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Donald Trump all but secured
the Republican nomination for
America’s presidential elec-
tion after a thumping victory
in the Indiana primary. Ted
Cruz, his closest rival, quit the
race after the result came in, as
did John Kasich, the only other
Republican left standing in a
field that started with 17 candi-
dates. After a wobble in April’s
Wisconsin primary, Mr Trump
has taken impressively large
shares of the vote in the past
seven contests and is now on
course to get the majority of
delegates he needs to avoid a
contested Republican National
Convention in July. 

For Democrats Indiana was
anything but decisive. Hillary
Clinton, the front-runner, felt
the “Bern” again when Bernie
Sanders, her rival, nipped her
to a surprise victory in the
state. Although he still trails
heavily in the delegate count,
the septuagenarian Mr Sand-
ers is likely to fight to the finish.
The turn towards a Clinton v
Trump race will have to wait a
little longer yet.

Calling time
Venezuela’s opposition sub-
mitted 1.85m signatures to the
country’s electoral commis-
sion to initiate a referendum to
recall the populist president,
Nicolás Maduro. That is more
than nine times the minimum
needed to begin the next stage
of the process, the collection of
a further 4m signatures. To
save power, which is in short
supply, the government
moved the clocks forward a
half-hour. This ended the
Venezuela-only time zone
introduced by Mr Maduro’s
predecessor, Hugo Chávez.

A judge in Brazil ordered
mobile-phone operators to
shut down WhatsApp, a
messaging service with more
than 100m users in the country,
for 72 hours. The judge decided
that WhatsApp had withheld
information from police
conducting a drug-trafficking
investigation. The company
says it does not have the
information. An appeals-court
judge ordered the service to be
restored.

Mexico’s Senate failed to
approve the “3-out-of-3 law”,
which would require officials
to publish declarations of
assets, taxes paid and possible
conflicts of interest, because of
opposition from the ruling
Institutional Revolutionary
Party. The Senate also blocked
a law to grant independence to
a new anti-corruption prosecu-
tor. Unless Congress calls an
extraordinary session and
passes the measures by May
28th, a proposed National
Anti-corruption System is
unlikely to be implemented.

Thinking inside the zone

Hundreds ofprotesters
stormed the barriers around
the “Green Zone” in Baghdad,
the capital of Iraq, and entered
parliament calling on MPs to
approve a government of
technocrats. Many Iraqis view
the current government, in
which ministries are shared
out between big ethnic and
religious voting blocks, as
corrupt and ineffective.

An Israeli man was sentenced
to life in prison for the
abduction and murder ofa
Palestinian teenager during an
upsurge ofviolence in 2014.
The incident occurred shortly
after three Israeli teenagers
were murdered on the West

Bank in an attackattributed to
members ofHamas. 

The International Monetary
Fund cut its forecast for eco-
nomic growth in sub-Saharan
Africa this year to 3%, which
would be the slowest rate
since 1999. The fund had previ-
ously expected growth of4.3%

In Kenya the government set
fire to 105 tonnes of ivory,
around 5% of the world’s total,
as part ofa campaign to stig-
matise the trade and protect
elephants from poachers.

Polling stations
With his treasurer unveiling a
budget that, among other
things, promised to penalise
multinational companies that
moved profits offshore to
avoid tax, Malcolm Turnbull,
the prime minister of
Australia, paved the way for
an early general election on
July 2nd. He will struggle to
keep the hefty majority for his
Liberal-National coalition that
he inherited from his predeces-
sor as prime minister, Tony
Abbott, whom he defenestrat-
ed from office last September.

Vijay Mallya, the founder of
Kingfisher airlines and one of
India’s most prominent busi-
nessmen, stood down from
the seat he holds in Parliament
amid questions about out-
standing debts. Mr Mallya left
India in March, before a court
issued a warrant for his arrest.
Known as “the king ofgood
times”, his lavish lifestyle had
become a symbol of the rise of
India’s go-getter capitalist
class.

Gucci, a European luxury-
goods maker, warned shops in
Hong Kong not to sell paper
replicas of its handbags, shoes
and jewellery that are burned
as offerings to deceased rela-
tives, so that they may be
surrounded by comforts in the
next world. It is not known
what the recipients think.

Out-of-office message
Turkey’s prime minister,
Ahmet Davutoglu, is being
forced out over tensions with
the president, Recep Tayyip
Erdogan. The pair have been at

odds over peace talks with
Kurdish rebels and constitu-
tional changes to boost the
presidency, among other
things. 

The European Commission
recommended that Turkish
citizens be allowed to travel in
EU countries visa-free. The
move would fulfil a key condi-
tion of the deal reached in
March between Brussels and
Ankara to stem the flow of
Middle Eastern migrants
across the Aegean Sea, but
some European governments
oppose the shift. The commis-
sion also proposed measures
to punish EU member states
that do not accept their quota
ofasylum-seekers.

Spain announced that it will
hold another general election
on June 26th, after months of
talks between the parties
failed to produce a govern-
ment. At the election last
December, Spaniards split
their votes between two estab-
lishment parties and two
upstarts, and neither the
governing centre-right People’s
Party nor the opposition
Socialists could forge a
coalition. Opinion polls in-
dicate that new elections may
return similar results.

LeicesterCity, an English
football club, pulled offone of
the all-time sporting upsets by
winning the Premier League
title just a year after narrowly
avoiding relegation to a lesser
division. Starting odds of
5,000 to 1meant several lucky
gamblers collected tens of
thousands ofpounds from
betting on the team’s fairy-tale
success. Some punters who
cashed out early for a
guaranteed lower return are
now ruing that decision as an
own goal.

Politics

The world this week
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Other economic data and news
can be found on pages 84-85

Europe’s big banks followed
the trend of their American
counterparts with generally
dismal first-quarter earnings.
The share prices ofUBS and
Commerzbankfell sharply
after each said net profit had
fallen much more than had
been expected compared with
the same three months last
year, to SFr707m ($712m) at
UBS ofSwitzerland and €163m
($180m) at Commerzbankof
Germany. HSBC’s pre-tax
income dropped by14% to $6.1
billion, but the bankpointed
out it was on track in restruc-
turing its business to focus
more on Asia. 

A share issue by Banca Popo-
lare di Vicenza flopped. Italy’s
tenth-largest bankhad tried to
raise capital to satisfy Euro-
pean regulators through a
share sale, but few investors
were interested, leaving a
bank-rescue fund created by
other Italian financial firms to
underwrite the whole issue. 

The European Central Bank
decided to phase out the €500
banknote ($570) by late 2018
because of the proclivity of
criminals and terror groups to
use them. The last time €500
bills were printed was 2014,
but they are popular among
law-abiding folk in Germany
and some other European
countries. 

Transatlantic drift
Intercontinental Exchange,
which runs the New York
StockExchange, decided not to
bid for the London Stock
Exchange, which has already
agreed to a merger with Deut-
sche Börse. In March ICE an-
nounced that it was consid-
ering whether to make a rival
offer; it says the London ex-
change displayed a “disap-
pointing level ofengagement”. 

In a surprise decision Austra-
lia’s central bankreduced its
benchmark interest rate by a
quarter ofa percentage point,
to 1.75%. It was the first cut in a
year and came after one mea-
sure ofAustralia’s inflation rate
dipped to 1.5%. 

Halliburton and Baker
Hughes called offtheir $28
billion merger, which would
have rivalled Schlumberger in
size in the oilfield-services
industry. The deal had run into
opposition from antitrust
officials, notably in America
where the Justice Department
recently signalled its intent to
block the merger. 

The torrent ofmergers in the
health-care industry kept
flowing. IMS Health and
Quintiles agreed to combine
in a $9 billion transaction that
will integrate the wide range
ofdata services they provide
to drug companies, from track-
ing medical claims to advice
on clinical trials. Another big
deal was Abbott Laborato-
ries’ $25 billion takeover of St
Jude Medical, which brings
together two ofAmerica’s
biggest makers ofmedical
devices for hearts.

A civil lawsuit in Brazil was
filed against Vale and BHP
Billiton seeking $44 billion in
damages for the collapse of a
dam last November that was
run jointly by the two mining
companies. The disaster killed
19 people and polluted hun-
dreds ofmiles of rivers. Said to
be Brazil’s worst environ-
mental disaster, lawyers say
the claim for damages has

been calculated by comparing
the costs from BP’s oil spill in
the GulfofMexico in 2010. 

Despite a brewing political
crisis Brazilians have not been
crying into their beer as much
as AB InBev would like. The
beermaker, which counts
Budweiser among its labels,
posted a steep fall in profit for
the first quarter, to $844m,
partly because sales in Brazil
drooped. 

Comcast announced that it
would buy DreamWorks
Animation, which includes
the “Shrek” films in its stable of
hits, for $3.8 billion. 

Little problems in big China
The world’s most valuable
company, Apple, lost an un-
usual trademarkcase in China
when a court in Beijing found
in favour ofXintong Tiandi, a
seller of leather goods with the
name “iPhone” emblazoned

on them. The court ruled that
Apple had failed to prove that
the iPhone was well-known in
China before Xintong Tiandi
filed its trademarkapplication
in 2007. 

Craig Steven Wright, an Austra-
lian computer scientist,
claimed that he was “Satoshi
Nakamoto”, the reclusive
creator ofbitcoin. Mr Wright
released what he claimed was
cryptographic proof that he is
Mr Nakamoto, five months
after he was outed in an
investigation by two tech
publications. But his initial
proofwas swiftly debunked
and doubts remain ifhe is the
right man. 

Being and nothingness
In France an executive sued his
former employer for making
his job too boring. The man
claims he suffered from “bore
out” when his superiors
downsized his role as general-
service director and asked him
to perform non-work-related
tasks, such as picking up their
children from lessons. The
existential strain ofdoing
nothing led to months ofsick
leave, after which the man was
let go. He wants €360,000
($415,000) in damages. 

Business
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DURING its 160-year history,
the Republican Party has

abolished slavery, provided the
votes in Congress to pass the
Civil Rights Act and helped
bring the cold war to a close. The
next six months will not be so
glorious. After Indiana’s prim-

ary, it is now clear that Republicans will be led into the presi-
dential election bya candidate who said he would kill the fam-
ilies of terrorists, has encouraged violence by his supporters,
has a weakness for wild conspiracy theories and subscribes to
a set of protectionist and economically illiterate policies that
are by turns fantastical and self-harming.

The result could be disastrous for the Republican Party and,
more important, forAmerica. Even ifthis isas faras he goes, Mr
Trump has already done real damage and will do more in the
comingmonths. Worse, in a two-horse race hischances ofwin-
ning the presidency are well above zero.

It is possible that, with the nomination secured, Mr Trump
will now change his tone. The crassness ofhis insults may well
be muted ashe tries to win overat least some ofthe voters, par-
ticularly women, who now abhor him. His demeanour may
become more presidential (though there was little sign of that
in this week’s bizarre and baseless pronouncements that the
father of Ted Cruz, his erstwhile rival, had been around Lee
Harvey Oswald before he shot John F. Kennedy). What he will
almost certainly not do is change political course. For it is in-
creasingly clear that Mr Trump has elements of a world view
from which he does not waver (see pages 20-22). These beliefs
lack coherence or much attachment to reality. They are woven
together by a peculiarly 21st-century mastery of political com-
munication, with a delight in conflict and disregard for facts,
which his career in reality television has honed. But they are
firm beliefs and long-held. 

Beyond the braggadocio
That world view was born, in part, on his father’s construction
sites in New York in the 1960s. Mr Trump likes to explain that
he once spent his summers working in such places alongside
carpenters, plumbers and men carrying heavy scaffolding
poles. That experience, he claims, gave him an understanding
of the concerns of the hard-working blue-collar men whom
American politics has left behind. It explains his deep-rooted
economic nationalism. 

MrTrump has railed against trade deals fordecades. He was
arguing against NAFTA in the early 1990s. He now calls it the
worst trade deal in the historyofthe world. Similarly, he hasal-
waysviewed America’s trade deficitasevidence offoul playor
poor negotiating skills. For a man with such convictions, it is
plain that more such trade deals would be a disaster and that
American companies should move production back home or
face tariffs. Mr Trump might be willing to bargain over the pen-
alties they should pay, but the underlying instincts are deeply
held. He is a conviction protectionist, not an opportunistic
one. And, judgingby the resultsofthe Republican primaries, at

least10m voters agree with him.
On foreign policy Mr Trump mixes a frustration at the costs

ofAmerica’s global role, something that has become common
after the wars in Iraq and Afghanistan, with a desire to make
the country feared and respected. Those outside America who
dwell on his geographical and diplomatic ignorance (of which
there is plenty) riskmissing the simple principle that animates
him. Mr Trump wants to make those outside America pay the
full cost of the hegemonic protection it gives them. Allies
should have to stump up more for American bases on their
soil, and for the costs of equipping and paying the soldiers in
them. It is not correct to call this isolationism, since Mr Trump
has also proposed some foreign adventures, including the oc-
cupation of Iraq and seizure of its oilfields. Rather it is a Roman
vision of foreign policy, in which the rest of the world’s role is
to send tribute to the capital and be grateful for the garrisons. 

Counting the damage
For those, such as this newspaper, who believe in the gains
from globalisation and the American-led liberal order, this is a
truly terrifying world-view. Fortunately, Mr Trump will proba-
bly lose the general election. A candidate whom two-thirds of
Americans view unfavourably will find it hard to win 65m
votes, which is about what the winning candidate will need.
The share ofwomen who disapprove ofhim is even higher.

But that should be scant comfort, foreven without a victory
in November Mr Trump’s coronation as candidate will cause
damage. There may be violence at the Republican convention
in Cleveland, where Trump supporters and protesters are like-
ly to clash. Voters will spend the next six months hearing over
and over again that Hillary Clinton, his Democratic opponent,
is a crook and a liar. Much of that will stick even if she wins,
leaving those who believe it enraged and Mrs Clinton weak-
ened. America’s allies will watch the polls fearfully: whether
at the UN Security Council or at bilateral talks in Beijing, Mr
Trump’s spectre will loom over every meeting between Amer-
ica and a foreign power between now and November 8th. 

The Republican Party, always fractious, may actually frac-
ture. Even ifhe loses, Mr Trump will have shown that there is a
path to the nomination that runs via nativism and economic
populism. Mountaineers know that the surest route to the
summit is the one that has worked before. Some Republicans
will say that Mr Trump’s message, shorn of its roughest edges,
could deliver victory next time. Others will argue that he lost
because he was not a true conservative. Without agreement
on what went wrong, it will be hard to forge something new.

And then, of course, there is the possibility that he might
just win. Mrs Clinton is not loathed by as many Americans as
Mr Trump is, but the share who view her unfavourably is far
higher than is usual for presidential nominees. Just as the kill-
ings in Paris in December energised Mr Trump’s campaign, a
terrorist attackorotherevent that terrified Americans could tip
the vote his way. The balance of probability is against, but
none of this is impossible. That is why Mr Trump’s triumph
has the makings of a tragedy for Republicans, for America and
for the rest of the world. 7

Trump’s triumph

Donald Trump’s victory is a disasterforRepublicans and forAmerica

Leaders
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CHINA was right to turn on
the credit taps to prop up

growth after the global financial
crisis. It was wrong not to turn
them off again. The country’s
debt has increased just as quick-
ly over the past two years as in
the two years after the 2008

crunch. Its debt-to-GDP ratio has soared from 150% to nearly
260% over a decade, the kind of surge that is usually followed
by a financial bust or an abrupt slowdown.

China will not be an exception to that rule. Problem loans
have doubled in two years and, officially, are already 5.5% of
banks’ total lending. The reality is grimmer. Roughly two-fifths
ofnew debt is swallowed by interest on existing loans; in 2014,
16% of the 1,000 biggest Chinese firms owed more in interest
than they earned before tax. China requires more and more
credit to generate less and less growth: it now takes nearly four
yuan of new borrowing to generate one yuan of additional
GDP, up from just over one yuan of credit before the financial
crisis. With the government’s connivance, debt levels can
probably keep climbing for a while, perhaps even for a few
more years. But not for ever.

When the debt cycle turns, both asset prices and the real
economywill be in fora shock. Thatwon’tbe fun foranyone. It
is true that China has been fastidious in capping its external li-
abilities (it is a net creditor). Itsdangersare home-made. But the
damage from a big Chinese credit blow-up would still be im-
mense. China is the world’s second-biggest economy; its bank-
ingsector is the biggest, with assets equivalent to 40% ofglobal
GDP. Its stockmarkets, even after last year’s crash, are together
worth $6 trillion, second only to America’s. And its bond mar-
ket, at $7.5 trillion, is the world’s third-biggest and growing fast.
A mere 2% devaluation of the yuan last summer sent global
stockmarkets crashing; a bigger bust would do far worse. A
mild economic slowdown caused trouble for commodity ex-
porters around the world; a hard landing would be painful for
all those who benefit from Chinese demand.

Brace, brace
Optimists have drawn comfort from two ideas. First, over
three-plus decades ofreform, China’s officials have consistent-
ly shown that once they identified problems, they had the will
and skill to fix them. Second, control of the financial system—
the state owns the major banks and most of their biggest debt-
ors—gave them time to clean things up.

Both these sources ofcomfort are fading away. This is a gov-
ernment not so much guiding events as struggling to keep up
with them. In the past year alone, China has spent nearly $200
billion to prop up the stockmarket; $65 billion of bank loans
have gone bad; financial frauds have cost investors at least $20
billion; and $600 billion of capital has left the country. To help
pump up growth, officials have inflated a property bubble.
Debt is still expanding twice as fast as the economy. 

At the same time, as our special report this weekshows, the
government’s grip on finance is slipping. Despite repeated ef-

forts to restrain them, loosely regulated forms of lending are
growing quickly: such “shadow assets” have increased by
more than 30% annually over the past three years. In theory,
shadow banks diversify sources ofcredit and spread risk away
from the regularbanks. In practice, the lines between the shad-
ow and formal banking systems are badly blurred. 

That creates two risks. The first is higher-than-expected
losses for the banks. Hungry for profits in a slowing economy,
plenty of Chinese banks have mis-categorised risky loans as
investments to dodge scrutiny and lessen capital require-
ments. These shadow loans were worth roughly 16% of stan-
dard loans in mid-2015, up from just 4% in 2012. The second risk
is liquidity. The banks have become ever more reliant on
“wealth management products”, whereby they pay higher
rates for what are, in effect, short-term deposits and put them
into longer-term assets. For years China restricted bank loans
to less than 75% of their deposit base, ensuring that they had
plenty of cash in reserve. Now the real level is nearing 100%, a
threshold where a sudden shortage in funding—the classic pre-
cursor to banking crises—is well within the realm of pos-
sibility. Midsized banks have been the most active in expand-
ing; they are the place to lookfor sudden trouble.

Pandamonium
The end to China’s debt build-up would not look exactly like
past financial blow-ups. China’s shadow-banking system is
big, but it has not spawned any products nearly as complex or
international in reach as America’s bundles ofsubprime mort-
gages in 2008. Its relatively insulated financial system means
that parallels with the 1997-98 Asian crisis, in which countries
from Thailand to South Korea borrowed too much from
abroad, are thin. Some worry that China will looklike Japan in
the 1990s, slowly grinding towards stagnation. But its financial
system is more chaotic, with more pressure for capital out-
flows, than was Japan’s; a Chinese crisis is likely to be sharper
and more sudden than Japan’s chronic malaise. 

One thing is certain. The longer China delays a reckoning
with its problems, the more severe the eventual consequences
will be. For a start, it should plan for turmoil. Policy co-ordina-
tion wasappallingduring lastyear’s stockmarket crash; regula-
tors must work out in advance who monitors what and pre-
pare emergency responses. Rather than deploying both fiscal
and monetary stimulus to keep growth above the official tar-
get ofat least 6.5% this year (which is, in any event, unnecessar-
ily fast), the government should save its firepower for a real ca-
lamity. The central bank should also put on ice its plans to
internationalise the yuan; a premature opening of the capital
account would lead only to big outflows and bigger trouble,
when the financial system is already on shaky ground. 

Most important, China must start to curb the relentless rise
ofdebt. The assumption that the governmentofXi Jinping will
keep bailing out its banks, borrowers and depositors is pervas-
ive—and not just in China itself. It must tolerate more defaults,
close failed companies and let growth sag. This will be tough,
but it is too late forChina to avoid pain. The tasknow is to avert
something far worse. 7

China’s financial system

The coming debt bust

It is a question ofwhen, not if, real trouble will hit in China 
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THE past 20 years have been a
golden age for crony capital-

ists—tycoons active in industries
where chumminess with gov-
ernment is part of the game. As
commodity and property prices
soared, so did the value of per-
mits to dig mines in China or

build offices in São Paulo. Telecoms spectrum doled out by In-
dian officials created instant billionaires. Implicit state guaran-
tees let casino bankingthrive on Wall Streetand beyond. Many
people worried about a new “robberbaron” era, akin to Amer-
ica’s in the late 19th century. They had a point. Worldwide, the
worth of tycoons in crony industries soared by 385% in
2004-14, to $2 trillion, or a third of total billionaire wealth;

much of it (though by no means all) in the emerging world. 
Now cronies are on the back foot. Their combined fortunes

have dropped by 16% since 2014, according to our updated
crony-capitalism index (see page 54). One reason is the com-
modity crash. Another is a backlash from the middle class.
Corruption scandalshave lit a fire undergovernments in Brazil
and Malaysia. Elsewhere, pressure is coming from the top
down. India’s reformingprime minister, Narendra Modi, is try-
ing to subject his partly closed economy to a blast of competi-
tion. Xi Jinping, China’s autocrat, thinks graft is the big threat to
one-party rule, and is trying to root it out.

Crony capitalism—or “rent-seeking”, as economists call it—
shades from string-pulling to bribery. Much of it is legal, but all
of it is unfair. It undermines trust in the state, misallocates re-
sources and stops countries and true entrepreneurs from get-

Crony capitalism

Dealing with murky moguls

How to disentangle business from government

IN 1939, at great personal risk,
an English stockbroker res-

cued 669 Jewish children from
Nazi-occupied Czechoslovakia.
Nicholas Winton travelled to
Prague, helped the children onto
trains and battled with his own
country’s bureaucrats to have

them admitted to Britain. Among those he saved from the gas
chambers was Alf Dubs, now a Labour peer, who is pressing
Britain’s government to grant asylum to refugee children in Eu-
rope without their parents.

He has met stout resistance. On April 25th the House of
Commons, including nearly all MPs from the ruling Conserva-
tive Party, voted against Lord Dubs’s proposal to admit 3,000
of these children. After an outcry from various charities, on
May 4th the prime minister, David Cameron, relented some-
what. Reversinghispreviousstance thatBritain would take ref-
ugees directly only from the region around Syria, he said that
the country would take an unspecified number of un-
accompanied children from European camps. 

That is a start. But neither Britain nor the rest of Europe has
done nearly enough to provide proper homes for the 90,000
unaccompanied refugees under the age of 18 who made their
way to the European Union last year. They do not face the
same peril that Lord Dubs once did, but their plight is dire.
Many are in squalid camps in Italy and Greece. Hundreds are
in the lawless “jungle” of Calais. By one estimate 10,000 have
gone missing in the past two years. Many end up sleeping
rough, or turning to prostitution or theft to get by. Others are
underfed or unwell, and desperate to be in school. These are
not adults who can lookafter themselves. They need help. 

Sweden and Germany have taken the largest number,
though both countries are getting stricter. France and Spain
have taken hardly any. Opponents of granting asylum to these
children make three main arguments. First, it is hard to tell if
they are all really minors. Second, letting them stay would
spur more children to undertake the hazardous voyage across
the Mediterranean. Third, granting them legal papers would
allow their parents to come and join them. 

Did some refugees lie about theirage? Ofcourse, and it is in-
deed hard to check—few packed their birth certificates when
fleeing the barrel-bombs. But most are plainly children. 

Would granting asylum to children already in Europe
prompt more to board leaky boats? Perhaps, but probably not
many. Since the European Union struck a deal with Turkey on
March 18th, it has become far harder for refugees to cross the
sea to Greece. Future asylum-seekers are likely to be screened
while still in Turkey or Jordan, thus avoiding a potentially le-
thal voyage and the vast fares charged by people-traffickers.

Will Syrian parents seek to rejoin their children? One cer-
tainly hopes so. In many cases, however, the parents are dead.
In the meantime, this is a humanitarian crisis, so politicians
should err on the side of generosity. Supporting a few thou-
sand more foster parents would not cost much. 

The least we can do
Granting asylum to the 90,000 unaccompanied children
should not be a substitute for letting in more adult refugees.
Nor should Europe stint in offering aid to help refugees in Tur-
key and Jordan find jobs (see page 42). The refugee crisis must
be tackled on several fronts, over several years. In the short
term, however, the least Europeans can do is to keep the lost
children ofSyria safe. 7

Child refugees

Under-age and at risk
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THE British like being on the
side of the underdog. This af-

finity has more than a whiff of
historical hypocrisy; the British
empire, a distinctly top-doggy
affair, was hardly noted for its
enthusiastic encouragement of
the downtrodden. Still, it is a

genuine part of the national character. So when, on the eve-
ning of May 2nd, Leicester City were anointed champions of
the English Premier League, a football competition, the coun-
try was united in delight. Bookmakers, to their subsequent re-
gret, had set the odds of such a victory at 5,000 to 1. Leicester’s
triumph was heralded as the greatest underdog story in sport-
ing history, and Britain rejoiced in it.

The world is short enough of occasions for joy that to dis-
parage such a blameless one may seem harsh. No one would
begrudge the long-suffering supporters of Leicester, or the cit-
izens of this East Midlands city (see page 52), their moment of
jubilation. Buta delight in seeingthe expected undone can be a
pathway to poor thinking. It encourages people to value the
quality of narratives over the desirability of outcomes; to in-
dulge in unrealistic assessments of their own potential; and to
set too little store by one of the greatest achievements of civili-
sation: predictability.

There is a fairy-tale appeal to stories in which people van-
quish great odds. But the tellers of tales are able to stack the
deck and deal the winning hand to someone deserving. Real
life is not so accommodating; having a good story in no way
equates to being a good person. Lance Armstrong’s comeback
from cancerwasa profoundly inspiringnarrative, but itdid not
make him a deserving winner of the yellow jersey. The fact

that many pundits who wrote off Donald Trump last summer
are now eating crow does not make his rise admirable, desir-
able or amusing. It is undeniably plucky of North Korea, de-
spite the challenges it faces, to have got through some prelimi-
nary heats in the nuclear-arms race. So what?

Surely Leicester’s underdog triumph has an inspirational
value? Perhaps. But to delight in underdogs only when they
win is rather to miss the point of what an underdog is. Most of
the people thus inspired will go on to no comparable triumph;
one unlikely outcome does not make others more likely. If it is
good and kind to suggest to people that the odds against their
dreams are shorter than they think, then Las Vegas is truly a
very good, kind city. But most do not think it so. 

That leaves the argument that the world is somehow a rich-
erplace if its events and contests are less predictable. But when
the author of the book of Ecclesiastes cautioned that the race
was not always to the swift, nor the battle to the strong, he did
not do so with any sense of satisfaction at this state of affairs;
he was lamenting how little his world made sense. When Da-
mon Runyon, the bard of Broadway, noted that though these
biblical caveats about races and battles had some truth, that
was still the way to bet, he was proclaiming a salutary view
that things could be predicted, and were all the better for it. 

Leicesterwe forget
Making the world more predictable allows people to put more
into it and get more out of it. This is the great work of civilisa-
tion, from explanations of nature through science to expecta-
tions that justice will be delivered through the law. A probabi-
listic nihilism that delights in the unexpected in and of itself
sets at naught such achievements. So well done, Leicester. But
if consistency has value, there is no team quite like Arsenal. 7

Fairy tales

Underdogs are overrated

LeicesterCity’s success should be celebrated, but not sentimentalised

ting rich. So the dip in crony activity is welcome. To stop it roar-
ing back, governments need to seize the moment.

A few will not want to. Cronyism is central to Vladimir Pu-
tin’s vision ofRussia, the country that scores worst in our rank-
ing. Others, though goaded by public anger at inequality and
corruption, will find it hard to confront vested interests. On
April 29th Mexico’s Senate failed to pass two anti-corruption
measures (see Bello on page 33). Often the biggest difficulty is
knowing where to start. It is all very well to demand efficient
courts, fair regulators and an end to illicit political funding.
These matter, but are the workofgenerations. 

The quickest fixes
So governments should focus on four quicker steps. The first is
to take care when public resources pass into private hands.
Botched privatisations created Russia’s oligarchy—and many
cronieselsewhere. Mexico isopeningup itsoil monopoly; Sau-
di Arabia plans to; and other developing countries, from Brazil
to India to China, may privatise state-controlled firms to raise
cash and improve efficiency. Unless the sales are fair, a new
generation ofcronies will be born.

Second, governments must rein in state-owned banks. In

the past decade state-lending booms in Brazil, India and China
have enriched well-connected moguls—and built mountains
of bad debt. Rather than prop up the banks, governments
should overhaul the way they are run.

The third step is to make it harder to stash crony cash over-
seas. Global capital flows have made the world richer, but also
allowed cronies to hide in tax havens. Public registers of “ben-
eficial ownership”—the humans behind the trusts and shell
companies—would make that harder. This is on the agenda of
an anti-corruption summit in London next week (see page 56).

Finally, be prepared for cronyism to adapt. China’s epic in-
dustrial boom will not be repeated; the days of making bil-
lions by shipping iron ore from Goa to Guangdong are over.
Technology may be cronyism’s next frontier. It is ripe for rent-
seeking: profits are huge and monopolies arise naturally. Gov-
ernments should not seek to micromanage tech firms, but
ought to push vigorously for competition and transparency.

America’s original robber barons provoked a reaction that
led to the Progressive era. At the turn of the 20th century, poli-
ticians passed antitrust laws and corruption ebbed. America
became richer, stronger and more politically stable. Emerging
economies face a similar moment. They should not waste it. 7
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Doing business in Iran

I would like to correct several
points made in your article on
business in Iran (“The over-
promised land”, April 23rd). It
is simply false that non-Iranian
firms operating in Iran are cut
offfrom the American finan-
cial system. Under the Joint
Comprehensive Plan ofAction
foreign banks and firms may
generally engage in business
with Iran without riskofbeing
cut off. With very limited
exceptions, America’s primary
embargo remains in place and
prohibits access to the US
system by or for Iran, which is
something very different from
what you described. As the
secretary ofstate John Kerry
noted, the United States has no
objection to foreign banks
engaging with Iranian banks
and companies, as long as
those banks and companies
are not on our sanctions list for
non-nuclear reasons.

You also repeated a myth
that the Treasury’s Office of
Foreign Assets Control has in
recent years imposed billions
ofdollars in fines on foreign
companies simply for “dealing
with Iran”. OFAC’s enforce-
ment actions were in response
to foreign banks routing bil-
lions ofdollars of transfers
through US banks on behalfof
sanctioned parties, often
doctoring records to avoid
detection. Introducing such
payments into American
banks was illegal and was not
simply “dealing with Iran”.

You point to real concerns
about the business climate in
Iran, and we hope that the
government in Tehran will
address them quickly. To the
extent that banks and firms
have questions about Ameri-
can sanctions, I can only repeat
the advice ofMr Kerry: do not
assume. When in doubt, ask
us. The bottom line is this: we
are not standing and we will
not stand in the way ofbusi-
ness permitted under the Iran
deal. Assertions to the contrary
are flatly inaccurate.
AMBASSADOR STEVE MULL
Lead co-ordinator
Office of Iran Nuclear
Implementation
US Department of State
Washington, DC

A rocky road forRousseff

None of the factors you listed
about Brazil’s political situa-
tion exempts Dilma Rousseff
from responsibility for the
wrongdoings ofher govern-
ment (“The great betrayal”,
April 23rd). She and the Work-
ers’ Party (PT) must be held
liable. The creative accountan-
cy perpetrated by the govern-
ment is not a mere “technical-
ity”. Falsifying the fiscal
surplus destroyed the credibil-
ity ofour economic policy.
According to Datafolha, a
pollster, over 60% ofBrazilians
support her impeachment.

Calling new elections
would require a broad consen-
sus to approve a constitutional
amendment to allow that to
happen. This would take
several months and strain our
electoral system, which is
preparing for municipal elec-
tions. Brazil needs solutions.
Impeachment could be a first
step towards what you call “a
thorough clean-up”.
FELIPE ITO ANUATTI
Ribeirão Preto, Brazil

Ringing in the changes

Johnson should not entirely
blame the European Union for
the changes to English in-
troduced by speakers ofother
European languages (April
23rd). He used the example of
Europeans using “control” to
mean “monitor” because
contrôler has that meaning in
French. But among British
bird-ringers “control” was
already in widespread use by
1965. It was used in “The Ring-
er’s Manual”, produced by the

British Trust for Ornithology,
albeit in the restricted sense of
the recapture ofa ringed bird
in a place other than that at
which it had been ringed.

I recall Sir Landsborough
Thomson, one of the founding
fathers ofBritish bird-ringing,
pleading at that time for this
usage to be dropped on the
ground that “control” had a
different and long-established
meaning in science. To no
avail: even the eminent cannot
stem the tide ofchange in
living languages.
PROFESSOR JEREMY GREENWOOD
Centre for Research into Ecologi-
cal and Environmental Modelling
University of St Andrews
St Andrews, Fife

Starrwitness

Your observation that
“Republicans have a history of
pinning imagined crimes” on
Hillary Clinton is strongly
supported by a source not
usually cited on this point
(“Unloved and unstoppable”,
April 23rd). In November1998,
Kenneth Starr told the House
Judiciary Committee that after
years of investigating all accu-
sations, he had nothing nega-
tive to report about either Bill
or Hillary Clinton regarding
Whitewater, the FBI files or the
White House travel office. I
complained about his delay in
telling us this—until after the
midterm elections—and asked,
as an example, for the date on
which he had exonerated the
Clintons on the travel-office
issue. He replied that there was
no such date because there
had never been any infor-
mation implicating them in the
first place.
BARNEY FRANK
Former member of Congress
Newton, Massachusetts

The sundowners

If there is any chance that the
world is to meet the Paris
objectives on climate change,
renewable energy such as
solar power must surely be a
key part ofa solution (“The
new sunbathers”, April 16th).
However, focusing on con-
cerns over the prices bid at
recent auctions can be mis-
leading, as those bids take no

account of important related
costs. You mentioned the
investment needed to expand
solar grids and for measures to
mitigate the intermittency of
solar power; these could easily
add 50% to the prices quoted in
recent bids. 

Solar power could become
cost-competitive with gas and
coal, especially if the costs of
carbon were internalised. But
we should not compare apples
with oranges; that is what
advocates ofsolar power
encourage us to do.
ANTHONY FRAYNE
Montreal

A brewing argument

Regarding the Reinheitsgebot,
or “German beer purity law”
(“Pure swill”, April 23rd). Your
withering comments about the
quality ofGerman beers were
offtarget. The variation of
flavours is wide despite the
restrictions on ingredients. I
am a member of the Cam-
paign for Real Ale and frustrat-
ed at the regular addition of
wheat to ales. 
LYNDA ATKINSON
Swansea

As a longtime Geordie exile in
Germany with a sturdy
Teutonic beer belly to prove it, I
must take you to taskover your
vicious assault on the
hallowed Reinheitsgebot. The
shelves ofmy local super-
market are replete with cans of
fizzy, heartburn-provoking
foreign pop masquerading as
beer rapidly approaching its
best-poured-straight-down-
the-toilet date. The Veltins and
the Bitburger are being carted
offby the crate load. 

If it don’t comply with the
Reinheitsgebot, it ain’t gonna
sell in Germany. Punkt, full
stop, period. So who do you
thinkyou are kidding, lesser
breweries, ifyou thinkold
Deutschland’s done?
PETER CAIN
Trier, Germany 7

Letters

Correction: Because of a technical error
we wrongly spelled the Czech word for
Czechia (and other variants) as “Èesko”
in a letter last week from Jiri Sitler. We
are sorry. 
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DIRECTOR LEGAL AFFAIRS DIVISION

The World Trade Organization, based in Geneva, Switzerland, is seeking to fi ll 
the position of Director in the Legal Affairs Division.

Reporting to a Deputy Director-General, the successful candidate will lead the Legal 
Affairs Division, which is primarily responsible for assisting dispute settlement panels 
and arbitrators in resolving trade disputes between WTO Members. The Division is 
also responsible for providing legal advice on WTO agreements and other issues of 
international law and the law of international institutions as they may arise to the 
Director-General (DG) and the WTO Secretariat, to the Dispute Settlement Body (DSB) 
and other WTO bodies and, as appropriate, to WTO Members. The Division also serves 
as Secretary to the DSB in Special Session, prepares reference material on WTO law, 
and carries out technical assistance and outreach activities.

The successful candidate must demonstrate an expert level of knowledge in 
international trade law, public international law, and international dispute settlement 
mechanisms and have an excellent knowledge of economic and legal issues relating 
to the WTO. 

Extensive management experience with broad supervisory responsibilities in a legal 
environment is required, as is extensive practical experience with dispute settlement 
mechanisms. The successful candidate must have the skills to guide, empower and 
motivate a team of approximately 40 staff members to excel in their jobs and to build 
a team culture that consistently delivers high-quality results. Signifi cant management 
and organizational skills are essential as is the ability to interact and work with others 
in a diverse international setting in a harmonious and effective way.  

Candidates are required to have an advanced university degree in law, including studies 
in public international law and international trade law and should be licensed or be 
eligible to be licensed to practice law in at least one municipal jurisdiction. At least 
fi fteen years as a legal practitioner in either the public or private sectors, including 
considerable practical experience in trade law and trade litigation, is required. 

For more details regarding this position and to apply, please visit the WTO’s 
e-recruitment website at www.wto.org. The application deadline for the 
position is 8 June 2016.

We are recruiting three key leadership positions 
for our International Secretariat to help us achieve 
our new ambitious goals, and build a future where 
people live in harmony with nature 

We are in a unique moment of unparalleled opportunity 
for the future of our planet and our society – the 
agreements around the Sustainable Development Goals, 

the Paris climate agreement and the UN Resolution on wildlife crime are a testimony to 
that. WWF must capitalize on this momentum.

Last year, WWF launched a new strategy that harnesses the strengths of the WWF 
network in a shared vision, focussing on six major goals - water, wildlife, the ocean, 
climate and energy, forests, and food – and three key drivers of environmental problems 
– markets, fi nance and governance.

In support of this strategy WWF undertook a redesign of its international secretariat that 
will further unite WWF offi ces and its 6,400 staff around the world. This will help WWF to 
build stronger partnerships across the world with government, business, civil society and 
individuals. Together, we will deliver on WWF’s ambitious goals. 

WWF International is looking to recruit three key leadership positions;

• EXECUTIVE DIRECTOR, OPERATIONS - Leading WWF International operations, 
including fi nance & administration, HR, ICT and Legal, to ensure excellence and 
effi ciency across a globally distributed operation, inclusive of WWF International 
offi ces.

• EXECUTIVE DIRECTOR, NETWORK DEVELOPMENT - Developing, leading and 
coordinating the WWF network development strategy, management of regional 
directors and programme offi ces managed by WWF International, set standards and 
processes of integrated performance management.

• EXECUTIVE DIRECTOR, FUNDRAISING - Support the vision to dramatically 
increase public and private resources, working collaboratively with WWF offi ces to 
enable sustainable growth and cross-border philanthropy. Raising funds for WWF 
International and in support of WWF’s major goals. 

For further information about the roles and to apply for these three key roles, please visit: 
www.panda.org/jobs.

Applications close on Sunday, 22 May 2016
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WHEREVER the eye falls in Donald
Trump’s Manhattan office, on the

26th floor of Trump Tower, there is Trump.
Images of the tycoon glower from walls
plastered with covers of Playboy, GQ,
Newsweek and more. Piles of campaign lit-
erature—“Trump—Make America Great
Again!”—jostle with stacks of more recent
Trump-fronted publications on a desk so
packed as to recall a dentist’swaitingroom.
A mound of Trump-covered copies of The
Economist has pride of place: “I put you up
front,” he says solicitously.

The pride Mr Trump takes in such self-
aggrandising trumpery is almost touching.
His Aladdin’s cave of celebrity puff, which
doubles as the headquarters of a presiden-
tial campaign and large propertycompany,
is sufficiently eccentric to recall why his
candidacy, announced at Trump Tower
last June, was at first ridiculed. He looked
like a chancer—a reality television star,
with no serious political experience, who
had changed his political stripes at least
four times. Yet Mr Trump’s victory in Indi-
ana on May 3rd (see page 23) has made him
the presumptive Republican nominee. His
remaining opponents, Senator Ted Cruz
and Governor John Kasich, have quit the
race. He was for far too long underestimat-
ed. The same must not be said of the threat
his egomania and pernicious nativism rep-

resents to America and the world.
His electoral success is founded on es-

pousinga viewofAmerica both exception-
ally bleak and widely shared. Two-thirds
of Americans think the economy is rigged
in favour of the rich; almost seven in ten
believe their politicians don’t care about
ordinary Americans. It is not hard to see
why. Until the recent fall in the oil price,
median real wages had been stagnant for
over a decade. Between 2007 and 2014 the
wages of many workers declined; the low-
est-paid, struggling to adapt to falling de-
mand for low-skilled factory labour, have
been especially hard-hit. America’s infra-
structure is crumbling. Its Middle Eastern
policy has seen wars waged across the re-
gion. Terrorism—though it claimed fewer
American lives lastyear than toddlers with
guns—has become a national bogeyman. 

Strange but not a stranger
Mr Trump inflates and conflates these pro-
blems into an absurd caricature ofundilut-
ed failure and decline. “We’re like a third-
world country,” he laments. America
“makes the worst trade deals ever made in
the history of trade…We’ve spent $4 tril-
lion in the Middle East and we’re in far
worse shape than we were before…China,
it doesn’t respect us.” He must believe
some of this; his opposition to free trade is

long-standing. Yet his miserabilism is
plainly tactical. It gives him opportunity to
throw a few popular scapegoats to his de-
spondent supporters: job-stealing illegal
immigrants—including the “rapist” Mexi-
cans he denounced when he launched his
campaign; factory-killing Chinese trade
negotiators, whom he accused this week
of “raping” America; “incompetent” and
“crooked” politicians.

His success, in short, is based on invit-
ing the most exaggeratedly down-in-the-
mouth Americans to indulge their mean-
est instincts. To attend a Trump rally, as
hundreds of thousands ofAmericans now
have, is to participate in a ritual enactment
of injury and vengeance; an enactment
which has, on occasion, done real harm.

As when two thugs in Boston who had
beaten a homeless Hispanic man with an
iron bar quoted Mr Trump to the police in
justification; as when an aged Trump sup-
porter in North Carolina assaulted a prot-
ester after, in Las Vegas, Mr Trump himself
had screamed “I’d like to punch him in the
face!” over the cries of another such. Or as
in Virginia, when a Trump rally, interrupt-
ed by protesters from the group Black Lives
Matter, appeared to totter on the brink of a
race riot. It is probably only a matter of
time before one of the journalists Mr
Trump keeps caged up at the back of the
rallies gets badly beaten. One of his party
tricks is to insult them—“some of the most
dishonest people in the world”—and invite
his crowds to jeer. From the cage, as op-
posed to the privacy of his Manhattan of-
fice, where MrTrump is immensely charm-
ing, he does not seem solicitous. He seems
threatening and vile.

Some commentators say he is a fas-
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terrible news forRepublicans, America and the world
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2 cist—an idea he encouraged by inviting his
followers to pledge their allegiance to him
with a fascist-style salute at a rally in Flori-
da. This seems like an exaggeration, how-
ever, and, given his hunger for a grievance,
self-defeating. There is, similarly, no reason
to suppose he is racist, as many have. But a
significant minority of his supporters
are—17% of them consider ethnic diversity
bad for America, a strikingly high num-
ber—and Mr Trump’s dog-whistling on im-
migration seems at least partly designed to
appeal to them. No wonder86% ofAfrican-
Americans and 80% of Hispanics have a
negative viewofhim. Through a conscious
effort to spread discord he regularly trans-
gresses moral lines that no decent Ameri-
can public figure ever should. His methods
are abhorrent to most Americans; two-
thirds of voters dislike him. Yet the minor-
ity that does not balkat them is growing.

For most of the Republican contest, Mr
Trump got around 35% of the vote, mainly
from white men with only a high-school
education. That was more than his ri-
vals—a starting line-up of17, including four
senators, ofwhom MrCruzwas the last left
standing, and nine currentorformergover-
nors, including Mr Kasich. But it was low
enough to make Mr Trump seem a weak
front-runner, unable to win a majority in
any state, and apparently dependent for
his advantage on the way his opponents
had split the mainstream Republican vote.
Once the field was winnowed, it was as-
sumed, Mr Trump would be trumped.

Gonna come in first place
Yet it was he who was to prove the main
beneficiary of that consolidation. He won
his first outright majority in his home state
of New York on April 19th. He has since
matched that feat six times on the trot; in
Indiana he won 53% ofthe vote. In so doing
he has started pickingup support from oth-
er groups, including college students and
women, previously averse to him. 

Evangelical Christians have been
strangely drawn to Mr Trump from early
on. Working-class evangelicals, in particu-
lar, took him to victory in southern states
such as Georgia and South Carolina. In In-
diana, Mr Trump won evangelicals, who
represent half the state’s primary elector-
ate, by eight percentage points—which
might seem surprising. Mr Trump is thrice-
married and irreligious. On primaryday in
Indiana he also gave voice to an outlan-
dish slander against Mr Cruz’s father, a
well-known evangelical preacher. (He sug-
gested, on the basis ofno evidence, that Mr
Cruz senior had been involved in the mur-
der of John F. Kennedy: “I mean, what was
he doing—what was he doing with Lee
Harvey Oswald shortly before the death?
Before the shooting? It’s horrible.”)

Despite the initial size of the field, Mr
Trump is on the verge of breaking the re-
cord for votes won in the Republican pri-

maries (10.8m, set by George Bush in
2000). That is partly because, owing to a
combination of riled activists and a grow-
ing population, more people vote in Re-
publican primaries these days. He is still a
long way shy of the 66m votes with which
Mr Obama won re-election in 2012. Yet the
size of the haul and the growing breadth of
his appeal underlines the fact that, despite
his divisiveness, Mr Trump has a solid
chance ofbecoming president. 

His odds are helped by having a proba-
ble opponent, Hillary Clinton, who is also
disliked; around half of voters take a poor
viewofher. MrsClinton mustbe thrilled to
have an opponent more unpopular still,
and whom she has beaten in all but two of
the last 58 head-to-head polls. Yet such
polling tends to be a poor guide until after
the party conventions, which focus voters’
minds. And being unpopular is always a
weakness. Mrs Clinton’s victory over Mr
Trump, though likely, is not assured.

He would be a disastrous president. If
MrTrump’s diagnosis ofwhat ails America
is bad, his prescriptions for fixing it are cat-
astrophic. His signature promise is to wall
off Mexico and make it pay for the bricks.
Even ignoring the fact that America is see-
ing a net outflow of Mexicans across its

southern border this is nonsense. Mexico
has already refused to pay. Mr Trump’s re-
sponse was to threaten to stop remittances
being sent home to Mexico: “It’s an easy
decision for Mexico. Make a one-time pay-
ment of $5-10 billion to ensure that $24 bil-
lion continues to flow into their country
year after year.” That would probably be il-
legal, and only by instituting capital con-
trols could Mr Trump prevent people with-
drawing cash from an American bank
account in Mexico. His other big promises
on the border, to deport 11m illegal immi-
grantsand theiroffspring, and to barall for-
eign Muslims from America—“until our
country’s representatives can figure out
what is going on”—are no better.

Time for jumping overboard
Mr Trump’s economic positions, some of
which he rehearsed in his office, are also
fantastical. For example, he has pledged to
pay down America’s $19 trillion national
debt in eight years, while at the same time
cutting taxes by $10 trillion. Given that he
has also pledged to protect Social Security,
the Committee for a Responsible Federal
Budget, an advocacy group, has estimated
that he would have to cut other areas of
government by 93% to meet his objective.
He disagrees, citing the growth he prom-
ises to unleash by improving America’s
trade terms and the savings he would
make by rendering the government more
efficient. Yet the contribution government
waste and abuse makes to America’s $4
trillion federal budget is surely minuscule?
“No, all over government,” Mr Trump blus-
ters. “And I’ll tell youwhere there’s tremen-
dous, tremendousmoneybeingspent is on
the military. And yet I’m going to build up
the military. But I’m going to build it up for
us, not for every other country in the
world. We’re spending massive amounts
of money to protect other nations.” This
sort of free-flowing nativist bunkum, pur-
posefully delivered, including random ref-
erences to unrelated national fears, is illus-
trative ofMr Trump’s rhetoric.

Other countries should be worried, be-
cause Mr Trump has bad news for all of
them. He would jettison America’s exist-
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2 ing trade agreements in favour of short-
term, bilateral negotiations undertaken in
a spirit so spikily retaliatory as to make
trade wars, with China for starters, inevita-
ble. Mr Trump declared himself ready for
that outcome, as he must: his professed
willingness to walk away from any negoti-
ation, whether with a rival property devel-
oper or the world’s second biggest econ-
omy, is part of his shtick. “They can’t afford
it, we can,” he says. “We have a trade deficit
with China of hundreds of billions of dol-
lars a year.”

To reinforce America’s military writ, Mr
Trump would employ similar means.
“Let’s say we say we’re going to have a 10%
tax on goods coming in from China. Be-
cause they’re not supposed to be building
in the South China Sea, and because
they’ve devalued their currency…I’ll do
that in a heartbeat.” He would demand
that America’s allies pay “at least” the total
cost of any protective American pres-
ence—or be abandoned to police them-
selves: “I would like to continue defending
Japan. I would like to continue to defend
South Korea. And I would like to defend
Germany and Saudi Arabia and other
countries. [But] they’ve got to pay up.”

Wait till the party’s over
MrTrump would be even less indulgent to-
wards America’s multilateral obligations.
Asked whether, on the basis of his corus-
cating criticisms of the United Nations,
which he called fat, sloppy and inactive, he
would consider withdrawing America
from that organisation, he says: “You al-
ways have to be prepared to walk or you
can never get anything done. And that
means walking from countries, in terms of
defence, it means walking.”

No one could be more appalled by Mr
Trump’s success than the leaders of his
own party, most of whom are free-traders
and national-security hawks, and all of
whom want to win in November. That ex-
plains the enthusiasm many Republican
bosses and donors showed for the Stop
Trump movement. Despite a growing
probability that Mr Trump would be their
champion, they poured over $5m into tele-
vision and radio spots supporting Mr Cruz
or denigrating Mr Trump in Indiana. (Mr
Trump spent less than $1m.)

