by
water authorities many cities in the West
have slashed per-capita water use; in the
past 12 years Las Vegas has cut consump-
tion by one-third as its population grew by
a fifth. Its successful “cash-for-grass” pro-
gramme (since renamed after grumbles
from the Drug Enforcement Administra-
tion), which pays residents to tear up
lawns, has been imitated elsewhere. All
water used indoors is recycled.

But more can be done, says Michael Co-
hen at the Pacific Institute, a think-tank. Cit-
ies in dry places like Israel and Australia
still consume far less water than Las Vegas.
Other cities in the West have a long way to
go: half the houses in Sacramento do not
meter water; Palm Springs, close to where
Mr Obama teed off this weekend, still ped-
dles the old illusions ofdesert verdancy. As
for water trading, it is underdeveloped
within states, let alone between them. 

Most of the future growth in water de-
mand is likely to come from cities. Some
therefore argue that urbanites should bear
the burden ofreducingdemand. This is too
kind to farmers, who waste farmore. Crops
that cannot be grown without subsidies
should not be grown. It should not take a
drought to make people stop building pad-
dy fields in the sand. 7

Gay marriage

Loving’s labour’s
won

RICHMOND

More good news formarriage equality

“NOT a day goes by that I don’t think
ofRichard and our love, our right to

marry, and how much it meant to me to
have that freedom to marry the person pre-
cious to me, even if others thought he was
the ‘wrong kind of person’ for me to mar-
ry.” So wrote the late Mildred Loving, a
black Virginia woman in whose name the
Supreme Court struck down laws against
inter-racial marriage in 1967.

On February13th another federal judge
quoted Loving’s words when striking
down Virginia’s ban on same-sex mar-
riage. “Our constitution declares that ‘all
men’ are created equal. Surely this means
all of us,” wrote Arenda Wright Allen. Ped-
ants pointed out that she meant the decla-
ration of independence, not the constitu-
tion. But her reasoning struckmany as fair. 

Virginia’s ban on gay marriage was
passed by referendum in 2006, with 57% of
voters for and 43% against. Polls suggest
those proportions would now be reversed.
Nationwide, a slim but growing majority
of Americans favours marriage equality.
Democrats seeking election now do better
when gay marriage is also on the ballot.
That is a striking reversal from 2004, when
proposed bans in 11 states inspired George
Bush-backing social conservatives to turn
out in droves. 

Every month seems to bring new victo-
ries for gay marriage, many of
them in conservative
states. Virginia follows
Utah and Oklahoma
in overturning bans in
recent weeks. (All
three decisions have
been suspended
pending appeals, al-
though 1,300 cou-
ples in Utah did
manage to get

Correction: In ÒSaudi AmericaÓ (February 15th) we said
that higher export prices for oil could raise American
output by as much as 200,000 barrels per year. We
meant per day. Sorry. 

LAST August Eric Holder, America’s attor-
ney-general, issued a memo to federal

prosecutors. It directed them not to charge
certain low-level, non-violent, non-recidi-
vist drug defendants without ties to cartels
with crimesseriousenough to trigger man-
datory minimum sentences. The direct ef-
fects of this policy shift seem small: Paul
Hofer, a lawyerwho specialises in sentenc-
ing matters, found that just over 500 of the
roughly 25,000 defendants sentenced un-
der federal drug laws in 2012 might have
got a smaller rap if Mr Holder’s policy had
been in place then. But it appears to have
given sentencing reform a strong shot in
the arm.

In early January the United States Sen-
tencing Commission (USSC), the agency
that sets sentencing policies for federal
courts, published proposed changes to

sentencing guidelines, one of which
would reduce penalties for some drugs
charges. Like mandatory minimums, these
guidelines were created to reduce judicial
variation and discretion. Since 2005 they
have been merely “advisory”, though in
practice they often determine how long a
guilty defendant spends in prison.

The USSC estimates that its proposed
change would reduce sentences by 11
months for around 70% of federal drug-
traffickingoffenders. Its own study of crack
offenders who received reduced sentences
undera similarchange found they were no
likelier to reoffend than those who served
full sentences. If approved by Congress,
this change would go into effect in Novem-
ber; the USSC reckons that it would reduce
the federal prison population by about
6,550 within five years.

Mercy, mercy
Congress also seems to be shedding its
usual lethargy on the subject. On January
30th the Senate Judiciary Committee sent
the Smarter Sentencing Act to the full Sen-
ate for a vote. This bill would, first, reduce
mandatory minimum sentences for non-
violent drug offenders and direct the USSC

to lower sentencing guidelines according-
ly. Second, it would make the Fair Sentenc-
ing Act of 2010 retroactive, so that anyone
imprisoned under the old law could apply
to have his sentence reduced. (That act in-
creased the amount of crack that triggers
five- and ten-year mandatory minimums
from 5 and 28 grams respectively to 50 and
280 grams, and eliminated the five-year
mandatory minimum for possessing five
grams of crack.) Third, the bill would give
judges more leeway to ignore mandatory
minimums in certain cases. Govtrack, a
website that tracks bills in Congress, gives
it a 57% chance ofbecoming law.

Not everyone is happy with these
changes. The National Association of As-
sistant United States Attorneys (NAAUSA),
which represents a minority of federal
prosecutors, urged senators not to “weak-
en the benefits of mandatory minimum
sentencing”—ie, the fact that harsh sen-
tences terrify defendants into co-operating
with prosecutors. One member of the
NAAUSA frets that without mandatory
minimums, “we are headed for a crime-
riddled future.”

Yet reform continues. Barack Obama
has yet to commute many long federal sen-
tences, but the Justice Department wants
to find more candidates for presidential
clemency. On February 11th Mr Holder
urged states to repeal laws that bar ex-con-
victs from voting. Anecdotal evidence
from federal courts in Tennessee, Vermont
and Virginia shows that some judges are
already shifting position because they ex-
pect the Smarter Sentencing Act to pass.
Advocates for ever-harsher sentences ap-
pear to be losing the whip hand. 7

Sentencing reform

Kinder, gentler
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2 hitched.) Campaigners are also celebrating
narrower rulings in Kentucky and Ohio. 

The recent rulings have their roots in a
Supreme Court decision from last June,
when the nine justices heard two gay-mar-
riage cases. They declined to rule on the
more closely watched one, covering a Cali-
fornian ban. But theydid acton the second,
overturning a section of the 1996 Defence
ofMarriage Act thatbarred federal recogni-
tion ofgay marriages. 

Part of Anthony Kennedy’s ruling fret-
ted about the law’s discriminatory effects;
that has provided legal ballast for the
judges in Utah, Oklahoma and Virginia, all
of whom quoted from it. The Supreme
Courtmayhave been hopingto punt the is-
sue for a few years. But Justice Kennedy’s
reasoning means it could come bouncing
straight back. All three state cases will be
heard in federal appeals courts, the first
two in Denver in April. If any of the deci-
sions is upheld, the case could return to the
Supreme Court as soon as next year. 

After last June, campaigners sought to
organise a national strategy for what they

call a “50-state solution”. But they have
been outpaced by events. Five states have
removed their bans since last summer,
bringing the total to 17 (plus Washington,
DC). Dozens of cases are working their
way through lower courts, and no one
knows where the next ruling will come
from: Utah surprised everyone. 

Arguments against gay marriage have
repeatedly been weighed in court and
found wanting; it is becoming harder for
opponents to explain what distinguishes
their case from bigotry. And many appear
to have lost their taste for battle. Republi-
can governors in New Jersey and New
Mexico barely protested when courts in
their respective states overturned mar-
riage bans last year. A proposed constitu-
tional amendment in Indiana has just
been gutted before reaching the ballot.
And last week Nevada’s attorney-general
declined to defend her state’s ban, raising
the prospect that gays may one day be able
to travel to Las Vegas, don Elvis costumes
and marry inside a pinkCadillac, like tradi-
tional couples do. 7

WHEN Central Falls—a city of 19,000
people squeezed into barely one

square mile—filed for bankruptcy in 2011, it
sent shivers across Rhode Island and
America. Some retired civil servants saw
their pensions cut from $27,000 a year to
$12,000. To stop the state from heading in
the same direction, Gina Raimondo, its
treasurer (pictured), launched a campaign
to overhaul Rhode Island’s pension sys-
tem, one of many that is in deep trouble
(see map). She went from town to town ex-
plaining why change was needed, earning
a reputation as a fiscally responsible

Democrat with a bright political future.
The legislature passed reforms in Novem-
ber 2011.

The sweeping changes included sus-
pending cost-of-living adjustments (CO-

LAs) until the pension scheme was 80%
funded; delaying retirement; and moving
all public workers into a hybrid scheme,
under which workers kept the defined
benefits they had already accrued but
would henceforth be switched into a de-
fined-contribution plan. All this cut the
$8.9 billion unfunded liability almost by
half. Not everyone was happy. Pensioners
bore the brunt of the changes, and some of
them sued, along with unions who repre-
sented 66,000 public workers. After a year
of federal mediation, a settlement was an-
nounced on February14th. 

The new deal rolls back some of the re-
forms. COLAs are no longer based on in-
vestment returns, but half on returns and
halfon the consumer price index; and they
can be made even if the plan is less than
80% funded. Employees with 20 or more
years of public service can move back into
a defined-benefit plan. Workers can retire
at 65 instead of 67. In return, contributions
go up slightly for most workers. The state’s
pensions are now 56% funded instead of
57%—a shortfall of $5.05 billion instead of

$4.8 billion. Without any reform at all, they
would have been only 42% funded.

The basic structure of the earlier law re-
mains. The new tweaks “make it more pal-
atable to retirees who felt hard done by,”
says Alicia Munnell of Boston College’s
Centre for Retirement Research. Michael
Downey of the American Federation of
State, County & Municipal Employees was
pleased with the deal but has heard grum-
bles from the rank and file that it is not
enough. “Had we not taken the state to
court, we wouldn’t have gotten anything,”
he says. The union will hold workshops to
explain the deal to members. 

The six groups, made up of pensioners
and unions, which challenged the 2011 leg-
islation still have to approve the settle-
ment. If even one group says no, the law-
suit will proceed. If they do approve it, the
state legislature must still review the settle-
ment and it must approve the 5% increase
in unfunded pension liability. 

John Simmons of the Rhode Island
Public Expenditure Council, an indepen-
dent research group, still has many ques-
tions. “This settlement is more complicat-
ed than the 2011 legislation, much more
complex.” He is worried about the addi-
tional burden on municipal governments,
many of which are already stretched. Mu-
nicipalities are not happy. They were not
part of the settlement talks, yet now carry
more of the pension costs. And Josh Rauh
of Stanford University suspects the state’s
unfunded liability is much larger than peo-
ple think.

The settlement preserves 95% of the
law’s savings and much of the reform, says
Ms Raimondo. Never mind the millions in
legal fees. “Rhode Island is still a trail-
blazer,” she says. This has never been
about politics, adds the treasurer, who is
runningforgovernor. “Itwasaboutfixing a
fiscal crisis.” But it is not fixed.7
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MUNSEY PARK, a well-to-do village on
Long Island, has lots of rules for its

2,700 residents. Major changes to a house
must be approved by the village trustees,
an elected board. Trustees often decide
what householders may build or place
around their homes. Even putting a basket-
ball hoop in one’s own yard requires their
permission. And the trustees, havingdeter-
mined that street basketball is a menace,
have now, in effect, banned it. 

“It’s not about regulating play,” says Pat-
rick Hance, the trustee who proposed the
measure. “You can play [basketball] in
your yard. Put a hoop in your yard or at the
top ofthe driveway.” But residents may not
erecta hoop, noteven a roll-awayone, near
the kerb. The trustees do not want the
pretty tree-lined streets to be disfigured by
hoops. They voted unanimously for the
ban on February12th after one household-
er challenged the existing law, which al-
lowed trustees to grant permits on a case-
by-case basis. The village says the measure
is necessary for safety as well as aesthetics.

Munsey Park is not alone. In July Ypsi-
lanti Township in Michigan banned street
basketball. Some hoops were confiscated.
In December, on safety grounds, a gated
community in Lakewood Ranch, Florida,
passed a bylaw banning street play. This
seems slightly at odds with the town’s
motto, “Live. Work. Play”, but no matter.
People must be protected from the dread-
ful dangers ofdribbling and dunking.

Some places go further. In 2011 Tammy
Cooper, a Texan mother, was charged with
child endangerment for allowing her six-
year-old and nine-year-old to play on their

scooters in a quiet cul-de-sac. She prot-
ested that she was supervising them, but
still spent a night behind bars.

Street play has been disappearing for
years. Flashing screens keep children in-
doors. So does their parents’ exaggerated
fear ofabduction. But some Americans de-
plore this trend, and think outdoor rough-
and-tumble should be encouraged. In New
York city the Police Athletic League, a non-

profit, has been closing offstreets since 1914
so that children can play on them. The Big
Apple also closessome streetsnearschools
during breaks and after dismissal, so that
children can run around a bit. 

Traditional street games like stickball,
skelly and stoop-ball are dying out. Street
hockey is declining, too. But with its porta-
ble goal posts, it survives even in Munsey
Park, where it has yet to be banned. 7

Street sports

The dangers of
dribbling

MUNSEY PARK, LONG ISLAND

Local busybodies ban basketball

Hollywood and ideology

The politics of little bricks

IT HAS all the building blocks ofa block-
buster: a ludicrous plot, a cheesy theme

song (“Everything is awesome”) and stars
who are not merely enhanced by plastic
surgery but actually made ofplastic.
Small wonder that “The Lego Movie”
rules the American box office. But while
children (including your correspon-
dent’s) fall cackling out of their seats at all
the slapstick, grown-up pundits are
pondering a more serious question: what
is the film’s political message? 

“Practically Communist,” screamed
New York magazine’s Vulture blog.
“Smart [and] satirical,” agreed Michael
Moore, a left-wing documentary film-
maker. “Hollywood pushing its anti-
business message to our kids,” fulminat-
ed a host on Fox Business Network. 

The film’s villain is Lord Business, a
corporate boss who looks like Mitt Rom-
ney and is bent on world domination.
The hero is Emmet, an amiable doofus of
a construction worker who somehow
finds himself leading a rainbow coalition
ofLego figures in a revolution that seeks
to return power to the people (well, to the
Lego figures that look like people).

Thus far, “The Lego Movie” fits the old
stereotype ofHollywood peddling anti-

capitalist propaganda to kids. But hold
on. The film is also an hour-and-a-half-
long commercial for costly toys made by
a multinational corporation based in
Denmark; a commercial, moreover, that
people must pay to see. 

You can make what you like of“The
Lego Movie”, but your correspondent
found its message to be pleasingly liber-
tarian: suspicious of top-down power
and supportive of individual rights (such
as the right ofLego people not to spend
eternity in the position Lord Business
deems correct). Its target is dull conformi-
ty. “Take everything weird and blow it
up!” are the instructions to Emmet’s crew
at the beginning of the film. 

Among the institutions it pokes fun at
is Lego itself. Once the bricks came in a
giant box, and kids were supposed to
build what they liked with them; today
they are packaged with precisely the right
number and type ofblocks for a specific
purpose, such as building a Death Star.
The film is about learning to break free of
the instructions on the box. If it has a
fault, it is that it underplays the suffering
ofparents who tread on Lego bricks in
bare feet—a fate that befalls conservatives
and liberals alike.

ATLANTA

You can make what you like of“The Lego Movie”

“You must all stick together,” says the evil capitalist
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TO GREENS, men like John Shimkus—the chairman of a con-
gressional body that oversees work to curb air, soil and water

pollution—represent a special sort of bogeyman. Mr Shimkus, a
Republican from rural Illinois, is not just staunchly pro-industry,
anti-regulation and sceptical of claims that man’s activities men-
ace the planet. He also brings his Bible to work. At a hearing on
greenhouse gases, he opened it and quoted God’s words to Noah
after the Flood. “Never again will I destroy all living creatures,”
God promised. This, said Mr Shimkus, was “infallible” proof that
neither man’s actions nor rising flood waters will destroy the
Earth. So let’s not worry too much about global warming.

Folk like MrShimkus feed a perception that American religion
and science are doomed to be in conflict, with unhappy conse-
quences for public policy. For decades, the loudest boffin-on-be-
liever fights involved the teaching of evolution in public schools
(a battle the boffins nearly always won), followed more recently
by disputes about stem-cell research. Rows about global warm-
ing are catching up. In conservative states such as Louisiana, Mis-
souri, Tennessee and Oklahoma, Republicans have introduced
bills urging schools to teach children that there are competing
opinions on such “controversial” scientific issues as evolution,
global warming and human cloning. 

Ostensibly the goal is to foster critical thinking. But the coun-
try’s largest science-promotion body, the American Association
for the Advancement ofScience (AAAS), has urged states to reject
such bills, protesting that the basic facts of global warming and
evolution are not in significant dispute. (Even if the policy re-
sponse to global warming is hotly disputed, as are the ethics of
cloning.) Pro-evolution campaigners are blunter, calling the bills
a ploy by the political and religious Right to muscle their way into
science classrooms.

Political and religious conservatives do not perfectly overlap.
Black churchgoers, for instance, may be stern traditionalists
when it comes to morality, yet reliably vote Democratic. Not all
conservatives who oppose government action to tackle climate
change are religious: plenty of businesses straightforwardly op-
pose rules which they fear will cost money and jobs. Meanwhile,
some strict believers and church leaders thinkGod wants people
to take care of the environment; they talk of their responsibilities

as “stewards of creation”. But in general the very religious—and
especially the third of all Americans who call themselves evan-
gelical or born-again Christians—have been allies for conserva-
tives itching for a scrap with the scientific establishment. Though
most evangelicals say that the earth is warming, in polls they are
much less sure than the average American that this matters, or
that man is to blame.

Why this should be so is a subject ofdebate, and until recently
a lot of guesswork. Evangelical Christianity is a slightly hazy
term. To simplify, it describes a faith anchored by a believer’s per-
sonal relationship with Jesus Christ, and which closely follows
the Bible. It is an individualistic faith—many jump from church to
church until they find a style of worship that appeals—rooted in
conservative communities (evangelicals are a majority in nine
states, all in the South).

A much-cited theory advanced in 1967 by Lynn White, a histo-
rian, charges that the devout draw from Genesis the idea that
mankind has “dominion” overnature, and thus thinkthey have a
right to exploit the world’s resources. A hypothesis floated in the
1980s draws a link between “environmental apathy” and the be-
lief, among some evangelicals, that the End Times are near. In
2010 Elaine Howard Ecklund, a sociologist at Rice University,
caused a stir with a survey of1,700 scientists at Harvard, MIT and
other elite colleges. About a third were atheists (as opposed to
fewer than one-in-20 ordinary Americans), just under a third
were agnostics, and the rest reported varying degrees of belief.

At the annual meeting of the AAAS in Chicago on February
16th DrEcklund unveiled the first results ofa still-larger study into
science and religion, involving more than 9,000 survey respon-
dents and lots of follow-up interviews. This new survey sought
out “rank-and-file” scientists: researchers in company labs, engi-
neers, dentists and so on. To her surprise, Main Street scientists
are only a bit less religious than the average American. Perhaps
Ivy League scientists are ultra-secular because they are Ivy
League, not because they are scientists? 

The Al Gore effect
Evangelicals are wary of calls to environmental action, but not
necessarily because they feel strutting dominion over nature, Dr
Ecklund adds, in a forthcoming paper in the Review of Religious
Research. Instead, many describe a rigid hierarchy placing God
above humans and humans above the environment. To “respect
the earth more than its due”—to quote a young Southern Baptist
in the study—is to risk worshipping creation rather than the crea-
tor. Many simply trust that “God’s in control”. The evangelicals in
the study barely engage with the science of environmentalism,
instead querying the motives of those pushing such arguments.
They especially bridle when Democratic politicians push for big-
government solutions (“The Al Gore Effect”, the paper calls it).

Dr Ecklund and her colleagues at the Chicago seminar won-
dered if the devout might be won round by environmental argu-
ments stripped ofpolitics and focused on helping people in poor,
ecologically vulnerable countries. Climate change need not chal-
lenge evangelical theology, it was argued: mankind can cause ter-
rible harm that stops short of ending the world. As for secular-
minded scientists, they should beware of conflating their work
(explaining the world in terms of natural forces) with what they
personally believe (that the natural world is all there is). The
worlds of religion and science will not always agree. But Ameri-
ca, a big country, has room for both.7

Faith and reason

Scientists are not as secularas people think
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“HE WHO tires, loses”, ran the slogan
on the back of the T-shirt of Leo-

poldo López, who wasperched precarious-
ly on the plinth of a bronze statue in the
east of Caracas, the Venezuelan capital.
“I’ve committed no crime,” he told tens of
thousands of supporters on February 18th
in his first public appearance since the gov-
ernment had issued an arrest warrant for
him. To cries of “No!”, he announced that
he would hand himself in to what he
called an “unjust justice system”. 

Mr López was giving what could be his
last public speech for a long time. On Feb-
ruary 12th three people were shot dead in
the aftermath of a protest march that he
and others had convened. The govern-
mentpromptlyaccused him of conspiracy,
terrorism and murder. After passing
through a cordon of riot police, he was
bundled into a white, armoured national-
guard vehicle (pictured) and whisked off to
a military prison outside the capital. He
could spend decades in jail if convicted. 

Mr López leads the more confrontation-
al wing of Democratic Unity (MUD), an al-
liance ofopposition parties. Like Henrique
Capriles, a former presidential candidate
and the leader of MUD’s moderate wing,
he preaches non-violence. But unlike Mr
Capriles, Mr López believes that demon-
strations can prompt a change of govern-
ment. The present one, he says, is incapa-
ble ofsolving the country’s problems.

and national-guard riot squads have made
generous use of batons and tear gas. Offi-
cers of Sebin, the state-security service,
and plainclothes gunmen have fired live
rounds. Dozens of detainees describe sus-
tained beatings, electric-shock torture and
death threats.

Cowed by the country’s media watch-
dog, TV and radio stations have eschewed
live coverage of the protests (whereas
marches organised by the government got
lots of air time). Scores of journalists have
been beaten, detained or had their materi-
al erased. NTN24, a news channel based in
Bogotá in Colombia, was removed from
cable and satellite services for failing to ob-
serve the blackout. State media reiterated
Mr Maduro’s claim that he was the victim
ofa “fascist coup plot”, financed by the Un-
ited States. On February 17th the govern-
ment ordered the expulsion of three Amer-
ican consular officials.

In a triumphalist speech after Mr Ló-
pez’s arrest, the president claimed to have
“contained the attack—for now”. But de-
monstrations, now in their third week, are
continuing. As The Economist went to press
there were reports ofwidespread violence,
much of it carried out by armed pro-gov-
ernment gangs known as colectivos. Far
from exploiting the split in the MUD, the
government crackdown has forced moder-
ates to take to the streets in support of Mr
López. Mr Capriles has promised to call his
own march in the next few days.

Yet Mr Capriles has also said it was
wrong to create the expectation that the
government was about to fall. There have
been demonstrations in poor districts of
Caracas, but less well-off Venezuelans re-
main reluctant to back the opposition. “For
the protests to be effective, they must in-
clude the poor,” argued Mr Capriles. 

In arrestingMrLópez, however, the gov-

Widespread discontent, goes his argu-
ment, can be channelled into effective po-
litical action. Under Nicolás Maduro, the
radical leftist president who was elected
last year after the death from cancer of his
mentor, Hugo Chávez, the Venezuelan
economy has hit the buffers. Inflation is
rocketing; the black-market value of the
country’s currency is plummeting (see
chart); and food, medicines and other ba-
sic goods are in increasingly short supply.
To gain momentum, Mr López’s camp has
joined forces with students, who had tak-
en to the streets demanding action to curb
violent crime.

The government’s response to days of
opposition protests has been brutal. Police

Protests in Venezuela

A tale of two prisoners

CARACAS

After an opposition leader is arrested, the violence continues unabated
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2 ernment may have gone too far. Already a
well-known victim of political persecu-
tion, his stature stands to be enhanced,
both at home and abroad. In 2011 the Inter-
American Court of Human Rights ruled
that a decision to bar him from holding
elected office for six years was illegal and
ordered it to be reversed. The Venezuelan
government refused to obey. International
reactions to Mr López’s arrest were swift.
José Miguel Vivanco of Human Rights
Watch, a lobbying group, said that the Ven-
ezuelan authorities had provided no evi-
dence linking Mr López to any crime—just
“insults and conspiracy theories”.

It is unclear to what extent Mr Maduro
is actually calling the shots. After images
emerged of Sebin officers apparently firing
on demonstrators, the president claimed
they had disobeyed his orders and sacked
the general in charge. He also attempted to
distance himself from pro-regime gunmen
on motorcycles by saying such groups
“had no place in the revolution”. But Iris
Varela, the prisons minister, tweeted glee-
fully that the opposition was “shit-scared”
of the colectivos, calling them a “funda-
mental pillar in the defence of the home-
land”. And not long after Mr Maduro de-
clared anyone using firearms should act

within the law, the same black-clad irregu-
lars staged an armed raid on the headquar-
ters ofPopular Will, Mr López’s party. 

If not the president, who is putting the
thugs on the street? A prime suspect is
Diosdado Cabello, the hardline president
of the National Assembly. Perhaps the two
men are playing good cop/bad cop. Either
way, discontent within the army is said to
be growing. Repeated government calls for
“unity” in the armed forces suggest all is
not well in the barracks. He may not be be-
hind bars but, trapped in a vicious cycle of
radicalisation, Mr Maduro increasingly
seems a prisoner ofevents. 7

ON A warm summer morning earlier
thismonth, dozensofbuildingwork-

ers were putting the finishing touches to
the restoration of Casa Moreyra, a 17th-
century colonial manor house in San Isi-
dro, the business district of Lima, Peru’s
capital. With an investment of $6m, Casa
Moreyra is the new home ofAstrid y Gas-
tón, a restaurant ranked 14th in the world
by Restaurant magazine. The more or less
explicit goal of Gastón Acurio, its chef-
proprietor, as he moves to these grand
premises, is to turn Astrid y Gastón into
the world’s leading restaurant. 

Mr Acurio is the cheerleader for the Pe-
ruvian gastronomic revolution, as well as
its foremost entrepreneur. Over the past
two decades he has set up 37 restaurants
in 11 countries with total annual sales of
more than $100m, each showcasing dif-
ferent kinds of Peruvian food, from cev-
iche to Italo-Peruvian fusion. But his culi-
nary empire is not an isolated fluke. No
fewer than seven of the leading 15 gour-
met eateries in Latin America are in Lima,
according to Restaurant. 

The Peruvian capital has become a
gastronomic mecca. Until recently, tour-
ists headed straight for Cusco, the former
Inca capital, and the ruins of Machu Pic-
chu. Now some 75,000 visit Lima every
year solely to enjoy its food, spending an
average of $1,250 each, according to the
tourist-industry association. Maximixe, a
consultancy, estimates that restaurants
alone account for 3% of Peru’s GDP and
that the sector is growing faster than the
economy as a whole. Gastronomy has be-
come an export industry: several hun-
dred Peruvian restaurants, many of them
franchises, have been set up across the
world in the past decade, according to
Apega, the industry lobby.

From guano in the 19th century to cop-
per and gold today, Peru has long been

known as a commodity exporter. Through
its cuisine it is now adding value to many
of its raw materials. These include the
world’s richest remaining fishery, and an
extraordinary biodiversity on land. Peru’s
scores ofclimates, from its coastal desert to
Andean valleys and the Amazon jungle,
produce a cornucopia of fruit, vegetables,
spicesand grains (such asquinoa and ama-
ranth), as well as multiple varieties ofpota-
toes, maize and pulses. Officials hope that
the spread of Peruvian restaurants abroad
will transform the country’s image, adding
to the appeal of its food exports and creat-
ing demand for ingredients.

The Lima restaurant industry is a per-
fect example of a business cluster of the
kind that Latin American governments
and international bureaucrats yearn to
create by fiat. Like most successful entre-
preneurial ecosystems, however, it has
emerged from the bottom up, propelled by
market forces. 

Peruvian cooking is a “knowledge in-
dustry” based on cultural fusion. The
country was the seat of the Inca empire
and the Spanish viceroys. It also attracted
many different sorts ofmigrants, including

Italians, Japanese and Chinese. The past
two decades have seen innovation based
on that rich stew. Star chefs drawn from
the upperclasses, such as MrAcurio, have
turned cooking into a coveted career. Ac-
cording to Maximixe, Lima now has 52
privately run cookery schools, up from a
handful in the 1990s. It is home to the only
South American outpost of France’s Cor-
don Bleu school, which is now seeking a
third site in the city. 

This new generation ofPeruvian chefs
will conquer the world, Mr Acurio hopes.
“We’ve put Peruvian cuisine on the world
map; now we have to make it one of the
axes of global cuisine.” Yet there are risks.
Gastronomy is faddish. Continued
growth depends on consistent quality. As
the star chefs extend themselves, their
reputation will depend on how well they
have trained those who prepare and cook
food in their names. At the base of the in-
dustry, many restaurants operate in the
informal economy, with ill-trained wait-
ers. Expanding the export of ingredients
also requires a big effort to produce at
scale, to improve transport and to meet
food-safety standards.

Even so, Peru’s gastronomic revolu-
tion, along with rapid economic growth
over the past decade, has helped to re-
store national self-esteem in a country
that a quarter-century ago was wracked
by terrorism and hyperinflation. Cooking
now vies with Machu Picchu as a source
ofnational pride, according to polls by Ip-
sos. No wonder that Mr Acurio, the son of
a former minister and the bearer of a
highly political message of can-do social
inclusion through working with farmers
and fishermen, is talked of as a possible
presidential candidate. For now he rules
thatout. “Whata chefdoes ispolitics from
the kitchen,” he says. For Peru it is good
business and economics, too.

Cooking up a business clusterBello

The Peruvian gastronomicrevolution, continued
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“IWANT to leave.” That is how Hernán
Lorenzino, then Argentina’s economy

minister, reacted when a foreign journalist
pushed him last April on the government’s
controversial inflation data. Mr Loren-
zino’s aide promptly ended the interview.

Evasiveness isone ofthe Argentine gov-
ernment’s favoured ways of dealing with
rising inflation. Manipulation is another.
Between 2007 and 2013 the country’s sta-
tistics agency, INDEC, cherry-picked prices
to make inflation seem half as high as the
25% measured by independent economists
(see chart). This newspaper stopped pub-
lishing Argentina’s official figures in Febru-
ary 2012. A year later the IMF finally cen-
sured Argentina, threatening punishments
including expulsion, if INDEC did not im-
prove its act.

On February13th itdid. Axel Kicillof, Mr
Lorenzino’s replacement as economy min-
ister, introduced a new consumer price in-
dex (IPCNU). Developed with help from
the IMF, the new index registered inflation
of 3.7% in January—the highest official rate
since 2002 and much more than the fid-
dled rate of1.4% posted in December.

The new number is plausible. It is on a
par with estimates published by State
Street, a financial-services firm, whose
numbers we now use on our financial-in-
dicators page. It remains below other unof-
ficial figures, but that may be because the
IPCNU is notdirectlycomparablewith oth-
er indices. It uses price data from across the
country, whereas the old CPI and most in-
dependent firms only draw data from Bue-
nos Aires and its suburbs. And goods and
services are weighted differently in the
new index: food, beverages and housing
have decreased, whereas travel, transport
and communications have increased.

The government seems to have
stopped putting pressure on providers of
alternative inflation data. Abeceb.com was
one of several firms fined in 2011 for pub-
lishing figures unpalatable to the govern-
ment. It has not been bothered since, says
Dante Sica, its director. 

But a new price indexand a cessation of
hostilities against private economists are
not yet enough for this newspaper to start
using INDEC’s numbers on our financial-
indicators page. It will take at least a year to
see if the new figures are reliable, if they
stay within a reasonable range of unoffi-
cial estimates, and if INDEC’s statisticians

are allowed to workunhindered. 
In the meantime, the big question is

how the government will apply the new
inflation numbers elsewhere. Poverty and
indigence statistics, which are calculated
using the affordability of a basket of basic
goods, are due to be announced in April. A
big jump in the number of Argentines con-
sidered poorwould be politically devastat-
ing for President Cristina Fernández de
Kirchner, who has long applauded herself
and her late husband, Néstor, for reducing
poverty. The government only counts 1.2m
poor; last year the Catholic University of
Argentina put the number at10m.7

Argentina’s new inflation index

Pricing power

BUENOS AIRES

Will the country’s statisticians nowbe
allowed to do theirwork?

Colombia's armed forces

General exit

IT HAS been a bad few weeks for Colom-
bia’s armed forces. Five policemen

were killed by FARC guerrillas on Febru-
ary17th; a fighter jet went down on the
following day. Yet the military’s biggest
losses have been suffered not on the
battlefield, but in Bogotá, the country’s
capital. On February18th President Juan
Manuel Santos fired Leonardo Barrero,
Colombia’s military chief (pictured), just
two weeks after Mr Santos had suspend-
ed two generals in charge of the army's
intelligence unit. 

Both sets ofdismissals came in re-
sponse to reports in Semana, Colombia's
most influential news magazine. The
ousting of the two generals was
prompted by allegations of illegal sur-
veillance of the government’s negotiat-
ing team in peace talks with the FARC.
What cost General Barrero his job was
the transcript ofa phone conversation
with a colonel facing charges for the
extrajudicial killing ofcivilians. In the
exchange the general said that the prose-
cution ofsuch cases by the civilian justice
system was “a bunch ofcrap” and sug-
gested that the colonel “create a mafia” to
discredit the prosecutors. There have
already been convictions ofmilitary
personnel in 890 cases ofwhat has be-
come known in Colombia as “false posi-
tives”—dead civilians falsely presented as
guerrillas killed in combat. 

Mr Santos said General Barrero was
fired for “disrespectful and disobliging”
comments. They were recorded as part of
a criminal investigation into alleged
kickbacks, which centres on the colonel
accused ofextrajudicial killing. Mr San-
tos removed four other generals for fail-
ing to detect the alleged corruption.

Some ofColombia’s generals think
that the investigations and the media
reports are both parts ofa campaign to

discredit them. Mr Santos has trodden
carefully with the armed forces since he
began peace negotiations in November
2012 with the FARC because he needs the
support of the military for an eventual
peace deal. In his parting remarks Gen-
eral Barrero said he regretted his words,
but signalled doubts about the talks: “I
hope...that our institution will not be the
subject ofnegotiation in any scenario.”

The shake-up spurred by the two
scandals has allowed Mr Santos to put
officers who are more in tune with his
goal ofa negotiated peace in vital posi-
tions. General Juan Pablo Rodríguez, who
replaced General Barrero, has led some
of the most important operations against
the FARC in recent years. But he has also
made statements in support of the peace
process. “It is the workofsoldiers that has
brought us close to peace,” he said earlier
this month. “The army”, he added, “will
not be an obstacle to peace.” 

Bogotá

The ousting of the country’s militarychiefmayhelp peace negotiations

Barrero barred
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THE gruesome sketches need little ex-
planation. They are based on the mem-

ories of Kim Gwang-il, a North Korean
who spent more than two years in a prison
camp before eventually escaping through
China and Thailand to South Korea. The
pictures show prisoners held in stress posi-
tions, skeletal bodies eating snakes and
mice, and prisoners pulling a cart laden
with rotting bodies. But none of the pic-
tures, he says, was nearly as graphic as the
reality ofbeing forced to live in the camp. 

Mr Kim was one of over 80 defectors,
refugees and abductees who publicly testi-
fied before a commission of inquiry (COI)
set up by the UN’s Human Rights Council
in March 2013 to investigate systematic hu-
man-rights violations in North Korea. It in-
terviewed another 240 victims confiden-
tially (many fear reprisals on family
members still in North Korea). After a year-
long investigation, on February 17th the
commission delivered its 400-page report. 

The report, written by a three-member
UN panel headed by Michael Kirby, an
Australian former judge, is extraordinary
in its detail and breadth. It includes a cata-
logue of cruelties meted out by the North
Korean regime to its main targets: those
who try to flee the country; Christians and
those promoting other “subversive” be-
liefs; and political prisoners, estimated to
number between 80,000 and 120,000. The
regime is accused ofcrimes that include ex-
ecution, enslavement, starvation, rape and

discussion of the regime’s brutality. The
American government will now no longer
be able to prioritise one issue over the oth-
er, says Victor Cha of Georgetown Univer-
sity. 

Equallystriking is the indictment direct-
ed by the COI at China. Chinese leaders re-
fused to let the commission visit its border
provinces with North Korea and have op-
posed the commission’s inquiry from the
start. They too received a critical letter from
the commission, suggesting that they are
“aiding and abetting crimes against hu-
manity”. Refugees are routinely rounded
up inside China and returned to North Ko-
rea, often to face imprisonment, torture
and even execution. 

China has a visceral dislike of human-
rights investigations. It fears that condon-
ing the exposure ofother countries’ abuses
might invite scrutiny of its own. It was
therefore quick to dismiss the report as
“unreasonable criticism”. Yet the language
of the report, as much as the terrible detail
within it, is likely to unsettle Chinese lead-
ers, whose support in the form of oil and
food shipments is considered by many ob-
servers to be vital to the survival of Mr
Kim’s government. 

Many assume that China would use its
right of veto, as a permanent member of
the UN Security Council, to block referral
to the ICC. Adam Cathcart of the Universi-
ty ofLeeds says that the impact of the com-
mission’s report “hangson China”. YetChi-
na rarely vetoes a resolution alone. It
would want to win Russia’s backing if the
case reached the security council. And
there are a few glimmers of hope: in 2012
China allowed to pass without a vote
(rather than vetoing) a UN resolution con-
demninghuman-rightsviolations in North
Korea. It is well aware that the price of sup-
porting a regime that has committed
crimesagainsthumanity ishigh, especially

forced abortion. 
The report is also remarkable for the

fiercenessofits condemnation. Itdescribes
a totalitarian state that is without parallel
in the contemporary world. Mr Kirby told
journalists it was comparable to Nazi Ger-
many. It urges the UN to refer the situation
to the International Criminal Court (ICC)
in The Hague. In a letter sent directly to
Kim Jong Un, the North’s dictator, the com-
mission warned that he could be held ac-
countable for crimes against humanity. 

North Korea has flatly rejected the UN’s
accusations, just as it continues to deny the
existence of its network of prison camps. It
did not allow the commission to enter the
country. Yet the hope is that the report
marks a turning-point in the outside
world’s approach to North Korea. 

The COI says the international commu-
nity “must accept its responsibility to pro-
tect the people” of North Korea. Although
sceptics argue that the report amounts to
little more than a call formore engagement
(including inter-Korean dialogue and hu-
manitarian aid), it may help to push hu-
man rights higher up the agenda. The com-
mission says it does not support sanctions
imposed by the UN Security Council (in a
bid to curb North Korea’snuclear-weapons
development), due to the dire social and
economicstate ofthe population. If the six-
party talks on denuclearising the Korean
peninsula are ever resumed, it would be
harderfor them to take place without some

North Korea

Humanity at its very worst

BEIJING AND SEOUL 

AUN report accuses North Korea of“unspeakable” human-rights abuses and hints
at China’s complicity in some of them
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2 for a country that wants to be a global ac-
tor. And though China says it has little le-
verage on North Korea, the report hands it
more by raising the threat of the ICC. 

Even if China itself does not come out
well in the report, Chinese leaders may
still feel a sense of Schadenfreude that
North Korea is being described in this way.
They have been intensely irritated by the
behaviour of their ally in recent years, par-
ticularly by its testing of nuclear devices,
most recently in February 2013. Mr Kim an-
noyed them further by hastily executing
his uncle, Jang Sung Taek, in December.
Jang had been an important interlocutor
with China. Xinhua, the Chinese govern-
ment’s news agency, posted a slide show
on its website in December 2012 titled “The
world’s 11 most brutal prisons”. North Ko-
rea’s Hoeryong prison camp featured as
number one. Chinese censors have al-
lowed some of the UN report’s findings to
be discussed on social media. 