They had no shortage of ammunition.
MrTrump has in the pastbragged about his
many sexual conquests. He has had re-
course to bankruptcy law four times. His
every speech is littered with lies. By one
calculation, 76% of his political statements
last year were untrue. In a normal year, his
Republican critics would have stopped
him; why did they fail?

His unusual talents are part of the an-
swer. Charismatic, tactically astute, charm-
ing at times and ruthless, Mr Trump is a far
more formidable politician than almost
anyone had suspected. His outrages have

kept print- and broadcast-media attention
focused on him; with nearly 8m followers
on Twitter and a flair for pithy invective, he
rules on social media, too. At the time of
his entry into the race, his slander against
Mexicans seemed naive as well as boorish;
it now seems remarkable how well-
formed his pitch to resentful, working-
class whites was. He says this was because
he understands and shares their concerns.
“I worked summers when I was going to
school with carpenters and electricians.
You know my father was a builder in
Brooklyn and Queens, predominantly…I
worked with all of these guys, I know
these guys.” That has a rare ring of truth.
Expedience explains his positions on
many issues, including guns, which he
once disliked and now advocates, abor-
tion, which he once accepted and now op-
poses, God, in Whom he previously
showed little interest but now praises. His
xenophobia and protectionism, however,
have form.

Newspaper clippings suggest he vigor-
ously opposed the North American Free
Trade Agreement in 1993: “The Mexicans
want it and that doesn’t sound good to
me,” he was reported as saying. On trade,
revealingly, and unusually for a man who
admits to no weakness, he is even pre-
pared to acknowledge the negative conse-
quences of his populism. Asked whether
his supporters would not object, under a
Trumpian trade regime, to being forced to
pay more for an American-made product,
he says: “Maybe they buy less of it. I see
people buying five dolls for their daugh-
ters; maybe buy two dolls.”

Yet if Mr Trump’s supporters like his
message, many are also motivated by dis-
dain for the party bosses who so haplessly
opposed him. Exit polls in Indiana suggest-
ed halfofRepublican voters felt “betrayed”
by their party. This is a harvest the party
sowed in two ways. First, though it is a car-
icature to suggest, as Mr Trump and others

have, that the Republicans have long made
fools ofdistressed working-class whites by
offering them God, the flag and tax cuts to
the rich, it is a caricature with some truth to
it. None of Mr Trump’s 16 rivals spoke con-
vincingly to the concerns of wage-dis-
tressed workers; none had a thoughtful an-
swer to them. 

Second, years of partisan grandstand-
ing in Congresshave discredited America’s
entire political process, and the Republi-
cans—especially those of them thrust to
power by the party’s previous populist in-
surgency, the Tea Party—are mainlyrespon-
sible. The several recent crises Republican
congressmen have engineered over the
passage of the federal budget, which they
sought to hold hostage to their unrealistic
and unconstitutional demands of Mr
Obama, have earned the voters’ disdain.
In that sense, the Trumpian revolt is not a
continuation of the false promise raised by
the anti-government Tea Party, but its suc-
cessor. With Mr Trump’s nomination al-
most assured, its fires, too, must now rage
and burn out. 

Trump against Clinton: the general elec-
tion is shaping up to be hot and ugly. There
appears to be little prospect of Mr Trump
moderating his positions, by lurching to
the more ameliorative centre that Republi-
can leaders—fearing electoral annihila-
tion—recommend. Whether he believes in
his positions or not, they are mostly too ex-
treme to be credibly revised. Apparently
vindicated by his success in the primaries,
Mr Trump seems to have little interest in
changing tack. That also goes forhis aggres-
sive, often offensive methods. Turning to
Mrs Clinton, his one-time wedding guest,
the presumptive Republican nominee is
disdainful. “She’splayingthe woman card.
That’s all she’s got going. She’s got nothing
else going. The only thing she’s got is the
woman card. And she plays it to the hilt,”
fumes Mr Trump, whom 70% of American
women dislike. 7

Call and response
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“TRUMP is scary,” says Jim Adkins, the
manager of a branch of Olive Gar-

den, a restaurant chain, as he comes out of
the banquet hall of the St Peter & Paul Mac-
edonian Church, where he has just cast his
vote forHillary Clinton. MrAdkins usually
votes for the Republican Party, but this
time he overcame his dislike for Mrs Clin-
ton. An election volunteer, who overhears
the conversation, says many Republican
voters are defecting to the other side,
thanks to the seemingly unstoppable rise
ofDonald Trump.

These defections will play a role in the
November elections, but in the Indiana
primary on May 3rd only Republican votes
counted for Mr Trump—and he won big. In
spite of the local Republican establish-
ment’s best efforts to halt his advance, he
received 53% of the votes, compared with
only 37% for Ted Cruz, the Texas senator
who was the figurehead of a “Never
Trump” alliance. John Kasich, the governor
of Ohio, had ceased to campaign in Indi-
ana to improve Mr Cruz’s chances; he got a
measly 8%. Most of Indiana’s 57 delegates
are likely to go to Mr Trump. He is now al-
most certain to reach the 1,237 bound dele-
gates required to secure the Republican
nomination. He will be unopposed in the
states that are yet to vote. California alone
offers 172 delegates, New Jersey hands out
51. Mr Trump has already passed the mark
of1,000 delegates. 

On the Democratic side the race was a
bit tighter. Hillary Clinton, the front-run-
ner, was beaten by Bernie Sanders, her

surprisingly bigvictories in Maryland, Del-
aware, Pennsylvania, Connecticut and
Rhode Island on April 26th gave the prop-
erty tycoon a big boost. Trying to distract
from Mr Trump’s victories in the north-
east, Mr Cruz rushed to anoint Carly Fio-
rina, a former boss of Hewlett-Packard, as
his running-mate in Indianapolis the next
day. Two days later he managed to per-
suade Mike Pence, the state’s governor, to
endorse him.

MrCruz’s departure from the campaign
is unlikely to be the end of his political ca-
reer. The junior senator, a hardline conser-
vative who advocates deep tax cuts
skewed towards the rich, the loosening of
environmental rules and business regula-
tions, the repeal ofBarackObama’s health-
care law and an increasingly fierce anti-im-
migrant rhetoric, is only 45 years old. In his
speech on May3rd he seemed to be leaving
the door open to a comeback in some fu-
ture year. “Our movement will continue,
and I give you my word that I will continue
this fight with all of my strength and all of
my ability,” he said.

Mr Trump is keen to get the supporters
of Mr Cruz’s movement to back him in-
stead, which is why he found unusually
warm words in hisvictoryspeech forhis ri-
val, whom only the day before he had
called “Lyin’ Ted” around two dozen times
in a speech in Indiana. In his victory 

only rival. Mr Sanders received 53% of the
vote compared with 47% for Mrs Clinton,
confounding polls that suggested she
would win. YetMrSanders still hasvirtual-
ly no chance of wresting the Democratic
nomination from Mrs Clinton, who is al-
ready focused on the general election. 

The biggest news of the night was Mr
Cruz’s decision to drop out of the race.
“From the beginning I’ve said that I would
continue on as long as there was a viable
path to victory,” he said in a speech in Indi-
anapolis, the state’s capital. “Tonight, I’m
sorry to say it appears that path has been
foreclosed. Together, we left it all on the
field in Indiana.” The room was quiet.
Some supporters cried. Several told report-
ers they would never vote for Mr Trump.

Until as little as a week ago, Mr Cruz
seemed to have a good chance to win by a
decent margin in Indiana. He had bet big
on the Midwestern state, making it a perso-
nal all-or-nothing battle. Yet Mr Trump’s
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2 speech at Trump Tower in New York, Mr
Trump said that he was not sure whether
Mr Cruz liked him, but praised him any-
way, as “a tough smart guy” and “one hell
ofa competitor”.

Leading Republicans are starting to em-
brace Mr Trump’s takeover of their party.
After the Indiana results were confirmed,
Reince Priebus, chairman of the Republi-
can National Committee, wrote that “Do-
nald Trump will be presumptive GOP
nominee, we all need to unite and focus on
defeating Hillary Clinton”. After shock, an-
ger and denial, much of what is left of the
Republican establishment has reached ac-
ceptance. Mitch McConnell, the Senate
majority leader, put out an artfully worded
statement saying he was committed to
supporting the Republican nominee and
that the nominee was Mr Trump.

Mr Kasich, the only remaining candi-
date with appeal to centrist Republicans
(the unctuous Mr Cruz never hit it off with
Washington insiders), jumped ship on
May 4th. In a meandering speech in Ohio,
the deeply religious governor said that as

he was suspending his campaign he had
“renewed faith, deeper faith, that the Lord
will show me the way forward, and fulfil
the purpose of my life”. Not one word
about Mr Trump or any ofhis other rivals.

Never since modern polling began
have the two likely nominees of the big
parties been so disliked by the electorate.
Mr Trump’s net approval rating (where
those who disapprove are subtracted from
those who approve) is minus 40. Mrs Clin-
ton is at a still-Siberian minus 20.

Mr Adkins at the polling station says
that he finds it hard to trust Mrs Clinton,
but at least she is smart and experienced.
On the other hand Faylene Altomere, a re-
tired schoolteacher, voted for Mr Trump
because “he seems to be sincere”. Her big-
gest worry is an explosion of violence at
the convention in Cleveland. “It might be
1968 again,” she says, referring to the viol-
ent clashes between police and protesters
at the Democratic convention in Chicago
that year. Then, as now, voters were un-
happy with the government—and deeply
disliked the presumptive nominee. 7

The campaigns

Heard on the trail

Characterwitness
“Lucifer in the flesh...I have never worked
with a more miserable son ofa bitch in
my life.”
Former Speaker of the House, John
Boehner on Ted Cruz. The Stanford Daily

Touch the stars
“They just wanted to get in with Donald.”
Rival groups of supporters in Florida are
fighting over which are the real “Trum-
pettes”. Gawker

Riot grrrl
“The only way [Trump] wins the general
election is ifhe …repeal[s] women’s
suffrage between now and November.”
Tim Miller, press secretary for Jeb Bush’s
defunct campaign. CNN

Truther
“This man is a pathological liar...The man
cannot tell the truth, but he combines it
with being a narcissist...the man is utterly
amoral.”
Ted Cruz finally nails the Donald

Nobody loves us
“It sucks to be California, we’re like the
ugly stepchild. They need us for our cash
and our donors, they don’t need us for
anything else.”
The California Republican Party is insulted
by cheap seats in Cleveland. CNN

The boys are back in town
“I’m anticipating we’ll be doing a victory
dance. But if the Republican Party tries to
pull offany backroom deals and ignores
the will of the people, our role will
change.”
Chris Cox, chainsaw artist and founder of
Bikers for Trump, plans for the convention.
Huffington Post

You’re gonna miss me
“They say Donald lacks the foreign-
policy experience to be president, but, in
fairness, he has spent years meeting…
leaders from around the world: Miss
Sweden, Miss Argentina, Miss Azerbai-
jan.”
Barack Obama at his final White House
Correspondents’ Association dinner

Hedging yourbets
“I mean, I guess never say never. On the
one hand, I’ll say #NeverTrump, and on
the other hand, I’ll say never say never.
I’ll leave it ambiguous.”
Former #NeverTrump leader and Weekly
Standard editor, Bill Kristol, seems to have
given up. Newsmax

Bargain basement
“Five dollar shirts. Something to wipe the
tears offwith.”
Salesman at Mr Cruz’s concession rally.
Matt Flegenheimer of the New York Times

“I NEED your prayers,” said Bill de Bla-
sio, New YorkCity’s mayor, to the pas-

tor before addressing a congregation in
Queens. He did not say why, but it may be
because his administration is the subject
of multiple investigations by federal, state
and local enforcement and regulatory
agencies. Most of the probes, including
one by Preet Bharara, the federal lawyer
trying to weed out corruption in New York
state, involve money, specifically fundrais-
ingand campaign finance. Mrde Blasio has
not been accused of any wrongdoing, but
some in his inner circle have received sub-
poenas, including Emma Wolfe, a political
adviser, Ross Offinger, his former top fun-
draiser, and BerlinRosen, a consulting firm
with close ties to him.

The investigations, among other things,
are looking into whether his office avoided
campaign-contribution limits by getting
powerful unions and wealthy individuals
to donate to upstate county committees.
The money then seems to have been hand-
ed to candidates running for state Senate,
which may have broken the law. Cam-
paign-finance laws in NewYork, up to now,
have not been well enforced. And guide-
lines are lacking. “The system seems to
workon a wink-wink, nudge-nudge basis,”
says Susan Lerner of Common Cause, a
corruption watchdog. “Did [Mr de Blasio]
say something instead ofwinking?”

New York politics

Boss de Blasio?

NEW YORK

Probes may reveal more about
corruption in Albany than in CityHall

The mayor, probed
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2 Mr de Blasio says there is a double stan-
dard. He has implied that he is being un-
fairly targeted. He may be right. At first
glance, the various investigations might
seem petty. But two questions remain: did
his team engage in a quid pro quo, and did
the mayor endorse it? There have long
been accusations that Mr de Blasio is too
close to developers who donated to his
now closed non-profit. He has been ac-
cused of picking an unnecessary and un-
popular fight to ban the horse-drawn car-
riages from Central Park because
developers were said to want the land oc-
cupied by the stables. That the mayor’s
team does not appear to have done any-
thing that is not already common in Alba-
ny, the state capital, no longer sounds like
much ofa defence.

On May 3rd Sheldon Silver, a Democrat
and former Assembly Speaker, was sen-
tenced to 12 years in prison after being
found guilty of using his position to obtain
nearly $4m in bribes and kickbacks. Cor-
ruption in New York does not stick to one
side of the aisle. Dean Skelos, a Republican
and formerhead ofthe state Senate, will re-
ceive his sentence next week. He was con-
victed ofconspiracy, bribery and extortion
and using his post for financial gain. Be-
tween 2004 and 2013 there were more than
500 public-corruption convictions in the
state. According to Citizens United, state
lawmakers are more likely to quit because
of ethical or criminal issues than to die in
office. Mr Bharara has called Albany a
“cauldron ofcorruption”.

New Yorkers are fed-up with dirty poli-
ticians. A Siena poll released on May 3rd
showed that a whopping 97% of them
want the governor and the legislature to
pass new laws to address corruption in
state government before the session ends
next month. But they are extremely pessi-
mistic that lawmakers will do anything
about it. Previous efforts went nowhere, or
did not go far enough. Andrew Cuomo,
New York’s governor, vowed to clean up
Albany, but he disbanded a commission to
root out public corruption.

City Hall does not share Albany’s repu-
tation. But even ifMr de Blasio is cleared of
all wrongdoing, the probes have severely
damaged him, according to DougMuzzio, a
political scientist at Baruch College. The
mayor has been the focus of damning
headlines in local tabloids for days. All this
distracts from his successes, points out Ni-
cole Gelinas of the Manhattan Institute, a
New York think-tank. Crime remains low
even as it goes up elsewhere. Last month
was the safest April in more than 20 years.
Homelessness is down. For the moment
Mr de Blasio’s reforms in criminal justice
go unheralded, and governing is difficult
while his top staffare receivingsubpoenas.
The whole business may also affect his re-
election campaign, depending on how
long the investigations last. 7

HOW fast are incomes growing? The an-
swerswingselections; Ronald Reagan,

on his way to victory in 1980, told voters to
ask themselves if they were better off than
they were four years earlier. It also shifts
the political spectrum. Paltry wage growth
since the financial crisis has fed populism
in both parties. According to official statis-
tics, real (ie, inflation-adjusted) median
household income in 2014 was only 0.7%
higher than in 1989, when the Gipper left
office. It isa common refrain that since then
rising inequality, trade and outsourcing
have left middle America languishing be-
hind. But several trends make household-
income statistics look gloomier than they
really are.

Take household size. Since 1989, house-
holds have become, on average, 3.4%
smaller, as fertility has fallen and living
alone has become more common. In 1989
there were 2.63 Americans per household;
today there are 2.54. Smaller households
mean fewer earners (and fewer mouths to
feed) in each, lowering median incomes
without necessarily makinganyone worse
off. At the same time, higher earners are in-
creasingly likely to marry one another.
This pushes up inequality between house-
holds, but not between individuals. Since
1989, the real earnings of the median work-
er—a measure affected by neither of these
trends—have grown by fully13%.

All that growth, however, came before
2000, lending credibility to Hillary Clin-
ton’s claim that most workers have not
seen a payrise in 15 years. Small payrises in
the mid-2000s were wiped out by the fi-
nancial crisis. But another trend is sup-
pressing the recovery of incomes since the
recession: ageing. Americans’ incomes
usually peak in middle age, then decline as
they head towards retirement. The median
income of households headed by 45- to 54-
year-olds in 2014 was $71,000; for house-
holds headed by 65- to 74-year-olds, it was
only $45,000.

This matters because America has been
greying. The oldest of the baby-boom gen-
eration began to retire in 2008. Because
workers who were once cashing pay-
cheques are now drawing pensions, this
hasheld down average income growth. Be-
tween 2010 and 2014, real median house-
hold income grew by 0.3%. But a weighted
average of the median income in each age-
group, with the weights frozen to reflect the
age profile of the population in 2010, is up
by1.9%. This suggests that ageing is a signif-

icantdragon the headline measure. (When
the numbers are not adjusted for ageing,
the weighted-average measure is up by
only 0.7%, so the different construction of
the two measures accounts for only some
of the gap.)

There is a catch, though: although the
old have lower incomes than the working-
age, today’s oldies have benefited most
from rising incomes in recent decades. For
example, households headed by 65- to 74-
year-olds have incomes almost 30% higher
in real terms than similar households in
1989. By contrast, incomes of households
headed by 45- to 54-year-olds are 7% lower
(see chart).

Why have the silver-haired done rela-
tively well? Rising Social Security (public
pension) payments are one answer. The
median Social Security cheque has grown
by 9% in real terms over the past decade.
This is probably because today’s pension-
ers enjoyed rising incomes while they
were working. Social Security entitlement
grows with average wages, so rising wages
in one decade deliver larger retirement
cheques in the next.

This phenomenon diminishes, but
does not eliminate, ageing’s drag on in-
comes. Exclude over-65s entirely from the
figures, and the weighted-average median
income, with 2010’s population weights,
grew by 1.5% (rather than 1.9%) between
2010 and 2014. 

Gender matters, too. Among women,
real median earnings are up 32% since 1989;
for men, growth was just 4.5%. But as more
women entered the workforce, their lower
earnings probably reduced average wages.
Reagan’s question was simple enough for
individuals to answer. For a whole coun-
try, it is much harder. 7

Ageing and income

Silver-haired in clover

Howdemography distorts household-income statistics

Golden oldies

Source: Census Bureau
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OSCAR WILDE’S quip doesn’t cover it.
For not one, nor two, but three of a

state’s highest officials to be embroiled in
separate scandals goes beyond misfortune
and carelessness and begins to look like a
trend. And, in a way, in their strange inter-
sections the pile-up ofcontroversies in Ala-
bama do create a pattern. It has the rough
shape ofa Mexican stand-off.

The grand-daddy of the ruckuses in-
volves Alabama’s grandfatherly governor,
Robert Bentley, a hitherto moralistic 73-
year-old. Mr Bentley has been humiliated
by leaked recordings of saucy phone calls
between him and Rebekah Mason, a for-
mer aide; last year the governor’s wife of
50 years divorced him. Mr Bentley issued a
Clintonian denial of“a physical affair”, but
the embarrassment has continued in re-
portsofhisextensive use ofburnerphones
and demands for the inspection of “Wan-
da’s desk”, named after Mr Bentley’s for-
mer secretary (on the tapes, he says he
wants to rearrange her office for privacy).

Cue calls for his resignation, appeals to
the state ethics commission and for a re-
call, inconvenientlynotprovided for byAl-
abama law. Slightly more practically, Ed
Henry, a Republican member of the state
House of Representatives, submitted a res-
olution calling for the governor’s impeach-
ment, on grounds he summarises as Mr
Bentley’s “inability to run the state” and
“using state resources inappropriately”.
Since Alabama has never impeached a go-
vernor before, new procedures had to be
devised, whereupon, Mr Henry says, the
party establishment concocted rules to
“make it so difficult as to nullify” the pros-
pect. If that was the aim, it failed, and he
won the support needed to trigger a probe
by the state House Judiciary Committee.
(Mr Henry is co-chairman of Donald
Trump’s state campaign, but seeshispecca-
dilloes differently: Mr Bentley “deceived
the people”, he says, whereas Mr Trump
“hasn’t tried to sell us a bill ofgoods”.)

The next step would be hearings in the
House itself, presided over by its Speaker,
Mike Hubbard. That is, so long as Mr Hub-
bard’s own trial on 23 felony charges, set to
begin this month, goes his way. He is ac-
cused of improperly exploiting his Speak-
ership and former chairmanship of Ala-
bama’s Republican Party; his colleagues
have sportingly kept him in office since his
arrest in 2014. Mr Hubbard denies all
wrongdoing. His lawyersargue thatan eth-
ics law he championed, now turned

against him, is unconstitutional.
Mr Hubbard’s predicament and Mr

Bentley’s are linked by more than the im-
peachment formula. The amorous tapes
were released just as Spencer Collier—
head of the Alabama Law Enforcement
Agency (ALEA), until he was dismissed by
MrBentley the previousday—gave hisown
version ofthe governor’s relationship with
Mrs Mason. Mr Bentley said he fired Mr
Collier over alleged mismanagement, “in-
cluding possible misuse of state funds”. In
hisdefence MrCollierpoints to a recent au-
ditor’s report that found no such problems
in the agency; he calls the allegations
against him “bogus, made-up stories”. Be-
ingsacked by MrBentley, whom he consid-
ered a close friend, was a betrayal “beyond
my worst nightmare”.

The real motivation, Mr Collier main-
tains, relates to Mr Hubbard. In a claim less
salacious than his account of the gover-
nor’s private life, but perhaps more impor-
tant, Mr Collier says he was dismissed be-
cause he submitted an affidavit affirming
that the ALEA had cleared prosecutors in
the Hubbard case of misconduct. He
claims Mr Bentley wanted him to say the
investigation was ongoing: “That’s why he
blew up.” Had he not filed the affidavit, the
trial might have been delayed further—and
with it a possible appearance on the wit-
ness stand by the governor. (Mr Collier is
now suingMrBentley; MrBentley, who de-
niesaskingMrCollier to lie or that there are
grounds for impeachment, appointed his

own bodyguard as ALEA’s boss instead.)
The impeachment process may wither

in committee. But should it get through the
House, Mr Bentley would be tried in the
Senate. As Alabama’s constitution speci-
fies, that trial could be overseen by the
state’s chief justice, Roy Moore. That is, if
he has not been forcibly ejected from office
himself—again.

You remember Mr Moore: in 2003 he
was ousted as chief justice after defying a
federal court’s order to remove a granite
monument of the Ten Commandments
from the state judicial building; he was re-
elected in 2012. This time the complaint,
currently under consideration by the Judi-
cial Inquiry Commission, is that he abused
his authority, and undermined public trust
in the judiciary, by counselling probate
judges to flout federal orders to issue same-
sex marriage licences. On April 27th, in the
rotunda where the offending monument
was once installed, Mr Moore denied any
misconduct. Far from disobeying the law,
he argues, he was following it.

Casting the first stone
“He’s disgraced his office too many times,”
says Richard Cohen of the Southern Pover-
ty Law Centre, which submitted the com-
plaint. Still, a fresh martyrdom might be a
useful springboard for a bid for the gover-
norship. Mr Moore has run twice before,
once against Mr Bentley. “Who knows
what I will do in the future?”, he recently
told The Economist. (Mr Hubbard is also
considered a contender, circumstances
permitting.) Quite apart from their politi-
cal rivalry, Mr Bentley and Mr Moore have
not always seen eye to eye: for all his sanc-
timony, Mr Bentley has been fatalistic
about gay marriage, whereas Mr Moore is
still fighting it. If he is disrobed again, Mr
Bentley would appoint his successor.

These imbroglios are different and coin-
cidental. Yet they overlap. To begin with,
everyone concerned is a conservative Re-
publican—further evidence, perhaps, of
the risks of single-party rule, a danger am-
ply documented in Alabama’s lurid politi-
cal history (the lack of impeachments is
not for want of cause). In the past the ac-
cused were frequently Democrats: the last
Democratic governor is in prison. Indeed,
the promise to clean up the mess helped
the Republicans sweep the statehouse and
brought Mr Hubbard to the Speakership. 

And, disparate as they are, the cases
have collided. To recap: Mr Bentley could
appoint Mr Moore’s successor, if he is not
impeached first. Mr Moore could oversee
Mr Bentley’s impeachment, unless he is
defenestrated, in which case the gover-
nor’s appointee might preside. Mr Hub-
bard would refer the impeachment to the
Senate, depending on the verdict of his
own trial, which may feature testimony
from Mr Bentley. Alternatively, of course,
they may all keep their jobs. 7
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“THE lesseroftwo evils isnotan option. I won’tvote forevil.”
So says Julie Edwards, a volunteer for the insurgent presi-

dential campaign ofSenator Bernie Sanders, explaining why she
will spurn both main party candidates if—as looks almost cer-
tain—herhero loses the Democratic presidential primary and Hil-
lary Clinton ends up battling Donald Trump. Ms Edwards was
one of dozens of Sanders-backers gathered at an Indianapolis
pub on May 3rd to watch the results of the Indiana presidential
primary. Many, declaring themselves “Bernie or Bust” voters,
pledged to write their hero’s name on to the ballot paper if he is
not the Democratic nominee. Mrs Clinton is steeped in “incredi-
bly horrendous scandals” and can never win a general election,
averred Ms Edwards. Other volunteers called her “a criminal”, a
“neocon” and—perhaps most damningly for some—a pragmatist.

A hard-bitten professional campaign consultant, hopping
cross-country flights to snag rich donors, might find the crowd at
the Union JackPub a little homespun. Abearded man startled ba-
bies by leading shouts of “Feel the Bern”, then, unbidden, apolo-
gised to a Native-American woman on behalf of his ancestors.
But there was nothing woolly about the headlines that filled the
pub’s TV screens, prompting whoops: they showed Mr Sanders
beating Mrs Clinton in the Indiana primary, marking his 19th vic-
tory. More than 9m Americans have now voted for Mr Sanders
(who does notably well among the young) and more than 2.4m
have given him donations totalling $210m. Mrs Clinton remains
well ahead, with more than 12m votes to date and an all-but-in-
surmountable lead in the race to accumulate delegates, as well as
among the party bigwigs who cast ballots as superdelegates. Yet
she is more respected than loved—helping to explain the startling
success of Mr Sanders, a snowy-haired scold who thunders
against global free-trade pacts, wants to break-up big banks and
generally make America more like a Nordic social democracy.

Still, Mr Sanders’s power over the primary contest is fading.
His fundraising dropped last month and his campaign recently
laid offhundreds ofstaff. Even among true believers at the Union
JackPub, many only hoped that he can still win. Attention is thus
turning to how his clout will be felt from now on. While insisting
that he still has a path to the nomination and will fight on for the
last major prize, California’s state primary on June 7th, Mr Sand-

ers has signalled his intent to exert power over Mrs Clinton as a
nominee and president. Most directly, he wants to enshrine such
policies as a $15-an hour minimum wage, a ban on natural-gas
fracking and bank-bashing in the party platform approved at the
Democratic National Convention. 

Ben Wikler of MoveOn.org, a prominent campaign outfit of
the left, suggests that Mr Sanders can still wield considerable
sway by prodding Mrs Clinton to embrace progressive policies as
a candidate, and even more sway when she fills big jobs in her
government, citing the dictum “personnel is policy”. He credits
the senator from Vermont with riding a “perfect populist storm”,
at a moment when social media and digital tools have eroded the
power of big media “gatekeepers” and big money donors—and
when “the system has manifestly failed to deliver, for young peo-
ple, for instance”.

But campaign platforms are soon forgotten and do not bring
lasting change, cautions Howard Dean, the former governor of
Vermont who staged his own insurgency in 2004. Mr Dean brief-
ly led the presidential primary field with an internet-driven re-
volt against his own party, which he denounced for supporting
George W. Bush’s tax cuts and invasion of Iraq. Mr Sanders is “not
thinking clearly right now” says Mr Dean, adding: “I have been
where he is, this is a very difficult time.” Admitting that victory is
lost is not as hard as letting down supporters “energised” around
the country, recalls the former candidate. Mr Dean, who later be-
came a party boss as chairman of the Democratic National Com-
mittee and who isbackingMrsClinton, is sceptical about another
Sanders demand: to turn all Democratic presidential contests
into primary elections open to independents and non-members.
That would abolish the Iowa caucuses (the quirky, low-turnout
gatherings that kick off each presidential season), and “I have
been there and tried that,” says Mr Dean with a hollow laugh.

The revolution will be digitised
Have no doubt that the Sandernista movement is big: his rallies
can draw tens of thousands, some reciting his best-known lines
along with their hero. A harder question is: how big? Has the sen-
ator merely fired up the most liberal quarter of the electorate? Or
has he (as Bernie fans insist, pointing to opinion polls) found
causes that inspire nationwide majorities? Mr Dean, for one, sug-
gests that his Vermont neighbourhas correctly spotted issues that
worry most Americans, starting with a sense that the economy is
rigged, but has not found solutions with majority support.

Perhaps surprisingly, Mr Dean (now a silver-haired grandee,
interviewed athisWashington lawfirm) and youngvolunteers at
the Union Jack Pub agree on how Mr Sanders may wield lasting
power: by changing the party from the bottom up, even though
the Vermont senator joined the Democrats to run for the White
House only after years as an independent. Mr Dean founded a
group, Democracy for America, that claims to have elected 100
candidates from local councils to Congress. A Sanders-backed
outfit could “easily raise $200m” and elect 1,000 candidates, pre-
dicts Mr Dean. That appeals to Elizabeth Hyde, a Sanders volun-
teer-leader in Indianapolis, who talksofa years-longcampaign to
move her party leftwards, copying “infiltration” tactics long used
bythe Republican right. In the short term, MsHyde is steeling her-
self to vote for Mrs Clinton if she must, to stop Mr Trump. She is
not alone, polls suggest. The Sanders movement may well tor-
ment Democratic centrists for years to come. But sometimes elec-
tions precisely involve picking lesser evils. 7
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AT 7.30pm it is pitch dark at the Orinokia
shopping centre in Puerto Ordaz, in

eastern Venezuela. The mall, one of the
biggest in Latin America, would normally
be floodlit and open until 9pm. But undera
new edict from Venezuela’s government,
shoppingcentres must close by seven. That
is one of a number of measures the coun-
try’s populist regime has taken to cope
with cripplingpowershortages. Ithas insti-
gated scheduled four-hour rolling power
cuts across the country, which in some ar-
eas have lasted for days. Civil servants
have been told to work just two days a
week. Clocks have been moved forward
byhalfan hour, endingthe Venezuela-only
time zone introduced by the late Hugo
Chávez, the country’s leader from 1999 to
2013. The remedy for the energy crisis, the
government seems to be telling its citizens,
is to do as little as possible. 

For residents of Puerto Ordaz, Venezue-
la’s only planned city, power shortages
seem like a bad joke. It was founded in the
1950s with the idea that cheap hydroelec-
tric power would fuel industries that
would make the country less dependent
on oil exports. The city lies downstream
from the Guri hydroelectric plant, the
fourth-largest in the world, which pro-
vides around two-fifths of Venezuela’s
electricity. But the reservoir is running dry.
The water level is less than two metres
from its “catastrophe” point, at which the
generatormustbe switched offto avoid da-

ion polls. The opposition, which took con-
trol of the National Assembly in elections
lastDecember, isdoing itsbest to make that
happen. One idea, a constitutional amend-
ment to shorten Mr Maduro’s term, has
been blocked by the supreme court, which
takes its marching orders from the regime.
The government’s foes hope to get further
with a referendum to recall the president
from office. 

They have cleared the first hurdle. In
only six days the opposition collected
1.85m signatureson a petition to initiate the
referendum, more than nine times the
200,000 needed. Karina, once a supporter
of the government, was one of the signers.
On May 2nd the opposition delivered the
signatures to the election commission. In
theory, once the commission verifies them,
opposition workers will collect 4m signa-
tures, representing a fifth of the electorate,
to launch the referendum itself. If that
passes this year, with more than the 7.6m
votesMrMaduro won in the 2013 presiden-
tial election, he will have to leave office
and a new election will be held. 

The government can be counted on to
use all the tricks at its disposal to frustrate
thatplan. MrMaduro hasdismissed the ref-
erendum as a plot by the “oligarchy” that
now runs the National Assembly. In case
the election commission does not prove to
be as subservient as the supreme court, he
created an entirely new “council for signa-
ture revision” to double-check its work. It
will be headed by Jorge Rodríguez, the
gruff mayor of a district in Caracas, who is
one of his closest allies. In making the an-
nouncement, a rattled Mr Maduro repeat-
edly claimed that the recall process is “op-
tional”. In fact, Chávez inserted it into the
constitution adopted in 1999 as a way to
justify extending presidential terms from
five years to six. 

Delaying the referendum might suit the 

magingits turbines. Unless it rains, Venezu-
ela could be plunged into darkness within
a matter ofweeks.

The immediate cause is drought, wors-
ened by El Niño, a climatic phenomenon.
But that is not the whole story. This is Vene-
zuela’s third electricity crisis since 2010.
The national government, which owns the
Guri plant, has not increased power gener-
ation in line with demand. It has spent bil-
lions of dollars on back-up thermoelectric
projects, but failed to maintain them prop-
erly. Many are operating at far below their
capacity.

Bolivarian blackouts
The power cuts add to the misery caused
by inflation, which is expected to top 400%
this year, and shortages of basic consumer
goods. Polar, a private conglomerate that
makes around 80% of Venezuela’s beer (as
well as much of its food), stopped brewing
on April 29th after the government turned
down its request for the dollars it needs to
import malted barley. At night, people ex-
press their fury by burning tyres and run-
ning wires to block traffic along the road
that leads from Puerto Ordaz to San Félix,
its older, poorer neighbour. “I’m a pacifist, I
don’t like protesting,” says Karina, cradling
a baby. “But this is unbearable.”

Such discontent is a worry for Chávez’s
bumbling successor, Nicolás Maduro.
About 60% ofvoters want him out ofoffice
by the end of this year, according to opin-
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The country is running out ofpower. The regime will find ways to hang on
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2 government’s purposes (though not Mr
Maduro’s) better than derailing it. To trig-
ger a new presidential election, a referen-
dum would have to be completed before
Mr Maduro’s term has less than two years
to run. If it happens later, the vice-presi-
dent, currently Aristóbulo Istúriz, would
take over for the remainder of the term.
The cut-off date is disputed. Mr Maduro
would argue that his six-year term began
when he took over from Chávez, then suf-
fering from cancer, in January 2013; the op-
position says it started after he won the
election in April that year.

A referendum that ushered into power
Mr Istúriz, who is more moderate than Mr
Maduro but still a loyal chavista, might de-
light some factionsofthe regime, including
the armed forces. Many chavistas know
that the floundering president cannot win
another election in 2018. They would
prefer to go into that fight with a more prag-
matic, and perhaps more competent,
leader. The opposition, and most Venezue-
lans, would like Mr Maduro to leave office,
without turmoil, this year. Of all the possi-
ble scenarios, says Luis Vicente León, a
pollster, that one seems the least likely. 7

ABOUT 30 years ago Carlos Fuentes pub-
lished a dystopian novel set in the near

future about a city washed by acid rain. He
called the town “Makesicko Seedy”. In 1992
the United Nations identified Mexico
City’s air as the most polluted on the plan-
et. It is more breathable now, thanks to the
closure of an oil refinery, the elimination
of lead from petrol and numerous other
green measures, but still not wholesome.

In mid-March this year local authorities
issued the first ozone alert in nearly 14
years. There have been two since, prompt-
ing parents to keep their children home
from school. After a spike on May 2nd the
“environmental commission of the mega-
lopolis”, a regional body, ordered 40% of
the cars off the road, initially for a day. The
order was then extended. This provided a
respite but angered drivers. Mexico City
needs better ways to clean up its air. 

The city’s site, at an altitude of2,250 me-
tres and surrounded by mountains, makes
that difficult. Solar radiation, more intense
at high altitude, encourages the formation
of lung-damaging ozone. The mountains
trap the gas. With 5.5m cars, Mexico’s capi-
tal is the world’s most congested city, ac-
cording to TomTom, a maker of navigation

devices. If the current rate of growth in car
ownership continues, the city’s fleet will
double in size over the next four years. 

The government’s sticking-plaster sol-
ution is to keep some vehicles temporarily
off the road. In response to the March
ozone alert it tightened the rules for “hoy
no circula” (“don’t drive today”), a scheme
that bans cars from the city one day a week
(and one Saturday a month). Before, the
rule applied only to the dirtiest cars. From
April to June, all cars will be confined to
their garages once a week. When the air
gets especially noxious, as on May 2nd, the
number ofbanned cars doubles. 

Thishasdone some good. In addition to
purifying the air, the new rules reduced
traffic jams by 30%, according to Waze, a
navigation app. But they have provoked
off-road rage, especially among drivers of
cleaner vehicles. “Customers are furious
because I can’t resolve their problems,”
fumes Alejandro Nuñez, a repairman.
Congestion and pollution will return as
the number of cars expands. If the restric-
tions continue, more drivers are likely to
buy cheaper, dirtier cars for days when
their primary vehicles are immobilised, as
some did when hoy no circula was first in-
troduced. 

To solve the problem, Mexico will need
to spend more money more intelligently.
Three-quarters of transport investment in
urban Mexico goes into expanding and
maintaining roads, according to the Insti-
tute for Transportation and Development
Policy, a think-tank in New York. Some
Mexican plannerswant to change that. The
environmental commission advocates
doubling the number of Metro lines to 24
and adding1,000km (600 miles) to the bus
rapid transit (BRT) network. The World
Bank may lend 3 billion pesos ($170m) for
public-transport projects nationwide, in-
cluding an extension of one of the BRT
lines. Thatwill notcome close to paying for
the commission’s ambitious ideas, which
would cost 40 billion pesos a year. Neither
the city nor the federal government can af-
ford that. 

Nasty little buses
Among the most urgent needs is to do
something about smog-belching, privately
owned microbuses, which account forhalf
of passenger journeys in Mexico City, says
Francisco Barnésofthe Centro Mario Moli-
na, a think-tank. He proposes extending
the BRT network to the busiest microbus
routes and replacing dirty buses with
cleaner ones on less popular routes. Other
possible fixes would be more parking me-
ters; ending a requirement that builders of
new apartment blocks provide enough
parkingforall their residents; and a conges-
tion charge. These would not be popular.
Resistance from bus-owners and commut-
ers may block such changes as effectively
as they snarl up the city’s traffic. 7

Pollution in Mexico
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To clean up its air the capital has to
spend more money, more intelligently

TO RESIDENTS of Lagarto, a town of
100,000 in north-eastern Brazil, Judge

Marcel Montalvão is a hero for his pursuit
of drug traffickers, a local scourge. The
100m Brazilians who use WhatsApp joke
that he must be smoking something him-
self. On May 2nd Mr Montalvão ordered
mobile-phone companies to suspend the
internet messaging service for 72 hours. Its
alleged offence: it failed to provide infor-
mation that police had requested in an in-
vestigation into narcotics trafficking.

The judge’s order threatened to disrupt
not just social life but commerce as well.
What started a few years ago as merely a
cheap and convenient way forBrazilians to
text their friends is now a crucial consum-
er-to-business communications platform,
observes Juliano Spyer, an anthropologist
who studies Brazilians’ social-media hab-
its. From hipsterish food-trucks to hawkers
in favelas (shantytowns), businesses use it
to plug their wares and take orders. “The
first thing that ran through my mind when
I learned of the block was: bookings!” ex-
claimed Paula Costa, who runs a bed-and-
breakfast near São Paulo. Four in five reser-
vations now come via the app, she says. 

In this case, the law itself is not an ass.
Brazil’s “internet bill of rights”, passed in
2014, enshrines the principle of “net neu-
trality” (which obliges network operators
to treat all traffic equally). It also gives
strong protections to online privacy and
freedom of expression. Advocates of inter-
net freedom laud the legislation as an ex-
ample to follow.

The problem is with how it is imple-
mented and interpreted. Regulations that 

Technology in Brazil

Faulty powers

SÃO PAULO

A judge shuts down WhatsApp. Chaos
ensues
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EARLIER this year more than 600,000
Mexicans signed a draft anti-corrup-

tion bill drawn up by civic groups, thus
forcing the country’s Congress to debate
it. Popularly known as the “3-out-of-3
law”, the bill would require public offi-
cials to publish declarations ofassets, tax-
es paid and possible conflicts of interest.
On April 29th, the last day of the parlia-
mentary session, the Senate failed to ap-
prove it and an equally important mea-
sure to grant independence to a new
anti-corruption prosecutor, mainly be-
cause of the opposition of the Institution-
al Revolutionary Party of President En-
rique Peña Nieto. Unless Congress calls
an extraordinary session and the laws are
passed by May 28th, Mr Peña’s vaunted
new National Anti-corruption System,
enshrined in a constitutional amend-
ment last year, will become a dead letter.

The push for the 3-out-of-3 law is an ex-
ample of an unprecedented popular mo-
bilisation against corruption in Latin
America. This has gone furthest in Brazil,
where millionshave taken to the streets to
demand the impeachment of Dilma
Rousseff, the president, and also to back a
judicial crusade against graft at Petrobras,
the state-controlled oil company, which
has seen business leaders jailed and pow-
erful politicians accused. 

But it goes wider. In Guatemala street
protests and the work of a UN-backed in-
vestigative commission helped to topple
a president over corruption allegations
last year. Protests in Honduras forced the
government to accept a similar, though
weaker, commission. In Chile, a party-fi-
nancing scandal prompted laws against
conflicts of interest. In Argentina, follow-
ing a change of government, prosecutors
and judges are closing in on Cristina Fer-
nández de Kirchner, the previous presi-
dent, and her associates.

Corruption has long been endemic in
Latin America. Voters have tolerated politi-
cians who “steal but get things done” (an
epithet first applied to a populist governor
of São Paulo in the 1940s). In highly un-
equal societies with rudimentary states,
the poor were grateful to the few politi-
cians who helped them. The commodity
boom of the 2000s brought wealth to gov-
ernments; some of that was stolen. But
overall there isno evidence thatcorruption
has got worse: polls report that slightly
fewer respondents say they have had to
pay bribes.

Several factors are behind the mount-
ing intolerance of corruption. There is a
bigger middle class, which is demanding
accountability and wants tax revenues
spent on better public services. Social me-
dia have made it easier for individual citi-
zens to mobilise. And there has been a
slow maturing ofcivil society. 

Perhaps the least remarked develop-
ment has been what Kevin Casas-Zamora,
a former vice-president of Costa Rica now
at the Inter-American Dialogue, a think-
tank in Washington, calls “the patient
building of a new normative edifice”

against corruption. Many countries have
adopted international conventions
against bribery and in favourofopen gov-
ernment. These have been complement-
ed by national laws, on freedom of infor-
mation, increasing the penalties for
corruption and, in Brazil under Ms Rous-
seff, empowering investigators by allow-
ing plea-bargaining. During 30 years of
democracy, many of Brazil’s judges and
prosecutors have become more indepen-
dent and more professional. 

That is not so everywhere. In the short
term, the corruption scandals are under-
mining faith in democratic politics. There
is a risk that anger will be exploited by
populist leaders. Hugo Chávez came to
power in Venezuela by posing as a cru-
sader against corruption. In office he did
his best to increase it, by curtailing the in-
dependence of the judiciary, media free-
dom and accountable government. Some
Latin Americans still turn a blind eye to
dishonesty: a poll in Lima in 2014 found
that half of voters believed that the victor
in a mayoral election would steal but get
things done.

It is vital that the current mobilisations
against corruption translate into more ef-
fective lawsand stronger institutions. Del-
tan Dallagnol, a young Harvard-trained
prosecutorwho heads a task-force investi-
gating the Petrobras scandal, told La Na-
ción, an Argentine newspaper, that the
object is “to build citizenship, especially
among lower-income people, so that they
understand that the money siphoned off
by corruption affects the attention that
the state gives to their needs.”

That was well said. Many Mexicans
get the point. By blocking action against
corruption, Mr Peña not only looks like a
man whose party has something to hide.
He is also putting himself on the wrong
side ofLatin American history. 

Stop stealingBello

What lies behind the popularrevolt against corruption?

specify how to apply the law have yet to be
passed. Law-enforcementofficialsare clue-
less about how to interpret it, and, indeed,
about how the internet works, laments
Monica Rosina, a lawyer and academic
who has lectured to judges, prosecutors
and police officers on the subject. Though
some are ignorant of technology, judges
have been emboldened by their successful
crusade against corruption (see Bello). The
result, says Ms Rosina, is that “extreme
measures are being treated as standard.” In
December a lower-court judge in São Pau-
lo blocked WhatsApp, which is owned by
Facebook, for 48 hours on grounds similar

to those invoked by Mr Montalvão. 
An appeals-court judge unblocked the

service well before the suspension had run
its 72-hour course. He accepted Whats-
App’s argument that it simply cannot com-
ply with Mr Montalvão’s wishes (it does
not store chat histories, and the messages
are in any case encrypted). He chastised
his fellow judge for causing “social chaos”.
Most experts agree that the blanket ban vi-
olated net neutrality (by singling out
WhatsApp traffic) and freedom of expres-
sion (by curbing Brazilians’ ability to com-
municate). Mr Montalvão based his deci-
sion on a clause that permits “temporary

suspension of activities” in narrow cir-
cumstances. His critics contend he misread
it. Brazil’s biggest consumer-protection
group called the ban “disproportionate
and harmful”. 

Some lawmakers want to prevent fu-
ture disruptions by amending the law to
forbid the state from blocking internet ser-
vices. But a congressional committee on
cybercrime, which is dominated by law-
and-orderconservatives, has itsown ideas.
It issued recommendations that would
make it easier for judges to force network
operators to take down entire websites or
apps. WhatsAppers are not safe yet. 7
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THE impressive view across the Hoo-
ghly river from her office high up in the

Nabanna building must be pleasing to Ma-
mata Banerjee. True, the other side has yet
to sprout the giant Ferris wheel that Ms Ba-
nerjee, an admirerofthe London Eye in the
British capital, keenly wants. But in other
respects the great city of Kolkata, capital of
West Bengal, looks much as the state’s
chiefminister would wish.

Even herdetractors admit that Kolkata’s
crowded streets have grown markedly
cleaner since Ms Banerjee’s Trinamool
Congress (TMC) stormed to power in 2011,
ending the 34-year reign in West Bengal of
the communist-led Left Front, during
which the state increasingly lagged the eco-
nomic progress in other parts of India. Bet-
ter yet for the chiefminister, whose dress is
often a plain white sari with blue trim,
much of the city now basks in her trade-
mark colours. Railings, bridges and even
the safety barriers on highways; buses and
bus stops; hospitals and government of-
fices—all sport combinations of her blue-
and-white. For the current election season,
lampposts along Kolkata’s boulevards
shimmerat night in spirals ofpearl-and-co-
balt fairy lights.

Ms Banerjee’s colours are a pervasive
reminder of who is boss in West Bengal.
Pictures of the chief minister herself are
everywhere, often accompanied by slo-
gans that play on the fact that her first

tered an unlikely electoral alliance with an
ancient enemy, the Congress Party, once
powerful but now the much-diminished
national vehicle for the Gandhi clan. 

The resultsofvoting in WestBengal will
not be announced until May 19th, along
with those of three other states holding
elections, including neighbouring Assam
(see next story). Opinion polls before the
election, as well as exit polls, are not al-
lowed. But, just possibly, Ms Banerjee is
facing a shift in mood among voters.

For a start, fate has recently been un-
kind to the TMC. In March an independent
journalist released videos showing more
than a dozen party leaders casually accept-
ing cash bribes from a bogus company
seeking favours. Soon afterwards, one part
of a controversial new flyover in central
Kolkata collapsed, killing 27 people and
raising questions about government con-
tracts and shoddy construction standards.
The flyoverhad alreadycome underfire for
being over-budget and supremely ugly.

Tales ofextortion and corruption under
the TMC resonate among middle-class vot-
ers, while in some districts criminality by
TMC street thugs has turned poorer voters
against Ms Banerjee’s party. And to general
surprise, the Left Front’s alliance with Con-

name rhymes with khamata, Bengali for
power or strength. The chief minister fre-
quently appears in person, too, striding
through adoring crowds, her palms
pressed together in silenthumility. Suppor-
ters call her “Bengal’s fire goddess”. 

When voting kicked off in West Bengal
at the beginning of April, the TMC’s confi-
dence matched its visual dominance. The
party holds 187 of 295 seats in the outgoing
state assembly. It has sought to cement its
popularity with lavish handouts: some
2.5m bicycles for high-school students,
sacks of rice for the poor and government
stipends for imams in a state where Mus-
lims make up 27% of the 92m-strong popu-
lation. The TMC machine, which critics say
is backed in many areas by local criminal
gangs, wieldsan intimidatingpresence in a
state that has long been coloured by politi-
cal violence. It is often said that whoever
controls the ballot box controls the elec-
tion. It does not help that the state police
are seen as subservient to the party.

Meanwhile, the TMC’s rivals long
looked a sorry bunch. The Hindu-
nationalist Bharatiya Janata Party, in pow-
ernationally under the prime minister, Na-
rendra Modi, has never gained traction in
West Bengal. As for the Left Front, its crush-
ing defeat in 2011 prompted much of its
own streetmuscle to desert to MsBanerjee.
But in a move that has shocked the hard-
core Marxists, the Left Front has now en-

State elections in India

The fire goddess of West Bengal

KOLKATA

Alocal ruling partyfaces unexpected challenges 

Asia
Also in this section

35 India’s north-east

35 Australia’s looming election 

36 Elections in Malaysia

37 Entertainment in South Korea

BANGLADESH

BHUTAN

MYANMAR

I N D I A

I N D I A

C H I N A

NEPAL

A S S A M

WEST
BENGAL

Dhaka
Kolkata

H
ooghly

Brahmaputra

Guwahati

Bay of Bengal

200 km



The Economist May 7th 2016 Asia 35

1

2 gress appears to be quite effective. The for-
mer rivals efficiently divided constituen-
cies among candidates and have mounted
a strong grassroots campaign.

Ms Banerjee’s toughest challenge, how-
ever, comes from outside the state. Aware
of West Bengal’s reputation for politically
motivated violence, India’s national elec-
tion commission has been unusually ener-
getic. To ensure adequate policing and
monitoring of this year’s vote, it divided
the state into six regions and staggered the

voting over five weeks, with the final stage
held on May 5th. The commission has also
used its power to remove local election of-
ficialsand police chiefs, appointing itsown
replacements. Police from outside the state
have bolstered local forces on election
days, mounting mobile and stationary pa-
trols and detaining suspected party thugs.

As a consequence, this election has, to
date, been the most peaceful in West Ben-
gal’s recent memory. Yet the chief minister
has not taken kindly to the measures. She

has lashed out at the election commission
and accused the police of “unleashing ter-
ror”. She has also threatened retaliation
against unhelpful officials when she is re-
turned to power. “I am gentle to those who
are good,” she warned at a recent rally, “but
if anybody shows red eyes to me he will
have to face the consequences.” 

Political analysts in Kolkata predict a
shrunken majority for Ms Banerjee rather
than an outright loss. Still, the suspense be-
fore the election result is notably high. 7

Identity politics in India’s north-east

How green is my valley?

FOLLOWING the crooked finger of the
Brahmaputra river east and north

towards its Tibetan origin, Assam looks
like no other place in India. Its lush river-
ine lands have attracted incomers since
ancient times. The result is a medley of
peoples ofvaried languages, dress, cui-
sines—and political interests.

Yet in the current state election the
prize will go either to the incumbent
Congress party or to the Bharatiya Janata
Party (BJP) of the prime minister, Na-
rendra Modi. For the first time, it is mak-
ing inroads into India’s north-east, as the
spectre of illegal immigration from Ban-
gladesh threatens to realign politics in the
BJP’s favour. The third parties that repre-
sent specific Assamese groups have been
shunted into supporting roles, setting the
stage for a battle royal between India’s
two chiefnational parties. Should the BJP
win in Assam, which with 33m people is
the biggest of the north-east’s seven
states, the party will be able to claim a
brand that now works in every corner of
the country.

Mr Modi’s familiar emphasis on the
economy goes down well in Assam. But
turning the state’s complicated human
terrain to the advantage ofhis party,
which has its roots in the Hindi-speaking
north and west, requires attention to
local detail. The Assamese are anxious to
preserve their cultural identity, a mix that
combines the easternmost Indo-Euro-
pean stockwith ethnic groups ofTibeto-
Burman and Tai origin (ie, related to
present-day groups in Thailand and
Laos), clusters ofendemic tribes, and also
the “tea tribes” brought by the British
from east-central India to workplanta-
tions. The BJP’s standard appeal to Hin-
du-first Indian nationalism never found a
wide audience in a hybrid state with
occasionally secessionist tendencies.

But Assam also happens to be 34%
Muslim, more than any state bar Jammu
and Kashmir. Over the past quarter-

century the proportion ofMuslims has
grown rapidly, even as the proportion of
Assamese speakers has dipped below
50%. Here the BJP’s strategist, Amit Shah,
scented opportunity, claiming in Novem-
ber that the state government was con-
spiring with a smaller Muslim party, the
All India United Democratic Front, to let
Bangladeshis pour over the border and
change the demographics in the party’s
favour. Bangladesh, Mr Modi has also
claimed, sounding like an Indian Donald
Trump, was sending intruders over the
border; his government, given power in
the state, would round them up and kick
them out. Bengali-speaking Muslims feel
threatened, even though many live in
communities that have been in Assam
for generations, ifnot centuries. Many
have decamped from Congress, their
usual party, to the Muslim third party,
because it is devoted to their protection.

Though the greatest number of the
state’s Bengali-speaking Muslims are
descendants of immigrants who arrived
under British supervision in the first
decades of the 20th century, no one really
knows how many have entered Assam
illegally since Bangladesh was founded
in 1971. Supposedly to determine the
number, a National Register ofCitizens is
being compiled—for Assam only.

Publication of its findings has been
postponed several times before the elec-
tion and will not happen now until after
the vote is declared on May19th. The
chances are that relatively few Bangla-
deshis will be decreed to be in Assam
and due for deportation. After all, why
would great numbers ofpoor Bangla-
deshis want to move to Assam in the first
place? Its living standards have improved
greatly under the government of the
chiefminister, Tarun Gogoi, yet they still
lag far behind those ofBangladesh. Still,
that truth sits uncomfortably with those
keen to workup communal divisions for
electoral gain.

GUWAHATI

The BJP promises to sniffout intruders in exoticAssam

HOURS after his treasurer, or finance
minister, unveiled the annual budget,

Malcolm Turnbull, Australia’s prime min-
ister, confirmed what for weeks had been
an open secret: that he would call a general
election for July 2nd. And so the budget
laid out by Scott Morrison on May 3rd is
less about the fiscal priorities for the com-
ingyear than it is the basis forMrTurnbull’s
bid for a new political mandate. That is
rathera lot to layon anybudget. But having
failed to deliver the “substantial change”
that he promised last September when
knifing his predecessor, Tony Abbott, as
leader of the (conservative) Liberal Party
and prime minister, Mr Turnbull has main-
ly himself to blame.

Gone is Mr Abbott’s rhetoric about fix-
ing the previous Labor government’s “debt
and deficit disaster”. Instead Mr Morrison
called his document “not just anotherbud-
get”, more an “economic plan”. The budget
deficitofA$40 billion ($30 billion), or2% of
GDP, will fall only slightly next year, to be
followed by deficits until at least 2020.
Abandoning its pledge to produce surplus-
es, Mr Morrison now merely says that the
budget will be balanced “over time”.

Australia’s looming election

Turnbull rolls the
dice

CANBERRA

The prime ministergambles that this
week’s budget will win the election

Balanced over time, promise

Source: Government statistics
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2 This is candid, at least. Sustained by
trade with China, Australia is entering its
26th year of continuous economic growth.
The government’s forecast for growth in
2016-17 is a respectable 2.5%. But that fore-
cast was pared back; and a sharp slow-
down in Chinese demand, along with falls
in the prices of iron ore, coal and gas, Aus-
tralia’s chief exports, mean that the re-
source sector’s fabulous profits from the
boom in China are a thing of the past. It is
probably right that there should be no rush
to plug the deficit. For one thing, net gov-
ernment debt, at19% of GDP, is remarkably
low. And now signs of softness are appear-
ing in parts of the economy. In a surprise
move hours before the budget, the central
bankcut interest rates by a quarter of a per-
centage point, to 1.75%, citing “unexpected-
ly low” inflation. It may well move again.

Natural resources were responsible not
only for much of Australia’s growth in re-
cent years, but also for much government
revenue. Mineral exports will remain im-
portant: thanks in part to heavy invest-
ment, Australian resource firms are among
the lowest-cost producers. But their extra
capacity and output has played a part in
pushing down commodities prices world-
wide. So the country needs to find new
sources ofgrowth.

The budget partly reflects the mantra of
Mr Turnbull, a self-made millionaire, that
offering incentives to innovators is the key.
The budget projects a cut in corporate tax-
ation. From July the rate forsmall business-
es with a turnover of less than A$10m will
fall from 30% to 27.5%; after ten years the
rate for all businesses, big and small, will
be 25%.

Australian businesses have long called
for such cuts. Meanwhile, the second-high-
est rate of income tax was pushed out from
those earning A$80,000 to A$87,000—
helping some 500,000 Australians, the
treasurer said. But many others may won-
der what is in the budget for them. This is
perhaps why Mr Morrison also espoused
more popular causes, such as promising
punitive taxation for multinational com-
panies deemed to be using loopholes to di-
vert profits to other jurisdictions and so
avoid tax. He also promised more infra-
structure spending, including a planned
freight-rail link between Melbourne and
Brisbane, so taking lorries offthe roads.

The budget rejected reform in an area
that will feature in the campaign: housing.
Low interest rates are not the only thing
that has encouraged average house prices
to nearly double over the past ten years.
The crazy practice of “negative gearing”,
which allows investors in property to
write nearly everything offagainst tax, has
also helped push up prices beyond the
reach of Australians in their 20s and 30s
(many of whom, even if they are able to
buy a property, still have to live with their
parents to afford it). Yet Mr Turnbull calls

the idea of repealing negative gearing
“reckless”, knowing that it would anger
property-owners—and possibly alarm
banks, heavily exposed to mortgages.

The Labor opposition wants to end
most forms of negative gearing. More
broadly, Bill Shorten, the Labor leader, in-
tends to campaign on a theme that Mr
Turnbull is merely a smoother version of
the abrasive Mr Abbott, but just as unfair.
Meanwhile, his shadow treasurer, Chris
Bowen, says he intends to prove to Austra-
lians that left-leaning Labor is also the
party offiscal probity.

Mr Turnbull’s campaign hinges on how
cleverly he can counteract this. Australia’s
fourth prime minister in three years, he at

first offered hope to a cynical electorate of
ending the country’s political shambles.
Recent opinion polls place Labor ahead
after second-preference votes. More voters
still nominate Mr Turnbull over Mr Short-
en as their preferred prime minister, and
more still think the Liberal-National co-
alition, not Labor, will win the election.
But it could be more closely fought than
seemed likely a few months ago. The co-
alition holds a comfortable majority.
Should it win with a much reduced one,
then far from being the solution to Austra-
lia’s troubled politics, Mr Turnbull could
conceivably become part of the problem—
and become as vulnerable to a knifing as
Mr Abbott was nine months ago. 7

IN Ahut on stilts on the island ofBorneo, a
dozen skulls hang in a cage. They are

those of long-dead victims of the Dayaks—
indigenous tribes whose members make
up the majority in Sarawak, a sprawling
Malaysian state. Once thought to harbour
protective spirits, theheadsare now tourist
curios. Few indigenous people still live in
the communal dwellings such relics guard,
and those who remain hang Christian
crosses on their doors.

This month many Malaysians would
like to see the Dayaks take one last scalp.
Sarawak’s state election on May 7th is a
chance for voters to rebuke Najib Razak,
Malaysia’sunpopularprime minister, who
has spent much of the past year denying
that hundreds of millions of dollars which
entered his bank accounts were wangled
fromanailingnational investmentfirm. In-
vestigations into 1MDB’s dealings are un-
der way in half a dozen countries; some of
its borrowings are in default. Yet parties
loyal to Barisan Nasional, Mr Najib’s co-
alition, will probably retain a crushing ma-
jority in Sarawak’s state assembly. That
prospect illuminates the prime minister’s
resilience, which outsiders find bizarre.

Sarawak is one of two Malaysian states
in the northern part of Borneo, abutting
the tiny kingdom of Brunei. Matters which
enrage voters in Peninsular Malaysia, 500
miles (800 kilometres) across the sea, often
feel distant. Victor, a shopkeeper in the
town of Bau, says he doesn’t know much
about1MDB: it is “a national issue”, nota lo-
cal one, he explains. Instead, the topics that
irk Sarawakians include shabby road and
power networks, land-grabbing loggers
and the royalties which Petronas, the state

oil firm, pays for access to its wells.
Maintaining Sarawak’s support is be-

coming essential for Barisan, which in va-
rious forms has ruled Malaysia since inde-
pendence in 1957 but whose popularity
among urbanites is collapsing. Mr Najib
has visited the state more than 50 times
since 2009, impressing locals. Sarawak’s
biggest party, the PBB, forms the second-
biggest bloc in Mr Najib’s federal coalition;
half of its MPs hold cabinet posts. At the
general election in 2013, parties from Sara-
wakdelivered 25 seats to the government—
whose winning majority was just 22.

Lucky then that polls in Sarawak hand
the incumbent a huge advantage. Limited
access to the internet means state-con-
trolled newspapers retain great influence.
Canvassing the vast interior is hard with-
out helicopters or speed boats, observes
James Chin, a political scientist. Years of
gerrymandering have doubled the size of
the state assembly. Loyal Malay-Muslim ar-
eas enjoy a glut of seats; rebellious ethnic-
Chinese ones suffer a paucity. Of 11 new
seats being added this year, Barisan will

Elections in Malaysia
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2 snap up ten.
Unsophisticated rural voters are rou-

tinely bought with gifts of cash and other
goodies. Sanjan Anak Daik, a candidate
from the opposition Democratic Action
Party, says some are led to believe that
grants and subsidies can be demanded
back if they vote against the government.
An old man waiting for treatment at a
grotty clinic in the small town of Sibu-
ran—a stop on MrSanjan’s campaign trail—
says the opposition will never win if all
they hand out is leaflets.

This year Barisan is also getting a legiti-
mate boost from the wild popularity of Sa-
rawak’s newish chief minister, Adenan Sa-
tem. A survey in January found that Mr
Adenan’s approval rating has climbed
above 80%; billboards near Kuching, the
state capital, boast that “Adenan fever” is
rife. In part voters are simply pleased to see
the back of his predecessor (and former
brother-in-law) Taib Mahmud, who held
power for three decades and on whose
watch Sarawak’s precious rainforests were
plundered. But he has also softened up lo-
cals with a barrage of populist policies, in-
cluding an end to toll roads and new pro-
tections for the environment.

His canniest move has been to back
growingcalls for the federal government to
grant Sarawakgreaterautonomy, co-opting
a cause long championed by the opposi-
tion. Playing up the state’s distinctiveness
has helped Mr Adenan argue that 1MDB’s
woes are not relevant to Sarawakians—and
to ban from Sarawak scores of opposition
figures who, he hints, will bring problems
from the peninsula. Opposition parties, for
their part, have made a tough job trickier
by squabbling over seats, resulting in un-
dignified multi-cornered fights.

Mr Najib’s coalition will sweep the
polls. The victory will probably be ped-
dled as proof that the prime minister re-
tains popular support. But the govern-
ment’s advantage in Sarawak is slowly
eroding. Barisan’s share of the vote fell
from more than 70% at state elections in
2001 to only 55% in 2011, notes Faisal Hazis,
an academic. An old man sitting outside a
shop in Siburan says this election is creat-
ing more hullabaloo than usual. He thinks
the opposition hasgiven localsa much bet-
ter understanding ofhow their state is run.

The big opportunity for Mr Najib’s op-
ponents is not to oust Sarawak’s immov-
able rulers, but gradually to weaken the
state’s allegiance to Barisan. Among other
disenchantments, Sarawak’s many Chris-
tians are disturbed by the Malay-Muslim
chauvinist rhetoric which Malaysia’s gov-
ernment increasingly tolerates. If federal
elections keep getting tighter, Sarawak’s
MPs may be tempted to defect—dumping
Barisan from power in exchange for more
autonomy or a greater share of oil. For
years a firm friend of the ruling party, Sara-
wakmay one day thinkfor itself. 7

Entertainment in South Korea

Uniform appeal

PRETTYactors, a labyrinthine plot and
high jinks are the stock-in-trade of

South Korean dramas. “Descendants of
the Sun”, a16-part television series that
recently came to an end, is no exception.
But its runaway success may be the result
ofa new winning combination. Gone is
the typical rotten-rich boy who woos a
plain Jane and is a better soul for it. In its
place, a love story between a special-
forces captain and a headstrong female
surgeon, an evenly matched duo, unfolds
not at workstations but in a war zone.

That setting, in a fictional war-torn
Mediterranean land, has strucka chord in
a country still technically at war with
North Korea, and which requires all
able-bodied men to complete at least 21
months ofmilitary service. One in three
South Koreans tuned in to watch the
series. In a first, it was aired simulta-
neously in China. At the time of its finale,
in mid-April, its title was the third most-
searched term on Weibo, a Chinese
version ofTwitter. And even though
China’s public-security ministry warned,
weirdly, that overindulgence in the series
could lead to criminality and marital
strife, among the drama’s legion offans
was China’s official army newspaper. It
praised the series for its positive portrayal
ofsoldiers and urged Chinese producers
to follow suit to help boost recruitment (a
Chinese remake is now in the works). 

Like “Real Men”, a hit South Korean
reality show that thrust celebrities into
the armed forces, “Descendants of the
Sun” may help the image ofa conscript
army in which a culture ofabuse has
festered. The role ofspecial-forces cap-

tain was the first for the male lead, Song
Joong-ki, after returning from his own
military service, and the special-warfare
command says it has seen an uptick in
inquiries. Singers and actors keen to
show a common touch now make much
ofreporting for their national service. In
January Lee Seung-gi, a pop star, released
“I’m Joining the Army” to tell fans of his
upcoming conscription (hundreds gath-
ered to see him off). South Korea’s presi-
dent, ParkGeun-hye, has praised Mr Song
as a “patriot” and made him an honorary
ambassador for tourism. In a further
blurring ofcelebrity and the real world,
three Miss Koreas have been made the
new faces of the forces.

The series is patriotic, up to a point—
the captain keeps ditching his date in
order to go offon yet another mission.
That may appeal to those who feel South
Korea now punches above its weight in
its international obligations. But most,
says Kim Kyo-seok, a columnist and
social commentator, seem to be charmed
by a new concept for South Koreans: the
soldier as romantic hero. The human
touch that transcends duty—such as a
subplot in which North and South Kore-
an enemy soldiers help each other—
appealed, as did the refreshingly strong
female lead.

Earlier this year, as part of reform
efforts, the defence ministry recommend-
ed that officers drop a respectful form of
speech, used only among soldiers, and
use a less formal register with superiors.
In a twist, since the show, young South
Koreans have adopted that honorific
form ofaddress as a badge ofcoolness.

SEOUL

Amartial romance adds lustre to South Korea’s conscript army

Are you just pleased to see me?
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“SUCCESS at the start of battle is of
course good. But we dare not claim

victory yet or let our guard down.” These
words, spoken by a Chinese official last
week, might have described military ef-
forts to claim territory in the South China
Sea or the government’s latest crackdown
on foreign ideology (see next story). In fact,
they were about fiscal policy. The head of
the State Administration of Taxation was
praising the smooth launch of an expand-
ed value-added tax (VAT). Its roll-out marks
the completion of the biggest but also most
protracted reform of China’s taxation sys-
tem in 20 years. It has as much to do with
politics as the economy.

On May 1st the government extended
VAT from the sale mainly of goods to all
major service sectors, including construc-
tion and finance. It replaces a business tax
based on gross revenues. Under the value-
added system, companies may deduct
many of their input costs. The VAT rate is
higher (forexample, 11% forproperty devel-
opers, compared with a business tax of
5%), but the deductions should end up sav-
ing them money.

The move may reduce tax receipts by as
much as 500 billion yuan ($77 billion) this
year. It has led some analysts to character-
ise it as a fiscal stimulus to counter slower
growth, since it will leave companies with
extra cash to invest. Yet the short-term im-
pact may be overstated. Tax enforcement
in China is patchy, and smaller businesses

Services offered a rare, reliable stream
of revenues for local governments. With a
business tax on services, they kept100% of
the take. They feared the VAT change
would be modelled on the VAT on manu-
facturing, from which they receive only
25% of revenues, the remainder going to
the central government. So they resisted
the reform and delayed its implementa-
tion. With pilotprogrammesdatingback to
2012, businesses had at first expected it to
go into force last year.

Local opposition to the reform appears
to have yielded some benefits. Rather than
a 25% share, local governments will get
half of all revenues from the new services
VAT. What is more, the finance ministry
has promised to make transfer payments
that will ensure that local governments
lose no money from the new tax.

But motherstill holds the purse strings
Yet the reform’s completion actually feeds
into a renewed centralisation oftaxing and
spendingsince PresidentXi Jinpingtook of-
fice in 2013. Much as local governments are
happy to get transfer payments, it implies
that officials in Beijing have more control
over the purse strings. The central govern-
ment has also promised to take on addi-
tional expenditures, for instance, picking
up the tab for more public services and
fundingmore investment in infrastructure.
Its share of total government spending,
which fell for more than a decade, may
well have bottomed out.

The wisdom of centralising expendi-
tures is debatable. Too much can be coun-
ter-productive in a big and diverse country.
Decentralisation ofthe otherhalfof the fis-
cal equation—giving local governments
more powers to raise revenues—might
have been better. But under a controlling
Mr Xi, there was little doubt about which
side would come out on top. 7

often understate earnings to save on their
taxbills. To obtain VAT deductions, compa-
nies will need proper receipts of costs,
which in turn will bring more transactions
to the government’s attention. Companies
will enjoy a lower effective tax rate, but
face pressure to declare more income.

In the long run, the tax change is the
right move for the economy. China is on
the way to joining more than 140 countries
with full VAT regimes, according to EY, an
accounting firm. It has applied a VAT on its
manufacturers since 1994, recognising it as
a fairer way to tax companies. But the ex-
clusion of most service sectors tilted the
playing field against them, reinforcing Chi-
na’s overdependence on industry over the
past two decades. An industry-dependent
growth model has now run out of steam,
with services accounting for a bigger share
of GDP than manufacturing. A more sensi-
ble tax was long overdue.

Politics is to blame for why the switch
tookso long. The reform exposes cracks be-
tween central and local governments that
lie at the heart of the Chinese fiscal system.
Since the early 1990s policies have placed
more and more revenues in the hands of
the centre, while saddling local govern-
ments with the vast majority of expendi-
tures, from health care to infrastructure. To
make up for a shortfall, local governments
have relied heavily on sales of land—one
factor fuelling a manic construction boom
in recent years.

Overhauling tax policy

Central tendency

SHANGHAI

Anew taxshould boost both service sectors and the central government
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Enforcing cultural purity

Exterminate the foreign names

ARIDDLE is making the rounds online:
“This morning I go for a drive and

pass by American Gardens, Victorian
Town, Cannes Water, Vancouver Square,
Roman Holiday, Nottingham, Provence
and Paris Spring: where am I?”

The answer can only be China. West-
ern-sounding names are commonly used
to lend the apartment complexes, towers
and gated compounds that have gone up
over the past two decades—almost all
architecturally adrift and hideously
ugly—an air of the international and
exotic.

But fear is now rippling through the
creative-naming departments ofbubble-
era property companies. For in March the
minister ofcivil affairs, Li Liguo, called for
Western and other “bizarre” property
names to be expunged as part ofa State
Council determination that such names
damage—what else?—“national sover-
eignty and dignity”. In April the Commu-

nist Party mouthpiece, the People’s Daily,
reinforced the criticism by declaring that
foreign property names undermine
Chinese cultural tradition.

Weird names for housing develop-
ments—think“Merlin Champagne Town”
and “Oriental Yosemite”—exist across
China. The names in Chinese are general-
ly the closest phonetic representation of
the English words, sometimes with the
English below for show (a floral, cursive
or Gothic script is preferred). Beijing has
Venice (Weinisi) Gardens and Florence
(Foluolunsa) Town, while Shanghai
boasts Thames (Taiwushi) Town and
Harvard (Hafo) Apartments. Huizhou, a
city in Guangdong province in the south,
has complexes called Evian (Yiyun),
Imperial Hall Boston (Boxitanuo) and
Oriental Babylon (Babilun).

It is not the first diktat against foreign-
sounding place names—an earlier regu-
lation from1996 technically forbade
them. Nor were details given about how
the latest one is to be enforced. But the
measure comes on the backofa spate of
official statements that put Chinese
culture and “socialist core values” first,
while cracking down on the foreign or
strange. (President Xi Jinping has also
called for an end to “weird architecture”,
which will worry some Western archi-
tects who have prospered in China.)

Mr Li’s decree has been met with
mockery as well as patriotism. “Why not
demolish all Western-style apartment
blocks…so as not to toady to foreign
powers?” wrote one contributor to an
online forum. Another commentator
wondered whether “ ‘Smog Towers’ has
already been taken?”

BEIJING

Xi Jinping’s latest purge

Jackson Hole: but Hebei not Wyoming

DENG XIAOPING once dismissed wor-
ries about unwanted foreign influence

by saying that when you open a window,
of course the flies come in, along with the
fresh air. China’s current leader, Xi Jinping,
is less insouciant as fly-swatter-in-chief.
Witness, in the two past weeks, a newly
published speech he gave to the Central
Party School, a new law governing foreign
non-governmental organisations (NGOs),
signs of an unwelcome policy shift to-
wards religions deemed to be too “for-
eign”, and even, on a lighter note, a ban on
landlords naming buildings in China after
foreign places (see box).

MrXi has longbeen suspicious of West-
ern ideas (except Marxism-Leninism). But
his speech to the party school in Beijing
last December, published in a party maga-
zine, Qiushi, on May 1st, was unusually in-
sistent. He repeatedly warned educational
institutions not to deviate from the party
line and not to “spread Western capitalist
values”. They did not sound like the words
ofa reformer.

And these were not just words. On
April 28th the parliamentpassed a long-de-
bated law concerning foreign NGOs. It im-
poses onerous registration and reporting
requirements on them. All foreign NGOs
must report to the Public Security Bureau
(ie, the police) and promise not to “endan-
ger China’s national unity…or ethnic un-
ity”—however the authorities choose to
define that. More onerous, charities must
find an official sponsor from a list to be is-
sued by the government. Charities worry
that these sponsors, presumably public
agencies, could keep them from activities
the government does not like, such as
those to do with human rights or labour
law. Foreign NGOs will also be banned
from raising money in China, which they
fear will limit their activities further. 

It could have a big impact on civil soci-
ety, given that much of the work on envi-
ronmental, women’s, minority and gay
rights is done by foreign NGOs. In March
the parliamentary spokeswoman, Fu Ying,
a relative liberal, affirmed that China’s
7,000 foreign NGOsbringthe countryvalu-
able expertise. But how many will contin-
ue to do so once the law goes into effect
next January remains to be seen.

As for religion, on April 22nd Mr Xi con-
vened a big meeting on handling it. Such a
gathering happens about once every 15
years and usually signals significant policy
shifts. Just before this one, the government

decreed that retired party officials should
not be members of religious organisations,
one more example of tighter party disci-
pline (workingofficials are already banned
from belonging to any religious group).
Now the meeting talked about “Sinicising”
religion, meaning believers should pay
more attention to traditional Chinese cul-
ture and identify themselves more closely
with China’s “national aspirations”—asde-
fined by an avidly atheist party. 

This process seems to be aimed mostly
at China’s growing numbers of Christians
since, of the other officially recognised reli-
gions, Buddhism and Taoism are viewed
as culturally Chinese anyway, while Islam
is seen through the lens of state security. In
the past two years the provincial govern-
ment of Zhejiang, on the east coast, has re-

moved over1,500 crosses from churches. It
is possible that the big gathering will give a
green light to similar actions elsewhere. 

Mr Xi is not slamming the door on the
outside world. China remains the world’s
largest exporter and the second-largest
destination for foreign direct investment.
But views of the world that offer alterna-
tives to MrXi’s increasingly assertive ideol-
ogy are being constrained. This affects not
only foreign NGOs and churches but also
universities, where foreign textbooks are
restricted; Apple, which recently closed its
online book and film store in China; and
Western publications (including The Econ-
omist) whose distribution in China is cur-
tailed and websites and apps more fre-
quently blocked. In worrying about the
flies, Mr Xi risks keeping out the fresh air. 7
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FOR China’s leaders it is as if, havingsigned a postdated cheque
in their country’s favour, Western countries are threatening

not to honour it. Their excuses—that the cheque was only ever
provisional, that their domestic politics make it impossible and
that times have changed anyway—serve only to confirm the im-
pression of defaulters wriggling off the hook. So when, as seems
likely, not all the world’s big economies grant China “market-
economy status” by the 15th anniversary of its accession to the
World Trade Organisation in late 2001, China will cry foul and an
almighty row will ensue. China will probably take the dispute to
the WTO for settlement. This does not mean it is in the right.

China argues that geopolitical and domestic economic con-
siderations are clouding a clear legal obligation. It may also sense
an opportunity: to divide the China policies of the West’s two
most important components, America and the European Union.
More than a decade ago, it gave up hope that it might persuade
the EU to lift the embargo on arms sales to China imposed after
the Tiananmen killings of1989. American disapproval put the ki-
bosh on that. Now, however, it may, to American dismay, win
“market” status unilaterally from Europe. 

At issue is the interpretation of China’s accession agreement
to the WTO. Article 15 allows countries to treat China as a “non-
market economy” when weighing accusations that it is dumping
products abroad—ie, exporting at an unfairly low price. When an
alleged dumping country has market status, complaining coun-
tries have to compare its export prices with those in its domestic
market. For China and other non-market economies, they are al-
lowed to use other similar countries as comparison. 

This matters. No country is accused as often as China of
dumping (it is the current target of 28 out of 38 anti-dumping in-
vestigations by the European Commission). And WTO rules al-
low members to impose hefty punitive tariffs on dumped pro-
ducts. However, Article 15 provides that if Chinese producers can
prove that market conditions prevail in their industry, then the
importing country has to use Chinese prices as a comparison.
And, it goes on, “in any event” the non-market presumption will
expire 15 years after China’s accession—ie, on December11th 2016.

It amounts, says China, to a guarantee ofmarket status by that
date. That is not, however, what the agreement says. Rather, it

says that importing countries will lose the right automatically to
treat China as a non-market economy for anti-dumping pur-
poses. That isnot the same asaccording it full market statusunder
their domestic laws. China does not enjoy market status in the
EU, America or Japan, the world’s three biggest economies not
counting itself, nor in other giants such as Canada, India and
Mexico. A lot is hanging on the interpretation ofArticle 15.

When China joined the WTO all those years ago, it appeared
bound on a course of market-oriented reform. So the present de-
bate was not foreseen. Yet later, in 2008, a European Commission
assessment deemed China to have failed to meet four out of five
criteria that the EU sets for winning market status. Since then, de-
spite the Communist Party’s decision in 2013 to let market forces
play a “decisive” role, and despite the continued growth of the
private sector in China, there has been no fundamental transfor-
mation of its economic structure. In 2014 a body set up by Ameri-
ca’s Congress to monitor the security implications of economic
relations with China noted that many witnesses had told it that
“China is not currently a market economy and is not on the path
to become one in the near future.”

China is of course right, however, that more than purely legal
factors will sway other countries’ decisions. In 2001 China ac-
counted for 4.4% of global merchandise exports. By 2015 the pro-
portion had tripled. As China’s economic clout has grown, so has
fear about its impact on jobs elsewhere. In this respect, it is unfor-
tunate for China that the debate is coming to a head at a time of
panic in an industry China dominates: steel. 

Last year China produced 803m tonnes—50.3% of the global
total—and exported 112m tonnes. The world’s second-biggest pro-
ducer was the EU, with 166m tonnes. Even if China carries out its
declared plans to close a lot of steel mills, at the cost of hundreds
of thousands of Chinese jobs, it will still have annual excess ca-
pacity of 200m tonnes or more. This is great for steel consumers,
but threatens the jobsofsteelworkers, ofwhom there are 328,000
in the EU alone. What is more, the closure ofsteel plants provokes
atavistic fears about whether Western manufacturing has a fu-
ture. To many Europeans and Americans, even national identity
may seem to be at stake. 

On both sides of the Atlantic, anti-China diatribes are becom-
ingmore common. Britain’sConservative government isaccused
of sacrificing the steel industry to toady up to China. In America
Donald Trump, who accuses China of “raping” America and
wants to impose a 45% tariff on Chinese imports, is now the all-
but-certain Republican presidential nominee.

Three-way split
It seemsunlikely, in this climate, thatAmerica will change its laws
to grant market-economy status to China. In Europe the decision
isharder to call. Britain, the Netherlandsand the Nordic countries
are likely to be in favour, with some Mediterranean countries, no-
tably Italy, against. In the end, some in Washington fear, Euro-
peans may be tempted to give China what it wants for the sake of
commercial advantage and to avoid a quarrel.

If so, that would recall the tussle over the arms embargo. It
would also be in keepingwith Europe’s role asa distant, detached
observerofthe geopolitical tussle underwaybetween China and
America forstrategicprimacy in Asia. So the worstoutcome ofan
obscure wrangle over China’s status in the WTO may not be a
blazing row with China so much as the widening of an already
worrying rift in the transatlantic alliance. 7
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EVEN before America sealed it off with
blast walls and razor wire, the area now

known as the Green Zone in central Bagh-
dad was viewed with a mixture offear and
loathing. Saddam Hussein, Iraq’s brutal
late dictator, adorned his palaces with
monuments to himself. After topplinghim,
the American-led coalition moved into
one of these—the Republican Palace—and
the Green Zone developed around it. The
fortifications were meant to be temporary;
a response to an insurgency outside. But as
the Americans withdrew, Iraq’s new lead-
ers replaced them in the citadel—and as the
main target ofan angry public.

It has been 13 years since the fall of Sad-
dam, but many Iraqis are still struggling to
get by. Successive governments, detached
from the people, have produced little more
than staggering levels ofcorruption and in-
competence. Idle officials sit in air-condi-
tioned offices even as the population lacks
basic services. Progress seemed possible
last year, when Haider al-Abadi, the prime
minister, introduced a reform agenda, os-
tensibly backed by the entire parliament.
But MPs’ swift reversion to bickering mere-
ly fuelled public outrage, which boiled
over on April 30th, when hundreds of Ira-
qis stormed the Green Zone.

After smashing some furniture in par-
liament, and beating one of its members,
the protesters quickly retreated. But their
actions deepened Iraq’s worst political cri-
sis since the fall ofSaddam in 2003.

become ungovernable. Although the
prime minister can keep paying salaries,
and continue the war against Islamic State
(IS), with orwithout the legislature, there is
little anyone can do to fix the Iraqi state.

Mr Abadi had hoped to repair some of
the damage wrought by his sectarian pre-
decessor, Nuri al-Maliki. But it may be too
late. Tensions are growing between com-
munities, and within them. Shia groups
such as the Badr organisation, backed by
Iran, and the Sadrist movement battle for
influence, while Mr Maliki plots a come-
back. In the north the Kurds squabble
among themselves. And the jihadists of IS
kill more of their fellow Sunnis than any-
one else. Emma Sky, a formeradviser to the
American military in Iraq, suggests view-
ing the conflicts as “a struggle for power
and resources in a collapsing state. A
Hobbesian world ofall against all.” 

Ms Sky says that some Iraqis are re-
minded of the last days of the monarchy in
1958 when another elite refused to reform,
and was overthrown. Mr Sadr has foment-
ed insurrection. “I’m waiting for the great
popular uprising and the great revolution
to stop the march ofcorrupted officials,” he
has said. More protests are set for May 6th.
But the Sadrists may not actually want to
topple the government. “They have used
their anti-establishment appeal to
strengthen their position in the establish-
ment,” says Maria Fantappie of the Inter-
national Crisis Group, a think-tank.

The economy, meanwhile, is unravel-
ling. The government gets most of its mon-
ey from oil sales, but the price of the stuff
has collapsed. Parliament passed a budget
of107 trillion dinars ($100 billion) for2016—
and projects a deficit of 24 trillion dinars.
Officials are hoping for loans from the IMF
and World Bank, but the political crisis
threatens those, too.

More than 70% of public spending will 

The proximate cause is a dispute over
cabinet posts, which are divvied up be-
tween political blocs based on sect and
ethnicity. The blocs have mostly plun-
dered the ministries under their control.
Mr Abadi has tried to shrink the cabinet
from 22 ministers to 16 (he previously cut 11
posts), and to replace the political appoin-
tees with technocrats who might actually
do their jobs. His efforts are backed by
America, Iran and Grand Ayatollah Ali al-
Sistani, Shia Islam’s chief religious author-
ity. He also has the support of Muqtada al-
Sadr, a mercurial Shia cleric whose follow-
ers dominate the protest movement.

Sadrand sadder
Still, nearly all of Iraq’s political parties
cling to the old system, which guarantees
them a share of power and its spoils. So
even before Mr Abadi’s five least-conten-
tious nominees were confirmed on April
26th, some lawmakers had already hurled
water bottles and left the assembly. Days
later, a vote on several new nominees was
postponed for lackofa quorum.

Forming another will be tough: Kurdish
members have returned to their autono-
mous region, where the crisis is encourag-
ing more talk of independence, and Mr
Sadr is offvisiting Iran. The speaker says he
will try to hold a new session of parlia-
ment on May 10th. But some fear it hardly
matters and that the country is so divided
and corruption so entrenched that it has

Iraq unravels 
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2 go to the salaries and pensions of 7m pub-
lic employees, up from 1m under Saddam.
Many sit at empty desks. Mr Abadi has cut
the payofsome publicemployees. But oth-
ers have been given raises, and politicians
will not let him lay anyone off.

Iraq’s war with IS costs millions of dol-
lars each year, and illustrates how the
country’s problems compound each other.
“If the government was not so messed up,
they would have kicked these guys out a
year ago,” says Kirk Sowell of Inside Iraqi
Politics, a newsletter. During past incidents
of unrest, Mr Abadi has withdrawn army
units from Anbar province, where IS is
strong, in order to secure Baghdad.

The fight to recapture the city of Mosul,
Iraq’s second largest, began on March 24th.
On May 3rd jihadists counterattacked,
breaking through Kurdish defences, killing
an American. The eventual liberation of
Mosul would damage IS, yet, as Ms Sky
notes: “the main lesson of the Iraq surge of
2007-09…was that if the politics do not
come together, tactical successes are not
sustainable, and things fall apart.” 7

“OUT of control,” is how John Kerry,
America’s secretary of state, de-

scribed Syria’s war this week. “A miracle
that isnowfragile,” said Staffan de Mistura,
the UN envoy to Syria, on the partial cease-
fire that had brought a degree ofcalm since
it came into force on February 27th.

Violence in Syria is rapidly escalating.
Since April 21st the regime has been blast-
ing Aleppo, the country’s biggest city. On
April 27th it bombed al-Quds hospital, kill-
ing more than 55 people, including Mu-
hammad Wassim Moaz, one of the city’s
few remaining paediatricians. In February
Médecins sans Frontières, a medical chari-
ty, stopped giving the co-ordinates of hos-
pitals it supports to the Syrian and Russian
governments. It worries that pro-Assad jets
are deliberately targeting them. 

The rebels are not blameless. They have
intensified their shelling of the govern-
ment-held partofthe city, making life more
dangerous for civilians there. On May 3rd a
mortar shell fired by rebels killed three
people in a hospital. The rebels said they
were aiming at a tanknearby. 

The regime’s attacks on Aleppo galva-
nised rare international outrage at Bashar
al-Assad, who until recently had been seen
by many governments as a lesser evil than
Islamic State (IS). Asocial-media campaign

entitled “AleppoIsBurning” sparked prot-
ests from Syria to Chicago, after it emerged
that a new temporary cessation of fighting
that was declared on April 30th excluded
Aleppo, the very place that needed it most.
Amnesty International and other human-
rights groups have called on the UN to im-
pose sanctions on those who deliberately
attack hospitals, or otherwise treat the Ge-
neva conventions as blotting paper. On
May 3rd the UN Security Council passed a
resolution urging members to prosecute
those responsible for such crimes. 

America, Russia and the UN are now
running round trying to salvage the recent
partial ceasefire. An extension of the truce
to include Aleppo was announced late on
May 4th, but it was not clear how it would
deal with rebels fighting alongside Jabhat
al-Nusra, the local al-Qaeda affiliate. This
group is excluded from the ceasefire, along
with IS, even though mainstream rebels
are often intermingled with it. (They refuse
to fight shoulder-to-shoulder with IS be-
cause it is too bloodthirsty.) 

The rate at which people are dying from
the fighting is climbing back to where it
was before the ceasefire (see chart). At least
200 people have been killed in regime
strikes in the past fortnight alone in Alep-
po. If the truce is ineffective—and the par-
ties could not even agree when it was to
have started—it is unlikely that peace talks
in Geneva will reconvene. (They ended in
acrimony last month.) 

Furthermore, two assumptions behind
the talks are looking shaky. The first is that
Russia wants to broker a fair deal between
the parties. Although it says it is keen to do
so, and has sometimes appeared annoyed
at Mr Assad’s stubbornness, its actions
have been aimed at giving the regime a
military advantage. It is in any case unclear
how much leverage Moscow has over Da-
mascus should it wish to force a deal.

The second assumption is that America
no longer insists that Mr Assad should im-
mediately relinquish power. Yet it will be
almost impossible to bring Syria’s war to a
close so long as its chief instigator, who is
responsible for most of the roughly half a
million war deaths, remains secure. 7
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FAWZI HAMAMA pulls four months’
worth of electricity bills out of a plastic

bag, wondering how he will ever pay
them. Since fleeing from Syria to Jordan
three years ago, he has sold the gold he
gave to his wife as a dowry. The family of
four now survives on handouts from inter-
national agencies. That does not cover rent
on theirflat, letalone bills. “I maybe kicked
out ofmy home at any time,” he says. 

Poverty and rootlessness have become
facts of life since the forces of Bashar As-
sad, Syria’s president, began raining rock-
ets down on Mr Hamama’s hometown in
northern Syria at the start of the war. He
abandoned his house and job as a driving
instructor, and the family fled. In Jordan,
he first settled in a refugee camp. Then he
was “bailed out” by a relative and allowed,
like most Syrian refugees, to move to a flat
in Amman, the capital.

Mr Hamama has recently learned to re-
pair refrigerators and air-conditioners on a
course paid for by the British government.
All he now needs is permission from the
Jordanian authorities to work. “We Syrians
don’t want sympathy or aid. Just give us
workpermits,” he says.

That desire makes him a potential ben-
eficiary of an initiative being considered
by the European Union and Jordan that
could pioneer a new way of dealing with
refugees in overstretched host countries.
The “Jordan Compact”, agreed in London
in February, recognises that the small coun-
tryhasborne a disproportionate burden of
hosting refugees, and that other countries
have only limited resources to help it. In-
stead of more aid, it offers a trade-off: the
EU will allow more Jordanian goods, such
as textiles, into its market if Jordan allows
refugees to work in special economic

Syrian refugees in Jordan
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2 zones (SEZs) or industries that don’t em-
ploy many Jordanians.

The SEZs, born out of an export deal
with America in the 1990s, currently em-
ploy temporary immigrants from Bangla-
desh, Sri Lanka and elsewhere in South
Asia. Most of them are seamstresses in tex-
tile factories, such as those in Ad-Dulayl In-
dustrial Park, near Amman, who make
clothes for American brands, including
Under Armour and LL Bean. They sit be-
hind row after row of sewing machines,
ten hours a day, sixdays a week. Their own
headscarves, dresses and shawls from a
variety of cultures are far more vibrantly
coloured than anything they are stitching.

The managers of one factory, Needle
Craft, say they would be happy to employ
Syrian refugees, noting that many come
from a part of Syria near Aleppo that used
to have a garment industry based on
home-grown cotton. Needle Craft says it
would provide refugees with food and ac-
commodation, as well as pay.

European officialsargue that letting Syr-
ians work in such places would provide
them with skills to help rebuild their war-
shattered country when the conflict ends.
It could also help the Jordanian economy,
which has suffered during the Syrian con-
flict, as has that of another neighbouring
refugee haven, Lebanon (see chart on pre-
vious page). Proponents of the initiative
hope that Jordanians, too, could find new
white-collar jobs in the SEZs.

Europe’s motive is not entirely altruis-
tic. It also hopes that by encouraging em-
ployment in Jordan it will slow migration
to richer countries. “Providing hope where
refugees already are…is the best assurance
that they won’t gamble everything, includ-
ing their lives, to come to Europe,” says Jus-
tine Greening, Britain’s international de-
velopment secretary.

Still, there are pitfalls. European offi-
cials will ease some rules on Jordanian im-
ports relatingtowheregoodsaremade,but
they are anxious to ensure that countries
such as China do not take advantage to
sneak their own textiles into Europe.

Jordanian officials hope the initiative
will mark the start ofa new way ofdealing
with a refugee problem that has long
weighed on their country. Its ruler, King
Abdullah, wittily describes Jordan as be-
ing stuck “between Iraq and a hard place”.
Previously the hard place was Israel; since
the Arab-Israeli war of1948, huge numbers
of Palestinian refugees have settled in Jor-
dan. Nowit isSyria; an estimated 1.4m Syri-
ans now live in Jordan, alongside some
6.6m Jordanians. 

The Wana Institute, a Jordanian think-
tank, notes that there is a “serious flaw” in
the traditional way of dealing with refu-
gees. Host countries, including poor ones
such as Jordan, are required by internation-
al law not to expel refugees who face a gen-
uine threat of persecution. Yet the rich

world is not obliged to offer financial sup-
port. For decades the kingdom has had no
choice but to hold out a begging bowl for
international help. This has distorted its
economy and made it dependent on aid.

Like their host country, the refugees too
tend to become reliant on handouts. Al-
most 70 years after1948, many Palestinians
(and their descendants) are still supported
by the UN.

British officials say that the Syrian refu-
gees are likely to spend 5-10 years in Jordan.
Yetofferingthemjobs is sensitive inacoun-
try such as this, where the unemployment
rate is above14% (and almost twice that for
women). It would also feed the perception
that immigrants are an economic burden
on host countries. “We have a joke here,”
says a local businessman who supports
giving jobs to refugees: “The Egyptian is

cleaning, the Syrian is selling, the Iraqi is
buying, and the Jordanian is watching.”

To assuage such fears, Jordan hopes to
attract new foreign investment to take ad-
vantage of its access to Europe’s market.
Companies including Asda, a British sub-
sidiary of Walmart, an American retailer,
and IKEA, a Swedish home-furnishing
store, have flown to Jordan to take a look.

A senior European official says there is
“real urgency” to finish the negotiations
within the next few months so that the
scheme can get under way. If it works, Leb-
anon may be able to get similar support to
provide jobs to refugees on its farms and in
its construction industry. Mr Hamama is
surprisingly upbeat, for all his hardships.
“If I could get a decent job and a decent
wage, Iwouldn’tevenconsidergoingto an-
other country,” he says. 7

ON THE outskirts of the western Ivor-
ian town of Angovia, Joseph Bado

hunches over a pile of gold-laced stone,
pulverising it with a hammer. Mr Bado,
who is in his mid-30s, was born in a farm-
ing village in central Ivory Coast. Frustrat-
ed by his meagre earnings in the cocoa
fields, he left in 2003 to become a miner.
His travels took him to neighbouring Gha-
na and Mali before he returned to Ivory
Coast in 2013, drawn by its own nascent
gold boom. “You can work for years in co-
coa and not get anything. You won’t even
have food,” says Mr Bado.

Informal mining settlements like Ango-
via’s, a series of hills dotted with tattered
tarpaulin-covered shelters and pock-
marked by deep pits, have been unexpect-
edly popping up in recent years across the
west African country. For many years Ivo-
ry Coast’s economic fortunes were tied to
agriculture. After independence in 1960 it
became the world’s largest producer of co-
coa. Few gave much thought to what trea-
sures might lie deeper in its ochre-red soil.

But a slump in cocoa prices and a jump
in those of minerals prompted a boom in
artisanal mining. From a base of virtually
nothing at the turn of the century, the gov-
ernment reckons there are now some
500,000 small-scale gold miners. 

Ivory Coast was one of the last guests to
the African mining party, arriving just be-
fore the musicwas turned down. Yetacross
the continent there has been a surge in
small-scale mining. The World Bank reck-
ons that the number of artisan miners in

Africa hasgrown from about10m in 1999 to
perhaps 30m today. Among the minerals
they dig out with rudimentary tools are
gold, diamonds and emeralds.

Angovia’s filth and grime may not, at
first glance, commend it. But researchers
are concluding that small-scale mining
mayoffera more attractive path outof pov-
erty than either farming or moving to al-
ready overstrained megacities. In Tanza-
nia, for instance, liberalisation of the
country’s once dismal socialist economy 

Jobs in Africa

In praise of small miners

ANGOVIA

Aboom in artisanal mining offers lessons in development

From early mornin’ till night
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2 South African idols

Who owns Mandela?

SOMETIMES even a revolutionary
government can seem out of touch.

The African National Congress (ANC),
which has ruled South Africa since1994,
feels this problem acutely. In the bad old
days ofapartheid its leaders were unjust-
ly imprisoned and widely admired, even
as they broke rocks on Robben Island.
Now they are more likely to be fighting
corruption charges (like President Jacob
Zuma) or living it up in a way their con-
stituents could never afford. At a party in
2012 the then-deputy president of the
ANC, Kgalema Motlanthe, told the crowd:
“The leaders will now enjoy the cham-
pagne, and ofcourse they do so on your
behalf through their lips.”

To take voters’ minds offthe present,
the ANC likes to invoke the memory of
struggle heroes such as Nelson Mandela.
But amid fierce campaigning ahead of
local elections that are planned for Au-
gust 3rd, control ofhistory is a compet-
itive business.

A newish left-wing opposition party,
the Economic Freedom Fighters (EFF), is

keen to align itselfwith the icons of the
past. Last month it held a lecture on the
life ofSolomon Mahlangu, a member of
the ANC who was hanged by the apart-
heid government. The ANC was out-
raged. Mahlangu’s family asked a court to
stop the event, accusing the EFF ofusing
his legacy as “an election tool”. The South
African Communist Party, a political ally
of the ANC, said the EFF was “stealing”
revolutionary symbols.

For its part, the ANC is happy to claim
heroes from other parties. Last year its
leaders flocked to the grave ofSteve Biko,
who founded the BlackConsciousness
Movement (a rival to the ANC) to com-
memorate his death at the hands of
apartheid police. They were outdone,
however, by the EFF, which arranged a
more exuberant rally nearby. The EFF’s
firebrand leader, Julius Malema, claimed
to be Biko’s true ideological heir.

The jostling over the past involves not
just the recruitment ofdead heroes but
also their scions. The DA scored a coup in
April when Ghaleb Cachalia, the son of
two prominent anti-apartheid figures,
quit the ANC. He joined the DA and said
he would run as its mayoral candidate in
Ekurhuleni, a huge industrial city near
Johannesburg that is currently controlled
by the ANC.

After more than two decades of rule
by a single party, South Africa is at last
seeing the emergence ofcompetitive
politics. The battle for votes is fierce: the
ANC may lose control ofseveral big
cities, including Johannesburg and Port
Elizabeth. Ifpast polls are any guide, even
Nelson Mandela (who died in 2013) will
be caught in the fray. He was a devoted
member of the ANC, but a leaflet in 2014
for the Democratic Alliance, the main
opposition party, showed him embracing
Helen Suzman, a staunchly anti-apart-
heid member ofparliament for a party
that preceded the DA. The ANC retorted
with a snarky poster pointing out that it
had “so many” of its own struggle heroes
that there was “no need to borrow”.

JOHANNESBURG

The ANC has gone from minting heroes to jealously guarding their images

A national treasure

in the 1980s helped spark the spectacular
growth of towns in the country’s gold- and
emerald-mining regions.

In the Tanzanian town ofKahama, once
a sleepy trading outpost, the population
has more than trebled to about 250,000 in
the past 15 years, town officials say. An in-
dustrial mine that started commercial op-
erations in 2009 has contributed jobs and
infrastructure, but locals say small-scale
gold mining has driven the town’s explo-
sive growth. Today, the mayorboasts, there
are ten banks, 40 petrol stations and more
than 300 guesthouses.

For many governments and do-good
development agencies, informal mining
towns are the very definition ofunsustain-
able—dirty and disorganised, with tran-
sient populations. Most miners work clan-
destinely, since they do not have a legal
right to dig. Working conditions are gener-
ally poor. Young men, and sometimes chil-
dren, may be lowered down a flimsy mine
shaft 60 metres deep on a rope. Deadly ac-
cidents are common. So is the use of mer-
cury, a pollutant, to extract gold.

Some informal mines support killers.
Many militias in the Democratic Republic
of Congo’s lawless east at least partly fi-
nance themselves with proceeds from illic-
it mining. Some towns, including Angovia,
have seen violence between newcomers
and existing residents. And sometimes
conflict can break out with formal mining
companies. AngloGold Ashanti, a South
African mining firm, said its plans to invest
in rehabilitating Ghana’s Obuasi gold
mine, one of Africa’s oldest, have been put
on hold since illegal miners invaded it ear-
lier this year.