But China has two big worries. One is
that the Chinese public might step up criti-

cism of their government’s support for the
North. There have been signs of this on
Chinese microblogs. Hu Xijin, who edits
Global Times, a normally pro-party news-
paper, wrote to his nearly 4.4m followers
on Sina Weibo, a Twitter-like service, that
the international community should “put
pressure” on North Korea to pay greater re-
spect to human rights. China’s leaders,
however, still believe that confronting
North Korea on such issues might prompt
Mr Kim to become more bellicose. Avoid-
ingwarand the collapse ofNorth Korea are
China’s priorities. 

Its other concern is that it might face
more international pressure to halt the re-
patriation of North Korean refugees. This,
it fears, could trigger an exodus that would
overwhelm China’s border areas, attract
involvement by meddling foreigners and
an angry backlash by North Korea that
could destabilise the peninsula. For China,
North Korea is a headache. For its unlucky
inhabitants, the country is something far,
far more sinister. 7

AS ARMED police moved in to clear an
opposition protest site in central Bang-

kok on February 18th, it appeared that the
gridlock that has paralysed the city for
three months might be reaching a dénoue-
ment. Four protesters and one policemen
were killed and dozens injured in the
clashes that followed. But carnage did not

lead to catharsis. Just a day later, a civil
court ruled that police could not break up
any more demonstrations. 

On the same day the election commis-
sion cancelled polls that had been resched-
uled for April after a widespread opposi-
tion boycott of a general election on
February 2nd. Although Yingluck Shina-

watra’s Pheu Thai party won that election
by a landslide, she cannot form a govern-
ment. The boycott, and the opposition’s
disruption of the voting in Bangkok and
the south, meant that the election failed to
return the 475 members of the 500-seat
parliament that the constitution says is
needed to form a government. 

Ms Yingluck had hoped to fill the lower
house’s vacant seats through by-elections.
But the election commission’s decision to
cancel them now makes that look improb-
able. Even if they were to go ahead, they
might not return enough MPs to make a
quorum: the south is a stronghold of the
opposition Democrats, who could easily
disrupt voting again. That leaves Ms Ying-
luck, who is also under threat of impeach-
ment for alleged corruption in relation to a
notorious rice-subsidy scheme, in limbo. 

Yet the revolution is also stagnating, al-
though hardline opposition protesters are
still energised. A handwritten notice fixed
to a gate at Government House reads: “Get
out (of) this land.” Sandbags and a barri-
cade of rubber tyres fortified with razor
wire protect the protesters who, bucket by
bucket, are raising a cement wall (see pic-
ture). They are sealing off Ms Yingluck’s of-
fice so that she cannot return “in this life or
the next”. A constant supply of food and
energy drinks, and the presence of young
men in bulletproof vests, suggests they are
serious. From a makeshift stage Suthep
Thaugsuban, the movement’s leader, is
holding court. His loyal followers do not
need convincing that the cement wall is a
really good idea. 

But for the majority of the population
the political deadlock in Bangkok is of mi-
nor importance. Their main concerns are
economic, and the economy is starting to
stumble. Support may be flagging for the
protesters’ demand thatMsYingluck’s gov-
ernment should step down simply be-
cause theydo not like herand herbrother—
Thaksin Shinawatra, a former leader now
in exile. And their claim that an unelected
people’s council working for the “good of
the nation” will fix Thailand’s politics
looks increasingly divorced from reality. 

In the past the Thai army would have
stepped in by now at the behest of the
monarch. But the king is old and frail; and
the Crown Prince is seen as close to the Shi-
nawatras. Once installed on the throne, he
is thought likely to push for continued
democratic rule by the elected majority
rather than by self-appointed councils. 

This is one reason why large sections of
Thai society—representing the old estab-
lishment of the civil service, the army, the
judiciary and the monarchy—continue to
back Mr Suthep. They see this as their last
chance to secure their privileges against
the great unwashed in the red-shirt camp
supporting Ms Yingluck. Their hopes of
powercould well die with the current king.
And so the saga goes on. 7

Protests in Thailand

Stagnant revolution

BANGKOK

The protests continue, but forhowmuch longer?

Still building, but to little effect
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Kazakhstan’s name

Don’t call me Stan

OUTSIDE Central Asia, Kazakhstan is
mainly known for its oil wealth, its

wide open spaces and the portrayal of its
people as hopelessly backward in a
satirical film from 2006, “Borat”. The
aspiring middle-income country is also
often lumped together with its economi-
cally less-developed neighbours—Kyrgyz-
stan, Tajikistan, Turkmenistan, and Uz-
bekistan – and is referred to as one of the
“stans” (“stan” means “place of” in Per-
sian and “settlement” in Russian.) 

This has long needled the nation´s
leadership, which puts itself in a different
league from its neighbours. Comparisons
to other, volatile “stans”—Afghanistan
and Pakistan—also grate. So much so that
on February 6th Nursultan Nazarbayev,
Kazakhstan’s president, suggested that
the country’s name be changed to “Ka-
zakh Yeli”, or “Land of the Kazakhs”. 

Mr Nazarbayev cited the example of
nearby Mongolia. “Foreigners show
interest in Mongolia, whose population
is just two million people, but its name
does not end in ‘stan’,” he said, straining
facts as well as logic. Mongolia’s invest-
ment volumes have sharply increased
over the past decade, but they still do not
come close to investment levels in Kaz-
akhstan (population: 17m). The number
of tourists who visit Mongolia each year
is also only a fraction of the foreigners
who travel to Kazakhstan. 

Mr Nazarbayev called for a public
discussion ofhis proposal, which obedi-
ently ensued in newspapers, on televi-

sion and on social-media networks.
Renaming streets and cities has been a
common occurrence since independence
in 1991, allowing the authorities to dis-
tance themselves from their Soviet and,
before that, Russian colonial pasts, and to
foster a new national identity. But the
idea of renaming the country has
touched a nerve. The cost would be high.
And the name “Kazakh Yeli” has not met
with much approval so far. One popular
alternative is “Kazakhiya”, reminiscent of
Mongolia or Malaysia. But to some na-
tionalists that sounds a little too much
like Rossiya, the Russian name for Russia. 

In any case, most Kazakhs have more
to worry about than the name of their
country: the poor quality ofhealth care,
the high cost ofeducation, widespread
corruption and the shrinking value of the
currency. Finding a solution to those
issues might be a better way to burnish
the country’s image. 

The president wants to change what the country is called

AFEW protesters brandishing lacy un-
derwear may not look like a threat to

the stability of the state. But the authorities
of oil-rich Kazakhstan took no chances on
February16th when a group ofdemonstra-
tors waving their knickers appeared on the
streets of the financial capital, Almaty. The
“pantie protesters” were rounded up and
led away. 

Their demonstration was ostensibly
prompted by a rule regulating synthetic
underwear due to come into force this
summer under a new customs union be-
tween Kazakhstan, Russia and Belarus.
The restrictions (which have been com-
pared to the EU’s famous rulebooksuppos-
edly regulating the curvature of bananas)
have sparked widespread ridicule. Yet the
protest was not really about lingerie at all,
says Yevgeniya Plakhina, a demonstrator,
but about the “absurdity” of the system
presided over by the country’s 73-year-old
president, Nursultan Nazarbayev.

The particular source of anger was the
devaluation of the Kazakh currency, the
tenge, on February 11th. It plunged by 19%,
causing fears of a spike in inflation and a
dip in livingstandards in a country that im-
ports many consumer goods. The follow-
ing day 50 demonstrators gathered at the
central bank to air their grievances; 35
peaceful protesters were arrested at other
rallies in Almaty over the weekend for
breaching Kazakhstan’s draconian public-
assembly laws. Most were fined. One was
jailed for ten days. 

The protests are small but they hint that
Mr Nazarbayev’s unspoken social con-
tract—in which citizens trade political free-
doms for relative prosperity and social sta-
bility—is becoming fragile. Tensions

surfaced in 2011, when 15 people were shot
dead as striking oil workers clashed with
police in Zhanaozhen in the west of the
country. Now the devaluation has remind-
ed many ordinary people—maxed out on
credit and exasperated by the growing
rich-poor divide—that they are not living
the “Kazakh dream”.

Mr Nazarbayev likes to play the elder
statesman, taking credit for Kazakhstan’s
achievements—from sustained, albeit oil-
fuelled, economic growth (6% last year) to
apparent social cohesion in a state fash-
ioned from many ethnic groups. Yet when
things go awry, the president is conspicu-
ously absent, in this case spotted hobnob-
bingat the WinterOlympics in Sochi when
his central-bank chief, Kayrat Kelimbetov,
announced the devaluation.

Mr Kelimbetov said that Kazakhstan
could no longer afford to spend billions
proppingup the tenge (which ispegged to a
basket of the dollar, the euro and the Rus-

sian rouble) and needed to make exports
more competitive. He cited fallout from the
“tapering” ofquantitative easing in Ameri-
ca, capital flight from emerging markets
and a falling rouble (whose trajectory the
tenge tends to mirror, since Russia is a close
trading partner).

The timing of this economic turmoil is
awkward for the president as he contem-
plates his legacy after more than two de-
cades in power. His term runs for nearly
three more years, buthe iskeepingthe pub-
lic and investors guessing about whether
he will stay on or step down. With organ-
ised opposition groups long emasculated,
the nascent anti-devaluation movement
(pants-wavingornot) lackspolitical leader-
ship. The state propaganda machine still
ensures a large measure of public acclaim
forMrNazarbayev, however forced. Yet the
sightofyoungprotesters in Almatygleeful-
ly takingup the slogan “Old man out!” may
give him pause for thought. 7

Kazakhstan’s economy

Tenge fever
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Angerat a devaluation hints at a
broadermalaise

Knickers in a twist
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TO HIS critics, nothing in Arvind Kejriwal’s brief tenure as
chief minister of Delhi became him like the leaving it on Feb-

ruary 14th. A theatrical resignation, during which he flung wild
allegations of conspiracy and corruption, seemed to vindicate
charges that Mr Kejriwal and his 15-month-old Aam Aadmi
(“Common Man”) Party (AAP) were feckless agitators rather than
political leaders. In this analysis, AAP’s hopes of emerging as a
national force in the general election due by May have been dent-
ed. Yet this underestimates both the extent of Indian disgust with
mainstream politicians, seen as part of a self-serving, hereditary
elite, and the shrewdness with which AAP is exploiting this sen-
timent. The upstart party is changing the rules of Indian politics.

Born out of a street movement against corruption, AAP made
a stunningelectoral debut in Delhi lastDecember. Itwon 28 ofthe
70 seats in the state assembly. The Congress party, which leads
the federal government and had ruled Delhi for 15 years, came
third, with just eight seats. The main national opposition, the
Bharatiya Janata Party (BJP), won 31 seats. After consulting its
members, AAP somewhat reluctantly agreed to form a govern-
ment with the support ofCongress. 

At the time, its appeal transcended class and caste. The poor
loved its simple populist message and its giveaways ofwater and
electricity. Many middle-class liberals, fed up with Congress,
were chary of the BJP’s leader, Narendra Modi, with his strong-
man, right-wing image and controversial record. A politician tells
of a straw poll just before the state election at the India Interna-
tional Centre, a hangout for the city’s intelligentsia. The chatterers
at the bar were all going to vote AAP; so were their drivers in the
car park; so were the rickshaw-drivers and chai-wallahs outside
on the street. But after49 days ofa government led by MrKejriwal
the voters at the bar are probably having second thoughts. 

Civil servants have been alarmed by its anti-corruption zeal,
which involved a hotline offering tips on how to mount stings.
Liberals deplored a raid led by AAP’s law minister on Ugandan
women accused of prostitution. Commuters were irked when a
sit-in by Mr Kejriwal and colleagues disrupted traffic. And some
of AAP’s supporters felt betrayed by his resignation, dodging the
tough, messy workof real politics, and leaving the capital tempo-
rarily under unelected “president’s rule”. 

Mr Kejriwal quit when the assembly failed to support an anti-
corruption law on which he had staked his government. No mat-
ter that the way the law was introduced may have been unconsti-
tutional; Mr Kejriwal alleged a conspiracy. His government had
just made a police complaint accusing Reliance Industries, a big
energycompany, and itsboss, Mukesh Ambani, ofcolluding with
the government to fix gas prices, which are to double in April. Re-
liance denied the charge and threatened legal action. But Mr Kej-
riwal, who portrays Mr Ambani as “running” both Congress and
BJP policy, accused him ofbeing behind the blocking of the law.

For less well-offgas consumers, this is an attractive theory. Yo-
gendra Yadav, who was one of India’s leading psephologists be-
fore helping to found AAP, concedes the party may have lost sup-
port “among the educated, discerning, TV-watching class”, but
plausibly suggests its standing has actually gone up among other,
more numerous, poor voters who admire it for keeping its word,
and for self-sacrifice. Many have seen real benefits from its short
rule—not just the handouts, but a noticeable reduction in the pet-
ty bribery that seemed an unavoidable part ofdaily life.

AAP may also be trying quietly to mend fences with the bar-
room intellectualsand with business. MrYadavrejects the charge
of illiberalism. AAP has spoken out, for example, against the re-
cent recriminalisation ofhomosexuality. Its economic policy has
been “populist” but he rejects both “pre-1989 leftism” and “mar-
ket fundamentalism”. Talking this week to the Economic Times,
MrKejriwal washardly the “Stalinist” some ofhis criticsdescribe.
Government, he said, should stay out ofbusiness. 

Preparingfor the general election will be tough, however. AAP

must expand beyond the capital—and manage the expectations
of its grassroots enthusiasts (it enrolled nearly 10m members in
just two weeks in January). Its leaders would prefer to concen-
trate on a fewdozen (outof543) parliamentaryseats the party has
some chance of winning. Some members, however, have other
ideas. Already there are complaints about the leadership’s plans
to parachute star candidates into high-profile contests.

Most observers expect the election to result in the worst Con-
gressperformance ever, and the BJP to emerge as the largest single
party. If the past few elections are any guide, around a half of the
vote will go to smaller regional, caste-based and communist par-
ties, which often play an important role as coalitions are forged.
Polls taken before the Delhi government’s resignation suggested
that AAP commanded just 4-6% of the vote nationwide. Even if it
did win enough seats to give it negotiating clout as a coalition
partner, its leaders argue against its joining government. Their
ambition is to be the opposition.

Whales afraid ofminnows
Even so, they fear the party is not ready to capitalise on the enor-
mous opportunity offered by India’s disillusionment with poli-
tics-as-usual; an election in a year’s time might have been better.
In reality this one is the party’s best chance of changing India. It
has momentum behind it, and the political agenda is now
dominated by the issue that defines it: corruption. AAP threatens
not just Congress, whose administration is seen as mired in
sleaze, but the BJP as well. Compared with Mr Kejriwal and his
colleagues, Mr Modi, who makes much of his poor origins and
clean reputation, also looks like an old-style political insider. AAP

is small, young, idealistic, hotheaded and underfunded, with its
platform still evolving. Yet, harping on the rottenness of Indian
politics, it has the two big parties running scared. 7

Preparing for opposition

An insurgent populist party in Delhi is setting the terms of Indian political debate

Banyan
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CHINA’S provincial administrations are
often referred to as “local” govern-

ments. But the phrase does not do them
justice. The province ofGuangdong, for ex-
ample, boasts more than 105m people and
a GDP worth more than $1 trillion. Only 11
countries (including China itself) have a
bigger population and only15 have a larger
economy.

Equally impressive is the scale of pro-
vincial debts. At the end of2013 China’s na-
tional auditor revealed that the liabilities
oflocal governmentshad grown to 10.9 tril-
lion yuan ($1.8 trillion) by the middle of
last year, or17.9 trillion yuan ifvarious debt
guarantees were added. That was equiva-
lent to about a third of China’s GDP. These
“local” debts, in other words, had grown
fast enough to become a national burden
and an international concern.

The audit documented the size of the
problem, but revealed little about its loca-
tion. The debts were all discussed at an ag-
gregate, countrywide level. No provinces
were singled out for blame or praise. In the
past few weeks, however, almost all of the
provincial-level governments have pub-
lished audits of their own. As well as shed-
ding light on the problem, this information
may help to solve it. In principle, the least
provident governments are now exposed
to public scrutiny. Fiscal shame may help
prevent a fiscal fright. 

But identifying the most indebted prov-
ince is not as easy as it sounds. The figures
can be sliced and diced in a variety of

fiscal chasm to cross, however, is Guizhou
(whose impressive Balinghe bridge is pic-
tured above). It had liabilities in mid-2013
equivalent to over 80% of its GDP over the
previous four quarters.

These figures include money China’s
provincial governments have borrowed
themselves and other institutions’ debts
that they have guaranteed. Sometimes this
debt is guaranteed explicitly. Often, the
backing is implicit. By the end of 2012
Chongqing had explicitly guaranteed
debts worth 18% of its GDP. Gansu, for its
part, had implicitly backed borrowings
worth 20%. 

These guarantees are what accountants
like to call “contingent” liabilities: obliga-
tions a government must only bear if bad
things happen, such as an infrastructure
company failing or a local hospital going
under. What are the odds that these hypo-
thetical fiscal dangers will materialise? On
average, provinces expect the payout ratio
to be about 23%. If these guarantees are
booked at their expected cost, rather than
their full face value, Gansu’s debt burden
falls dramatically from 44% of its GDP to
only 19%. Chongqing’s debt burden also
falls from 59% to 38%. 

Even if these guarantees do not come
back to haunt China’s provinces, their
debts look heavy compared with the taxes
they raise. The direct debts of Yunnan and
Qinghai, for example, amounted to over
260% and 370% of their budget revenues in
2012. Fortunately China’s provinces do not
have to rely on their budget revenues
alone. All of them benefit from a variety of
other funds, including transfers from the
central government and land sales. Up-to-
date information on these fiscal lifelines is
not easy to come by. But their size can be in-
ferred from other ratios presented in the
provincial audit reports.

They imply that off-budget revenues
can loom large indeed. In some provinces, 

ways. The coastal provincesofJiangsu (just
north of Shanghai) and Guangdong (just
north of Hong Kong) owe the most, ac-
countingfor14% ofthe total between them.
But these two provinces also have the larg-
est economies, generating over 19% of the
country’s GDP.

Relative to the size of their economies,
the poor western provinces of Yunnan,
Qinghai and Gansu bear some of the
heaviest burdens, along with the western
municipality of Chongqing, which is re-
nowned for its heavy public investment
(see chart). The province with the biggest

Local-government debt

Bridging the fiscal chasm

HONG KONG

Fancy infrastructure is one example of local-government largesse. Which province
is deepest in debt as a result? 
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they were worth over 30% of GDP in 2012.
Smaller economies collect a dispropor-
tionate amount of such revenues: in Qing-
hai’s case, they appear to have exceeded
50% of GDP. In bigger economies like
Guangdongand Shandong, they are worth
only about 8-10% ofGDP. 

These extra fiscal resources make a big
difference to the debt burden in some of
China’s smaller provincial economies.
Guizhou’s debts, for example, are the
heaviest in the country relative to its mod-
est GDP. But when its expected liabilities
are weighed against its disproportionately
large fiscal revenues, it is no longer the
most improvident locality. That dishonour
belongs instead to the capital, Beijing,
which expects its debts to amount to a
whopping 99.9% of its consolidated fiscal
revenues. Beijing is also the jurisdiction
with the highest direct debts per person. It
is the capital of improvidence.

This may be just as well. Any solution
to China’s local-government debt will re-
quire the central government to shoulder
some of the burden. Beijing, the metonym,
will need to help tidy up the fiscal mess ex-
emplified by Beijing, the place. Perhaps it is
a local problem after all. 7

UNIVERSITIES in China are home to a
strange mix of political emotions. To

the Communist Party’s deep concern,
many young lecturers have little enthusi-
asm for Marx, whose ideas are still official-
ly supposed to “guide” intellectual life on
campuses. Many students, by contrast, are
desperate to join the Communist Party; re-
cruitment levelsare at an all-time high. Ide-
ology plays little part.

In 1989, after the Chinese army crushed
student-led protests in Tiananmen Square,
enthusiasm on campus for joining the
party plunged, as did the party’s eagerness
to recruit there. In the following year only
26,000 swore the oath of admission: to
keep the party’s secrets, spend a lifetime
fighting for communism and “never betray
the party”. That was one-quarter of the
numberwho had joined three yearsearlier
and a mere 2% of total recruitment. But the
days ofangerand recrimination have been
forgotten. In 2010 more than 1.2m students
joined, about 40% of the total (see chart). 

The rise is partly the result of a surging
overall number of students. In 1989 there
were only about 2m of them in tertiary
education. By 2010 the number had risen

more than tenfold thanks to a huge expan-
sion in admissions to universitiesand tech-
nical colleges since the beginning of the
century. Recruitment to the party has out-
paced this growth, however. In 1997 just
over 4% of undergraduates were party
members. Within a decade the proportion
had doubled. In some colleges more than
80% of upper-year students now apply for
membership, according to a report by the
Chinese Academy of Social Sciences
(CASS). “In some classes nearly every stu-
dent submits an application letter,” it said. 

This has little to do with communist
zeal. The interest in membership is a by-
product of the expansion of college enrol-
ment, which hascreated a glutofgraduates
in the job market. Public-sector employers
usually preferparty members and often re-
quire membership for better positions. De-
mand for government-linked jobs has
been growing thanks to the relatively gen-
erous benefits and security they offer. 

CASS says it is not necessarily the case,
however, that party members have better
employment prospects. In a survey of
graduates from 12 universities, it found the
employment rate within two months of
graduation was 85% for non-members and
about 80% for members. At elite universi-
ties the proportions were roughly even,
while at ordinary ones non-members ap-
peared to fare far better (82% versus 73%).
Only at vocational colleges did the party
members appear to have an advantage,
with 96% ofthem gainingworkwithin two
months, compared with 90% ofnon-mem-
bers. The report did not say how academic
performance might have affected these
outcomes. In theory, party members are
supposed to get at least average grades. 

In competition for jobs at state-owned
enterprises (SOEs), which are among the
most coveted of all, a lack of party mem-
bership appears to be no bar. More than
21% of non-members surveyed got work at
SOEs, compared with just under 20% of
party members. That could be a recogni-
tion by SOEs that ability trumps political
loyalty for entry-level jobs. But meritocra-
cy extends only so far: the party still keeps
the top slots for its own. 7

Students and the party

Rushing to join

BEIJING

Party membership does not necessarily
mean better job prospects

Chinese films

Thin ice

ON FEBRUARY15th “BlackCoal, Thin
Ice”, a film by Diao Yinan, a little-

known Chinese director, won the Gold-
en Bear award for best film at the
64th Berlin Film Festival. The movie also
won the best-actor award. Another
Chinese film, “Blind Massage”, won for
best cinematography. Chinese directors
and officials were ecstatic. Zhou Tiedong
ofChina Film Promotion International, a
government body, anointed the coming
years “the China decade”.

In terms ofbox-office income he may
be right—China is now the world’s sec-
ond-largest market—but the appeal of
Chinese films abroad has been limited.
And those that do succeed there are
often banned at home.   

Mr Diao is hopeful his film can do the
improbable: thrill viewers at home and
abroad, pass Chinese censors and stay
true to his artistic vision. It is set in the
bleaknortheastern province ofHeilong-
jiang. The opening scenes depict dis-
membered body parts tumbling along a
coal chute. Although it is not overtly
political, the film does present a dark
portrait ofChina. Mr Diao says that shots
ofgambling dens and sprawling fac-
tories with expendable people show the
absurdity ofmodern life. A review
by the Hollywood Reporter, a newspa-
per, says it is a salute to classic film noir,
calling one scene “Hitchcockian”.

The exploration ofdark themes did
not seem to bother the censors. Mr Diao
says he has seen the approval certificate
and that the film should open in China
within months. Believe it when the
curtain goes up.

SHANGHAI

Kudos forChinese film-makers 

Diao Yinan: call him Alfred
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NOTeven this month’s record snowfalls
have chilled the mood in Iran’s capi-

tal, Tehran. Hopes that an economy long
hampered by international sanctions may
soon grow again have been rising ever
since the election last June of President
Hassan Rohani. Theyhave soared since the
signing in Novemberofan interim deal be-
tween Iran and six world powers, led by
America, over the country’s controversial
nuclear programme. Further talks—the lat-
est round of negotiations opened in Vien-
na on February 18th—aim to secure a com-
prehensive agreement to end the
decade-long nuclear crisis.

“At last we have reason to be cheerful,”
grins one Tehran resident. Few deny that
the fractious atmosphere that prevailed
underMrRohani’spredecessor, Mahmoud
Ahmadinejad, has changed. The new pres-
ident has a co-operative touch, working
with parliament, for instance, to pass his
first budget in record time. In contrast to Mr
Ahmadinejad’s anti-Israeli diatribes, Mr
Rohani avoids mentioning the Jewish state
and is being nice to Iran’s small Jewish
community. He recently delivered a hefty
government donation to a Jewish hospital
in Tehran, for instance. After years of
steadydevaluation, Iran’s currencyhassta-
bilised. The IMF reckons inflation fell over
the last six months of 2013 from 45% to un-
der 30%.

In January, Mr Rohani, an affable but
steely cleric, travelled to Davos, eyrie of

vaunted “right” to enrich uranium, com-
plains Mr Shariatmadari. The regime
maintains that this was the goal for which
Iran has braved sanctions and acts of sabo-
tage, such as the assassination of four of its
nuclear scientists.

Iran’s conservatives are used to baiting
moderate presidents; they drove to distrac-
tion Mr Ahmadinejad’s predecessor, a gen-
tlemanly reformist called Muhammad
Khatami. They have moved against one of
Mr Rohani’s allies, Sadegh Zibakalam, a
political scientist, who dared recently to
ask what Iran’s nuclear effort has achieved
for a country whose development indica-
tors rival those of African countries. More
than 5m Iranians are unemployed, Mr Zi-
bakalam said, and the country is ravaged
by drought. He has since been charged
with “weakening the system”.

But Mr Rohani is made of sterner stuff
than former leaders. On February 4th he
called critics of the nuclear deal “barely lit-
erate”. A day later he successfully brow-
beat hardliners who control the state
broadcasting monopoly into reversing a
sudden decision not to air a scheduled in-
terview with him. 

A decade ago it was the disfavour of
Iran’s supreme leader, Ayatollah Ali Kha-
menei, that condemned Mr Khatami’s re-
formist government to failure. Mr Rohani’s
ability to prosperalso lies in the ayatollah’s
hands, which control many of the levers of
Iran’s “deep state”. Mr Khamenei’s attitude
towards the diplomatic process has been
calculatedly ambiguous. In a speech on
February 17th, the eve of the Vienna talks,
he said Iran “would not breach what it had
started”. Yet he also admitted he was not
optimistic. Iran, he said, should not count
on talks, but rely on its “bottomless” do-
mestic capacities.

Iranians who voted forMrRohani so he
could alleviate the pain of sanctions hope 

global capitalism, to declare that Iran was
open to “constructive engagement”. His oil
minister, Bijan Zanganeh, has announced
thathe wants to all-butquadruple Iran’soil
sales from their current, sanctions-deplet-
ed level of 1.2m barrels per day. On Febru-
ary 2nd, 100 French corporate bigwigs
were in Tehran to talk business. According
to the local rumour-mill, European execu-
tivesare not the onlyones sidlingalong the
corridors of the oil ministry: there are
Americans, too.

Naysayers aplenty
Yet big obstacles remain to lasting im-
provement in the daily lives of Iranians.
Opponents of the country’s current dip-
lomatic initiatives abound. American leg-
islators are threatening new sanctions—so
far, without result. Israel’s prime minister,
Binyamin Netanyahu, called the interim
deal an “historic mistake”. And sceptics
can be found in Tehran, too. Mr Rohani is
acknowledged to be a canny operatorwith
strong public support, but he faces power-
ful opposition in the form ofrevolutionary
ideologues and militarists. For them, de-
tente would be anathema. 

Hossein Shariatmadari, the influential
editor of Keyhan, a conservative newspa-
per, contrasts the government’s unwilling-
ness to disclose details of nuclear negotia-
tions with American loquacity on the
subject. Nowhere have foreign powers ac-
knowledged the Islamic Republic’s much-

Iran and the West

Dismantling the wall

Hassan Rohani has changed the mood in Iran. But he faces opposition
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2 the supreme leader’s words are mere dip-
lomatic bluff. But Mr Khamenei is known
for first supporting, then distancing him-
self from, presidents elected beneath him.
If a government fails, the sagacious ayatol-
lah will be seen as indispensable to the es-
tablishment ofa new one. 

Mr Khamenei’s professed agnosticism
about Mr Rohani’s diplomatic forays could
be an insurance policy against their failure.
Equally, warns one former official, the aya-
tollah may fear that success for the presi-
dent would give too big a boost to the re-
formists’ prospects in elections over the
coming 18 months—for parliament and for
the Assembly of Experts, a body of clerics
partly selected by the ayatollah that,
among other things, picks the supreme
leader. Should loyalist conservatives lose
control of those bodies, says the ex-official,
they could be out ofpower for years. 

Still, for all their bravado, Iran’s long-tri-
umphant conservatives have weaknesses
oftheirown. Publicbackingfor the nuclear

programme, which by some estimates has
cost upwards of$400 billion when outlays
and losses from sanctions are combined,
may be weaker than regime supporters as-
sume. Conservatives cannot fail to take
note of economic realities, either. It was by
concentrating on those fabled domestic ca-
pacities, and cocking a snook at sanctions,
that Mr Ahmadinejad’s government suf-
fered the collapse in revenues that has
forced his successor into negotiations from
a position of weakness. Iran’s GDP con-
tracted by1.5% last year, says the IMF, and is
unlikely to pickup in 2014.

Without oil revenues gushing in again,
Mr Rohani’s government will simply look
like a saner, less profligate version of its
predecessor. Its budget may restrain infla-
tion but will hardly dent unemployment,
raise living standards or make up for years
ofunderinvestment. Mismanagement will
need to be tackled even when sanctions
are fully lifted. Only then will the hopes in
Iran be fulfilled. 7

WHEN a man as patient and pragmatic
as Lakhdar Brahimi, the UN’s special

envoy on Syria, sounds close to despair, it
is a sign of how bad things are. Nobody
had high hopes of success for the talks in
Geneva convened to find a political settle-
ment to the Syrian civil war. But when a
second session folded acrimoniously on
February15th with no plans for the talks to
resume, the gloom was palpable. As a
downcast Mr Brahimi was apologising to
the Syrian people for failing to make pro-
gress even on humanitarian aid, specula-
tion wasmountingthat the Obama admin-

istration might finally be rethinking its
minimalist Syrian strategy. 

The refusal of the Assad regime’s nego-
tiating team to enter into discussions for
setting up a transitional governing body
(supposedly the conference’s main pur-
pose), combined with the support of Rus-
sia for its intransigence, confirmed the
worst for America’s secretary ofstate, John
Kerry. America’s policy of limited engage-
ment with the Syrian crisis had left it with-
out leverage or influence. With the backing
of Iran and Russia, and faced with divided
and increasingly unsavoury rebel forces,

Bashar Assad believes that he can survive. 
On February17th, Mr Kerry gave vent to

his frustration: “The regime stonewalled.
They did nothing except continue to drop
barrel bombs on their own people and
continue to destroy their own country.
And I regret to say they are doing so with
increased support from Iran, from Hizbul-
lah and from Russia.” 

Backed byHizbullah, the Lebanese Shia
movement, Mr Assad’s army has stepped
up offensives in Qalamoun and Yabrud,
close to the border with Lebanon. Barrel
bombshave become the regime’s favoured
terror weapon. These are old oil drums or
storage tanks packed with explosives, fuel
and scrap metal that are pushed off the
back of (Russian-made) helicopters on to
rebel-held civilian areas. Crude and indis-
criminate, they explode on impact, de-
stroying buildings and killing and maim-
ing people over a large radius. One landed
on February18th next to a school in the vil-
lage of Mzairib, south of Damascus, killing
18 people, 15 of them Palestinian refugees.
Their use in Aleppo, Syria’s largest city, has
emptied entire neighbourhoods ofpeople.

UN aid workers say that as many as
500,000 desperate people have fled from
Aleppo in recent weeks, flooding into
small towns in the surrounding country-
side and across the border into Turkey or
Lebanon. Mr Assad’s strategy seems to be
to take back control of territory by the sim-
ple expedient of clearing it of the people
who live there.

Mr Assad is also trying to make sure he
is seen by Western powers as essential to
the future of his country. Diplomats sus-
pect he is delaying the shipment of chemi-
cal weapons out of the country, agreed un-
der a deal in September, as a way of
ensuring that he keeps a role. He also
wants to persuade the West that his regime
is the only partner able to tackle al-Qaeda-
linked militants in Syria.

The West appears less tempted to buy
that line than it was a month or so ago. Mr
Kerry’s apparent determination to per-
suade Barack Obama into greater activism
was bolstered by a meeting in Washington,
DC last week attended by intelligence
chiefs from an informal coalition of 11
countries, known as the Friends of Syria,
all ofwhom want to see the backofMr As-
sad. The intelligence officials, from, among
others, France, Britain, Saudi Arabia, Tur-
key, Qatar and the United Arab Emirates,
concluded that diplomacy would be use-
less until Mr Assad’s confidence in a fa-
vourable military outcome was dented.

To that end, there was reportedly much
discussion about how lethal aid to rebel
groups, including the supply of heavy
weapons and shoulder-launched anti-air-
craft missiles, known as MANPADs, could
be boosted. The MANPADs are needed to
shoot down the regime’s helicopters, but
America has resisted sending any to Syria 

Syria’s civil war

The lessons of Geneva

GENEVA AND LONDON

As long as BasharAssad thinks he is winning, diplomacywill fail 
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Food security in the Gulf

How to keep stomachs full

AN EMIRATI in a white dishdash enthu-
siastically demonstrates the hydro-

phobic sand made by his company,
DIME. Adding a layer of the sand under
the topsoil stops water from leaching
away, making it easier to grow crops in
arid climates or in water-scarce lands
such as those of the United Arab Emirates
(UAE). Agricultural entrepreneurs reckon
that such innovations could allow the
country to grow more of its own food.

The Gulfcountries have long been
preoccupied by the question ofhow to
feed their people. Turmoil in the Arab
world since 2011has spiced up such con-
cerns, which are further sharpened by a
rise in the price ofstaples since 2009 and
memories ofa threatened 1970s grain
embargo. The region’s population is
expected to grow by 40% between 2010
and 2030. Some Gulfcountries import as
much as 90% of their food (see chart).

Their governments have been unsure
of the best way to keep everyone fed—
and content. Qatar reportedly declared
that it would produce 70% of its food at
home by 2023, by adopting new technol-
ogies ofdesalination and hydroponics.
That idea was soon dropped. Saudi Ara-
bia, with the busiest farm sector among
the six countries of the GulfCo-operation
Council, scaled backwheat grown by
irrigation because it was draining non-
renewable aquifers.

Heavy reliance on imports is proble-
matic when countries such as Argentina
suddenly restrict their exports in re-
sponse to rising prices. Buying farmland
in countries such as Sudan, Tanzania and
Pakistan is another Gulfploy. The UAE

and Saudi Arabia are among the top ten

investors in land abroad, according to
Land Matrix, a body that tracks such
deals. But this has drawbacks, too. Get-
ting big projects offthe ground in places
that lack infrastructure is tricky. And Gulf
states who fund them have sometimes
been accused ofbeing neocolonial. 

Many of the region’s rulers are now
considering investing in food companies
abroad, often in more developed coun-
tries. The UAE’s Al Dahra Agriculture,
which works closely with the govern-
ment and owns land abroad, recently
bought eight farm companies in Serbia
for $400m. It has also invested in an
Indian rice producer. In addition, coun-
tries like Saudi Arabia are looking at
ways ofkeeping strategic food reserves. 

Gulf rulers may end up following a
mixture ofsuch strategies to fill their
peoples’ stomachs. They should at least
be commended for grappling with the
problem, says a regional food expert.
Poorer and hungrier Arab countries, like
Egypt and Yemen, are far less willing to
address it. 

ABU DHABI

GulfArabs are debating howbest to feed themselves

for fear they would end up in the hands of
rebels with al-Qaeda ties. In an attempt to
persuade them that that won’t happen, the
Western-backed Free Syrian Army (FSA) re-
placed its head, General Salim Idriss, on
February 16th, purportedly because of his
failure to unite disparate rebel groups and
be a trusted channel for the distribution of
weapons. 

Is Mr Obama really about to shed his
aversion to intervening in a way that
would alter the military balance and con-
vince Mr Assad and his backers that they
are under threat? Past promises have come
to nothing much. But following the dip-
lomatic train crash in Geneva, Mr Obama
is said to want Mr Kerry and his military
advisers to come up with something bol-
der. Perhaps abject policy failure concen-
trates the mind. 7

COLOURFUL bunting flew high over
the crowds that packed Martyrs

Square in the Libyan capital, Tripoli, on
February 17th. But the mood on this anni-
versary was bittersweet. Three years on
from the revolution that ousted the coun-
try’s eccentric leader, Colonel Muammar
Qaddafi, Libya remains paralysed by fac-
tional, regional, tribal and ideological divi-
sions. Its central government, far out-
gunned by powerful local militias whose
men vie for influence in the capital, holds
little sway beyond its offices.

The General National Congress, Libya’s
interim parliament, has long been dead-
locked between Islamists and their oppo-
nents. On February 17th the congress’s
speaker pledged to hold early elections,
seemingly a response to protests that have
intensified since it unilaterally extended its
mandate. On February 18th, some militias
demanded that the body be disbanded im-
mediately. A day later, the prime minister,
Ali Zeidan, who was himself briefly kid-
napped lastyear, said the militiashad com-
promised on the ultimatum. 

The erosion of trust in Libyan institu-
tions threatens to derail the looming pro-
cess of drafting the first constitution in de-
cades. Elections to nominate a 60-person
committee tasked with writing the docu-
ment were due as The Economist went to
press. Yet barely a third of the 3.4m Libyans
entitled to vote have registered, compared
to 2.7m in the first post-revolutionary polls.
Declining enthusiasm reflects growing dis-
gust with the authorities’ failure to govern.

Urgent tasks have gone unaddressed,
from deteriorating security and infrastruc-
ture to an economy hit hard by a months-
old blockade of oil ports by armed federal-
ists in the restive eastern region where
much of Libya’s oil is produced. Exports of
crude, the economy’s lifeline, have
plunged to barely a tenth of normal levels,
forcing the government to rely on foreign
savings. Libya’s second city, Benghazi, has
been hit by frequent bombings, the latest
targeting the Boy Scouts headquarters.
Armed robberies and kidnappings have
left Libyans in the capital jittery, too.

Meanwhile, the prickly question of
who did what—both during Qaddafi’s 42
years in power and in the 2011 revolution—
subtly poisons public life. Events in neigh-
bouring Egypt, where the military over-

throw of President Muhammad Morsi last
year led to a fierce crackdown on the Mus-
lim Brotherhood, have made things worse.
Some make no secret of their wish to see a
similar move against the Islamists unfold
in Libya. Islamists warn of plots for a coup.
Meanwhile, hardline groups point to the
disarray as proofthat “man-made” democ-
racy is no substitute for rule by Islamic law. 

Power struggles have intensified with
the rising distrust. On February 14th Kha-
lifa Haftar, a general who defected from
Qaddafi in the 1980s and returned to Libya
in 2011, called forgovernmentand congress
to be suspended in order to “rescue” the
country. Libyans laughed off what was
billed as a quixotic one-man putsch. But
after three years of turmoil, many sympa-
thise with the general’s frustration. 7

Libya’s turmoil

Little to celebrate

TRIPOLI

Powerstruggles are intensifying
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THE roughly170m Nigerians who inhab-
it Africa’s most populous country are

producing far more waste than their creak-
ing infrastructure can manage. Aminu
Omar is one of thousands of unofficial
waste-pickers who see this as an opportu-
nity to make some cash. Half-immersed in
a large bin outside a smart housing com-
pound in the capital, Abuja, he pulls out
beer cans, water bottles and empty jam
jars, and stuffs them into his patchwork
plastic sack. He then sells his haul for 700
naira ($4). “I take the rubbish, give it to a
middleman and he sells it for much more,”
he says, leafing through a discarded wom-
en’s magazine.

Nigeria’s sprawling megacity, Lagos,
with a population of 21m or so, disgorges
10,000 metric tonnes of waste a day. Over-
burdened municipal governments are
reckoned to collect barely 40% of this rub-
bish. Only13% ofrecyclable materials is sal-
vaged from the city’s landfills, according to
Wecyclers, a young company keen to pro-
mote recycling and reduce waste.

Wecyclers uses a fleet of bicycles to col-
lect recyclables from over 5,000 house-
holds in densely populated, poor areas of
Lagos neglected by waste-disposal lorries.
The company awards points to registered
households for the amount of recyclable
material they provide, which can then be
redeemed in cash or kind—a household
item such as an iron, or a telephone cred-
it—at the end of each quarter. Wecyclers
makes money by selling the recyclables to
bigger companies that melt or process and
then sell them on, usually to Asia. “It re-
duces the number of people on dangerous
landfills searching for waste at the mercy
of a broker,” says Bilikiss Adebiyi of Wecy-
clers, who says her company is the first of
its kind in Africa. “Some [people] have giv-
en us tonnes ofwaste.”

The LagosState Waste ManagementAu-
thority is trying to turn rubbish into energy
by harnessing methane gas emitted from
rotting waste at Olushosun, the largest
landfill in Lagos. When completed in five
years’ time, the project is supposed to pro-
duce 25MW of electricity. That is a help for
a country that produces only 3-4GW per
year, a tenth of South Africa’s output for a
population triple the size.

In the metropolis of Kaduna, 200km
(124 miles) north ofAbuja, waste collection
is currently free for the 1.5m inhabitants.
But the state government is trying to get
people to pay a monthly levy to reduce the

burden on the authorities and to tempt in
the private sector. It wants to award con-
tracts to companies to collect waste from
paying customers. Persuading people to
pay for rubbish collection will depend on
the quality of the service—or on the penal-
ty for not co-operating. As with most Nige-
rian government contracts, politics and
palm-greasing will probably play a part.
Still, if more rubbish is collected, people
may not complain. 7

Waste collection in Nigeria

Clean it up

ABUJA

Apile ofplans to collect and use
rubbish more efficiently

A goldmine

THERE can scarcely be two words in
Kenya that cause more resentment than

“school fees”. It is now more than ten years
since charges for state primary schools in
east Africa's biggest economy were abol-
ished by law. Yet it is an open secret that
education is not truly free. In fact, fees are
rising. Dorcas Mutoku, a policeman's wife
whose two sons attend a public primary
school in the capital, Nairobi, has found
that levies have simply been renamed. She
has to find the equivalent of $35 for a one-
off “signing-on” fee, and pay almost as
much again for admission fees. End-of-
term exams, uniforms and books cost at
least another $10 per child. 

Kenya’s parents will get their day in
court on February 21st, when a lawsuit will
be heard that accuses Jacob Kaimenyi, the
education minister, and Belio Kipsang, his
top civil servant, of failing to implement
the law. Musau Ndunda, head of the na-

tional parents’ association, which is bring-
ing the suit, says the government is guilty
of “extraordinary doublespeak” when its
officials ask why anyone would pay to
send their child to school. Adding to Mr
Ndunda’s frustration is his awareness,
shared by many thousands of Kenyan par-
ents, that the illicit fees are not being spent
on better books and facilities but are mere-
ly padding the incomes of school adminis-
trators, none of whom—as far as he can
tell—has been prosecuted. 

Kenya has made steady progress to-
wards meeting the Millennium Develop-
ment Goals to lessen poverty that were set
by the UN in 2000. Foreign aid has poured
into Kenya’s state education system, bring-
ing the country as close as any in sub-Saha-
ran Africa to achieving universal primary
schooling. In the past decade about 4m
new pupils entered the classroom; nearly
nine out of ten school-age Kenyans under
11are now in education. 

But the row over the continued imposi-
tion of fees, and concerns over plummet-
ing standards, make many observers won-
der if the money has been wisely spent.
Mwangi Kimenyi, a Kenyan economist at
the Brookings Institution, a think-tank in
Washington, DC, says that donors and gov-
ernments have broadened access to school
at the costofcreatinga “dysfunctional pub-
lic-education system where millions of
children are attending school but are not
learning”. 

The goal ofwiderenrolment, he argues,
was “poorly conceived”, as it has failed to
keep up standards. A World Bank report in
2013 found that Kenyan teachers were ab-
sent almost half the time. And pupils in
Kenya’s state schools received on average
little more than two hours of instruction a
day. Another study found that only one-
third of public-sector teachers scored at
least 80% when tested on the curriculum
they are meant to teach. 

The big beneficiaries are Kenya’s priv-
ate schools, where enrolment has tripled
from 4% of pupils in 2005 to 12% at the lat-
est count. They have to compete for pupils,
can sack bad teachers, and offer tuition at
relatively modest rates. Research by Brook-
ings under its “Africa Growth Initiative”
found that the fees for two-thirds of chil-
dren in Kenyan private schools are lower
than in the supposedly free state system. 

Bridge International, a chain of local
low-cost private schools, puts its cost per
child in primary school at one-fifth of the
$350 it estimates as the total real combined
cost for parents and the state in the public
system. “We've shown you can do a lot
more with a lot less in the private sector,”
says Shannon May, a co-founder. It is time,
she adds, for big foreign donors to consider
helping the private-education sector and
for African governments to acknowledge
and welcome its role in taking some of the
strain offthe state. 7

Education in Kenya
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IN THE MIDDLE AGES the Rhine was Europe’s most important commer-
cial waterway. Like many modern highways, it was a toll route. Toll
points were meant to be approved by the Holy Roman Emperor, but local
landowners often charged river traffic forpassing through. These “robber
barons”, as they became known, were a serious impediment to trade,
and imperial forces had to take costly punitive action to remove them.

The relationship between business and the state bears some resem-
blance to this medieval tussle. Like those Rhine boatmen, the companies
operating within national borders must pay something towards the cost
of supporting commerce, but if the tolls are excessive, trade will suffer. At
least some ofthe world’s200 orso countrieswill be tempted to act as rob-
ber barons, charging the equivalent of protection money to the compa-
nies they deal with. 

Some people on the left would argue that the label should be ap-
plied in the opposite way. In the late 19th century the term “robber bar-
ons” came to refer to the American railway magnates who used their mo-
nopoly power to drive competitors out of business. Politicians such as
the trustbusting presidents Theodore Roosevelt and William Howard
Taft crusaded against such corporate power.

Since then that anti-corporate mood has never quite dissipated.
Modern multinationals are sometimes portrayed as overmighty, using
their wealth to subvert politicians through their campaign contributions
and lobbying power and to evade their social responsibility. 

Much political rhetoric across the spectrum suggests that the rela-
tionship between companies and the state is in essence antagonistic.
Those on the right argue that government interferes far too much in the
process of wealth generation and hinders rather than helps commerce.
Those on the left depict business as a ravenous predator that government
needs to control, exploiting workers and consumers and evading taxes. 

All that combative talk made it harder to respond to the 2007-08
banking crisis. The collapse of the subprime-mortgage market and the 

A world of robber barons 

The relationship between business and government is becoming

increasingly antagonistic, says Philip Coggan. But the two sides

should not overdo it: they need each other
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subsequent rescue of the banking sector created a sense ofanger
towards the financial elite which turned into a wider frustration
with the corporate world. The crisis led to a plunge in tax rev-
enues and a sharp rise in budget deficits, prompting govern-
ments to pursue austerity programmes that imposed tax in-
creases on many middle-class people and cut the benefits of the
less well-off. Such a climate breeds resentment of companies
thatare seen asnotpayingtheir fairshare oftaxesor ofexploiting
their monopoly pricing power.

In response, governments have introduced strict new regu-
lation, particularly for banks, and sought to crack down on the
use of offshore tax havens. But they have also recognised that
they cannot afford to drive multinational business away. Some
countries, including Britain, have cut their tax rates in order to at-
tractnewbusiness from abroad. “Countrieshave got to see them-
selves as being an attractive shop window for multinational in-
vestment,” says John Cridland, director-general of the Confed-
eration of British Industry. Even France’s president, François
Hollande, who in 2012 came into office on a wave ofanti-capital-
ist rhetoric, last month announced a €30 billion ($41 billion) cut

in corporate taxes in an attempt to revive a stagnant economy. 
Forall theirdifferences, the two sides need each other. Gov-

ernments rely on businesses to drive economic growth, create
jobs and generate the exports to ensure that their countries can
pay their way in the world. Multinationals are particularly im-
portant, argues Ted Moran of the Peterson Institute for Interna-
tional Economics, an American think-tank: they pay higher
wages than other companies, export more and have a superior
record in research and development. And countries would be
unwise to rely on multinationals staying put come what may:
WPP, an advertising and marketing group, moved its headquar-
ters from London to Dublin in 2008 in a dispute over tax on over-
seas profits, then moved it back again after the rules were
changed. With growth in emerging markets so much faster than
in the developed world, locations like Singapore orDubai are be-
coming ever more attractive.

Businesses, for their part, need governments. It is not just
that they provide the legal systems and the basic security that al-
low companies to operate in the first place; they also educate the
workers on whom firms depend, and they create the infrastruc-
ture—roads, railways and air-traffic control—that enables compa-

nies to get their goods to market. Moreover, governments under-
take a lot of scientific research that businesses can turn into
commercial products, from the internet to satellite positioning
systems to drug development.

In many industries the government is also a key customer;
after all, a typical government in a developed country spends
around 40% of GDP. Defence is an obvious example, but the
pharmaceutical industry is also important: national health ser-
vices are huge buyers of drugs, and government bodies have to

approve new products before they come
to market. Construction, too, depends
heavily on government action: a boost to
infrastructure spending can make a big
difference to the industry’s prospects.

Government policy also has serious
(and sometimes unintended) effects on
corporate structure. In America, high cor-
porate taxes and a growing body of regu-
lation have led to a decline in the number
ofpublic corporations and the emergence
of alternative structures such as “master
limited partnerships”. Around the world,
the tax deductibility of interest payments
has encouraged a greater reliance on debt
rather than equity and favoured private-
equity firms. Even though executives
moan about excessive government inter-

ference, shares on Wall Street have been hitting record highs, and
profits as a share ofAmerica’s GDP are close to a post-war high.

Because of the sheer scale of the modern state, companies
are obliged to engage with it on many levels. Governments, for
their part, are expected to deal with a variety of ills in society,
from banning imports of unhealthy or dangerous substances to
combating global warming.

You know too much

Perhaps the trickiest relationship at present is between gov-
ernments and the technology industry. Some consumers are un-
easy about the large amount of digital data being hoovered up
and want governments to regulate the way that businesses use
and maintain these data. The governments’ security services, for
their part, want to have access to such information whenever
they feel the need. Recent revelations about the extent ofgovern-
ment monitoring of e-mails and phone calls have pushed this is-
sue into the headlines and created a dilemma for tech compa-
nies. Do they stand up for their customers and riskbeing accused
ofcompromising security, or do they give in to governments and
riskalienating their customers? 

Another set of complications arises from social benefits for
citizens provided jointly by companies and governments. In
health care, for instance, manysmall businesses thinkthat Amer-
ica’s Affordable Care Act imposes an excessive administrative
burden on them. Parental leave also divides the spirits. Many
governments want to extend maternity leave for women and of-
fer parental leave to fathers. That may be manageable for big
businesses but is harder to implement for small companies. Giv-
en that voters are resistant to higher taxes, politicians are drawn
to programmes that offer improved benefits at the expense of
companies rather than the state.

Big businesses accept that they need a relationship with
government. That has fuelled the rise of the lobbying industry
and, in some countries, the growth ofcampaign contributions by
firms. Many people now suspect that the key to success in busi-
ness is not necessarily to be the most competitive but the best-
connected. Lobbying creates a kind of arms race in which tax

Perhaps the trickiest relationship at present is between
governments and the technology industry
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laws and regulations become ever more complex as companies
seek to influence the rules to suit their own interests.

Favoured firms can be “national champions”, such as air-
lines, which governments strive to protect through regulation
and restrictions on foreign ownership. In international trade ne-
gotiations theyoften try to protect the interestsofa vital industry,
as France does with agriculture and Britain with financial ser-
vices. In emerging markets such practices are even more en-
trenched. In some industries, such as energy, Western multina-
tionals find themselves at a disadvantage in their dealings with
state-owned titans, as BP found in Russia.

This special report will concentrate on the relationship be-
tween business and state in the rich world, which in the after-
math of the financial crisis is clearly under strain. It will consider
the role of tax, regulation and competition policy, explain why
the technology industry isa special case, examine the arguments
for and against lobbying and give examples of how the relation-
ship can be managed successfully. 7

LOUIS XIV’S FINANCE minister, Jean-Baptiste Colbert,
famously declared that “the art of taxation consists in so

plucking the goose as to obtain the largest possible amount of
feathers with the smallest possible amount of hissing.” When it
comes to taxing companies, a modern finance minister might re-
phrase this as “the largest possible amount of revenue with the
smallest possible amount ofeconomic and political damage.” 

Studies have shown that high corporate-tax rates discour-
age business investment and entrepreneurship, and countries
that try to squeeze their firms too hard often have larger black (or
informal) economies. In a globalised world, high taxes may sim-
ply lead businesses to move to places thatoffermore competitive
rates or tax breaks to companies that set up operations within
their borders.

Yet if the public suspects that companies are not paying
their fair share of taxes, governments come under pressure to
take action. Multinationals have plenty of scope to reduce their
tax bill because different governments offer a choice of rates and
ways of taxing businesses, including tax breaks for activities
such as research and development. “If you stick to the rules, you
can loweryour tax rate very substantially,” says Martin Sorrell of
WPP, the advertising and marketing group. “But if you’re too ag-
gressive, it can cause issues with your stakeholders.”

In recent years the public has increasingly come to believe
that big businesses can get away with paying little or nothing in
the wayofprofits tax. Manypeople nowthinkthat corporate tax-
es in their present form are no longer fit for purpose. “The cor-
porate-taxsystem iscompletelybroken,” saysone technologyex-
ecutive. Executives from Amazon, Google and Starbucks were
brought before a parliamentary committee in Britain in late 2012
and berated for paying very little tax there. The coffee company
was so embarrassed that it promised a £20m ($32m) voluntary
payment to the British tax authorities. Yet defenders of cor-
porate-tax tactics point out that executives have a fiduciary obli-
gation to shareholders to maximise profits and dividends, and

there is no reason for them to pay any more tax than is legally re-
quired. If the tax rules have left loopholes, then the best remedy
would be to change the rules.

The G20 group of leading economies recently asked the
OECD, a mainly rich-country think-tank, to take a look at cor-
porate-tax avoidance. In its report on “base erosion and profit-
shifting”, released last year, the OECD expressed concern that
“due to gaps in the interaction of different tax systems, and in
some cases because of the application ofbilateral tax treaties, in-
come from cross-border activities may go untaxed anywhere, or
be only unduly lowly taxed.”

Sharing out the feathers

It is widely but wrongly believed that the only tax paid by
businesses is the one levied on their profits (known in America
as the corporate income tax). In fact, a study by PwC, an accoun-
tancy firm, shows that, on average, companies pay more tax on
labour, such asemployers’ social-securitycontributions, than on
profits (see chart 2, next page). In addition there are property tax-
es, sales taxes, environmental taxes and so on. The average glo-
bal company pays some 43.1% of its commercial profits in tax, of
which 16.3 percentage points is labour-related, 16.1 profit-related
and 10.7 others.

Since America levies a federal tax of 35% on corporate pro-
fits (among the world’s highest), this source accounts for a large
proportion of its corporate-tax revenue. But European firms pay
a lot of labour taxes, so the total tax take from companies is al-
most identical on the two sides of the Atlantic, at 40-45% of pro-
fits. According to the PwC survey, the total tax take from the cor-
porate sector in the developed world has remained at much the
same level since 2004.

Tax revenue from profits has declined since the economic
crisis. OECD figures show that the average country now raises
the equivalent of about 2.7% of GDP in the form of profits taxes,
compared with 3.5% in 2007. But that probably just reflects lower
profits since the crisis, not a structural shift. In the longer term the
share seems to have held fairly steady.

As the PwC reportpointsout, “ourcurrent taxregimeswere

Tax

Plucking the geese

Traditional ways of raising tax do not work well in a

globalised world
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developed in economies largely concerned with the exchange of
physical products made and sold in physical locations.” More-
over, the system was devised at a time when companies were
more national in character and global trade had a smaller share
of GDP. The modern economy depends heavily on services and
intangible goods that flow across borders. Individual American
states, too, have found it difficult to impose sales taxes on goods
traded over the internet.

There are three approaches to taxing profits, known as resi-
dence, source and destination. The residence is where the com-
pany’s owners are based; the source is where the goods or ser-
vices are produced; and the destination is where the goods are
consumed. So for, say, an American-owned company that pro-
duces medicines in an Irish subsidiary which are sold in France,
America is the residence, Ireland the source and France the desti-
nation. All three countries can claim a share of tax revenues.

A sales tax or value-added tax would focus on the destina-

tion, France. A profits-based system would concentrate on the
source, Ireland. And a system based on personal taxes would
raise the money in the residence, America, when shareholders
receive dividends or make capital gains. In practice, elements of
all three systems are used. 

The trickiest issues arise when it comes to deciding where
profits are generated. The subsidiaries of multinational compa-
nies trade with each other all the time. The big concern is that
they will distort the market through “transfer pricing” so that
subsidiaries in low-tax countries overcharge subsidiaries in
high-tax countries to maximise the profits generated in the low-
tax jurisdiction. To get around this problem, the tax authorities
ask for intra-company transactions to be made on an “arm’s-
length” basis, meaning that the prices are similar to those a com-
pany might pay ifdealing with an unrelated business.

This principle is easy to apply to standardised goods such
ascommodities, butmuch harderwhen it comes to more special-
ised products. If a multinational retailer uses a franchise system,
the individual franchises clearly depend on the parent’s brand
and need to pay a fee for the privilege. The “intellectual proper-
ty” of the company can be held in a subsidiary in a low-tax coun-

try. “Historically there has been little to stop a company transfer-
ring its intellectual property to any jurisdiction in the world and
then charging the high-tax jurisdiction for the rights,” says Ben
Jones of Eversheds, a law firm. This is a perfectly legal way of re-
ducing the tax burden.

Another approach is to load up subsidiaries in high-tax
companies with lots of debt, perhaps borrowed from subsidiar-
ies in low-tax regimes. Since interest payments are tax-deduct-
ible, the effect is to lower the group’s overall tax bill. 

All this has led to a series of cat-and-mouse games as gov-
ernments try to crack down on such strategies and companies
devise ever new approaches to exploit the rules to the full. Most
experts now believe that the corporate-tax system is in urgent
need of reform. In Britain the Mirrlees review in 2010, led by Sir
James Mirrlees, a Nobel economics laureate, concluded that the
current system resulted in both “very high compliance costs for
international companies, and very high administration costs for

tax authorities”.
In their 2005 book, “Reforming the

US Corporate Tax”, Gary Hufbauer and
Paul Grieco of the Peterson Institute for
International Economics in Washington,
DC, argued that “the corporate income
tax badly serves the United States. It hob-
bles the country in global competition; it
does little or nothing to promote equality,
itsoriginal and still commonly recited jus-
tification; it is rife with distortions that
erode efficiency; and it promises to get
much worse in the future.”

The bigquestion is whether it makes
sense to taxcorporate profits at all. Acom-
pany ismerelya legal entity; if it is taxed, it
must pass the levy on to its shareholders
(in the form of lower dividends), to its

workers (in the form of lower wages) or to its customers (in the
form of higher prices). If governments want to tax shareholders,
workers or consumers, it may be better to do so directly.

America’s companies have not been sitting on their hands.
The biggest change in the country’s corporate governance has
been the rise of business structures such as partnerships that act
as “pass-through vehicles”. Provided that all profits are remitted
to investors each year, such structures avoid corporate income
tax. America now has more such partnerships than it has tradi-
tional corporations.

But this leads to a three-tier tax system. Partnerships escape 

The big question is whether it makes sense to tax
corporate profits at all. A company is a legal entity; if it
is taxed, it must pass the levy on
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the tax on profits. Multinationals can reduce their tax bills by
shifting production and profits to lower-tax regimes. The losers
are smaller companies, which have less room for manoeuvre. 

Worse, as governments try to crack down on the multina-
tionals’ tax strategies, the tax code gets more and more complex,
increasing the administrative burden for small companies. Ac-
cording to the National Federation of Independent Business, an
American lobby group, five of the ten biggest worries of small
businesses are tax-related.

Time may help reduce the problem. With many businesses
already escaping the profits tax, and with some governments
lowering their rates to attractmultinationals, the world mayvery
slowly be movingaway from it. Perhaps in 50 or100 years’ time it
may have disappeared altogether. Many economists think that
would be a sensible reform.

Butabandoningthe profits tax in isolation might invite new
forms of tax avoidance. “If you abolished corporate tax, that
would let people shelter money in companies and might under-
mine personal income tax,” says Bill Gale of the Brookings Insti-
tution, an American think-tank. Aprofits levy acts as a withhold-
ing tax, says Pascal Saint-Amans of the OECD; if it were
abolished, the loss of revenue might be substantial. Many share-
holders, including pension funds, have tax-exempt status, or
they are based overseas, often in low-tax centres; they might
make no contribution at all. 

Pending a drastic overhaul, the OECD report suggests some
possible rule changes to crack down on tax avoidance. But they
will require international co-operation; if a few countries decid-
ed to opt out, they might become the tax domicile of choice, and
revenues in the rest of the world would decline. Some commen-
tators are pessimistic about the prospects. Mr Hufbauer points
out that in America a commission has spent 50 years trying to
come up with a formula to divide tax revenues among the indi-
vidual states, so far without success. The reason he cites is the
same that may make an international deal impossible: “When
the crunch comes between attracting jobs and upholding the
uniform tax code, the jobs will be more important.” 7

THE WORLD ECONOMIC FORUM, which held its annual
gathering of the great and the good in Davos last month,

takes advantage of its privileged mailing list to quiz its members
on a whole range of issues, including the burden of government
regulation. Singapore has come out on top as the least burden-
some for the past eight years (see chart 3), whereas many EU

countries are bumping along near the bottom. Of the 148 coun-
tries surveyed in 2013, Spain was ranked 125th, France 130th, Por-
tugal 132nd, Greece 144th and Italy146th. 

Americans who complain about the Obama administra-
tion’s unhelpfulness towards business will also note ruefully
thatover the past seven years theircountryhasslipped from 23rd
to 80th place. In a separate survey conducted by America’s Na-
tional Federation of Independent Business, the proportion of
those who thought regulation was their biggest problem rose
from under10% in 2009 to 20% late last year.

Broadlyspeaking, in recentyearsemergingmarkets seem to
have been cutting their red tape whereas the rich world has been
strengthening its regulatory regime. This is problematic at a time
when developed countriesare struggling to generate growth and
when prominent economists are talking about “secular stagna-
tion”, a long-term slowdown in the growth rate. 

Martin Bailyofthe Brookings Institution conducted a series
of studies to find out why productivity in specific industries was
higher in some countries than in others. He found that regulation
was an important factor, often holding back competition so that
inefficient companies survived for longer than they deserved.

BusinessEurope, a lobbygroup, calculates that the adminis-
trative burden on business in Europe amounts to 3.5% of GDP.
Around half of this is due to individual member states imple-
menting EU regulations too zealously, a peculiar habit known as
gold-plating.

The EU Commission has come up with a list of the ten most
burdensome regulations forbusiness, rangingfrom the working-
time directive to waste-disposal rules, and has trumpeted a plan
to reduce the number of existing regulations by 25%. But Patrick
Gibbels of the European Small Business Alliance points out that
the European Commission and member states are drawing up
new regulations all the time. The political will for reform varies
from country to country, he says: Britain, the Netherlands and
Germany are all quite good at tackling regulation, Belgium, Ro-
mania and Bulgaria not good at all. What is needed across the EU

is a net reduction in the rules. One way of moving towards that,
suggests Markus Beyrer ofBusinessEurope, is to scrap an old reg-
ulation each time a new one is introduced.

The problem for politicians is that voters who have seen
their real wages squeezed by the financial crisis are unenthusias-
tic about the kind of deregulation that might benefit companies.
In finance there hasbeen a wave ofnewregulation—understand-
able after the excesses of the credit boom, but veering towards
overkill. Elsewhere, politicians have been putting forward popu-
list measures such as price freezes and windfall taxes that will do
nothing to encourage investment. 

“There has been a significant increase in regulatory uncer-
tainty,” says Robin Cohen of Deloitte, an accountancy firm. “For
business, the worry is that the rules may change and a big invest-
ment you make now may not be profitable in 10-15 years’ time. If
you are making high returns, or your product appears to be high-
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cost, the tide will eventually turn against you.”
Governments have many reasons to regulate companies.

One is to deal with externalities; for example, if a chemical com-
pany pumps effluent into a river, there is no obvious market
mechanism for dealing with the problem, so rules are needed.
Another is to even out asymmetric power. Workers may be so
desperate for jobs that they will take on badly paid or unsafe
workand perhapseven send theirchildren to toil in the same fac-
tory. Fewwould argue against lawson pollution, workplace safe-
ty or child labour.

Too much of a good thing

But not all labour laws are equally useful. In much of Eu-
rope the problem is that regulations designed to protect existing
workers from unfairdismissal often make employers reluctant to
take on new ones. One international executive recounts the tale
of a French worker who had been with his employer for just
three years but was entitled to five years’ compensation for dis-
missal. “We wouldn’t put anyone in France if we can possibly
avoid it,” the executive said.

Such rules create an employment market divided into in-
siders and outsiders. One group of workers, with secure tenure,
will hold on to their jobs at all costs, whereas another group (of-
ten young people) will be able to get only precarious jobs or
none at all.

Naturally enough, trade unions tend to resist flexible la-
bour contracts; they represent the insiders who are benefiting
from job security, not the unemployed. But, says Mr Beyrer, “flex-
ible labour contracts can be a stepping stone into the workforce
for vulnerable groups such as the long-term unemployed and
youngpeople.” Employers will be more willing to take the riskof
employing such groups if the penalty for failure is small.

The recession has led to some increase in flexibility, in part
because some countries have agreed to reform in return for bail-
out funding. Spain was one of the countries that needed it most,
with the unemployment rate hitting more than 25%. In 2012 the
government pushed through a package that discouraged collec-
tive bargaining and made it easier to hire and fire workers; by De-
cember last year an OECD report estimated that the reforms had
created 25,000 new jobs every month, although that barely
makes a dent in Spain’s 5.8m jobless.

France has also introduced reforms. The consultation pro-
cess prescribed for employers who wanted to shed workers
could sometimes take years, according to JeremyJuanola ofEver-
sheds, the law firm; now the limit is one to four months. And the
period within which employees can sue for unfair dismissal has
been cut from five years to two.

In Britain, where the labour market is fairly flexible, some
rules have been loosened but others tightened. Employees now
have to be in a job for two years instead of just one before they
qualify for protection against unfair dismissal, and employment
tribunals’ fees have been raised to reduce frivolous claims. But
the government has also introduced shared parental leave of up
to 50 weeks that can be split between mothers and fathers. 

The danger is that, once European companies come to ex-
pand capacity again, they may do so outside the euro zone,
where employment contracts are more flexible and wages and
social costs are lower. Figures from the European Commission
show that the social “wedge” (labour taxes and other social-se-
curity contributions) makes up more than 40% of total labour
costs in nine EU countries and more than 50% in Belgium. In
America and Japan, reckons BusinessEurope, the wedge
amounts to only 27%. Angela Merkel, Germany’s chancellor, is
fond of saying that Europe has 7% of the world’s population, 25%
of its GDP and 50% of its social costs.
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2 The EU not only has inflexible labour markets and high
costs; it has slower growth prospects than most emerging mar-
kets. That will tempt many businesses to move elsewhere.
“Western Europe is at a severe disadvantage because of the costs
when you have to restructure your operations,” says Martin Sor-
rell, the boss of WPP. By contrast, Singapore has a low tax rate, a
light regulatory regime and an enviable location at the heart of
Asia. Sir Martin thinks some multinationals will eventually
move their headquarters to the city-state.

There is another area, loosely defined as market failure,
where governments are inclined to intervene. For example, they
mightdecide thatprices in a particularsectorare being keptartifi-
ciallyhigh bya cartel; or theymightwant to provide a subsidyfor
a service which private companies would otherwise be unwill-
ing to offer. Such measures can be controversial. “Where govern-
ments intervene to correct market failure, what is the evidence
that they are effective?” asks CliffWinston of the Brookings Insti-
tution. “They either miss the problem or make things worse.” Mr
Winston thinks that civil servants are poorly equipped to assess
the business climate. “People self-select to go into government,”
he says. “Those who do are risk-averse; they are intelligent but
want to keep the status quo.”

Perhaps the biggest problem with government interven-
tion is a lack of strategic thinking. Governments do not always
seem to realise that they live in a competitive world, and that
companies can go elsewhere if the regulatory climate is too
harsh. Some countries appear to have taken that message on
board, but too many are still drawing up rules that seem de-
signed to hobble business. 7

THE IRISH ECONOMY has had a dreadful time since the
2007-08 banking crisis. Output from peak to trough fell by

21% in nominal termsand unemployment rose from 5% to 15%. As
house prices plummeted by 47%, the banks collapsed and had to
be rescued, which pushed the debt-to-GDP ratio to 123%. The
country was forced to enter an EU bail-out programme from
which it has only just emerged.

But throughout the crisis the Irish government refused to
shift on one issue: the 12.5% tax rate on corporate profits that has
helped the country become a big draw for American companies.
The Irish Development Agency (IDA) reckons that America ac-
counts for 70% of Ireland’s foreign direct investment. Overall FDI

fell from 23.9% ofIrish GDP in 2009 to 10.5% in 2011but rebounded
to 19.4% in 2012. In 2009-12, despite its problems, Ireland was still
among the world’s ten biggest recipients of FDI as a proportion
ofGDP. The very predictability of Ireland’s regime adds to its ap-
peal; companies have no reason to fear that taxes will suddenly
shoot up.

Without the presence of those foreign companies the Irish
recession would have been even worse. The IDA calculates that
between them theyemploy270,000 people, payout€17 billion a
year in wages, generate exports worth €122 billion and contrib-
ute €2.8 billion in corporation tax. Moreover, the people who
work for these companies are paying income tax, buying goods

in local shops, makingregularmortgage payments and are draw-
ing no unemployment benefit. Despite the low tax rate on cor-
porate profits, the government gets the equivalent of2.6% ofGDP

from that source, the same as the EU average. 
Barry O’Leary of the IDA points out that many of the busi-

nesses that have settled in Ireland are technology companies
that have yet to make a profit and thus do not benefit from the
low rate of corporation tax. Rob Skinner of PayPal, an online-
payments company, says the group was one of the first technol-
ogy companies to arrive, backin 2003. It started with 25 people. It
has since been taken over by eBay, which has also moved to Ire-
land, and the combined group now employs 2,000 there.

It was not just the tax rate that attracted PayPal. Mr Skinner
says the Dublin office provides a base for the group’s operations
throughout Europe, the Middle East and Africa. “Ireland has peo-
ple who speak many languages, allowing us to deal with cus-
tomers across Europe,” he explains.

The Gilt Groupe, an online fashion retailer, established an
operation in Ireland in 2011. Michelle Peluso, its chief executive,
describes Ireland as “a really exciting market. It doesn’t matter if
you have low costs and a good office if you don’t have the right
talent. The quality score ofstaffin Ireland is high and there is real
talent in maths and science.” Being in a different time zone from
the country’s American headquarters allows work to continue
around the clock; the company’s American team can arrive at
work in the morning and find that the Irish staff have dealt with
yesterday’s problem overnight.

The IDA has focused on attracting businesses from five sec-
tors, says MrO’Leary: technology (led by companies such as IBM

and HP); pharmaceuticals (including Novartis and Abbott Lab-
oratories); financial services (many asset-management groups
use Dublin as a base for their European mutual funds); digital
media (Google and PayPal); and food (where the country is able
to build on its experience in the dairy industry). 

Dublin, Cork and Galway get 65-70% of Ireland’s FDI, but
the IDA has been trying to persuade companies to go farther
afield. The Gilt Groupe, for example, agreed to set up in Limerick
with IDA support. Although EU rules prevent countries from
subsidising particular industries, they do allow incentives to be
offered to companies to move to particular locations—provided
they are poor enough to qualify for regional aid.

Ireland’s low tax rates have prompted some carping from
other EU countries, but it is not easy to see what else the country
could have done. As a small, open economy at the EU’s peri-
phery, it has to work hard to attract multinational companies,
whereas a big country like America will get them anyway. The
main competition there is among individual states. 7
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KENTUCKY IS FAMOUS mainly for fried chicken, bourbon
and horse-racing. Few people thinkof it as a manufacturing

powerhouse. But the bluegrass state is not only the third-largest
car manufacturer in America; thanks to its central location (see
map), it has become a huge logistics hub and now also ranks
third among American states in air-cargo shipments.

At the state’s Louisville airport, United Parcel Service’s 120-
acre (49-hectare) site resembles a giant Santa’s grotto, with par-
cels containingeverythingfrom food to medicines to cuddly toys
racing around 155 miles of conveyor belts. When the facility was
opened in 1982, it handled 2,000 packages every night; now it
deals with that number every17 seconds, mostly automatically.

Seventy aeroplanes can be parked outside the hub’s five
wings, and each can be loaded or unloaded in 20 minutes. Some
250 flights depart every day. The airport is no more than two
hours’ flight from 75% of America’s population and four hours
from 95% of it.

Butonlyone in ten ofUPS’spackagesgoesbyair. The state is
within 600 miles of 60% of the nation’s population, so most of
them travel by road. Trucks fan outnot just from UPS’s facilitybut
also from that ofa rival delivery group, DHL, farther north.

Being able to receive and send goods quickly makes all the
difference to a business like Geek Squad, which has a site of
240,000 square feet (22,300 square metres) just a few miles from
Louisville, employing1,350 staff. The company handles all the re-
pairs forBest Buy, an electronics retailer. Customers hand in their
phones and laptops at their local shop, from where they are
trucked to the Louisville facility. The first delivery arrives at 5am
and the last truck leaves at 11pm. Over half the products are sent
back to the customers the next day.

Nearby CafePress handles online orders fora wide range of
customised goods, from T-shirts to mugs to wedding invitations.
On CyberMonday, just afterThanksgiving, it had 100,000 orders
to fill. As well as UPS, CafePress uses Federal Express’s hub in
Memphis, Tennessee, six hours’ drive away. Good internet con-
nections and cheap power are vital for the company. It has a
backup server on site and enjoys the sixth-lowest power costs in
the country, according to the Kentucky Association forEconomic
Development.

Louisville’s success illustrates the benefits of critical mass;
ifa big business settles in an area, others will follow. UPS reckons
that 156 companies have moved to be near its hub, which has
generated 12,000 jobs and $348m in annual payroll. A similar
logic applies to car manufacturing. Toyota started making vehi-
cles in another Kentucky city, Georgetown, in 1988; its factory
there is now the company’s largest outside Japan, employing
nearly7,000 people and producing500,000 vehiclesa year. Ford
and General Motors also have factories in Kentucky. The state
reckons that some 120 suppliers have sprung up around them.

One of them is NHK Spring, a Japanese spring manufactur-
er that has four facilities in the state and mainly supplies Toyota,
Nissan, Subaru and Honda, all of which have factories within
easy reach. The company took advantage of incentives provided
by the state government in Frankfort, including a payroll-tax
credit foremployeesand a sales-taxrefund for the materials used

when the facility was expanded. 
Economists are doubtful about tax incentives offered by

states to entice businesses to their region. A study by the Pew
Centre on the States found that every American state has at least
one incentive programme but concluded that “no state regularly
and rigorously tests whether those investments are working.”
Both the costsand the benefitsofthe incentivesare far from clear.
Louisiana’s economic-development department initially esti-
mated that its enterprise-zone programme had produced 9,000
jobs, but a more rigorous evaluation cut the figure to 3,000. 

The Pew Centre gave Kentucky only a “mixed” ranking in
its survey, trailing behind 13 states thought to be better at evaluat-
ing their programmes (see map). However, Kentucky’s governor,
Steven Beshear, a Democrat who is approaching the end of his
second term, emphasises that much state aid is conditional. For
example, as an extra incentive NHK Spring was invited to issue
bonds to the state that were non-repayable, provided the com-
pany met its employment targets. 

Learning to bang the drum

Like many modern politicians, Mr Beshear has had to tour
the world to sell the benefits of settling in his state. Last year he
visited Austria, Canada, Dubai, Spain and Germany; four Ger-
man car-parts suppliers have recently agreed to set up in Ken-
tucky. “The most important priority is to create jobs,” he says. “If
workers are paying taxes, other problems dwindle. We have the
revenue to deal with education, health care and other issues.”

When the recession hit in 2008, the governor recognised
the need to hold on to the businesses already operating in the
state: “If they were going to consolidate their operations, we
wanted them to consolidate in Kentucky.” The state has estab-
lished apprenticeship programmes together with local colleges,
created statewide innovation centresand setup a scheme to help
small local businesses win exports. Following a trade mission, a
struggling houseboat-builder was delighted to receive orders
worth $3m from Dubai.

Life in Kentucky is far from perfect. The state has long been
one of the poorest in the country, ranking 44th in terms of GDP

perperson in both 1939 and 1970 and still only 43rd in 2012. Its un-
employment rate, at 8.2% in December 2013, was 1.3 percentage
points above the national average. The share of college gradu-
ates is among the lowest in America. No wonder its government
is fighting for every job it can get. 7
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WHEN TWO AMERICAN presidents, Theodore Roosevelt
and William Howard Taft, embarked on a trustbusting mis-

sion a century ago, they were takinggovernment into a new poli-
cy area: competition. Industrialisation was still relatively new,
and any monopolies that had emerged, such as the British and
Dutch East India companies, had been created by governments. 

The robber-baron companies of the late 19th century were
accused ofusing their industrial muscle to drive competitors out
of business. Private monopolies, the argument ran, diminished
the benefits of capitalism; by definition, the existence of a mo-
nopoly made it impossible for a free market to operate.

Since then, governments have generally had some kind of
competition policy, though not necessarily a coherent one. Poli-
ticians have tried to juggle a number of different priorities,
among them putting government in control of “strategic” indus-
tries (a category that has always included defence but often also
a range of other industries, from airlines to car manufacturing,
power generation and telecoms); shielding domestic businesses
from foreign ownership or competition; and protecting consum-
ers from price-gouging.

In the past two decades a new concern has emerged: that
monopolies may be restricting innovation. The technology in-
dustry seems to have been particularly prone to creating near-
monopolies, from Microsoft in software to Amazon in retailing
and Google in internet search. This is due to network effects.

Consumersgravitate to the dominant technology, eitherbecause
it offers more products or because many of their friends are al-
ready using the network concerned. These monopolists, it is
feared, will be slow to introduce new technologies that might
cannibalise their existing business; and they will be so en-
trenched that new competitors will find it hard to get a foothold.

Microsoft bundled its Internet Explorer browser with its
dominant Windows operating software on personal computers.
America’s Department of Justice saw this as an attempt to force
Netscape, a rival browser, out of the market. In a long court case
that began in 1998, Microsoft was initially ordered to break itself
in two. This ruling was overturned on appeal and a less onerous
settlement was arrived at.

At the time many commentators felt that the authorities
had overreached themselves. Internet Explorer was provided
free of charge, so it was hard to see how consumers were being
harmed. But this is a tricky area. On the one hand, rapid techno-
logical change can cause once-dominant companies to lose their
position very quickly if they do not adapt; look at Nokia’s and
BlackBerry’s mobile-phone businesses. Some argue that if the
market is capable of such adjustment, governments should not
get involved. “The fact that some consumers make the wrong de-
cision some of the time is not the basis for intervention, as long
as all consumers are not being ripped off,” says Simon Bishop of
RBB Economics, a consultancy. On the other hand, such rapid
change makes it hard to tell whether monopoly positions are be-
ing exploited, or whether a more competitive market would
have produced more innovations.