Governments have responded to the
growth of informal mining settlements in
two ways. One is to evict the diggers. Ivory
Coast’s government, for instance, says it
has shut down more than 280 illegal sites
since last year. More common, however, is
for governments and aid agencies to pre-
tend these new mining towns do not exist.
The UN agency and NGO signs that line so
many roads in rural Africa are conspicu-
ously absent when the scenery turns from
verdant fields to mines.

Both responses are misguided. Small-
scale mining isnota curse. On the contrary,
it creates jobs in some of the poorest places
on earth. Globally, artisanal mines employ
about ten times as many people as indus-
trial ones. Moreover, small mining towns
are less affected by the commodity boom-
and-bust cycle than are towns that depend
on large-scale capital investment. Big for-
eign mining firms tend to retrench quickly
when markets turn down; small local min-
ers tend to keep digging. Also, small min-
ers’ earnings tend to be spent locally. In
central Mozambique, for instance, in-
creased legalisation of formerly illicit gold
mining over a decade has led to a farming
renaissance in many villages, alongside

booms in construction and trade.
Governments that allow miners to le-

galise their operations see several benefits.
They can keep a closer eye on labour and
environmental conditions, and collect mil-
lions of dollars in taxes that would other-
wise not be paid. In return, they some-
times offer miners basic services such as
water and sanitation. 

Other bodies are pitching in. The World

Bank is working with the African Develop-
ment Bank to make geological data avail-
able to African miners. The American gov-
ernment and European Commission are
financing projects to help miners obtain
advanced equipment. Some recall that
small-scale mining has been an engine of
development before. Among other things,
it created the cities ofSan Francisco, Johan-
nesburg and Melbourne. 7
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THE HEAD OFFICE of Sheyang Rural Commercial Bank is a reassuringly
solid building. Its grey stone façade and arched doorways convey a feel-
ing of prosperity, a splash of high finance in this small county town in
eastern China where grain fields nip at the edges of factories. But look a
little closer, and you will still find a couple of scars from the bank’s near-
collapse two years ago. One is a digital sign running in a loop over the en-
trance: “Treasure your hard-earned money, avoid the temptation of high
returns, stay far from illegal financial schemes.” The second is a prize
draw for cars, a pair ofgleaming white Kias on a red platform outside the
bank. “Deposit 100,000 yuan today and win the chance to drive a new
car home,” blares the announcement. The bank is fighting to attract cus-
tomers because it knows all too well what it is like to lose them.

Decades of heady growth had put money into the pockets of
Sheyang’s residents. But China’s big banks had little time for the country-
side. Farmers who wanted to buy homes or start companies struggled to
get loans. Illegal lenders stepped into the gap; they collected cash from
those with idle savings and lent it out, often at double-digit interest rates.
Business boomed. As locals put it, the lenders sprouted up like bamboo
shoots after a spring rain—until a few years ago, when a harsh wind
uprooted them. The economy was slowing and investment plans relying
on superfast growth fell apart. Borrowers could not pay back what they
owed. The unregulated lenders started defaulting on their depositors.
Panic spread. In March 2014 it was rumoured that even Sheyang Rural
Commercial Bank, which is owned by the government, was low on cash.

This was enough to spark China’s first bank run in years. Crowds
gathered outside its branches, waiting for hours in the drizzly chill to get
their money out. Bank managers stacked up bricks of 100-yuan notes

Big but brittle

China needs to free up its financial system, even if it hurts, says
Simon Rabinovitch
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(China’s largest denomination) to show they had sufficient cash.
Yet fear travelled like a virus, infecting another nearby bank. On
the third day of the panic the China Banking Association, an in-
dustry group, entered the fray and declared the rural banks to be
healthy—in effect, pledgingto stand behind them. Thatended the
run. It had taken the full weight of the nation’s banks acting in
concert to restore calm.

One county’s travails might not seem worth making a big
fuss about. After all, the deposits at Sheyang Rural Commercial
amount to just 13.5 billion yuan ($2.1 billion), barely 0.01% of the
total in banks nationwide; and the problems were successfully
contained. But the run raised troublingquestions. How could the
authorities have let so many illegal lenders operate? Why were
they suddenly collapsing? If they were in such bad shape, were

proper banks safe? Was China on the brinkofa financial crisis?
Sheyang’s bank run is just one of a series of problems to re-

veal cracks in the Chinese financial system in recent years. Oth-
ers include a cash crunch in 2013, a wave of shadow-banking de-
faults in 2014, a stockmarket collapse in 2015 and a surge ofcapital
flight at the start of 2016. Underlying it all, China has seen a dra-
matic rise in debt, from 155% ofGDP in 2008 to nearly 260% at the
end of last year, according to an estimate by The Economist. Few
countries have gone on borrowing binges of that magnitude
without hitting a crisis.

The scope for potential trouble in China is immense. Its
banking sector is the biggest in the world, with assets of $30 tril-
lion (see chart), equivalent to 40% of global GDP. China’s four
biggest banks are also the world’s four biggest. Its stockmarkets,
even after the crash, togetherare worth $6 trillion, second only to
America’s. And its bond market, at $7.5 trillion, is the world’s
third-biggest and growing fast.

Acocoon ofregulations limitsdirect foreign involvement in
China’s financial system, but connections are deepening by the
day. Given its economic heft, serious problems could easily
dwarf the global consequences of any previous emerging-mar-
kets crisis. Even the mild yuan depreciation at the start of this

year (1% against the dollar in one week)
sent shock waves around the world, up-
setting stocks, currencies and commod-
ities. Just imagine the effects ofa big one.

Still, it is worth recalling that predic-
tions of financial doom in China have
longbeen wrong. Because ofthe nature of
the system—the state owns both the
banks and their biggest borrowers—the
government is in a much better position
to dictate outcomes than those in most
other countries. Until recently the finan-
cial system has been very conservative.
Plain-vanilla bank lending is the domi-
nant form of credit; exotic products such
as securitised loans that caused havoc in
rich economies barely exist in China.
Moreover, liquidity buffers are strong: res-
idents have historically had little choice
but to stuff their cash in banks, and a
semi-closed capital account has made it
hard for them to send money abroad.

All these controls have allowed China systematically to
gather up its people’s savings in its banks and use the money to
build infrastructure, factories and homes, fuelling economic
growth. When lending has gone badly wrong, as it did in the
1990s, the state has recapitalised its banks and fired up the lend-
ing machine again. Not best practice for an advanced economy—
but, asTaiwan and South Korea have shown, it can be a supreme-
ly effective model for development.

Crunch time
Even so, China’s statusquo cannotbe sustained forever. Re-

turns on capital are declining. It now takes nearly four yuan of
new credit to generate one yuan of additional GDP, up from just
over one yuan of credit before the global financial crisis. As the
population ages and the economy matures, growth is bound to
slow further. 

At the same time, bad debts from the past decade’s lending
binge are catchingup with banks. Given slowergrowth, it will be
tougher to clean them up than it was15 years ago, when the coun-
try was booming. Moreover, the edifice ofcontrol is getting shak-
ier: shadow finance is eating away at the power of state-owned
banks, and the capital account has sprung leaks that regulators 

Big, getting bigger

Sources: Bloomberg; BIS; World Federation of Exchanges
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THE VIDEO PANS from the empty lot outside the factory to
the interior, where metal parts lie in a heap, detritus of a

bankrupt steel company. Playingcards litter the ground. Over the
desolate scene, soft piano music plays and a narrator describes
the floor plan and location: “An exceptionally good choice to set
up an office.” 

It is an advertisement ofsorts. The factory was collateral on
a loan made by Agricultural Bank of China (AgBank) to Han-
quan, a steel company that went bust. A court in Tianjin, the
northern city that was home to Hanquan, is auctioning it off on
AgBank’s behalf. As defaults go, it was not a particularly big one;
the asking price for the property is 77.6m yuan ($12m). But just
two years earlier AgBank had declared Hanquan a top-rated
AAA customerand the local governmenthad praised it as a pillar
of its industrial zone. Then a nationwide construction slow-
down did for the company, and its loan soured.

For China’s banks, this is a small pointer to a much bigger
concern. Non-performing loans (NPLs)—those which borrowers
cannot repay—have reached a total of1.3 trillion yuan, doubling
in just two years (see chart, nextpage). Even so, official data show
that dud loans amount to only1.7% of total loans, well within ac-
cepted safety margins. The problem, a familiar one in China, is
that no one much believes these figures. How lenders deal with
the bad debt piling up on their books is the most urgent question
hanging over Chinese banks. If this is mishandled, the country’s
hard-earned financial stability could evaporate.

Dodgier than it looks
There is plenty of evidence that bad loans are higher than

the banks have disclosed, probably much higher. Alongside the
steep rise in NPLs, there has been an even larger increase in “spe-
cial-mention loans”, which in theory are still good but not cast-
iron. Added together, NPLs and special-mention loans already
make up 5.5% of the banks’ loans. At a recent conference in
Shanghai an investor with Oriental Asset Management, a dis-
tressed-debt buyer, said the NPL ratio at smaller banks was as
high as10%. Thatmighthave shocked the crowd a fewyears earli-
er, but on this occasion it barely raised an eyebrow. 

Given China’s explosive lending growth since the global fi-
nancial crisisof2008, this outcome was drearily predictable. The
economy’s debt load has more than tripled over the past seven
years. It is implausible that so much credit could have been pru-
dently allocated in such a short time; large amounts were bound
to be wasted or stolen. 

What happens now is far from clear. Bad loans, even lots of
them, do not automatically translate into a crisis, especially not
in a country where the government has so much control. In nor-
mal markets banks might slow their lending; in China the gov-
ernment directs banks to continue lending and provides them
with the liquidity to do so. This gives it flexibility to solve the pro-
blems, but does not magically make them disappear.

Broadly speaking, China has three options for tackling its
banks’ NPLs. The first and most seductive choice is to suppress
the bad news. This is the most damaging in the long term, but it
has been China’s default mode for the past five years. Methods 

Banks

Breaking bad

With dud loans much higher than reported, banks
must brace for trouble

are struggling to plug.
China has, in other words, reached a level of development

where it needs a more sophisticated financial system, one that is
better at allocating capital and better suited to the market pres-
sures now bubbling up. The government pays lip service to this,
and indeed some reforms point in the right direction: it is dereg-
ulating interest rates; the exchange rate, though still managed, is
more flexible; defaults are chipping away at the notion that the
state will guarantee every investment, no matter how foolish.

Yet the state has held the levers of finance so tightly for so
long that the loosening of its grip generates new dangers. Cod-
dled banksare beingplunged into competition. People who once
had few outlets for their savings have many choices, each riskier
than the next. Companiesprobe forweakness in the mesh ofreg-
ulations, with the government seemingly always one step be-
hind. In the past year alone, it has spent nearly $200 billion to
prop up the stockmarket; $65 billion of bank loans have gone
bad; financial frauds have cost investors at least $20 billion; and
$600 billion ofcapital has left the country.

This report will argue that China is faced with two unpalat-
able options. One is that it moves more boldly to free up its finan-
cial system. That would be the right thing to do for the future but
would release pent-up perils now; defaults would climb, banks
would rack up losses and many shadow lenders would go bust.
The other is that China eschews reform and instead tries to patch
up its current system. That would be easier in the short term, but
the inexorable accumulation of debt would sap the economy’s
vigour and raise the spectre ofa fearsome crash.

In practice, the government has wavered between the two
options. In good times, when the economy behaves as it should,
it plods ahead with reforms. But at the first whiff of trouble it
tends to lose its nerve, building up much bigger problems a few
years hence. China needs to move faster, even at the cost ofgreat-
er turbulence today.

Some good at least came of the Sheyang bank panic. China
introduced nationwide deposit insurance lastyear, trying to reas-
sure savers that their money is safe, no matter what happens to
their bank. Banks have also raised their game, as demonstrated
by the car giveaway at Sheyang Rural Commercial Bank. People
again line up at its doors, only this time to put their cash in the
bank, not take it out. But financial fragility is surfacing nearby.
Grass encroaches on the lot of a textile company that defaulted
on a bond last year. And on the county’s outskirts, apartment
blocks stand empty, totems to the debt that looms overChina’s fi-
nancial system. 7

People’s Republic of Debt
Debt, as % of GDP

Sources: People’s Bank of China; National Bureau of Statistics; ChinaBond; BIS; The Economist
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include booking loans as investments or classifying them as
“overdue but not impaired” for months on end. The most wide-
spread practice—and one not confined to China—is to refinance
bad loans with new ones in the faint hope that business might
improve. If it does not, this “extend-and-pretend” banking only
makes the debt burden worse.

China is nearing this point. Interest payments swallowed
about two-fifths ofall new credit issued in the past three years. In
2014 some16% ofChina’s1,000 biggest companies owed more in
interest than they earned before tax, according to The Econo-
mist’s analysis of S&P Global Market Intelligence data. Bad debt,
though superficially contained, is thus becoming a millstone
around the economy’s neck. Less credit is going to good firms for
productive uses, clogging the gears ofgrowth.

The second option is to clean up the bad loans, with the
government taking charge and spreading the cost around. Many
investors thinkChina will eventually adopt this solution, as past
form suggests. In the late 1990s two-fifths of loans in China had
gone bad and banks were technically bust. The finance ministry
pumped fresh capital into the banks, which carved off large
chunks of their dud loans and sold them at par to “bad banks”.
The effect was salubrious, freeing the banks to resume lending
and preparing them for stockmarket listings.

China is trying something similar now, though only in part.
In the past two years the government has handed licences to
more than 20 new regional bad banks. It has also orchestrated a
swap whereby banks will exchange up to15 trillion yuan ofhigh-
yielding local-government loans, many of which might have
gone bad, for low-yielding, safe bonds.

However, a full-blown bail-out would be more damaging
this time. To fund the rescue 15 years ago the government im-
posed a hidden tax on households, pushing deposits into banks
at artificially low interest rates. That held back consumption.
Roaring growth acted as a palliative, boosting incomes and
shrinking the relative size ofbad debts.

Today the trade-offs would be starker. A tax, hidden or not,
to fund the bail-out would set back China’s efforts to encourage
consumption. It could monetise the costs, but that would add to
capital-outflow pressures, which it has been trying to resist.
Moreover, a second big rescue within two decades would make
it harder for China to modernise its banks, leaving them reliant
on the state. “If things go really bad, we can do it again. But we
want to avoid it,” says Li Daokui, a former central-bankadviser.

A third option is for banks to recognise the bad loans on
their books and replenish their capital themselves. This would
be best for China’s long-term development,
even if it hurt to begin with. Some quiet pro-
gress has been made. AgBank’s auction of the
loan to Hanquan, the bankrupt steel com-
pany, is one ofmany that banks have attempt-
ed over the pastyear. Some have started bund-
ling NPLs into securities to speed up their
disposal. The government is also encouraging
banks to convert bad debt into equity in their
troubled borrowers.

Benjamin Fanger of Shoreline Capital, a
fund company that invests in Chinese dis-
tressed debt, has been through this before. He set up his firm in
2004 when assets from the previous credit blow-up were just go-
ing on the market. Despite all the worries about the economy
now, he thinks the bad assets tell a different story. “Last time the
debt was garbage,” he says. “Now it’s companies with real busi-
ness.” Loans are better secured, collateral is worth more and the
financial ecosystem—banks, courts and investors—is more devel-
oped, ifnot quite mature yet.

Encouraging though that is, most NPLs sold so far consist of
loans to private enterprises. Yet the biggest share of bank lend-
ing—nearly 50%—goes to state firms, and banks are more likely to
roll these over than push them into default. Besides, the final
tally of NPLs is sure to exceed investors’ appetite. Huarong, the
largest of China’s bad banks, has publicly called for cheap fund-
ing from the government to help it digest the distressed debt
coming its way.

To prepare for write-offs, banks have been raising equity;
their loss-absorbingcapital is about11% ofassets. But the pressure
on them is increasing. Their cash set aside to cover impairments
fell from nearly three times their NPLs in 2013 to less than double
last year—and that was based on the artificially low official NPL
level, not the real one. In short, there is no easy way out for Chi-
na’s banks. Sooner or later they will need to take big losses, and
the government will have to help repair the damage.

Degrees of pain
How bad will things get? Some expect little short of Arma-

geddon. Kyle Bass, founder of Hayman Capital, a hedge fund,
made headlines this year with his estimate that China would
need $10 trillion—almost 100% of its current GDP—to recapitalise
its banks. Implicit in this doomsday prediction is the view that
NPLs are gargantuan: some think that, as in the 1990s, nearly half
ofall loans will go into default.

But that is an extreme assumption. A more realistic assess-
ment is that half of banks’ assets—their reserves at the central
bank, government bonds, loans to the biggest state firms and li-
quid money-market funds—are lower-risk. The fact that banks
are already disposing of bad loans shows that China is further
ahead than in the late 1990s. And thanks to a national savings
rate of nearly 50%, banks still have a strong funding backstop
from plentiful deposits. That gives them time to deal with their
problems—a luxury they need to use well.

AnalystsatChina International Capital Corp, a local invest-
ment bank, predict that the worst outcome would be bad loans
of $1.5 trillion—still a lot, though an order of magnitude smaller
than the ultra-bearish view. But as David Cui at Bankof America
Merrill Lynch argues, specific estimates are beside the point. In-
vestors have little faith in China’s banks, pricing their stocks at a
30% discount to the stated value of their assets. The government,
Mr Cui reckons, must recapitalise them on a scale to win over in-
vestors; the exact size will, in effect, be determined by the mar-
ket’s reaction. 

As though this were not difficult enough, Chinese banking
is gettingmore competitive. The “big four” banks’ share ofsector-
al assets has fallen from 54% a decade ago to less than 40% today
as smaller institutions nip at their heels. For many years the cen-

Great hole of China

Source: China Banking Regulatory Commission
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AFTER LI HUI’S husband died in a car accident a decade
ago, she received an insurance payout of 800,000 yuan.

The money could not begin to make up for his loss, but Ms Li, a
soft-spoken pensioner, thought it would at least help tide her
over for the rest of her life and provide a nice inheritance for her
daughter. Yet relying on savings alone is difficult in China. The
cost of housing, food and travel has risen steeply, whereas inter-
est rates on bank deposits have barely kept pace with inflation.
For a risk-averse woman who likes yoga and oil painting, decent
investment options are limited. Playing the stockmarket, she
knew, was foolhardy.

Then one day Ms Li came across the Fanya Metals Ex-
change. On its platform she could lend money, at an annualised
interest rate of 13%, to buyers of rare industrial metals. Fanya
seemed exotic but safe. It advertised partnerships with China’s
biggestbanksand flaunted its connectionswith the government,
including endorsements from officials who pledged to support
it. She poured in her savings.

Last year disaster struck: Fanya suspended all withdrawals.
The value of its stocks of metal had collapsed. Up to 43 billion
yuan vanished from the exchange under suspicious circum-
stances. Investors hoping for a comfortable retirement became
protesters overnight, picketing outside banks and government
offices. Regulators distanced themselves from the wreckage.
They declared Fanya an illegal venture and intimated that peo-
ple should have done their homeworkbefore investing in it.

Just beyond the conservative confines of China’s banking
system, there is a much rowdier parallel universe: shadow bank-
ing. This is where borrowers and industries shunned by banks
look for funding. In some corners, promised investment returns
run to double digits. Regulators look the other way. 

Lengthening shadows
Until the early 2000s banks accounted for nearly all lend-

ing in China, but in the past five years their share has come down
to just three-fifths of all new credit. On a conservative estimate,
China’s shadow financing now adds up to 40 trillion yuan, near-
ly two-thirds of GDP. Compared with advanced economies, this
is modest: America’s shadow-banking sector is 1.5 times the size
of its GDP. But China’s shadow assets have increased by more
than 30% annually over the past three years, compared with less
than 10% for the rest of the world, according to the Financial Sta-
bility Board, a global grouping of regulators.

Shadow banks

Dark and stormy

A repressed financial system has sprouted high-risk
alternatives to banks

tral bank enforced a spread between lending and deposit rates
that provided banks with a handsome guaranteed profit. Last
year it liberalised interest rates. It is phasing in deregulation to
give the banks time, but the trend is clear: interestmargins, which
five years ago were about 3%, are heading towards 2%. At the
same time the government has allowed several private compa-
nies, including deep-pocketed tech giants such as Tencent, to es-
tablish banks. For now they are constrained by regulations, but
hope soon to join battle with lumbering state-run ones.

All this is puttingChinese banks underpressure to find new
ways to generate profits. On balance this ought to be a good
thing, nudging them to lend to private companies and consum-
ers who are willing to borrow at higher interest rates than state
firms. It is also forcing them to improve their services to attract
more customers.

At the headquarters of Shanghai Rural Commercial Bank
(SRCB), which despite its sleepy-sounding name is one of Chi-
na’s 30 biggest lenders, with some 600 billion yuan in assets, em-
ployees are drawing up plans to expand the banks’ offerings.
Some branches now stay open until 8pm to cater to people who
work late. But the quest for profit is also pushing banks to take on
new risks. Xu Li, the SRCB’s president, says one idea is to make
better use of its balance-sheet—code for investing more aggres-
sively. “Before, we mainly invested in government bonds. Now
we want to get into corporate bonds in a big way,” he adds. 

Many smaller banks are racing to expand, using volume to
make up for thin margins. Whereas the assets of big national
banks grew by 10% last year, those of city-focused banks in-
creased by 25%. Risks could ripple through the sector. Smaller
banks have started to turn to the interbank market for funding if
they cannot get it from deposits, and big banks often end up pro-
viding it. “Interconnectedness among banks is increasing,” says

FrankWu ofMoody’s, a rating agency.
Regulators are still trying to swaddle the banks, forcing

them to keep plenty of cash in their vaults and limiting their
loans to weak industrial sectors. Yet banks are straining to break
free. They have devised a mixture of off-balance-sheet solutions
to get around the rules. The products are not as complex as the
subprime debt securities in America that sparked the financial
crisis in 2008, yet there is much toxic bilge swirling around Chi-
na’s banks. And as global investors learned almost a decade ago,
what lurks in the shadows can come back to haunt them. 7
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Shadow banking in China covers everything from private
investment companies to peer-to-peer lenders. To varying de-
grees they all function like banks, intermediating between sav-
ers and borrowers. But there is one crucial difference: whereas
the government guarantees bank deposits, shadow lenders are
supposed to stand on theirown. In theory theyshould seek high-
er returns, but also take care to manage risks. In practice it often
does not work out like that. Some, such as Fanya, are reckless.
Worse, lines between them and the banks are blurred, with bank
assets funnelled through them. Dangers lurking in the shadow
system could thus easily contaminate the banking sector.

China’s boom in shadow banking had an innocent enough
start. In 2010 regulators reined in bank lending after the credit
binge that helped lift the economy out of the global financial cri-
sis. Projects from highways to apartmentblockswere left half-fin-
ished. To see them through to completion, regulators tolerated an
expansion in non-bank financial institutions. It was a work-
around that seemed to shift risk away from the banks yet kept
credit flowing. 

The most prominent ofthe shadow lenders were trust com-
panies, versatile institutions that could lend money and take di-
rect stakes. Trusts charged higher rates on loans than banks and
also offered higher returns to their wealthy investors (the mini-
mum investment is1m yuan). Today they hold assets of16 trillion
yuan, more than the insurance sector.

At first trust products were straightforward. Unable to
count on state backing, trust companies demanded plenty ofcol-
lateral, typically keeping loan-to-value ratios at less than 50%. In-
vestors were warned that if products failed there would be no
bail-out. But when defaults started in early 2014, investors got
their principal back. “The customer actually has to write out a
sentence saying ‘I assume all the risk’,”
grumbles a bankregulator in Beijing. “But
when real losses arise, they say, no, your
sales people told me it’s 100% guaran-
teed.” Usually it was not the government
that rescued investors but trusts them-
selves: they did not want their reputa-
tions damaged.

Regulators tried to mitigate the risks
by forcing trust companies to set up a
communal insurance fund. They also
pressured shareholders to recapitalise
their firms. In a narrow sense, the strategy
was successful: trust companies have
evolved into something more akin to
wealth managers, pitching themselves to
prospective clients as firms with the deft-
ness to navigate China’s choppy markets.
“Rather than just doing lending, we are ex-
panding into securitisation, private equity
and advisory services now,” says Wang
Bo, CEO ofHwabao Trust.

But far from spelling the end of China’s shadow banking,
this has created space for other, often riskier forms to establish
themselves. One of the fastest-growing segments of this market
has been entrusted lending: loans made by one company to an-
other through banks as agents. Banks help with loan manage-
ment but do not shoulder any risk. Entrusted lending in China
reached 10.9 trillion yuan at the end of last year, up 60% since the
start of2014.

Many entrusted loans look more like cash management
(loans to subsidiaries) than anything deeply dangerous. But
there is also plenty of lending by suppliers to cash-strapped buy-
ers, and about a fifth of the total consists of high-interest loans to

property developers. This means that the debt problems of
hard-up companies can infect their healthier peers. One indica-
tor of the potential spread is the growing chain of unpaid cor-
porate bills: in 2007 China’s1,000 biggest companies took an av-
erage of 61 days to pay their invoices, but by last year that figure
had risen to 117 days, according to S&P Global Market Intelligence.

Online finance is also booming. As in other countries, sup-
porters argue that they bring sorely needed innovation to the
Chinese economy. Banks have been slow to lend to small busi-
nesses and consumers, partly because they lack information
about personal credit histories. Online lenders help fill this gap,
armed with algorithms and data to assess creditworthiness. In
China, with the right connections, they can acquire GPS records,
point-of-sale-machine data and even internet search histories.

Some online firms appear to be living up to the innovation
story, though their footprint is still small. Lufax, backed by Ping
An Group, has built a comprehensive online investment plat-
form; its clients can put cash into peer-to-peer (P2P) loans or equ-
ity and bond funds. Ant Financial, an affiliate of Alibaba, an e-
commerce giant, controls an array of online finance companies.
Many of these describe their businesses with the same mission-
ary zeal as do their peers abroad. “The philosophy behind the
business was and remains today that everyone deserves access
to credit,” says Tang Ning, CEO ofCreditEase, whose P2P arm list-
ed in New York last year.

Other online lenders operate in far murkier territory. Yin-

piao lets people make loans to businesses collateralised by bank-
ers’ acceptances. These products, which resemble post-dated
cheques, have been plagued by fraud. Ezubao, until recently Chi-
na’s biggest P2P firm, was declared a Ponzi scheme this year; it
had faked many of its 50 billion yuan in loans. Failure has been
shockingly common: more than a third of the 4,000 P2P plat-
forms launched in recent years have collapsed. Online lending
amounts to about 500 billion yuan—just 0.5% of bank lending,
but up more than tenfold over the past two years. 

The risks in online finance, trusts (in their purest form) and
entrusted loans are all supposed to reside outside banks. What-
ever the dangers, this should make for a more diversified finan-
cial system, a good thing. But two huge pieces of the shadow-

From minnow to giant

Source: People’s Bank of China; Wind Info; The Economist
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banking puzzle are directly tied to banks, meaning that much of
the apparent diversification is illusory.

The first is loans thatactuallysiton banks’ balance-sheets in
different guises. The most common are trust beneficiary rights
(TBRs) and directional asset-management plans (DAMPs). De-
spite their technical-sounding names, these are simply loans
booked as investments. ForTBRs, a trust companyactsas the cus-
todian of the loan; for DAMPs, brokerages do. But in both cases it
is banks that provide the financing, receive the income and face
the risks. Jason Bedford ofUBS, a bank, estimates that these shad-
ow loans were worth more than 12 trillion yuan midway
through last year, or roughly 16% of standard loans, up from just
4% in 2012.

Why would banks bother with them? One reason is that
capital requirements to back up investments are much lower
than for their standard business: theyneed hold onlya quarteras
much capital as for loans. The wheeze also enables them to get
round government diktats about sectors they should or should
not lend to. More worryingly, banks can use the instruments to
mask bad loans, because disclosure requirements for invest-
ments are much less stringent than for loans. If things go badly,
banks’ losses on their shadow books could be far more serious
than disclosed so far.

The second piece of the shadow-banking puzzle is the
“wealth-management” assets that banks hold off their balance-
sheets. With deposit rates capped, banks needed to find a way to
attract customers who wanted higher yields. Starting a decade
ago, banks have sold wealth-management products (WMPs) as
products akin to deposits, often with interest rates a couple of
percentage pointshigher than fornormal bankaccounts. Salesof
WMPs have surged. At the end of 2015 there were 23.5 trillion
yuan ofWMPsoutstanding, more than double the figure just two
years earlier.

To deliver the higher yields, banks themselves need more
profitable assets. In many cases they invest in shadow loans
through trust firms. A growing portion of their cash has also end-
ed up in stock investments. Not all WMP funds are risky; many
go into bonds. Regulators have tried to deal with the dangers by
capping“non-standard credit assets” (read: shadow loans) to 35%
ofWMP funds, a sufficiently low threshold to be safe.

But as ever there are loopholes. If banks sell a shadow loan
to another bank and buy it back through the interbank market, it
countsasa standard asset. And so longasbanksdo not guarantee
the principal of these products, they need not report them on
their balance-sheet. Nearly three-quarters of all WMPs fall into
this non-guaranteed category. “They can be viewed as a hidden
second balance-sheet, but with poor disclosures and few re-
serves or capital to cushion losses,” says Grace Wu of Fitch, a rat-
ing agency.

Where danger lurks
As the kings of China’s financial jungle, banks ought to

have their pick of clients, ensuring that their shadow assets are
generally sounder than those of other lenders. But it is striking
that the bankswith the biggest shadow-loan booksare mid-sized
institutions—those that have been expanding their market share
most aggressively. WMPs account for about15% ofdeposits at the
biggest banks but over 40% at mid-tier banks.

Moreover, the vaunted liquidity buffers of China’s finan-
cial system are fraying. The average maturity of WMPs is just 113
days. But many back much longer-term loans. This means that
banks must constantly sell new WMPs to retain their funding
base. Optimists thinkthe liquidity risksare manageable: ifsavers
were to lose faith in WMPs, their cash would probably flow back
into bank accounts. But some institutions, such as Industrial

Bank, whose WMPs account for nearly 60% of its deposits, could
sufferacute pain. And Industrial Bankis no bitplayer: it has more
than 5 trillion yuan in assets, which in America would be
enough to make it the fifth-biggest bank.

Five yearsago Chinese shadowbankingwasdriven mainly
bycompanies that could notgetbankloans. Nowthe main impe-
tus comes from ordinary people looking for higher returns. Per-
haps Li Hui, the Fanya investor, should have known better than
to trust a rare-metals exchange promising a 13% yield. The same
cannot be said for the millions now buying WMPs: these pro-
ducts are created and sold by banks, and even if the banks do not
guarantee them, customers view their support as implicit.

It is a vicious cycle. Seeing savers’ insatiable appetite for
these products, banks feel compelled to create yet more. As a re-
sult, they are straying deeper into the shadows: distant enough
from conventional banking to offerhigher rates but close enough
that their customers still feel reassured. Shadow banking, far
from being a new kind of efficient lending, has spread hidden
risks throughout the economy. So China is now turning to its cap-
ital markets instead, hoping they will make its financial system
smarter and more transparent. 7

JUSTBEYOND CHARLIE CHEN’Sperch, Shanghai looks ev-
ery inch the global financial centre it aspires to be. Sky-

scrapers shimmer in the spring light, capped by the names of
some of the world’s biggest banks and insurers. On the pave-
ment below, smartly dressed workers scurry from the crowded
rush-hour subway to their offices in Lujiazui, the city’s financial
district. The small team at MegaTrust Investments, Mr Chen’s
firm, quietly taps away at computer terminals, reviewing over-
night price movements and building trading models.

But anyone with a passing interest in business news will
know that for all of Shanghai’s glistening modernity, its markets
are still in their infancy. They are beset by corruption, price ma-
nipulation, insider information, government intervention and a
mob-mentality trading style, all of which makes their counter-
parts in New York, London and Hong Kong, volatile as they are,
look like paragons oforderly behaviour. “We like that the market
can be so irrational. Otherwise itwould be more efficient and we
wouldn’t be able to beat it,” says Mr Chen. His flagship fund has
averaged a tidy 45.5% net annual return over the past three years.

From a narrow perspective, it is easy to shrug off the dys-
functions of China’s markets. They are largely sideshows to the
real economy. Investors have limited exposure to them and com-
panies obtain relatively little funding from that source. Banks are
the beating heart of the financial system. 

But forChina to develop properly, it must get its capital mar-
kets right. With a thriving stockmarket, companies could fund
themselves with more equity, not just debt. A healthy bond mar-
ket would take pressure off overburdened banks. Just as signifi-
cant, transparentmarketsare needed to help investorsprice capi-
tal properly and press companies to improve their governance.

China’s stockmarket is often likened to a casino. Wu Jing-
lian, a respected local economist, once quipped that this compar-

Capital markets

Risky returns

China is struggling to unleash the power of stocks and
bonds
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ison was unfair to casinos: at least they have rules. The propensi-
ty for wild swings and lawlessness has been on full display over
the past year. Blue-chip stocks more than doubled in an orgy of
debt-fuelled buying before crashing, landing not far from where
they started. Officials panicked, ordering big shareholders to re-
frain from selling, pumping money into the market and drafting
state-owned brokerages and banks into a “national team” to buy
shares. They also detained dozens of investors, bankers and reg-
ulators in investigations of the market mayhem; at least two oth-
ers committed suicide before the authorities could get to them.

Less in the global eye but potentially more dangerous, the
Chinese bond market is growing explosively. Bond issuance last
year reached 12.5 trillion yuan, up from 7.7 trillion in 2014. Despite
the huge volume of offerings, spreads between yields on AAA-
rated corporate bonds and government bonds fell to historic
lows of less than 0.4 percentage points this January. A narrowing
of spreads implies that investors see less risk of default in bonds,
a prognosis which is hard to square with the slowing economy.
Spreads have at least widened a bit lately, but yields for any com-
pany believed to have government backing, whether public or
private, are still uncannily low. 

Part of the reason for the bond rally is familiar from the
stock bubble: leverage. In the case of bonds, investors have used
repurchase agreements to multiply their investments (buying a
bond with their own funds, then borrowing against that bond to
buy yet more). Credit-rating agencies, which did not exactly cov-
er themselves in glory in the lead-up to the 2008 financial crisis,
are far weaker in China. Regulators have yet to accredit the big
global agencies (Moody’s, S&P and Fitch) to provide ratings for
onshore bonds. Instead, these are rated by domestic agencies,
whose judgment has been highly dubious. In spite of falling pro-
fits and soaring debt loads, they upgraded ratings on 656 bonds
last year and downgraded only126.

Analysts typically point to the heavy presence of retail in-
vestors as an explanation for the madness of China’s markets,
suggesting that more professional investors would bring greater
stability and sanity. It is true that small-time investors are the
dominant force in the stockmarket, accounting for roughly 80%
of trading volume. Yet a larger share of professionals by itself is
unlikely to be the solution. Institutional investors in China are
not seasoned veterans. “I don’t know a single bond trader with
more than five years of experience,” jokes one in his late 20s, ex-
aggerating only slightly.

Moreover, many of the biggest investors play by the same
rules as the smaller punters. The arrest last November of Xu
Xiang, head of Zexi Investment, provided a rare glimpse of one

of the masters of the game. Mr Xu was a leading member of the
zhangting gansidui (go-for-max kamikaze squad): investors who
pump up stocks, lure in unsuspecting money and then sell out
after a few of days of gains. He had managed an eye-watering
3,200% return since 2009. But his outsized gains last summer
even when the market crashed proved too much for the authori-
ties: police charged him with insider tradingand price manipula-
tion. Even so, many would-be Zexis are waiting in the wings.
When the regulators lastyearmade it easier for fund managers to
set up, some 20,000 of them registered for business, a fourfold
rise in a year.

Voices of reason
Amid all the neophytes and kamikazes, there is an emerg-

ing class of investors with ample experience in global markets
that is now plying its trade in China. Charlie Chen, like many in
the industry, spent years working for foreign fund houses before
founding MegaTrust, which now manages about $400m in as-
sets. His seven analysts each meet about 200 companies a year.
They sift through shareholding structures to workout who really
controls them, a bottom-up approach to research that is rare in
China. Shen Yi, a former trader with Goldman Sachs, is part of a
cohort that has started to apply quantitative trading strategies to
the domesticmarket, which is rife with the kindsofinefficiencies
that are fertile ground for quants. 

The bond market is also attracting serious players. Edmund
Ng, formerly the Hong Kong Monetary Authority’s head ofdirect
investment, last year launched a firm, Eastfort Asset Manage-
ment, to trade Chinese bonds. The recent opening of the inter-
bankbond market (the main bond market) to foreign institution-
al investors will bring in even more serious money over time.

The government is also looking to insurance firms to play a
bigger role. By theirnature, these are long-term, patient investors,
just the kind that China lacks. Regulators have steadily loosened
constraintson insurers, letting them lift theirexposure to equities
to 30% (the current industryaverage is15%). With more aggressive
marketing they have more than doubled their assets under man-
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IF YOU SCOUR the annual reports of China’s biggest
banks, you will find hardly a mention of the Communist

Party. There are passing references to the “Party Discipline Of-
fice” in descriptionsofthe banks’ internal structures, and the bio-
graphies of a few executives note that they graduated from the
“Party School”. But that is about it. Only when you get to Citic
Bank, the ninth-largest by assets, is there any suggestion that the
party might play an important role. The first four of Citic’s objec-
tives for 2015 read like those ofbanks anywhere in the world: im-
prove management, increase profits, control risks and boost effi-
ciency. Its fifth and final objective, though, is quite distinctive:
“Comprehensively strengthen construction of the party”.

Inall countries there isagapbetweenwhatbanksand regu-
lators reveal to the outside world and what happens behind the
scenes. In China that gap is wider than usual. The party’s unchal-
lenged, spectral position at China’s apex gives it a tight grip on
the financial system but also causes many of its ills. The key to
understanding the party’s influence is that it does not simply sit
atop China’s financial institutions. At the highest levels, it is
them. The same people often hold seniorroles in both their firms
and the party.

As far back as 1995 the Chinese government declared that
banks were to be commercial entities, focused on making mon-
ey and responsible for their losses. When the government invit-
ed foreign firms to take stakes in the country’s biggest banks in
the early 2000s and encouraged them to list on stock exchanges,
its ambition was to instil a businesslike mindset. Hard-nosed in-
vestorswould scrutinise theirbooksand putpressure on them to
perform well.

Up to a point, this has worked. China’s banks, brokers and
insurers have acquired the patina of profit-focused banks. They
file regular statements to stock exchanges and publish glossy an-
nual reports. Their results are reviewed by international auditors
such as KPMG and PwC. Their risk-control departments stress-
test their balance-sheets. Over the years they have become
leaner: Agricultural Bank of China, for one, has cut back from
50,000 branches in 2000 to less than half that today.

The greater of two goods
But if considerations of social stability and market efficien-

cy clash, the former almost always wins. When the global finan-
cial crisis erupted in late 2008, banks had to toe the party’s line
and finance the government’s mammoth stimulus. When the
stockmarket crashed last June, state-owned brokers were or-
dered to buy shares and banks were made to lend to them. Bank-
ers have “a political duty to comply” with their masters, notes
Richard McGregor in his book, “The Party”.

Though concealed in banks’ stock-exchange filings, the
party’s hand is visible in bankers’ daily lives. If you step out of
the lift on a Chinese bank’s executive floor, you will often see
signs pointing to the president’s office in one direction and to the
office of the discipline inspection committee (the body in charge
of enforcing party rules and rooting out corruption) in the other.
In much the same way that Xi Jinping is presented to foreigners
as China’s president but described domestically as general secre-

Politics

Power to the party

The state wields extensive control. So why is the
financial system so unruly?

agement over the past five years, to nearly13 trillion yuan.
The infrastructure around these firms is improving. Wind

Information, a data provider, is trying to turn itself into the
Bloomberg of China. Both Bloomberg and Reuters themselves
have dramatically increased their Chinese-language offerings.
Suntime tracks the returns of thousands of private fund manag-
ers. Sycamore Investment Services provides valuations of hard-
to-price securities traded off exchanges. Small advances have
been made even in the legal arena. Courts in big cities are getting
better at handling disputes over investments that go wrong. “Pre-
viously, court personnel might not have even understood what
arbitration was for,” says Violet Ho ofKroll, a consultancy.

Still, it would be naive to expect Chinese markets to mature
of their own accord without major reforms. After all, foreign in-
vestment banks from UBS to Goldman Sachs have been under-
writing stocks and bonds in China for the better part of a decade,
buthave had limited influence on the behaviouroftheir onshore
peers. Investment quotas for large global institutions have also
had little effect. And some of China’s insurers, the big domestic
institutional hope, more resemble risk-taking shadow banks
than prudent investors. They have been selling short-term in-
vestment products, offering returns in excess of 6%, and piling
heavily into stocks. In one prominent case lastyear, Baoneng, un-
til then almost unknown, used heavy leverage to fund a 30 bil-
lion yuan purchase ofshares in Vanke, a property developer.

The rules of engagement in China’s markets need to
change. These are some of the commonly heard suggestions: the
government should stop micromanaging the timing and pricing
ofinitial publicofferings; clear the wayfor investors to short indi-
vidual shares; make it easier for private companies to issue
bonds; develop credible rating agencies; draft an effective bank-
ruptcy law; and attract more experienced professionals into reg-
ulatory agencies. But at the root ofall ofthese, and indeed under-
pinning a great many of the dysfunctions in China’s financial
system, is something that is not easily changed: a belief that,
when all else fails, the state will always be there to rescue inves-
tors from their mistakes. 7
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tary of the Communist Party, so bankers wear two hats. The per-
son whom investors know as chairman is also known internally
as the bank’s party secretary. 

Like the heads of other state-owned corporations, China’s
titans of finance are moved among institutions whenever the
party’s organisation department sees fit. In the first decade of the
2000s at least 43 seniorcadres shifted from one top financial firm
to another, according to Chen Li of the Chinese University of
Hong Kong. Dozens more flitted between regulatory agencies
and financial institutions. In America and Britain there isan old—
and to critics, repugnant—tradition of regulators leaving office to
join firms they once supervised. Rules to prevent conflicts of in-
terest work only partially. But in China the whole point is to fuse
the elite together. Regulators and financial firms are meant to
worktowards the common goal ofbuilding a prosperous nation.

However, just because the party is in control does not mean
that it has things under control. Last summer’s stockmarket crash
and the capital flight of recent months are only the latest exam-
ples of its frailties. Crudely put, shadow banking has evolved in
recent years through firms devising investment products that get
around regulations; the government
slowly catching on; and the firms re-
sponding by finding new loopholes.

If the party is so powerful, how can
its edicts be so blatantly disregarded?
Many in the government now believe the
failure lies in the structure of regulation.
In the early 2000s China divided its su-
pervisory framework, appointing a bank-
ingregulator forbanks, an insurance regu-
lator for insurers and a securities
regulator for brokers. That worked well
enough for a decade, but as the financial
system has grown bigger, so have the
holes in it. Last year’s stockmarket crash
exposed some of them. The securities reg-
ulator, looking at margin financing on
brokers’ books, saw little danger from in-
vestors buying stocks with borrowed
cash. The bankregulator, focused on lend-
ing, did not watch off-balance-sheet pro-
ducts that brought yet more leverage into
the market.

Policymakers are convinced that
regulation has to be better integrated.
One popular idea is to merge the banking,
insurance and securities bodies into a su-
per-regulator under the aegis of the cen-

tral bank. Ifonly it were so simple. “Even ifall regulation was un-
der the same roof, you might still have separations between the
different units,” says Wang Jun, a former central-bank official
now at China Europe International Business School.

One of the defining traits of Mr Xi’s rule has been the con-
solidation ofpower. Party bodies that used to provide general di-
rection for government policy are getting more involved in day-
to-day management of the economy. Yet the concentration of
power has, if anything, been associated with greater instability
in marketsand unpredictability in policy. Officialsat all levelsare
more hesitant, afraid of making decisions that go against what
Mr Xi might want. Regulatory bodies tried their best to recruit
people with experience working for top-flight international
firms, but after a few years of low pay and limited influence
many have left. 

Some believe the problem lies in the very nature of party
control. Governments have three basic functions in finance: as
promoters ofhealthy market development; as regulators of insti-
tutions; and as owners or guarantors offirms, especially at times
of trouble. In a stinging report last June, the World Bank said Chi-

It’s party time, all the time
Posts held by top Chinese officials

Source: The Economist
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SOME OF THE finest infrastructure to be found between
Singapore and Dubai lies in the south of Sri Lanka, close to

the crashing waves of the Indian Ocean. Broad highways con-
nect a deep-sea harbour to a silvery, angular convention centre
and, further inland, to an elegant airport terminal with vaulted
wooden ceilings. But it does not take long for visitors to see that
something is awry. Wild peacocks scampering across the roads
easily outnumber the people using the state-of-the-art facilities.
The port sees less than a ship per day and the airport, which has
been open for three years, no longer offers regular flights. The Sri
Lankan government’s debt on the complex runs to at least $1.5
billion, or nearly 2% of the country’s GDP. And almost all of that
is owed to Chinese banks.

Sri Lankan officials are careful not to blame China for the
mess. It was the previous president, Mahinda Rajapaksa, who
wanted all these facilities built near his home town of Hamban-
tota, even though there was little commercial justification for
them. But privately they feel that the lender must also bear re-
sponsibility. Were it not for Chinese banks extending vast
amounts of credit with minimal safeguards, Sri Lanka would
never have been saddled with these debts. Moreover, the Chi-
nese bankscharged unusuallyhigh interest rateson at least some
ofthe loans. The term “odious lending” comes to mind, says a Sri
Lankan government adviser. Partly because of its debt load and
big looming repayments, Sri Lanka turned to the International
Monetary Fund this year for a bail-out.

Trackingthe ways in which the Chinese financial system af-
fects the global financial system is far from straightforward. Since
China is the world’s biggest trading nation, the fate of its econ-
omy clearly affects most of the globe. The slowdown in its con-
struction industry has already battered commodity exporters
from Mongolia to Brazil. But direct financial connections be-
tween China and the rest of the world are much more limited. In
China itself regulations cap the involvement of foreign institu-
tions, and Chinese banks, insurers and brokerages have been re-
markably diffident about expanding abroad. Nevertheless, the
promise and the problems of China’s financial sector are rip-
pling beyond its borders.

As Sri Lanka can attest, one crucial, if often overlooked,
linkage is China’s funding forotheremergingmarkets. At the end
of last year the combined overseas loan book of China’s two
leadingdevelopment lenders, China Development Bankand Ex-
port-Import Bank of China, reached $550 billion, a multiple of
the World Bank’s roughly $150 billion. Some of that lending has
gone to Chinese firms doing business abroad, but the bulk has
been for governments and companies in developing countries.

A great deal?
It might seem churlish to criticise China for lending to poor

countries, but loans are not gifts. The recipients have to repay
them, so it is fair to ask whether they are getting a good deal. The
evidence is mixed. China’s money has built many useful things,
including power stations, roads, dams and railways across Afri-
ca, Latin America and South Asia. It has also offered a lifeline to
emerging markets suffering capital outflows. Last year China’s

Global impact

Nowhere to hide

China’s newest export is its financial system, for good
and for ill

na had mangled all three. Instead of promoting sound markets,
the government twisted them to drive economic growth; the
state’s ownership offinancial firms was too pervasive; and regu-
lations were consistently loosened to suit economic priorities.
“These interventions have no parallel in market economies,” the
report stated. Just two days later, the World Bank itself inter-
vened to remove the section about finance from the report. It
said this was its own decision, not the result ofChinese pressure.

To its credit, the party itself has expressed similar ideas
about ceding more power to the market, albeit couched in softer
language. Yet overhauling financial regulation is tough. Among
other things, China must permit banks to compete properly, stop
controlling the yuan and allow insolvent firms to go bust. The
party, in other words, must give the market room to work.

Even with the best intentions, this transition is bound to be
volatile. Government guarantees—sometimes explicit, often im-
plicit—blanket much ofthe economy. Many in China, from inves-
tors to bankers, assume that local governments and state-owned
enterprises (SOEs) cannot fail. By fostering cohesion, the party
encourages the belief that, if the worst happens, it will keep cred-
it rolling over.

Private companies understand the power of this belief.
Whereas state-owned banks often hide their party background,
their shadow peers play up their government connections, how-
ever tenuous. Ezubao, the large peer-to-peer lender that col-
lapsed recently, held itsannual meeting lastyear in the GreatHall
ofthe People in Beijing, the venue forbigpartygatherings (which
is available for hire when not in official use), and advertised in
state media. Investors who lost their money have protested, de-
manding that the government compensate them.

Let them go bust
Ending the party’s support for firms that are in fact state-

owned will be that much trickier. “Failure may be the only cure,”
writes Zhu Ning, an economist, in his recent book, “China’s
Guaranteed Bubble”. Mr Zhu argues that China has to make an
example of spendthrift companies and local governments, let-
ting them default or even go bust to get investors to take market
forces seriously. 

Yet that can have extreme repercussions. In China’s strug-
gling industrial heartland, the Hebei FinancingInvestment Guar-
antee Group, a government-owned company, underwrote vast
amounts of loans to small manufacturers over the past decade.
Thanks to its support, lenders treated the manufacturers as virtu-
ally risk-free. But when they began defaulting, Hebei Financing
could not come up with the money. Last year it revealed that 32
billion yuan of loans it had guaranteed were in danger. Soon af-
terwards, a distraught investor stabbed the CEO of Global
Wealth Investment, a fund manager that had lent to companies
backed by Hebei Financing. Alarmed at the prospect of unrest,
the Hebei provincial government has since scurried to make
good on the loan guarantees, at least in part. It set up a re-guaran-
tee company, in effect underwriting the underwriter. That has
helped mitigate panic, but the trade-off has been moral hazard:
investors will continue to expect the government to bail out
state-run companies.

Elsewhere the party is takinga harder line. Three small state
firms have missed bond payments this year. A credit-risk officer
with a mid-tier bank says his team no longer assumes that pro-
vincial-level SOEs will receive bail-outs. He expects a few bank-
ruptcies of government-backed steel mills and coal miners. But
neither he nor almost anyone else thinks China will allow the
biggest state firms to default. With so many economic and politi-
cal levers in its hands, the party still retains plenty of control for
now. The rest of the world can only watch and wait. 7
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two development banks lent $29 billion to hard-hit Latin Ameri-
can governments, three times as much as in 2014, according to
the Inter-American Dialogue, a Washington think-tank.