Competition authorities have also had to rethink their role
in cross-border deals. If one multinational takes over another,
that might not create a monopoly in the country where the two
groups have their headquarters, but it could do so in another
country. A proposal for a merger between General Electric and
Honeywell, announced in October 2000, was cleared by Ameri-
ca’s Department of Justice but blocked by the European Com-
mission the following year. That objection appeared to herald a
new era of transatlantic takeover disputes; in fact it remains the
only deal so far to have been cleared in America but blocked on
the other side of the Atlantic. 

However, there have been other instances of transatlantic
disputes. In 2009 the European Commission imposed a €1.06
billion ($1.4 billion) fine on Intel, a chipmaker, after a complaint
brought by an American rival, AMD. The ruling seemed to sug-
gest that multinationals faced the prospect of “double jeopardy”
because of inconsistent international rules. 

We do it our way

There are some philosophical differences between Europe
and America. Europe has a long tradition of state ownership of
industry; even after privatisation, many such companies retain
dominant positions, at least in their national markets. In Ameri-
ca, by contrast, market leaders have got there the hard way, by
having superior technology or being more efficient. In Europe
competition policy tends to be rules-based, with the European
Commission issuing guidance for future mergers to follow; in
America merger decisions tend to be hammered out in the
courts, establishing legal precedent.

But multinationals also have to deal with competition poli-
cy in emergingmarkets. China isa particularchallenge. “The Chi-
nese use competition policy to achieve other ends—to keep out
foreign firms or attack existing foreign businesses,” says one ex-
pert. Latin American countries have tended to adopt the Ameri-
can model of competition policy, whereas eastern Europe has
followed the EU’s example. Merger authorities from different
countries have set up the International Competition Network to 
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share experience. Such efforts may reduce the double-jeopardy
problems in international mergers, if only because rules may be
applied more consistently.

In the longer term, the question iswhethernational compe-
tition policieswill prove adaptable enough to cope with a global-
ised economy. It may make economic sense for global compa-
nies to exploit economies of scale and bring down prices for
consumers, butnational governmentsmaybe reluctant to accept
the loss of control involved. In air travel, for example, fares have
been reduced under pressure from low-cost airlines, but these
newcomers are still being held back by policies that favour flag-
ship carriers. If regulators in rich countries were to prove more
zealous than their counterparts in emerging markets in restrict-
ing the size of multinationals, Western firms might be put at a
competitive disadvantage.

New concerns for competition authorities are emerging all
the time. Chris Walters, acting chief economist of Britain’s Office
ofFair Trading (OFT), cites the practice of“pay-for-delay”, where-
by a firm that holds a drug patent pays a generic manufacturer
not to launch a rival drug to preserve the patent-holder’s monop-
oly profits. And David Currie, the chairman of the Competition
and Markets Authority (which will take over from the OFT in
April), recently pointed to a vast new potential problem, which
he described as “the growing collection, processing and use of
consumer-transaction data for commercial ends. This is proving
an increasingly important source of competitive advantage; we
need to be alert to the possibility that it will be an increasing
source ofconsumer detriment.” 7

IF THERE IS an industry that exemplifies the virtues of the
private sector, it is technology. In the past 30 years a wave of

innovationshas transformed the livesofconsumers in the devel-
oped world, allowing people to engage in a huge range of activ-
ities by using devices they can hold in their hand.

Governments’ role in pushing forward technological pro-
gress has been widely underestimated, as Mariana Mazzucato
shows in her book, “The Entrepreneurial
State”. The first computers were devel-
oped by governments, as were jet en-
gines, nuclear power and lasers. The in-
ternet grew out of ARPANET, a project
nurtured by America’s Defence Depart-
ment. It took government-launched satel-
lites to enable global positioning systems
to work. Touchscreen technology was in-
vented by academics with the help of
government funding. Even the algorithm
that made Google so successful was
created with the aid ofa grant from Amer-
ica’s National Science Foundation.

The state is very good at funding ba-
sic scientific research and at helping fledg-
ling companies, many of which are too
small, or still too far from profitability, to

attract the interest ofthe venture-capital industry. A report by the
President’s Council ofAdvisers on Science and Technology com-
mented that “industry generally invests only in developing cost-
competitive products in the three-to-five-year time frame.”

Most people accept that the private sector is best placed to
turn that basic research into commercial products. But govern-
ment interaction with the technology sector does not stop there.

A digital Domesday book

The internethascreated the greatest treasure trove ofperso-
nal data ever assembled—a Domesday book for the 21st century.
Most consumers, initially reluctant to hand over data to buy
goodsonline, have longsince gotused to the idea. People happily
publish their likes and dislikes, their pictures and the names and
contactdetailsoftheirbest friendson social media. Such data are
invaluable for companies that want to target their marketing
more closely. Thanks to technology, companies can even find out
where people are at any particular moment. 

But that raises serious questions. Who should be responsi-
ble for the data’s security? And should there be limits on how
they can be used? Governments have been alert to this problem
from the earliest days of the internet, but recent European draft
legislation looks far too heavy-handed. Every business covered
by the rules will have to appoint a data-protection officer at an
estimated cost of €80,000 a year, according to the European
Small Business Alliance. Businesses with fewer than 5,000 data
points are exempt, but even a small outfit with a mailing list of
customers could easily exceed that.

Germany has 16 Länder, each with its own data-protection
commissioner who can interpret the rules in his own way. In Ba-
varia websites must allow users to remain anonymous. That is a
problem for Facebook users, because the networking site insists
that customers use their own names.

Governments play a triple role in all this. They represent
consumer rights, but they also expect the corporate sector to pro-
vide a raftofdata when theyhave securityconcerns, and in addi-
tion they track e-mail and phone conversations directly. Such
data can be helpful to monitor terroristsand taxcheats, but in the
hands ofan unscrupulous government they can be used to keep
an eye on dissidents as well. And if a government is careless,
those data can be pre-empted by fraudsters and other undesir-
ables. This debate has been fuelled by the revelations of Edward
Snowden, a former National Security Agency contractor who
leaked details ofAmerican surveillance operations to the media.

If the state has proved less than trustworthy, private com-
panies are not perfect either. Some have lost large amounts of
customers’ data, either by accident or because they have been 
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2 hacked. The recordsofmore than 100m customerseach were sto-
len from Sony and Target. But Luc Delany, a formerFacebook em-
ployee who now works as a consultant, points out that compa-
nies have a strong incentive to get it right. If people lose trust in a
business, the brand will suffer. Companies are walking a fine
line, trying to meet the authorities’ requests for information but
beingopen about it (see chart4, previouspage). Apple, forone, re-
vealed last year that it had received requests for information
from 31governments. The vast majority came from America’s.

As the internet penetrates ever deeper into people’s lives,
such issues will become increasingly important, raising a raft of
questions. Should service providers be responsible for offensive
messages posted on platforms such as Twitter? What can be
done about child abuse online, given that many of the sites con-
cerned are based offshore? If internet companies help authori-

ties in the West track down dangerous individuals, will that en-
courage authoritarian regimes elsewhere to demand access to
their critics’ personal details?

The internet may be the ultimate instance of globalisation.
Its flexibility makes it very difficult to monitor, with new sites
springing up all the time. And as a weapon it can be used by any-
one, from protesters who want to undermine governments to
disgruntled customers who want to give companies a bad name.

In many such instances governments may want to inter-
vene and companies could find themselves on the defensive. It is
an area where a number of different principles—free speech, the
right to privacy, the freedom to innovate—collide. The trade-off
among these principles will have to be negotiated within each
country and by each individual, but in an interconnected world
there may be no satisfactory answer. 7

TRADITIONALLY, COMPANIES HAVE allied
themselves with conservative political
parties that champion free enterprise and
low taxes. But there is one issue where
businesses and right-wing politicians do not
see eye to eye: immigration. Most conserva-
tives oppose free movement of labour,
whereas business generally wants fewer
immigration controls. The technology in-
dustry in particular is keen to attract the
brightest staff from all over the world, and
ideally to group all their best engineers in
the same place, usually in California.

Last year Mark Zuckerberg, the co-
founder of Facebook, formed an action
group, FWD.us, to campaign for immigration
reform. In an editorial in the Washington
Post, Mr Zuckerberg recounted that when he
was teaching a middle-school class for
budding entrepreneurs, he found that many
of the children were undocumented and were
not sure they would be allowed to go to
college when they grew up.

“In a knowledge economy, the most
important resources are the talented people
we educate and attract to our country,” he
wrote. “Why do we kick out the more than
40% of maths and science graduate students
who are not US citizens after educating
them? Why do we offer so few H-1B visas for
talented specialists that the supply runs out
within days of becoming available each year,
even though we know each of these jobs will
create two or three more American jobs in
return? Why don’t we let entrepreneurs move
here when they have what it takes to start
companies that will create even more jobs?”

FWD.us also has the support of other
technology entrepreneurs, such as Reid
Hoffman of LinkedIn, Drew Houston of
Dropbox and Andrew Mason of Groupon.

Stan Druckenmiller, a hedge-fund manager,
backs the campaign, too. According to Joe
Green, the founder and president of FWD.us,
“the number one thing technology bosses
spend their time thinking about is recruiting
people; 75% of the money they spend is on
payroll.” The two things that would make it
easier to recruit talented people are educa-
tion and immigration reform. “Also, tech
people are entrepreneurs who have taken a
risk—they appreciate the risk involved in
moving halfway round the world to a new
country. Some of their ancestors may have
done the same.”

The issue has bedevilled American
politics for a long time; the most recent
reform bill was passed in 1986. One problem
is partisan bickering: Republicans do not
want to be seen helping Democrats, and vice
versa. To get round this, FWD.us set up two
separate organisations. 

Not surprisingly, the group has ex-
ploited its technological expertise. In
November last year it held a 25-hour “hack-
athon” during which techies created new
tools to boost the prospects of reform.
Among the websites created were Push 4
Reform, which has a page for each member
of Congress outlining their stance on issues
such as immigration reform, and Undocu-
life, a game in which players live as un-
documented immigrants.

The National Immigration Forum is a
more traditional campaign group that has
been around since 1982. Ali Noorani, its
executive director, says the group concen-
trates on the three Bs—bibles, badges and
business. They have much in common, Mr
Noorani believes: the fastest-growing faith
group in America comes from the Hispanic
community; many badge-wearing law-

A plea for open doors

But governments are averting their ears

enforcement officials would rather not get
involved in the time-consuming process of
checking residency papers; and business has
an interest in hiring talented workers. 

Immigration is a live issue in other
countries, too. The British government’s
attempts to reduce net immigration are
causing problems for its businesses. “Com-
panies are facing skill shortages in science,
tech, engineering and maths,” says John
Cridland of the Confederation of British
Industry. Like America, Britain has a visa
programme for highly skilled staff, but it
leaves much to be desired. “The problem is
not just the number of visas that are issued
but the time it can take to process them and
whether workers are allowed to bring their
families,” says Mr Cridland. As in America
and elsewhere, political and business in-
terests in this area are out of kilter.

SPECIAL REPOR T
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LOBBYISTS SOMETIMES FEEL unloved. Jeremy Galbraith
ofBurson-Marsteller, a lobbyingfirm, tells the story ofa taxi

ride he took in Oslo. The conversation was flowing nicely until
the driver asked him what he did for a living. The rest of the jour-
ney passed in silence. Heather Podesta, a lobbyist in Washing-
ton, DC, defiantly wears a badge displaying an L to demonstrate
pride in her profession.

It is natural for companies to want to present their case to
government to ensure that their voice is heard. In America the
right to petition the authorities about grievances is guaranteed
by the constitution. And the more that governments interfere in
their economies, the more there is to lobby about. But what may
make sense for an individual company could lead to a mess at
the aggregate level. 

Mancur Olson, a political scientist, argued that small
groups of producers have a strong incentive to band together to
protect existing tax breaks and subsidies because such perks are
highly lucrative for them. He elaborated his theory in a book
published in 1982, “The Rise and Decline of Nations”. Converse-
ly, the millionsoftaxpayersand consumerswho bear the costsof
these privileges will each pay only a negligible amount, so they
have little incentive to lobby for them to be removed. Over time,
therefore, the powerofspecial-interest groupswill steadily grow,
reducing the economy’s potential.

The drip-drip-drip principle

Lobbying is still dominated by the producers’ interests. An
analysisby the SunlightFoundation oflobbyingrelated to Amer-
ica’s Dodd-Frankfinancial reform found that, between June 2010
and June 2013, federal regulators met banks 14 times more often
than they met consumergroups. Goldman Sachs alone attended
222 meetings; the top 20 pro-reform groups combined met regu-
lators 287 times. In the list of the most frequent participants, the
leadingpro-reform group appears in 30th place. In Britain, drinks
companies held 130 meetings with the government between
2010 and 2013; eventually a plan to introduce minimum prices
for alcohol was shelved.

America’s lobbyists, gathered around K street in Washing-
ton, DC, are considered to have the most influence, but their suc-
cess is of fairly recent origin. Fifty years ago few big companies
employed professional lobbyistsorkeptan office in Washington.
The activist administrations of Lyndon Johnson, Richard Nixon
and Jimmy Carter expanded the role of government and in-
creased the impact of regulation. 

In the mid-1960s, when Ralph Nader campaigned against
poor car safety, General Motors did not have a single lobbyist in
Washington. The fightback is often dated to 1971 when Lewis

Powell, a corporate lawyer, wrote a memo accusing American
capitalism ofresponding to attacks by “appeasement, ineptitude
and ignoring the problem”. Businesses started to band together.
Membership of the Chamber ofCommerce grew from 36,000 in
1967 to 80,000 in 1974 and doubled again to 160,000 by1980.

Lobbyingcreates its own momentum. Acompany that sees
its competitors doing it will follow suit to avoid losing out. More-
over, it seems to work. Among Fortune 100 companies, the ten
that lobbied most in 2010 paid an average effective taxrate of17%;
the 80 that lobbied least paid an average of26%.

Lobbying might also be needed to head off unfavourable
legislation pushed by political pressure groups. The financial-
services industry has only recently woken up to the need to get
organised in Brussels, where the 2007-08 crisis provoked a lot of
political hostility.

Lee Drutman of the Sunlight Foundation argues that pro-
fessional lobbyists benefit from an information asymmetry.
Companies rely on lobbyists to find out what is going on in gov-
ernment. Their informants have every incentive to play up
threats and opportunities that call for more lobbying. It also suits
them to argue that businesses should lobby individually rather
than rely on industry associations. When the law is altered to
suit individual companies, it becomes more complex, which
creates a need for more lobbying to deal with the complexity. Mr
Drutman’s research showsthat the bestpredictorofa company’s

lobbying activity in any given year is its
lobbying activity in the previous year.

It seems likely that all this has made
the regulations and tax laws more com-
plex. The number of pages in the Ameri-
can tax code doubled between 2001 and
2011, and the number of words grew to
3.8m. This complexity weighs on the

economy, as predicted by Mr Olson 30 years ago.
Discussions about lobbying tend to focus on America, but

that is largely because the country is so open about it. In China,
for instance, lobbying isnotconsidered a profession, but it ishard
to believe that Chinese businesses do not have the ear of their
government; after all, many ofthem are part-owned by the state. 

In Europe lobbyists gather in Brussels, where Rue Belliard
hasbecome the equivalentofK street. The disclosure rulesare far
laxer than in Washington; listing on a lobbying database is vo-
luntary, so there may be many more lobbyists than the roughly 

Lobbying

Grey eminences

How companies try to influence governments 

Lobbying creates its own momentum. A company that
sees its competitors doing it will follow suit to avoid
losing out
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30,000 the register suggests. But at least Europe, unlike America,
imposes strict limits on political-campaign contributions.

Since lobbying is mostly confined to large, established com-
panies, the question is whether it discriminates against small, in-
novative groups. Complex regulations act as a barrier to entry.
And at a time when many voters are angry about a decline in liv-
ing standards, some also wonder whether the prevalence of lob-
bying has favoured the rich.

What money can buy

As Mr Drutman points out, “nobody buys anybody in a
straightforward quid pro quo. But money acts as a filtering or
gatekeeping mechanism.” Those with money are more likely to
gain access to congressmen than those without it. Thismay result
in policies that favour the wealthy, or big business, giving them
more money with which to fund more lobbying. It is telling that
the five biggest contributors to Mitt Romney’s 2012 presidential
campaign worked for financial-services companies, and em-
ployees of Microsoft and Google comprised two of the top five
donor categories to BarackObama. 

This kind of feedback loop was already worrying President
Woodrow Wilson 100 years ago. In his view, “it is ofserious inter-
est to the country that the people at large should have no lobby
and be voiceless in these matters, while great bodies of astute
men seek to create an artificial opinion, and to overcome the in-

terests of the public for their
private profit.” 

America’s rules were
tightened in response to the
Abramoff scandal in 2006,
when a lobbyist was jailed for
conspiracy to bribe public offi-
cials. These days lobbyists are
required by law to say who
their clients are and how they
pay. But some elements of the
rules are bizarre. For example,
lobbyists have to disclose
which part of the government
they have talked to (for exam-
ple, Congress) but not which
individual (say, a particular
congressman). And although

lobbyists can no longer buy congressmen
lunch, they can contribute to their cam-
paigns. In his book, “So Damn Much
Money”, Robert Kaiser revealed that Ger-
ald Cassidy, a leading lobbyist, together
with his wife handed over $1.3m for con-
gressional campaigns during his career. 

Whatever the concerns about it, lob-
bying is not going to go away. As Ms Pode-
sta points out, “Washington picks win-
ners and losers every day; they don’t
always mean to but someone is up and
someone is down. Clients who are out of
sight are out of mind. There are a number
ofdiverse voices talking to Congress at all
times about issues; there are people on
both sides of the argument, and it is up to
congressmen to decide between them.”
She argues that no congressman wants to
be seen acting against the interests of his
constituents. Mr Galbraith, for his part,
blames the industry’s dodgy reputation

mainly on the politicians, not the lobbyists.
The problem is not so much outright corruption as opacity;

citizens cannot tell whether political decisions are made for ob-
jective reasons or because politicians have been influenced by
the best-funded lobbyists. And companies feel theycannot with-
draw from lobbying for fear of losing out. As Mr Drutman writes:
“If (politics) is a market, it is most like a Byzantine bazaar in
which one never knows what will be for sale and in which the
merchandise comes and goes unpredictably. Prices are un-
marked and ever-changing. One mustpaya price just to enter.” 7

UNDER THE FEUDAL system of the Middle Ages, every-
body knew their place, even if they occasionally over-

stepped the mark. The peasant owed allegiance to the squire, the
squire to the nobleman and the nobleman to the king. By con-
trast, since industrial capitalism has been around, the relation-
ship between companies and the state has been volatile. The
19th century was an era of laissez-faire, but in the 20th century
two world wars required strong state control of the economy,
and in the social democracies that prevailed after1945 the private
sector played a diminished part, particularly in Europe. When
economies were liberalised after 1980, the state retreated again
and nationalised industries were returned to the private sector.

Now three factors are at work that could change the rela-
tionship yet again. The first is the financial crisis of 2007-08,
which undermined the argument that free markets, left alone,
would regulate themselves. It has been followed by a long per-
iod ofausterity that has made voters angry and boosted support
forpopulistpartieson both leftand right. Companiesmake obvi-
ous targets for such popular anger.

The second factor is the growth of the internet, which has
made it much easier for both companies and the state to gather

Redefining the relationship

Partners not enemies

Why companies and governments need each other
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ward pressure on tax rates.
Companies will always try to
manage their affairs so as to
minimise their tax bills, but at a
time when votersare feeling the
pinch, sensible businesses will
realise that if theyoverdo the tax
avoidance they might damage
their reputation. Governments
should focus more on income
and consumption taxes, which
are easy to define and relatively
cheap to administer. The point is
not to maximise the revenue
from any specific tax but to ex-
tract the maximum tax revenue
at the lowest cost.

The most difficult area to
forecast is technology. In the
past 20 years huge tech compa-
nies have emerged from no-
where; some, such as Facebook,
have created communities that
sometimes seem like alternative
worlds. The continued growth
of online trading, and the cre-
ation of electronic currencies
such as Bitcoin, have conjured
up dreams of a libertarian sys-
tem out of the state’s reach. At
the same time the widespread
use of instant-communications systems such as Twitter has
created a challenge for businesses: news of a faulty product or
poorhandlingofa customercomplaint can flash round the globe
in minutes. 

Globalisation, too, will remain a disruptive force. Just as
governments can find their fiscal position undermined by com-
panies shifting domicile, individual businesses can find their
brand undermined by the emergence of new competitors,
changes in taste or even political turmoil. 

All governments and companies are at the mercy of these
long-term trends. In the developed world, businesses are com-
petingagainst companies from emergingeconomies that may be
directlystate-owned orat leasthave a lotofgovernment support.
Economic growth is faster in emerging markets, so that is where
multinationals increasingly want to be; if rich-country govern-
ments over-regulate their domestic markets, they will get a pro-
gressively lower share of multinational investment. Investors in
the rich world are more likely to prosper if big companies can
take advantage of opportunities in developing countries; as the
populations of rich nations age, their pension funds need to ac-
cumulate claims on emerging markets.

Leaders on both sides should realise that an antagonistic re-
lationship is in nobody’s interest. Governments lose out if busi-
nesses find it hard to operate in their country, and businesses suf-
fer if governments are not able to prevent political or financial
turmoil. Governments need to focus on the big picture—in es-
sence, provide a stable tax regime and an education system that
produces well-qualified knowledge workers—rather than try to
micromanage businesses through excessive regulation. Compa-
nies must understand that if they push taxavoidance too far they
will alienate customers and undermine the societies in which
they operate. At a time when the rich world is struggling to gener-
ate growth, governments and companies alike should acknowl-
edge the fact that they are partners not enemies. 7
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2 large amounts of information about individuals. The state is
tempted to take advantage of this corporate knowledge, largely
for policing and anti-terrorism reasons, but also feels the need to
regulate how companies store and use personal data.

The third is the continuing impact of globalisation. This
gives multinational firms more freedom to move around the
world, but it also means that Western companies face competi-
tion from many emerging-market titans with state backing. If
rich-world governments hobble theirown companies too much,
they may hand market dominance to the champions of the
emerging world. That is no way to create jobs.

There is a fine line between creating an environment in
which companies can flourish, and cosseting businesses so
much that they become uncompetitive. The problem in devel-
oped countries has not, in recent years, been governments’ un-
willingness to help; it has been a lack of strategic vision. There
has been too much micromanagement to encourage particular
industries and particular behaviour.

Don’t chop and change

Time and again, business leaders say that what they want
most is consistency. When they make a 15-year investment, they
want to be sure that the taxes and regulations at the end of that
period will still be the same as at the start. Fiddling with the rules
leads to uncertainty, which discourages investment.

The endless tinkeringby politicians also leads to a lobbying
arms race in which the winners are not the best companies but
those with the best political connections. Once caught up in this
race, businesses find it hard to quit. And the public comes to be-
lieve that the system is rigged in favour of insiders, increasing its
resentment of companies. To reduce the need for lobbying, gov-
ernments should establish a sound basic framework of simple
taxes without loopholes, as well as regulation that concentrates
on the big picture. 

On the tax front, it seems unlikely that the profits levy will
disappear altogether in the foreseeable future, but international
competition and the increasing popularity of alternative cor-
porate structures such as partnerships are likely to exert down-

Robots March 29th
China April 19th
International banking May 10th
Business in Asia May 31st  



The Economist February 22nd 2014 43

For daily analysis and debate on Europe, visit

Economist.com/europe

1

BY ANY standards, what happened on
February 17th in the Quirinal Palace,

the official residence of Italy’s head ofstate
in Rome, was pretty startling. On one chair
sat a 39-year-old local politician with no
experience of parliament, let alone of the
cabinet. On the other was the country’s 89-
year-old president, Giorgio Napolitano.
Aftermore than an hourofdiscussions, Mr
Napolitano invited the young mayor of
Florence, Matteo Renzi, to form Italy’s next
government.

Mr Renzi left to announce that he in-
tended to transform Italy during his first
100 days in office. On the assumption that
he can put together a programme and a
ministerial team that wins the backing of
both chambers of the Italian parliament,
he plans to initiate a two-pronged constitu-
tional reform by the end of February; to
bring in a new employment law during
March; to streamline the public adminis-
tration in April; and to overhaul the system
of taxation in May (while at the same time
pushing through a new electoral law). All
this in a country where, according to the
World Bank, it takes longer to get a fresh
connection to the electricity supply than it
does in Kazakhstan.

Not since Silvio Berlusconi (in his own
words) “ran on to the pitch” in 1994 has a
new leader swept into the national politi-
cal arena with so little experience while at
the same time promisingso much. Is the ar-
rival of Matteo Renzi, who has been leader

MrRenzi mayeven have thatmostvalu-
able of political assets, luck. In a regional
election on the day when he received his
mandate, the voters of Sardinia unexpect-
edly handed victory to the candidate for
governor from the centre-left—a fine augu-
ry. And Italians are not the only ones who
have been persuaded of Mr Renzi’s abili-
ties. Britain’s former centre-left prime min-
ister, Tony Blair, who got to know the
mayor while holidaying in Tuscany, issued
a statement in which he declared that:
“Matteo has the dynamism, creativity and
toughness to succeed.”

Scout’s honour
It is the toughness that has been most clear-
ly on display thus far. Mr Renzi was once a
keen boy scout. But it is hard to believe that
Robert Baden-Powell would have ap-
proved of the ruthlessness with which he
dispatched hispredecessorasprime minis-
ter, Enrico Letta. Having vowed to remain
loyal to his party colleague, Mr Renzi
changed tack after weeks of publicly criti-
cising Mr Letta’s stewardship. On February
13th he persuaded the PD leadership to give
the thumbs-down to a government in
which it was the dominant partner. Mr
Letta then resigned, but only with the
greatest reluctance.

Mr Renzi must now show that the end
justifies these fratricidal means. By knifing
Mr Letta in the back instead ofwaiting for a
general election that was expected to come
early next year, he has saddled himself
with at least three handicaps. First, he has
shown another side of his character that
many Italians seem to find unappealing.
An opinion poll conducted on February
14th showed that only 29% supported the
removal of Mr Letta. Second, Mr Renzi has
laid himself open to the charge of dodging
trial by public opinion (especially if, as he
has suggested, he now tries to stay in pow-

of the centre-left Democratic Party (PD)
only since December, the new dawn for
which so many Italians (and those who
wish them well) have been praying? Or is it
just the latest illustration of their weakness
for self-proclaimed miracle workers?

Mr Renzi is certainly a man of remark-
able qualities. He is formidably energetic,
ready to take a gamble, decisive, charming
and gifted, with a popular touch that can
reap rich dividends in Italy. Mr Berlusconi,
even though his party is now in opposi-
tion, can barely contain his admiration for
a man he is said to view as a more left-lean-
ing reflection ofhis younger self. “I had the
pleasure of meeting a prime-minister-des-
ignate that is exactly half my age,” he
gushed on February19th.

Italy’s new prime minister

A young man in a hurry

ROME

Matteo Renzi takes over, promising lots ofnewpolicies—and fast
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2 er until the scheduled end of the present
legislature in 2018).

Third and most important, he has sad-
dled himselfwith the same heterogeneous
coalition that slowed down Mr Letta. After
Mr Renzi had met the other party leaders,
all the signs were that his government
would include the New Centre-Right
(NCD), led by Angelino Alfano, who split
from Mr Berlusconi’s reincarnated Forza
Italia last year, and Civic Choice, the party
founded by Mario Monti, Italy’s techno-
cratic prime minister between November
2011and April 2013.

The NCD, in particular, disagrees with
Mr Renzi on a range of issues, from proper-

ty taxation to the granting of legal rights to
unmarried partners. Mr Alfano’s bargain-
ing position will admittedly be weakened
by his reluctance to bring down the gov-
ernment and risk an election: he needs
time to organise hisnewpartyand to win it
a greater following (it is polling less than
5%). But several prominent figures are said
to have refused a seat in the new cabinet
for fear of being trapped in a similar quag-
mire to the one that engulfed Mr Letta's
team. Ofparticularconcern are the difficul-
ties Mr Renzi seems to be having in finding
a weighty figure willing to take charge of
the finance ministry.

Italians in general appear to be quite

sceptical about Mr Renzi’s pledges. In an
opinion poll carried out for the television
channel La7, as many as 58% thought he
would succeed in replacing the electoral
law, but the proportion believing that he
would make a difference in the other areas
he has identified varied from 16% to 25%.
The cartoonist of Corriere della Sera, a
newspaper, caught the public mood with a
drawing of Mr Renzi as Michelangelo’s
“David” and one passer-by telling another:
“They’ve already put him on a pedestal.
But he has yet to face Goliath.”

Goliath, of course, is the task of reform-
ing Italy. A selection of the week’s other
news stories shows how formidable that
job will be: a study finding that the level of
satisfaction with local-government ser-
vices in Italy is (alongwith Greece) the low-
est among 32 European countries; a region-
al politician arrested for, among other
things, using taxpayers’ money to have his
hair dyed; and a report finding that the
judgesofItaly’s supreme courthave to deal
with over 7,500 appeals a year from defen-
dants who previously admitted their guilt.

Facing such a battle, Mr Renzi needs
more than a sling. He aims to rush at his ad-
versary in a reckless and lightning-fast at-
tack, bewildering and toppling him with a
flurry of well-aimed sword thrusts. Speed
and momentum are everything. Will it
work? Perhaps the best answer, and there-
fore the best justification forMrRenzi’spre-
cipitate arrival in office, is that over the
years almost everything else has been
tried, without much success. 7

Spain and the Jews

1492 and all that

THE expulsion ofSpain’s Jews in 1492
was a blackmark in a sad history. The

land known as Sefarad had once been a
refuge for them. Many who refused to
convert to Christianity were mugged,
murdered or raped as they fled to north
Africa or Italy. Some went to Portugal,
only to be forcibly converted or expelled
again. Converts who stayed became a
target of the Spanish Inquisition. 

Small Sephardic groups remain in the
Ottoman empire, where the exiles were
welcomed. But most descendants are in
Israel, France, Latin America or the Un-
ited States. Folklore tells ofkeys to houses
in Toledo or Segovia guarded by de-
scendants for centuries. Spanish ancestry
survives in such surnames as Toledano,
as well as in Ladino, a Spanish-based
language spoken by some 100,000. Istan-
bul has a monthly Ladino newspaper, El

Amaneser (the dawn). Folksongs and

festivals keep Sephardic culture alive.
Five centuries on, Spain’s government

is offering the descendants a deal to let
them become Spaniards without leaving
home or giving up their present nation-
ality. Nobody knows how many will
apply. Leon Amiras, a lawyer and stal-
wart ofa community of800,000 Sephar-
dic Jews in Israel, says he has received
hundreds ofqueries. But he admits that
the Spanish parliament, which is process-
ing the draft law, will find it hard to fix
workable criteria. 

Benzion Netanyahu, a historian and
father ofBinyamin Netanyahu, Israel’s
prime minister, once put Spain’s1492
Jewish population at 225,000. Their
genes have spread widely. Joshua Weitz,
a biologist at Georgia Tech in America,
says almost all today’s14m Jews have at
least one Spanish ancestor. If those on
Manhattan’s Upper West Side tookup
the offer, they alone would double
Spain’s population of45,000 Jews. Al-
berto Ruiz-Gallardón, the justice minister,
insists the offer is open to anyone, Jewish
or not, who can prove descent via sur-
name, language or other evidence. Nico-
lás Maduro, Venezuela’s president, who
had Sephardic grandparents, could apply. 

Spain says it is righting an historical
wrong, though descendants of the “Mo-

riscos”, Muslims expelled in 1609, have
had no such offer. The government says
Sephardic communities have a Spanish
culture. It also wants to lure investment
and talent. Mr Amiras says older Sephar-
dim will take the offer for sentimental
reasons; the young may like the idea ofa
passport to live, workor travel in the
European Union. Yet a rush to the home-
land is unlikely: with an unemployment
rate of26%, Spain now produces more
emigrants than immigrants.

MADRID

An offerto right a past wrong maynot lead to a huge influxofpeople

The tears of banishment

DURING last autumn’s coalition negoti-
ations, Sebastian Edathy had every

reason to hope for a good position in the
next German government. He was leading
a parliamentary investigation into a series
of gruesome neo-Nazi murders and was
considered a rising star of the centre-left
Social Democrats (SPD). 

However, it turns out that Mr Edathy
had, between 2005 and 2010, bought pho-
tos and videos of naked boys from a To-
ronto company called Azov Films. The Ca-
nadian police are now working with other
countries to track down the company’s
customers and bring the children, who
came mainly from poor villages in Roma-
nia, to safety. Last autumn Germany’s fed-
eral investigators passed Mr Edathy’s
name to prosecutors in Lower Saxony,
where he lives. (It remains unclear wheth-

Scandal in Germany

Entangled

BERLIN

Achild-porn scandal triggers the first
big crisis in the grand coalition
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2 er the evidence points to any kind of crime
in a strictly legal sense.) 

In October Hans-Peter Friedrich, Ger-
many’s interior minister, learned of the
prosecutors’ activities. Justat thatmoment,
in Berlin, Mr Edathy’s Social Democrats
were deep in talks with the centre-right
Christian Democratic Union (CDU) of An-
gela Merkel, the chancellor, and its Bavar-
ian sister party, the Christian Social Union
(CSU), to which MrFriedrich belongs. Real-
ising that the Social Democrats, normally
the CSU’s fierce rivals but now potential
partners with whom the party needed to
build trust, were at risk of a political disas-
ter if they gave Mr Edathy a senior job, Mr
Friedrich discreetly tipped off Sigmar Ga-
briel, the SPD’s leader, about the case.

Mr Gabriel in turn told Frank Walter
Steinmeier, the SPD’s then parliamentary
leader, and Thomas Oppermann, another
senior Social Democrat who wanted to
succeed Mr Friedrich as interior minister.
Mr Oppermann called Jörg Ziercke, presi-
dent of Germany’s equivalent of the FBI,
for confirmation that Mr Edathy was being
investigated. Mr Ziercke insists he con-
firmed nothing. Mr Oppermann says that
he understood Mr Ziercke’s silence as a
quiet nod. Mr Edathy came out of the co-
alition talks empty-handed.

In November the Canadian police held
a press conference about their investiga-
tion into Azov Films. Mr Edathy began to
worry and hired a lawyer to ask German
prosecutors if he was a target of any case.
But his involvement was not yet public. In
December Mrs Merkel’s new government
took office. Mr Gabriel became her vice-
chancellor and a superminister in charge
ofenergy and the economy, Mr Steinmeier
foreign minister, Mr Oppermann the SPD’s
new parliamentary leader and Mr Frie-
drich agriculture minister. 

On February 6th the prosecutors sent a
letter to Norbert Lammert, president of
Germany’sparliament, to notifyhim that a
memberwas under investigation. The next
day, before the letter had arrived, Mr
Edathy abruptly resigned his seat, citing
health reasons. The letter to Mr Lammert
arrived, already opened, six days after be-
ing sent, highly unusual in Germany’s
postal system. A big question now is
whether Mr Edathy was warned, and if so
by whom. Heiner Bartling, a former minis-
ter in Lower Saxony, says that Mr Edathy
told him that he had received a tip-off.

On February10th and 12th, prosecutors
searched Mr Edathy’s home. They found
less than they expected, including signs
that a hard disc may have been destroyed.
MrEdathyalso registered hisofficial laptop
as stolen, apparently on a train to Amster-
dam. On February13th Mr Oppermann di-
vulged that he had known about the case
since October. Mr Friedrich immediately
came under attack for giving away infor-
mation he should have kept to himself.

Mrs Merkel asked for his resignation on
February 14th. A prosecutor in Berlin is
now investigating Mr Friedrich.

The CSU, led by Horst Seehofer, the pre-
mier of Bavaria, is cross that a sordid scan-
dal surrounding a Social Democrat should
have led to the sacrifice of one of its own
ministers, who had merely tried to do the
right thing for a potential coalition partner.
Manyin the CSUand CDUwantMrOpper-
mann to resign as well, on the grounds
that, if Mr Friedrich’s original tip-off was
wrong, so was Mr Oppermann’s call to Mr
Zierke. Mr Oppermann is not a member of
Mrs Merkel’s cabinet, so she cannot fire
him: Mr Gabriel would have to do that. But
he is supporting Mr Oppermann for now,

trying instead to eject Mr Edathy, who has
left the country, from the SPD. 

The scandal cuts wide and deep. Voters
are wondering whether Germany’s vaunt-
ed rule oflawiscracked, with the powerful
able to play by different rules. Mr Edathy
complains that he is being treated unfairly
and is demanding the presumption of in-
nocence to which he is entitled. The CSU

feels that trust within the government has
been damaged and wantsSPD blood, a bad
sign for a coalition that was never consid-
ered all that strong. And there remains the
risk that prosecutors could yet investigate
either or both Mr Oppermann and Mr Ga-
briel. In that case, Mrs Merkel would have
a full-blown crisis on her hands.7

WHEN culture wars break out in
France, they are usually to do with

protecting art-house films or the French
language. Political battles over family val-
ues are a lot rarer, thanks to a fairly relaxed
liberal consensus. Abortion in France, for
instance, is legal and free. Couples can en-
ter into official unions (PACS) without get-
ting married. Gay marriage was legalised
last year. And there is also cross-party
agreement in favour of a strict form of sec-
ularism, known as laïcité and entrenched
by law since 1905, which keeps religion out
ofpublic life.

Yet the country has recently found itself
torn apart by virulent quarrels about the
role and nature of the family. The most re-
cent concerned several books designed for

children of primary-school age, bearing
such titles as “Jean has two Mummies”,
“Daddy wears a dress”, and “Everybody
naked!”, a volume that shows, page by
page, family members, a baby-sitter, a po-
liceman, a teacher and several others all
taking their clothes off (see picture).
“Enough!” cried Jean-François Copé, head
of the main centre-right UMP party, as he
leafed through this picture-book on a tele-
vision show. Such texts, he declared, had
no place as recommended reading materi-
al in state schools.

The book in question, claimed its de-
tractors, was officially recommended as
partofa newgovernmentproject, ABCD of
Equality, that is designed to counter gender
stereotyping at a young age. This project is

French culture wars

Everybody naked!

PARIS

Arowabout children’s books exposes sharp cultural divisions in France
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French politics

A Sarkozy comeback?

HER husband, Jacques Chirac, a former
French president, may be long gone

from public life, but Bernadette Chirac
remains a wily political operator. So
when she speaks out, it is usually worth
paying attention. Twice recently she has
announced that “ofcourse” Nicolas
Sarkozy, Mr Chirac’s Gaullist successor,
will run again for president in 2017.

Mrs Chirac’s latest aside came on
February14th on “Le Petit Journal”, a
satirical television show that has spent
much time mocking the former First Lady.
When shown a photograph ofMr Sar-
kozy, she grinned like a love-struck teen-
ager. Would he run again? “Yes,” she
replied without missing a beat. She said
the same on the radio a few weeks ago. 

When Mr Sarkozy was defeated in
2012 by the Socialist François Hollande,
he promised to disappear from public
view. This always seemed improbable.
Mr Sarkozy is not temperamentally
suited to retirement. A political show-
man with a highly competitive perso-
nality, he seemed unlikely to rest until he

had had a chance ofevicting the man
who ousted him.

Since 2012, Mr Sarkozy has mostly
kept a low profile in France, jetting
around the world and giving lucrative
lectures. But the more absent he has
been, the higher his ratings have
climbed: from 31% a month after losing
office, to 40% today, according to one poll.
This makes him France’s most popular
politician, alongside Manuel Valls, Mr
Hollande’s interior minister.

In recent months, however, Mr Sar-
kozy has turned up (and turned heads) at
concerts given by his wife, Carla Bruni, a
model-turned-singer who is on tour. Last
weekhe received a rock-star greeting
when he came to a campaign rally for
Nathalie Kosciusko-Morizet, the centre-
right UMP party’s candidate in the elec-
tion for mayor ofParis next month. It
looked every bit like the start ofa 2017
campaign. According to French press
reports, Mr Sarkozy will shortly take his
unofficial campaign to Berlin, where he
may once again meet Angela Merkel, the
German chancellor.

It is a high-riskstrategy. Although it
must be galling for the unpopular Mr
Hollande to see his predecessor treated
like a star, it is just as irksome for Mr
Sarkozy’s centre-right rivals. No single
alternative candidate has emerged with-
in the UMP. Instead, potential runners,
who include Jean-François Copé, the
party’s nominal leader, and François
Fillon and Alain Juppé, both former
prime ministers, are watching each other
warily. None of them would be happy to
see Mr Sarkozy return to steal the show.

Most hazardous for Mr Sarkozy, it is far
from clear that French voters would feel
so well disposed were he to try to make a
comeback. Part of the reason he is now
relatively popular is that he says nothing.
The moment he announces that he wants
to run again, the warm feelings could
evaporate, and the French might remem-
ber why they voted him out in the first
place.

PARIS

The formerpresident mulls a return in 2017

Remember me?

the brainchild of Najat Vallaud-Belkacem,
the government’s spokesperson and also
minister for women’s rights, who has
pushed through a new law on sex equality.
After a huge fuss, it turned out that “Every-
body naked!” was not in fact part of the of-
ficial curriculum but merely one of 92 sug-
gested picture-books on a website linked
to by ABCD of Equality, from which prim-
ary teachers might choose to select their
books. But such details do not deter culture
warriors. 

The book row is just part of a wider
panic uniting Catholic and Muslim tradi-
tionalists, who are convinced that Ms Val-
laud-Belkacem’s project is really about im-
posing “gender theory”. Schoolchildren,
say her critics, are to be taught that sexual
identity is learned rather than being bio-
logically or otherwise determined.

Teenagers will be “encouraged to doubt
their sexual identity”, declares Farida
Belghoul, an anti-gender-theoryactivist, as
the government tries to “re-educate our
children”. The education ministry, asserts
her group, is in the pockets of the lesbian,
gay, bisexual and transgender lobby. An-
other lobby, of Catholic conservatives, is
now campaigning to have all “offensive”
books removed from public libraries.

Such is the hysteria that, when Ms
Belghoul recently urged parents to boycott
classes as part of a day of protest over gen-
der theory, scores of schools suffered. Ru-
mours flew on social media that small chil-
dren would be taught to masturbate, and
boys to dress up as girls. Vincent Peillon,
the education minister, had to step in to try
to calm people down. The whole episode,
insisted Ms Vallaud-Belkacem, was pro-
voked by “the manipulation and agitation
offears and fantasies”.

All of this might be dismissed as a side-
show were it not for the growing muscle of
the family lobby. Last year, despite repeat-
ed protests, it failed to block the legalisa-
tion of gay marriage. Yet earlier this month
as many as 100,000 people took to the
streets to protest against a draft law which,
they claimed, would give gay couples ac-
cess to surrogate motherhood and fertility
treatment. Even though the text in ques-
tion did not contain either provision, Presi-
dent François Hollande backed down and
shelved the bill, to the consternation of
many in his Socialist Party.

No single force is driving the family-val-
ues lobby. It unites hardline traditional
Catholic groups, including Civitas, as well
as activists of north African origin, such as
Ms Belghoul. The far-right National Front is
not leading the crusade but its leader, Ma-
rine Le Pen, has denounced ABCD of
Equalityasa distraction from real teaching.
Her party seems likely to benefit from the
frenzy in nextmonth’s local elections. Hav-
ing described the teaching of gender the-
ory as “shocking” and campaigned against
gay marriage, Mr Copé has since become a

bit more nuanced, for instance by con-
demning the school boycotts.

For his part, Mr Hollande seems to have
calculated that he cannot afford to divide
the French over cultural matters at a time
when he is also trying to bring in contro-
versial new business-friendly economic
policies. Yet this decision is also risky. A
new generation of Socialist deputies has
been drawn into politics not from the la-

bour movement or local government but
from the non-profit sector, where they
fought for women’s rights and against vio-
lence and discrimination. In a post-indus-
trial era, when workers have largely aban-
doned the left for the National Front, the
deputies see such issues as a key Socialist
battleground. They are furious about Mr
Hollande’s retreat, and in no mood to give
up the struggle. 7
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DAVID CAMERON has won few friends with his demands to
renegotiate Britain’s relationship with the European Union.

But there is one place where he is admired: Catalonia. This is not
because he wants a referendum on EU membership, but because
he is letting Scotland vote in September on independence from
the United Kingdom. The Catalans plan their own ballot two
months later, although Spain’s prime minister, Mariano Rajoy,
has vowed to stop it. Proof, say Catalan nationalists, of Britain’s
deep democracy and Spain’s lingering authoritarianism.

Romantics see parallels in the fate of Scotland and Catalonia,
both small nations merged into larger kingdoms in the early
1700s that now seek to rule themselves. Other governments are
nervous. If Scotland or Catalonia become independent, why not
the Basque Country, Flanders, Corsica, or even Bavaria?

Senior leaders in Brussels have taken to issuing increasingly
blunt warnings to would-be breakaways. Speaking in Madrid in
December, on the day when Catalonia fixed a date for its referen-
dum, Herman Van Rompuy, president of the European Council,
said anysecessionist region would be treated asa newcountry, to
which the EU’s treaties would no longer apply. Such a “third
country” would have to submit an application to rejoin. That
these comments came from a Flemish-speaking former prime
minister of Belgium, who said his own deeply divided country
should stay together, added weight to his views. 

On a visit to London lastweekend, José Manuel Barroso, presi-
dent of the European Commission, delivered an even harsher
blow. He said it would be “extremely difficult, if not impossible”
for Scotland to secure the agreement of the 28 other countries to
join the EU. One reason, he added, was opposition from Spain,
the most intransigentofthe five EU members that still refuse to re-
cognise the independence of Kosovo. Mr Barroso claimed he did
not want to interfere in the Scottish debate but that is what he
did—and he may have gone too far. As the man who runs the
commission, he is entitled to set out his views of European law.
Buthe should not judge the likelihood ofa successful application,
speakon behalfofSpain, or suggest that peaceful referendums in
western Europe are equivalent to the violent break-up of a Bal-
kan country. After all, the commission’s job is to assess accession
applications impartially.

Perhaps the anglophile Mr Barroso worries that, if Scotland
votes itselfout ofthe United Kingdom, the more Eurosceptic rem-
nant ofBritain would be more likely to vote itselfout of the EU in
2017. Already struggling to deal with the repercussions of the euro
crisis and the rise of anti-EU populists, Brussels would rather not
have to contend with secessionists as well. Breakaway regions
would add more small countries to an already unwieldy organi-
sation. And fragmentation runs counter to the ethos of uniting to
create a greater whole. 

Unwittingly, the EU may be part of the problem. It has weak-
ened national governments from above, by shifting powers to
the European level (especially in the euro zone). And it has weak-
ened them from below, by making it easier for separatists to seek
independence within the cocoon of the EU. Francesc Homs, a se-
nior member of the Catalan government, says the referendum
could never happen without the EU, which steadied Spanish de-
mocracy after Franco's dictatorship. “We feel safe and secure. We
have lost our fear. Nobody is going to shoot us.”

The treaties allow countries to leave the EU but are silent on
what happens if they break up within the club. A split would be
unprecedented, even though several EU members were born of
earlier secessions. The three Baltic states broke away from the So-
vietUnion; the Czech Republicand Slovakia came outof the “vel-
vet divorce” of Czechoslovakia; Slovenia and Croatia emerged
from the violent implosion of former Yugoslavia. The rest of the
western Balkans isalso movingcloser to the EU. Serbia hasbegun
membership talks, and even Kosovo isnegotiatingan association
agreement, the first step towards membership. 

It is wrong, therefore, to insinuate that newly independent
states could never join the EU. Would Montenegro and Macedo-
nia really be admitted faster than Scotland and Catalonia, which
already apply the EU’s rules? Yet it is still more dishonest to pre-
tend that accession would be quickor easy, even in the best ofcir-
cumstances. All EU members must agree to open and then con-
clude membership talks, and to ratify the deal. There are 35
chapters to be negotiated; and these have become harder over
the years. Scotland wants to maintain Britain’s opt-outs from the
euro and from the Schengen free-travel zone, but opt-outs take
longer to approve. Catalonia would somehow try to stay in the
euro zone without going through the required qualification per-
iod. Would the European Central Bank give its banks liquidity?
EU officials reckon it would take at least four to five years to nego-
tiate and ratify the accession ofScotland and Catalonia. 

What price freedom?
An amicable break-up, in which all accept and respect the out-
come, would surely make for faster Scottish accession. A rump
Britain might then be a strong supporter. Spain, despite its
qualms, has not said it would stand in Scotland’s way. Its refusal
to permita referendum in Catalonia suggests it realises that, in the
end, the EU cannot turn down a breakaway region. But a bitter di-
vorce, with rows over the division ofassets and liabilities, would
make EU accession harder. Scotland’s path to the EU could then
be blocked not by Madrid but by London.

Divorce means breakaways must live as singles, at least for a
time. There will be no instant betrothal to the EU, no dowry from
Brussels—and no cheques guaranteed by other central banks.
Scary or liberating, that is the meaning of independence. 7
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DEBATES about Scottish independence
tend to start with national identity

and end with dry economic facts. It only
takes a brief chat with one of the Scots
pounding the streets for a “yes” or a “no”
vote in the referendum due on September
18th to establish that much. Within min-
utes he or she will be on to the details ofoil
prices and national debt, and whether
they militate for or against leaving the Un-
ited Kingdom.

The air war over independence is start-
ing to conform to the same pattern. Alex
Salmond, head of the separatist Scottish
National Party (SNP), is most comfortable
talking about self-determination and na-
tional character. He scheduled the referen-
dum to take place close to the 700th anni-
versary of the Battle of Bannockburn, a
famous Scottish victory over the English.
David Cameron, the prime minister, used a
speech on February 7th to describe the
“emotional, patriotic” case for the union.
But, with the referendum approaching, po-
litical leaders south of the border are now
posing the vexingeconomic questions that
lookcertain to decide its outcome. 

The toughest question of the lot con-
cerns currency. Scots overwhelmingly
want to keep the pound. Nationalists as-
sure them that an independent Scotland
could share it with the rest of Britain. But
on February 13th George Osborne, the
chancellor of the exchequer, delivered a
speech in Edinburgh warning them that

which is based there owing to a quirk of
corporate history. If the country became
independent it would have bank assets
twelve times the size of its GDP. The equiv-
alent multiple for the rest of Britain is be-
low five; for Ireland on the eve of the finan-
cial crisis it was about seven (see chart). 

In another meltdown, then, Scotland
would struggle to rescue its banks. Indeed,
although its present fiscal position appears
at least as good as that of the rest of Britain,
its longer-term prospects are poor. Scot-
land’s dependence on oil production ex-
poses it to external shocks, and the country
is ageing. The Institute for Fiscal Studies, a
think-tank, reckons the country will face a
larger fiscal gap than Britain even if oil rev-
enues remain strong: 1.9% of national in-
come against 0.8% for the UK. 

MrSalmond washavingnone ofthis. In
a speech on February 17th he pointed out
that a ring fence separating retail from in-
vestment banking, due to be implemented
by 2019, ought to reduce the chances of an-
other banking crisis. He also said the chan-
cellor had exaggerated the size of Scottish
banking assets by including those based in
London, such as RBS’s investment-banking
arm—implying that an independent Scot-
land would take little responsibility for
them. And the SNP leader predicted that
the rest of Britain would surely drop its op-
position to a sterling union for fear of the
transaction costs—estimated at £500m
($800m)—of separate currencies. He
dubbed this a “George tax”.

These reassurances are rose-tinted, to
say the least. Splitting investment from re-
tail banking will not abolish banking cri-
ses. Nor will it completely absolve sover-
eigns of liability. Even if the Scottish retail
operations of Lloyds and RBS could be
hived off during a crisis, someone would
probably need to save the banks’ remain-
ing operations. They are globally systemic

such a sterling zone would not work and
would not have his support. His view is
shared by the Treasury’s top official, Sir
Nicholas Macpherson, and both the La-
bour and Liberal Democrat parties. 

A sterling zone would resemble the
euro zone in some ways, with integrated
monetary and banking systems but sepa-
rate fiscal and political ones. This asymme-
try made the euro prone to crisis, so union-
ists fret about the parallels. Mr Osborne
fears that just as Germany had to bail out
Ireland, Cyprus and Greece to save the
euro, Britain might have to rescue a strick-
en Scotland to protect the two countries’
shared financial system.

Making matters worse, Scotland is
home to two of Britain’s largest banks in
Royal Bank of Scotland (RBS) and Lloyds,

Scottish independence 

Alex Salmond’s big problem
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2 and remain far too big to fail safely. Scot-
land would have neither the capacitynor—
judging by Mr Salmond’s words—the will-
ingness to save them. The bill would fall to
London. Presumably the British authori-
ties would only be willing to shoulder
those liabilities if RBS and Lloyds moved
their headquarters to London in advance.

Mr Salmond also threatens that Scot-
land will not take on a population share of
the national debt if London refuses to let it
use the pound and the Bank of England.
Yet such a move would make it harder to
negotiate a good independence settlement
with the rest of Britain, wreck Scotland’s
credibility in capital markets and send its
borrowing costs skyward. On February
19th Danny Alexander, the chief secretary
to the Treasury, pointed out that Scottish
mortgages would become more costly. 

Walking away from Britain’s national
debt might also weaken an independent
Scotland’s bid to stay in the EU. In recent

days both José Manuel Barroso, the presi-
dent of the European Commission, and
Herman Van Rompuy, the president of the
European Council, have suggested that
such a bid would stumble. It would cer-
tainly face large difficulties if the new state
were embroiled in an acrimonious spat
with London.

The financial crisis, and fears that Brit-
ain could be the “next Greece”, helped the
Conservatives to oust Labour at the 2010
general election. The Tory-led coalition
government that emerged was a boon to
pro-independence campaigners like Mr
Salmond (the Tories being toxic in Scot-
land). It contributed to the SNP’s victory in
Scottish Parliamentelections the following
year. Now the spectre of bank runs and
bail-outs is again haunting the British Isles.
But this time it is crimping, not boosting,
the nationalists’ appeal. As one so fond of
historical coincidences, Mr Salmond will
doubtless appreciate the irony. 7

“SEE that spade cut?” says David Reay,
pointing with his archaeologist’s tro-

wel at the claybankofa beach in Deerness,
on the main island of the Orkney archipel-
ago. “That’s where the Viking grave ends
and the prehistoric midden begins.” Pro-
truding from the clay, above the 800-year-
old incision, isa human skull. Either side of
it are more bones: a chunky hip bone,
orange with age; a set of vertebrae; the
slender tibula of a Viking child. They were
uncovered by the wind and waves pound-
ing the shore ofone ofBritain’smostnorth-
erly and remote places.

This is a lesser-known effect of the wild
winter storms buffeting Britain’s coast-
line—rapid erosion of one of the world’s
great archaeological storehouses. Within a
few square feet of clay, Mr Reay, of the Ork-
ney Research Centre for Archaeology
(ORCA), can point to the blacksoil and bro-
ken shells of a prehistoric garbage heap,
the foundations of an 8th-century Viking
chapel and the ruins of a 16th-century
house, probably built with the walls of the
chapel. It is a head-spinning panoply, yet
unremarkable by Orcadian standards. The
low green hills and boggy plains of the ar-
chipelago are home to over 3,000 archaeo-
logical sites—including a 5,000 year-old
village, Skara Brae, and a chambered cairn,
Maes Howe, which are among the most
important stone-age remains anywhere.

Orkneyhasover30 archaeologists—in a

population of just 21,000—and a capable
local authority. Yet they are hopelessly in-
adequate to the task of preservation. Even
before this winter, more than a third of the
ancient sites were threatened by coastal
erosion. It was, indeed, how many were
discovered in the first place: Skara Brae
came to light in 1850 after the sand dune
that had covered it for millennia was shift-
ed by a sea storm. Inevitably, the council
can defend only a handful of the sites.

The survey of the cemetery at Deerness
was commissioned by Historic Scotland, a
quango, only because of the recent appear-
ance there of an unusual skeleton. It had
been buried a little apart from the rest, feet
pointing in a south-south-easterly direc-
tion. This was strange: medieval Christians
were buried with their feet pointing to the
east, that they might arise to see dawn
breakon Judgement Day. Some speculated
the skeleton wasmuch older, perhapsNeo-
lithic—though it turned out not to be.

For archaeologists, the loss of so much
ancient material is heartbreaking. Mr
Reay’s limited survey will do little to un-
cover the multi-layered secrets of the Deer-
ness beach-bank, and there is no knowing
when archaeologists will return to it. Even
Orkney’s most important dig, at the Ness
of Brodgar, a Neolithic ceremonial site
spread over 2.5 hectares, is conducted for
only six weeks a year. It costs around
£100,000 ($167,000) a season—though
mostofthe diggers, drawn from across Brit-
ish archaeology, are working for nothing—
and no more cash is available.

What has been discovered at the Ness,
after a decade of excavation, shows how
maddening that is. The stone monuments
and remains of animal sacrifices un-
earthed at the site—including of 600 cattle
at a sitting—point to a more sophisticated
stone-age society than was previously
imagined. The walls contain traces of col-
oured murals. The evidence suggests Ork-
ney was a major Neolithic centre and well-
spring of a culture that would spread
throughout the British Isles.

This also suggests how fortunate Orca-
dians are with their ancient treasures. Last
year they were the main draw for over
140,000 visitors to Orkney, who contribut-
ed an estimated £31m to its economy. That
does not include the passengers of some
80 cruise liners, who stopped off in Ork-
ney more briefly.

Orcadians appreciate that. Most show
respect for the old bones littering their
beaches and fields, which helps mitigate
the shortage ofcash. The days when a 19th-
century farmer tried—thankfully unsuc-
cessfully—to dynamite the standing stones
at Stenness are no more. Orcadian farmers
now report the oddly-worked stones that
appear under their ploughshares. That is
how the Ness was discovered.

The archaeologists also deserve credit
for this. While Mr Reay and his colleagues
were working at the skeletons in Deerness,
a couple of dog-walkers approached, with
a carrier bag. This was ominous: several
bones—including the skull of a Viking
child—having recently gone missing from
the beach, perhaps taken by trophy hunt-
ers. So the archaeologists invited the dog-
walkers to come close and understand the
importance of their work. As a crowd gath-
ered around the desiccated bones, only the
dog appeared uninterested.7

Orkney’s archaeology

Dem bones
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EVEN as brown Thames water slopped around the sitting
rooms of southern England this week, ruining treasured side-

boards and carpets, a political shower began. It concerned the
only question many British politicians could think of to justify
their rush, in shiny new wellies, to the floodwater: whether glo-
bal warming had caused the disaster and where they stood on
this in relation to their rivals.

Diffidently, David Cameron, the prime minister, said he “sus-
pected” there could be a link—which suggested more than the dif-
ficulty ofpinning bad weather on climatic change. His Conserva-
tive Party is as sceptical about the anthropogenic cause of
warming as it is about its leader; indeed, the two are connected.
Mr Cameron once sought, mostly unsuccessfully, to soften his
party’s image with a green embrace; “Vote blue, go green”, was
his slogan. But that now strikes many as ridiculous. The Tory en-
vironment minister in charge of Britain’s flood defences, Owen
Paterson, is a climate-change sceptic. The energyminister manag-
ing Britain’s switch to low-carbon generation, Michael Fallon,
calls global warming a “theology”. Mr Cameron, who has made
no speech on the environment since 2010, reportedly urged his
staff to cut the “green crap”—that is, subsidies for renewables and
energy efficiency—from household bills. “Vote blue, get real”, a
sniggering minister told Bagehot. “Green is so last year’s colour.”

It was this, your columnist suggests, that Ed Miliband had in
mind when he attributed the floods to global warming more em-
phatically than any serious scientist would. “If you keep on
throwingthe dice and youkeep gettingsixes, the dice are loaded,”
said the Labour Party leader and former climate-change secre-
tary—though Britain’s recent weather has been rather mixed.

This is dismal. It illustrates not only the breakdown of what
wasonce a consensuson the need to addressglobal warming, but
also how that fracture lies mainly between left and right. Mr
Cameron once promised to ease this tension. In opposition, he
helped pass an ambitious environmental law, the 2008 Climate
Change Act, under which Britain undertookdeeper cuts in green-
house-gas emissions than the rest of Europe. In government,
some hoped he would not merely maintain that statist approach,
but improve on it, by stressing markets, innovation and commu-
nities. Mr Cameron has done nothing of the sort: his silence

seems to reflect a failure even to think about the issue. This is not
only bad for the environment, but also for the Tories.

The obvious reason for Mr Cameron switching off his green
conscience is the downturn, which made environmental com-
mitments seem unaffordable to many. They may be right; the
2008 act’s main decree, that by 2050 Britain must cut its green-
house-gas emissions by 80%, looks unbearable with current tech-
nology. It is, similarly, fair for a government defined by austerity
to try to remove any extraneous green costs to consumers. But
there aren’t many; Mr Cameron’s campaign to cut the crap has
reaped a promise to cut around £50 ($83) from a household ener-
gy bill of £1,300 and shift it to general taxation. That is not some-
thing many voters will notice, unlike the reputation for green-
bashing Mr Cameron has earned. Most Britons think the only
thinggreen about MrCameron is his wellies. That is a poor return
on his past effort and, it is possible to hope, continuing interest in
the environment.

The downturn should have spurred MrCameron not so much
to retrench as rethink. And Tory greens, an embattled minority,
have some useful proposalson how. He should begin, Geoff Lean
writes in a forthcoming collection of essays (“Responsibility and
Resilience: What the Environment Means to Conservatives”), by
reclaiming natural political turf. The intellectual framework for
environmental stewardship was established in the 18th century
by Edmund Burke, a conservative philosopher. More recent To-
ries have been responsible for much of the regulatory frame-
work; Margaret Thatcher tookan early lead on climate change. 

To put himself in that lineage, Mr Cameron needs above all to
make green policies cheaper. Michael Liebreich, a green-energy
entrepreneur and possible Tory candidate for mayor of London,
suggests he should start by scrapping much of the existing subsi-
dy regime and fight for a more integrated and competitive Euro-
pean energy market. By lowering the cost of energy, this would
make it easier to tax pollution, and therefore easier for renew-
ables to compete. “When it comes to energy, the right has to re-
gain its reforming mojo,” he writes. 

Appealing to a more traditional Toryism, the philosopher Rog-
er Scruton meanwhile advocates unleashing the potential of lo-
cal civic organisations—analogous to Burke’s “small battal-
ions”—to organise environmental defences, including flood
barriers. It ishard to see howsuch an approach could cut industri-
al emissions. But it might at least build stronger support for doing
so than exists in Britain currently.

Unleash the small battalions
MrCameron should view this as a postdiluvian opportunity. Still
15 months from Britain’s next election, his government appears to
be running out of ideas. Rethinking environment policy would
be a bigone, ofglobal importance. The youngervoters Tories cov-
et would be especially impressed. They are also the group most
likely to be turned off by the prickly and diminished idea of Brit-
ain with which Conservative climate change sceptics—a group al-
most synonymous with hardline Eurosceptics—are associated.

Mr Cameron’s neglect ofwhat was once his defining issue has
contributed to that diminution. On a recent trip to China, his vast
trade delegation included representatives from English football
and brewing. But China’s rulers said that, being more interested
in climate change, they would prefer to meet British smart-grid,
systems integration and green-finance experts. The prime minis-
ter had unaccountably brought few with him.7

Whither the weather?

Knee-deep in floodwater, Britain’s politicians rekindle an argument about global warming

Bagehot
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ABOUT 3 billion people live within 100
miles (160km) of the sea, a number

that could double in the next decade as hu-
mans flock to coastal cities like gulls. The
oceansproduce $3 trillion ofgoodsand ser-
vices each year and untold value for the
Earth’s ecology. Life could not exist with-
out these vast water reserves—and, if any-
thing, they are becoming even more im-
portant to humans than before. 

Mining is about to begin under the sea-
bed in the high seas—the regions outside
the exclusive economic zones adminis-
tered by coastal and island nations, which
stretch 200 nautical miles (370km) off-
shore. Nineteen exploratory licences have
been issued. New summer shipping lanes
are opening across the Arctic Ocean. The
genetic resources of marine life promise a
pharmaceutical bonanza: the number of
patents has been rising at 12% a year. One
study found that genetic material from the
seas is a hundred times more likely to have
anti-cancer properties than that from ter-
restrial life. 

But these developments are minor
compared with vaster forces reshaping the
Earth, both on land and at sea. It has long
been clear that people are damaging the
oceans—witness the melting of the Arctic
ice in summer, the spread of oxygen-
starved dead zones and the death of coral

fish stocks decline and fishermen race to
grab what they can of the remainder. Ac-
cording to the Food and Agriculture Orga-
nisation (FAO), a third of fish stocks in the
oceans are over-exploited; some estimates
say the proportion is more than half (see
chart). One study suggested that stocks of
big predatory species—such as tuna,
swordfish and marlin—may have fallen by
as much as 90% since the 1950s. People
could be eating much better, were fishing
stocks properly managed.

The forests are often called the lungs of
the Earth, but the description better fits the
oceans. They produce half the world’s sup-
ply of oxygen, mostly through photosyn-
thesis by aquatic algae and other organ-
isms. But according to a forthcomingreport
by the Intergovernmental Panel on Cli-
mate Change (IPCC; the group of scientists
who advise governments on global warm-
ing), concentrations of chlorophyll (which
helps makes oxygen) have fallen by 9-12%
in 1998-2010 in the North Pacific, Indian
and North Atlantic Oceans. 

Climate change may be the reason. At
the moment, the oceans are moderating
the impactofglobal warming—though that
may not last (see box on page 53). Warm
water rises, so an increase in sea tempera-
tures tends to separate cold and warm wa-
ter into more distinct layers, with shal-
lower mixed layers in between. That
seems to lower the quantity of nutrients
available for aquatic algae, and to lead to
decreased chlorophyll concentrations.
Changes in the oceans, therefore, may
mean less oxygen will be produced. This
cannot be good news, though scientists are
still debating the likely consequences. The
world is not about to suffocate. But the re-
sult could be lower oxygen concentrations 

reefs. Now, the consequences of that dam-
age are starting to be felt onshore. 

Thailand provides a vivid example. In
the 1990s it cleared coastal mangrove
swamps to set up shrimp farms. Ocean
storm surges in 2011, no longer cushioned
by the mangroves, rushed in to flood the
country’s industrial heartland, causing bil-
lions ofdollars ofdamage. 

More serious is the global mismanage-
ment of fish stocks. About 3 billion people
get a fifth of their protein from fish, making
it a more important protein source than
beef. But a vicious cycle has developed as

Governing the high seas

In deep water

Humans are damaging the high seas. Nowthe oceans are doing harm back

International
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2 in the oceans and changes to the climate
because the counterpart of less oxygen is
more carbon—adding to the build-up of
greenhouse gases. In short, the decades of
damage wreaked on the oceans are now
damaging the terrestrial environment. 

A tragedy foretold
The oceans exemplify the “tragedy of the
commons”—the depletion of commonly
held property by individual users, who
harm their own long-term interests as a re-
sult. For decades scientists warned that the
European Union’s fishing quotas were too
high, and for decades fishing lobbyists per-
suaded politicians to ignore them. Now
what everyone knew would happen has
happened: three-quarters of the fish stocks
in European waters are over-exploited and
some are close to collapse. 

The salient feature of such a tragedy is
that the full cost of damaging the system is
not borne by those doing the damage. This
is most obvious in fishing, but goes further.
Invasive species of many kinds are moved
around the world by human activity—and
do an estimated $100 billion of damage to
oceans each year. Farmers dump excess
fertiliser into rivers, which finds its way to
the sea; there cyanobacteria (blue-green al-
gae) feed on the nutrients, proliferate mad-
ly and reduce oxygen levels, asphyxiating
all sea creatures. In 2008, there were over
400 “dead zones” in the oceans. Polluters
pump out carbon dioxide, which dissolves
in seawater, producing carbonic acid. That
in turn has increased ocean acidity by over
a quarter since the start of the Industrial
Revolution. In 2012, scientists found ptero-
pods (a kind of sea snail) in the Southern
Ocean with partially dissolved shells.

It is sometimes possible to preserve
commons by assigning private property
rights over them, thus giving users a bigger
stake in their long-term health. That is be-
ing tried in coastal and island nations’ ex-

clusive economic zones. But it does not ap-
ply on the high seas. Under international
law, fishing there is open to all and miner-
als count as “the common heritage ofman-
kind”. Here, a mishmash of international
rules and institutions determines the con-
dition of the watery commons. 

The high seas are not ungoverned. Al-
most every country has ratified the UN

Convention on the Law of the Sea (UN-

CLOS), which, in the words ofTommy Koh,
presidentofUNCLOS in the 1980s, is “a con-
stitution for the oceans”. It sets rules for
everything from military activities and ter-
ritorial disputes (like those in the South
China Sea) to shipping, deep-sea mining
and fishing. Although it came into force
only in 1994, it embodies centuries-old cus-
tomary laws, including the freedom of the
seas, which says the high seas are open to
all. UNCLOS took decades to negotiate and
is sacrosanct. Even America, which refuses
to sign it, abides by its provisions.

But UNCLOS has significant faults. It is
weak on conservation and the environ-
ment, since most of it was negotiated in the
1970s when these topics were barely con-
sidered. It has no powers to enforce or pun-
ish. America’s refusal to sign makes the
problem worse: although it behaves in ac-
cordance with UNCLOS, it is reluctant to
push others to do likewise. 

Alphabet bouillabaisse
Specialised bodies have been set up to
oversee a fewpartsofthe treaty, such as the
International Seabed Authority, which reg-
ulates mining beneath the high seas. But
for the most part UNCLOS relies on mem-
ber countries and existing organisations
for monitoring and enforcement. The re-
sult is a baffling tangle of overlapping au-
thorities (see diagram) that is described by
the Global Ocean Commission, a new
high-level lobby group, as a “co-ordinated
catastrophe”. 

Individually, some of the institutions
work well enough. The International Mar-
itime Organisation, which regulates global
shipping, keeps a register of merchant and
passenger vessels, which must carry iden-
tification numbers. The result is a reason-
ably law-abiding global industry. It is also
responsible for one of the rare success sto-
ries ofrecent decades, the standards apply-
ing to routine and accidental discharges of
pollution from ships. But even it is flawed.
The Institute for Advanced Sustainability
Studies, a German think-tank, rates it as the
least transparent international organisa-
tion. And it is dominated by insiders: con-
tributions, and therefore influence, are
weighted by tonnage. 

Other institutions look good on paper
but are untested. This is the case with the
seabed authority, which has drawn up a
global regime for deep-sea mining that is
more up-to-date than most national min-
ing codes. For once, therefore, countries
have settled the rules before an activity
gets under way, rather than trying to catch
up when the damage starts, as happened
with fishing. 

The problem here is political rather
than regulatory: how should mining rev-
enues be distributed? Deep-sea minerals
are supposed to be “the common heritage
of mankind”. Does that mean everyone is
entitled to a part? And how to share it out? 

The biggest failure, though, is in the reg-
ulation of fishing. Overfishing does more
damage to the oceans than all other hu-
man activities there put together. In theory,
high-seas fishing is overseen by an array of
regional bodies. Some cover individual
species, such as the International Commis-
sion for the Conservation ofAtlantic Tunas
(ICCAT, also known as the International
Conspiracy to Catch All Tuna). Others cov-
er fishing in a particular area, such as the
north-east Atlantic or the South Pacific
Oceans. They decide what sort of fishing
gearmaybe used, set limitson the quantity
of fish that can be caught and how many
ships are allowed in an area, and so on. 

Here, too, there have been successes.
Stocks ofnorth-east Arctic cod are now the
highest of any cod species and the highest
they have been since 1945—even though
the permitted catch is also at record levels.
This proves it is possible to have healthy
stocks and a healthy fishing industry. But it
is a bilateral, not an international, achieve-
ment: only Norway and Russia capture
these fish and they jointly follow scien-
tists’ advice about how much to take. 

There has also been some progress in
controlling the sortoffishinggear that does
the most damage. In 1991 the UN banned
drift nets longer than 2.5km (these are nets
that hang down from the surface; some
were 50km long). A series of national and
regional restrictions in the 2000s placed
limits on “bottom trawling” (hoovering up
everything on the seabed)—which most
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2 people at the time thought unachievable. 
But the overall record is disastrous.

Two-thirds of fish stocks on the high seas
are over-exploited—twice as much as in
parts of oceans under national jurisdic-
tion. Illegal and unreported fishing is
worth $10 billion-24 billion a year—about a
quarter of the total catch. According to the
World Bank, the mismanagementoffisher-
ies costs $50 billion or more a year, mean-
ing that the fishing industry would reap at
least that much in efficiency gains if it were
properly managed. 

Most regional fishery bodies have too
little money to combat illegal fishermen.
They do not know how many vessels are
in their waters because there is no global
register of fishing boats. Their rules only
bind their members; outsiders can break
them with impunity. An expert review of
ICCAT, the tuna commission, ordered by
the organisation itself concluded that it
was “an international disgrace”. A survey
by the FAO found that over half the coun-
tries reporting on surveillance and en-
forcement on the high seas said they could
not control vessels sailingunder their flags.
Even if they wanted to, then, it is not clear

that regional fishery bodies or individual
countries could make much difference.

But it is far from clear that many really
want to. Almost all are dominated by fish-
ing interests. The exceptions are the organi-
sation for Antarctica, where scientific re-
searchers are influential, and the Inter-
national Whaling Commission, which
admitted environmentalists early on. Not
by coincidence, these are the two that have
taken conservation most seriously. 

Empty promises
Countries could do more to stop vessels
suspected of illegal fishing from docking in
their harbours—but they don’t. The FAO’s
attempt to set up a voluntary register of
high-seas fishing boats has been becalmed
for years. The UN has a fish-stocks agree-
ment that imposes stricter demands than
regional fishery bodies. It requires signato-
ries to impose tough sanctions on ships
that break the rules. But only 80 countries
have ratified it, compared with the 165 par-
ties to UNCLOS. One study found that 28
nations, which together account for 40% of
the world’s catch, are failing to meet most
of the requirements ofan FAO code ofcon-
duct which they have signed up to. 

It is not merely that particular institu-
tions are weak. The system itself is dys-
functional. There are organisations for fish-
ing, mining and shipping, but none for the
oceans as a whole. Regional seas organisa-
tions, whose main responsibility is to cut
pollution, generally do not cover the same
areas as regional fishery bodies, and the
two rarely work well together. (In the
north-east Atlantic, the one case where the
boundariescoincide, theyhave done a lot.)
Dozens of organisations play some role in
the oceans (including 16 in the UN alone)
but the outfit that is supposed to co-ordi-
nate them, called UN-Oceans, is an ad-hoc
body without oversight authority. There
are no proper arrangements for monitor-
ing, assessing or reporting on how the va-
rious organisations are doing—and no one
to tell them if they are failing. 

Pressure for change is finally building
up. According to David Miliband, a former
British foreign secretary who is now co-
chairman of the Global Ocean Commis-
sion, the current mess is a “terrible betray-
al” of current and future generations. “We
need a new approach to the economics
and governance of the high seas,” he says. 

That could take different forms. Envi-
ronmentalists want a moratorium on over-
fished stocks, which on the high seas
would mean most ofthem. They also want
regional bodies to demand impact assess-
ments before issuing fishing licences. The
UN Development Programme says rich
countries should switch some of the stag-
gering $35 billion a year they spend subsi-
dising fishing on the high seas (through
things like cheap fuel and vessel-buy-back
programmes) to creating marine reserves—

protected areas like national parks. 
Others focus on institutional reform.

The European Union and 77 developing
countries want an “implementing agree-
ment” to strengthen the environmental
and conservation provisions of UNCLOS.
They had hoped to start what will doubt-
lessbe lengthynegotiationsata UN confer-
ence in Rio de Janeiro in 2012. But opposi-
tion from Russia and America forced a
postponement; talks are now supposed to
start by August 2015.

Still others say that efforts should be
concentrated on improving the regional
bodies, by giving them more money, great-
er enforcement powers and mandates that
include the overall health of their bits of
the ocean. The German Advisory Council
on Global Change, a think-tank set up by
the government, argues for an entirely
new UN body, a World Oceans Organisa-
tion, which it hopes would increase aware-
ness of ocean mismanagement among
governments, and simplify and streamline
the current organisational tangle.

According to Elinor Ostrom, who won
the Nobel prize for economics in 2009, to
avoid a tragedy of the commons requires
giving everyone entitled to use them a say
in running them; setting clear boundaries
to keep out those who are not entitled; ap-
pointing monitors who are trusted by us-
ers; and having straightforward mecha-
nisms to resolve conflicts. At the moment,
the governance of the high seas meets
none of those criteria. 

Changes to high-seas management
would still do nothing for two of the worst
problems, both caused on land: acidifica-
tion and pollution. But they are the best
and perhaps only hope of improving the
condition ofhalfof the Earth’s surface. 7

A dwindling catch

The oceans and climate change 

A welcome pause

THE rise in greenhouse-gas emissions
means oceans are playing a bigger

role in regulating the climate. In parts of
the Pacific Ocean, huge upwellings from
the bottom bring cold water from the
depths and push warm surface water
down. According to a new study in
Nature Climate Change by Matthew
England of the University ofNew South
Wales and others, higher air tempera-
tures are strengthening east-west trade
winds at equatorial latitudes in the
Pacific and speeding up this vast churn,
sequestering heat that would otherwise
have warmed the Earth’s surface. This,
they say, explains much of the recent
slowdown in the rise ofsurface tempera-
tures that has puzzled climate scientists
since it began in 1998. 

The slowdown is clearly good news.
But it may not last. Oceans also absorb
carbon dioxide, which dissolves in sea
water. They are the world’s biggest car-
bon sink. But there are limits to their
absorptive capacity. A study in Nature by
Samar Khatiwala and others in 2009
said their uptake ofcarbon dioxide
declined by about10% after 2000. That is
disturbing. Less carbon in the oceans
means more in the atmosphere—and
implies that, at some point, the rise in
surface temperatures is likely to resume.

When cold watermeets hot air
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THE rivalries among the tech industry’s
giants have often resembled a “Game

of Thrones”, in which companies such as
Facebook, Google, Amazon and Apple
constantly try to invade one another’s on-
line kingdoms. On February19th Facebook
took a dramatic step to defend its turf, say-
ing it would pay $19 billion for WhatsApp,
a messaging service that had also attracted
the attention ofGoogle and almost certain-
ly other suitors. 

Even veterans of Silicon Valley goggled
at the staggering sum of money changing
hands, which comprises a mixture of cash
and shares in Facebook. WhatsApp’s price
tag is the most ever paid for a venture-capi-
tal-backed company and gives a startup
founded in 2009 a valuation that is greater
than that of household names such as
Southwest Airlines and Sony.

The deal marks the coming-of-age of
messagingapps, which letpeople send text
messages and share photos and other stuff
without incurring charges from telecoms
firms. WhatsApp is free to use for 12
months and then costs a mere 99 cents a
year. Plenty of other such apps have
sprung up, including Viber, which Raku-
ten, a Japanese internet giant, recently
bought for $900m, and the immensely
popular WeChat, which belongs to Ten-
cent, an innovative Chinese company.

All of them have benefited from two
profound trends that are transforming the
technology landscape. The first of these is

408m in the same period last year. Its rev-
enues soared too, hitting $1.9 billion last
year compared with $164m in 2012.

The second trend behind WhatsApp’s
success is the dramatic decline in the cost
ofbuildingstart-ups. Thanks to things such
as cloud computing, which lets young
firms buy vast amounts of cheap comput-
ing capacity, entrepreneurs can create
globe-spanning businesses on shoestring
budgets. WhatsApp has just 32 software
engineers, which means thateach one sup-
ports some 14m users. And the volume of
messages it is handling is said to be the
equivalent of all the SMS messages trans-
mitted by the world’s telecomscompanies. 