But Chinese money is part of what got these countries into
trouble in the first place. Its development banks have exported
some ofthe worst excessesofthe Chinese financial system: lend-
ingouthuge dollopsofcash with fewstringsattached, other than
that Chinese contractors must do much of the construction. In
the case of the airport and port in southern Sri Lanka, officials
say there was insufficient analysis of their viability and no com-
petitive bidding. “Would it have been bad to insist on these con-
ditions? These are things we needed to do,” says Harsha de Silva,
a critic of the original loans who is now deputy foreign minister.
Allegations ofcorruption and waste have also followed Chinese
loans around from Pakistan to Angola, Ecuador and Venezuela.

There are some signs that China wants to mend its ways. It
has started being tougheron loan recipients, and ishoping to em-
ulate the World Bank’s best practices in running the Asian Infra-
structure Investment Bank, a multilateral lender it established
last year. Yet the legacy of the past decade is that a number of
poorcountries are now deeply in debt to China, sometimes with
little to show for it. China, to its credit, has so far been accommo-
dating to those in trouble, extending maturities and providing
new financing. But if China itself hits the skids and loses more
foreign-currency reserves, it will have fewer dollars to spare for
others. That would make the outlookfor those already in hockto
China even grimmer.

Tiny, but not for long
For advanced economies the picture looks very different.

Chinese banks have only a minor presence there, so the dangers
of a China-led credit crunch are much smaller. At the end of last
year overseas loans by Chinese commercial banks totalled just
$410 billion, less than half the loan portfolio of Wells Fargo,
America’s largest bank by market value. Chinese banks have
been wary about making international acquisitions after ill-
timed investments by China Investment Corp, a sovereign-
wealth fund, just before the global financial crisis. Industrial and
Commercial Bank of China’s $690m purchase of the London-
based trading unit of South Africa’s Standard Bank is one of the
most ambitious overseas forays by a Chinese bank ever—yet it is
worth less than 0.03% of ICBC’s assets.

Whateverhappens to the domestic economy, it seems inev-
itable that Chinese financial institutions will increase their
weight in developed markets in the coming years. If growth in
China holds up well, they will have even more cash to deploy
abroad; if their own economy stumbles, they will have an extra
incentive to lookabroad. For now, less than 3% ofChinese banks’
102 trillion yuan in loans are in foreign currencies. Just serving
Chinese companies as they venture abroad will ensure a big in-
crease: they have accounted for nearly a third of all global cross-
border M&A deals so far this year, according to Dealogic. Of Chi-
nese insurers’ 13 trillion yuan in assets, a mere 2% are currently
overseas. Insurers are starting to grab headlines with their over-
seas investments, such as Ping An’s acquisition of the Lloyd’s
building, a London landmark, and Anbang’s bid for Starwood
Hotels & Resorts, owner of the Sheraton and Westin brands.
More are sure to follow.

In some ways this is to be welcomed. Over the past15 years
China has transformed earnings from its trade surplus into for-
eign-exchange reserves, most of which in turn were stashed
away in American government bonds, which are safe but low-
yielding. Foreign investment and overseas acquisitions, if well
managed, are a more productive use ofChina’s savings. 

Yet these outbound forays also harbour serious dangers. In
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AT THE TIME, the “Five-Year Plan for a New Economy”
seemed a courageous fresh start. The government vowed to

wind down controls on interest rates, allow companies to bor-
row abroad, open domestic markets to foreign investors and sell
its holdings in dozens of state-owned enterprises. Officials had
promised at last to end “delay and vacillation”, remarked a lead-
ing reformist. Five years later the currency was plunging and
banks’ bad loanswere surging. It tooka bail-out from the Interna-
tional Monetary Fund to douse the fire.

An imagined scenario of what lies ahead for China? No;
this is a potted account of South Korea’s economic history in
1993-97, a period of bold deregulation that culminated in finan-
cial turmoil. Parallels with China are imperfect. For a start, South
Korea’s vulnerability stemmed from the fatal combination of a
whopping current-account deficit and a reliance on short-term
foreign funding; China has neither to worry about. Yet two les-
sons are relevant to it. First, moving from a state-directed finan-
cial system to a market-based one is almost bound to cause seri-
ous turbulence. China is following a successful Asian
development model pioneered by Japan and replicated by both
Taiwan and South Korea. Their governments were unabashed in
protecting infant industries and promoting exports and used
banks to mobilise domestic savings for capital-heavy invest-
ment. In all three countries the benefits of such controls eventu-
ally faded away, but undoing them caused trouble, in the form of

The way forward

Pain and prosperity

China is following a well-trodden but dangerous path

the vanguard are state-owned enterprises, many ofwhich are al-
ready leveraged to the hilt at home. Take ChemChina, a chemi-
cals giant that bid $44 billion for Syngenta, a Swiss rival, earlier
this year. If approved, this will be China’s biggest overseas take-
over in history. Yet ChemChina’s debt-to-equity ratio is 234%;
Syngenta’s is a much more conservative 44%.

In normal circumstances, banks might be reluctant to fund
companies already carrying so much debt. But Chinese banks
are only too willing to back SOEs, especially when international
expansion is part of their national mission. Foreign banks, too,
assume that government support for SOEs is rock-solid. These
deals are spreading China Inc’s indebtedness to foreign markets;
the balance-sheets of its acquisition targets will become much
more vulnerable to a downturn in growth.

Mercifully, direct global exposure to the dangers within
China’s financial system is still small for now. That is thanks in
large part to a regulatory wall around the economy: foreigners
can own no more than 20% of local banks, and can invest in
stocks and banks only through strictly controlled channels. As a
result, foreign investors own just around 1% of the Chinese stock-
market and even less of the bond market.

International banks, for their part, account for only 1.5% of
total commercial bank assets in China. More than half of those
assets are concentrated in the hands of three institutions: HSBC,
Standard Chartered and Singapore’s OCBC Wing Hang, accord-
ing to KPMG. Several others, including Goldman Sachs, Bank of
America and Citi, previously had large investments in Chinese
banks but sold them for chunky profits in recent years.

For foreign banks with big operations in China, its slow-
down clearlyposes risks. Standard Chartered gota taste ofthat in
2014, when it set aside about $175m to cover losses incurred in
lending to a Chinese trading company, which had pledged the
same stockpile of metals as collateral many times over to differ-
ent banks. That scandal also dragged in Citi, HSBC and others.
But they have generally been careful, partly because they have
no alternative. Chinese banks, with their deeper local connec-
tionsand rapid lending, have scooped up the vastmajority ofdo-
mestic clients, including the most indebted ones. Foreign banks,
by and large, still serve international companies, which are
among the safest borrowers in China. “The joy ofbeing a drop in
the ocean is that you can choose your drop in the ocean,” jokes
one foreign veteran.

The next few years could bring dramatic changes on multi-
ple fronts. Regulators have opened new channels for foreigners
to invest in stocks, creating a link between the Shanghai and
Hong Kong stock exchanges; another link to the Shenzhen ex-
change is also in the works. As part of making the yuan a more

global currency, China is also opening its bond market to institu-
tional investors.

And some foreign banks want a bigger foothold, believing
that China’s growth prospects outweigh its risks. International
bank lending to Chinese residents in mid-2015 amounted to $1.2
trillion, close to an all-time high and more than three times the
2010 figure, according to the Bank for International Settlements.
HSBC, the biggest foreign bank in China, considered shifting its
global headquarters to Hong Kong earlier this year, though in the
end stayed put in London. Even those firms that want to insulate
themselves from China will find it difficult to resist the gravita-
tional pull of the world’s second-largest economy. “For serious
investors, it’s no longer optional to be here,” says Eugene Qian,
China head for UBS.

Many are still holding off, believing that Chinese growth
and the yuan have further to fall. But it isonlya matter oftime be-
fore major benchmarks such as the MSCI world equity index
start to incorporate Chinese stocks and bonds. As that happens,
funds from university endowments in California to pension pro-
viders in Sweden will follow their lead, adding onshore Chinese
assets to their portfolios. Based on their current trajectory, Chi-
na’scapital marketscould be the world’sbiggestwithin a decade.
“Investors in America won’t be able to go to bed without know-
ing where China is trading,” says Luke Spajic of the Asian arm of
Pimco, a giant fund manager. The pace may vary but the trend
seems inexorable: Chinese and global financial systems are be-
coming intertwined. With each passing year, China’s problems
will increasingly be the world’s problems. 7
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Controlled capital accounts
come apart at the seams. These
ills are already far advanced in
China. Just look at the growing
amount of debt it employs to
fuel short-term growth.

The second, more hopeful,
lesson from the experiences of
other Asian dynamos is that fi-
nancial tumult need not spell
the end of development. In re-
cent years it has become fash-
ionable to present crises as op-
portunities, but that is far too
glib; the effects of a crisis are un-
predictable and the damage to
people’s lives all too real. Yet it is
also clear that mistakes did not
stop South Korea or Taiwan
from subsequently doing well.
Precautions are needed to limit
the turmoil, but putting off
change indefinitely will spell
steady decline.

China’s financial reforms
have been edging in the right di-
rection, but not fast enough.
Many observers expect it to fol-
low Japan towards chronic mal-
aise. For China, that would be
even worse. When Japan stum-
bled, its people’s incomes were close to American levels, but av-
erage Chinese incomes todayare justaquarterofthose in Ameri-
ca.

China, however, is different from Japan in a number of
ways. Some are helpful: it is lessdeveloped than Japan was in the
1980s, giving it more scope forcatch-up growth—and for recovery
from financial missteps; its exchange rate is under pressure to de-
preciate, not appreciate; its property bubble is less gigantic; and
its stockmarket has already crashed.

Ideological differences are more worrying. The Commu-
nist Party is, almost by definition, wary of the market and suspi-

cious of the West. In Japan, South Korea
and Taiwan, economists who trained
abroad eventually returned home and
pushed for reform. China has an embar-
rassment of talented citizens with global
experience, but many of those who have
returned have grown frustrated with the
party’s grip and left government. Without
more political openness, the road to fi-
nancial reform will be fraught.

There is another big difference to
consider. China’s weight in the global
economy is far larger than that ofany oth-
er country whose banks have gone
through a similar transition. The case for
change is plain: the government needs to
cede more control to the market to make
the financial system work and to unleash
the economy’s potential. Even if it gets it
right, the process will be rough for China
and bumpy for the world. The alterna-
tive—that it fiddles while its banks fal-
ter—is too awful to contemplate. 7
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2 property and stockmarket bubbles in Japan in the 1980s; similar,
if slightly smaller, bubbles in Taiwan by 1990; and South Korea’s
financial crisis in 1997-98.

Such problemsare notconfined to Asia. CarlosDíaz-Alejan-
dro, an economist, arrived at the same diagnosis in Latin Ameri-
ca decades ago. The title of his classic 1985 paper went to the nub
ofit: “Goodbye Financial Repression, Hello Financial Crash”. De-
tailsvary from place to place, but there are common features. The
most significant is the moral hazard that builds up in managed fi-
nancial systemsover time. Because the state wieldsso much con-
trol, lenders and investors alike come to count on it as a backstop
when trouble arises. As Mr Díaz-Alejandro wrote, “warnings
that intervention will not be forthcoming appear to be simply
not believable.”

Deregulatory risk
Belief in the government’s role as guarantor is particularly

dangerous when deregulation begins. Suddenly, opportunities
arise for higher profits because returns are no longer capped, but
financial institutions do not yet have proper risk safeguards in
place. Some might even calculate that it is in their interest to ex-
pand as quickly as possible, gambling that by the time the gov-
ernment pulls the plug on guarantees they will have become
“too big to fail”.

These dynamics are already at play in China. Over the past
few years its banks have been piling on risk through their shad-
ow operations. To attract funding, they have offered higher rates
to depositors through wealth-management products. They have
put more of their cash into higher-return assets, often dodging
regulatory limits to do so. Mid-sized banks, those on the cusp of
too-big-to-fail status, have been the wildest. Insurers, peer-to-
peer lenders and asset managers, among others, have all been
drawn into the race to offer higher yields, at the very moment
when growth is slowing and returns are declining. And whereas
the official preference is to move slowly, money is not waiting
around. Ifneed be, it will move abroad.

If deregulation involves such dangers, why would anyone
want to risk it? The reason is that repressed financial systems
eventually outlive their usefulness. Dysfunctions begin to cor-
rode previously potent growth models. Returns on capital de-
cline as banks roll over loans to struggling companies. Shadow
banks flourish as companies and investors work around rules.

China’s
financial
reforms
have been
edging in
the right
direction,
but not fast
enough
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THEIR headquarters are separated only
by a three-kilometre taxi ride across

Brussels, and over the years they have de-
clared their shared interests and common
values any number of times. But despite
having22 members in common, NATO and
the EU have always found it easier to talk
about co-operating to than to do so. That
may be about to change.

Leaders of both institutions hope that
NATO’s biennial summit in Warsaw this
July will mark a new era of partnership to
defend Europe. NATO’s secretary-general,
Jens Stoltenberg (pictured), a former prime
minister of Norway, describes it as a “land-
mark” summit that must respond to big
changes over the past two years in the
threats Europe faces. Terrorists have
slaughtered rock fans in Paris. Syria’s civil
war has sent a wave of refugees into Eu-
rope. Russia is waging “hybrid war” in the
east, achieving its aims with a mix of con-
ventional force, political subversion and
disinformation. All these problems are
forcing NATO and the EU to find new ways
of working together. “We have realised,”
says a NATO official, “that we only own
part of the tool-box.” 

The EU and NATO have managed to co-
operate in the past. More than a decade
ago, the EU took over stabilisation mis-
sions in the Balkans that use NATO’s com-
mand headquarters and planning capabil-
ities. These arrangements allow NATO to
support EU-led operations in which the al-
liance asa whole isnotengaged. NATO and

German plans for establishing an EU mili-
tary planning headquarters (and derided
notions ofan EU army). 

However, the urgency of the new
threats facing Europe may be forcing
change. “We now have a real reason to
worktogether,” saysone NATO official. The
hybrid warfare techniques that Russia
used to annexCrimea, and to wrest control
of eastern Ukraine’s Donbas region away
from Kiev, require a response different
from the force-on-force confrontations en-
visaged during the cold war. Diplomatic,
communications, military and economic
assets must all be used in concert. “It is a
more blurred line between peace and
war,” says Mr Stoltenberg.

The first challenge, when faced with a
hybrid threat, is to understand what is hap-
pening and to know where your vulnera-
bilities are. That means that NATO and the
EU must share intelligence and analyse it
together, and ensure that both can protect
their networks from cyber-attacks. It also
means protecting critical infrastructure,
such as eastern Europe’s energy supply,
and using joined-up communications to
counter disinformation.

Mr Stoltenberg is expecting three things
to come out of the summit. The first will be
a joint statement from him and his EU
counterparts on hybrid, maritime, and
cyber-security co-operation. He describes
it as “an expression of will”. The second is
the creation of a playbook for dealing with
a range of hybrid-warfare scenarios, to
speed up decision-making and answer in
advance questions about who does what.
The third will be linked EU-NATO exercises
next year to test reactions to an emerging
hybrid-warfare threat. 

How the two alliances will respond to
the chaos enveloping Syria, Iraq and Libya
is less clear. If the new national-unity gov-
ernment in Libya asks for it, NATO and the
EU will provide help building up both mil-

the EU also tried to form a civil-military
partnership in Afghanistan, and both have
deployed naval forces to fight Somali pi-
rates since 2008. 

But the tendency has been for the two
organisations to work in parallel rather
than together, leading to wasteful duplica-
tion and muddle. In part this is due to the
long-running row between Turkey (a
member of NATO but not of the EU) and
Cyprus (a memberofthe EU butnotNATO)
over the former’s occupation of the north-
ern part of the island since 1974. Whenever
possible, Cyprus thwarts attempts at co-
operation. Meanwhile, America and the
alliance’s more Atlanticist members, such
as Britain, have always mistrusted Franco-
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2 itary and civil institutions. The refugee cri-
sis led to a more urgent request from Ger-
many, Greece and Turkey for help from
NATO. The alliance is working with the
EU’s Frontex border agency to stem illegal
trafficking and migration by means of in-
telligence gatheringand surveillance in the
Aegean Sea and at the Turkey-Syria border.
A NATO official describes it as “a challenge
of strategic proportions” that requires the
use of armed forces. Mr Stoltenberg points
to Greekand Turkish officersserving on the
Aegean flotilla’s German flagship as an ex-
ample of NATO-led co-operation between
the EU and Turkey.

Security threats are pushing NATO and
the EU to improve their relationship. But
many will remain sceptical until EU politi-
cians take the issue more seriously. Ian

Kearns, director of the European Leader-
ship Network, a think-tank, says: “There is
a lot of activity at the official level, but the
big challenge is political.” He questions
whether the playbook idea can work; in a
real crisis, sluggish EU decision-making
might prevent anyone from following the
script quickly enough. The “game-chang-
er”, he says, would be a deal on Cyprus.

The Americans think more NATO-EU
co-operation would be nice, but what they
really want is for their allies to spend more
on defence. Mr Stoltenberg agrees that it is
not “sustainable” for America to cover 72%
ofthe alliance’s spending. Buthe notes that
European defence budgets did, at least,
stop falling last year; 16 member countries
actually increased them. “It is,” he says,
“the first step in a long journey.” 7

ATRIO of soldiers in full combat gear ad-
vances in triangular formation, heads

swivelling from left to right. On this bright
spring afternoon, the unit has been de-
ployed to patrol La Défense. But this isnot a
military site. It is a shopping-mall and of-
fice-tower district to the west of Paris,
named after a statue commemorating the
capital’s defence during the Franco-Prus-
sian war. The soldiers are part of Opera-
tion Sentinelle, patrolling the streets under
France’s state ofemergency.

When the operation was first launched,
patrolling transport hubs and places of
worship after the terrorist attacks in Janu-

ary 2015, the idea was to reduce its size as
the threat subsided. After terrorists struck
Paris again last November, however, Presi-
dent François Hollande imposed a state of
emergency, and Sentinelle was reinforced
to its full quota of 10,000 troops. The gov-
ernment is now seeking a third extension
of the state ofemergency to cover the Euro-
pean football championships this sum-
mer. Jean-Yves Le Drian, the defence minis-
ter, says the operation will continue “as
long as necessary”. 

For military planners, this is a chal-
lenge. Sentinelle is the biggest military op-
eration on home soil since the Algerian

war in the 1960s. The French army had
planned the capacity to provide 10,000
soldiers for a domestic emergency, but not
permanently. Now the strains are show-
ing. General Pierre de Villiers, chief of the
French armed forces, said recently that the
army was operating “at its limit”.

To try to meet the challenge, last year
Mr Hollande raised defence spending by
€3.8 billion ($4.4 billion) over four years
and expanded France’s operational
ground force from 66,000 to 77,000. But
the extra soldiers will take time to train.
Meanwhile, the army has had to make do.
Some exercises have been cancelled. The
numberoftrainingdaysbetween missions
has shrunk far below the NATO norm of
90. Last year 70,000 French soldiers took
part in Operation Sentinelle, some serving
five or six rotations. There is “a riskofbeing
worn out between domestic and foreign
operations”, said Nathalie Kosciusko-Mor-
izet, a centre-right MP, who recently visited
French troops in the Sahel.

Meanwhile there have been com-
plaints about “rustic” camp conditions in
Paris, and a lack of beds. Some soldiers are
camping in empty former defence-minis-
try offices. Families, a report noted, seem
less tolerant of absences when soldiers are
sent to patrol Paris rather than on missions
abroad. Morale needs managing, too. The
terrorist attacks have prompted a surge in
new recruits, but it is not obvious that they
signed up to patrol shopping centres. 

In the longer run, France mayhave trou-
ble maintaining its activist defence and se-
curity policy abroad. Other European
countries that deploy a heavy military
force at home, such as Italy, do not also as-
pire to project force outside their neigh-
bourhood. In 2013 France dispatched 4,500
troops to beat backan Islamist incursion in
Mali; America’s RAND Corporation, a
think-tank, called it a model expeditionary
force. It sent another 2,000 troops to the
Central African Republic, to control a “pre-
genocidal” situation. France was the first
European country to join the American-
led coalition striking Islamic State in Iraq,
and later Syria.

Overstretch could curb the capacity to
respond to new threats. “Our technical ca-
pacity is very good,” says General Vincent
Desportes, a former army officer and critic
of Operation Sentinelle. “But clearly
France is in no position to commit to any
further adventure.” French expeditionary
culture is hardy: in Mali, where soldiers en-
dure desert conditions without optimal
supplies or equipment, the army “makes
coping with austerity a point of pride”,
notes RAND admiringly. But there is a
pressing need for more attack helicopters
and drones.

Mr Le Drian has described facing the
new threat as “entering a different era”. A
parliamentary report last year referred to a
“change in paradigm”. The most recent

France at war

Aux armes

LA DEFENSE

Between missions abroad and at home, French military poweris stretched thin
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IT WAS prayer time at the Northern
Mosque in Khasavyurt, a town in west-

ern Dagestan, when troops in black bala-
clavas arrived one day in February. “They
said: ‘This mosque is closing—turn off the
lights and hand over the keys’,” recalls one
of the congregants. The next day Muham-
mad Nabi Magomedov, a local imam, led
some 5,000 Salafi believers in a march on
city hall, chanting “Allahu akbar!” and “Re-
turn ourmosque!” In early April the securi-
ty services came for Mr Magomedov, ar-
resting him on terrorism charges.

Once in custody, the imam was told to
shave offhis beard. Then six men took him
into a room. “One said: ‘Get on your
knees’,” Mr Magomedov later told a mem-
ber ofRussia’s prison oversight committee,
who shared details of their conversation
with The Economist. “I said, ‘I won’t get on
my knees’.” The men beat up Mr Magome-
dov, sending a clear signal to the ultra-con-
servative Salafi community: there will be
no dialogue. “It’s a shame,” says Rasul, one
of Mr Magomedov’s young followers. “He
was one of the peaceful ones.”

Since last autumn, the authorities in
Dagestan have ramped up pressure against
Salafis. They have reason to worry: as Mos-
cow launched air strikes in support of Syr-
ia’s government, the Islamic State (IS) de-
clared a holy war on Russia, took credit for
downing a Russian passenger jet over
Egypt and released a video threatening “a 

Repressing Islam in Russia

Salafis mustered

KHASAVYURT AND MAKHACHKALA

A crackdown drives Dagestan’s
Muslims towards Islamic State

A pattern of repression

strategic defence review, though, was in
2013; it is already outdated. If France’s do-
mestic operation becomes permanent, say
analysts, the government will need to do
much more than just reverse defence cuts.

France’s pull-out from Afghanistan in
2014 did not much affect the allied mission
there, observes Camille Grand, director of
the Foundation for Strategic Research, a
think-tank. But had it not intervened in
Mali, “where our troops are involved in
real fighting”, there would have been seri-
ous consequences for regional and ulti-
mately European security. France is one of
the few Western countries that still pro-
jects force abroad. But with its new domes-
tic-security worries, it will need to spend
more to continue doing so. 7

Grande armée

Source: French Ministry of Defence *2017 target

French military operations, troops deployed, 2016

Operations Combat troops

Total operational force* 77,000

Sentinelle France 10,000

Barkhane West Africa 3,500

Chammal Iraq, Syria 1,000

Sangaris C.A.R. 900

UNIFIL Lebanon 900

FOR Turkey’s prime minister, Ahmet Da-
vutoglu, May 4th began on a good note.

In the morning the European Commission,
the European Union’s executive arm, en-
dorsed a proposal to lift visa restrictions
for Turks travelling to the bloc’s Schengen
zone as of June. For Mr Davutoglu, who
had made visa-free travel a key condition
for enlisting Turkish help in stemming ille-
gal migration to Europe, the relief was
short-lived. By the evening, it was clear the
prime minister was out ofa job. 

The man who pulled the carpet from
under his feet was the same one who ap-
pointed him less than two years ago: Tur-
key’s president, Recep Tayyip Erdogan.
Tensions between the increasingly au-
thoritarian Mr Erdogan and his prime min-
ister have simmered for months. The two
disagreed over the future of peace talks
with Kurdish insurgents, and overMrErdo-
gan’s plans to change the constitution to
give the presidency executive powers, ce-
menting his grip on government and his
own Justice and Development (AK) party.

They also clashed over the manage-
ment of the economy, and Mr Erdogan’s
crackdown on critics. (Its latest victims,
two journalists, were sentenced to two
years in jail last week for republishing a
drawing from Charlie Hebdo, a French
weekly, featuring a weeping Prophet Mu-
hammad.) Mr Erdogan has accused his
prime minister of stealing the spotlight.
“During my time as prime minister it was
announced that Schengen travel would
come into force in October 2016,” he said
recently, referring to the visa talks. “I can-
not understand why bringing it forward by
four months is presented as a triumph.” 

Signs that Mr Davutoglu was fighting
for his political life emerged last Friday
when AK’s executive body stripped him of
the right to appoint provincial party offi-
cials. Over the weekend, an anonymous
blogger believed to be a member of Mr Er-
dogan’s inner circle suggested that the
prime minister had reached his expiry
date. Mr Davutoglu, the blogger alleged on
a website named “The Pelican Brief”, had
crossed his boss by criticising the arrests of
academics and journalists and by declin-
ing to drum up support for Mr Erdogan’s
executive presidency—and by giving an in-
terview to The Economist last year.

On May 5th, a day after the two men
met in Mr Erdogan’s 1,100-room palace,
AK’s executive council gathered to settle
the prime minister’s fate. It was not clear at
press time whetherhe would resign imme-
diately. But in the coming weeks, AK is ex-
pected to hold an extraordinary congress
to elect Mr Davutoglu’s successor as party
leader. Likely candidates include Binali Yil-
dirim, the transport minister, and Berat Al-
bayrak, the energy minister (who also hap-
pens to be Mr Erdogan’s son-in-law).

The bookish Mr Davutoglu, a former
foreign minister, may have quietly sparred
with Mr Erdogan on occasion, but general-
ly tried to play down divisions. His ouster
suggests there is no tolerance left for oppo-
sition to the president inside his party. It
also reveals the price that Mr Erdogan is
willing to pay to pursue his agenda. Within
hours ofhis meeting with the prime minis-
ter, the Turkish lira plummeted by almost
4% against the dollar, the biggest such drop
since 2008. Fears spread that the EU, which
had found in Mr Davutoglu a sensible in-
terlocutor and a channel to bypass his
abrasive boss, would lose its appetite for
engaging with Turkey. 

Mr Erdogan appears not to care. No
groundwork has been laid for Mr Davuto-
glu’s departure. To many AK supporters,
who saw their prime minister propel the
party to a thumping win in elections last
autumn, his abrupt ouster seems puzzling.
Ozer Sencar, the chairman of Metropoll, a
pollingcompany, said it shows MrErdogan
wants a referendum on his executive presi-
dency this year: “(Mr Davutoglu) present-
ed an obstacle. He had to go.” 7

Turkey’s prime minister
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Ahmet Davutoglu, architect of the
EU-Turkeymigrant deal, is forced out
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Germany’s migrant complex

Doppelgänger envy

AS THE flood ofrefugees who arrived
in Germany last year has tapered to a

trickle, scholars have begun to examine
the challenges the migrant crisis poses to
German identity. Social scientists are
looking at public attitudes. For example,
in the aftermath of last winter’s assaults
in Cologne, much was made ofGerman
fears ofMiddle Eastern migrants’ sexual
behaviour. Research by Marc Helbling, a
sociologist in Bamberg, finds that the
belief that migrants are sexually danger-
ous is concentrated among German men
and women who are “benevolent sex-
ists”—those who regard women as a
weaker sex in need ofmale protection.
This view is more common on the right
than on the left.

Others are looking more deeply into
how the migrant crisis has affected the
national psyche. Matthias Wellershoff, a
psychoanalyst in Cologne, has noticed
that the crisis forms the emotional back-
drop for many ofhis patients’ com-
plaints. Headlines during the crisis re-
flected only the most extreme reactions: a
euphoric “welcome culture” among
some Germans and a xenophobic back-
lash by others. But judging by what they

say on the couch, most Germans’ feelings
are subtler and more conflicted.

Many, Mr Wellershoffsays, seem to
feel a counterintuitive sort ofenvy. For
them, the migrants are “the active ones,
the courageous, those who venture
forth,” he says. “We, or 99% ofus, are not
courageous or active.” Most Germans go
dutifully about their routines in an effi-
cient but over-regulated economy, doing
what is expected of them rather than
what they want. They, too, often feel a
need to escape.

Indeed, like the migrants, Germans
often try to escape by heading for Greek
beaches. Ofcourse, Germans on package
holidays experience those beaches very
differently from Syrians in dinghies. The
refugees face mortal peril and an un-
certain future. The Germans are tempo-
rary refugees from a life ofmaterial and
political security that leaves them feeling
boxed-in and depressed. Many Germans
would like to change their lives, but
cannot bring themselves to do so; the
refugees have upped sticks and left. Some
Germans see refugees as freer than them-
selves, and this secret admiration can
turn into irritation or depression.

Individual Germans handle these
emotions in different ways. In Mr Wel-
lershoff’s practice, those who have not
felt welcome in their own lives react
“allergically” to the term “welcome
culture”. Some become envious: why do
the refugees get free bus tickets? Others
want to erect barriers, physical or meta-
phorical, and keep migrants away.

But many ofMr Wellershoff’s patients
transcend both naive attempts to deny
that migration creates problems, and
fantasies of fence-building. “I myself
have the same feelings sitting on my
chair behind my couch listening to
them,” he says. As German philosophy
has recognised since the days ofHegel, it
is in confronting the Other that one be-
gins to understand oneself.

Forsome Germans, refugees seem like more daring versions of themselves

sea of blood” in Russia itself. Officially,
some 900 Dagestanis have left forSyria. In-
dependent experts say the true figure may
be as high as 4,000. Even the conservative
estimate means that relative to its popula-
tion, Dagestan has supplied nearly eight
times more jihadists than Belgium, the
leading source of European foreign fight-
ers. Most fighters who stayed in Dagestan
have switched their allegiance from the
Caucasus Emirate, a regional insurgent
group linked with al-Qaeda, to IS, which
last year claimed the Russian North Cauca-
sus as one of its provinces.

So far, IS has failed to launch a bigattack
on Russian soil. In fact, the exodus of radi-
cals to Syria led to a drop-offin the ongoing
low-level insurgency in Dagestan: casual-
ties fell 46% in 2014 and a further 51% in
2015. Yet the past sixmonthshave seen a se-
ries ofsmaller attacks, including car bomb-
ings, suicide-attacks on police and a deadly
shooting at an ancient citadel in Derbent.
Violence and flows of money are picking
up, says Akhmet Yarlykapov of the Mos-
cow State Institute of International Rela-
tions. IS runsseveral Russian-language me-
dia outlets, and Russian officials fret about
recruitment. While Mr Magomedov was
leading his protest, IS released a video call-
ing on Dagestanis to resist the mosque clo-
sures by force.

The Russian government makes no dis-
tinction between non-violent Salafis and
the radical underground. According to Ma-
gomedrasul Saaduev, chief imam of the
main state-endorsed Sufi mosque in Ma-
khachkala, the region’s capital, “Moderate
Salafism will always remain soil for ex-
treme Salafism.” Police have expanded the
use of terror watch-lists, or profuchet. The
15,000 people on the lists are tracked close-
ly and can be detained at any time, forced
to give blood and DNA samples and to sub-
mit to interrogation. “They ask: ‘When are
you going to Syria?’ ” complains one Salafi
man on the profuchet. Last autumn the au-
thorities shut down Makhachkala’s main
Salafi mosque. To the south, in Derbent,
another Salafi mosque was set on fire. 

In Khasavyurt, city officials claim that
the Northern Mosque wasa place where IS
found recruits. Khaibulla Umarov, the

town’s deputy mayor, argues that arresting
Mr Magomedov helped pacify his follow-
ers: “People grasped that the state exists.”
More probably, the state’s actions will ex-
acerbate extremism. Sweeping up moder-
ate voices “removes the buffer that stands
between young people and those calling
for violence,” says Irina Starodubrovskaya,
an expert on the North Caucasus. As space
for legal Salafi activityshrinks, the commu-
nity will be driven underground and on-
line, where radical voices have more sway.

Mr Magomedov, whose sermons in
Khasavyurt drew thousands, spoke out
publicly against IS. Indeed, he was even
threatened by extremists. While he and his
associates continue to insist on peaceful
methods, they warn that his mistreatment
plays into the extremists’ hands. “If a ratio-
nal person...wanted maximally to radical-
ise the fundamentalist Muslim communi-
ty,” argues Ekaterina Sokirianskaia of the
International Crisis Group, “they would
need to use exactly these methods.” 7
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WHEN Macedonia was granted visa-free access to the Euro-
pean Union’s Schengen area in 2009, its citizens popped

champagne corks in the streets. Lastweek, asTurkeypassed a last-
minute flurry of laws to win the same prize, MPs brawled in the
National Assembly. Now, as the European Commission proposes
waiving visas for Turkey in a deal to send back migrants from the
Greek islands, it stands accused of rewarding a serial human-
rights violator and undermining its own values.

The decline tells a story. Over the years the EU has run out of
tools to influence its neighbours. The most powerful was the pro-
mise of enlargement, but that has run out of steam; the club has
struggled just to digest its eastward expansions in 2004 and 2007.
Creating regional associations short of membership made elites
happy, but often did little for ordinary citizens. 

That left the prospect of visa-free travel as the last card in the
deck, and for those Balkan countries that won it a few years ago, it
succeeded. Laws improved and bureaucracies were streamlined.
There were hiccups: last year Balkan Roma seeking a few months
of benefits surged into rich countries like Germany, making un-
warranted asylum claims. But these were quickly fixed by judi-
cious rule changes.

Now Turkey, Ukraine, Georgia and Kosovo are all in line for
visa waivers later this year. From the EU’s perspective, loosening
visa rules for neighbours is a triple win. To obtain it, countries
must pass better laws on matters like bordercontrol and data pro-
tection. The process encourages pro-EU, reformist forces in some-
times unstable countries. Perhaps most importantly, it encour-
ages commercial and cultural exchange, and removes a source of
grievance from people otherwise forced to endure longqueues at
embassies and mind-numbing piles of paperwork. “It is some-
times hard for outsiders to understand just how important this is
for us,” says Natalie Sabanadze, Georgia’s ambassador to the EU.

Seen in this light, the proposal to exempt Turks from visa re-
quirements looks positive. Turkey began negotiations to join the
EU in 2005; its outraged politicians never fail to point out that it is
the only candidate country still on the visa list. For their part offi-
cials in Brussels argued that visa liberalisation would bind Tur-
key closer to EU norms; would strengthen the hand of its pro-
European prime minister, Ahmet Davutoglu, against the increas-

ingly autocratic president, Recep Tayyip Erdogan; and would
enable ordinary Turks to visit their relatives, zip around on Inter-
rail trains and sell their wares at German trade shows. In other
words, it would workfor Turkey as it has for other beneficiaries.

Not so fast. The tourism and business links thatvisa-free travel
will foster are an unalloyed good. But Turkey is on a dangerous
path that a mere visa process will not derail. Mr Erdogan, deter-
mined to quash dissent, has detained journalists and academics
under anti-terrorism laws. Asli Aydintasbas, of the European
Council on Foreign Relations, points out that the legislation Tur-
key passed in the 2000s as part of its EU membership bid, which
was still on track back then, has hardly stopped Mr Erdogan’s
march towards illiberalism. As for Mr Davotuglu, this week he
was squeezed from power by his irascible boss. That places the
future of the migrant deal he negotiated with the EU in jeopardy.

Note the irony. Traditionally conceived, visa liberalisation is
the sort of policy that might be designed by a foreign minister
steeped in Joseph Nye’s theory ofsoft power. But in Turkey’s case,
granting visa-free access to 75m people is simply the price paid by
the EU to keep irregular migrants away. And extra safeguards will
be put in place to forestall abuses, such as overstaying visas. Call
it the revenge of the interior ministers. Once the stuff of geekery,
their preoccupations—border security, asylum rules, passport
technology—are now driving EU policymaking. “Before last year
migration was like transport policy,” says one EU official. “Too
boring for the alpha politicians.” Now it dominates summits. 

The approach is infectious. This week the commission also
proposed a radical revision of the EU’s rules on asylum-seekers.
The plans include a complex formula to redistribute asylum-
seekers around the EU from countries facing a huge influx, as
Greece did last year. Countries that refuse to take their share will
face big fines, and the EU asylum office’s role will be greatly ex-
panded. The proposals are so far-reaching that Britain urgently
sought an exemption ahead of its referendum on EU member-
ship. (This was eventually secured in a weekend frenzy of phone
calls between London and Brussels.) All involve a transfer of
powers to Brussels; none would have been countenanced a cou-
ple of years ago. The business of migration, asylum and security,
long the side act ofEU policy, is becoming the main show. 

All along the watchtower
The switch will notbe easy. The commission’sasylum plansmust
now be discussed by Europe’s governments. Many, particularly
in the continent’s eastern half, will not take kindly to orders from
Brussels to receive refugees, or to the threat of fines. (A previous
relocation plan flopped last year.) The deal with Turkey must be
approved bygovernmentsaswell asby the European Parliament,
which never misses a chance to assert its independence from
grubby politicking. Both will scrupulously monitor Turkey’s at-
tempts to meet the five outstanding “benchmarks” that remain
before visa-free travel may be granted. On one of them, Turkey’s
draconian anti-terrorism laws, it is hard to see Mr Erdogan revers-
ing course to a degree that will satisfy MEPs. Should the visa bid
fail MrErdogan hasvowed to tearup the migrantdeal, and MrDa-
vutoglu will not be around to protect it.

A policy paradox is emerging for the EU. Europe’s govern-
ments have learned the hard way that they can manage the hot
potatoes of migration and asylum only by co-operating. And yet
it isbecause these issuesmatterso much thatpoliticians are reluc-
tant to cede control. There are big battles to come. 7

Visa wars

To keep asylum-seekers out, the European Union must let 75m Turks in

Charlemagne
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THIS week’s local elections, the results
of which were due after The Economist

went to press, will be parsed for what they
mean for Jeremy Corbyn, the embattled
Labour leader (see Bagehot). But they will
also be analysed asa guide to the more cru-
cial vote on European Union membership
soon after, on June 23rd. Referendum cam-
paigning will now step up a gear.

What is notable about opinion polls on
the referendum is how little they have
moved (see chart). Barring the odd blip, the
Remain side has a small lead. Reforms Da-
vid Cameron brought back from Brussels—
the startofa prime ministerial campaign to
stay in—and a Treasury report on the eco-
nomics of leaving the EU appear to have
had no impact. Nor has the advice of
America’s president, Barack Obama,
against Brexit. The number of “don’t
knows” is still over 10%, but predictions
that most will vote Remain are less sure. 

Polls find a clearmajority ofTory voters
favour Leave, whereas some two-thirds of
Labourvoters backRemain. Only a third of
better-off adults are for Leave, against half
of the poor. Above all there is a big age gap.
Discounting “don’t knows”, two-thirds or
more of older voters support Brexit, com-
pared with only one-third of younger
ones. In this respect Britain is unlike other
countries, where older voters favour the
EU more than younger ones do. John Cur-
tice, a political analyst at Strathclyde Uni-
versity, suggests some older British voters

Voters’ divisions also affect the issues
that campaigners choose to concentrate
on. The Remain side talks up the risks of
Brexit for the economy and jobs, because
young people worry more about these. A
barrage of reports to this effect have
emerged from the Bank of England, the
Confederation of British Industry and the
IMF. Most recently the Treasury suggested
Brexit would cost the average family
£4,300 ($6,245) a year by 2030. Days later
the OECD, a think-tankofmostlyrich coun-
tries, said that the cost in 2020 would be
equivalent to an extra tax of £2,200 on ev-
ery household.

With another Treasury paper on the
short-term costs of Brexit due soon, Leav-
ers are avoiding the subject. On alternative
trading arrangements Michael Gove, the
justice secretary, incurred ridicule by not-
ing that even Albania had free trade with
the EU. This week Lord Lawson, a former
chancellor, wrote in an essay for Politeia, a
London think-tank, that the alternative to
EU membership was simply non-member-
ship. But most Leavers have conceded that
the short-term effects of uncertainty
would be negative. So they focus instead
on taking back sovereignty and curbing
immigration, two issues that resonate par-
ticularly with older voters.

The campaigns range beyond the cen-
tral issues ofthe economy, sovereignty and
migration. In many ways the underlying
question is what sort of country voters
want. Brexiteers appeal to old nostalgics
and also to the angry and dispossessed
who are attracted to populist parties in Eu-
rope and to Donald Trump in America.
That is one reason to worry that, despite
claims to the contrary by people like Mr
Gove and Boris Johnson, outgoing mayor
of London, a vote to leave would mean a
more closed, inward-lookingBritain. Yet al-
though Mr Cameron told a parliamentary

who in 1975 voted to stay in the common
market want to rectify their error.

This puts a premium on turnout. Back-
ers ofBrexit are more committed and more
likely to vote. As in elections, the old vote
more than the young. The two main cam-
paigns, Britain Stronger in Europe (BSIE)
and Vote Leave, disagree about almost
everything else, but they agree on turnout.
If it is below roughly 60%, Leave will win;
if above, it will be Remain. This should
worry Mr Cameron. Unlike the Scottish in-
dependence vote in September2014, when
turnout was exceptionally high at 85%, the
EU campaign has engendered only limited
passion so far—and the little there has been
is mostly on the Leave side.

EU referendum campaign

The eternal quest for youth

So faropinions have barelyshifted. That means the outcome will depend on
turnout byyoung voters 
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2 committee on May 4th that he wanted a
big, bold Britain, the Remain side hardly
trumpets a more positive future, relying
heavily on stressing the risks ofBrexit.

Both sides lay claim to the patriotism la-
bel, just as both insist a vote for them is the
way to retain the status quo (a harder line
for Brexiteers to sustain). And both bring in
extraneous matters in support of their
cause, ranging from the Brussels bombings
to the woes of the Port Talbot steelworks to
the merits ofa transatlantic trade deal. Two
examples stand out. One was when There-
sa May, the home secretary, said that, al-
though she backs Remain for security rea-
sons, she wants to pull out of the European
Convention on Human Rights, an idea
promptly slapped down by none other
than Mr Gove. The second is general scare-
mongering over the funding of the Nation-
al Health Service, a sacred cow that is now
paraded in all political arguments, how-
ever irrelevant it may be.

The NHS argument is, of course, yet an-

other bid to win over older voters. But it is
the young who will decide the outcome.
Will Straw, executive director of BSIE, says
his group has established 72 branches in
universities, and insists that much is being
done to raise voter registration and encour-
age postal voting. Mr Cameron, too, wants
to appeal to the young, speaking this week
of “a choice for a generation”. But the
young need more inspiration from the left.

It is striking how feeble the official La-
bour Party’s engagement in the campaign
has been so far. Most trade unions back Re-
main and Mr Corbyn has given a dutiful
speech in favour. Emma Reynolds, an ener-
getic pro-European backbencher, promises
that, after the local elections, the party will
focus more intensively on the issue. Yet
voters suspect, rightly, that Mr Corbyn is at
heart a Eurosceptic. And many Labour
supporters object to the idea of rescuing
Mr Cameron from his folly in calling the
referendum. The vote will remain hard to
predict right up to the day itself. 7

FOR 20 years the English Premier League
has been dominated by glamorous for-

eign players paid for by Russian oligarchs
and Arab sheikhs, to the exclusion, some
feel, of local players and fans. So the coun-
try woke up with a collective smile on its
face on May 3rd, after Leicester City Foot-
ball Club clinched the title for the first time.
Leicester, known as the Foxes, are among
the league’s least glamorous clubs, based
in one of the nation’s least fancy cities. At
the start of this season bookmakers gave
odds of5,000 to1on a Leicester title, longer
than those on Jeremy Corbyn—the beard-
ed, Marxist leader of the Labour Party—be-
coming the next James Bond.

Now, the world is beating a path to
Leicester’s door to find out how they did it.
Management theories abound (see
Schumpeter). What people might find is
that it is not just the football club, but the
city (population: 340,000) that has plenty
to share. Leicesterwas forgood reason cho-
sen as the first stop on the Queen’s Dia-
mond Jubilee tourofthe country in 2012. In
someways it is theepitomeofmodernBrit-
ain. Locals argue that the footballing tri-
umph is but the validation ofLeicester’s re-
emergence asa city; a mixoflong-term am-
bition and unflashy, organic growth.

“Leicester clothes the world” was the
slogan when the city was full of hosiers
and bootmakers; in 1936 it was named as

the second-richest city in Europe. But in the
1980s Leicester lost almost all this to cheap
overseas competition. Rebuilding the dev-
astated economy has been a painful task,
but is now bearing fruit.

The development of a strong entrepre-
neurial culture has been important. Leices-
ter has the fastest business growth rate out-
side London, and its gross value added, a

measure of economic output, rose 22% be-
tween 2009 and 2014. This has spawned
plenty of jobs, sucking newcomers in; be-
tween 2001and 2011itspopulation grew by
17%, the fourth-highest rate in the country. 

Immigration has contributed much. In
1972 when Idi Amin kicked Asians out of
Uganda, 30,000 of them, mainly Gujaratis,
settled in Leicester, where they set up their
own businesses. Crown Crest, a large retail
chain, was founded by immigrants. Anoth-
er family made a fortune selling toilet rolls.
Leicester is now one of only three towns
and cities outside London to have a major-
ity non-white British population. 

The city’s universities are among the
country’s most entrepreneurial. Under-
graduates are encouraged to develop their
own startups, and the universities award
seed moneyto “incubate” them. Local poli-
tics have helped too. Leicester is one of
only five cities in England with a directly
elected mayor: Labour’s Sir Peter Soulsby,
in office since 2011, says this enables him to
take fast executive action when opportuni-
ties arise. The council was quick to exploit
the unearthingofthe remains ofKing Rich-
ard III undera carparkin 2012, and brilliant
at marketing the find to tourists.

The council has also encouraged small
businesses, says Jon Prest, managing direc-
tor of a local media design company. It
matches up companies with properties
and landlords, and has created a Cultural
Quarter to help revive the city centre. Sir
Peter says he has avoided getting Leicester
swallowed up into any sort of regional de-
volution deals. Keeping its local identity
while drawing on its global links is the
Leicester way.

The same could be said about the Fox-
es. Romantics see the team’s success as a
serendipitous triumph of character over
money, the yeomen of England vanquish-
ing the overpaid glamour boys. There is in-
deed plenty of home-grown talent in the
Leicester team, but the Foxes, too, have
their own foreign billionaire owner, Vichai
Srivaddhanaprabha, of Thailand’s King
Power group, who bought the club in 2010.
Unlike others, however, he has not
splashed out on star players to boost his
profile, but has invested for the long term,
spending £100m on infrastructure, such as
a training ground and youth academy, and
on scouting for overlooked talent. 

The total cost ofLeicester’s regular team
(£25m, or $36m) is less than a quarter of
what Manchester United spent on new
players last summer. “This year’s success
has come sooner than expected,” says a
spokesman. Nor is Leicester’s success limit-
ed to football. The city’s rugby union team,
the Tigers, is England’s most successful. 

The Foxes will look to emulate the Ti-
gers’ long-term success. Even if they do not,
they have given hope to the unsung clubs
of English football, as their city has done
the same for unheralded English towns. 7

Leicester’s success

Foxes and tigers

LEICESTER

There are lessons to learn from the cityas much as from the football club

Richard III: my kingdom for a fox
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IN HIS book “Submission”, Michel Houellebecq, a French au-
thor, conjures up a France of 2022 ruled by an anti-Semitic alli-

ance of spineless socialists and conservative Islamists. The coun-
try gets its first Muslim president, causing Jews, including the
narrator’s girlfriend, to flee to Israel. When the novel appeared
last year some called it bold satire; others said it was Islamo-
phobic. Its timing heightened its inflammatory effect, coming out
on the day of the attacks on Charlie Hebdo, a satirical magazine,
and followed two days later by killings at a kosher supermarket.

To judge by some recent newspaper headlines (especially in
America), one might think Britain were becoming the France of
Mr Houellebecq’s lurid imagination: “Britain’s raging anti-Semi-
tism scandal”, “Is it time for the Jews to leave Europe?”, “Why the
Labour Party won’t confront British Muslim anti-Semitism”.

The subjects of these stories, it is true, have a faintly Houelle-
becquian aura: in the past weeks each day has brought a new ex-
ample of what some in the party insist on calling its “issues
around anti-Semitism”. A Labour councillor suggests Islamic
State is an Israeli front. Another compares Israelis to Nazis. The
co-chairof the Oxford University LabourClub resigns and claims
many ofits members “have some kind ofproblem with Jews”. Je-
remy Corbyn, the party’s far-left leader, a self-declared friend of
Hamasand a formerpresenteron Iran’sPressTV, only reluctantly
suspends Naz Shah (an MP in Bradford) for suggesting that Israel
be “transported” to America. To crown it all Ken Livingstone, a
leading Corbynista and the former mayor of London, unburdens
himself of the assertion that Hitler supported Zionism before he
“went mad and ended up killing 6m Jews”.

Comingat a time when anti-Semitic attacks in Britain have ris-
en (some Jewish schools now hold terror-attack drills), these de-
velopments have the country’s Jews understandably worried.
Jay Stoll, of the Jewish Labour Movement, describes a Passover
service during which, before prayers, the rabbi pointed to Mr Liv-
ingstone’s comments as proof that they “may not be so secure” in
Britain. It is thus tempting to lump Labour’s ongoing moral degra-
dation in with the broader rise ofanti-Semitism in Europe.

In truth, however, the British picture is more complex. Accord-
ing to Jonathan Boyd of the Institute for Jewish Policy Research,
anti-Semitic sentiment among Britons is “fairly stable in general”,

whereas “levels of antipathy among non-Jews towards Jews are
higher in more or less every European country but the UK”. Jona-
than Arkush, president of the Jewish Board of Deputies, agrees
that although communal anxieties have increased—partly be-
cause of the attacks in Paris and Brussels—the public’s attitude to-
wards Jews is “not fundamentally changing” and the govern-
ment is committed, in word and deed, to protecting them. 

Britain remains a much better place to be a Jew than France,
where just leaving the house wearing a yarmulke is much riskier
than it is across the Channel. In London (unlike Paris) the old es-
tablishment’s antipathy to Jews (Harold Macmillan once
moaned that Margaret Thatcher’s cabinet contained more “old
Estonians” than old Etonians) has gone. While one source says
some 5,000 French Jews have moved to Britain in the past few
years, there is, Mr Arkush notes, no question of British Jews leav-
ing for, say, Israel in large numbers. When Israel’s prime minister,
Binyamin Netanyahu, urged them to do so, several Jewish groups
issued a terse rebuffrejecting his entreaty and its premise. 

Far from metastasising through British society, anti-Semitism
is largely confined to certain pockets within it. One is the elector-
ally moribund far right. Large parts of British Islam are another,
where antipathy to Jews becomes especially prominent when
nerves jangle in the Middle East (for example during the Gaza cri-
sis of 2014, when a placard reading “Hitler would be proud”
loomed above a peace march in London). And then—only some-
times linked to Islamic anti-Semitism—there is the far left. 