Indeed, WhatsApp’s success in many
ways mirrors that ofFacebookitself, which
came from nowhere to dominate social
networking. Recently, however, Facebook
has been losing some of its cool, especially
among younger users. That may explain
whythe famouslyparanoid MrZuckerberg
is willing to pay a king’s ransom for a com-
pany that might ultimately eclipse his own
creation. He has spent lavishly before, pay-
ing around $1 billion for Instagram, a pho-
to-sharing app, in 2012.

But does the whopping price tag for
WhatsApp make sense? Assuming it keeps
adding users at its current rate of1m a day—
and they end up paying for its service—it
could generate hundreds of millions of
dollars of revenue. Twitter, which reported
$665m of revenue last year, has a market
capitalisation of $30 billion. Much will de-
pend on how well Mr Zuckerberg gets on
with Jan Koum, the boss of WhatsApp,
who is joining Facebook’s board and will
run the app as an independent business.
Mr Koum, who has a well-known aversion
to collecting people’s data and plastering
advertising over his app, seems an odd
bedfellow for Facebook. But the deal was
clearly one that he couldn’t refuse. 7

the rapid growth of web-connected smart-
phones, which has allowed WhatsApp
and its rivals to spread like wildfire. An-
nouncing the deal Mark Zuckerberg, Face-
book’s boss, said WhatsApp had reached
450m users much faster than any other
web service (see chart). It has also made
itself addictive: 72% of its users are active
on it every day. And the viral nature of its
appeal means it has achieved all this with-
out spending a penny on marketing.

Casual-gaming apps are also spreading
rapidly on mobile devices. King.com,
which filed for an IPO in New York on Feb-
ruary18th, is a case in point. The company,
which makes the hit game “Candy Crush
Saga”, saw its monthly active users soar
from 67m in the fourth quarter of 2012 to

Facebook and WhatsApp

Getting the messages

SAN FRANCISCO

WhyMarkZuckerberg’s social networkis paying such a whopping sum fora
messaging startup
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ANDREW WHITAKER has made a career
out of breaking into things. A “white

hat” hacker in techie jargon, Mr Whitaker
leads a team of security specialists at
Knowledge Consulting Group who spend
their days trying to worm their way into
clients’ computer systems to see how vul-
nerable they are to cyber-criminals, spies
and other nefarious “black hats”. The
team’s record is both impressive and
alarming. Some of the firm’s clients are
utilities, and Mr Whitaker and his col-
leagues often target software that controls
critical infrastructure, such as water and
power supplies. “We’re getting in pretty
much every single time,” he says. 

Crooks and spooks are still finding
plenty of chinks in digital armour too. On
February 15th Kickstarter, a crowdfunding
site that lets users send cash to entrepre-
neurs promoting novel projects, said hack-
ers had stolen usernames, encrypted pass-
words and e-mail addresses from it. A few
days later a security researcher claimed to
have found evidence that Snecma, a
French aerospace firm, had been attacked
by hackers, though it is not clear if they got
into its systems. Kaspersky Lab, a security
firm, recently said it had discovered a glo-
bal spying operation, dubbed “The Mask”,
which had been running since 2007 and
which targeted everything from govern-
ments to activists and energy companies.

The effects of a hacking attack can be
devastating for a company’s reputation
and its bottom line, as Target is discovering
to its cost. At the end of last year the giant
American retailer was hit by hackers who
swiped the details ofcredit and debit cards

held by 40m of its customers by placing
malicious software on thousands of the
registers in its stores. In total, intruders
gained access to 70m records that con-
tained partial names and e-mail and postal
addresses ofcustomers. 

Target’s catastrophic breach may come
to be seen as the digital equivalent of BP’s
disastrous Deepwater Horizon oil spill.
The retailer faces a whopping bill for clean-
ing up the mess the massive data leak has
caused. Jefferies, an investment bank, esti-
mates that it may have to pay up to $1.1 bil-
lion to the payment-card industry because
of the breach. Target is also spending a for-
tune on such thingsasfree identity-theft in-
surance for customers.

As more business shifts online, hackers
have plenty of targets to aim at. Last year a
report published by an arm ofSymantec, a
security firm, estimated that cybercrime
costs the world $113 billion a year; it put the
number of victims at 378m. The Ponemon
Institute, another research outfit, reckons
that in 2012 malicious attacks cost Ameri-
can companies $277 for each customer’s or
user’s account put at risk, a lot more than
the cost of leaks caused by technical glitch-
es or mistakes by employees. Other coun-
tries are not far behind (see chart). 

Since Edward Snowden’s leaks about
the NSA’s activities, much ink has been
spilled about the threat to cyber-security
from rogue employees. Yet most breaches
are still caused by outsiders. And business-
es are struggling to match the wiles of the
unknown intruders trying to pinch their
data. Hikmet Ersek, the boss of Western
Union, said financial-servicesfirms like his
are in a “street fight” with hackers.

The threat posed by determined cyber-
invaders explains why companies that of-
fer to mimic them and test the vulnerabili-
ties of clients’ systems—a practice known
as “penetration testing”—are in demand.
Some businesses, such as banks and out-
fits handling electronic payments, are re-
quired by regulators or industry bodies to
conduct regular “pentests”. Others hire

pentesters because they think outsiders
may spot things that internal security
teams miss. “You tend to get tunnel vision
in-house,” says Charles Henderson of
Trustwave, an internet-security firm
whose SpiderLabs arm conducts pentests. 

Like MrWhitaker, otherwhite-hat hack-
ers find it a doddle to bust into clients’ sys-
tems. Jim O’Gorman of Offensive Security
says that his team was asked by an execu-
tive at a large electronics manufacturer to
test its security. They were stunned by how
quickly they broke into its networking and
manufacturing systems. “I told him you’ve
spent 20 years building up your firm’s rep-
utation and in 20 hours we’ve got control
of your company,” boasts Mr O’Gorman.
Technology firms, which might be expect-
ed to know better, suffer more data breach-
es than those in other industries, or even
the government. 

A popular trick used by black-hat and
white-hat hackers alike is to send fake
“phishing” e-mails, which seem to come
from legitimate sources and ask a firm’s
employees to enter their usernames and
passwords. Mr Whitaker says about a fifth
of employees who receive these e-mails
are fooled by them. Once inside a network,
his team takes an average of four hours to
take control of it.

Critics ofpentestingsay cheap software
thatautomaticallyscansforvulnerabilities
in a firm’s systems can automate much of
the work pentesters do. They also claim
that tests can create a false sense of securi-
ty inside companies. Michael Borohovski
of Tinfoil Security, which makes software
that hunts for security flaws, says firms of-
ten make big changes to their systems be-
tween pentests, which can accidentally
create new vulnerabilities. Moreover,
some pentesters may simply lack the skills
and ruthlessness to spot weaknesses that
cyber-crooks will find. 

Executives who have used pentesters
acknowledge that clients should choose
them carefully, and call them back when-
everbigchangesare made to computer sys-

Cyber-security 

White hats to the

rescue

SAN FRANCISCO

Law-abiding hackers are helping
businesses to fight offthe bad guys
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2 tems. But they reject the notion that they
can be replaced with software. “They’re
not just testing security tools, but also ex-
ploiting vulnerabilities to probe deeper
inside companies’ systems,” says Richard
Moore ofNew YorkLife, an insurer. 

To convince sceptical clients that their
systems are vulnerable, Trustwave records
videos of its hackers breaking into them, to
prove that they really did get in. Some
white hats go even further, pinching a con-
fidential document from their clients’ serv-
ers and then presenting it to them with a
flourish. “This makes the threat much
more real,” says Deke George ofNetSPI, an-
other pentesting firm. When shocked
bosses are presented with this sort of evi-
dence, they usually reach for their cheque-
books fast to fix the problem. 

Still, even a robust pentesting strategy
combined with other security measures
may not be able to foil dogged intruders. In

Target’s case, it appears that the initial
breach through which black hats secured
access to its systems tookplace at a heating
and ventilation company that was one of
Target’s suppliers. More details about how
the theft worked will no doubt emerge as
investigations proceed.

New risks are constantly emerging, no-
tably in the field of mobile apps. Compa-
nies are rolling out lots of these, so that
their employees can work on tablets and
smartphones as they travel. But pentesters
who have begun probing them say that the
quality of the security associated with
them is years behind that of other cor-
porate apps. So is anyone safe? Knowledge
Group’s Mr Whitaker says that only one
utility was able to frustrate his hackers’ at-
tempts to break in. Its secret? The engineer
whose data they wanted still kept it on old-
fashioned floppy disks that he simply took
out ofhis computer every night. 7

EVEN the most industrious executive
cannotbe in three placesatonce, buthis

employer might well be. A number ofmul-
tinationals have recently opted to split
their legal, fiscal and other personalities
between variouscountries. The latest to do
so is Fiat. Now that the Italian carmaker is
set to gain full control of Chrysler, it is to
leave Italy, on paper at least, after 115 years.
Its board recently voted to move the par-
ent’s legal domicile to the Netherlands, its
tax residence to Britain and its main stock-
market listing to New York. This copies a
template Fiat used when its tractor unit
was merged with an American rival and
spun offas CNH Industrial.

The Netherlands is sometimes chosen
as an acceptably neutral jurisdiction when
firms from different countries tie the knot
but national pride dictates that neither can
move to the other’s patch. When New
York-based Omnicom and Paris-based
Publicis, two advertising giants, an-
nounced a union lastyear, John Wren, Om-
nicom’s boss, described their proposed
Dutch holding structure as “an elegant sol-
ution” for “anyone who was troubled” by
the question of location. Management will
be split between New York and Paris. This
type of set-up is not new: Airbus Group
(formerly EADS), an aerospace group
about which French officials are especially
touchy, has long been Dutch-registered,
though in practice it is run from Toulouse.

Flexible corporate laws make the Neth-

erlands very attractive as a legal base. They
let companies tweak the balance of power
between management, the board and
shareholders to suit their needs, says Paul
Cronheim of De Brauw Blackstone West-
broek, a law firm. Annual meetings can be
held outside the country; meetings are not
needed to approve corporate resolutions.
There are few requirements on compensa-
tion, or on audit committees. Other attrac-
tions include the widespread use of Eng-
lish and a strong professional-services
industry. No wonder lawyers say the Neth-

erlands is emerging as Europe’s Delaware.
(The tiny state is the legal home of many
large American firms, which prize its unde-
manding laws and sympathetic courts.)

Other Dutch advantages are more con-
troversial—for instance, the ability to issue
“loyalty” shares, which confer extra voting
rights on long-term shareholders. This is a
useful ruse for families which want to
avoid dilution of their controlling stakes
when undertaking mergers. Thanks to
such skewing, Exor, an investment vehicle
for Fiat’s founding family (a member of
which, John Elkann, is a director of The

Economist’s parent company), has an eco-
nomic interest of 27% in CNH Industrial,
but 40% of the votes. 

Companies play down tax as a reason
for doing the splits, but it usually is one.
Fiat’s British tax move is not primarily de-
signed to avoid corporate income tax: car-
making operations in Italy and elsewhere
will still pay local taxes on their profits.
However, British tax law looks relatively
kindlyon firmsusingcomplexschemes, of-
ten involving other low-tax jurisdictions,
that allow them to shuffle payments be-
tween subsidiaries and thus, legally, to
minimise tax bills—askStarbucks. 

A more immediate benefit for Fiat’s
shareholders is that Britain, unlike Italy or
the Netherlands, leviesno withholding tax
on the distribution of dividends from for-
eign operations. It also imposes lower-
than-average taxes on offshore subsidiar-
ies technically controlled from its shores,
including those in tax havens. Britain’s
double-taxation treaty with America is an-
other lure, since it requires less “substance”
(real assets and employees) to justify tax-
advantaged holding structures than, for in-
stance, the Dutch-American treaty does.

As a result, some tax experts wonder
why Britain isn’t on the list ofEU states (Ire-
land, Luxembourg and the Netherlands)
being investigated by Brussels for haven-
like policies that potentially breach state-
aid rules. The British government retorts
that its policies—including a steady cutting
ofthe corporate income-taxrate to 21%—are
legitimate forms ofcompetition.

So alluring is the British regime that
LyondellBasel, a chemicals giant, became a
British rather than a Dutch taxpayer last
year. It remains registered for legal pur-
poses in Rotterdam but is said to have justa
handful of staff there. (Its main corporate
office is in Houston.) Publicis Omnicom
has not yet picked a tax domicile. It might
plump for Britain, says a spokeswoman.

Last year Noble Corporation, an oil-
drilling firm, moved its headquarters and
taxresidence from Geneva to London (hav-
ing previously paid its dues in the Cayman
Islandsand before thatAmerica). The com-
pany insists the move was “tax-neutral”. It
says the main reason for it was to cut travel
times for executives visiting operating sites
around the world, since they usually had 

Company headquarters

Here, there and everywhere

Whysome businesses choose multiple corporate citizenships

The great escape...from the taxman
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VOLKSWAGEN’S factory in Chatta-
nooga, Tennessee, was supposed to be

the spot where decades of decline ended
for the United Auto Workers (UAW) and for
America’s industrial unions in general. In-
stead, workers dealt the movement a
crushing blow on February 14th, voting
against unionising by 712 to 626. 

The UAW has been campaigning for
years to organise workers at foreign-
owned carmakers in the South, and had
good reason to be optimistic that the VW

vote would be a breakthrough. Perhaps
out of deference to its powerful unions
back home in Germany, the company let
the UAW campaign inside itsplant—a cour-
tesy that it denied to anti-union activists.
Both VW and the UAW had supported the
creation of a German-style works council,
a committee ofmanagers and workers that
makes some decisions on how a plant is
run (though not on what people are paid).

It will be small consolation to the UAW

that the company says it will still pursue
this—although it is unclear whether, under
American law, a factory can have a works
council without an outside trade union to
represent the employees. 

The defeat means that the UAW’s mem-
bership, having fallen from over 1.5m in
1979 to less than 400,000 today, is set to
continue its declining trend. American-
owned car firms have recently been rehir-
ing at their unionised plants, as sales ofve-
hicles have picked up, but as at other
manufacturers, automation will continue
reducing the need for human workers. 

Although union membership has held
steady in America’s public sector, in priv-
ate businesses it has fallen sharply since
official figures were first kept in the early
1980s (see chart). Last year the number of

Trade unions in America

Chattanooga
shoo-shoo

ATLANTA

The union movement misses a big
opportunity to halt its decline 

DURING his stratospheric rise Eike Ba-
tista became a symbol of Brazil’s eco-

nomic virility, extolled by politicians and
lionised by fellow businessmen. He was
the world’s seventh-richest person, with a
fortune put at around $30 billion. His inter-
linked businesses included six listed com-
modities and logistics companies—each
with an X in its name, signifying the multi-
plication ofwealth—plus a handful of priv-
ate firms such as a property developer and
a gold-miner. But OGX, the oil and gas firm
at the heart of his empire, proved not to be
the gusher he had promised. Investors lost
faith in him and his devalued assets, and
his empire crumbled.

But not everyone has been put off by
the biggest corporate failure in Latin Amer-
ica’s history. This week, as OGX filed its re-

covery plan with a court in Rio de Janeiro,
Cerberus, an American private-equity
firm, was reported to be sizing up Mr Batis-
ta’s shipbuilder, OSX. It is said to be ready
to give a large cash injection to the opera-
tion, currently in bankruptcy protection.

Should the deal materialise, Cerberus
will join a band of foreigners sifting the
rubble of Mr Batista’s empire. E.ON, a Ger-
man utility, picked up a chunk of MPX, his
energy firm. EIG Global Energy Partners of
America now owns LLX, a port operator.
Trafigura, a Dutch trading house, and Mu-
badala, an arm of Abu Dhabi’s govern-
ment, jointly purchased another port.
Acron, a Swiss fund, snapped up the Hotel
Glória in Rio. Even bargain-hunters from
wobbly emerging economies are getting in
on the action. Corporación América,
owned by Eduardo Eurnekian, an Argen-
tine tycoon, has bought Mr Batista’s stake
in a Brazilian microchip-maker, SIX Semi-
conductors. On February 3rd CCX, Mr Ba-
tista’s Colombian coal-mining operation,
disclosed the terms of a deal in which Yil-
dirim ofTurkey will take it offhis hands. 

Whyaren’tBrazilianspiling in? One rea-
son, says Claudio Frischtak of Inter.B, a
consulting firm in Rio, is that they have
gone “from euphoria to depression”. Many
were singed by their dealings with Mr Ba-
tista and now want nothing to do with
him, or his assets. This includes not just in-
vestors in the ill-fated ventures, but share-
holders in the banksand otherfirmswhich
backed them—in other words, just about
anyone in Brazil with the necessarywhere-
withal and expertise. Since the country
lacks big “vulture funds”, as firms like Cer-
berus are labelled, that left few takers.

It did not help that cash is hard to come
by, notes Antônio Lacerda, an economist at
the Catholic University in São Paulo. With
Brazil’s economy forecast to grow by just
2% or so this year, investor confidence is
low. The stockmarket has fallen 16% in the
past year. Brazil, with India, Indonesia,
South Africa and Turkey, is one of the “frag-
ile five” emerging economies overexposed
to footloose foreign capital. Public finances
are strained: Standard & Poor’s, a ratings
agency, is mulling a sovereign-debt down-
grade. Despite some soothing words at Da-
vos, President Dilma Rousseff has shown
little zeal for the vigorous reforms of taxes,
the labour market and onerous regulation
needed to boost investor confidence. 

So capital marketsare tight. Meanwhile,
inflation of nearly 6% a year has led the
Central Bank to raise interest rates to 10.5%,
making it expensive to borrow from banks
to finance acquisitions. Many foreign
firms, by contrast, are still awash in cheap
money. Brazil’s currency, the real, has fallen
by about a third since late 2010, making as-
sets there lookcheap to outsiders. No won-
der foreigners, unscarred by the Batista
empire’s collapse, are prepared to take a
punt on its viable-looking bits. 7

Eike Batista’s assets

The great X-it

SÃO PAULO

Foreign firms are buying most bits of
the Brazilian mogul’s fallen empire

Seeking redemption

to pass through Heathrow anyway. 
Other multinationals that had put their

global or regional headquarters in Switzer-
land over the past decade are now looking
to move elsewhere, in part because of the
pressure the EU is puttingon the country to
rewrite its cantonal tax regimes so they do
not favour foreign firms over domestic
ones. Yahoo, for instance, is shifting a Euro-
pean hub to Ireland, which offers, among
other attractions, a corporate tax rate of
just 12.5% and juicy tax-arbitrage opportu-
nities for firms with lots of intangible as-
sets whose value can be shuffled between
jurisdictions. There are still many multina-
tionals thatkeep their tax, legal, stockmark-
et and operational bases in one place, but
given the attractions of splitting them,
more are likely to do so in future. 7
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Three-wheeled transport

Tuk-tuking the world by storm

THEY are most commonly associated
with the teeming cities of developing

Asia, but three-wheeled motorised rick-
shaws, or tuk-tuks, first emerged in Japan
and Italy just over half a century ago.
Since then the compact, cheap and adapt-
able vehicles have spread to every corner
of the globe. Bangladesh, Egypt, India,
Nigeria, Peru, Sri Lanka and Thailand are
the biggest markets. They are increasingly
seen chugging through the streets of cities
in east Africa, the Middle East and China. 

The tuk-tuk’s rising popularity in
Egypt is worrying its military-backed gov-
ernment. On February 12th it imposed a
one-year ban on imports of three-wheel-
ers (and of motorbikes). Unlikely as it
sounds, ministers claim they are being
used as getaway vehicles by criminals. 

The narrow, uneven streets in Shubra,
a sprawling suburb in northern Cairo, are
no place for cars. Most tuk-tuks are used
as taxis, usually shared between three
drivers who club together to buy one for
about 19,000 Egyptian pounds ($2,760)
and take turns to work shifts. In India,
milkmen use them for their rounds and
parents packtheir children offto school in
them. In Sri Lanka they are often the fam-
ily car. Since buyers are usually poor,
financing is important. Salesoftuk-tuks in
Egypt have risen by 50% to 60,000 a year
since 2011, when Ghabbour Auto, the sole
importerofIndian-made Bajaj rickshaws,
introduced a loan scheme.

India is the biggest producer, turning
out more than 530,000 tuk-tuks a year for
the local market and a further300,000 for

export. Bajaj, the market leader, competes
with two domestic firms, Mahindra &
Mahindra and TVS, and with Piaggio of It-
aly, which has a factory in Pune. Thai-
land’s producers mainly cater to domestic
demand, but Chett Taikratoke, the owner
of one of them, TukTukThailand, says he
plans to startexportingto growing Middle
Eastern markets. In the Gulf, for example,
hotels have become significant buyers of
rickshaws, to ferry guests around. 

Passengers seem to enjoy riding in tuk-
tuks, but elites and governments are
prone to view them as a noisy and dirty
urban blight. Thailand banned them
briefly in the 1980s. Mumbai, India’s big-
gest city, and Mombasa, Kenya’s second-
biggest, ban them from partsofthe central
business district to keep the streets clear.
Sri Lanka’s government has sharply
raised customs duties on them. In India
customers cannot simply walk into a
showroom and buy a tuk-tuk as they
would a car or motorbike, says C.K. Rao,
an executive at Bajaj; they must get a per-
mit from the regional authority.

Tuk-tuk manufacturers are innovating
to alleviate the authorities’ concerns and
attract new customers. Some of Piaggio’s
models now run on compressed natural
gas rather than diesel. An Australian firm,
Star8Solar, is developing sunlight-pow-
ered tuk-tuks. Thailand’s Tuk Tuk Factory
is designing a “tuk-tuk limo” to hold six
people rather than two. But Bajaj is hedg-
ing its bets. Its latest auto-rickshaw, the
RE60, looks more like a mini-car, with an
enclosed cabin and four wheels. 

CAIRO AND MUMBAI

The motorised rickshaw, despite official disapproval, is becoming ubiquitous

Three wheels on my wagon

union members grew and the overall rate
of unionisation held steady at 11.3% of
America’s workforce thanks to job growth
at unionised manufacturers and construc-
tion firms. But it was noticeable that in one
fast-growing industry—mining, oil and
gas—the rate of unionisation fell from 7.2%
to 5.4%: most new jobs were non-union. 

Despite last year’s upturn in member-
ship, modern manufacturing is not fertile
ground forunion recruiters. The remaining
jobs in factories are typically skilled and
well-paid. Employees struggle to see what
more they will get in return for paying un-
ion dues. Production and maintenance
workers at VW’s Chattanooga plant earn
$20-30 an hour, plus bonuses and other
benefits, making it one of the most reward-
ing places to work in a state where the cost
of living is low. To make things tougher still
for the unions, employment is growing
fastest in parts of the country that have not
traditionally been bastions of trade union-
ism. Even in the UAW’s heartland, Michi-
gan, the rate of union membership in all
types of workplace fell from 16.6% to 16.3%
last year, despite overall job growth. 

Richard Freeman, a labour economist
at Harvard, has found that union member-
ship tends to grow in short, sharp spurts;
otherwise it tends to wither. Mr Freeman
says this means that unions must therefore
“latch on to a crisisperiod when people are
upset”. But of course, America has just
gone through such a period, and union
membership barely budged. 

The parts of the American private sec-
tor where trade unionism is showing signs
of life are those where the working condi-
tions are toughest. The Service Employees
International Union, for instance, has agi-
tated on behalf of non-unionised workers
at fast-food restaurants and Walmart
shops, without pressing them to join the
union. Workers in car factories may not
want to sign up, but the UAW has recruited
casino dealers, health-care workers, post-
doctoral researchers and graduate-student
teaching assistants.

“The role of the labour movement has
to be about more than representing their
current membership. They have to be re-
sponsive to all excluded workers,” says Jef-
frey Grabelsky, an industrial-relations ex-
pert at Cornell University. Newer labour
organisations seem to understand this bet-
ter than olderones. The National Domestic
Workers Alliance has won much support
among people who work in other people’s
homes, such as those providing care to the
elderly. The Freelancers Union has also
boomed, by providing temporary workers
with benefits such as health insurance and
financial serviceswhile avoidingtradition-
al trade-union politicking. Indeed, Sara
Horowitz, the union’s founder, even
moonlightsasdeputychairman ofthe Fed-
eral Reserve Bank of New York, which
could not be farther from the picket line. 7
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THE barons ofhigh-tech like to thinkof themselves as very dif-
ferent creatures from the barons of Wall Street. They create

cool devices that let us carry the world in our pockets. They wear
hoodies, not suits. And they owe their success to their native
genius rather than to social connections—they are “the crazy
ones, the misfits, the rebels, the troublemakers, the round pegs in
square holes”, in Steve Jobs’s famous formulation. 

But formany people in San Francisco this is a distinction with-
out a difference. For months now protesters have been blockad-
ing the fleets of private buses that Google and other technology
giants use to ferry their employees to and from Silicon Valley 40
miles to the south. They are particularly incensed that the buses
pay almost nothing to use public stops, often blocking city buses.
Protesters are also angry that an influx of well-paid geeks has
pushed up property prices and rents. 

This resentment turned a recent awards ceremony—the Crun-
chies, sponsored by a website called TechCrunch—into a festival
of tech-bashing. Outside, protesters held their own mock cere-
mony, the Crappies, with a golden toilet brush for “tax-evader of
the year” to Twitter’s boss, Dick Costolo (a reference to a legal but
controversial tax break it got from City Hall). Inside, John Oliver,
the comedian hosting the official awards, gave the assembled bil-
lionaires a dressing-down. “You already have almost all the mon-
ey in the world,” he said. “Why do you need awards as well?” He
suggested that the next iteration of Martin Scorsese’s new film,
“The Wolf of Wall Street”, should be set on the West Coast with
“all the money, all the opulence and about10% of the sex”. 

Last month Tom Perkins, a Silicon Valley venture capitalist,
compared critics of the tech elite to Nazi stormtroopers on Kris-
tallnacht—thereby handing ammunition to those who accuse
that elite, of which he is a member, of being arrogant and out of
touch. Nevertheless, much of the criticism is nonsense. San Fran-
cisco has more than its fair share of professional protesters—in-
cluding those who think they have a right to live in one of the
world’s most desirable places even if they can’t rub two pennies
together. The much-maligned private buses are providing work-
ers with an energy- and time-efficient alternative to private cars.
The much-abused tech money-tree is scattering riches on lower-
paid industries too. During the gold rush, Levi Strauss made a for-

tune by providing the “forty-niners” with jeans. Modern-day
equivalents will undoubtedly make fortunes providing geeks
with organic food, “dress-pantssweatpants” (a crossbetween py-
jamas and jeans, apparently), and, if one Kickstarter-funded ven-
ture pays off, “ten-year hoodies”, made to last a decade. 

Tech titans have also suffered from backlashes before: Bill
Gateswasonce vilified asa modern robberbaron before he trans-
formed himself into the world’s greatest philanthropist. Most
people outside San Francisco still look on its tech firms with ad-
miration, notdisgust. But itwould be a mistake to ignore the back-
lash by the bay entirely. It is being driven by two developments
which will eventually reshape attitudes across the world. 

The first is the end oftech-exceptionalism. Silicon Valley’selite
has always cherished its roots in the counter-culture—in the
world of home-brew computer clubs, Utopian cyber-gurus and
damn-the-establishment hackers. But it also had a conventional
side: Hewlett-Packard may have been started in a garage but soon
became a corporate behemoth; tech firms’ links to the military es-
tablishment were highlighted when Dave Packard became depu-
ty secretary of defence in the Nixon administration. The current
protests symbolise a growing recognition that tech is an industry
like all others: mostly run by corporate stiffs—square pegs in
square holes in Jobs’s language—and driven by the need to maxi-
mise profits. Sheryl Sandberg, Facebook’s chief operating officer,
has become a billionaire despite not having founded the com-
pany. Apple’s success has created huge numbers of manufactur-
ing jobs, almost all in cheaper places than the United States. 

Some of the most savage criticisms of the tech industry are in-
spired by the contrast between its self-image as a haven of hood-
ed nonconformists and the reality of ruthless capitalism. Valley-
wag, a website, pokes fun at its affection for ostentatiously wacky
corporate titles: AOL has a digital prophet, Tumblr has a fashion
evangelist and LinkedIn a hacker-in-residence. It also exposes the
Valley’saddiction to politicallycorrect consumption and friction-
less capitalism. Tesla electric cars start at $62,000. Google Glass
lets its wearers, “Glassholes”, consult the internet as they walk
down the street. TaskRabbit, a website, lets geeks contract out do-
mestic chores to the lowest bidder. 

The second development is the triumph of the meritocracy.
This is not to say that tech is entirely merit-based: women and
non-Asian minorities are clearly under-represented. But its logic
is nevertheless meritocratic: you can’t program a computer or de-
velop an app without a high IQ and a specialised education. So
the tech industry is heightening the relationship between IQ,
education and reward: young tech geniuses earn many multiples
of the service workers who reply to their ads on TaskRabbit. 

Succeed, then secede
Robert Reich, Bill Clinton’s labour secretary and now an academ-
ic at Berkeley, once complained about the “secession of the suc-
cessful”, as the monied elite moved into gated suburbs. But to-
day’smoney-gorged youngtechieswant to enjoy the perks ofcity
life. Thus they buy up, occupy and gentrify whole urban districts:
theyare seceding in plain sight. This inevitablycreates tensionsas
the service class sees a parallel world being constructed before
their eyes. San Francisco has a history of anticipating cultural
earthquakes, from the hippies of the 1960s to the greenies of the
1980s. The wolves of the world wide web should beware. 7

The wolves of the web

Booming technologyfirms are nowat the centre ofworries about inequality
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THE economics of international bank-
ing are straightforward enough: raise

funds in countries where they are cheap,
lend where theyare dear. Done right, this is
both lucrative for bankers and good for the
world, by channelling savings to their
most productive use.

Those economics have begun to come
apart over the past five years, battered first
by the excesses of profit-seeking bankers
and now by regulators. On February 18th
the Federal Reserve Board voted to “ring-
fence” foreign banks’ American opera-
tions, forcing them to meet the same stan-
dards for capital and liquidity as American
banks, rather than allowing them to rely
on their parents’ buffers.

The Fed considers the step essential to
insulate America from the cross-border fi-
nancial contagion that has regularly erupt-
ed since 2008. Previously it allowed for-
eign-owned banks to lean on their parents
for support, provided the parents were
properly overseen by their own regulators.
But over the past 20 years, foreign banks in
America have become “more concentrat-
ed, more interconnected, and increasingly
reliant” on footloose wholesale funding,
and now rank among America’s largest se-
curities dealers, notes Dan Tarullo, the Fed
governor who oversaw the drafting of the
new rules (see chart). 

Barclays and Deutsche Bank responded by
moving big American operations out of
their holding companies and into more
lightly regulated structures.

The Fed’s new rule puts an end to such
ruses. Large foreign-owned banks will
have to group all American subsidiaries
under an intermediate holding company
which must then meet the same capital, li-
quidity and leverage standards as similarly
sized American banks. Like American
banks, they will have to submit annual
capital plans to the Fed demonstrating
theirability to meet minimum capital stan-
dards even during times of upheaval. In a
concession, the rule covers only banks
with more than $50 billion in American as-
sets, up from $10 billion in the original pro-
posal. Banks will have until July 2016, in-
stead of July 2015, to comply.

The Fed’s actions will further balkanise
global finance. Cross-border lending has
plummeted from $5.8 trillion in 2007 to
just $323 billion in the first half of 2013, ac-
cording to McKinsey, a consultant. Most of
this reflects economic and business forces,
but regulatory actions also play a part.
European regulators, for example, have
pressed foreign banks to convert branches
to separately capitalised subsidiaries and
prohibited banks’ local units from repatri-
ating capital to their parents. 

By trapping capital and liquidity at the
local level, America’s new rule hampers a
global bank from deploying money to its
most productive destination, in effect un-
dermining the benefits of being global.
Luigi De Ghenghi, a partner with Davis
Polk, a law firm, notes that stress tests will
require many ofthese banks to exceed cap-
ital and liquidity minimums, which makes
it “more difficult to repatriate any excess 

The financial crisis exposed the failings
ofthat set-up. When fundingmarkets froze,
foreign-owned banks were among the
hardest hit: they accounted for more than
half of the emergency loans the Fed made
from its discount window in late 2008.
Meanwhile, the chaotic consequences of a
cross-border failure became all too appar-
ent. When a bankin Iceland failed, the gov-
ernment protected only local depositors;
British and Dutch customers had to be
bailed out by their governments.

America’s Dodd-Frank Act, passed in
2010, required foreign-owned bank hold-
ing companies to meet the same capital
standards as their American-owned peers.

Global banking

Inglorious isolation

Washington, DC

To avoid anothercrisis, the Fed furtherfragments global finance
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EVERYONE knows that if you go to a ca-
sino, the odds are rigged in favour of

the house. But people still dream of mak-
ing a killing. The same psychology seems
to apply to fund management, where in-
vestors flock to high-cost mutual funds
even though the odds are against them.
Russel Kinnel, the director of fund re-
search at Morningstar, has described fund
costs as “the most dependable predictor
ofperformance”.

It is really a simple matter of maths. A
stockmarket index reflects the perfor-
mance of the average investor, before
costs. Given that the costs of active fund-
management are higher than those of
tracker funds, the average active investor
must underperform his passive counter-
part. But many do not realise just how
substantial the costs can be. In an article*
in the latest Financial Analysts Journal
(FAJ), Jack Bogle of Vanguard, a fund-man-
agement group that specialises in index-
tracking, goes through the sums. The an-
nual gap between the expense ratio cited
by the average large-stock mutual fund
and Vanguard’s indexfund is1.06 percent-
age points. That comes mostly in the form
of investment-management fees. 

But these costs are only the beginning.
Active fund managers also trade more
than index funds. One study put these
tradingcostsat1.44 pointsa year; MrBogle
uses a more conservative estimate of half
a point. Afurtherfactor is the drag ofhold-
ing cash. Index funds are usually fully in-
vested; active managers hold about 5% of
assets as cash so they can seize opportuni-
ties to buy their favoured stocks. Since eq-
uities tend to beat cash over the long run,
this reduces returns still further; Mr Bogle
estimates by about 0.15 points a year. 

Then there are the sales costs paid by
investors in American mutual funds.
Happily, so-called front-end load funds,

which could take up to 8% of an investor’s
capital at the start, are less common than
theyonce were. Butmost investors still buy
funds through some kind ofadviseror bro-
ker, fora charge ora fee; MrBogle estimates
this cost at 0.5 points a year.

Yet another cost arises from the tax
treatment of American mutual funds: ev-
ery year, funds distribute to investors the
capital gains they make within the portfo-
lio. Investors must then pay tax on the pro-
ceeds. Because active funds trade more
than index funds, investors in active funds
face a higher tax bill.

Add all these costs together and the net
return to investors may be reduced by 2.66
points a year, a huge differential consider-
ing that long-term real returns from Ameri-
can equities have been 6.45%.

Some will argue that Mr Bogle’s num-
bers are exaggerated. Not all passive funds
successfully track the index; some have
substantially higher fees than the example
he used; some investors buy passive funds
with the help ofbrokers or advisers and in-
cur sales charges orextra fees. Costs are not
everything; asset allocation is also impor-
tant. And some active managersdo outper-

form the indices over the long term. 
However, such arguments do not

make much of a dent in Mr Bogle’s case.
Without the benefit ofa Tardis, we cannot
know the best asset allocation in ad-
vance; the costs are pretty certain. There is
little evidence that outperforming man-
agers can be identified in advance. Worse
still, the search for the best managers
leads clients to buy hot funds at the top of
a bull market; this further reduces their re-
turns as they buy high and sell low. Mor-
ningstar estimated that the average large-
stock fund earned 4.5% a year in the 15
years to June 30th, 2013, but the average in-
vestor earned just 2.59%. 

Annual numbers are one thing but the
real damage for the long-term saver is
cumulative. A journalist at the Financial
Times was recently sent a statement that
showed, on conservative assumptions,
that if he kept saving for another 22 years,
his pension pot would be worth less in
real terms than it is now: the charges
would more than eat up the returns. 

In a previous FAJ article**, Bill Sharpe, a
Nobel laureate for economics, calculated
that someone who saved via a low-cost
fund would have a standard of living in
retirement 20% higher than someone
who saved in a high-cost fund. That calcu-
lation was made using the impact of in-
vestment-management fees alone. If Mr
Bogle is even close to right, the hit to retire-
ment incomes is substantially greater. Yet
hope springs eternal. Just as the slot-
machine addict believes the next spin of
the reels will bring the jackpot, savers still
insist on trying to beat the odds.

Against the oddsButtonwood

The costs ofactivelymanaged funds are higher than most investors realise

Economist.com/blogs/buttonwood

..............................................................
* “The Arithmetic of ‘All-In’ Investment Expenses”,
Financial Analysts Journal, Volume 70, Number 1
** “The Arithmetic of Investment Expenses”, Financial
Analysts Journal, Volume 69, Number 2

capital from US to non-US operations, or
even just to upstream dividends to the for-
eign parent.” The risk, says one banker, is
that “you overcapitalise yourself into com-
plete stagnation”.

The Fed reckons15-20 foreign bankswill
have to create holding companies under
the new rule. Of the biggest, says Huw Van
Steenis of Morgan Stanley, the ownership
structures of BNP Paribas and HSBC are al-
ready largely in compliance, and Credit
Suisse’s soon will be. Deutsche Bank, Bar-
clays and Royal Bank of Scotland have the
most work to do. Deutsche may shrink its
American balance sheet by $100 billion

but would still need to retain $1 billion-$2
billion of additional capital. By shrinking,
the three have already each lost a percent-
age point of market share in bond-trading
to their American rivals.

The Fed admits it has thrown sand in
the gears of global finance, but argues that
the trade-off is worth it. Far worse, says Mr
Tarullo, would be another crisis that
would cause global capital flows to col-
lapse, leading to “ad-hoc ring-fencing”. 

For their part, foreign regulators worry
about damage not just to capital markets
but to regulatory co-operation. When a
draft of the rule was published, Germany

condemned the Fed’s “go-it alone” ap-
proach, France registered “serious discom-
fort” and Switzerland bemoaned the “lack
of confidence” America had in its peers.
Michel Barnier, a European Commission-
er, darkly warned of retaliation and said
this week: “We will not be able to accept
discriminatory measures.” 

The Fed has been working with its
counterparts on a common approach to re-
structuring a troubled global bank, some-
thing which could have made ring-fencing
unnecessary. By blazing its own path be-
fore that work was complete, the Fed may
encourage others to do the same. 7
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WHEN times are tough, how should
governments in poor countries en-

sure their citizens remain fed? In the past
most of them used subsidies to keep food
prices low for all their citizens. But these
policies have become unsustainable: the
cost of maintaining Egypt’s food subsidies,
for instance, nearlydoubled between 2009
and 2012. And much of the money goes to
the wrong people. In Burkina Faso, Egypt
and the Philippines less than 20% of
spending on food subsidies goes to poor
households. In the Middle East and North
Africa only 35% of subsidies reach the
poorest 40%, the IMF reckons. 

Motivated, in part, by a desire to curb
growing budget deficits, many countries
are replacing broad subsidies with policies
aimed more directly at the needy. But what
form should the targeted aid take? Earlier
this month Iran introduced free handouts
of food to replace its subsidy schemes.
Other countries, such as Indonesia and
Malaysia, have chosen instead to provide
extra cash benefits to the poor. So far,
vouchers have been the least popular op-
tion. Proposals to introduce food-stamp
schemes in such countries as Malaysia
have been rejected on the basis they were
too American and un-Asian.

A new paper* by researchers at the In-
ternational Food Policy Research Institute
(IFPRI), a think-tank, suggests that might
have been a mistake. The authors analysed
the results of an experiment conducted by
the World Food Programme in Ecuador in
2011, which compared handouts of food,
cash and vouchers—all conditional on at-
tending nutrition classes. 

The study found that direct handouts—
Iran’s new policy—were the least effective
option. They cost three times as much as

vouchers to boost calorie intake by 15%,
and were four times as costly as a way of
increasing dietary diversity and quality
(see chart). Distribution costs were high,
and wastage was also a problem. Only 63%
of the food given away was actually eaten,
whereas 83% of the cash was spent on food
and 99% of the vouchers were exchanged
as intended. Food transfers have also been
the costliest option in similar projects in
Yemen, Uganda and Niger, according to
John Hoddinott at IFPRI.