There, too, the picture is more nuanced than the headlines
suggest: it is not clear whether socialist anti-Semitism is now on
the rise, or just noisier and more prominent than before. Asking
Jewish Labourites what they make of it all, Bagehot frequently
encounters the observation that the comments and opinions
now making the news have long existed among spittle-flecking
old lefties—for whom Israel’s alliance with America relegates
Jews, even British ones, to the verybottom ofthe hierarchy ofvic-
timsdeservingsympathy—and in depressed northern towns, like
Bradford, with large, Labour-voting Muslim populations. By win-
ning the party leadership last September Mr Corbyn, in the
words ofHoward Jacobson, a Jewish writer, merely emboldened
and gave new voice to “something that had been there all along”.
MrArkush agrees: “Whathasbecome so plain foreveryone to see
in the past weeks is something the Board of Deputies has been
warning about for some time, but has not been heeded.”

No submission
The rise of anti-Semitic incidents should worry Britons—and
guard against any complacency born of the comparison with
other European countries. Yet visions of a monolithic anti-Semi-
tism sweepingBritish societyare unhelpful. First, they are flat-out
inaccurate and alarmist. Second, they distract attention from the
ugly exceptionalism of those narrow segments of British life
where the virus stubbornly thrives, and as such let the likes ofMr
Corbyn off the hook. (Labour’s leader, in whose circle Mr Living-
stone’s implicit conflation of Israeli government policy with Jew-
ishness is virtually de rigueur, can barely bring himself to admit
that the problem exists.) Third, the suggestion of a blanket anti-
Semitism taking hold of the country gives London’s former
mayor and his ilk headlines they do not deserve. Mr Livingstone
is not some tribune of social change but an embittered old man
whose views are still gratifyingly repellent to the vast majority of
Britons. By his solitude may he be known. 7

The loneliness of Ken Livingstone

Anti-Semitism in the LabourPartydoes not reflect British society at large

Bagehot
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TWO YEARS ago The Economist con-
structed an index ofcrony capitalism. It

was designed to test whether the world
was experiencinga new era of“robberbar-
ons”—a global re-run of America’s gilded
age in the late 19th century. Depressingly,
the exercise suggested that since globalisa-
tion had taken off in the 1990s, there had
been a surge in billionaire wealth in indus-
tries that often involve cosy relations with
the government, such as casinos, oil and
construction. Over two decades, crony for-
tunes had leapt relative to global GDP and
as a share of total billionaire wealth.

It may seem that this new golden era of
crony capitalism is coming to a shabby
end. In London Vijay Mallya, a ponytailed
Indian tycoon, is fighting deportation back
to India as the authorities there rake over
his collapsed empire. Last year in São Pau-
lo, executives at Odebrecht, Brazil’s largest
construction firm, were arrested and flown
to a court in Curitiba, a southern Brazilian
city, that is investigating corrupt deals with
Petrobras, the state-controlled oil firm. The
scandal, which involves politicians from
several parties, including the ruling Work-
ers’ Party, is adding to pressure on Brazil’s
president, Dilma Rousseff, who is facing
impeachment on unrelated charges.

A Malaysian investment fund, 1MDB,
that is answerable to the prime minister, is
the subject ofa global fraud probe. Suppor-
ters of Rodrigo Duterte, the front-runner to
win the presidential election in the Philip-

since 2014. In rich countries, crony wealth
remains steadyish, at about 1.5% of GDP. In
the emerging world it has fallen to 4% of
GDP, from a peakof7% in 2008 (see chart1).
And the mix of wealth has been shifting
away from crony industries and towards
cleaner sectors, such as consumer goods
(see chart 2 on next page).

Despite this slowdown, it is too soon to
say that the era of cronyism is over—and
not just because America could elect as
president a billionaire whose dealings in
Atlantic City’s casinos and Manhattan’s
property jungle earn him the 104th spot on
our individual crony ranking.

Behind the crony index is the idea that
some industries are prone to “rent seek-
ing”. This is the term economists use when
the owners of an input of production—
land, labour, machines, capital—extract
more profit than they would get in a com-
petitive market. Cartels, monopolies and
lobbying are common ways to extract
rents. Industries that are vulnerable often
involve a lot of interaction with the state,
or are licensed by it: for example telecoms,
natural resources, real estate, construction
and defence. (For a full list of the industries
we include, see the linkbelow*.) Rent-seek-
ing can involve corruption, but very often
it is legal.

Our index builds on work by Ruchir
Sharma of Morgan Stanley Investment

pines on May 9th, hope he will open up a
feudal political system that has allowed
cronyism to flourish. In China bosses of
private and state-owned firms are now
routinely interrogated as part of Xi Jinp-
ing’s purge of “tigers” (a purge that has left
Mr Xi’s family well alone). Worldwide, ty-
coons’ offshore financial cartwheels have
been revealed through the Panama papers.

The economic climate has been tough
on cronies, too. Commodity prices have
tanked, cutting the value of mines, steel
mills and oilfield concessions. Emerging-
market currencies and shares have fallen.
Asia’s long property boom has sputtered.

The result is that our newly updated in-
dex shows a steady shrinking of crony bil-
lionaire wealth to $1.75 trillion, a fall of 16%

Our crony-capitalism index

The party winds down

Across the world, politicallyconnected tycoons are feeling the squeeze

International
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...............................................................
* Go to economist.com/cronyindex2016

1Generating rent
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1

2 Management and Aditi Gandhi and Mi-
chael Walton of Delhi’s Centre for Policy
Research, among others. It uses data on bil-
lionaires’ fortunes from rankings by
Forbes. We label each billionaire as a crony
ornot, based on the industry in which he is
most active. We compare countries’ total
cronywealth to theirGDP. We showresults
for 22 economies: the five largest rich ones,
the ten biggest emerging ones for which re-
liable data are available and a selection of
other countries where cronyism is a pro-
blem (see chart 3). The index does not at-
tempt to capture petty graft, for example
bribes for expediting forms or avoiding
traffic penalties, which is endemic in many
countries.

The rich world has lots of billionaires
but fewer cronies. Only 14% of billionaire
wealth is from rent-heavy industries. Wall
Street continues to be controversial in
America but its tycoons feature more
prominently in populist politicians’ stump
speeches than in the billionaire rankings.
We classify deposit-taking banking as a
crony industry because of its implicit state
guarantee, but ifwe lumped in hedge-fund
billionaires and other financiers, too, the
share of American billionaire wealth from
crony industries would rise from 14% to
28%. George Soros, byfar the richest man in
the hedge-fund game, is worth the same as
Phil Knight, a relative unknown who sells
Nike training shoes. Mr Soros’s fortune is
only a third as large as the technology-
derived fortune ofBill Gates.

Developing economies account for 43%
of global GDP but 65% of crony wealth. Of
the big countries Russia still scores worst,
reflecting its corruption and dependence
on natural resources. Both its crony wealth
and GDP have fallen in dollar terms in the
past two years, reflecting the rouble’s col-
lapse. Their ratio is not much changed
since 2014. Ukraine and Malaysia continue
to score badly on the index, too. In both
cases cronyism has led to political instabil-
ity. Try to pay a backhander to an official in
Singapore and you are likely to get arrest-
ed. But the city state scores poorly because
of its role as an entrepot for racier neigh-
bours, and its property and banking clans.

Encouragingly, India seems to be clean-
ingup itsact. In 2008 cronywealth reached
18% of GDP, putting it on a par with Russia.
Today it stands at 3%, a level similar to Aus-
tralia. A slump in commodity prices has
obliterated the balance sheets of its Wild
West mining tycoons. The government has
got tough on graft, and the central bank has
prodded state-owned lenders to stop giv-
ing sweetheart deals to moguls. The vast
majority of its billionaire wealth is now
from open industries such as pharmaceuti-
cals, cars and consumer goods. The pin-
ups of Indian capitalism are no longer the
pampered scions of its business dynasties,
but the hungry founders of Flipkart, an e-
commerce firm.

In absolute terms China (including
HongKong) nowhas the biggest concentra-
tion of crony wealth in the world, at $360
billion. President Xi’s censorious attitude
to gambling has hit Macau’s gambling ty-
coonshard. Li Hejun, an energymogul, has
seen most of his wealth evaporate. But
new billionaires in rent-rich industries
have risen from obscurity, including Wang
Jianlin, ofDalian Wanda, a real-estate firm,
who claims he is richer than Li Ka-shing,
Hong Kong’s leading business figure.

Still, once its wealth is compared with
its GDP, China (including Hong Kong)
comes only 11th on our ranking of coun-
tries. The Middle Kingdom illustrates the
two bigflaws in ourmethodology. We only
include people who declare wealth ofover
a billion dollars. Plenty of poorer cronies
exist and in China, the wise crony keeps
his head down. And our classification of
industries is inevitably crude. Dutch firms
that interact with the state are probably
clean, whereas in mainland China, billion-
aires in every industry rely on the party’s
blessing. Were all billionaire wealth in Chi-
na to be classified as rent-seeking, it would
take the 5th spot in the ranking.

The last tycoons
A possible explanation for the mild im-
provement in the index is that cronyism
was just a phase that the globalising world
economy was going through. In 2000-10
capital sloshed from country to country,
pushing up the price of assets, particularly
property. China’s construction binge inflat-
ed commodity prices. In the midst of a
huge boom, political and legal institutions
struggled to cope. The result was that well-
connected people gained favourable ac-
cess to telecoms spectrum, cheap loans
and land.

Now the party is over. China’s epic in-
dustrialisation was a one-off and global
capital flows were partly the result of too-
big-to-fail banks that have since been
tamed. Optimists can also point out that
cronyism has stimulated a counter-reac-
tion from a growing middle class in the
emerging world, from Brazilians banging
pots and pans in the street to protest

against graft to Indians electingArvind Kej-
riwal, a maverick anti-corruption cam-
paigner, to run Delhi. These public move-
ments echo America’s backlash a century
ago. The Gilded Age of the late 19th century
gave way to the Progressive Era at the turn
of the 20th century, when antitrust laws
were passed.

Yet there is still good reason to worry
about cronyism. Some countries, such as
Russia, are going backwards. If global
growth ever picks up commodities will re-
cover, too—along with the rents that can be
extracted from them. In countries that are
cleaning up their systems, or where popu-
lar pressure for a clean-up is strong, such as
Brazil, Mexico and India, reform ishard. Po-
litical parties rely on illicit funding. Courts
have huge backlogs that take years to clear
and state-run banks are stuck in time-
warps. Across the emerging world one re-
sponse to lower growth is likely to be more
privatisations, whether of Saudi Arabia’s
oil firm, Saudi Aramco, or India’s banks. In
the 1990s botched privatisations were a
key source ofcrony wealth.

The final reason forvigilance is technol-
ogy. In our indexwe assume that the indus-
try is relativelyfree ofgovernment involve-
ment, and thus less susceptible to rent-
seeking. But that assumption is being test-

2Seek and ye shall find

Sources: Forbes; IMF; The Economist
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2 ed. Alphabet, the parent company of Goo-
gle, has become one of the biggest lobby-
ists in Washington and is in constant
negotiations in Europe overanti-trust rules
and tax. Uber has regulatory tussles all
over the world. Jack Ma, the boss of Ali-
baba, a Chinese e-commerce giant, is pro-
tected by the state from foreign competi-
tion, and now owes much of his wealth to
his stake in Ant Financial, an affiliated pay-

ments firm worth $60 billion, whose big-
gest outside investors are China’s sover-
eign wealth and social security funds.

If technology were to be classified as a
crony industry, rent-seeking wealth would
be higherand risingsteadily in the Western
world. Whether technology evolves in this
direction remains to be seen. But one thing
is for sure. Cronies, like capitalism itself,
will adapt. 7

JOHN CHRISTENSEN runs the Tax Justice
Network, a group that campaigns against
tax evasion and corruption. A decade

ago, itsmessage fell on deafears. No longer.
After the Panama papers leak last month,
Mr Christensen says international media
were camped at his door for days, seeking
his views on how to stop dodgy dealings.

Corruption has flown up policy agen-
das, thanks to the work such crusading
groups have done to reveal the extent of
hidden offshore wealth to angryvoters fac-
ing austerity. On May 12th Britain will host
an anti-corruption summit. Officials from
around 30 countries, including America,
Brazil and Nigeria, will attend. 

Discussion will range from secret own-
ership of offshore firms to corruption in
sport. It will, no doubt, end with a forceful
declaration; commitments may be harder
to extract. Campaigners are hoping for pro-
gresson corporate transparency, disclosure
ofpayments in oil, gas and mining, and co-
operation in cross-bordercorruption cases.

Cracking open shell companies is the
most important of these. There is a correla-
tion between graft and these anonymous
vehicles: take investigations into a suspect-
ed multi-billion-dollar theft from 1MDB, a
Malaysian state fund, which are focused
on shell companies in the Seychelles and
Caribbean. Tracing illicit funds to a shell’s
bank account is of little use if you cannot
identify the individuals who control it.
This worries business people as well as
policymakers: a recent survey ofcorporate
leaders in 62 countries by EY, an account-
ing firm, found strong support for more
openness in ownership; legitimate firms
want to knowwhom theyare tradingwith.

International standards on “beneficial”
owners (the real people, as opposed to oth-
er firms, behind firms) have been tight-
ened, but remain quite loose. The informa-
tion should be collected somewhere,
whether in registries or by company-for-
mation agents, and made available to

“competent” authorities when requested. 
Practice varies greatly. Some offshore

centres, including Jersey, have had (non-
public) registries for years, having set them
up under pressure after scandals—though
they rely heavily on regulated formation
agents to collect, verify and update infor-
mation. In America, by contrast, agents are
not licensed, and ownership information
is not collected, let alone verified.

Momentum is shifting towards central
registries. AnewEuropean Union directive
calls on members to set these up and to
make the data available to police, tax au-
thorities and others with a “legitimate in-
terest” (such as investigative journalists).
Britain has gone further: it launched a pub-
lic registry last month. Other countries, in-
cluding Australia and the Netherlands,
plan to do the same.

In principle, openness seems a fair ex-
change for the privilege of limited liability.
But there are problems in practice. Those
registries already up and running tend to
be purely archival: they do not verify in-
coming information because of the cost.
This tempts money-launderers to lie. 

Britain planscriminal penalties for false
declarations. But unless declarations are
checked—and resources are stretched al-
ready—ne’er-do-wells may take their
chances. Formation agents have little in-
centive to push for accurate information:
monitoring of the industry, which falls un-
der HM Revenue & Customs, is scant.

Britain’s overseas territories argue
against public registries, partly on privacy
grounds but also because they consider
their “gatekeeper” model to be more ro-
bust. This places a duty on law firms, trust
companies and other registration agents to
collect and certify beneficial owners’ iden-
tity documents. The offshore centres argue
that leaning on regulated entities, close to
the client, is more practical and effective
than relying on registries, which are fur-
ther removed from the action and do not
face the threat of licence suspension.

In Jersey, ownership information and
the source of funds must be verified at reg-
istration. The regulator also makes checks,
including to ensure that formation agents
update information when ownership
changes. By comparison, vetting on the
British mainland is “rubbish”, says a regu-
lator who has worked in both systems. 

There are problemswith the gatekeeper
model, to be sure. Ownership information
can get lost along chains of intermediaries.
Some (though very few, it seems) conspire
with crooks. Enforcement is patchy: Jersey
has jailed rogue formation agents, but the
British Virgin Islands does no more than
pull licences, and even then only rarely.

Nevertheless, research suggests that, for
all the criticism, offshore financial centres
have done more to comply with benefi-
cial-ownership rules in recent years than
their onshore peers. That may be surpris-
ing in the light of the Panama papers and
other leaks—but much of what they con-
tain is 15 or even 20 years old. The most
comprehensive study, “Global Shell
Games” by Michael Findley, Daniel Niel-
son and Jason Sharman, was conducted in
2012. The authors e-mailed 3,773 formation
agents around the world, posing as consul-
tants looking to set up untraceable firms.
Agents in offshore centres, they found,
were much less willing to deal with them
than service providers in OECD countries.
Nota single one in Jerseyor the Cayman Is-
lands took the bait; dozens did in America. 

The authors concluded that blacklisting
had forced offshore centres to get tougher,
whereas OECD countries had never faced
equivalent pressure and could get away
with being laxer. That could change with
public registries—if more big countries fol-
low Britain’s lead, and if both policing and
punishment are strong. But Mr Sharman is
not reassured by the blueprints on the ta-
ble. Self-declaration without verification
is, he reckons, the public-registry model’s
weak point. As currently designed, it risks
being “completely ineffectual”. 7

Corporate ownership and corruption

How to crack a shell

Ownership registries could help to end the corporate secrecy that fosters
corruption. But current plans are not promising



The Economist May 7th 2016 57

For daily coverage of business, visit

Economist.com/business-finance 

1

ITHASbeen a grim decade for investors in
international oil firms—among them,

manyofthe world’sbiggestpension funds.
Even before oil prices started to fall in 2014,
the supermajors threw money away on
grandiose schemes: drilling in the Arctic
and building giant gas terminals. Their re-
turns have trailed those of other industry-
leading firms by a huge margin since 2009.

In the past 18 months things have gone
from bad to worse. The Boston Consulting
Group, a consultancy, calls it the industry’s
“worst peacetime crisis”. That is evident in
first-quarter results released in the past
week by Exxon Mobil and Chevron of
America, and European rivals, Royal Dutch
Shell, BP and Total, which bear the scars of
a collapse in oil prices to below$30 a barrel
in mid-February (see chart).

Since then the oil price has rebounded
to $45 a barrel; as a result ofaggressive cost-
cutting efforts, their earnings have mostly
been better than expected. Miraculously, a
bit of cheer has returned. The big firms’
share prices have outperformed America’s
S&P 500 index by nine percentage points
since the start of the year.

It is too soon to declare victory, though.
Not only do the supermajors need to brace
for the possibility of a renewed slide in oil
prices in the short term; they must also pre-
pare for a future in which oil demand is in-
creasingly uncertain because of climate
change, pollution and the emergence of al-

spendingby the end of this year, compared
with 2014, despite the effort involved in
swallowing BG. 

Second, investment projects are being
looked at more realistically than they were
when it was blithely assumed that oil
prices would remain above $100 a barrel
for the foreseeable future. Third, the super-
majors are less likely to embark on waste-
ful mega-mergers, as they did in the 1990s.
The Shell/BG deal went ahead despite
loud opposition from some shareholders.
Elsewhere, competition authorities are
baring their teeth. On May 2nd Hallibur-
ton, the world’s second-largest oil-service
company, scrapped its $28 billion merger
with Baker Hughes, the third-largest, after
the Department of Justice opposed it on
antitrust grounds.

Some doubt that this zeal for capital dis-
cipline will last long if oil prices rise much
higher. “This is a cyclical business and it al-
ways will be,” says Bernstein’s Teng Ben.
Paul Spedding, a former head of oil re-
search at HSBC, a bank, says it has been
forced upon the supermajors by weak
market conditions.

ternative sources of energy. Sanford C.
Bernstein, a research firm, argues that such
“peak demand” is not imminent. There
may be at least another 15-year growth cy-
cle by oil firms before investors throw in
the towel. But in the meantime companies
need to develop a new business model
built around a quest for returns rather than
for reserves. 

These returnsare still woefully low, and
debts unusually high. On May 4th Shell is-
sued its first earnings report since acquir-
ing BG, a smaller British rival, for $54 bil-
lion in February. Thanks mostly to decent
sales and marketingperformance, analysts
considered it a fair outcome. But its returns
on average capital employed, an industry
benchmark, were a miserly 3.8%—well be-
lowits costofcapital. It also had net debtof
$69 billion, a burden that should keep its
executives awake at night if oil prices fall
again. A few days earlier, Exxon Mobil re-
ported its smallest quarterly profit since
1999, shortly after Standard & Poor’s, a rat-
ingagency, had cut the triple-Arating that it
had enjoyed for decades. (That left Ameri-
ca with only two blue-chip firms, Johnson
& Johnson and Microsoft.)

Optimists, however, are starting to look
beyond these shortcomings, for several
reasons. First, cost discipline is becoming
an industry-wide mantra. Shell, for in-
stance, says it hopes to slash $30 billion
from combined operating costs and capital

Hydrocarbons

Not-so-Big Oil

The supermajors are being forced to rethinktheirbusiness model
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2 Two reports issued this week suggest
that investors should strive to keep the
spending straitjacket on oil companies
even ifprices improve further. One, by Car-
bon Tracker, an NGO, (and co-authored by
Mr Spedding), seeks to show that pursuing
new reserves at all costs would not only be
bad for the environment, it would be bad
business. It argues that even if climate-
change policies severely constrain de-
mand for oil, companies will still need to
produce more of the black stuff. But if oil
prices are anywhere below $120 a barrel,
they would produce higher returns if they
carry out selective drilling of low-cost
wells rather than “business as usual”. An-
other report, by Paul Stevens of Chatham

House, a think-tank, says the supermajors
should consider selling assets and return-
ing cash to shareholders because relent-
lessly pursuing reserves is a dead model.

Unsurprisingly, the oil companies reject
the notion that they need to shrink. They
say they are adapting their portfolio to
changing demand for hydrocarbons. Shell
and BP favourwhat they see as cleaner nat-
ural gas over oil. France’s Total is develop-
ing renewables as well as oil and gas. Their
instinct is to assume that even as the world
battles climate change, it will want more
hydrocarbons—especially in fast-growing
developing countries such as China and
India. Investors may pressure them to
thinkdifferently. 7

ON MAY14th Stockholm hosts the final
of the Eurovision song contest: a

camp, televised crooning event that draws
nearly 200m television viewers. Bands
competing for votes and fame relish expo-
sure; the host city gets to promote itself for
tourists and businesses. And a big selling
point for the Swedish capital is its status as
home to a string of successful digital firms,
exemplified by a large music-streaming
business, Spotify.

Tech and Stockholm have long thrived
together. “Programming is the single most
common occupation in Stockholm today,”
says Mikael Damberg, Sweden’s minister
ofenterprise. An estimate, by the city itself,
suggests the tech sector employs 18% of
workers—far above the 10% said to be typi-
cal in most European capitals.

A digital boom is one reason why the
Swedish capital region has one ofEurope’s
fastest-growing populations (2.3m people,
up by 10% since 2010). It also explains why
the city’s economy as a whole is rattling
along at about 5% annualised growth; the
city claims to be the fastest-growing in Eu-
rope. Stockholm can boast not only about
its hordes of clever startups—Paris, Berlin
and others brag about these too—but also
of fully fledged firms. Torbjorn Bengtsson,
of the city’s business-development coun-
cil, says that since 2003 it ranks as the fifth
city, globally, in nurturingunicorns, private
firms valued over $1 billion. It got one-fifth
of all European investments in “fin tech”
firms between 2010 and 2014, he says. One,
Klarna, an online-payments firm, was val-
ued at more than $2 billion last year and is
expanding in America.

Games firms do well, too. Microsoft

bought Mojang (creator of Minecraft) for
$2.5 billion, two years ago. In February Ac-
tivision Blizzard, a Californian firm, snaf-
fled up KingDigital (makerofCandy Crush
and other mind-numbing games) for $5.9
billion. Communication is another
strength. Microsoft bought Skype for $8.5
billion, five years ago. Now Truecaller, a
digital contacts book and personal organ-
iser, is going great guns. It says it doubled
global users to 200m in the past year, nota-
bly in South Asia and the Middle East.

The biggest of the lot, however, is Spot-
ify, which streams music, sells advertising

and has persuaded 30m users—at the latest
count—to pay for tracks. Last year it was
valued at $8.4 billion. In March it raised $1
billion, in consolidated debt, from a single
round of financing. Visit its offices and you
find vinyl records stacked in crates and
rooms crammed with trendy-looking staff
in their 20s.

Spotify is in “a hyper growth stage”,
says an employee. It has 1,000 staff at its
operational headquarters in central Stock-
holm, though the firm is legally incorporat-
ed in Luxembourg. A team of53 exists to re-
cruit “super talent” globally; the firm
expects to double the number of employ-
ees at its main offices by, or soon after, the
turn of the decade. By then, it might count
as Europe’s first real example ofa new tech
giant. (SAP, an older software goliath in
Germany, is worth some $83 billion.)
“Spotifywants to grow, theyare competing
with Apple; I would love Spotify to chal-
lenge some of the big platform companies
in the world,” says Mr Damberg.

As the industry leader in music-stream-
ing, Spotify will expand as long as most
musicians continue to co-operate with it
(see page 73). TaylorSwift and certain other
artists refuse to do so, but they are excep-
tions. More in doubt is whether Spotify
will grow in Stockholm or shift elsewhere. 

Last month its co-founders, Daniel Ek
and Martin Lorentzon, wrote a public letter
aboutSweden’sbusinessclimate. The men
raised three concerns. Employees who get
stockoptionsface whoppingtaxbills. Rent-
ing a home in central Stockholm has be-
come eye-poppingly expensive. Both pro-
blems worry foreigners especially. Third,
too few Swedish schoolchildren are learn-
ing to code: needlework and carpentry are
compulsory, not programming. Unless
politicians act, say Messrs Ek and Lorent-
zon, the firm could choose to grow some-
where else—Silicon Valley, perhaps.

That sounds a mite ungrateful. Stock-
holm has long promoted tech, and all but
pampered those who exploit it. Subsidies
have helped to get personal computers
and the internet into almost every house-
hold, however poor. 3G licences were giv-
en out free, as long as firms got as many
people as possible online and mobile. The
metro has Wi-Fi. The city built a network to
connect 98% ofhomes, and all commercial
property, with fibre-optic cables (firms op-
erate the services). Finance, notably ven-
ture capital, is easier to access in Stockholm
than in many European cities.

A policy of welcoming foreigners also
helps tech firms: Mr Bengtsson reckons as
many as one-third of city startups are
launched byfirst- orsecond-generation mi-
grants. Each year an estimated 2,500 Indi-
an software programmers apply for visas
to work in Stockholm. Every tech job, in
turn, creates 4.3 other jobs, often low-paid,
according to a report by an advocacy group
for American tech firms. Carl Bildt, an op-

Spotify

These boots are made for walking

STOCKHOLM

An aspiring tech giant threatens to turn its backon Stockholm

And that’s just what they’ll do
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2 position politician, says “an open attitude
to people coming from wherever to work”
is hugely beneficial, as Sweden relies on
imported talent. He wants the 100,000-
odd refugees who arrived last year to be
taught coding, so they can respond “to a
huge demand for that sort of talent”.

Spotify’s complaints are not just self-in-
terested, they are also carefully timed.
Sweden is now debating a proposed legis-
lative change to let employees in compa-
nies with fewer than 50 workers for a time
enjoy lower taxes on stockoptions. Spotify
and others are miffed that the reform
would exclude bigger firms. Talk of grow-
ing elsewhere is obviously intended to
spur a rethink. Mr Damberg says the gov-
ernment will listen and consider a bolder

reform, but says Sweden has fostered lots
ofbig, non-tech firms before, such as Volvo
or IKEA, without dropping its egalitarian,
high-tax approach.

Tackling pricey housing in Stockholm is
harder. Abankerwith a youngfamily, look-
ing to buy, laments that prices have dou-
bled in five years and properties sell in a
frenzyofbidding. Regulated rental markets
mean tenants at times resort to paying
landlords under the table. Politicians in
power talka lot but do little to help.

As for schools, more teaching in tech is
bound to come—the question is how fast.
This month a pilot scheme of compulsory
coding lessons isdue to start in some Stock-
holm schools. One goal is to get more
young women to take it up: Spotify says its

Saturday camps for pre-teen programmers
often have more girls than boys who at-
tend; but by college age, male coders vastly
outnumber female ones.

Even ifit gotall itswishes, Spotify might
end up growing faster abroad in any case.
What really matters, says Jessica Stark,
who leads SUP46, a lobby for Swedish tech
firms, is the broader signal to many other
start-ups as they grow—who voice the
same complaints as the music-streaming
company. “Stockholm should definitely
not aspire to be Silicon Valley, but that
doesn’t mean we can’t compete with it,”
she says. In at least one area, however, the
Swedish capital will always have the up-
per hand: Silicon Valley will never get to
host Eurovision. 7

Internet firms

Growing, wildly

THE duty of large corporations is “not
limited to ‘not being evil’”, argues

People’s Daily, the bombastic mouthpiece
ofChina’s Communist Party. The news-
paper desires greater social responsibility
at China’s internet-search firms. It appar-
ently wants them actively to “stand up
for the company’s ethics”.

The publication’s wrath centres on
Baidu, China’s biggest online-search firm,
for a scandal involving the ads it carries.
Dodgy postings for questionable medical
treatments may have led to a cancer
patient’s death—after reportedly he paid
$30,000 for the quackery. The case has
prompted Chinese regulators to open an
investigation into the company’s ad-
vertising practices, news that sent Baidu’s
shares tumbling this week. The mess
follows another health furore. In January,
Baidu’s boss admitted that his firm had
accepted payments from ostensibly
independent health experts moderating
its online chat rooms for sickpatients. 

The newspaper’s admonition also
tooka sideswipe at Google, whose long-
standing motto is “Don’t be evil.” The
American search giant noisily pulled out
ofChina in 2010 rather than be subject to
official censorship. Despite this seeming-
ly principled departure, Google actually
kept several of its lower-profile business-
es going. It is rumoured that Google Play,
its app store for Android smartphones,
may arrive in China soon (which would
require the firm to kowtow to censors). 

The troubles at Baidu and the tempta-
tions ofGoogle have the same root cause:
China’s soaring online-search market
(see chart). Revenues are forecast roughly
to double to 411billion yuan ($63 billion)
by 2018. Group M, a division ofWPP, a

big advertising firm, estimates that
roughly halfofall advertising spending
in China will take place online this year,
up from just15% five years ago and higher
than the global average of31%. Mobile
online advertising shot up by178% year
on year in 2015, to 90 billion yuan.

Breakneckgrowth has come with
problems. Recent reports from the Uni-
versity ofToronto found that browsers
developed by Baidu and others used
weakor little encryption, collected vast
amounts ofneedless, intrusive personal
data and proved highly vulnerable to
malware. (Baidu insists its products are
safe, but acknowledges ongoing efforts
will “significantly strengthen informa-
tion security”.) Other research suggests
15-20% of the roughly10 billion daily
clicks traded in advertising exchanges in
China are generated by automated
“bots”—not humans. Evil or not, the party
newspaper is right to call for China’s
internet firms to do better.

SHANGHAI

China’s online-search market comes underscrutiny

Growth at a price

Source: iResearch *Estimate
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HOTEL companies check out well just
now. On May 3rd Hyatt became the

latest chain to report sunny results—profits
were up by 55% over the same quarter in
2015. In America RevPAR (revenue divided
by rooms available in a given period) has
risen for the past six years, according to
STR, a data outfit. 

Analysts debate when fortunes will
change. America’s market has been bu-
oyed by a temporary mismatch of slow-
growing supply and robust demand. In the
long term, however, the greatest uncertain-
ty is not cyclical, but structural, as online
firms change the industry’s shape. 

Neither Airbnb, a room-sharing site,
noronline travel agentsare hotels’ obvious
adversaries. Big hotel chains subsist on
weary business travellers; Airbnb does
not. Yet the growing popularity of the plat-
form, now valued at around $25 billion,
means it may siphon more guests from ho-
tels in future. Booking sites help hotels but
chomp into their margins with fees of up
to 25%. Last year they accounted for nearly
one in five bookings in America, up from
one in ten in 2006, according to Phocus-
wright, a research firm. In Europe, where
the hotel market is more fragmented, on-
line agents account for one in four. 

For hotel firms, one solution is to get
bigger. After a bidding war with Anbang, a
Chinese insurer, Marriott agreed to buy
Starwood for more than $13 billion last
month. The resultwill be a 1.1m room behe-
moth. Other firms are bulking up, too. Last
year saw $67 billion of hotel mergers, ac-
cording to Dealogic, a research firm—the
highest level since 2007. 

Hospitality

Stay with me

NEW YORK

As online rivals whizz ahead, hotels try
to be both big and nimble
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THE forecasts are clear: by 2050 the
number of people aged over 80 will

have doubled in OECD countries, and their
share of the population will rise from 3.9%
to 9.1%. Around half will probably need
help with daily tasks—particularly those
with enduring chronic illnesses such as
Alzheimer’s, heart disease and osteoporo-
sis. Health systems designed only to offer
hospital care foracute cases will struggle to
provide such support.

To maintain the well-being of wrinkly
populations, hospital stays can be replaced
by residencies in purpose-built facilities at
less cost. A forthcoming report covering 20
countries from KPMG, a consultancy, sug-
gests the number of care-home residents
could grow by 68% over the next 15 years.
How care is managed in any one country
reflects a tussle between cultural attitudes,
national budgets and gritty demographic
realities. The increasing availability of
technology that would allow the elderly to
stay in their homes for longer will also af-
fect demand for such options. 

Residential care in America and Japan
is flourishing. But in an era oftight public fi-
nances, some governments are trimming
the payments they offer to cover, or subsi-
dise, care-home places. Some operators
now struggle to make money; in western
Europe, for example, governments are en-
couraging the elderly to stay in their own
houses for longer. This is why the length of
stays in care homes has declined from an
average of three to four years a decade ago
to 12 to 18 months today, says Max Hotopf,
the boss of Healthcare Business Interna-
tional, a publishing company. Thousands
of residential beds in the Netherlands and
Sweden have disappeared as a result.
About 5,000 debt-laden British care
homes—a quarter of the total—may close
within three years.

This makes emerging markets a more
attractive prospect, at least for European
care firms. Senior Assist, a Belgian com-
pany which manages residential facilities
and home help, is now expanding in Chile
and Uruguay. But China is the big prize.
The Chinese will rely heavily on residen-
tial care, thanks to the country’s one-child
policy and increasing urbanisation: two
parents and four grandparents often de-
pend on one child far away.

Families in other developing countries
are more hesitant about handing Granny
over to strangers, however. In Brazil, India
and richer countries of the Middle East,

such as Saudi Arabia, elderly care remains
centred around hospitals. In Brazil taking
the old from their neighbourhoods is
frowned upon. In India and the Middle
East, families are expected to look after
their elderly when they are not in hospital.
Helmut Schuehsler, from TVM Capital
Healthcare, a private-equity firm in this
sector, says to prevent hospital beds being
blocked byoldies, “rehabilitation services”
tied to hospitals should be on offer, or at
least home care that avoids the need for a
hospital in the first place.

Overall, home care is an increasingly at-
tractive market, expected to reach $355 bil-
lion by 2020 globally, and growing by 7.8%
on average a year, according to Grand View
Research. Forone thing, it is cheaper to pro-
vide help for the elderly in their own
homes (as long as it doesn’t involve over-
night care); for another, a growing desire
exists to “age in place”. 

In India, says Mr Hotopf, many agree
that equipping ordinary homes with med-
ical equipment will be the solution for
those who can afford it. But simpler and
cheaper additions can help keep oldies
healthier at home, too. The company
Sen.se, based in Paris, has a device called
Mother that runs a family of“motion cook-
ies”—small sensors. One will fit comfort-
ably on the side of a pill bottle, for exam-
ple. If placed appropriately around a
house, they can monitor room tempera-
ture, the time that a person has spent in
bed, the opening of the fridge door and
whether tablets have been taken. An elder-
ly relative’s data can then be monitored re-
motely on apps. 

Keeping an aged parent in view is also
becoming easier. The robotics company
Revolve has a telepresence robot called
Kubi that allows spectators far away to pan
and turn an iPad—a tool thatmakes it easier
for anyone concerned to see how elderly
relatives are coping.

For those in need of human oversight,
meanwhile, a range of startup companies
hope to make finding and employing a car-
er far easier. Apps, including TenderTree
and HomeHero, will replace the advertise-

The grey market

Golden oldies

Ageing societies are forcing big shifts in
the provision ofhealth care

Staying put
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Scale will help hotels battle their main
competitors: other hotels. But the recent
spate of deals is also a response to chal-
lengers online. A bigger hotel firm can seek
lower fees from online travel agents. In-
vestments in technology can be deployed
across more rooms. And the more hotels a
firm manages, the more credibly it can urge
travellers to bypass third parties and look
for rooms on its own site, as Hilton, Inter-
Continental Hotels and others are doing. 

Hotels are also finding new partners or
acquiring firms outright. On April 5th Ac-
corHotels, a French firm, said it would buy
onefinestay, an upscale rival to Airbnb. In-
terContinental, which was due to hold its
annual meeting on May 6th, is partnering
with a companycalled Amadeus to launch
a new, cloud-based reservation system
that gives more personalised service. 

Despite such efforts, it will be difficult
forhotel firms to keep up. Theycannot beat
online firms’ reach. Airbnb has more
rooms than even the combined Marriott
and Starwood; online travel agents’ inven-
tory is broader still. Expedia’s scale is par-
ticularly worrisome for hotel companies.
Its sites include not just Expedia.com but
Travelocity, Hotwire, Hotels.com and Or-
bitz—an acquisition regulators declined to
challenge in September to the dismay of
hotel chains. Less than two months later,
Expedia said it would pay $3.9 billion to
buy HomeAway, which helps property
owners rent their houses to those who
want them for a holiday. 

Matching online firms’ agility will be
equally challenging. Airbnb is trying to at-
tract business types by helping them find
homes with wireless internet, 24-hour ac-
cess and a desk. Expedia plans to offer
more listings that showhotel roomsbeside
houses and flats. Such a move could make
both Airbnb and hoteliers bristle. 7

Room for a few more
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WHEN Disney opens its newest theme
park in Shanghai next month, one of

the first sights to greet visitors will be the
Enchanted Storybook Castle. Its gold fini-
als and blue spires will tower 60 metres
above the centre of the park, making the
castle the largest in anyofDisney’s sixsuch
domains. A translucent canopy will house
a twistingrollercoasterbased on the “Tron”
science-fiction franchise; robotic boats will
voyage through the lair of Davy Jones, a
buccaneering villain from the “Pirates of
the Caribbean” film franchise.

Marvels like these are why Bob Iger, the
head of Disney, has promised this will be
the company’s “most technologically in-
novative park”. With a $5.5 billion price tag
it will also be the most expensive. But
Shanghai Disneyland represents justa frac-
tion of the investments the firm has been
making in its theme parks. Over the past
five years alone, it has ploughed $14 billion
into its parks division. There have been
major upgrades to all of its existing parks
and many additional wonders are already
being built in them.

Disney is not alone. Major media com-
panies are clamouring to open new theme
parks or expand their existing offerings.
Universal Studios, which is owned by

Comcast, has its own Chinese park in the
works, a $3.3 billion project slated to open
in Beijing in 2019. Viacom-owned Para-
mount Pictures has plans for a similarly
pricey development outside London. And
in Dubai, Sony Pictures and Lionsgate are
among the studios collaboratingwith local
developers on a huge complex of parks
that is set to open later this year.

This global boom in investment might
seem tough to reconcile with the chal-
lengesofthe theme-parkbusiness. Delight-
ingboth ten-year-oldsand theirparents isa
magical feat in itself. And as anyone who
has heard the gruesome tale of Euro Dis-
neyknows, parksare costly to build and ex-
pensive to maintain.

Newfound enthusiasm for them partly
reflects upheaval in the media industry. As
it has become harder to reap riches in tele-
vision and film, companies are eager to
spin gold from both their vast content li-
braries and to attract attention to their new
offerings. Disney and Comcast have en-
joyed considerable success doing this
through their parks businesses, which
have chugged along as reliable profit en-
gines. Universal Studios has contributed
more to Comcast’s profits over the past five
years than either the broadcast network

NBC or the Universal Pictures film studio,
its corporate siblings. At Disney, the com-
pany’s theme-park division has generated
a better return on assets than its film studio
in four of the past five years.

Media companies also see theme parks
as a good way to cash in on demographic
and economic shifts. Thanks to rapid
growth in emerging markets, nearly three
billion people over the next two decades
will attain middle-class purchasing power;
flush with disposable income, this tide of
consumers is expected to generate huge
new demand for recreational travel. Al-
ready, theme-park attendance numbers in
Asia are growing at the fastest clip of any
market in the world; if that trend contin-
ues, the Themed Entertainment Associa-
tion, an industry group, predicts the mar-
ket there could eclipse that of North and
South America within four years. The
scene outside Shanghai Disneyland sug-
gests why: although the park does not
open for more than a month, thousands
flock to its tarp-covered gates each day in
the hope ofpeeking in. 

It helps that media companies need not
assume as much riskas they did in past de-
cades ofpark investments. Many simply li-
cense their characters, stories and other in-
tellectual property to local developers in
exchange for a cut ofgross revenues or oth-
er fees. That ensures a relatively steady
stream of income regardless of whether
the park is making money, thereby min-
imising the risks to licensors. Such deals
typically give licensors less control over
the final product and limit the potential re-
turn from a park project. But for firms such
as Paramount and Sony which are just be-
ginning to explore such ventures, this
model has nevertheless proved popular. 

Companies with more theme-park ex-
perience prefer to take on more risk for the
greater control and returns that a joint ven-
ture provides. In these deals, firms supply
the intellectual property, design, manage-
ment expertise and some cash in exchange
for equity and fees. But they cede owner-
ship of the park assets to a majority-share-
holding local developer who then fronts
much of the construction costs. Shanghai
Disneyland, for example, depends upon
one such arrangement.

Even if theme parks have many media
companies spellbound, there are hazards.
Measly economic growth can make fi-
nance for new construction harder to ob-
tain. And as parks tend to draw the major-
ity of their visitors from close by,
attendance figures rise and fall with local
incomes. A full-blown recession could do
even more damage; profits from parks tum-
bled at many big firms, including Disney,
during the depths ofthe global recession in
2009. Companies must make certain that
their soaring hopes for theme parks, unlike
the towers and turrets within them, do not
rise too high. 7

Entertainment

Parks of recreation

NEW YORK

Whymedia giants are betting big on the future of theme parks 

ments once crafted for fusty magazines.
Care firms and other professional out-

fits can save money themselves through
advances in remote monitoring. In Britain,
for example, the Airedale Hospital in the
north of England put telemedicine ser-
vices (a two-way secure video link) into
nursingand residential homesfora period,
and hospital admissions dropped by more
than a third. This was because nurses were
on hand to work out whether incidents in
care homes were serious or not. In Febru-

ary the hospital started a new digital hub
to provide these services on a wider basis. 

Yet health-care systems have generally
been slow to adopt technology this way. It
maynowbe possible to consultwith a doc-
tor via a tablet, but governments have
many rules about how medical advice is
provided and how related data are han-
dled. The extent to which new technol-
ogies grant the elderly independence will
be limited by how willing governments
are to integrate them into larger systems. 7
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IN FOOTBALLING terms, Claudio Ranieri, an affable Italian, has
found a wayto turn water into wine. MrRanieri manages a club

in England, Leicester City, which historically has not been very
good. On May 2nd his team were crowned champions ofthe Eng-
lish Premier League, a competition more watched than any other
on the planet, and reliably won—including in every one of the
preceding 20 years—by one of four much bigger clubs. The Foxes
had been 5,000-to-1 to win the title on the season’s opening day. 

Sports obsessives will spend the summer debating how the
cunning Foxes did it—swift counter-attacks, regular interceptions
and deep defence all helped on the field—and if their good form
can be sustained. But Leicester’s triumph will also spark inordi-
nate interest in the world of business, which has long looked to
sport for lessons on management and leadership. Sir Alex Fergu-
son, a wildly successful former boss of Manchester United, has
taught courses at Harvard Business School. Billy Beane’s use of
statistics at the Oakland Athletics, a baseball team with limited
means, was an early parable of the power of“big data”; Mr Beane
now sits on the board of Netsuite, a software firm. Steve Peters, a
psychiatrist who has worked with a range of elite athletes, runs
programmes promising to help stressed business folk manage
their “inner chimp”. It’s a fair bet that Mr Ranieri will be asked
onto the corporate-speaking circuit next year, or urged to pen a
bookon leadership (“I, Claudio”, anyone?). 

He can certainly draw on several management themes to offer
up lessons for the boardroom. Business leaders are routinely ex-
horted to learn from, and even celebrate, their mistakes. Walt Dis-
ney’s early bankruptcy is said only to have strengthened his re-
solve to succeed. Henry Ford called blunders necessary for
achievement. And Bill Gates has declared success a much lousier
teacher than failure. Mr Ranieri, who is 64, took over at Leicester
last July and brought 30 years ofexperience as a manager. He had
neverwon anythingnotable in England before, beingknown as a
“nearly man” for finishing second in the Premier League when he
coached Chelsea. One big criticism then was that he fiddled too
much with his team choices, a trait that earned him the nickname
“The Tinkerman”. At Leicester, however, he resisted meddling. It
can be hard to know precisely what to change; Mr Ranieri, by de-
sign or good fortune, found the right thing to adjust.

The club’s story will be seized on by management gurus as a
reminder ofan increasingly popular business theme: that the op-
portunities for smaller fry to emulate giants have got bigger,
thanks to technology. Where it once took hefty budgets and in-
house data centres for retailers like Walmart to analyse sales data
and lure shoppers to out-of-town malls, for example, now cloud
computingmeans that smallerfirmscan crunch data to draw like-
ly buyers to their wares online. Leicester, too, adopted the ap-
proaches of the biggest football clubs in using new technology
and analysing lots ofdata on how players perform. 

Mr Ranieri might also reflect that not succeeding in one area
can be helpful—if you can then focus on doing better elsewhere.
The team fared badly in cup competitions, but was then free to
concentrate on winning league games. In business, too, avoiding
distractions and focusing on the “core” is a well-worn manage-
ment theme. Total, a huge French energy company, had hoped to
get into gas production in America, but is now thankful it missed
out. More deliberately another French firm, Kering, has with-
drawn from general retailing in the past few years—selling off
brands such as Printemps, Fnac and Conforama—and now spe-
cialises in far more lucrative luxury goods. 

Finally, there are the lessons to be reeled off from Mr Ranieri’s
own relaxed management style. In training sessions he used an
invisible bell—calling out “dilly ding, dilly dong”—to keep his
team focused; he bought them all pizza when they performed
well. The result was to cultivate a particularly strong sense of
team spirit. Tech firms are well-versed in team-building tricks, us-
ing perks such as food, nap pods and idiosyncratic slang (“Goo-
glers”, “Softies” and “Amazonians”) to bind employees together.
As expectations and pressure grew, Mr Ranieri downplayed his
team’s ambitions. Modesty in public can be shrewder than hyp-
ing up expectations. Plenty of unicorns will end up regretting
claims that they are about to change the world.

No “I” in Leicester
There is another way of looking at Leicester’s triumph, however,
and one that the self-deprecating Mr Ranieri might endorse. “The
Halo Effect” (2007), a bookon management delusions by Phil Ro-
senzweig, argued that great performance by a business often
leads to managers being feted for their brilliance, just as poor per-
formance sees them pilloried for their bad decisions. In truth, it is
very hard to identify the sources ofoutperformance, and success
is not necessarily the result of things a manager can control. Luck,
in the form of a lack of injuries, played its part in Leicester’s suc-
cess; so too did the shortcomings of rivals. It is easier to cultivate
team spirit when you are winning. Mr Ranieri himself has not
suddenly gone from good to great: he has been using his imagi-
nary bell to decent effect throughout his career. 

The big test for Leicester will be if they can sustain their suc-
cess. Beingchampions will bringa financial fillip: a prize ofabout
£90m ($131m), which is a share of the £1.7 billion the league gets in
broadcast income yearly. Other blessings will follow. Leicester
will now also play (for a while) in the Champions League, gener-
ating more income. But unglamorous clubs have previously won
the Premier League, only to revert to relative mediocrity. Black-
burn Rovers triumphed in 1995, but now languish in a lowlier di-
vision; most fans, and players, will remain keen on the biggest
clubs. Winning the league has gone far beyond most expecta-
tions. But if Leicester were to do it again, the Tinkerman really
should get ready to lecture at Harvard. 7
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The success ofLeicesterCitywill be pored overformanagement lessons
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IT IS not easy to have faith in the rally in
emerging-market currencies that has tak-

en place since February. The ones thathave
risen most in recent weeks are typically
those—the rouble, the real and the rand—
that had lost most ground since May 2013,
when the emerging-market sell-off began
in earnest (see chart 1). What is there to like
about Russia, Brazil and South Africa, with
theirwiltingeconomies and dysfunctional
politics?

markets may prevail for a while, but not in-
definitely. China’s policy of loose credit
only adds to its alarming debt pile (see this
week’s special report). The Fed will even-
tually resume tightening. Even so, there is a
bit more to the emerging-market rally than
just a favourable backdrop.

To understand why, go back to May
2013, the start of the “taper tantrum”, when
hints from the Fed that its bond-buying
would soon tail off prompted a stampede
out of emerging markets. Before the Fed’s
shift their trade deficits had been growing,
leaving them more reliant on foreign bor-
rowing to fill the gap. So when the exodus
got going, the hardest hit were economies
that depended most on foreign capital.

Jump forward to 2016, and the picture is
very different. Emerging markets in aggre-
gate are running a trade surplus. That is the
case even if China’s bumper surplus is ex-
cluded (see chart 2). What is more, the
countries whose trade balances have ad-
justed the most, Brazil and Indonesia, are
among the best recent performers, says
Paul McNamara of GAM, a fund manager.
True, the improvement is the result of
crushed demand for dearer imports, not a 

The proximate causes of the rally are
clear. One was the fading of fears for Chi-
na’s economy. At the start of 2016 capital
appeared to be fleeingChina ata rapid rate,
in a vote of no confidence. The yuan
seemed in danger of losing its moorings
against the dollar, raising fears of a round
of competitive devaluations across Asia
and beyond. Views changed around the
time ofthe meetingofthe G20, a club ofbig
economies, in Shanghai in February. Infor-
mal pledges by the Chinese authorities not
to let the economy slide were backed up by
stimulus policies, including a big budget
deficit and faster credit growth. Tighter
capital controls stemmed the outflows
from China. Prices of scorned commod-
ities, such as iron ore, surged at the pros-
pect of Chinese construction. Currencies
of raw-material exporters rose too. 

A second trigger was a change of heart
by the Federal Reserve. In December it
raised its main interest rate for the first time
in a decade and suggested four further in-
creases were likely in 2016. It has since
backed away from these hawkish fore-
casts. Real interest rates, measured by the
yield on inflation-proof bonds, have fallen
to 0.14%. The dollar has slumped against
even rich-world currencies. No wonder
the high yieldson offer in Brazil, Russia and
other emerging markets are so tempting to
rich-world investors, says Kit Juckes of So-
ciété Générale, a French bank. 

The improved conditions for emerging

Emerging markets

The unloved bounce

The recovery in emerging markets looks fragile forall but a handful ofcountries
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HEDGE funds employ the cleverest
people in the world to exploit the op-

portunities that other managers miss.
That is why they deserve their high
fees—or so the story goes.