In Ecuador there was little difference in
cost between handing out cash and food
vouchers, the other two options. But
vouchers were better at encouraging peo-
ple to buy healthier foods because of re-
strictions on what items could be ex-
changed for them. It was 25% cheaper to
boost the quality of household nutrition
using food vouchers than it was by hand-
ing out cash.

A switch from universal subsidies to
vouchers could be the most efficient way
ofboosting health as well as relieving pov-
erty. This is overdue in many countries, ac-
cording to Lynn Brown, a consultant for the
World Bank. In Egypt subsidising starchy
grains and bread has resulted in 70% of
adults being overweight and 29% ofunder-
fives being stunted. Either vouchers or
cash handouts might reduce the bias
against healthier foods (unsubsidised
dairy products and vegetables) inherent in
the system. But as Iran’s populist give-
aways show, the politics of cheap food can
easily crowd out the economics. 7

The economics of food subsidies

Feeding
expectations

Whyfood vouchers are a policyworth
considering in developing countries

Please, sir, I want some more

...............................................................
*M. Hidrobo, J. Hoddinott, A. Peterman, A. Margolies
and V. Moreira, “Cash, food, or vouchers? Evidence from
a randomized experiment in northern Ecuador”.

SEEN one way, economic recovery in Eu-
rope and America is good for the Orga-

nisation of the Petroleum Exporting Coun-
tries (OPEC). Oil stocks in industrialised
countries are at their lowest for five years;
the latest monthly report from the Interna-
tional Energy Agency (IEA), a club of oil-
consuming countries, anxiously urges pro-
ducers to keep pumping to replenish them.

But the longer-term future for OPEC,
which produces about a third of the
world’s daily consumption of 90m barrels
of crude oil, is another matter. Often de-
scribed as a cartel, it is better seen as an
anti-glut group. When demand is weak, its
members can curb production to prevent
the price plummeting. But when demand
is healthy, its ability to curb new producers
is limited. And new producers abound. 

America’s domestic production of
crude (and gas, which displaces some oil)
is rocketing. The IEA says the country will
produce 14m barrels a day (b/d) next year,
on a parwith Saudi Arabia (see chart). That
has reduced America’s imports, as well as
boosting exports of fuels (exports of crude
oil are mostly banned). That frees crude
from other places, such as West Africa, to
go to Europe instead. Similarly, Latin Amer-
ican and Middle Eastern oil that once
would have gone to America now goes to
Asian customers.

For the oil-rich, even worse is in store.
Other factors that have propped up the
price over the past decade are likely to
wane in importance. Even the slightest eas-
ing of sanctions helps Iran, potentially a
huge producer. It increased its exports by
100,000 b/d in January—the third consecu-
tive monthly rise. Iraqi oil exports, stricken
by the war and its aftermath, are also set to
increase. The Economist Intelligence Unit 

OPEC and oil prices

Leaky barrels

Higherproduction elsewhere is
undermining the cartel
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2 (our sister company) forecasts a “signifi-
cant boost” in 2014 from 2.4m b/d last year.
This assumes new investment pays off,
and a deal with the semi-autonomous
Kurdish region. Libya could be another
source of production: its exports have col-
lapsed to only a few hundred thousand
barrels a day, against1.6m in June last year.

These downward pressures on the oil
price present OPEC with a tricky decision.
Its natural response would be to cut pro-
duction from the current target of 30m b/d
to support prices near the level of recent
years, of around $100 a barrel. But OPEC’s
record of enforcing quotas on its 12 mem-
bers is patchy. Another option would be
for Saudi Arabia and its Gulf allies, the
group’s biggest producers, to cut produc-
tion unilaterally. But that would cede mar-
ket share to theirhated rivals, Iran and Iraq.
An alternative would be to increase pro-
duction sharply. That would send the price
down: painful for the kingdom, but even
more painful for higher-cost producers
(not least America, where the “tight oil”
now coming on stream requires prices of
$50 and above to be profitable).

OPEC’s best hope is continued Ameri-
can protectionism. Any easing of the re-
strictions on the export of liquefied natural
gas (LNG) or crude will exert more down-
ward pressure on the oil price. That might
be good for the world economy, but it is not
a priority for American consumers, who
would like cheaper petrol for cars and pro-
pane for heating, especially during cold
snaps like the recent one. “Chickens are dy-
ing,” noted an American speaker at an
eventputon byArgusMedia, an energy-in-
formation group, during the International
Petroleum Week in London. “Farmers are
asking, ‘Why are we exporting propane
when we could be burning it here?’”7

Too useful to export, for now

LAST year Indonesia was struck by the fi-
nancial storm that pummelled emerg-

ing markets, earning itself a place among
the so-called “fragile five” of the develop-
ing world. When in May the Federal Re-
serve began discussing plans to scale back
its asset purchases, the prospect of higher
yields in rich countries made investors re-
luctant to pour more money into emerging
economies. Indonesia’s currency sank in
value, along with those of other countries
that had been prime destinations for rich-
world cash.

This year other emerging markets suf-
fered a similar slump, caused by the Fed’s
decision to go ahead with the mooted
“taper”. Central banks in Turkey, India and
South Africa have all hiked interest rates to
defend their battered currencies. Yet Indo-
nesia’s rupiah has rallied by 3.3% against
the dollar—the most among major emerg-
ing-market currencies. Jakarta’s main
stockmarket is trading close to four-month
highs. And foreign funds have bought $1
billion more local bonds and shares this
year than they have sold.

Indonesia appears to owe its turn-
around to timing. It earned its spot among
the fragile five thanks to its large current-ac-
count deficit, which widened to a record
$10 billion, or 4.4% of GDP, last summer.
But in August its central bank abandoned
efforts to prop up its currency and allowed
it to float, leading to a depreciation of
about 14% in real, trade-weighted terms
from May to now. The weaker rupiah
made Indonesia’s exports cheaper in for-
eign markets and imports more costly. The
deficit has since dropped by more than
half, to $4 billion, or 2% of GDP, at the end
of 2013. In December Indonesia recorded
its biggest monthly trade surplus for two

years; merchandise exports rose by 10.3%
year-on-year (see chart).

Other central banks waited too long to
respond to market turmoil and then over-
reacted. Turkey raised rates by 5.5 percent-
age points in a single day, hoping to cow
traders into laying down arms. Bank Indo-
nesia had raised rates earlier, by contrast,
and more gradually: enough to cool do-
mestic demand but not enough to touch
off a recession. The combination of higher
rates and a cheaper currency nurtured a re-
balancing. Despite slower consumption
growth, annual GDP growth accelerated to
5.7% in the fourth quarter, boosted by ex-
ports. Indonesia no longer looks so fragile.

Government policy may have helped
the process along. The decision to raise the
price of subsidised petrol and diesel
squeezed demand for oil, which account-
ed for about 23% of imports at a cost of $42
billion last year. Other measures look less
effective, like higher taxes on imports of
some consumer and luxury goods. But the
government, heady with recent success,
now risks scaring away investors with
heavier-handed intervention. 

On February 11th Indonesia’s parlia-
ment passed a new trade law giving au-
thorities far-reaching powers to restrict ex-
ports and imports. Its dubious aim is to
protect local producers from foreign com-
petition while developing higher-value in-
dustries. Bayu Krisnamurthi, the deputy
trade minister, bragged that it showed that
Indonesia was “not adopting a free mar-
ket”. The law is only the latest in a series of
ill-considered trade policies, which in-
cludes a recent ban on exports of mineral
ores that puts at risk some $5 billion a year
in foreign-exchange receipts.

The turn toward protectionism is linked
to this year’s parliamentary and presiden-
tial elections—laissez-faire economics is
unpopular in Indonesia. Yet with global
capital in a fickle mood, governments can-
not assume that markets will shrug off
electioneering. Indonesia owes the strik-
ing turn of fortunes in its economic perfor-
mance to rather orthodox economic poli-
cies. The central bank let market forces
operate freely, allowing the rupiah to de-
preciate to the point where exports have
become competitive again. If the authori-
ties continue on their protectionist course
they may convince investors that Indone-
sia remains fragile after all. And pushing
the economy back into financial turmoil is
unlikely to be a vote-winner. 7

Capital flows in Indonesia

Fragile no more
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Howthe world’s fourt- most-populous country is weathering the emerging-market
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Cryptocurrencies

The great hiccup

IN MOST businesses, a small coding
error is a minor problem. With Bitcoin,

an online “cryptocurrency”, a fairly
simple flaw seems to have cost $5.3 bil-
lion. That is how much the value of all of
the Bitcoin in the world has fallen over
the past two weeks, after a bug caused
several Bitcoin exchanges to halt with-
drawals temporarily. The price ofa Bit-
coin, which peaked at about $1,200 in
December, is now about $630 on Bit-
stamp, one of the exchanges that has
resumed trading. On Mt Gox, another
exchange based in Tokyo, coins that still
cannot be withdrawn are selling for far
less (see chart).

The problems began with the discov-
ery ofa flaw in Bitcoin’s code at the start
ofFebruary. Bitcoin is, in effect, a giant
shared transaction ledger, recording who
owns each individual unit of the curren-
cy at any one time. Everyone must use
the same copy of the ledger—known as
the “blockchain”—to prevent the same
coins from being spent twice. The flaw,
known as “transaction malleability”,
muddles up the ledger so that successful
Bitcoin payments do not appear to have
been made. This could make it possible
for hackers to trickbadly-coded soft-
ware—such as the proprietary Bitcoin
wallets used by some exchanges—into
sending money repeatedly.

To avoid any losses, most exchanges
ceased all withdrawals while they
checked that their software was secure.
That sparked a panic as rumours spread
that Bitcoin was fundamentally broken
or that hackers had made offwith cus-
tomers’ money. And then on February
14th about $2.5m ofBitcoin was apparent-
ly stolen from SilkRoad 2.0, a website
which is used to trade mainly illegal
drugs. The site’s administrators blamed
transaction malleability for the hack.

Mike Hearn, a prominent Bitcoin
developer, says the flaw is far from fatal.
Indeed, Bitcoin’s programmers have

known about transaction malleability
since 2011. What’s surprising is that big
exchanges such as Mt Gox were un-
prepared for it. Fixing it is technically
simple but harder in practice, as it means
getting a large majority of those running
Bitcoin to accept new rules at about the
same time. In the meantime, vigilance—
and safer wallets—can prevent hackers.

Bitcoin’s weakness stems from its
success: speculators flocked to it long
before it was ready for serious use. “There
are still plenty ofways you can interfere
with the Bitcoin network” says Mr Hearn.
Sending vast numbers ofsmall transac-
tions slows the networkdown, for ex-
ample. Other vulnerabilities are sure be
discovered. One strength ofBitcoin is that
its programming is “open source”, mean-
ing anyone can check it for flaws and
suggest ways offixing them as bugs arise.
Yet it is also unsettling to rely on the work
ofvolunteers when large amounts of
money are involved.

Bitcoin has recovered from worse:
since 2011dozens ofexchanges including
Mt Gox have been hacked, and some
have been robbed ofmillions ofdollars.
Its price has crashed by more than half
several times. As crises go, this one is
probably manageable. 

Bitcoin is growing too fast for its technologyto keep up

DURING the financial crisis regulators
discovered the hard way how little

theyknewabout the riskyderivatives port-
folios built up by large financial institu-
tions. Lehman Brothers, for example, was
thought to have been a counterparty to
about $5 trillion of credit default swaps.
When they turned sour in 2008, it brought
the financial system to its knees. In re-
sponse leaders of the world’s main econo-
mies demanded in 2009 that derivatives
deals should all be reported to “trade re-
positories”—vast central databases—to
make it easier to identify and then reduce
systemic risks. 

On February 12th European rules came
into force requiring the reporting of all de-
rivatives to one of six approved reposi-
tories. Similar rules have already been in
place in America for about a year. But the
effort, although concerted, is not consis-
tent: the American and European reforms
differ, making awkward transactions span-
ning the two jurisdictions. Moreover, even
if these data can be reconciled, it is not
clear what regulators will do with it.

The American regulations allow the re-
porting to be taken care of by one party to
the trade. Yet Europe requires both parties
to report. That means every fund manager
or corporate treasurer trading derivatives
has had to follow cumbersome rules, not
just the banks that peddle most deals. 

Getting both sides to report was origi-
nally seen as a means to ensure that every
entity’s exposure could be rigorously mon-
itored. But the complexities of obliging
both parties to report trades, which then
have to be reconciled with one another,
have led many to question whether the ad-
ditional burden is really worthwhile.
“Dual reporting was required to avoid
omissions in the data,” says Stewart Mac-
beth of the Depository Trust & Clearing
Corporation, one of the approved reposi-
tories. But it “captures a lot ofcompanies in
the real economy that probably do not
pose a systemic risk”.

The European rules differ from the
American ones in other ways too. America
staggered implementation of its rules over
the course of several months as different
sorts of contracts and counterparties were
graduallybroughtwithin their scope. Euro-
pean regulators chose instead to have
everyone start reporting everything on a
single day. That created a bottleneck as par-
ticipants rushed to put the necessary pro-
cedures and agreements in place.

Now that the deadline has passed, re-
sponsibility shifts to regulators, whose
duty it will be to make sense of the torrents
of data that are now flooding in. In Ameri-
ca the Commodity Futures Trading Com-
mission has openly acknowledged the
problems it has already encountered cop-
ing with the deluge, with one commission-
er blaming “inconsistencies and errors” in
the rules. In Europe the problems are likely
to be even worse asso manymore counter-
parties are reporting data to multiple re-

positories. That will create an unfortunate
opportunity for both omissions and dupli-
cations of data. In time the new reporting
rules should reduce risks, but much work
still needs to be done.

A paper published on February 4th by
the Financial Stability Board (FSB) offers a
solution. It proposes aggregating data from
multiple repositories into one central one.
That may iron out inconsistencies in the
data—but itwill notnecessarilymake it any
more digestible. 7
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ZAGLOSSUS ATTENBOROUGHI, a species of long-beaked
echidna named after the British naturalist Sir David Attenbo-

rough, lives in the CyclopsMountains in the Indonesian province
of Papua. It has many unusual attributes, both social and physi-
cal. It is a solitary creature: it meets its own kind only once a year,
to mate. The male has a four-headed penis; the offspring (known
as a puggle) hatches from an egg and lives in its mother’s pouch
until its growing spines make it an uncongenial companion. It is
greatly valued by locals—not, unfortunately, for its evolutionary
quirks, but as a snack traditionally shared when tribal rivalries
have been set aside. From its point of view, peace breaks out in-
conveniently often among the tribespeople of the Cyclops
Mountains, and its grasp on existence is consequently tenuous.
On the basis of reported sightings by locals and a few observa-
tions of the holes it makes when nosing around for earthworms,
it is reckoned still to be around, but nobody is quite sure.

As though Zaglossus attenboroughi did not have enough to
contend with in the Cyclops Mountains, it also has problems
with the discipline ofeconomics. Over the past few years, econo-
mists have been making concerted efforts to value the natural
world, and have made some headway. But they struggle to make
sense ofSirDavid’s long-beaked echidna—and quite a lot ofother
evolutionarily interesting species too.

Humanity’s servants
Adam Smith spotted that economics has problems valuing na-
ture. “Nothing is more useful than water: but it will purchase
scarce anything; scarce anything can be had in exchange for it. A
diamond, on the contrary, has scarce any value in use; but a very
great quantity of other goods may frequently be had in exchange
for it,” he wrote. In Smith’s time, failing to value nature’s bounty
had little consequence, but since then mankind’s activities have
put some priceless (in both senses) resources—fresh water, clean
air, a stable climate, healthy oceans—at risk, so the argument for
taking them into account in designing policy has grown. At the
same time, economics has tightened its grip on policy-making, so
factors that are to shape policy need numbers. 

Bowing to the primacy ofeconomics, the Millennium Ecosys-
tem Assessment, a huge global study of the state of the planet

published in 2005, pushed the idea that nature provided “ecosys-
tem services” to people as a way of persuading humanity that it
trashed nature at its peril. That led to the establishment of The
Economics ofEcosystems and Biodiversity, an initiative designed
to put numbers on, and publicise, the economic benefits ofbiodi-
versity. Other country-level schemes were also established
around the world, of which Britain’s is perhaps the most ad-
vanced. Some of the people involved in Britain’s effort have also
contributed essays to a new book* which provides a useful guide
to the methods, uses and pitfalls ofvaluing biodiversity.

Nature has two sorts of value—use value and non-use value.
The first includes water, which can be drunk; bees, which polli-
nate crops; bacteria, which fertilise soil; and so on. The second ap-
plies to things whose continued existence people value even
though they are not necessarily going to use them—not just natu-
ral phenomena, but also man-made marvels such as Afghani-
stan’s Bamiyan Buddhas, whose destruction by the Taliban was
mourned around the planet. 

Establishing the value of these goods is tricky, but there are
ways of going about it. First, if an ecosystem service has an out-
put—such as pollinated crops—then it is often possible to work
out the value of the input. On that basis, a study by academics at
Cornell University estimated that bees and other insects contrib-
uted $29 billion to the American economyin 2010. Second, ifmar-
ket prices are affected by nature, a value can be derived from
them. Thus an apartment in New York with a view of Central
Park is worth considerably more than one without such a view.
Third, people’s behaviour—for instance the costs that they are
prepared to bear to visit a national park—reveals the value that
they place on unpriced goods. Finally—and this last method ap-
plies principally to non-use value—people can be asked whether
and how much they prize aspects ofnature.

Some of the numbers derived from these methods are dis-
tinctly dodgy, but conservationists argue, fairly reasonably, that it
is better to have mediocre estimates than none at all. They lend
force to environmentalists’ arguments and can usefully be fed
into cost-benefit analyses. Governments thinking ofplanting for-
ests or creating nature reserves, for instance, can put sensible
numbers on the value people attribute to them, and thus work
out whether the land in question would be better used for agri-
cultural or recreational purposes.

Yet, as the story of Zaglossus attenboroughi suggests, these
methods have their limits. Beyond its snack value, it is not useful
to humanity. It produces nothing. There are no goods whose mar-
ket price it affects. Nobody visits it. And it would not do well in
surveys asking people whether they valued it: the outcome of
such exercises is always a big vote for African elephants, lions,
and the other “charismatic” beasts that people like to look at (and
that are, mostly, not endangered). 

Zaglossus attenboroughi is not charismatic; but, as a creature
clinging on to one of the most distant and thinly-populated
branches of the tree of life, it is ofgreat scientific interest. Perhaps,
after all, it does have a use: to remind people that although put-
ting numbers on nature is worthwhile, economics cannot quite
capture the value ofall the creatures sharing this planet. 7

Valuing the long-beaked echidna

Setting a price on nature is a useful exercise, up to a point
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THE more parents talk to their children,
the faster those children’s vocabularies

grow and the better their intelligence de-
velops. That might seem blindingly obvi-
ous, but it took until 1995 for science to
show just how early in life the difference
begins to matter. In that year Betty Hart
and Todd Risley of the University of Kan-
sas published the results of a decade-long
study in which they had looked at how,
and how much, 42 families in Kansas City
conversed at home. Dr Hart and Dr Risley
found a close correlation between the
numberofwordsa child’sparentshad spo-
ken to him by the time he was three and his
academic success at the age of nine. At
three, children born into professional fam-
ilies had heard 30m more words than
those from a poorer background. 

This observation has profound implica-
tions for policies about babies and their
parents. It suggests that sending children to
“pre-school” (nurseries or kindergartens)
at the age of four—a favoured step among
policymakers—comes too late to compen-
sate for educational shortcomings at
home. Happily, understanding of how
children’s vocabularies develop is grow-
ing, as several presentations at this year’s
meeting of the American Association for
the Advancement of Science (AAAS)
showed.

One of the most striking revelations
came from Anne Fernald of Stanford Uni-
versity, who has found that the disparity

ing children in front of the television does
not have the same effect. Neither does let-
ting them sit at the feetofacademic parents
while the grown-ups converse about Plato.

The effects can be seen directly in the
brain. Kimberly Noble of Columbia Uni-
versity told the meeting how linguistic dis-
parities are reflected in the structure of the
parts of the brain involved in processing
language. Although she cannot yet prove
that hearing speech causes the brain to
grow, it would fit with existing theories of
how experience shapes the brain. Babies
are born with about 100 billion neurons,
and connections between these form at an
exponentially rising rate in the first years
of life. It is the pattern of these connections
which determines how well the brain
works, and what it learns. By the time a
child is three there will be about 1,000 tril-
lion connections in his brain, and that
child’s experiences continuously deter-
mine which are strengthened and which
pruned. Thisprocess, gradual and more-or-
less irreversible, shapes the trajectory of
the child’s life.

Fortunately, taciturnity can be easily
fixed. Telling parents is the first step: many
who volunteered themselves and their
children for study did not know they could
help their babies do well simply by speak-
ing to them. 

There are tools that can help, as well.
One such is a Language Environment
Analysis (LENA) device. It is like a pedome-
ter, but keeps track of words, not steps, by
analysing the speech children hear. It was
originallydeveloped asa prop forresearch,
but parents kept asking for the data it re-
corded and researchers thus realised it
could also serve as a spur. Parents use it to
monitor, and improve, their patterns of
speech, much as a pedometer-wearing
couch potato might try to reach 10,000
steps a day, say. 

appears well before a child is three. Even at
the tender age of 18 months, when most
toddlers speak only a dozen words, those
from disadvantaged families are several
months behind other, more favoured chil-
dren. Indeed, Dr Fernald thinks the differ-
entiation starts at birth.

She measures how quickly toddlers
process language by sitting them on their
mothers’ laps and showing them two im-
ages; a dog and a ball, say. A recorded voice
tells the toddler to look at the ball while a
camera records his reaction. This lets Dr
Fernald note the moment the child’s gaze
begins shifting towards the correct image.
At18 months, toddlers from better-offback-
grounds can identify the correct object in
750 milliseconds—200 milliseconds faster
than those from poorer families. This, says
Dr Fernald, is a huge difference.

Mind the gap
The problem seems to be cumulative. By
the time children are two, there is a six-
month disparity in the language-process-
ing skills and vocabulary of the two
groups. It is easy to see how this might hap-
pen. Toddlers learn new words from their
context, so the faster a child understands
the words he already knows, the easier it is
for him to attend to those he does not. 

It is also now clear from Dr Fernald’s
work that words spoken directly to a child,
rather than those simply heard in the
home, are what builds vocabulary. Plonk-
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2 A recent study by Dana Suskind shows
how promising this approach is. Dr Sus-
kind isa paediatric surgeon in Chicago. She
got interested in the field while monitoring
children whom she had fitted with artifi-
cial cochleas, to treat deafness. 

Her new study shows that the use of a
LENA device, combined with a one-off
home visit to give parents advice, produces
a 32% increase in the number of words a
child hears per hour after six weeks. Dr
Suskind’s Thirty Million Words Initiative
(named after Dr Hart’s and Dr Risley’s orig-
inal finding) is now using LENA devices
and weekly home visits to improve the lin-
guistic diet of children in Chicago. Parents
are taught to make the words they serve up
more enriching. For example, instead of
telling a child, “Put your shoes on,” one
might say instead, “It is time to go out.
What do we have to do?” 

Other groups are trying similar ap-
proaches. In Providence, Rhode Island, An-
gel Taveras, the mayor, has started a project
that uses LENA devices to improve the vo-
cabularies ofchildren in pre-school. Mean-

while, in Chicago and several other places,
nurses who visit mothers’ homes to give
them advice on health and nutrition also
encourage them to chat to their children
and read to them aloud. Such interven-
tions are effective and not particularly
expensive. 

In January Barack Obama urged Con-
gress and state governments to make high-
quality pre-schools available to every four-
year-old. He is knocking on an open door.
This financial year 30 states and the Dis-
trict of Columbia have increased spending
on pre-schools. Nationally, this amounts to
an increase of6.9%.

That is a good thing. Pre-school pro-
grammes are known to develop children’s
numeracy, social skills and (as the term
“pre-school” suggests) readiness for
school. But they do not deal with the gap in
much earlier development that Dr Fernald,
Dr Noble, Dr Suskind and others have
identified. And it is this gap, more than a
year’s pre-schooling at the age of four,
which seems to determine a child’s
chances for the rest ofhis life. 7

CLIMATE change is supposed to unfold
slowly, over decades. But that is not

true up in the greatwhite north, as those at-
tending the AAAS meeting’s session on cli-
mate change in the Arctic were reminded.
Temperatures there are 2°C higher than
their long-term average (around twice the
increase in the rest of the world), and the
upper layers of parts of the Arctic Ocean
are hotter than they have been for at least
2,000 years. Summer sea ice has been van-
ishing faster than even the gloomiest re-
searchers thought likely, with some now
predicting the first completely ice-free
summer as soon as the 2020s.

The Arctic is not, though, isolated from
the rest of the world; rapid changes there
could have knock-on effects elsewhere.
Whether or not that is happening was a
question addressed by Jennifer Francis, an
atmospheric scientist at Rutgers Universi-
ty. It is a topical subject. Along with much
of the rest of America, Chicago endured a
fierce and prolonged cold snap in January,
in which temperatures fell to -27°C, the
lowest since 1884. Meanwhile, Brits at the
conference were fleeing a country that had
been soaked by the heaviest winter rains
in two and a half centuries, and battered
by a seemingly endless succession of At-
lantic storms and gales. 

Campaigners in both countries have
been quickto blame climate change for the
rotten weather. But things are rarely so
straightforward in climatology. The best Dr
Francis could offer was a theory as to why
a warmer Arctic might be expected to lead
to wilder weather in mid-latitudes, and
some tentative but suggestive evidence

that this is already happening. 
Her idea rests on the jet stream, a pow-

erful, persistent, high-altitude “river of air”
which flows around the world from west
to east, affecting the weather as it goes. The
jet stream is driven in part by the tempera-
ture difference between cold Arctic air and
the warmer air of middle latitudes. Be-
cause the Arctic is warming more rapidly
than the rest of the planet, that difference is
shrinking. This ought to produce a less po-
tent jet stream. And a less potent jet stream
is a more wayward one.

In the same way that a mountain tor-
rent runs straight down steep slopes, while
a slower river meanders across its plain, a
weak, slow jet stream should swing north
and south more, taking its weather with it.
That meandering would also mean any
weather fronts it propelled moved more
slowly than normal, leading to more per-
sistent weather patterns. And it would in-
crease the likelihood of eddies splitting
from the jet stream and sitting in the sky
blocking atmospheric movement. This
would further increase the persistence of
weather patterns, and cause heatwaves,
cold snaps and droughts.

That, at least, is the theory. And climate
models (mostly) agree with it. But models
are not evidence, and so Dr Francis has
gone out lookingforsome. She showed her
audience several suggestive charts which
measured how the difference between the
thickness of the atmosphere at the poles
and at mid latitudes (a proxy for tempera-
ture differences, since warm air takes up
more room than cool air) has fallen in re-
cent years. That correlates nicely with an-
other set of data showing wind speeds in
the jet stream, with the bits of the world
that have the smallest temperature gradi-
ent showing the biggest drop in speeds.
The places with the smallest temperature
gradient also seem to be where the jet
stream meanders most. 

Climate change

Jet set
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2 A set ofobservations that mostly match
what a sensible-sounding theory predicts
may seem a strong case. But not everyone
is convinced. One problem is that the
changes in atmospheric thickness and
wind speed Dr Francis observed have be-
come apparent only since the mid-1990s,
which gives fewer than 20 years of data to
workwith. Another difficulty concerns the
blocking patterns. Dr Francis’s theory sug-
gests there will be more of them in future,
as the world warms. But climate models
unanimously disagree, saying that global
warming will produce fewer of them.
Someone has to be wrong. 

Trying to apply the theory to this year's
batch of wild weather causes even more
headaches. America’s cold snap was in-
deed produced partly by a wayward jet
stream. But Dr Francis herself points out
that Britain’s gales and rain are a different
story, and that this year’s North Atlantic jet
stream has in fact been stronger than nor-
mal. That illustrates one of the chief frus-
trations of climate science. The weather is
naturally changeable, which means many
years of data are needed to extract a clear
trend from among all the noise. Were the
American freeze and the British floods
caused by a weaker jet stream? No one can
say for sure. But if Dr Francis and her col-
leagues are right, the odds on a repeat per-
formance will get shorter every year.7

TO TELL a hyena it stank would not be
an insult. It has been known for de-

cades that these animals communicate us-
ing a pungent material called hyena butter.
This forms in pouches next to their anuses
and they smear it onto plants forother hye-
nas to sniff and draw conclusions about
the depositor.

It has also been long suspected that the
smell—mainly the result of small fatty-
acid, ester and alcohol molecules—is gen-
erated not directly by hyenas themselves,
but rather by bacteria that live in the
pouches. The details, however, are ob-
scure. They are less obscure now, though,
thanks to the workofKevin Theis ofMichi-
gan State University, who has spent much
of his career analysing the contents of hye-
na pouches. And, at a session at the AAAS

meeting, he shared his conclusions with
an eager audience.

There are four species ofhyena, three of
which are solitary and one gregarious. Dr
Theiscompared one ofthe solitaryspecies,

Olfactory communication

Spot the difference
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Hyenas talk to each other, as it were,
through theirbacksides

SUNLIGHT is free, but that is no reason to
waste it. Yet even the best silicon solar

cells—by far the most common sort—con-
vert only a quarter of the light that falls on
them. Silicon has the merit of being cheap:
manufacturing improvements have
brought its price to a point where it is snap-
ping at the heels of fossil fuels. But many
scientists would like to replace it with
something fundamentally better.

John Rogers, of the University of Illi-
nois, Urbana-Champaign, is one. The cells
he hasdevised (and which are beingmade,
packaged into panelsand deployed in pilot
projects by Semprius, a firm based in
North Carolina) are indeed better. By
themselves, he told the AAAS, theyconvert
42.5% of sunlight. Even when surrounded
by the paraphernalia of a panel they man-
age 35%. Suitably tweaked, Dr Rogers reck-
ons, theirefficiency could rise to 50%. Their
secret is that they are actually not one cell,
but four, stacked one on top ofanother.

Solar cells are made ofsemiconductors,

and every type of semiconductor has a
property called a band gap that is different
from that of other semiconductors. The
band gap defines the longest wavelength
of light a semiconductor can absorb (it is
transparent to longer wavelengths). It also
fixes the maximum amount of energy that
can be captured from photons of shorter
wavelength. The result is that long-wave-
length photons are lost and short-wave
ones incompletely utilised.

Dr Rogers gets round this by using a dif-
ferent material for each layer of the stack.
He chooses his materials so that the bot-
tom of the band gap of the top layermatch-
es the top ofthe band gap ofthe one under-
neath, and so on down the stack. Each
layer thus chops off part of the spectrum,
converts it efficiently into electrical energy
and passes the rest on.

The problem is that the materials need-
ed to make these semiconductors (includ-
ing arsenic, gallium and indium) are costly.
But Dr Rogers has devised a way to over-
come this. Normal solar-cell modules are
completely covered by semiconductor, but
in his only 0.1% of the surface is so covered.
The semiconducting stacks, each half a
millimetre square, are scattered over that
surface as a matrix of dots, meaning that a
panel with an area of125 square metres has
half a million of them. Each stack then has
a pair of cheap glass lenses mounted over
it. These focus the sun’s lightonto the stack,
meaning that all incident light meets a
semiconductor.

The semiconductor stacks themselves
are printed onto a cell one layerata time by
a rubber stamp, which picks them up from
a crystal wafer of the appropriate material.
This wafer has been grown as a series of
layers, separated by a substance which can
easily be dissolved away. By scoring a che-
querboard of cuts through the layers to
create squares of the correct size, and then

dissolving the filler, layer after layer of
semiconductor squares are created, which
the rubberstamp peelsawayand places on
the cell. Repeat the process with the other
three semiconductors, and package the
whole thingwith electrical connectors and
a transparent protective coat, and—pres-
to!—you have a highly efficient solar panel.

Semprius’s panels are now being tested
at 14 sites around the world. How much
they will cost to make when manufactur-
ing is running at full tilt is not yet clear, but
Dr Rogers said that Siemens, a big German
firm which is one of Semprius’s investors,
reckons that they have the potential to pro-
duce cheaper electricity than coal-fired
generators can. Solar energy obviously
cannot replace fossil fuels completely until
the problem of banking some of what is
collected during the day, for use at night, is
solved. But at this sort of cost it can make a
useful (and unsubsidised) contribution.

The new panels have aesthetic advan-
tages, too. The 99.9% of them not covered
by stacks can be used for art. Seen from the
sun’s point of view (ie, straight ahead),
they appear black because the lenses are
focused on the stacks, which absorb all the
light falling on them. Viewed obliquely,
however, their foci are on otherparts ofthe
panel. The result, as the picture shows, can
be quite pleasing—and certainly prettier
than a coal-fired power station.7

Solar energy
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A way to double the efficiency ofsolar
cells is about to go mainstream
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Restoring paintings

Artful illusion

IN1959 C.P. Snow, a British chemist and
novelist, gave a lecture called “The Two

Cultures” in which he lamented the
uncomprehending divide between those
educated in the sciences and those who
owe their allegiance to the arts. Snow
would have been cheered, presumably,
by a set of lectures at the AAAS meeting
which went some small way to bridging
that divide, by discussing scientific meth-
ods to analyse and restore works of art.

Participants were told about devel-
opments in the analysis ofpaintings
using particle-accelerator beams, to
reveal discarded works or first drafts
hidden under subsequent layers ofpaint.
They also heard about the latest tech-
niques for the chemical analysis of paint,
which permit the analyst to nail down
when a workwas painted. One of the
most interesting talks was given by Jens
Stenger ofYale University. He described a
project that has employed a scientific
illusion to restore the appearance of a set
of faded paintings by MarkRothko, an
American abstract expressionist who is
pictured below.

The pictures in question were painted
for the dining room of the Holyoke Cen-
tre, a modernist lump built by Harvard
University in 1966. They did not hang
there long, though. Rothko liked to mix
his own paints, said Dr Stenger, and had
no idea how his concoctions would react

to the abundant sunlight the Holyoke
was designed to admit. 

The answer, it turned out, was not
well. After just15 years they had faded so
badly that they were consigned to a
darkened basement for their own protec-
tion. Worse, when Dr Stenger and his
colleagues dug out photographs taken of
them when they were new, the research-
ers were dismayed to find that the pho-
tographs were not light-fast either, and
that they too had faded over the years. 

Fortunately the emulsion used stan-
dard pigments. This meant a chemist
could workout how it would have react-
ed to sunlight. That let the researchers
workbackwards to make a computer-
generated image of the original photos,
and thus of the original paintings. But
what to do with this information?

Any restoration would have involved
extensive repainting. A materially mind-
ed scientist might wonder why that
should be a problem, as long as the result
was faithful to the original. But the finer
sensibilities ofart historians are, appar-
ently, offended by this approach. Such
people regard simply slapping on a new
coat ofpaint as unethical.

Ifyou cannot change the paint,
though, you can change the lighting
instead. In 1986 Raymond Lafontaine, a
Canadian art conserver, outlined how
shining coloured light at a painting could
counteract the effects ofyellowish var-
nish overlying the image. Craft this opti-
cal illusion carefully and you can change
the colours ofa picture in a natural look-
ing way. 

In the case of the Holyoke Centre’s
Rothkos this was not easy. Each had faded
differently, depending on its original
colours and how much sunlight it had
seen. And various parts of individual
paintings had faded at different rates, too.
But modern technology allows optical
illusions to be finely crafted indeed. The
paintings are continuously observed by a
high-resolution camera. Its images are
compared, pixel by pixel, with the ide-
alised versions provided by the restored
photographs. A computer then works
out, moment by moment, what mixture
of light to shine back to make the faded
originals match the vibrant reconstruc-
tions—with no messy repainting neces-
sary. For now, the paintings remain under
wraps while the museum at which they
are stored is renovated. One day soon,
though, they will be on display in all
their illusory glory.

CHICAGO

Acleverwayto put colourbackinto faded pictures

The black and white truth?

the striped hyena, with the gregarious one,
the spotted hyena, which lives in clans that
have as many as 90 animals in them. Spot-
ted-hyena society is a dominatrix’s dream:
the girls are very much in charge, and even
have pseudopenises which they show off
to cow the males. 

One of the things Dr Theis was looking
for was systematic differences in the butter
ofthe two sexes, and offemale butter in va-
riousphasesoftheir reproductive cycle. He
also compared the social species with the
solitary one.

Striped-hyena butter was chemically
simpler than spotted-hyena butter. Dr
Theis looked at nine fatty acids. The butter
of striped hyenas was dominated by one,
iso-pentanoic acid (the source of the odour
of human feet). Butter from spotted hye-
nas, by contrast, generally had all nine, in
varying proportions. That makes sense if,
as seems plausible, a social animal needs
to convey more complex and nuanced in-
formation than does a solitary one.

Germ theory
This chemical complexity was matched by
the intricacy of the bacterial ecosystems
believed to be generating it. Modern genet-
ic techniquesallowthese to be sampled far
more effectively than by the old approach
of culturing on agar plates. Spotted
pouches turned out to contain more spe-
cies than striped ones did, and Dr Theis
was able, in some cases, to workout which
bacteria were responsible for generating
which fatty acid.

Spotted hyenas did indeed seem to use
the extra complexity of their scent for sig-
nalling. First, each clan had a perceptible
collective odour (or, at least, a recognisable
and consistent underlying pattern of fatty
acids which was different from that of oth-
er clans). Second, superimposed on this
basic signal each animal had its own recog-
nisable scent. Third, female and male
scents did differ, and the scents of females
also varied according to whether they
were lactating or pregnant.

Exactly what the animals are saying to
each other, Dr Theis has yet to determine.
The clan-identity scent is probably a keep-
out sign marking the clan’s collective prop-
erty. Female scents might act as come-hith-
er or stay-away signals, depending on an
animal’s reproductive status. But there are
probably a lot of more subtle messages—
about an individual’s state of health, per-
haps, or its position, particularly if female,
in the hierarchy. 

There is also the question ofhow a hye-
na tells its bacteria what to do—and, in-
deed, how the whole bizarre system
evolved in the firstplace. Outsourcing your
conversation with your friends, mates and
rivals to several dozen other species of or-
ganism, each with its own agenda for sur-
vival and reproduction, is a strange way of
doing business. 7
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ITALIAN futurism was launched in 1909
with a manifesto that declared, “We in-

tend to sing the love of danger, the habit of
energy and fearlessness.” Its champions
turned their backs firmly on the narrow
provincialism of 19th-century Italian art
and promised instead to overthrow every-
thing academic. They exalted modernity,
poetry and speed, “deep-chested locomo-
tives” and “the sleekflight ofplanes”. They
called for the destruction of museums and
libraries, and swore to glorify militarism
and patriotism, as well as war, “the world’s
only hygiene”. 

Despite this faintly ridiculous, bombas-
tic tone, futurism only ended with the
death of its poet-founder, Filippo Tom-
maso Marinetti, in 1944. With his talk of “a
world shrunk by speed” Marinetti was in
his own way a prophet of globalisation.
But futurism, a revolutionary social move-
ment advocating mass culture, prefigured
much else about the modern world: adver-
tising, film, photography, performance art,
flying and fast cars. It influenced artists
from as far afield as Japan and Brazil, as
well as renowned painters such as
Georges Braque, Kazimir Malevich, Wynd-
ham Lewisand AndyWarhol. Yetalthough
some of the finest futurist art was bought
by collectors in America, until now its art-
ists have never had a retrospective there.

judged that the futurists would inevitably
become “mere illustrators”. 

A new show in New York is about to
give the lie to all that. Five years in the mak-
ing, and curated by a Sicilian-American art
historian, Vivien Greene, “Reconstructing
the Universe” examines the movement’s
diverse strands and its numerous conflicts.
The movement that exalted speed could
not have a better showcase than the Gug-
genheim. The ramps lining the museum’s
rotunda would make an excellent race-
track, and bear more than a passing resem-
blance to Fiat’s Lingotto factory in Turin,
which isnowmainlyan art gallerybut was
once regarded as the physical embodiment
of the futurist dream. 