That story is getting harder and harder
to believe. In the first quarter of the year
the average fund lost 0.8% after fees, ac-
cording to Hedge Fund Research, an index
provider. That follows a loss of1.1% for the
average fund in 2015, and a gain of just 3%
in 2014. In other words, the average inves-
tor has earned a cumulative 1% since the
start of2014.

While clients have made do with the
crumbs, the managers are still dining
well. They get annual management fees
of 2% or so, however the funds perform.
Those that have done well have earned
performance fees on top. All told, manag-
ers will have earned a lot more than their
clients over the past couple ofyears.

Market conditions have been difficult
for the hedge-fund titans. Sudden shifts
between “risk-off” and “risk-on” markets,
such as the market turnaround in Febru-
ary, are very hard to time. Official inter-
vention in the markets, either through
central banks or regulatory action, can
also blindside the savviest investors. In
January Martin Taylor closed down his
Nevsky Capital fund, citing economic na-
tionalism, the poor quality of data in Chi-
na and India, and less transparent mar-
kets as reasons for his decision.

Dan Loeb, who runs the Third Point
hedge fund, told clients in a letter in late
April that recent months have seen “one
ofthe mostcatastrophicperiodsof hedge-
fund performance that we can remem-
ber”. Mr Loeb says many hedge funds
were convinced that China would be
forced to devalue the yuan early this year;
it didn’t. Others backed big technology
stocks like Apple and Netflix; they have

underperformed. And some fund manag-
ers have lost out because of events in the
pharmaceutical sector: the collapse of the
Allergan-Pfizer merger and the plunge in
Valeant’s share price.

Individual funds have their ups and
downs. It is unfair to judge fund managers
over the short term. So what about the lon-
ger run? In 2007 Warren Buffett, the invest-
ment guru who heads Berkshire Hatha-
way, a conglomerate, struck a $1m bet with
Protégé Partners, a fund of hedge funds,
over whether a hedge-fund portfolio
would beat the S&P 500, after fees, over the
subsequent ten years. As the chart shows,
with around 19 months to go, Mr Buffett
seems almost certain to collect. He
drummed the pointhome atBerkshire’s re-
cent annual meeting, saying, “There’s been
far, far, far more money made by people in
Wall Street through salesmanship abilities
than through investment abilities.”

Defenders of hedge funds would say
that the S&P 500 isnot the bestbenchmark.
Instead of aiming for the highest total re-
turn, managers use their skill to limit risk
and deliver a more consistent perfor-
mance. Even in this respect, however,

hedge funds have lagged a long way be-
hind a typical institutional portfolio com-
prising 60% American equities and 40%
Treasury bonds.

It is not too difficult to figure out why.
In a world of low interest rates, low bond
yields and low dividends, the fees
charged by hedge funds simply take too
big a bite out of gross returns to leave
much for clients. The golden age of hedge
funds was in the 1990s, when the likes of
George Soros delivered double-digit re-
turns every year. Pension funds and en-
dowments still have a dim memory of
those days; that is why they hope hedge
fundswill actasa deus ex machina and de-
liver the outsize returns needed to fund
the promises they have made. They have
been repeatedly disappointed; some,
such as CalPERS, a giant Californian pen-
sion fund, have liquidated all their invest-
ments in the sector.

All the statistics in this article refer to
the average hedge-fund return; of course,
there will always be managers who per-
form much better than average. But how
to spot them in advance? If it were easy,
then why would anyone give money to
below-average managers? It will always
be possible to find managers who have
earned exceptional returns in the past,
just as some people actually did back
Leicester for the English football title at
5000-to-1. That doesn’t mean you’d pay
good money for the same punters’ tips on
the Kentucky Derby.

There is no doubt that many hedge-
fund managers are extremely clever and
work diligently at ferreting out profitable
opportunities. But are there enough op-
portunities to sustain an industry with
10,000 individual funds and $2.9 trillion
ofassets? Nowhere near.

A losing bet

Not what it says on the tin

Source: Thomson Reuters
*HFRI fund-weighted

composite index

Total return, January 1st 2008=100

2008 09 10 11 12 13 14 15 16
50

100

150

200

S&P 500

Hedge funds*

60-40 equity-bond
portfolio (US)

Buttonwood

Hedge funds haven’t delivered on theirpromise

Economist.com/blogs/buttonwood

revival in exports. But this is a typical pat-
tern of adjustment: imports fall first; ex-
ports recover later. 

Sceptics counter that there is little that
links the countries whose currencies have
bounced recently. Some are oil producers.
Others export different commodities. A
few do neither. Some have made painful
changes. Many have skirted them. “Even
the dogs have rallied quite hard,” sniffs an-
other fund manager.

The quest for a Teflon-coated emerging
market is probably futile. If investors be-
come chary of risky assets again, even
those with half-decent fundamentals will

get dumped. Still, some traps seem avoid-
able. China is one obvious snare. Renewed
trouble in its economy would hurt com-
modity producers through lower prices,
but probably will not lead to a further drop
in investment in drilling and mining,
which hasalreadybeen crushed. Atgreater
risk, perhaps, are the fairly rich economies
that supply China with half-finished or fin-
ished goods—Singapore, South Korea and
Taiwan—though all have ample protection
in the form of trade surpluses and foreign-
exchange reserves. 

A second concern is interest-rate in-
creases in America. So few of them are ex-

pected thateven a turn in a mildlyhawkish
direction by the Fed might give the dollar a
lift. Countries with biggish current-ac-
countdeficits, such asColombia and South
Africa, or big stocks of dollar debt, such as
Chile, seem most vulnerable. Turkey is at
risk on both counts, as well as from politi-
cal upheaval, which caused the lira to
slump this week. Manoj Pradhan of Mor-
gan Stanleystressesa third potential pitfall:
overly rapid credit growth. China, which
has huge and still-growing debts, is Exhibit
A. Malaysia, Thailand and South Korea
may also face credit hangovers. They all
have strong trade links with China, too.
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2 Once these traps are taken into account,
there are just a handful of emerging mar-
kets to feel fairly sanguine about. Russia
has already endured a deep recession. It
has a cheap currency, a current-account
surplus and a capable central bank. Better
yet, with inflation likely to fade, interest
rates there are expected to fall this year.

India is a net commodity importer; it is
tied only loosely to China’s economy; it
has a smallish trade deficit and credit has
been slowingforyears, even ifitsbanks are
weighted down by souring corporate
debts. Indonesia has similar merits. Mexi-
co’s economy has been a let-down (in part
because America’s economy also has), but
it has fewer weak links than its peers. It is
testimony to the still parlous state of
emerging markets that such lukewarm in-
vestment cases are the best on offer. 7

THE tagline of the film “My Big
Fat Greek Wedding 2”, which was re-

leased in March, is “People change. Greeks
don’t.” Whether any euro-zone finance
ministers have seen the film, let alone de-
tected any resemblance to their ongoing
talks with the Greek government, is un-
known. But the renewed bickering over
the terms of Greece’s latest bail-out, com-
plete with threats of a snap election if its
creditors don’t give more ground, has the

air ofa duffsequel.
Greece badly needs the next dollop of

the €86 billion ($99 billion) bail-out credi-
tors promised it last summer, in exchange
for promises of austerity and reform. But it
will not get the money until the creditors
complete a review of its progress, which
has been dragging on since October. The
government has scraped together enough
cash (by raiding independent public agen-
cies) to pay salaries and pensions in May,
perhaps even in June. But by July 20th,
when a bond worth over €2 billion ma-
tures, the country once again faces default
and perhaps a forced exit from the euro
zone. The threat of Grexit is not exactly
back; it never really went away.

With a referendum on Britain’s EU
membership in June and a possible
flare-up of the refugee crisis as summer ap-
proaches, the last thing Europe needs is an-
other Greek drama. The European Com-
mission is thus in a mood for compromise.
It emphasises that negotiations are “99%’’
complete. But the other creditor, the IMF, is
less forgiving. With tax arrears in Greece
rising and reforms constantly delayed, the
fund has little faith that the programme’s
target of a 3.5% primary budget surplus by
2018 can be achieved. It wants Greece to
make a contingency plan to raise more
money orcut spending furtherbefore it ap-
proves the next instalment of the bail-out.

In April a meeting of euro-zone finance
ministers, intended toapprove Greece’sfis-
cal plans along with the pending disburse-
ment, was cancelled at the last minute. Al-
though negotiators had more or less
agreed on a package of €5.4 billion (3% of
Greek GDP) in austerity measures, they hit
a deadlock over an extra €3.6 billion in
contingency measures to be adopted if the
primary surplus does not reach 3.5%. The
Europeans seem content to have a woolly
plan B, but Christine Lagarde, head of the
fund, says it will “have to be legislated up-
front, have to be credible, and have to be
triggered with a degree of automaticity”.
Greece’s finance minister, Euclid Tsakalo-
tos, says this is constitutionally impossible.

In fact the biggest constraints are politi-
cal, not legal. The contingency package
would probably involve further cuts to
pensions, a direct assault on the base ofthe
ruling Syriza party. Alexis Tsipras, the
prime minister, faces a revolt by 53 of his
own MPs, led by Mr Tsakalotos. Greece’s
main opposition party, New Democracy,
now leads in the polls and has called for
snap elections. It says it will vote neither
for the €5.4 billion austerity package (be-
cause it is too tax-heavy and reform-light)
nor for additional contingency measures. 

The meeting of euro-zone finance min-
isters has been rescheduled for May 9th.
Before that, negotiators on both sides will
need to agree on the contingency plan. If
they do so, the deal will have to be ap-
proved by the Greek parliament by May

24th, when the next finance ministers’
meeting takes place. If Mr Tsipras strikes a
deal but cannot get it through parliament, a
new election is likely. And several euro-
zone governments must get parliamentary
approval to sign off on any disbursement
of bail-out funds. The potential pitfalls, in
other words, are legion.

The irony is that the IMF, for all its cur-
rent intransigence, is the more forgiving of
Greece’s creditors. It wants to reduce the
primary-surplus target to 1.5% and to write
off some of Greece’s debt. Such conces-
sions are politically indigestible for euro-
zone governments, especially Germany’s.
The most likely solution, as always, is a
fudge: an agreement that gives creditors
just enough confidence to release the next
slug of cash, without putting Greece’s fi-
nances on a sustainable footing or resolv-
ing the most heated disputes.

Deal or no deal, election or not, the
economy is struggling. Banks are still zom-
bies; many structural reforms (such as to
the judiciary, labour and product markets)
have been put off; and private investors
continue to give Greece a wide berth. Yet
other euro members do not want to talk
about debt relief. Greeks are not the only
ones, it seems, who do not change. 7

Bailing out Greece

Where are those
buckets?

Brinkmanship overemergency loans
resumes

The script seems familiar

OF THE 3.1m Americans who bought a
new car in the last three months of

2015, 86% of them took out a loan to do so,
according to Experian Automotive, a re-
search firm. More car loans are issued in
America than mortgages. The total
amount outstanding on them is almost $1.1
trillion—well in excess of credit-card debt,
and almost as much as the stockofstudent
loans. But there is one part of the car mar-
ket where credit is scarcer: only 55% of the
5.6m who bought secondhand cars in the
fourth quarter of2015 received a loan.

Whereas sales of new cars get most of
the attention, secondhand cars generate
twice as many transactions, worth 50%
more in total. Stereotypical small car-deal-
ers, with their oily manner and shouty
television advertisements, are being dis-
placed by bigchains, such as CarMax, with
transparent prices and standards. These
outfits are able to offer credit, since they
can provide accurate valuations, and thus
be sure that the car in question is adequate
collateral for a loan. Indeed, CarMax
makes 40% of its profits from lending.

Every year, however, more than 10m 

Car loans

New engine

New York

Fintech firms find a way to finance
purchases ofsecondhand cars
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2 cars are sold in America by one individual
to another. Such transactions are much
harder to finance. Lenders have little way
ofknowing whether the money is actually
being used to buy a car, let alone whether
the car is worth the amount to be bor-
rowed. Credit unions will occasionally fi-
nance such transactions, but only for buy-
ers with very high credit ratings and only
after cumbersome procedures to guard
against fraud. Both buyer and seller are re-
quired to show up at the credit union to

sign the relevant documents in person.
There are few market failures in Ameri-

ca that do not now have fintech firms clam-
ouring to correct them, and used-car loans
are no exception. An online marketplace
called Shift opened for business in San
Francisco a little over a year ago and now
operates in six cities. Rather than buy and
resell cars, Shift greases the wheels of
“peer-to-peer” transactions for a fee with-
out ever owning any cars. (A rival startup
called Beepi offers a seemingly similar ser-
vice, but does take ownership of the cars,
making it more like a web-only version of
CarMax.) Shift picks up cars from sellers,
checks what shape they’re in, photographs
them and advertises them on its website at
a price it sets. When a buyer is found, it
handles all the paperwork. It even delivers
the car to potential buyers for a test drive.

The extensive inspection allows Shift to
assess the car as collateral for a loan, and
by handling the paperworkitself it reduces
the risk of fraud. That allows Shift to offer
loans at rates of 4-9%—more or less what a
conventional dealer would offer, but with-
out the same incentive to inflate the sales
price. The innovation may help America’s
mountain ofcar loans grow even taller. 7
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Italian banks

Broad shoulders

WHEN Italian financial institutions
created Atlante, a €4.3 billion ($4.9

billion) bank-rescue fund, at the govern-
ment’s behest last month, they did so
partly to guarantee a share sale by Banco
Popolare di Vicenza (BPVi), the country’s
tenth-biggest bank. They also hoped that
Atlante’s mere existence would encour-
age other investors to subscribe. Fat
chance. On May 2nd the stockexchange
said too few had signed up for its stock-
market listing to proceed. Atlante (Italian
for Atlas, a mythical giant who supported
the sky) will underwrite the whole €1.5
billion issue, leaving it the owner of
almost all of the troubled lender.

Atlante’s intervention has staved off
an immediate crisis: after November’s
botched public bail-out of four small
banks, in which retail investors lost mon-
ey, failure to raise new capital for BPVi
was unthinkable. UniCredit, Italy’s big-
gest bank, will be especially relieved,
having sidestepped an ill-advised com-
mitment to underwrite the issue in full.

BPVi’s flop bodes ill for Banca Veneto,
another smallish bankwhich plans a €1
billion capital increase in June. But Vene-
to’s predicament is less dire; and Intesa
Sanpaolo, one of Italy’s stronger banks,
has syndicated its underwriting of the

rights issue, which UniCredit failed to do
for BPVi’s. Veneto’s chairman says he
does not expect to need Atlante’s help.

The fund’s biggest test ofstrength will
be denting Italy’s gigantic pile ofbad
debts. Gross non-performing loans
amount to €360 billion, ofwhich €196
billion are especially troublesome. Me-
diobanca, an investment bank, reckons
that Atlante (bulked up by leverage, and
working alongside a new government
guarantee scheme) could absorb €21
billion. Equita, another, suggests the fund
could buy up to €33 billion.

Atlante’s stamina will depend partly
on how Veneto’s capital increase goes: if
the fund chips in a lot, it will have less left
over for bad loans. A bankruptcy reform
to speed up credit recovery, passed on
April 29th, may help by making duff
loans a little more valuable.

Questions also remain over how the
fund will be governed, how it will turn
round the banks it supports and how it
will sort out the loans it acquires. The
European Banking Authority is due to
carry out further “stress tests” on the
banks it supervises this summer, to as-
sess their resilience to economic shocks.
Italians will hope it puts no more weight
on Atlante’s shoulders.

MILAN

Acatastrophe is averted, but there’s still trouble ahead

IN THE suburbs of Des Moines, Iowa, yel-
low diggers slowly knockchunks out ofa

tired-looking bridge. Beneath lies Inter-
state 80, one of America’s economic arter-
ies, which traces the route of the Lincoln
highway—the first road to cross America—
from New York to San Francisco. The
bridge impedes traffic both on the high-
way—it is too low—and over it—it is too nar-
row. Its replacement will be a third wider,
making room for cycle lanes and more traf-
fic, and six inches higher, allowing bigger
lorries to pass beneath. The diggers are out
across Iowa, which embarked on a five-
yearprogramme to upgrade its bridges and
highways in January.

Elsewhere, however, the diggers sit idle.
America’s government invests much too
little in infrastructure. A study in 2013 by
the American Society of Civil Engineers
claimed that additional spending of $1.6
trillion, in 2010 dollars, is needed by 2020
to bring the quality of the country’s infra-
structure up from “poor” to “good”. Roads
are a particular problem: over the past de-
cade, America’s roadshave fallen from sev-
enth to fourteenth in the World Economic
Forum’s rankings of the quality of infra-
structure. Part of the problem is that the
federal tax on petrol (gasoline), which pro-
vides most of the funding for federal
spending on roads, has been stuck at 18.4
cents per gallon since 1993. Over that per-
iod the price of construction materials and
the wages of construction workers have
both risen by more than 75%.

Happily, the federal government is re-
sponsible only for about a quarter of
spending on highways. States are keener to
raise local taxes on petrol: 12 did so in the
year to January. Iowa’s rise was the sharp-
est. Since last year Iowans have paid 31
cents per gallon to the state, up from 21
cents per gallon—a rate set in 1989. Most
states tax by the gallon and so have also
benefited from the falling oil price, which
has boosted petrol sales. Nationally, they
are up by 3% on a year ago. 

Since 2013 state and local governments’
net investment (ie, after depreciation) is up
by about a quarter. In contrast, federal net
investment, which was barely positive in
2013, is now negative, meaning that Con-
gress is not even spendingenough to main-
tain what it has. In the aftermath of the fi-
nancial crisis, states cut investment to
balance their budgets, while the federal
government upped its spending as part of
a stimulus program. Now the reverse is 

American infrastructure

Buy local

DES MOINES

America increasingly relies on state
governments to fund public investment



ANNOUNCEMENT OF TENDER 
FOR SALE

The Hellenic Republic Asset Development Fund (HRADF) 
announces an international open tender for the sale of the 
following 3 real estate properties:

1. Rome (Italy), 
 42 Romagna Street and   

153 Sardegna Street
   

2. Yerevan (Armenia), 
 22 Moskovyan Street 
   

3. Pretoria (South Africa),  
1008 Stanza Bopape & 

 8 Athlone Street

The offers will be submitted at HRADF offi ces (1 Kolokotroni 
& Stadiou Street, 105 62, Athens, Greece, tel. +30 210 
3274400) by no later than June 24th 2016 at 19:00 
(Athens time, GMT+2). For further information please 
contact the following HRADF advisors/agents: 

a)  for the Asset in Rome: Cushman & Wakefi eld LLP (Via 
Vittorio Veneto, 54/B, Roma, 00187, Italy, Carlo Vanini, 
e-mail: carlo.vanini@eur.cushwake.com and/or Sara 
Pesino, e-mail: sara.pesino@eur.cushwake.com, 

 tel. +39 06 420079 45, fax: +39 06 420079 50)

b)  for the Asset in Yerevan: BARS Real Estate Agency 
(1 Baghramyan Avenue, Yerevan, Armenia, Marina 
Chatinyan, e-mail: marina.chatinyan@bars.am, 

 tel. +374 10 561411, fax: +374 94 403873) and

c) for the Asset in Pretoria: KLC Law Firm (2 Ypsilantou 
Str., Athens 10675, Greece, tel. +30 210 7264500, 
Nikos Pittas, e-mail: nikos_pittas@klclawfi rm.com and/or 
Eleana Pastra, e-mail: eleana_pastra@klclawfi rm.com). 

Information on the tender may also 
be found on HRADF website: 

www.hradf.com
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EVERY government minister, senior civil
servant and charity official is familiar

with the pitch. Spend money on my pro-
ject, says the supplicant: it will bring such
large benefits that you will actually save
money in the long run. At this, the official
sighs, knowing that another supplicant
with an equally bold pitch is waiting out-
side. How can he pick among competing
pleas for bridges, IT systems, deworming
medicines and a thousand other things?

Next week, at a conference in Dhaka,
the Copenhagen Consensus will try to an-
swer thatquestion. Formore than a decade
the think-tankhasassessed the global costs
and benefits of different development
schemes. Now it has commissioned stud-
ies, mostly by academics at BRAC, a local
charity, into 70-odd activities in Bangla-
desh. Better drains are weighed against
cash transfers to the poor and research into
more nutritious rice. The idea is to give a
tailwind to the best ideas and a headwind
to the worst, says Bjorn Lomborg, who
runs the Copenhagen Consensus. The re-
sults are clear—indeed, rather too clear.

Most of the interventions score be-
tween one and 20, meaning that a dollar
spent on them will yield $1-20 of eco-
nomic, social and environmental benefits.
A stiffer, better-enforced tobacco tax
would supposedly repay at a ratio of eight
to one, for example, whereas expanding
village courts would yield 18 to one. A few
interventions, including unconditional
handouts of cash to poor Bangladeshis
and treatingand immunisingagainst cervi-
cal cancer, score less than one.

The winner, yielding a fantastic $663 in
benefits for every $1 spent, is digital pro-
curement. Bangladesh’s government re-
quires most would-be suppliers to submit
bids in person. That is a costly nuisance for
them; it also encourages corruption. Pow-
erful bidders intimidate weaker ones and
even employ thugs to seize rivals’ bids—a
phenomenon known as “tender snatch-
ing”. One study suggests that e-procure-
ment cuts the price of contracts by about
12%. Because switching to online bids is
fairly cheap, the assumed returns are huge.

Weighing the costs and benefits of di-
verse projects is astute, and not only for
poor countries like Bangladesh or Haiti
(next in line for the Copenhagen Consen-
sus treatment). Cost-benefit analysis is
common in the West, although it is often
applied to just one project—a high-speed
railway, say—rather than a menu of op-

tions. But there is a hitch. “Cost-benefit
analysis gives you a number,” says Munshi
Sulaiman of BRAC, who contributed a
study of anti-poverty programmes. “It
doesn’t tell you how much confidence you
can have in that number.”

Some projects have been rigorously an-
alysed. A “graduation” programme for the
very poor, which combines training with
giftsoflivestock, hasbeen subjected to sev-
eral large randomised controlled trials. It
comes out comparatively badly, with re-
turns of two to one—but at least the bene-
fits are certain. For other projects the evi-
dence is weaker. Stimulating the minds of
stunted children is assumed to repay at 18
to one because a small Jamaican pro-
gramme that began in 1986 got good re-
sults. The e-procurement study extrapo-
lates from the experience of Bangladesh’s
local engineering department.

Ahmed Mushfiq Mobarak of Yale Uni-
versity, who has experimented with en-
couraging Bangladeshi farmers to migrate
to cities during the lean season, thinks it
unfair to compare carefully tested projects
to others where the cost-benefit numbers
are “essentiallymade up”. Binningreliable,
low-scoring projects for untested high-
scoring ones would be foolish. But if the
upshot is more scrutiny for promising pro-
jects, the exercise is useful. And almost
anything would be better than spending
money on projects because their backers
can tell a good story, or because they are
supported by powerful politicians. 7

Developing Bangladesh

How to spend it

An ambitious attempt to workout the best use forscarce resources

Sifting through the options

true: state and local investment adds to
growth, while falling federal investment is
a drag on it (see chart).

Investment by Iowa’s state government
rose by 7% last year, according the National
Association of Budget Officers. The state
will raise about $215 million from its petrol-
tax increase in 2016, says Stuart Anderson
of the Iowa Department ofTransportation.
There is less political gridlock than in Con-
gress. Even so, gettingthe petrol tax up took
more than a decade of studies and consul-
tations. And needs remain: addressing all
the state’s infrastructure problems would
require an increase five times as big.

The federal government has made
some progress. In late 2015 Congress
reached a deal to fund highway spending
until 2020, having previously relied on a
series of short-term compromises. This en-
couraged states to invest by removing the
risk that federal funds would suddenly dry
up, causing projects to be cancelled, says
Mr Anderson. The deal also provided
some new cash—the White House says
road funding will increase by 4%—but, bi-
zarrely, paid for this by raiding the capital
of the Federal Reserve. 

Further petrol-tax rises are scheduled
for the next12 months in Michigan, Nebras-
ka and Washington. Politicians in other
states, including Alabama, Hawaii and
Louisiana, are considering raising their lev-
ies this year. In spite of this progress, how-
ever, local petrol taxes still have the same
problem as the federal one: they tend to be
fixed in nominal terms, such that inflation
erodes their value over time. As a result,
politicians must burn political capital just
to stand still. And unrelated problems may
yet jeopardise local investment: slowing
growth in other local tax receipts is raising
a “yellow flag” for state budgets, according
to the Rockefeller Institute, a think-tank.

That means Congress must find a way
to finance more federal investment, espe-
cially once the latest deal expires in 2020.
Hillary Clinton, the front-runner for the
presidency, promises a modest $275 billion
increase in spending. More will be needed,
orAmerica’s roads and bridges will contin-
ue to crumble, diggers or not. 7

States to the rescue

Source: BEA
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ANOTHER Satoshi has bitten the dust.
On May 2nd Craig Wright, an Austra-

lian entrepreneur, published on his blog
what he claimed was proof that he is Sa-
toshi Nakamoto, the mysterious creator of
bitcoin, a cryptocurrency. Within 90 min-
utes the post had been debunked on Red-
dit, an online forum. He then said that he
would present “extraordinary proof” that
he is indeed Mr Nakamoto by moving
some bitcoin from accounts thought to be
under control of the currency’s creator. But
on May 5th he wrote on his blog that he did
not have the strength to continue trying to
prove his identity, prompting most to add
his name to the long list offalse leads in the
hunt for Mr Nakamoto.

In October 2008 somebody who went
by that name posted an academic “white
paper” online, outlining the design of a
cryptocurrency the author dubbed bit-
coin. The following January the same per-
son switched on a system like the one out-
lined in the paper. Butnobody, noteven his
closest collaborators, ever met Mr Naka-
moto in person. They communicated with
him only electronically. And a couple of
years into the project, he stopped joining
in. “I have moved on to other things,” he
wrote in April 2011. Except for a few mes-
sages, most of which are believed to be
hoaxes, he has not been heard from since.

The invention that underlies the cur-
rency, called the “blockchain”, is widely
considered brilliant. That Mr Nakamoto
hasnotbasked in itsglorysuggestsan over-
whelming desire for privacy. Nor does Mr
Nakamoto seem to be motivated by for-
tune: all bitcoin in circulation are now
worth about $7 billion. Mr Nakamoto is
thought to hold more than 1m bitcoin,
worth about $450m at current rates (the
currency’s value has recovered a bit after a
steep fall—see chart).

Mr Nakamoto’s reclusiveness has given
rise to a cottage industry of Satoshi-hunt-
ers. In 2014 Newsweek, an American maga-
zine, identified a man called Dorian Sa-
toshi Nakamoto as the real Satoshi, but he
turned out not to be. In December 2015 it
was Mr Wright’s turn to be outed: hackers
leaked some ofhise-mailsand documents.
But holes soon started to appear in that
story, too. SGI, a maker ofsupercomputers,
for instance, denied that it had ever done
business with one of his firms, Cloudcroft.
After a raid by Australian tax officials on
his house in Sydney, many came to believe
that the entire storywasan elaborate hoax,

perhaps one staged by Mr Wright himself.
Soon afterwards Mr Wright moved to

London, where one of his companies has
an office, but kept silent—until late March,
when his public-relations agency contact-
ed three media outlets, including The Econ-
omist, saying that Mr Wright wanted to re-
fute claims that he had made the story up
and to offer cryptographic proof that he is
indeed MrNakamoto. Although he gave us
a demonstration that seemed to show that
he is in possession of cryptographic keys
which only Mr Nakamoto should have,
important questions remained. In particu-
lar, MrWrightwasunwilling to use his keys
to sign digitally a message provided by us,
which would have been stronger, al-
though not absolutely watertight, evi-
dence that he is Mr Nakamoto. 

Others were convinced by his claim,
however. Gavin Andresen, Mr Naka-
moto’s successor as the leading developer
ofbitcoin’s software, confirmed in an inter-
view that he had met Mr Wright and
thought his proof was valid—an endorse-
ment that lent credence to his claim.

Blog jam
This weekMr Wright published a blog post
which he had promised would not only
describe the proof in detail, but also pro-
vide data to allow it to be independently
verified. But the post turned out to be an ex-
ercise in obfuscation: he laid out a very
complicated way of proving his identity
and provided as cryptographic proof a
stringofnumbers that ispubliclyavailable. 

This bungled self-outing provoked

head-shaking among bitcoin gurus: if Mr
Wright was indeed Mr Nakamoto, surely
he could provide more convincing evi-
dence? Mr Andresen, too, was flabber-
gasted by the blog post and later said that it
was a mistake to endorse Mr Wright’s
claim before reading it.

Faced with much ridicule, Mr Wright
backed out. “I believed that I could do
this,” he wrote in a new post. “I believed
that I could put the years of anonymity
and hiding behind me. But, as the events
this week unfolded and I prepared to pub-
lish the proofofaccess to the earliest keys, I
broke.”

The most obvious explanation for Mr
Wright’s erratic behaviour is that he is in-
deed an imposter—and does not have the
access to Mr Nakamoto’s keys. But things
may be more complicated. One theory
holds that Mr Wright was only one of a
group of inventors ofbitcoin. Ian Grigg, an-
other bitcoin expert, recently wrote: “It is
true that Craig is the larger part of the ge-
nius behind the team, but he could not
have done it alone.” Two possible mem-
bers of that team, Hal Finney and Dave
Kleiman, have died.

In other words, the Satoshi saga will go
on. In the meantime the bitcoin communi-
ty remains divided community into two
competing camps with different views
about how the currency should evolve.
One side wants to keep it smallish and
pure; the other is pushing for it to grow rap-
idly, even if this means turning it into
something more like a conventional pay-
ment system. The controversy has dragged
on for months because bitcoin lacks insti-
tutions to reach and impose a decision.

The “civil war”, as some call it, has al-
ready slowed bitcoin down, says Jeff Gar-
zik, another influential developer and co-
founder of Bloq, a bitcoin startup. If the
strife continues, another cryptocurrency
may well supersede bitcoin—in which case
the effort to establish Satoshi’s true identi-
ty will become academic. 7

Bitcoin’s creator

Wright’s wrongs

The quest to find Satoshi Nakamoto continues 
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THE release of Beyoncé’s newest album (a genre-jumping tour
de force entitled “Lemonade”) was carried out with the preci-

sion ofa militaryoperation. Manoeuvresbegan in February, with
the release of a single and a performance at the Super Bowl.
Phase two commenced in April, when the complete album was
rolled out across various platforms in stages, alongside a short
film and the launch of a worldwide promotional tour. Beyoncé’s
campaign is about more than showmanship. Like other artists,
she is attempting to work out the answer to a difficult question:
how to maximise the money made selling digital files that many
listeners can easily (ifnot always legally) obtain free ofcharge.

Money earned by selling music has declined steadily from a
peak in the late 1990s, the salad days of the compact disc, to the
early 2000s. Though Apple used the popularity of the iPod to re-
accustom people to payingformusic, in the form oflow prices for
digital downloads, sales of physical recordings have fallen faster
than digital oneshave grown. The era ofdigital downloads in any
case proved short: in 2015, for the first time, more money was
spent on paid subscriptions to music-streaming services.

The economics of digital music seem to favour streaming. A
typical user values the music of a few favoured artists highly—
highly enough to pay for their albums (and perhaps also for con-
cert tickets and merchandise). That user may also enjoy songs by
other performers, but not enough to shell out the $1.29 it costs to
download the music legally. Rather than reduce the money
earned on each sale bycuttingthe typical songprice, the music in-
dustry has instead chosen to lose sales, often to piracy.

Streamingoffersa wayto pickup those pennies from the pave-
ment. By bundling thousands of songs together and offering ac-
cess to them on demand, streaming services like Spotify have
created an appealing product. Many services provide free, ad-
supported streaming while also offering premium subscription
packages; both Tidal’s standard service and Spotify’s ad-free pre-
mium service cost $10 per month—less than the $17.99 it costs to
buy “Lemonade” as a digital download. IFPI, an international re-
cording-industry trade group, estimates that there are now 41m
fee-paying subscribers worldwide, up from 8m in 2010. Stream-
ing services add value in other ways, as well. Tidal offers a more
expensive service providing high-fidelity audio, and all services

compete for users by seeking to build the best algorithms, which
tailor playlists to users’ tastes.

Each time a user listens to a song, the artist earns a small fee:
about $0.007 on average at Spotify, for instance. This income
pales in comparison with the windfalls that sales of physical al-
bums used to generate. In 2013 Thom Yorke, Radiohead’s lead
singer, declared streamingservices to be “the lastdesperate fart of
a dying corpse”. Yet recent research suggests that streaming is not
in itself diminishing artists’ earnings. Although it does displace
some digital sales, the shift of other listeners from illegal down-
loading to streaming more than makes up for the loss.

As streaming grows, artists are pursuing several broad strat-
egies to boost what they earn. Most rely on cross-selling: stream-
ing helps build demand for live performances, for instance,
which provide nearly all the money earned by artists just starting
out and as much as halfof the income for big acts like Beyoncé. 

Other artists focus on boosting album sales. Some, like Adele,
eschew streaming, relying instead on older fans who are still hap-
py to buyCDs. Artistsoccasionallymarket theiralbum as an artis-
tic whole (rather than as a collection of tracks that can be slotted
into streaming-service playlists); most of the songs on “Views”, a
new album by Drake, a Canadian rapper, cannot be purchased as
individual tracks. Adding bells and whistles to the album can
help, too. Many come with digital books or videos; those who
purchase “Lemonade” can also download the accompanying
film. Artists are also selling old-fashioned records, which appeal
both to nostalgic baby-boomers and to young hipsters who see
some cachet in vinyl. Last year the industry earned more selling
vinyl records than it did from ad-supported streaming services.

Against the current
The most marketable artists increasingly follow a third strategy,
ofdeeper involvementwith streamingservices themselves. Tidal
was set up by musicians, including Beyoncé and her husband
Jay-Z, a rapper; part of the service’s pitch to users is that it pays out
a bigger share of its earnings to musicians than rivals.

Popular acts are also learning to play online music outlets off
against each other by auctioning off the exclusive right to stream
or sell their music, a practice called “windowing”. Beyoncé’s last
album, released in 2013, was available only on Apple’s iTunes for
a week after its debut; “Lemonade” was exclusive to Tidal for a
day. In 2014 Taylor Swift pulled her music from Spotify and gave
exclusive streaming rights to Apple; Prince did something similar
with Tidal, which saw sales jump when he died on April 21st.

Although windowing provides artists with a way to capture
more of the money made selling their music, it complicates life
for consumers. When services compete on the basis of cata-
logues, that dispels the dream of having all of the world’s music
available in one place; users must instead decide whether to sign
up for multiple services or miss out on some artists. Consumers
may ultimately gravitate to one dominant service, with which all
musicians feel compelled to do business; or competing services
could co-operate to share artist catalogues. Yet while that might
satisfy users, artists might balk at the concentration of market
power in streamers’ hands (and regulatorsmight take an interest).
More likely still, technology will strike the next blow, delivering
new ways for users to access digital music—and leaving artists
and record companies scrambling to adapt once again. 7

When life gives you lemons

The economics ofdigital music favourstreaming. Artists are learning to adapt
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THEY don’t drink, they don’t get tired
and they don’t go on strike. To hospital

managers, the idea of robots operating on
patients without human intervention is an
attractive one. To patients, though, the cru-
cial question is, “are they better than hu-
man surgeons?” Surgery ismessyand com-
plicated. A routine operation can become
life-threatening in minutes.

Such considerations have meant that
the role of robots in operating theatres has
been limited until now to being little more
than motorised, precision tools for sur-
geons to deploy—a far cry from the smart
surgical pods and “med-bays” of science
fiction. But a paper published this week in
Science Translational Medicine, by Peter
Kim of the Children’s National Health Sys-
tem in Washington, DC, and his col-
leagues, brings the idea of real robot sur-
geons, operating under only the lightest of
human supervision, a step closer. Though
not yet let loose on people, it has success-
fully stitched up the intestines ofpiglets.

To build their robodoc, dubbed the
Smart Tissue Autonomous Robot (STAR),
Dr Kim and his team fitted a robotic arm
with an articulated suturing tool and a
force sensor to detect the tension in the sur-
gical thread during the operation. They
equipped the arm with cameras that could
create a three-dimensional image, to guide
it as it deployed the tool, and also a ther-
mal-imaging device to help distinguish be-
tween similar-looking tissues. A computer
program written by the team controlled

product it seems to deliver would, if trans-
lated into regular clinical practice, reduce
readmission rates.

For now, STAR remains a tool rather
than a truly autonomous agent. But such
autonomy is probably not faraway. Dr Kim
hopes, for example, that a souped-up ver-
sion will soon be able to remove an appen-
dix without any assistance from doctors.

STAR’s existence does, though, high-
light two questions being raised more and
more in what is an increasingly robotised
society. These are: “will people trust robots
with their lives?” and, “who is liable if
something goes wrong?”

The answer to the first will probably de-
pend on the level of supervision the ma-
chines are subject to. It would not take
much, for example, to turn airliners into
drones, but passengers are reassured by
the presence of a flight crew, so this is un-
likely to happen soon. The same will prob-
ably be true of surgical robots, however
good they become. In answer to the sec-
ond, the lawyers are already circling. Intu-
itive Surgical, a maker of surgical robots
based in Sunnyvale, California, has been
on the receiving end of lawsuits alleging
(which the firm denies) that surgeons were
inadequately trained to use its machines
or that the robotswere defective. Machines
may get the betterofhumans in the operat-
ing theatre, but the courtroom will also de-
termine how fast they spread. 7

the arm. This had a repertoire of stitches,
knots and manoeuvres that permitted it to
plan and carry out a procedure, known as
anastomosis, which involves sewing to-
gether two parts ofa bodily tube.

No pig in a poke
Before each of the trial operations, the
team anaesthetised a piglet and opened its
abdomen to expose part of its small intes-
tine. They then severed this and highlight-
ed pertinent areas with fluorescent dye, to
help guide the arm. Under a surgeon’s su-
pervision, STAR sewed the piglet’s gut to-
gether again. In the four operations report-
ed in the paper it carried out about 60% of
the procedure without human interven-
tion, and the rest with only minor adjust-
ments to its stitches. Since the teamsubmit-
ted their results for publication, however,
they say STAR has successfully completed
the entire process unaided.

Comparing STAR’s work with that of
experienced surgeons operating both with
and without the assistance of existing ro-
botic tools, Dr Kim and his colleagues reck-
oned STAR’s stitches were more evenly
spaced and the sutured gut less leaky.
None of the pigs suffered complications.

STAR did, it is true, take much longer
than a human surgeon would to create the
suture. It averaged 50 minutes for the oper-
ation, whereas a person would take about
eight. But that will surely get faster. And
even ifSTAR never quite matches a human
being at work for speed, the better final

Robotic surgery

Who wields the knife?

Amachine carries out an operation almost unaided
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WHEN the DNA sequence of the hu-
man genome was revealed in 2000,

many people expected it to start a revolu-
tion. Researchers would be able to discov-
er the genes that caused or influenced dis-
eases. And drug companies would be able
to use that knowledge to create better med-
icines. Until recently, though, it has been a
case of “revolution postponed”. The flood
of promised discoveries has been more
like a trickle.

Much of the reason for the unfulfilled
promises was naivity about how straight-
forward the link between different ver-
sions of genes and particular diseases
would be. But that naivity has gone, and
the fact that complex illnesses often have
contributions from large numbers ofgenes
is now recognised. This recognition, plus
better computing and sequencing power,
mean researchers are indeed beginning to
pick the relationships between genes and
disease apart.

In January, for example, a group at the
Broad Institute in Cambridge, Massachu-
setts said they had homed in on most of
the genes involved in schizophrenia, and
thus had a hypothesis for a mechanism
that might be causing it. This week it is the
turn of breast cancer, as the most compre-
hensive analysis yet of mutations related
to this condition is published in Nature.

The team that did the analysis, led by
Serena Nik-Zainal of the Sanger Institute in
Cambridge, England, sequenced the ge-
nomes of cells from 560 tumours. These,
says Dr Nik-Zainal, proved vastly different
from the genomes ofhealthy cells from the
patients involved, for they had generally
acquired thousands of mutations. That is
not surprising. Early mutations in the de-
velopment of a tumour often involve
genes involved in DNA repair. Once this
has happened other mutations accumu-
late. But all these secondary mutations
make it hard to sift out the ones which are
clinically relevant. To do so you need to
compare lots of samples from different
people, and thus see which mutations
some of them have in common.

That, Dr Nik-Zainal and her colleagues
did. They also found mutations that were
known to indicate damage from exposure
to ultraviolet light (perhaps from too much
sunbathing), smoking and other risk fac-
tors. This study makes it possible, on the
basis of genetic similarities, to cluster
breast cancers into different types. In es-
sence, even though their symptoms are

similar, these groups are different diseases.
It is therefore likely that they will respond
differently to particular treatments. The
next stage is to see which treatments work
best on which clusters.

Genomics is already having an impact
on the treatment of cancers such as this.
Foundation Medicine, in Cambridge, Mas-
sachusetts, offers a test for 300 genes that
are often mutated in solid tumours. This
lets oncologists try to match treatments
with patients. In the future, DNA from pa-
tients’ tumours is likely to be sequenced
completely for diagnostic purposes.

The arrival of genomics as a science of
clinical significance was further under-
scored by AstraZeneca’s announcement
on April 21st that it would form a collabora-
tion to sequence 500,000 samples taken
during clinical trials it has conducted over
the years. This British-Swedish drug firm
says it plans to see 2m genomes so studied
over the next decade.

One of its main partners in this endeav-
our is Craig Venter, a man who led one of
the human-genome sequencing projects
that resulted in the announcement in
2000. Dr Venter, now the boss of a geno-
mics firm called Human Longevity (HLI),
which is based in San Diego, said at the
launch of the collaboration, “you can’t tell
much from a handful of genomes. We
needed large numbers of genomes to find
small differences.”

He should know. HLI hascompiled a list
of the common variants in the human ge-
nome. The firm needed10,000 genomes to
pick these out. Larger numbers than this
will therefore be required to notice rare
and ultra-rare variants that may ormay not
be associated with diseases. Dr Venter
reckons that to discover all of the genetic
variation which human beings display,
10m genomes will need to be sequenced.

Variations on a theme
Of course clinical data, too, are needed to
work out what those variants all mean.
AstraZeneca has these for its trial partici-
pants. Genomics England, part of Britain’s
Department of Health, has clinical data
too. It intends to sequence 100,000 whole
genomes from consenting patients. And
other pharmaceutical companies are also
looking to form collaborations with se-
quencing groups such as HLI and Geno-
mics England.

It all bodes well for the future of ge-
nome-based diagnosis. A report published
in 2013 found that nearly a third ofdrugs in
clinical development are associated either
with a known DNA variant or with a varia-
tion in the structure ofa specificprotein, ul-
timately traceable to DNA. The presence in,
or absence from, a patient ofsuch a variant
allows drugmakers to know whether their
products are likely to work in that individ-
ual. A new era of genome-based medicine
is set to arrive. Again. 7
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USING the rules ofquantum mechanics
to carry out computations far faster

than any conventional machine can man-
age isan idea thatgoesbackdecades. Itwas
proposed in the early 1980s, but was con-
fined to the blackboards of theoreticians
until the late1990s, when experimentalists
gave it life by building simple machines
which proved that the equations on those
blackboardsworked in practice. Nowit has
bloomed into a corporate project. Google,
Microsoft, Hewlett-Packard and IBM each
have dedicated quantum-computing re-
search groups.

What quantum computing has not
done, though, is make much impact on the
outside world. And in some part that is be-
cause those quantum computers which do
exist are still confined to laboratories. Only
researchers have been able to tinker with
them. Until now. For, on May 4th, IBM an-
nounced that it would connect one of its
quantum computers to the internet and
make it available for anyone to play with. 

Quantum computing is exciting be-
cause it offers the promise of computers
that can crunch through some kinds of
mathematics (though not all) far faster
than any classical computer that could
ever be built could manage. This power
comesfrom two counterintuitive phenom-
ena: superposition and entanglement. 

Superposition turns the fundamental
unit ofclassical computing, the bit, into the
qubit. A bit represents the smallest possi-
ble dollop of information: on or off; yes or
no; 1 or 0. A qubit, though, is a mixture of
both, superimposed upon each other. A
classical computer with, for example, four
bits can represent 16 different states. This 

Quantum computing
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2 machine can, however, exist in only one of
those states at any given time. Its quantum
equivalent, by contrast, can exist in a su-
perposition ofall 16 states at once.

But it is entanglement, which binds the
fates ofparticles together, that really makes
quantum computers sing. Entanglement
makes it possible to manipulate groups of
qubits all at once—so, as the number of qu-
bits grows, the number of states a machine
can occupy rises, quite literally, exponen-
tially. A 300-qubit computer would have
more possible states than there are atoms
in the universe.

The result could manipulate prodigious
amounts of information with ease. It could
thus crunch through many tricky pro-
blems, from cracking cryptographic codes
to simulating chemical reactions accurate-
ly at the molecular level. That is something
ordinary computers find intractable, but
which would prove useful for all manner
of industrial processes.

A 300-qubit machine is far in the future.
IBM’s currentoffering isafive-qubitproces-
sor built on a chip from loops of supercon-
ducting metal (see picture on previous
page). It is suspended at the bottom of a
large helium fridge at the firm’s research
centre in Yorktown Heights, New York.
This chills it to within a whisker of abso-
lute zero—the lowest temperature possi-
ble—so that the chip’s delicate innards re-
main undisturbed by any stray puffs of
heat. The chip is programmed by squirting
carefully calibrated doses of microwaves
into the fridge, with each qubit responding
to a different frequency.

Qubit by qubit
None of that fiddly technical stuff, how-
ever, will be visible to users. Instead, they
will be presented with something that
looks rather like a musical staff: five hori-
zontal lines, each representing one of the
qubits. A collection of symbols, one for
each quantum operation, can be dragged
onto the staff. When a program, which IBM
calls a “score” in a nod to the musical anal-
ogy, is ready, the user can press a button
and the chip will execute it.

The Economist watched as Jerry Chow,
who is in charge of the project, made the
machine run Grover’s algorithm, a quan-
tum algorithm designed to search through
unsorted piles of data, and to do so faster
than any classical machine. A classical
computer could take as many tries to find
an item as there are things to be searched
through (so up to 52 attempts to locate the
ace of spades in a 52-card pack, for in-
stance). A quantum computer can do it in a
number of steps equal to slightly less than
the square root of the number of items to
be searched. In the case of the cards, it
needs just six attempts.

By itself, though, a five-qubit chip is not
going to set the world on fire. A run-of-the-
mill laptop can simulate quantum com-

puters with as many as 40 or 50 qubits,
says Scott Aaronson, a quantum-comput-
ing researcher at the Massachusetts Insti-
tute of Technology. According to Dr Chow,
IBM plans to upgrade its quantum chip as
the technology improves. But the main
idea is not, yet, to produce a commercially
valuable machine. Instead, he hopes to in-
troduce the principles of quantum com-
puting to as wide an audience as possible,
to encourage understanding of those prin-
ciples by potential programmers. The best
way to do that, he thinks, is to give people
“hands-on” time with a real machine.

Unlike classical machines, quantum
computers answer questions probabilisti-
cally rather than definitely. A given result
has only a certain chance of being correct.
Exploiting their power is tricky. To get an
answer it is necessary to measure the
machine. That causes its quantum super-
position to vanish, which leaves it in a sin-
gle state, just like a classical computer. To

ensure that state is the one containing the
answerneeds careful management, so that
the probability of getting the correct an-
swer is reinforced, while the chances of
getting a wrong answer are suppressed. 

Quantum computers thus need a great
deal of coddling. Their superposed states
are delicate and the slightest intrusion
from outside—a stray electromagnetic
wave or a tiny change in temperature—can
make those states vanish prematurely. To
work properly, then, a quantum computer
must be isolated as much as possible from
the rest of the universe. Bulky shielding
and cryogenic cooling mean they are un-
likely ever to fit on a desktop or into a
smartphone. This means that big, commer-
cially useful quantum computers will
probably, like the prototype just unveiled,
live in remote data-centres, wired up to the
internet, waiting to be called upon by or-
dinary, classical machines whenever their
specialised talents are required. 7

HANG a collar fitted with a GPS tracker
and a radio transmitter around a wild

animal’s neck, or simply glue such a device
to its back, and you will know all the time
where it is. You will not, though, know
what it is up to—which is usually more in-
teresting than its mere location. For this,
you need to have someone in the field,
watching and taking notes. That is expen-
sive, needs special equipment to do at
night and is impossible if the animal is un-
derground in a burrow. But a group of ecol-

ogists and engineers at the University of
California, Berkeley, led by Talisin Ham-
mond, hope to change this state of affairs.
As they describe in Experimental Biology,
by adding an accelerometer to the tracker
they have found a way to spy in detail on
the lives of the world’s fauna.

Building the new tracker was no mean
feat. Ms Hammond studies chipmunks—
animals that weigh about 35 grams. Any-
thing such an animal is forced to carry
around needs to be considerably lighter 
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DOES marital bliss depend on an active
sex life? It sounds like a bears-in-

woods and papal-religious-affiliation sort
of question, yet around half of studies car-
ried out into the matter suggest the answer
is “no”. And this is not just a question of
Darbies and Joans, who were at it in their
youths, having slowed down as the years
have passed. Even reasonably newly mar-
ried couples, these studies suggest, do not
rely on sex to keep their bond strong.

On the other hand, the remaining 50%
of investigations have shown the correla-
tion that common sense would predict—
namely that in matters matrimonial, sex is
crucial. Lindsey Hicks of Florida State Uni-
versity therefore wondered if, as is the case
with many things in life, it is all a question
of how you ask the question. Many psy-
chological questionnaires permit the re-
spondent time for reflection. Ms Hicks was
having none of that. She wanted instant,
gut responses.

Ms Hicks’s study, just published in Psy-
chological Science, started off by doing
what previous ones have done. She collab-
orated with a team of colleagues to round
up 120 recently married local couples. The
partners in these couples were then sepa-
rated and each asked to fill in a question-
naire that inquired about how satisfied
they were with their spouses and how of-

ten they had sex (a fact on which, despite
what cynics might suspect, husband and
wife generally agreed). 

Ms Hicks, however, did not leave things
there. She suspected the reason why past
explorations of this subject have had
mixed results is because many people
want to believe their marriage is in a good
state despite infrequent sex, or that fre-
quent sex should not be important for
maintaining a healthy relationship. Want-
ing to believe something is not, though, the
same as actually believing it. So she need-
ed a way to distinguish between the two.

Her answer was what is known as an
automatic attitude test. Such tests measure
instant feelings. Participants are shown an
image and then presented with a word
that is either positive (“wonderful”, “out-
standing” or “charming”, for example) or
negative (“awful”, “disturbing”, “horri-
ble”). When they see this word they must
indicate as quickly as they can, using a key-
board that measures their reaction time,
whether it is positive or negative. Previous
work has shown that faster reaction times
to positive words and slower reaction
times to negative ones suggest a partici-
pant has a positive attitude towards what-
ever he saw in the image. Slower reaction
times to positive words and faster ones to
negative words suggest the opposite. 

To wield the test for her own purposes,
Ms Hicks arranged for participants to work
through several sets of words. The first set
was a control, in which they ranked the
words without seeing an image before-
hand. The following sets were preceded ei-
ther by another control (a picture of the
participant him- or herself) or by a picture
of the participant’s spouse. 

Ms Hicks and her colleagues found that
although the frequency with which cou-
ples have sex does not have much correla-
tion with how satisfied they claim to be
with their partner, it correlates well with
their automatic attitudes towards one an-
other. Those who said they had sex with
their spouse two or more times a week re-
acted more quickly to positive words and
more slowly to negative ones after seeing
an image of said spouse. The opposite was
true for those who had sex once a week or
less. None of these effects emerged after
people saw an image of themselves, or
during the initial control. 

Ms Hicks’s result does not mean the no-
sex brigade are lying when they claim it
does not signify. They may genuinely be-
lieve what they say. But it does suggest they
are fooling themselves. And that is not a
matter of mere prurience. If things do start
to go wrong in a relationship, and the par-
ticipants want to patch matters up, then
understanding where the real problem lies
is important. This is only a single study, of
course. But if it is successfully replicated,
marriage-guidance counsellors the world
over might want to take note. 7
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than this. Her colleague Dwight Spring-
thorpe succeeded, however, in cramming
the necessary processing chip and memo-
ry chip, accelerometer and lithium-po-
lymer battery into a small weatherproof
case, to produce a pack that weighed a
mere 1½ grams—or4.25% ofan average chip-
munk’s body weight. The result was some-
thing that could be glued onto the back ofa
chipmunk with the sort of adhesive used
to attach false eyelashes. 

Abattery lightenough to be part ofsuch
a package cannot, of course, store much
juice, so the researchers programmed the
tracker to run for ten seconds every quarter
of an hour, in order to sample the animal’s
behaviour at regular and reasonably fre-
quent intervals without taxing the power
supply too much. On this regime it lasted
4½ days before conking out. 

The team’s first task was to understand
which patterns of accelerometer behav-
iourcorresponded to which patternsof an-
imal behaviour. To find out, they tested the
newdevice on 18 captive chipmunks, using
video cameras to record the animals’ be-
haviour. When each recording session was
over, they removed the tracker, down-
loaded the data and fed them, along with a
record of what the chipmunk had been up
to, into a machine-learning algorithm de-
signed by a third member of the team, Tay-
lor Berg-Kirkpatrick. The algorithm proved
a fast learner. Afterparsing28 hours’ worth
of data from the captive chipmunks, it was
able to work out what the rodents were up
to—running, grooming, digging, eating or
lying still—82% of the time. Ms Hammond
therefore put it to the test in the wild.

She and her colleagues attached the
new trackers to 15 alpine chipmunks and 15
lodgepole chipmunks living in Yosemite
national park, and then attempted to live-
trap the animals between two and sixdays
later. Nine of the alpines and 11 of the
lodgepoles obliged them by going into the
traps, so they got 20 of their devices back. 

Ms Hammond was not just collecting
data at random. She was testing a hypothe-
sis that alpine chipmunks would be more
active than lodgepoles during mornings
and evenings, and less so during the mid-
dle of the day. She suspected this because
the alpine chipmunk’s range has shifted
more in response to global warming than
has the lodgepole’s, leading her to wonder
if it is more sensitive to heat, and thus more
likely to be crepuscular.

As it turned out, her hypothesis was
wrong. But she had been able to demon-
strate its wrongness in two weeks ofobser-
vation (one in the summer and one in the
winter). A conventional study using field
glasses and eyeballs would have taken ten
times as long to gather enough data to
draw an equivalent conclusion. That is a
huge efficiency gain. Technology can im-
prove productivity almost anywhere.
Even, it seems, in zoology. 7
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AT THE close of1945 the British Raj could
congratulate itself. Despite growing

impatience for independence, the empire
had still managed to mustera 2.5m-man In-
dian army, the largest all-volunteer force in
history. Indian troops had served loyally at
home to crush an incipient insurrection in
1942. They proved crucial to British victo-
ries in Ethiopia, north Africa and the Mid-
dle East; in Burma they eventually inflicted
the biggest land defeat ever suffered by the
Japanese imperial army. India also contrib-
uted materiel and money: by the war’s end
Britain owed its prized but impoverished
colony£1.3 billion, an eighth ofBritish GDP.

Yet the war was also catastrophic, both
for the Raj and for India. The relatively
small scale of India’s direct war casual-
ties—some 90,000 soldiers killed in six
years offighting on three continents, 6,000
sailors lostand 1,400 civilianskilled by Jap-
anese bombs—belied far wider suffering.
The Bengal famine of1943, the prime cause
of which may have been inflation fuelled
by the printing of rupees to cover wartime
deficits, left as many as 3m dead. Ignomini-
ous defeats in Malaya, Singapore and Bur-
ma undermined British prestige. Of the
half a million Indian civilians who joined
a chaotic exodus from Burma in 1942, per-
haps one in ten also perished. 

 Far from securing the jewel in the Brit-
ish empire’s crown, the war rendered In-
dia’s independence inevitable. Distress

exploited the turmoil to push for dividing
the subcontinent along religious lines.
Pakistan’s founding father, Muhammad
Ali Jinnah, later admitted that this “war
which nobody welcomed proved to be a
blessing in disguise.” To him, at least.

 Despite the importance of India’s role
in the war and its critical impact on India’s
own destiny, few popular histories have
treated the subject. These two new books
for the general reader neatly fill the gap.
Better yet, they are complementary rather
than competing accounts. (A third superb
recent work, Raghu Karnad’s “Farthest
Field: An Indian Story of the Second World
War”, which traces one family’s dramatic
war years, also deserves mention.)

 Yasmin Khan, a historian at Oxford, of-
fers a richly researched social history of
wartime India that is peppered with fasci-
nating detail. Her sources range from offi-
cial accounts and court records to the dia-
ries and letters of Indian and British
soldiers and officers, upper-class colonial
women and rebellious Indian house-
wives. All this she weaves into a flowing
narrative that touches on such forgotten
aspects as India’s acceptance of stranded
European refugees as well as of Japanese
civilians transported from Singapore,
whose squalid internment influenced Ja-
pan’sown ugly treatmentofcaptured civil-
ians. Describing the slow erosion of dis-
crimination between British and Indian
officers in the army of the Raj, she notes
that it was only mid-way through the war
that Indians were allowed to sit on courts-
martial for British soldiers, and that after
the capture from Italy ofthe Eritrean city of
Asmara, separate brothels were main-
tained for British and Indian soldiers. 

Ms Khan picks out ironies, such as the
discomfort caused to the Raj by Britain’s
chief ally. When American diplomats

caused by the wartime doubling of prices,
the bare-knuckle crushing of dissent, the
requisitioning of land and goods, the mili-
tarisation and mobilisation of large
chunks of Indian society and Britain’s di-
vide-and-rule manipulation of India’s sec-
tarian rifts all contributed to a combustible
atmosphere. In 1947, two years after the
war ended, it exploded in the bloodletting
ofpartition. 

Few had foreseen or wanted this out-
come at the war’s onset. The brutal logic of
partition, as two newhistoriesofIndia and
the second world war make clear, evolved
in large part as a result of decisions made
by a fateful triangle of actors: British offi-
cials desperate to keep a lid on India, a sec-
ular Congress movement that wavered be-
tween Gandhian pacifism, support for the
Alliesand collaboration with the Axis, and
a hitherto unpopular Muslim League that

India and the second world war

For king, then country

In India, as elsewhere, the second world warchanged everything

Books and arts
Also in this section

79 English country houses

80 Murderous Medicis

80 High-end grand pianos

81 Johnson: Race and language

India at War: The Subcontinent and the
Second World War. By Yasmin Khan.
Oxford University Press; 416 pages; $29.95.
Published in Britain as The Raj at War: A
People’s History of India’s Second
World War. Bodley Head; £25

India’s War: World War II and the
Making of Modern South Asia. By
Srinath Raghavan. Basic; 554 pages; $35.
Allen Lane; £30



The Economist May 7th 2016 Books and arts 79

2 placed advertisements in Indian newspa-
pers proclaiming the right of all men to
freedom, British censors quietly confiscat-
ed those editions. Yet the Raj went along
with a softer American propaganda ploy,
the distribution of pin-ups of Hollywood
starlets. “Images of women and the pro-
mise of sex, whether real or imagined,
were hitched firmly to the war effort,”
writes Ms Khan. “The Raj had to jettison, or
at the very least reformulate, the old ways
ofprotecting the prestige ofwomen.”

There is irony, too, in a comment she
unearths from an intelligence report on the
mood among British troops in India. “The
British Tommy...does not understand Indi-
an politics,” it stated confidently. “To him it
appears foolish to fight for a country that
does not want to be helped and from
which we are clearing out after the war.”
This generic soldier seems better attuned
to Indian politics than his superiors.

Srinath Raghavan, a fellow at the Cen-
tre for Policy Research, a Delhi think-tank,
usefully supplies the facts, in charts, fig-
ures, maps and details of military opera-
tions, which Ms Khan elides. He also gives
thorough, fascinating and revealing ac-
counts of the economic transformations
generated by the war, and of the debates
and decision-making in wartime politics.

No one comes out of this looking very
good. Mr Raghavan lets the cynicism and
occasional outright racism of British offi-
cials speak for themselves. Winston Chur-
chill, for instance, told his cabinet in 1940
that troubles between Hindus and Mus-
lims were “a bulwark of British rule”, and
laterdismissed famine in Bengal as less im-
portant than famine in Greece.

But the author also offers a corrective
to later Indian accounts that have exagger-
ated the strength of pro-independence
feeling and glorified the Japanese-spon-
sored Indian National Army, made up of
Indian POWs and defectors. No more than
9,000 of these soldiers actually fought
against the Raj in Japan’s ill-fated invasion
of India in 1944, Mr Raghavan notes. More
remarkable in retrospect was the loyalty
shown by many Indian soldiers: a British
censor’s logfrom Tunisia recordsa soldier’s
letter to his family declaring proudly, “Our
beloved king (God save him) has con-
quered this country.”

Both books argue persuasively that the
war not only consolidated India’s sense of
self, but generated many of the institutions
and attitudes that framed independent In-
dia. Mr Raghavan quotes a British staff offi-
cer of the 19th Indian division describing
its drive to capture the Burmese capital,
Rangoon: “Twenty races, a dozen religions,
a score of languages passed in those trucks
and tanks. When my great-great-grandfa-
ther first went to India there had been as
many nations: now there was one—India.”
Sadly, thiswould notbe so true by1947, and
the Raj cracked into two parts. 7

LOOKING back on the years before war
broke out across Europe in 1914, Vita

Sackville-West, an aristocratic English nov-
elist, remembered an upper-class world of
“warmth and security, leisure and continu-
ity”. For many of her aristocratic contem-
poraries in the 1920s and 1930s, the Edwar-
dian country house was the heart of that
world. For them, the pre-war age of inno-
cence stood in stark contrast to what fol-
lowed. In many memories, it was a period
ofdecline and decay.

One-tenth of titled families had lost
their heirs in the trenches. Mansions and
estates were put up for sale at an unprece-
dented rate, which rose further after the
stockmarket crash of1929. Some were torn
down, others abandoned: in the12 years to
1930 more than 180 country houses were
destroyed. Wollaton Hall, one of the most
flamboyant Elizabethan examples, was
transferred to the local city council and be-
came a museum; Claremont in Surrey be-
came a girls’ school. As the importance of
land declined, mansions and family seats
no longer had much use as a home.

The inter-war era has long been seen as
an “Indian summer”, awaiting the death
knell of the second world war. But as Adri-
an Tinniswood argues in an engaging new
account of inter-war country-house life,
this has obscured a world ofenergy, inven-

tion and change. “Fast”, the byword of the
era, applied not just to Soho “flappers” and
Jazz Age ballrooms, but to the country-
house set, too. The loosening bonds be-
tween family, mansion and local commu-
nity meant the country house was chang-
ing, but it was not dying. New
owners—often Americans—brought “new
aesthetics, new social structures, new
meanings”. 

A “spirit of restlessness” characterised
the age. Country-house parties could last
from 48 hours to three weeks. The word
“week-end” entered common usage as ex-
panding rail networks and car ownership
meant that people could dash to the coun-
try on Friday and return on Monday ex-
hausted after a race, a ball, a shoot or a po-
litical gathering. (Although, as Mr
Tinniswood points out, the phrase in po-
lite circles was still “Saturday-to-Monday”,
to distinguish the leisured class from those
who had to be at work on Monday morn-
ing.) Women, in particular, were confront-
ed with gruelling social expectations: a
seven-day shooting party, for example,
would require multiple outfits for every
day of the week, and spending whole sea-
sons like this was arduous.

Only a fraction of all country houses,
mansions and estates was destroyed. And
new ones were built. Philip Sassoon, a hy-
peractive Conservative politician, built
Port Lympne in Kent as a “fairy palace”—a
gaudily theatrical Cape Dutch-style red-
brick mansion overlooking Romney
Marsh towards the English Channel. To its
architect, it stood as a declaration that “a
new culture had risen up from the sickbed
of the old, with new aspirations.” There
were modernist novelties, too—Crowsteps
near Newbury, Joldwynds in Surrey—
shocking the public with their shiny white
walls, flat roofs and angular façades. But
these were anomalies: most of the design
in this period was backward-looking, as
aristocrats and nouveaux-riches seeking
stability and refuge embarked on a frenzy
of castle restorations in a bid to “domesti-
cate the past”.

The picture was never uniform. Mr Tin-
niswood provides rich detail from all cor-
ners, uncovering plenty of angst, but also
much optimism—until 1939. When the next
war came, the idea returned that the world
was lost, symbolised, to many people, by
the disappearance of domestic service
(which, contrary to some alarmist inter-
war accounts, had held up buoyantly for
most of the preceding two decades). In the
1950s, the National Trust came into its own
as a flood of houses passed into its stew-
ardship. The “English Country House” be-
came an object of nostalgia. Mr Tinnis-
wood’s book is a work of historical
scholarship, not heritage fetishism. For all
its merits, though, it still seems to be a pro-
duct of the mindset. The English country
house casts a long, rose-tinted shadow. 7

The English country house

Partying, hunting,
shooting

The Long Weekend: Life in the English
Country House, 1918-1939. By Adrian
Tinniswood. Basic; 344 pages; $30. To be
published in Britain by Jonathan Cape in
June; £25

A cup of nostalgia



Today Mr Fazioli’s factory—more accu-
rately, a hall filled with craftsmen and their
tools—runs at full capacity, turning out 140
grand pianos a year. Because they are
made to order, customers have to wait be-
tween four and eight months for delivery
of the instruments, for which they are pre-
pared to pay as much as $200,000. So large
is the demand that Mr Fazioli is increasing
the size of the factory to make 160-170 pi-
anos a year.

Stephen Carver is head piano techni-
cian at the Juilliard School in New York
which, with 275 pianos, is the world’s larg-
est owner of Steinway grands. That makes
him an important arbiter in the debate
about pianos’ attributes and financial val-
ue. “Fazioli pianos are very well-crafted
and have a clear, bell-like presence and an
even line of sound,” Mr Carver explains.
“Steinways have a darker colour, which
some people would call richer than the Fa-
zioli sound.” Steinways, Mr Carver adds,
also vary in quality and are slightly harder
to play than Faziolis. Some 97% of Juil-
liard’s pianos are Steinways. It also owns
several Yamahas. In a major victory for the
Italians, though, Juilliard bought a Fazioli
piano five years ago and has two more on
order for this year.

Even with output of 170 pianos, Fazioli
will never defeat Steinway, which makes
about 2,000-2,500 a year, with grand pi-
anos starting at $63,000. Mr Fazioli, by con-
trast, considers his firm a boutique instru-
ment-maker. The company exports almost
all its pianos, with Europe being the main
market, followed by America, Canada,
China, Japan andotherAsian countries, in-
cluding Thailand and Indonesia.

Pianos are a growing business again. In
2014, the latest year for which details are

available, the American market saw
an increase in sales from $293m to

$304m, according to the National
Association of Music Merchants
(NAMM). Although still not back
to their levels before the finan-
cial crisis,pianosales inAmerica
have increased every year since
2009. And newly rich Chinese
consumers present a golden op-
portunity for high-end instru-
ment makers. According to
NAMM, exports to China have
shown constant growth over
the decade to 2014. In 2014

China imported nearly
6,000 grand pianos, up

from fewer than
2,000 in 2005.

But a maker of
rare instruments dif-
fers from other com-
panies in one impor-
tant respect: it is not
the number of cus-
tomers, or the price
they are willing to

IN 1980 a Roman engineer and pianist,
Paolo Fazioli, made what most of his

friends considered a foolish decision. He
opened a piano factory, and not one mak-
ing cheap pianos for children. Mr Fazioli
planned to make the world’s best pianos.

The market for high-end pianos has
been dominated for so long by the Ger-
man-American Steinway
brand that nobody
thought Mr Fazioli would
be able to sell even more
expensive ones. The only
successful new entrants
into the grand-piano mar-
ket have been companies
like Yamaha, a Japanese
brand, which sold a
cheaper product.

To build his factory, Mr
Fazioli moved from Rome
to Sacile, near Venice and,
more important, near the
Val di Fiemme, known as
the “musical forest” for
spruce trees yielding espe-
cially resonant wood.
Antonio Stradivari made
his violins from it three
centuries ago. Using his
engineering skills, Mr Fa-
zioli set about designing a
grand piano that would
produce a sound superior
to any other piano.

Fazioli pianos

Piano nobile

Whymore and more pianists are opting
for instruments costing $200,000

If price is no object
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THE short life and violent death of Ales-
sandro de’ Medici, duke of Florence, is

like the plot of a Verdi opera. Alessandro,
who had a keen sexual appetite, lusted
after a married woman in Florence. While
her husband was away on business, his
trusted cousin Lorenzino promised him an
assignation with her. Lorenzino, mean-
while, hired a villain, Scoronconcolo, who,
on being asked to kill an anonymous vic-
tim, said: “That I’ll do, even if he’s the duke
himself.” So it was. Alessandro, napping in
his rooms while waiting, was woken not
by a caress, but by a sword in his stomach.
Scoronconcolo then cut his throat.

On his death in 1537, Alessandro was in
his mid-20s. It was his misfortune, says
Catherine Fletcher in her gripping narra-
tive, to be assassinated “first with a sword,
then with a pen” by historians. 

Heroperaticplot, which buildsgradual-
ly, is broken off for details of the ducal life-
style: silk, satin and taffeta for the horses,
plentiful staff (26 men to look after the
hawks and dogs), and the cuisine (165lb of
veal, 14 capons and 24 chickens eaten
daily). But this isa political drama based on
the restoration of the fortunes of the Medi-
ci family, which had ruled Florence for
much of the 15th century. Different
branches of the family had produced only
two sons, Alessandro and Ippolito; both
were illegitimate. Alessandro’s mother
was a servant who may have been a Moor-
ish slave. Their lives were organised by
Clement VII, a Medici pope. The cousins,
friendly as children, grew to hate each oth-
er. Ippolito, the older and more opportu-
nistic, desperately wanted to be duke. 

The crucial year in this complicated
plot is 1529, which Ms Fletcher describes in
detail without losing momentum. Clem-
ent VII, who was waging war with Charles
V, the Holy Roman Emperor (and king of
Spain), fell ill. To protect the family’s power
base, he made Ippolito, then 18, a cardinal,
which was a serious obstruction in his
path to the dukedom.

Clement survived his illness and made
peace with Charles. Part of the settlement
was that the families should be united by
Alessandro’s marriage to the emperor’s
daughter Margaret. The armies of the alli-
ance were ordered to retake Florence from
itspopulistRepublican governmentso that
Alessandro could become duke. 

Outraged, Ippolito tried to seize the ti-

tle, trying first a coup, then diplomacy. He
failed. In 1532 Alessandro became duke, in-
heriting the palace, bride-to-be, advisers,
artists and a mistress. Feeling insecure—
with good reason—he almost certainly had
Ippolito poisoned in1535, and he may have
had his own mother murdered too. There
is no shortage of damning material here,
but Ms Fletcher remains stubbornly fair to
the oft-maligned Alessandro.

The principal relic ofAlessandro’s brief
reign is the Fortezza da Basso, built into
Florence’s 14th-century walls. He married
the 13-year-old Margaret, who was14 when
she miscarried. She was widowed shortly
afterward. Ms Fletcher can find no motive
for the murderofAlessandro byLorenzino,
who was himself assassinated in 1548. But
it is impossible to finish this medieval
melodrama without thinking that it would
make a riveting series for an enterprising
TV producer. 7

Alessandro de’ Medici

A dark duke

The Black Prince of Florence. By Catherine
Fletcher. Bodley Head; 308 pages; £20. To be
published in America by Oxford University
Press in September; $29.95
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AS A premise, it isn’t terribly promising:
Rell, fresh from a breakup, adopts a

kitten, calling it Keanu. When the kitten
winds up in the hands of gangsters, he
and his friend Clarence infiltrate the gang
to get it back. “Keanu”, which opened in
American cinemas on April 29th, would
be forgettable in most hands. But Keegan-
Michael Key and Jordan Peele—the stars
of “Keanu” and, before that, of their
sketch-comedyshow, “Key& Peele”—have
a way of using goofy premises to make a
serious statement about male friendship
and competition, race, class and especial-
ly language.

Mr Key is tall, thin, bald and energetic;
Mr Peele is short, soft and bespectacled;
his characters often have a quiet intensity
that balances Mr Key’s bouncing around.
Both have black fathers and white moth-
ers, and away from the camera both, as
they put it, “sound whiter than Mitt Rom-
ney in a snowstorm”. But they have an
uncanny ability to disappear into a gal-
lery of characters from any race or back-
ground. At its best, this goes far beyond
“doing accents” to be a walking, talking
and devastatingly funny sociolinguistics
thesis on race as a performance. 

In “Keanu”, Rell and Clarence have ev-
ery mainstream—that is, non-black—fea-
ture possible, from their names to their
music (Clarence lives to a George Michael
soundtrack). To penetrate the gang, they
need new names (“Shark Tank” and “Tec-
tonic”) and, most ofall, a new way of talk-
ing. Finding themselves in a black strip
club, Clarence orders a white-wine
spritzer. Rell panics: “You can’t talk like
that in here.” A denizen sceptically asks:
“You niggas in the right place?” Clarence,
transformed, wheels round, wide-eyed,
and shouts “Yeah, we in the right place,
nigga!” She backs off.

This is their shtick at its broadest and

most obvious. The simple strangers-in-a-
strange-land storyline of “Keanu” disap-
pointed critics. But a sketch from “Key &
Peele” better illustrates black language as a
tightrope walk. The two sit as colleagues at
a table in a small soul-food restaurant; the
sun beats down on the sleepy southern
town outside. In dress shirts and ties,
they’ve made good in a big city some-
where else. “I’m so glad we could bring this
project to this neighbourhood—I grew up
in a neighbourhood like this.” “I grew up in
a neighbourhood exactly like this.” 

Suddenly, each is worried that the other
is more authentic. When the waitress
comes, each man’s voice smoothens, vow-
els lengthening. Both keep changing their
orders, trying to get the most typical soul-
food dish from the proud black South.
Through collard greens, cornbread, okra,
ham-hocks, chitterlings and pigs’ feet, nei-
ther can stop upping the ante. Key finally
orders “some dandelion greens, a cow hip

and a dog face; wrap that whole mess in a
old Ebony magazine”. Peele ends up with
“a platter of stork ankles, an old cellar
door, a possum spine and a human foot”.
Both would gain if they could stop per-
forming, but neither wants to do it first.

Mr Key is from Detroit, but light-
skinned; Mr Peele grew up on the Upper
West Side of Manhattan. Controlling just
how black or white to sound was a daily
exercise. “You never want to be the whit-
est-sounding black guy in a room,” says
Mr Peele. John McWhorter, a linguist at
Columbia University, grew up with a
black family and friends in Philadelphia
and NewJersey, butashe writes in a deep-
ly personal recent essay, he has no—his
term—“blaccent”, sounding “like an an-
nouncer in a 1940s newsreel”. It’s a small
heartbreak every time he sees the sur-
prise on the faces of black people he
meets: is he trying to put on airs, to be bet-
ter than them? He isn’t, but to fake a “blac-
cent” would be, for him, preposterous.

For black Americans, the right voice
means warmth and solidarity, but for
many whites, black dialect (including its
grammatical differences) sounds like bro-
ken standard English, which it isn’t.
Messrs Key and Peele are lucky to control
it with such ease. They have lent this tal-
ent to another man who must walk a thin
racial line. Mr Key’s sketch character “Lu-
ther” is Barack Obama’s “anger transla-
tor”, saying things the president wishes
he could saybut can’t. The real MrObama
invited “Luther” to join his comedy rou-
tine at last year’s White House Corre-
spondents’ Dinner. When he is no longer
president, America will hear more in his
memoirs about striking the balance be-
tween warmth and cool, black and white
during a tumultuous two terms in office.
Until then, MessrsKeyand Peele will keep
a nervous America laughing.

Beyond black and whiteJohnson

Two biracial comedians on language in a divided America

pay, thatmattersmost. It’swho theyare. Fa-
zioli needs to sell to famous pianists, not
just wealthy amateurs. “More and more
professional pianists use us,” insists Mr Fa-
zioli. “They’re the most important segment
because their interest shows that we’re
grown-up.” 

Alessio Bax, a New York-based concert
pianist who prefers Hamburg-made Stein-
ways, says that no leading pianist would
turn down a Fazioli. Angela Hewitt, a re-
nowned interpreter of Bach, performs on
Fazioli instruments whenever possible.
“The action is incredibly responsive to ev-
ery variation in touch, and everything I

imagine in my head I can produce with my
fingers,” she explains. “Other pianos can
be very beautiful but are less interesting,
because the sound cannot be varied to
such an extent as on a Fazioli.”

Even so, the company struggles with
something of an arriviste aura among the
best performers. “Fazioli are not catching
on as fast amongconcertpianistsasamong
the general public,” says Mr Carver.
“There’s some issue of psychology there;
people are resistant to change.” He also
points to Steinway’s impressive marketing.
“Steinway has managed to establish itself
as an instantly recognisable top brand,

even though there are other piano-makers
that have been making excellent instru-
ments for as long.” Bösendorfer, an es-
teemed but struggling Austrian maker, was
acquired by Yamaha eight years ago.

Back in Sacile, Mr Fazioli recently
dreamt up a new way of addressing the
doubters. Using specially developed soft-
ware, he is reproducing recordings of now-
dead pianists such as Glenn Gould as they
would sound if they had performed on Fa-
zioli pianos. Still, he insists, he will never
begfamous pianists to use his instruments.
Instead he promises to “convince only
through quality”. 7
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CONTRACT NOTICE - SERVICES

Procurement No. Re 239-16-017-211

I: CONTRACTING AUTHORITY: Privatization Agency of Kosovo, 
Agim Ramadani Str. No. 23, Pristina, Republic of Kosovo.

II.1.1 Contract title attributed by the contracting authority: 
“FEASIBILITY STUDY OF TREPÇA WITH STRATEGIC 
ORIENTATIONS FOR ITS DEVELOPMENT”

IV.2 CONTRACT AWARD CRITERIA: Lowest price
IV.3 Deadline for submission of tenders: Date: 15/06/2016; time: 

14:00 hrs 
IV.3.8 Tender opening meeting, Date: 15/06/2016; time: 14:30 hrs, 

place: Agim Ramadani Str. No. 23, Pristina, Offi ce no. 52a.
 
Contact Person: Merita Zekaj and Marjan Perlaska 
E-mail: merita.zekaj@pak-ks.org; marjan.perlaska@pak-ks.org

SECTION V.1: COMPLAINTS
Any interested party may fi le a complaint with the Contracting 
Authority according to article 108/A of the Law No. 04/L-042 on 
Public Procurement of the Republic of Kosovo, amended and 
supplemented with the law No. 04/L-237, law No. 05/L-068 and law 
No.05/L-092, at the address specifi ed in Section I of this Contract 
notice.

Full version of the contract notice is available in: http://krpp.rks-gov.net

Tenders



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* 2016† latest latest 2016† rate, % months, $bn 2016† 2016† bonds, latest May 4th year ago

United States +2.0 Q1 +0.5 +1.8 -2.0 Mar +0.9 Mar +1.2 5.0 Mar -484.1 Q4 -2.7 -2.5 1.79 - -
China +6.7 Q1 +4.5 +6.5 +6.8 Mar +2.3 Mar +1.8 4.0 Q1§ +330.6 Q4 +2.8 -3.0 2.75§§ 6.50 6.20
Japan +0.7 Q4 -1.1 +0.5 +0.1 Mar nil Mar +0.2 3.2 Mar +147.9 Feb +3.8 -6.2 -0.11 107 120
Britain +2.1 Q1 +1.6 +1.9 -0.5 Feb +0.5 Mar +0.6 5.1 Jan†† -146.9 Q4 -4.7 -3.6 1.68 0.69 0.66
Canada +0.5 Q4 +0.8 +1.6 +0.8 Feb +1.3 Mar +1.5 7.1 Mar -51.6 Q4 -2.8 -1.4 1.40 1.29 1.22
Euro area +1.6 Q1 +2.2 +1.5 +0.8 Feb -0.2 Apr +0.2 10.2 Mar +356.5 Feb +2.8 -1.9 0.20 0.87 0.89
Austria +1.1 Q4 +1.2 +1.1 +0.4 Feb +0.7 Mar +1.1 5.8 Mar +9.6 Q4 +2.5 -2.0 0.67 0.87 0.89
Belgium +1.4 Q1 +0.8 +1.3 +5.9 Feb +2.0 Apr +1.1 8.5 Mar -0.1 Dec +0.8 -2.3 0.60 0.87 0.89
France +1.3 Q1 +2.2 +1.3 +0.6 Feb -0.2 Apr +0.2 10.0 Mar -20.6 Mar‡ -0.3 -3.5 0.56 0.87 0.89
Germany +1.3 Q4 +1.1 +1.5 +1.2 Feb -0.1 Apr +0.3 6.2 Apr +286.8 Feb +7.6 +0.4 0.20 0.87 0.89
Greece -0.7 Q4 +0.5 +1.4 -3.0 Feb -1.5 Mar +0.7 24.4 Jan +0.3 Feb +2.1 -3.9 8.75 0.87 0.89
Italy +1.0 Q4 +0.4 +1.0 +1.2 Feb -0.4 Apr +0.2 11.4 Mar +40.5 Feb +1.9 -2.5 1.51 0.87 0.89
Netherlands +1.6 Q4 +1.0 +1.5 +1.8 Feb +0.6 Mar +0.5 7.8 Mar +68.8 Q4 +9.9 -1.6 0.44 0.87 0.89
Spain +3.4 Q1 +3.2 +2.8 +5.9 Feb -1.1 Apr -0.5 20.4 Mar +17.1 Feb +1.0 -3.4 1.57 0.87 0.89
Czech Republic +4.3 Q4 -0.1 +2.8 +5.6 Feb +0.3 Mar +1.5 6.1 Mar§ +1.5 Q4 -0.1 -1.6 0.47 23.5 24.4
Denmark +0.4 Q4 +0.3 +1.3 +5.2 Feb nil Mar +0.7 4.2 Mar +19.8 Feb +6.4 -2.8 0.48 6.47 6.65
Norway +0.1 Q4 -4.7 +1.5 +1.7 Feb +3.3 Mar +2.1 4.6 Feb‡‡ +35.3 Q4 +11.6 +7.2 1.44 8.13 7.58
Poland +4.3 Q4 +6.1 +3.5 +0.5 Mar -1.1 Apr +1.7 10.0 Mar§ -0.5 Feb -2.1 -1.9 3.12 3.83 3.63
Russia -3.8 Q4 na -1.3 -0.4 Mar +7.3 Mar +8.2 6.0 Mar§ +51.3 Q1 +3.7 -2.2 8.94 66.2 51.9
Sweden  +4.5 Q4 +5.3 +3.4 +5.5 Mar +0.8 Mar +0.8 7.7 Mar§ +29.2 Q4 +6.0 -0.6 0.81 8.07 8.37
Switzerland +0.4 Q4 +1.7 +1.1 -4.5 Q4 -0.9 Mar -0.7 3.5 Mar +75.9 Q4 +9.5 +0.3 -0.25 0.96 0.93
Turkey +5.7 Q4 na +3.3 +8.5 Feb +6.6 Apr +8.2 11.1 Jan§ -30.5 Feb -4.5 -1.8 9.56 2.89 2.70
Australia +3.0 Q4 +2.6 +2.5 +1.9 Q4 +1.3 Q1 +1.7 5.7 Mar -56.0 Q4 -4.1 -2.0 2.47 1.34 1.28
Hong Kong +1.9 Q4 +0.9 +2.1 -1.3 Q4 +2.9 Mar +2.6 3.4 Mar‡‡ +9.7 Q4 +2.6 -0.4 1.34 7.76 7.75
India +7.3 Q4 +4.4 +7.5 +2.0 Feb +4.8 Mar +5.2 4.9 2013 -22.6 Q4 -1.0 -3.7 7.43 66.6 63.5
Indonesia +4.9 Q1 na +5.1 +2.9 Feb +3.6 Apr +4.3 6.2 Q3§ -17.8 Q4 -2.4 -1.9 7.58 13,242 12,963
Malaysia +4.5 Q4 na +5.5 +3.9 Feb +2.6 Mar +2.9 3.4 Feb§ +8.7 Q4 +2.7 -3.7 3.89 3.99 3.56
Pakistan +5.5 2015** na +4.8 +2.8 Feb +4.2 Apr +5.4 5.9 2015 -2.3 Q1 -0.9 -4.6 8.08††† 105 102
Philippines +6.3 Q4 +8.2 +6.3 +8.4 Feb +1.1 Apr +2.9 5.8 Q1§ +8.4 Dec +3.6 -2.1 4.23 47.1 44.5
Singapore +1.8 Q1 nil +2.8 -0.5 Mar -1.0 Mar +1.3 1.9 Q1 +57.5 Q4 +20.4 +0.9 2.01 1.36 1.33
South Korea +2.7 Q1 +1.5 +2.5 -1.5 Mar +1.0 Apr +1.3 4.3 Mar§ +107.5 Mar +7.3 +0.5 1.77 1,154 1,072
Taiwan -0.8 Q1 +0.8 +2.3 -3.6 Mar +1.9 Apr +1.0 3.9 Mar +76.2 Q4 +12.3 -0.9 0.84 32.4 30.6
Thailand +2.8 Q4 +3.2 +3.7 +1.8 Mar +0.1 Apr +2.7 1.0 Mar§ +31.6 Q4 +2.3 -2.1 2.21 35.2 33.0
Argentina +2.3 Q2 +2.0 -0.4 -2.5 Oct — *** +31.4 5.9 Q3§ -15.9 Q4 -2.3 -2.7 na 14.2 8.92
Brazil -5.9 Q4 -5.7 -3.7 -11.3 Mar +9.4 Mar +8.3 10.9 Mar§ -41.4 Mar -1.6 -5.4 12.72 3.54 3.01
Chile +1.3 Q4 +0.3 +3.4 +3.9 Mar +4.5 Mar +3.6 6.3 Mar§‡‡ -4.8 Q4 -1.4 -1.6 4.40 670 612
Colombia +3.3 Q4 +2.4 +3.7 +8.2 Feb +8.0 Mar +3.7 10.1 Mar§ -18.9 Q4 -5.1 -1.9 8.16 2,934 2,392
Mexico +2.5 Q4 +2.2 +2.4 +2.6 Feb +2.6 Mar +3.1 4.2 Mar -32.4 Q4 -2.8 -3.0 5.89 17.7 15.5
Venezuela -8.8 Q4~ -8.4 -7.0 na  na  +181 6.0 Dec§ -17.8 Q3~ -1.4 -14.4 11.17 9.99 6.30
Egypt +4.0 Q4 na +4.0 -11.6 Feb +9.0 Mar +8.8 12.8 Q4§ -16.8 Q4 -2.0 -9.6 na 8.88 7.60
Israel +2.7 Q4 +3.8 +3.7 -2.3 Feb -0.7 Mar +1.7 5.3 Mar +13.8 Q4 +4.3 -2.5 1.76 3.79 3.88
Saudi Arabia +3.4 2015 na +2.8 na  +4.3 Mar +3.8 5.7 2014 -53.5 Q4 +0.1 -8.0 na 3.75 3.75
South Africa +0.6 Q4 +0.6 +0.8 -0.1 Feb +6.3 Mar +6.4 24.5 Q4§ -13.6 Q4 -4.1 -3.3 9.20 14.9 12.0
Source: Haver Analytics.  *% change on previous quarter, annual rate. †The Economist poll or Economist Intelligence Unit estimate/forecast. §Not seasonally adjusted. ‡New series. ~2014 **Year ending June. ††Latest 
3 months. ‡‡3-month moving average. §§5-year yield. ***Official number not yet proved to be reliable; The State Street PriceStats Inflation Index, March 34.88%; year ago 27.1% †††Dollar-denominated bonds. 
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Other markets
% change on

Dec 31st 2015
Index one in local in $

May 4th week currency terms
United States (S&P 500) 2,051.1 -2.1 +0.4 +0.4
United States (NAScomp) 4,725.6 -2.8 -5.6 -5.6
China (SSEB, $ terms) 372.9 +1.0 -12.5 -12.5
Japan (Topix) 1,300.0 -6.1 -16.0 -5.5
Europe (FTSEurofirst 300) 1,302.7 -5.0 -9.4 -4.1
World, dev'd (MSCI) 1,644.0 -2.5 -1.1 -1.1
Emerging markets (MSCI) 813.5 -3.5 +2.4 +2.4
World, all (MSCI) 396.2 -2.6 -0.8 -0.8
World bonds (Citigroup) 946.1 +2.0 +8.7 +8.7
EMBI+ (JPMorgan) 755.1 -0.2 +7.2 +7.2
Hedge funds (HFRX) 1,152.5§ -0.6 -1.8 -1.8
Volatility, US (VIX) 16.1 +13.8 +18.2 (levels)
CDSs, Eur (iTRAXX)† 78.5 +11.0 +1.8 +7.7
CDSs, N Am (CDX)† 83.4 +12.8 -5.6 -5.6
Carbon trading (EU ETS) € 6.1 +23.5 -25.9 -21.6
Sources: Markit; Thomson Reuters. *Total return index.
†Credit-default-swap spreads, basis points. §May 3rd.

The Economist commodity-price index
2005=100

% change on
one one

Apr 26th May 3rd* month year

Dollar Index
All Items 137.1 136.5 +5.3 -6.2

Food 158.9 158.0 +5.5 +0.3

Industrials

All 114.4 114.1 +5.1 -14.3

Nfa† 123.9 121.4 +2.8 -2.2

Metals 110.3 111.0 +6.2 -19.0

Sterling Index
All items 170.9 170.7 +2.3 -2.1

Euro Index
All items 150.7 147.4 +4.0 -8.9

Gold
$ per oz 1,241.6 1,285.5 +4.6 +7.5

West Texas Intermediate
$ per barrel 44.0 43.8 +21.7 -27.6
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 2015
 Index one in local in $
 May 4th week currency terms
United States (DJIA) 17,651.3 -2.2 +1.3 +1.3
China (SSEA) 3,130.4 +1.3 -15.5 -15.6
Japan (Nikkei 225) 16,147.4 -6.6 -15.2 -4.5
Britain (FTSE 100) 6,112.0 -3.3 -2.1 -3.8
Canada (S&P TSX) 13,632.0 -1.8 +4.8 +13.2
Euro area (FTSE Euro 100) 993.7 -5.4 -9.2 -3.9
Euro area (EURO STOXX 50) 2,938.8 -6.1 -10.1 -4.8
Austria (ATX) 2,240.3 -3.8 -6.5 -1.1
Belgium (Bel 20) 3,334.0 -4.2 -9.9 -4.7
France (CAC 40) 4,324.2 -5.2 -6.7 -1.3
Germany (DAX)* 9,828.3 -4.6 -8.5 -3.2
Greece (Athex Comp) 590.1 +0.9 -6.5 -1.1
Italy (FTSE/MIB) 17,935.7 -4.3 -16.3 -11.4
Netherlands (AEX) 428.9 -4.3 -2.9 +2.7
Spain (Madrid SE) 873.3 -7.4 -9.5 -4.3
Czech Republic (PX) 886.9 -2.9 -7.3 -1.9
Denmark (OMXCB) 837.7 -2.1 -7.6 -2.0
Hungary (BUX) 26,212.2 -2.9 +9.6 +17.0
Norway (OSEAX) 648.2 -2.2 -0.1 +8.8
Poland (WIG) 47,020.9 -1.0 +1.2 +4.3
Russia (RTS, $ terms) 912.6 -1.6 +9.3 +20.5
Sweden (OMXS30) 1,319.2 -4.9 -8.8 -4.8
Switzerland (SMI) 7,753.0 -4.2 -12.1 -8.1
Turkey (BIST) 79,382.6 -7.0 +10.7 +11.8
Australia (All Ord.) 5,335.6 +1.6 -0.2 +2.3
Hong Kong (Hang Seng) 20,525.8 -3.9 -6.3 -6.5
India (BSE) 25,101.7 -3.7 -3.9 -4.5
Indonesia (JSX) 4,822.6 -0.5 +5.0 +9.3
Malaysia (KLSE) 1,657.6 -2.1 -2.1 +5.4
Pakistan (KSE) 35,317.6 +3.1 +7.6 +7.7
Singapore (STI) 2,773.1 -3.5 -3.8 +0.6
South Korea (KOSPI) 1,976.7 -1.9 +0.8 +2.4
Taiwan (TWI) 8,185.5 -4.4 -1.8 -0.3
Thailand (SET) 1,390.7 -1.5 +8.0 +10.5
Argentina (MERV) 13,220.1 -3.8 +13.2 +3.4
Brazil (BVSP) 52,552.8 -3.5 +21.2 +35.4
Chile (IGPA) 19,696.4 +0.7 +8.5 +14.7
Colombia (IGBC) 9,723.2 -3.6 +13.8 +23.1
Mexico (IPC) 45,349.0 -1.3 +5.5 +2.7
Venezuela (IBC) 15,346.1 -2.3 +5.2 na
Egypt (Case 30) 7,442.4 -5.4 +6.2 -6.3
Israel (TA-100) 1,219.9 -2.1 -7.2 -4.8
Saudi Arabia (Tadawul) 6,586.5 -3.4 -4.7 -4.6
South Africa (JSE AS) 51,873.5 -2.2 +2.3 +6.4

Indicators for more countries and additional
series, go to: Economist.com/indicators

The Economist poll of forecasters, May averages (previous month’s, if changed)

 Real GDP, % change Consumer prices Current account
 Low/high range average % change % of GDP
 2016 2017 2016 2017 2016 2017 2016 2017
Australia 1.9 / 2.9 2.3 / 3.5 2.5  2.8  1.7 (1.9) 2.4  -4.1 (-4.0) -3.5 (-3.4)
Brazil -4.3 / -2.8 -1.4 / 1.0 -3.7 (-3.6) 0.6  8.3  6.5 (6.6) -1.6 (-1.9) -1.3 (-1.4)
Britain 1.5 / 2.3 1.5 / 2.6 1.9 (2.0) 2.1  0.6  1.8 (1.7) -4.7 (-4.2) -4.2 (-3.7)
Canada 1.0 / 2.2 1.1 / 2.7 1.6  2.0  1.5  1.9 (2.0) -2.8 (-2.7) -2.3 
China 5.8 / 6.9 nil / 6.7 6.5  5.9 (6.2) 1.8 (1.7) 1.7 (1.8) 2.8  2.6 
France 0.8 / 1.7 1.1 / 1.9 1.3 (1.2) 1.4  0.2  1.1  -0.3 (-0.4) -0.5 
Germany 1.1 / 1.9 1.3 / 2.1 1.5  1.6  0.3  1.5 (1.4) 7.6 (7.7) 7.2 
India 6.0 / 8.5 nil / 8.3 7.5  7.1 (7.5) 5.2  4.8 (5.1) -1.0  -1.3 
Italy 0.6 / 1.2 0.7 / 1.6 1.0 (0.9) 1.2 (1.1) 0.2 (0.3) 1.1  1.9  1.7 (1.8)
Japan -0.4 / 1.0 0.2 / 1.4 0.5 (0.6) 0.6  0.2 (0.3) 1.6 (1.5) 3.8 (3.7) 3.3 
Russia -2.5 / 0.5 -0.5 / 3.0 -1.3 (-1.5) 1.2 (1.1) 8.2 (8.4) 6.4 (6.5) 3.7 (3.9) 4.1 (4.4)
Spain 2.2 / 3.2 1.7 / 3.0 2.8  2.3  -0.5 (-0.4) 1.2 (1.1) 1.0  0.9 
United States 1.0 / 2.4 1.3 / 2.7 1.8 (2.0) 2.1 (2.2) 1.2  2.2 (2.1) -2.7 (-2.6) -2.8 (-2.7)
Euro area 1.3 / 1.8 1.3 / 1.8 1.5 (1.4) 1.6  0.2 (0.3) 1.3 (1.2) 2.8  2.5 (2.6)

Sources: Bank of America, Barclays, BNP Paribas, Citigroup, Commerzbank, Credit Suisse, Decision Economics, Deutsche Bank, 
EIU, Goldman Sachs, HSBC Securities, ING, Itaú BBA, JPMorgan, Morgan Stanley, Nomura, RBS, Royal Bank of Canada, Schroders, 
Scotiabank, Société Générale, Standard Chartered, UBS.  For more countries, go to: Economist.com/markets
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THE top ofthe carrot, blackened by frost,
poked just above the frozen ground. As

soon as he saw it, Harry Wu dropped to his
knees and scraped for it until his fingers
bled. After18 months in one ofChina’s lao-
gai (“re-education through labour”) camps,
hunger consumed him. Already he had
sampled the half-rotten roots of cabbages
left in the ground, and learned to dig into
rat-holes to find stores of grain. In another
hole he found a tangle of hibernating
snakes, pulled them out, bit offtheir heads,
skinned them and boiled them up for that
wonderful, near-forgotten taste ofmeat. 

He had learned to fight, too. When he
tookoffhis glasses he no longer looked like
the intellectual he was. He was ready to
beat up anyone who challenged his theft
ofa hard wotou bun ora piece ofsalted tur-
nip, aiming his punch straight for the nose
or the eyes so that his assailant wouldn’t
try twice. The camp had made an animal
of him, throwing desperate creatures to-
gether as, when a boy, he had put ferocious
yellow ants and black ants in a bottle and
watched them kill each other. In his case,
his fall into barbarity had not taken long. 

The ostensible reason he was there—he
assumed, for he was forced to sign the
charge-sheet in 1960 without reading it—
was because he had been accused of steal-
ing 50 yuan. In fact he had been hauled in

to be turned into “a new socialist person”.
As an eager student at the Geology Insti-
tute in Shanghai in the mid-1950s, after the
Communists had seized power, he resent-
ed spending half the day studying party
doctrine. He was slow to confess in public
that, as the son of a banker, waited on by
servants and educated by Jesuits, he was
from “the exploiting class”. He had also
skipped indoctrination sessions to be with
his girlfriend. The result was that his brain
had to be dulled by hard labour, and new
thoughts put inside. 

This went on for two decades, all
through his best young years. He worked
on farms and down a coal mine, where his
back was broken. The Red Brigades found
his favourite books—“Moby-Dick” and
“The Old Man and the Sea”, sagas of men
obsessed with a dream against enormous
odds—and burned them. For a week he
was put in solitary, in a cement cell three
feet high. He had tried to send out letters of
protest, desperate that no one knew of his
plight or where he was. As comrades died
around him, he reflected that their lives
were just a flick of cigarette ash on the
wind. When he had clambered out of that
mood, he resolved not only to survive but
also to ensure that no one forgot China’s
laogai and the thousands suffering there.

This was harder than he imagined.

After years of rising slowly through the
prisonerhierarchy, helped too by the death
ofMao Zedongand the milderrule ofDeng
Xiaoping, he emerged to try to work as a
lecturer in geology. He was still viewed as a
rightist, he found. And China remained in-
different to the laogai, with a further twist:
the forced labour of prisoners was en-
abling his country to roar into world mar-
kets as a producer of cheap car parts, tools,
toys, clothes and hardware. The prison
camps were being renamed factories, and
the world hoodwinked into buying goods
stained with blood and marked with tears.
As soon as he could get his papers, in 1985,
Mr Wu left for California—to make a new
life, and spread the word. 

Making trouble
He had $40 in hispocket, supplemented by
night shifts on a doughnut stand. His Eng-
lish was fractured and, again, his voice was
a lonely one. Americans in the mid-1980s
knew almost nothing of mainland China
except, increasingly, its trade potential. Sto-
riesofthe Chinese gulagwere the province
of right-wing think-tanks, such as the Hoo-
ver Institution, and right-wing congress-
men. Many thought he was exaggerating
the horrors, or being soft on criminals who
deserved it. But Mr Wu stressed that Chi-
na’s labour camps were both inhuman,
and contained an alarming number of po-
litical troublemakers like himself. Besides,
America, like most European countries, al-
ready had laws on the books banning the
import ofgoods made with forced labour. 

To get his point across, he travelled the
world with instruments of torture in his
suitcase. Relentless as a terrier, he lectured,
lobbied and wrote, until by 1989—when
Tiananmen Square made his argument for
him—Americans did not question that the
gulag existed. What he most yearned to do,
however, was to go back to China for more
evidence. In the early1990s he managed to
sneak in several times, with journalists
and hidden cameras, to the camps where
he had been held. With fame, his trips be-
came much riskier: he was chased by secu-
rity men, spotted from watch-towers, and
in 1995 was arrested as he tried to enter
from Kazakhstan. Only pressure from the
Clintons (Hillary being about to visit) se-
cured his deportation, after 66 days. 

That second spell of captivity, though
relatively gentle, reminded him how much
he had been shaped by the first. He could
fall asleep anywhere in 15 seconds, even
with guards watching, and still be aware of
what was happening round him. He could
see escape routes where others couldn’t.
His broken backstill ached, and the sight of
prisoners made him tremble so much that
he could not film them. None of this, how-
ever, curbed the overwhelming hunger the
laogai had left in him: hunger to play with
fire, taunt the system, dig deep. 7

Beyond the wire

HarryWu (Wu Hongda), victim and exposerofChina’s gulag, died on April 26th,
aged 79

Obituary Harry Wu
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