The exhibition starts with futurism’s
“heroic” period, which lasted until about
1916, when two important exponents, Um-
berto Boccioni, a painter, and Antonio
Sant’Elia, an architect, were killed. Pictures
such as Boccioni’s “The City Rises” (1910)
and Giacomo Balla’s “The Hand of the Vio-
linist” (1912) show how dedicated the
movement was to painting as the highest
form ofart, and yet how inadequate paint-
ing was for expressing futurist ideas about
speed and modernity. Two exceptions:
Balla’s “Automobile in Corsa” (1913), a
study ofspeed that sold at Sotheby’s in No-
vember for $11.5m, is worth a visit by itself;
so is Ivo Pannaggi’s “Treno in Corsa” (1922;
pictured).

What gives the show depth, though, is
its exploration of futurism’s second, more
diffuse and contradictory phase, which be-
gan after the first world war. It shows, for

There are two reasons for this. Marinet-
ti, a showman who liked to call himself
“the caffeine of Europe” for the energy he
put into promoting the futurist movement,
was an early fan of Benito Mussolini and
took part in the founding of the fascist
movement in 1919. Marinetti wanted futur-
ism to be Italian fascism’s official art move-
ment. But the dictator refused, preferring to
bestow his favours on different art move-
ments at different times. The two men
blew hot and cold about one another. Yet
when Mussolini fell from power in 1943
and Hitler named him the head of the pup-
pet Italian republic of Salò, the founder of
futurism was one of the first to offer his
support. Marinetti died just five months
before Mussolini was executed, their lives
seemingly forever linked.

The second, more important reason
why futurism has been largely ignored in
America is the conventional art-history
narrative that modernism took a strictly
French road after Picasso, moving on to cu-
bism and the French artists who espoused
it. Although Marinetti first published his
futurist manifesto on the front page of a
conservative French newspaper, Le Figaro,
the movementwascoolly received in Paris.
Picasso and Braque were regarded as the
real avant-garde by the capital city of art.
Cubism’s patron, Guillaume Apollinaire,

Futurism
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2 example, that although the futurist artists
were ambivalent about photography and
film, their ideas clearly influenced Warhol,
for one, especially his “car crash” series.

Women were nowhere to be seen
among the early futurists. In a narrowly
sexual manifesto he called “How to Se-
duce Women” Marinetti wrote about the
effectsofthe waron relationshipsbetween
the sexes. He hated romanticism (which he
called clair de lune); instead, he wanted di-
vorce to be made easy, and free love to be-
come the norm. In later years women did
become more involved, thanks in part to
Valentine de Saint-Point, a French artist
and author of a “Manifesto of Futurist
Woman”. She became one of the move-
ment’s more prominent members, the first

in a long line of women writers, actors,
dancers, painters and musicians. 

The exhibition mixes paintings, draw-
ings, sculpture and architectural models
with cabinets full of newspaper articles,
music, poetry about speed and flight, and
early films of Marinetti’s serate, pop-up
evenings ofmusic and vaudeville at which
the audience was encouraged to boo and
shout its disdain. Exhibits relating to futur-
ism’s association with fascism are limited
to a small space on the top floor.

With a century of hindsight, it is easy to
point out futurism’s failings—its fascina-
tion with fascism and its belief in modern-
isation as a cure-all—but as a hymn, all’ital-

iana, to human optimism and irrational
exuberance, it is fascinating and stylish.7

ON JANUARY 25th thousands of Egyp-
tians gathered in Tahrir Square in Cai-

ro to celebrate the third anniversary of the
fall of Hosni Mubarak, Egypt’s president
for 30 years. The mood was jolly. Musi-
cians performed on stage. The party went
on deep into the night.

Three years earlier, during the last days
of Mr Mubarak’s rule, another crowd had
had to break through barriers to reach the
square. Their protest, organised through
Facebook, duly helped bring down the
government. “In a country where you
needed a permit to gather more than five
people, tens of thousands of individuals
were joining forces online,” writes Emily
Parker, a digital diplomacy adviser at the
New America Foundation, a think-tank. 

Ms Parker sees Egypt as an exemplar of
the power of the internet, though recent
events suggest that it cannot always match
the state’s old-fashioned powers to arrest
and silence. The army is now back, the
press is being suppressed, and the crowd
carousing in Tahrir Square this year was
anointing a military ruler, Field-Marshal
Abdel Fattah el-Sisi, not removing him. 

“Now I Know Who My Comrades Are”
is Ms Parker’s first book. She draws on her
experience asa journalist in China and, lat-
er, as a bureaucrat for Hillary Clinton’s
State Department to explain how the inter-
net has given more power to individuals.
Without it, citizens in authoritarian coun-
tries are paralysed by the isolation of being
unable to organise, the fear of arrest and
the apathy that comes with being unable
to effect change. In her book Ms Parker as-
sociates China with the feeling of isola-
tion, Russia with fear and Cuba with apa-
thy. She does not, however, explain the
relationship between the three emotional
states, nor clarify why any country should
suffer from one but not the other two.

In China Ms Parker looks at how citi-
zens use the web to overcome separation,
following two bloggers and telling the sto-
ries of China’s online scandals and victo-
ries. She notes the way bloggers circum-
vent the regime’s sophisticated censorship
mechanisms as well as the darker side of
online freedom, such as the sustained on-
line hounding of a poisoned woman’s
roommate. In Cuba, where locals rarely
have access to the internet, she chats with a
handful of bloggers who write primarily
for a foreign audience. And in Russia she 

The radical power of the web
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Parker. Farrar, Straus and Giroux; 306 pages;
$26

New fiction

Of love and other demons

AGERMAN soldier’s desire to escape
the Eastern Front in 1941drives this

debut novel by Audrey Magee, an Irish
journalist. Peter Faber enlists the services
ofa marriage bureau and weds a girl he
has never met in order to get home leave.
His father dismisses the match as a “Nazi
breeding stunt”. The novel’s title has
overtones ofequivocation, too. The work
is in English, but “undertaking” is the
literal translation of the German “Un-
ternehmen”, which also conveys “oper-
ation” in the military sense. Despite their
bureaucratic introduction, Faber and
22-year-old Katharina Spinell fall in love. 

Such a romance could be slushy but
Ms Magee avoids that trap, not least by
refusing to write a conventional happy
ending. The best elements of this novel
are the intrusions ofwar into Katharina’s
domestic sphere. Shortly after she meets
Faber, filthy offa train from Russia, she
delouses him in her parents’ Berlin bed-
room. The scene, in which she coats his
scalp with a “caustic cloud” of insecti-
cide, is an object lesson in the formation
of intimacy through mutual embarrass-
ment. Later the reappearance in Berlin of
Katharina’s brother Johannes, once an
ardent teenager with a swastika-shaped
ashtray and now a shell-shocked husk, is
also well managed. 

The book’s depiction of the Eastern
Front is less successful. Ms Magee empha-
sises the contrast between the soldiers’
privation and the debauched party appa-
ratchiks at home, but there is at least one

swift cut too many between Stalingrad
starvation and Berlin feasts. The choice to
frame much of the novel in dialogue
presents a further challenge too. It is no
easy thing to build a convincing ver-
nacular, in English, for German soldiers.
Ms Magee’s troop speech occasionally
falters, with lines like, “We are crucial to
the inevitable victory.” 

These gripes, though, are relatively
minor and “The Undertaking” remains a
powerful creation. Its denouement,
which dramatises the brutal behaviour
ofRussian troops as they advance into a
stricken Germany at the end of the war, is
profoundly moving. Ms Magee’s willing-
ness to examine the darkest elements of
the conflict in a novel that still asserts the
redeeming power of love is commend-
able. We should keep an eye out for her
future work. 

The Undertaking. By Audrey Magee.
Atlantic Books; 287 pages; £12.99. To be
published in America in September by Grove
Press; $25   
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2 befriends Alexei Navalny, now a well-
known blogger with political ambitions.

It is on China, where Ms Parker spent
many years, that the bookis strongest, teas-
ing out the relationship between censor-
ship, self-censorship and the subtle pow-
ers of the state. In Cuba she is a tourist,
visiting from time to time and too filled
with paranoia to be insightful. By the time
Ms Parker gets to Russia, it is her own char-
acter that dominates. She is at pains to ex-
plain that she is not an agent of the CIA,
merely a good-natured bureaucrat. “My
job at the State Department was some-
what of a liability,” she writes, when ex-
plaining how she organised a coding ses-
sion for American and Russian
programmers. The voices from the internet
underground end up in the background.

“Now I Know Who My Comrades Are”
is a valuable reminder of social networks
beyond Facebook and Twitter. Uncon-
strained by the formatting and character
limits of the big services, high-profile blog-
gers still wield tremendous influence. The
book also succeeds in introducing readers
to the wilds of Chinese, Spanish and Rus-
sian webs unexplored by English-speak-
ers. And it endorses the value ofa web that
does not demand the use of real names.
But in a work whose argument is weak-
ened by events in Egypt, increasing censor-
ship in China and crackdowns in Russia,
such lessons are few.7

BLEAK headlines abound about species
on the brink. Monarch butterflies in

Mexico are struggling. So are starfish in
America, vultures in South Asia and coral
reefs everywhere.

This is depressing stuff. It’s also a
glimpse of the future. As the climate
warms, catastrophe looms. Yet it is oddly
pleasurable to read Elizabeth Kolbert’s
new book, which offers a ramble through
mass extinctions, present and past. Five
such episodes in the past 450m years have
wiped out plant and animal life on huge
scales. A sixth appears to be upon us.

Ms Kolbert, who writes for the New

Yorker, uses case studies to document the
crisis. Setting out for Panama to investigate
a vanishing species of frog, she learns that
amphibians are the world’s most imper-
illed class of animal. Close to her home in
New England, a fast-spreading fungus has
left bat corpses strewn through caves. On a

tiny island off Australia’s coast, she la-
ments the degradation of the Great Barrier
Reef by ocean acidification, sometimes
known as global warming’s “evil twin”. 

A new geological epoch may have ar-
rived. Some scientists have dubbed it the
“Anthropocene” after its human perpetra-
tors. Another proposed the “Catastropho-
zoic”. By the reckoning of the International
Union for Conservation of Nature, two-
fifths of all amphibians, a quarter of mam-
mals and an eighth ofbirds are threatened.
Humans, as another writer has observed,
have “succeeded extravagantly at the ex-
pense ofotherspecies”. Awonderful chap-
ter covers the North Atlantic’s once-abun-
dant, flightless great auks (pictured), last
spotted in Darwin’s time.

But the Anthropocene may actually ex-
tend backbeyond recent centuries, Ms Kol-
bert argues. In the debate over the cause of
the extinction of large, legendary creatures
like mastodons and woolly rhinoceroses,
she tends to blame people rather than the
end of the most recent ice age. Humans
even did away with the Neanderthals—
after mating with them. “Does it have to
end this way?” she asks, after touring a Cal-
ifornian facility that preserves the cells of
vanishing species in vials. It is known as
the “frozen zoo”.

To science-minded readers, little of this
will be revelatory. Ms Kolbert glides
through the problems humans have
created—climate change, incursion into
wildlands, the transport of invasive spe-
cies—with broad strokes. She misses a few
chances to emphasise the value of biodi-
versity, beyond its natural wondrousness
and the general interconnectedness of spe-
cies. Herchapteron bats, forexample, does
not mention their importance to human
food supplies as bug-eaters.

Clearly she hopes to engage casual
readers with the ecological crisis of our
times. A mass extinction, she writes, is

“one of the rarest events in life’s history”.
Indeed, the concept of extinction was not
always accepted as fact. Eighteenth-cen-
tury scientists had trouble imagining en-
tire species vanishing, even as strange
bones turned up. And theories of mass ex-
tinction are always subject to debate. The
idea that an asteroid wiped out the dino-
saurs and a majority ofother species more
than 60m years ago earned scoffs at first.

The root cause of the current extinc-
tions is not ambiguous. Humans have al-
ready left a mark, and our ingenuity seems
unlikely to turn things around. Wisely, Ms
Kolbert refuses to end on an optimistic
note. “Life”, she writes, “is extremely resil-
ient but not infinitely so.”7

Humans and mass extinction

Killing machines

The Sixth Extinction: An Unnatural History.
By Elizabeth Kolbert. Henry Holt; 302 pages;
$28. Bloomsbury; £20

In happier times

MOST people were puzzled by E.E.
Cummings. Having written poetry

from the age of eight, he was lauded after
his death as one of America’s great mod-
ernist writers. Yet his poems were unlike
any others seen before. Often short and oc-
casionally scurrilous, they used lower-
case letters and lacked punctuation. “may i
feel said he/(i’ll squeal said she” ishowone
famous poem begins. Many seemed more
like nursery rhymes or nonsense verse
than serious work. “What is wrong with a
man who writes like this?” asked one exas-
perated critic.

Susan Cheever’s fine new biography of
Cummings sheds some light. The daughter
of John Cheever, an American author, she 

E.E. Cummings

Unravelling a life

E.E. Cummings: A Life. By Susan Cheever.
Pantheon; 213 pages; $26.95 and £16.28
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2 is an astute observer of the inner life of
writers and how they work. The charge
most often laid against Cummings—that he
was a “kid’s poet” who did not need to be
taken seriously—is countered by meticu-
lous research showing the classical influ-
ences on his writing.

Cummings was born in 1894, the son of
an academic, and grewup around Harvard
University. His poetry was influenced by
the men he encountered: the chairman of
the department of philosophy inspired his
love of the sonnet form, while William
James, the philosopherand brotherof nov-
elist Henry, spurred Cummings on to
write. Yet his verse also grew out of a rebel-
lion against this world: “the Cambridge la-
dies who live in furnished souls/are un-
beautiful and have comfortable minds”, he
wrote dismissively in one popular early
poem. It was only in New York that he felt
free. Surrounded by writers such as Mari-
anne Moore and Edmund Wilson, and
photographers such as Walker Evans, he
spent over 40 years in Greenwich Village,
living in the same apartment. 

Most of Cummings’s life was focused
on hiswork. He wrote nearly3,000 poems,
two novels and four plays, as well as paint-
ing portraits. He was briefly married twice
and spent the rest of his life with Marion
Morehouse, a photographer and model,
travelling between Europe and America.
Certain events shaped his life: having en-
listed during the firstworld war, he was im-
prisoned in a French camp on suspicion of
treason, and a visit to Russia in the 1920s
made him a staunch anti-communist. As
he put it in one poem, “every kumrad is a
bit/ofquite unmitigated hate”.

His life was mostly an inward-looking
one, though, which makes him a hard sub-

ject for a biographer. Ms Cheever mostly
gets round this problem, even in such a
short book. Alongside descriptions of
Cummings’s life she provides examples of
his poetry, and she often combines her
analysis of events with literary criticism.
External events are sketched in lightly
whereas personal encounters are given
more depth. Cummings’s anti-Semitism is
analysed extensively. Ms Cheever also
makesmuch ofthe reunion between Cum-
mings and his daughter Nancy, who did
not know he was her father until she was
in her 30s and a poet herself. Such details
ensure this biography succeeds where oth-
er works have failed, by making this tricky
poet understandable.7

E.E.-cigarette

AMERICANS crave books about Abra-
ham Lincoln. But finding fresh materi-

al on their 16th president is tough. So some
writers are turning to his acolytes—the cab-
inet, the generals, the son.

A new account, by Joshua Zeitz, focuses
on Lincoln’s two secretaries, who had an
insider’s view ofa momentous presidency.
John George Nicolay and John Hay shared
a bedroom at the White House and served
as Lincoln’s gatekeepers and letter-writers.
The president called them “The Boys”.
They called him, privately and devotedly,
“The Tycoon” and “The Ancient”.

The secretaries accompanied Lincoln
from Illinois to Washington in 1861. Nico-
lay, born in Germany but mostly raised in
America, was a former newspaperman
who had once walked 35 miles to get a job.
Hay was a Brown University graduate and
would-be poet, aimless until he began
working for Lincoln after the 1860 presi-
dential campaign.

Hay and Nicolay were very different.
One reporter described Nicolay, the senior
of the secretaries, as a “grim Cerberus of
Teutonic descent”. He fiercely guarded Lin-
coln from the crush of favour-seekers. Hay
was more relaxed and jovial, with “both
eyes keeping a steady lookout for the inter-
ests of ‘number one’”, as another reporter
put it. The youthful secretaries, both born
in the 1830s, drank and partied during an
1863 visit to Gettysburg with Lincoln. Only
later did they appreciate the import of
what they had witnessed.

History owes much to John Hay’s liter-
ary flair. Once, Hay wrote, Lincoln arrived
to share a midnight laugh with his “short

shirt hanging about his long legs and set-
ting out behind like the tail feathers of an
enormous ostrich”. Hay and Nicolay tried
to avoid riling the president’s wife, Mary
Todd, whom they referred to as “The Hell-
cat”, or even “the enemy” or “Her Satanic
Majesty”. “The Hellcat is gettingmore Hell-
cattical, day by day,” Hay wrote to Nicolay
in 1862.

Exhausted by four intense years in the
White House, Hay and Nicolay were al-
ready planning to take posts in Europe
even before Lincoln was assassinated. Mr
Zeitz follows them through these early
post-war sojourns, though they are not es-
pecially interesting. Hay, who wonderfully
described Napoleon III as moving “with a
queer, sidelong gate, like a gouty crab”,
would ultimately become an important
figure in his own right, a grand old man of
the Republican Party. He capped off his ca-
reer with seven years as secretary of state
under Presidents William McKinley and
Theodore Roosevelt, a story ably told in
“All the Great Prizes”, a biography by John
Taliaferro that was published last year.

“Lincoln’s Boys” is reinvigorated when
Mr Zeitz returns to his core subject: the
work Hay and Nicolay did with Lincoln’s
legacy. Even while the civil war raged, they
formed a plan to write their boss’s biogra-
phy. After the assassination Lincoln’s el-
dest son, Robert, tookcontrol of thousands
of administration papers. He gave the sec-
retaries first crack (the papers would not be
open to the public until 1947) and they
promised Robert he could delete what he
wished. Around 1874 Hay and Nicolay
started their work. By 1890 they had pro-
duced a ten-volume biography.

“Abraham Lincoln” had mixed reviews
and did not sell well. Americans found it
too long, though they eagerly raced
through the shorter, serialised magazine
version. Another common complaint held
that it was more about the era than the
president. “It is a great pity that it should be
marred by those personal details of an ob-
scure Illinois lawyer which we notice have
crept into the story from time to time,” one
reader grumbled sarcastically.

But the book proved fundamental to
the shaping of Lincoln’s story. It came out
at a time, Mr Zeitz writes, when Americans
were conveniently forgetting that slavery
had driven the Union apart. As for Lincoln
himself, the public had been feedingeager-
ly on tabloidy reports of a past (and by this
point long-deceased) love and a rocky mar-
riage. Hay and Nicolay hammered hard on
slavery, skimped on painful personal de-
tails and built a case for the wise and com-
passionate leader that Americans revere to
this day.

“I believe he will fill a bigger place in
history than he even dreams of himself,”
Haywrote to a friend in 1863. Thankspartly
to his and Nicolay’s endeavours, he was to
be proved right.7

Lincoln’s official biographers

Both the
president’s men

Lincoln’s Boys: John Hay, John Nicolay,
and the War for Lincoln’s Image. By Joshua
Zeitz. Viking; 390 pages; $29.95  
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Economic data
% change on year ago Budget Interest
 Industrial Current-account balance balance rates, %
 Gross domestic product production Consumer prices Unemployment latest 12 % of GDP % of GDP 10-year gov't Currency units, per $
 latest qtr* 2013† latest latest 2013† rate, % months, $bn 2013† 2013† bonds, latest Feb 19th year ago

United States +2.7 Q4 +3.2 +1.9 +2.9 Jan +1.5 Dec +1.4 6.6 Jan -398.7 Q3 -2.4 -4.1 2.74 - -

China +7.7 Q4 +7.4 +7.7 +9.7 Dec +2.5 Jan +2.6 4.1 Q4§ +188.6 Q4 +1.9 -1.8 4.25§§ 6.08 6.24

Japan +2.7 Q4 +1.0 +1.7 +7.1 Dec +1.6 Dec +0.3 3.7 Dec +34.4 Dec +0.9 -8.2 0.61 102 93.5

Britain +2.8 Q4 +2.8 +1.8 +1.8 Dec +1.9 Jan +2.6 7.2 Nov†† -94.9 Q3 -3.6 -6.7 3.00 0.60 0.65

Canada +1.9 Q3 +2.7 +1.7 +2.6 Nov +1.2 Dec +1.0 7.0 Jan -59.9 Q3 -3.1 -3.3 2.45 1.10 1.01

Euro area +0.5 Q4 +1.1 -0.4 +0.5 Dec +0.7 Jan +1.4 12.0 Dec +288.7 Dec +2.0 -2.9 1.66 0.73 0.75

Austria +0.9 Q4 +2.1 +0.4 -0.9 Nov +1.9 Dec +2.1 4.9 Dec +9.6 Q3 +2.5 -2.9 1.97 0.73 0.75

Belgium +0.9 Q4 +1.7 +0.2 +5.9 Nov +1.1 Jan +1.2 8.4 Dec -12.6 Sep -1.3 -3.0 2.32 0.73 0.75

France +0.8 Q4 +1.2 +0.2 +0.5 Dec +0.7 Dec +1.0 10.8 Dec -42.0 Dec -1.9 -4.0 2.26 0.73 0.75

Germany +1.4 Q4 +1.5 +0.5 +2.9 Dec +1.3 Jan +1.6 6.8 Jan +267.6 Dec +6.8 +0.1 1.66 0.73 0.75

Greece -2.6 Q4 na -3.6 +0.4 Dec -1.5 Jan -0.9 28.0 Nov +1.6 Dec +0.6 -2.2 7.57 0.73 0.75

Italy -0.8 Q4 +0.5 -1.8 -0.7 Dec +0.7 Jan +1.3 12.7 Dec +16.3 Dec +0.5 -3.3 3.59 0.73 0.75

Netherlands +0.7 Q4 +2.8 -1.0 +1.8 Dec +1.4 Jan +2.6 8.5 Dec +83.6 Q3 +9.8 -3.5 1.90 0.73 0.75

Spain -0.1 Q4 +1.2 -1.2 +3.5 Dec +0.2 Jan +1.5 25.8 Dec +10.3 Nov +0.8 -7.2 3.47 0.73 0.75

Czech Republic -0.3 Q3 +6.6 -1.1 +9.3 Dec +0.2 Jan +1.4 8.6 Jan§ -3.4 Q3 -0.9 -2.8 2.31 19.9 19.0

Denmark +0.5 Q3 +1.5 +0.4 -0.7 Dec +1.0 Jan +0.8 5.6 Dec +23.9 Dec +5.8 -0.3 1.70 5.43 5.58

Hungary +2.7 Q4 +2.4 +0.8 +4.6 Dec nil Jan +1.7 9.1 Dec§†† +3.1 Q3 +2.0 -3.0 6.21 227 218

Norway +1.1 Q4 -0.7 +1.3 +1.3 Dec +2.3 Jan +2.1 3.5 Nov‡‡ +61.0 Q3 +12.8 +13.0 2.86 6.04 5.55

Poland +2.7 Q4 na +1.5 +4.1 Jan +0.7 Jan +1.1 14.0 Jan§ -7.9 Dec -2.1 -4.0 4.54 3.03 3.12

Russia +1.2 Q3 na +1.5 -0.2 Jan +6.0 Jan +6.8 5.6 Jan§ +33.0 Q4 +2.3 -0.5 8.35 35.7 30.1

Sweden  +0.3 Q3 +0.3 +0.8 +0.1 Dec -0.2 Jan +0.1 8.6 Jan§ +34.3 Q3 +6.1 -1.4 2.22 6.49 6.32

Switzerland +1.9 Q3 +2.1 +1.9 +0.7 Q3 +0.1 Jan -0.2 3.2 Jan +79.9 Q3 +11.8 +0.2 1.00 0.89 0.92

Turkey +4.4 Q3 na +3.9 +6.9 Dec +7.8 Jan +7.5 9.9 Nov§ -65.0 Dec -7.5 -1.2 10.42 2.19 1.77

Australia +2.3 Q3 +2.3 +2.4 +2.7 Q3 +2.7 Q4 +2.4 6.0 Jan -51.3 Q3 -3.0 -3.1 4.14 1.11 0.97

Hong Kong +2.9 Q3 +2.1 +3.1 -0.9 Q3 +4.3 Dec +4.3 3.1 Jan‡‡ +5.4 Q3 +1.9 +1.8 2.26 7.76 7.75

India +4.8 Q3 +16.5 +4.9 -0.6 Dec +8.8 Jan +10.1 9.9 2012 -76.9 Q3 -3.1 -5.0 8.77 62.2 54.3

Indonesia +5.7 Q4 na +5.6 +0.6 Dec +8.2 Jan +7.0 6.3 Q3§ -28.5 Q4 -3.9 -3.3 na 11,773 9,703

Malaysia +5.1 Q4 na +4.8 +4.8 Dec +3.4 Jan +2.1 3.4 Nov§ +11.7 Q4 +4.9 -4.2 4.11 3.29 3.10

Pakistan +6.1 2013** na +6.1 +3.4 Nov +7.9 Jan +7.7 6.2 2013 -4.0 Q4 -1.4 -8.0 12.80††† 105 98.2

Singapore +5.5 Q4 +6.1 +3.7 +6.2 Dec +1.5 Dec +2.4 1.8 Q4 +54.4 Q4 +20.4 +2.1 2.47 1.26 1.24

South Korea +4.0 Q4 +3.7 +2.7 +2.6 Dec +1.1 Jan +1.3 3.5 Jan§ +70.7 Dec +4.6 +0.9 3.49 1,066 1,081

Taiwan +2.9 Q4 +7.3 +2.2 +5.1 Dec +0.8 Jan +0.8 4.1 Dec +56.3 Q3 +10.8 -2.3 1.59 30.3 29.6

Thailand +0.4 Q4 +2.4 +3.0 -6.1 Dec +1.9 Jan +2.2 0.7 Nov§ -2.8 Q4 -1.9 -3.1 3.62 32.5 29.9

Argentina +5.5 Q3 -0.7 +4.9 -5.4 Dec — *** — 6.4 Q4§ -3.5 Q3 -1.2 -3.3 na 7.78 5.02

Brazil +2.2 Q3 -1.9 +2.2 -2.3 Dec +5.6 Jan +6.2 4.3 Dec§ -81.4 Dec -3.7 -2.7 13.11 2.39 1.96

Chile +4.7 Q3 +5.4 +4.2 +2.3 Dec +2.8 Jan +1.8 5.7 Dec§‡‡ -9.5 Q3 -3.7 -0.6 4.99 553 472

Colombia +5.1 Q3 +4.5 +4.3 +2.0 Dec +2.1 Jan +2.0 8.4 Dec§ -12.6 Q3 -3.4 -0.7 7.18 2,043 1,796

Mexico +1.3 Q3 +3.4 +1.2 -0.3 Dec +4.5 Jan +3.8 4.8 Dec -24.9 Q3 -1.6 -2.5 7.75 13.3 12.7

Venezuela +1.1 Q3 -0.8 +1.6 +0.8 Sep +56.2 Jan +40.6 5.6 Dec§ +6.9 Q3 +3.2 -10.4 12.77 6.29 6.29

Egypt +1.0 Q3 na +2.3 -18.1 Dec +11.3 Jan +9.5 13.4 Q4§ -4.5 Q3 -2.6 -13.8 na 6.96 6.73

Israel +3.5 Q4 +2.3 +3.3 +7.4 Dec +1.4 Jan +1.5 5.8 Dec +3.3 Q3 +1.5 -3.2 3.56 3.51 3.68

Saudi Arabia +3.8 2013 na +2.9 na  +2.9 Jan +3.5 5.6 2013 +139.3 Q3 +18.0 +6.7 na 3.75 3.75

South Africa +1.8 Q3 +0.7 +1.9 +2.6 Dec +5.8 Jan +5.8 24.1 Q4§ -22.1 Q3 -6.6 -4.8 8.56 10.9 8.87

Source: Haver Analytics.  *% change on previous quarter, annual rate. †The Economist poll or Economist Intelligence Unit estimate/forecast. §Not seasonally adjusted. ‡New series. **Year ending June. ††Latest 3 
months. ‡‡3-month moving average. §§5-year yield ***Official number not yet proven to be reliable; The State Street PriceStats Inflation Index, December 23.38%; year ago 25.98% †††Dollar-denominated bonds. 
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Indicators for more countries and additional

Other markets
 % change on

 Dec 31st 2012

 Index one in local in $
 Feb 19th week currency terms

United States (S&P 500) 1,828.8 +0.5 +28.2 +28.2

United States (NAScomp) 4,238.0 +0.9 +40.4 +40.4

China (SSEB, $ terms) 242.1 -2.5 -3.6 -1.1

Japan (Topix) 1,218.5 -0.1 +41.7 +19.9

Europe (FTSEurofirst 300) 1,338.7 +0.9 +18.1 +23.2

World, dev'd (MSCI) 1,655.0 +1.1 +23.6 +23.6

Emerging markets (MSCI) 959.1 +0.6 -9.1 -9.1

World, all (MSCI) 405.3 +1.0 +19.3 +19.3

World bonds (Citigroup) 926.9 +0.8 -1.8 -1.8

EMBI+ (JPMorgan) 648.6 -0.3 -8.7 -8.7

Hedge funds (HFRX) 1,233.5§ +0.6 +7.4 +7.4

Volatility, US (VIX) 15.5 +14.3 +18.0 (levels)

CDSs, Eur (iTRAXX)† 72.6 -2.6 -36.6 -33.8

CDSs, N Am (CDX)† 66.1 +1.2 -31.6 -31.6

Carbon trading (EU ETS) € 7.0 +9.0 +4.3 +8.8

Sources: Markit; Thomson Reuters.  *Total return index.†Credit-de-
fault-swap spreads, basis points. §Feb 19th

The Economist commodity-price index
2005=100
 % change on
 one one
 Feb 11th Feb 18th* month year

Dollar Index

All Items 164.9 168.7 +3.3 -9.2

Food 185.4 190.6 +6.7 -7.8

Industrials    

 All 143.5 145.9 -1.1 -10.9

 Nfa† 153.9 156.5 -0.3 -7.3

 Metals 139.1 141.4 -1.5 -12.5

Sterling Index

All items 181.9 183.8 +1.8 -16.0

Euro Index

All items 149.9 152.5 +1.7 -11.8

Gold

$ per oz 1,289.8 1,322.3 +6.5 -17.6

West Texas Intermediate

$ per barrel 99.9 102.6 +8.0 +6.7

Sources: Bloomberg; CME Group; Cotlook; Darmenn & Curl; FT; ICCO;
ICO; ISO; Live Rice Index; LME; NZ Wool Services; Thompson Lloyd & 
Ewart; Thomson Reuters; Urner Barry; WSJ.  *Provisional  
†Non-food agriculturals.

Markets
 % change on

 Dec 31st 2012

 Index one in local in $
 Feb 19th week currency terms

United States (DJIA) 16,040.6 +0.5 +22.4 +22.4

China (SSEA) 2,242.9 +1.6 -5.6 -3.2

Japan (Nikkei 225) 14,766.5 -0.2 +42.1 +20.2

Britain (FTSE 100) 6,796.7 +1.8 +15.2 +18.5

Canada (S&P TSX) 14,119.7 +1.6 +13.6 +2.5

Euro area (FTSE Euro 100) 1,027.3 +0.9 +19.9 +25.1

Euro area (EURO STOXX 50) 3,120.8 +0.8 +18.4 +23.5

Austria (ATX) 2,637.8 -0.6 +9.9 +14.6

Belgium (Bel 20) 3,004.7 +1.5 +21.4 +26.6

France (CAC 40) 4,341.1 +0.8 +19.2 +24.4

Germany (DAX)* 9,660.1 +1.3 +26.9 +32.4

Greece (Athex Comp) 1,256.5 -1.7 +38.4 +44.4

Italy (FTSE/MIB) 20,438.3 +1.5 +25.6 +31.0

Netherlands (AEX) 401.5 +1.0 +17.2 +22.2

Spain (Madrid SE) 1,027.5 -0.2 +24.6 +30.0

Czech Republic (PX) 1,038.4 +2.0 nil -4.3

Denmark (OMXCB) 632.6 +2.1 +39.8 +45.8

Hungary (BUX) 18,272.6 +1.2 +0.5 -2.3

Norway (OSEAX) 607.6 +0.2 +23.9 +14.2

Poland (WIG) 53,471.6 +0.5 +12.7 +15.1

Russia (RTS, $ terms) 1,306.0 -3.5 nil -14.5

Sweden (OMXS30) 1,338.0 +0.6 +21.1 +21.4

Switzerland (SMI) 8,410.6 +0.1 +23.3 +27.1

Turkey (BIST) 63,382.1 -1.8 -19.0 -34.0

Australia (All Ord.) 5,415.5 +1.8 +16.1 +0.5

Hong Kong (Hang Seng) 22,664.5 +1.7 nil nil

India (BSE) 20,723.0 +1.3 +6.7 -6.1

Indonesia (JSX) 4,592.6 +2.1 +6.4 -12.9

Malaysia (KLSE) 1,829.5 +0.2 +8.3 +0.5

Pakistan (KSE) 25,686.9 -3.7 +51.9 +40.8

Singapore (STI) 3,088.8 +1.8 -2.5 -5.5

South Korea (KOSPI) 1,942.9 +0.4 -2.7 -2.3

Taiwan (TWI)  8,577.0 +0.8 +11.4 +6.8

Thailand (SET) 1,321.0 +0.5 -5.1 -10.8

Argentina (MERV) 5,956.6 +1.2 +109 +31.9

Brazil (BVSP) 47,150.8 -2.2 -22.6 -33.6

Chile (IGPA) 17,977.5 +0.7 -14.7 -26.1

Colombia (IGBC) 12,615.7 +1.6 -14.3 -25.8

Mexico (IPC) 40,006.4 -1.7 -8.5 -10.4

Venezuela (IBC) 2,760.0 nil +485 na

Egypt (Case 30) 7,840.7 +3.6 +43.5 +31.2

Israel (TA-100) 1,224.5 +1.2 +16.7 +24.2

Saudi Arabia (Tadawul) 8,967.6 +0.6 +31.9 +31.9

South Africa (JSE AS) 47,438.3 +2.2 +20.9 -6.0 series, go to: Economist.com/indicators

Global business barometer

Source: The Economist/FT survey

Balance of respondents expecting global business
conditions to improve, percentage points
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Interactive: Track global business confidence with our barometer at Economist.com/bizbaro

The outlook for business is positively
sunny, according to the latest Econo-
mist/FT survey of over 1,500 executives
from around the world. The balance of
respondents who expect the climate for
business to get better over those who
think it will worsen has risen 14 percent-
age points to +42, the highest since the
survey began in May 2011. Overall, 51% of
executives reckon conditions will improve
in the next six months and only 9% think
they will deteriorate. Over a third of
respondents plan to increase their capital
investment in the coming year. A slim
majority (52%) believe America will
contribute more to growth in their region
this year than China. 
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THOSE who first met Irving Milchberg
in his old or middle age would not

know that he had spent his life running. In
middle age he kept a gift and souvenir
shop in Niagara Falls, with his wife Renee
in the office. When he retired he was the
centre of a group of grey-haired storytell-
ers, card-players and kaffeeklatschers in a
nice part of Toronto. His English was never
too good, though. The words that filled his
brain were Yiddish, and the mel-
odies in his head were Hebrew,
for in the five-floor building
where they had all lived on
Krochmalna Street in Warsaw,
220 families in a block of thou-
sands of Jews, the sounds of
men chanting Torah would float
day and night in summer out of
the open windows. 

He was not a boy for books
himself. Like the others he went
to shul, and on Saturdays en-
dured being tested on his lessons
by his grandfather. But what he
keenly remembered was run-
ning across the courtyard to his
mother’s call. From the down-
stairs of the building all the way
up, life was in bloom: couples
courting, Zionists and socialists
arguing, parcels being delivered,
rugelach cooking. All the doors
stood open to let the lives and
the smells mingle. 

Down in the street it was
more a matter of dodging. First
the Polish boys, who would try
to beat him up. Then, after 1939,
the Germans, who built a high
wall right in front of his building
to close off the Jews and starve
them to death. But no one could
keep in nippy “Itzi”, pictured on
the left, for long. He knew how to
sprint out of the ghetto gate with
the work patrols every morning and, be-
fore the gendarme could raise his rifle or
the Polish policeman could catch him by
the scruffofthe neck, he’d be gone, vanish-
ing into the streets on the Aryan side. 

He had business to organise there. He
would scavenge carrots, potatoes or a
piece ofbread—more sawdust than bread—
and smuggle it back for the scrubbed-out
laundry kettle his mother kept simmering
on the stove. Relatives and neighbours
would come by for a spoonful, from up
and down the building. “Will you have a
little bit of soup?” “Oh, bless you.” And

them, was chased back to Warsaw. 
He never thought much, he said. He

surely had more luck than brains. Far more
than his poor father, who in 1942 was or-
dered to run, and then shot dead, for hav-
ing a packet of saccharin in his pocket. Ir-
ving, walking a little way behind, could
not help because he was trying to stay in-
visible, hiding under his jacket his latest
bundle of second-hand clothes to sell. His
father’s body was stripped where it lay by
market rivals. Soon after this, his mother
and two sisters were put on the Treblinka
train. In the empty room in the now-empty
building he went almost mad with grief. 

The only way to survive as an orphan
was to move to the Aryan side. The Jews
now had nothing to sell; and after the raz-

ing of the ghetto in 1943 he had
no choice. He quickly became
the leader of a small band of
Jewish urchin-orphans who
sold cigarettes to Germans and
Poles outside the tram terminus
in Three CrossesSquare. Among
the children—Teresa with her
dirty cardigan and tumble of
fair hair, big-nosed Conky (pic-
tured on the right), barefoot
Toothy and little Bolusz, who
wore a woman’s torn fur jacket
tied round with a rope—he was
Byczek, “Bull”. They ate in soup
kitchens. Sometimes they slept
in graveyards. For a year and a
half they kept going, ever ready
to run away. 

He kept on the alert, too, for
other skills he could learn. For a
while he was sheltered by cob-
blers; he learned how to mend
shoes. In the displaced persons’
camp he landed in at the war’s
end, he trained to be a dental
technician. In Canada, where he
arrived in 1947, he started watch-
mending. Thus he made a de-
cent life for himself. 

What most needed building
up, though, was the family and
community he had run back to
for much of his life. With his
marriage, his son and his daugh-
ter he began again, on a small

scale. The building in Krochmalna Street
had been home to six close relatives, as
well as his parents and sisters. None re-
mained. The last to vanish was his uncle,
after holding a Passover seder in a bunker
as the bombardment began. From some-
where, he had matzoh and a shank-bone;
Irving had smuggled in the vegetables and
the egg. In a room with 60 people they
managed a seder that lasted hours, and
their prayers were echoes of those melo-
dies they all unconsciously remembered,
floating down from the now-shattered
windows on a still summer day.7

bless Irving, the little family-supplier. 
To him this was both a game and seri-

ous trade. He was glad to escape the ghetto
as it shrank, with the people crammed like
sardines, and the stench of carbon lamps
and sweaty straw mattresses. With his
light brown hair and blue eyes, he could
pass for Aryan among the market-sellers.
He knew which stalls to visit with whatev-
er merchandise he had, to get a good price.

Men on the work patrol gave him their ex-
tra shirts, and he would sell them or swap
them for food which he would carry back
into the ghetto, sometimes slithering
through the drains. His motto was “Buy
reasonable, sell better”. 

Three times the Germans grabbed him.
The first time, he got away by scaling a
fence. The second time, on the very train to
Treblinka, he bent the bars on the window
and rolled out. The third time, again on the
Treblinka train, he climbed off to fill the
urine bucket with water, got mixed up
with young Polish water-sellers and, with

Irving (Ignac) Milchberg, survivorof the Warsawghetto, died on January26th,
aged 86

Irving Milchberg

Obituary

  



  


